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Regular Meeting of the Board of Trustees
Wednesday, March 18, 2020
STATE OF WISCONSIN INVESTMENT BOARD
Offices of the Wisconsin Investment Board
121 East Wilson Street
Madison, Wisconsin
(Following the Compensation Committee meeting, approximately 9:45 a.m.)
VIA TELECONFERENCE: Toll-free Number: 888-557-8511
Access Code: 1395475
OPEN SESSION
1.

Committee Reports - Open Session Items
A.
Audit and Finance Committee
B.
Strategic Planning and Corporate Governance Committee
C.
Compensation Committee

2.

Consent Agenda
A.
Open Session Minutes of December 18, 2019
B.
Recommended Actions from Committee Agendas – Open Session
Items

3.

Election of Secretary and Assistant Secretary

4.

Annual Committee Assignments by Board Chair

5.

Trustee Contact and Referral Policy

6.

Proposed 2021 Board Meeting Dates

7.

Investment Performance and Market Updates
A. Board Investment Performance Report, Q4 2019
B. Callan Quarterly Peer Report, Q4 2019

8.

Quarterly Investment Update, Q4 2019

9.

Investment Committee Open Session Business
A.
Approved Open Session Minutes of November 26, 2019, December
19, 2019 and January 28, 2020
B.
Final Open Session Agenda for February 27, 2020 and Draft Open
Session Agendas for March 24, 2020 and April 24, 2020
C.
Amendments to SWIB Investment Committee Charter
D.
Amendments to SWIB Investment Committee WRS Investment
Guidelines
E.
Amendments to WRS Investment Policy
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CLOSED SESSION**
RECONVENE IN OPEN SESSION

10.

Announcements of Board Actions Relating to Items Taken up in Closed
Session

11.

In the Absence of Questions, the Following Reports will be Filed
Without Comment (for informational purposes):
A.
New Contracts, Q4 2019
B.
Quarterly Report of Direct Charges to Funds, Q4 2019
C.
Private Markets and Funds Alpha Commitments, Q4 2019

12.

Future Items for Discussion
A.
Annual Board Agenda Plan

13.

Motion to Adjourn

NOTES:

Items may be taken in order other than listed.
The meeting site is physically accessible. Upon prior request,
reasonable accommodations will be provided.

** The motion to go into closed session at this meeting is made pursuant to Sections 19.36(5) and 19.85(1)(e) of the Wisconsin Statutes to
(i) consider confidential and proprietary strategies for the investment of public funds relating to specific proprietary investment strategies of
internal WRS portfolios, and (ii) approve prior closed session minutes that discuss the same; pursuant to Section 19.85(1)(c) of the
Wisconsin Statutes to (iii) discuss the performance evaluation data and compensation of specific SWIB employees related to SWIB’s
incentive compensation program and 2019 performance and (iv) approve executive closed session minutes that discuss the same; and
pursuant to Section 19.85(1)(g) of the Wisconsin Statutes to confer with SWIB’s chief legal counsel to receive advice concerning legal
strategy for ongoing and/or potential litigation. The Board may convene in additional closed sessions or announce additional closed session
items at the meeting in accordance with the procedure outlined in the Attorney General’s Opinion reported at 66 OAG 106 (1977).
Whenever a closed session is held, the Board will subsequently reconvene in open session to cover remaining agenda items.
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Regular Meeting of the Board of Trustees
Wednesday, March 18, 2020
STATE OF WISCONSIN INVESTMENT BOARD
CONSENT AGENDA – OPEN SESSION ITEMS
Proposed Motions:
1. Move to approve the Open Session Minutes of December 18, 2019, as presented.
2. Move to approve the revisions to the Audit and Finance Committee Charter, as

recommended by the Audit and Finance Committee and reflected in the Committee
materials.
3. Move to approve one new position for 2020, as recommended by the Audit and Finance
Committee and described in the Committee materials.
4. Move to approve the revisions to the Compensation Committee Charter, as recommended
by the Compensation Committee and reflected in the Committee materials.
5. Move to approve the 2020 Investment Services Staff Strategic Results Scorecard, as
recommended by the Compensation Committee and reflected in the Committee materials.
6. Move to approve the amended Investment Services Staff Incentive Compensation Plan,
as recommended by the Compensation Committee and reflected in the Committee
materials.
7. Move to approve the incentive compensation awards for performance year 2019 for all
SWIB employees in the aggregate of $5,576,742, excluding the specific awards to the
Executive Director/Chief Investment Officer, Deputy Executive Director/Chief
Administrative Officer, Agency Business Director, Chief Technology & Operations
Officer, Senior Leaders of Investment Services Staff, and Managing Directors, Portfolio
Managers and Senior Managing Analysts of Investment Management Staff, and the
Internal Audit Director, as recommended by the Compensation Committee and as
recommended and allocated by the Executive Director/Chief Investment Officer.
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STATE OF WISCONSIN INVESTMENT BOARD
Board Meeting – Open Session
Tuesday, December 17, 2019 ̶ Wednesday, December 18, 2019
Offices of the Investment Board
121 East Wilson Street
Madison, Wisconsin
Board Members Present:

Dave Stein, Chair
Barb Nick, Vice-Chair
Bob Conlin, Secretary
Esther Ancel, Trustee
Joel Brennan, Trustee
Mark Doll, Trustee
Kristi Palmer, Trustee
Dave Schalow, Trustee
Tim Sheehy, Trustee

Staff and Others Present:

Eric Barber, Senior Legal Counsel
Brandon Brickner, Internal Audit Director
Sara Chandler, Chief Legal Counsel
Samir Datta, Financial Planning & Analysis Director
Edwin Denson, Managing Director-Asset & Risk Allocation
Derek Drummond, Funds Alpha Manager
Shirley Eckes, Head of Operations
Brad Gentert, Performance Manager
Vicki Hearing, Communications Manager
Brian Heimsoth, Quantitative Manager
Brian Hellmer, Managing Director-Public Equities
Mike Jacobs, Agency Business Director
Rochelle Klaskin, Deputy Executive Director/Chief
Administrative Officer
Janet Klosterman, Legal Assistant
Todd Ludgate, Managing Director-Public Fixed Income
Damian Maroun, Head of Trading & Execution
Phil Richards, Performance Director
Jay Risch, Government Relations Liaison
Nick Stanton, Head of Multi-Asset Strategy
Julia Valentine, Chief Technology & Operations Officer
David Villa, Executive Director/Chief Investment Officer
Ithipol Yang, Help Desk Specialist
Ivan “Butch” Cliff, Callan Associates
Sandy Halim, CEM Benchmarking, Inc.
Stephen Howard, BlackRock, Inc.
Chris Levell, NEPC

(Some of those listed may have attended only portions of the meeting.)

1

Page 5 of 202

TUESDAY, DECEMBER 17, 2019
The State of Wisconsin Investment Board held a reception at Vintage Brewing Company
at 5:30 p.m.
WEDNESDAY, DECEMBER 18, 2019
With a quorum present, Trustee Stein, the Board Chair, called the Board of Trustees meeting to
order at 8:30 a.m. Trustee Stein then, on behalf of the Board of Trustees, recognized Annette
Wiemann, Executive Administrative Assistant, for her exemplary service to SWIB’s
management team and to the Board of Trustees and wished her well in retirement.
1. Committee Reports – Open Session Items
A. Audit and Finance Committee
Trustee Conlin, Chair of the Audit and Finance Committee, reported that Joe Chrisman, State
Auditor and ex-officio member of the Audit and Finance Committee, presented an overview of
the responsibilities of the Legislative Audit Bureau (LAB) as it relates to SWIB, including
LAB’s various audits, interactions with Trustees and staff, and role on the Audit and Finance
Committee. The Committee also reviewed and approved the State Investment Fund Annual
Financial Report for Fiscal Year (FY) Ended June 30, 2019. Trustee Conlin stated that SWIB
received a clean and unmodified opinion from the LAB and that no internal control issues were
noted during LAB’s audit of the financial statements.
Trustee Conlin noted that the Committee’s recommended approval of two additional staff
positions for 2020 was on the consent agenda for the Board’s approval. He further reported
that the Committee: (1) approved prior meeting minutes; (2) reviewed and approved draft
reports for the IBOR Reconciliations, Trading Room, and Venture Capital Portfolios audits,
and the 2020 Audit Plan; (3) reviewed and discussed the Q3 2019 Quarterly Cost of
Management Update, the Open Audit Issues Report, and the 2020 Audit and Finance
Committee Agenda Plan; and (4) received several routine staff reports.
B. Strategic Planning and Corporate Governance
Trustee Nick, Chair of the Strategic Planning and Corporate Governance Committee, reported
that during open session the Committee (1) approved prior meeting minutes, (2) heard a report
from SWIB’s Beta One Consultant, (3) reviewed the Committee’s charter and determined no
changes were necessary, (4) heard a staff report on SWIB’s investments in Wisconsin through
the Wisconsin Private Debt and Wisconsin Venture Capital portfolios and discussed the WRS’s
investments in and value to the State of Wisconsin, (5) was updated by staff on SWIB
Foundations, SWIB Future, and the Investment Services Scorecard, and (6) received routine
staff reports, including recruiting metrics.
Trustee Nick noted that the Committee also met in closed session for additional discussion
about facilities planning; and in executive closed session for a discussion about the Executive
Director/Chief Investment Officer’s 2019 performance goals.
2
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C. Benchmark and Performance Committee
Trustee Doll, Chair of the Benchmark and Performance Committee, stated that the Committee
approved prior meeting minutes and reviewed and affirmed the Committee’s Charter. He
further stated that the Committee recommended Board approval of (1) revisions to SWIB’s
Benchmark and Performance Committee Policies and (2) benchmark changes recommended by
Verus, the Board’s benchmark consultant, both included on the proposed consent agenda.
D. Compensation Committee
Trustee Stein, Chair of the Compensation Committee, reported that Adam Barnett, McLagan
Partners, provided an overview of the current compensation landscape and discussed
competitive market pay trends based on results of recent survey work with the Committee.
Trustee Stein further reported that that the Committee recommended that the Board approve
(1) new and revised relative performance maximums (RPMs), as recommended by Verus
Advisory, the Board’s RPM consultant; (2) the scoring of the 2019 Strategic Results Scorecard;
and (3) proposed amendments to the Investment Management Staff Incentive Compensation
Plan, including the Incentive Compensation Deferral Policy and to the Investment Services Staff
Incentive Compensation Plan. Finally, the Committee reviewed incentive compensation
projections for 2019 and data on staff turnover and qualifications.
2. Consent Agenda
Sara Chandler, Chief Legal Counsel, distributed a proposed consent agenda. Trustee Stein
asked whether there were any motions listed on the consent agenda that should be removed for
further discussion and individual action. Hearing none, he made the following motion.
Motion: A motion was made by Trustee Stein and seconded by Trustee Doll to approve the
consent agenda, as presented. The motion passed unanimously.
►
►
►
►

►

►

►

Move to approve the Open Session Minutes of September 11, 2019, as presented.
Move to approve the Open Session Minutes of October 22-23, 2019, as presented.
Move to approve two additional staff positions for 2020, as recommended by the Audit
and Finance Committee and presented in the Committee materials.
Move to approve the revisions to the Benchmark and Performance Committee Policies,
as recommended by the Benchmark and Performance Committee and as presented in
the Committee materials.
Move to approve the benchmark changes, to be effective on or after January 1, 2020 in
connection with the implementation of corresponding asset allocation changes, as
recommended by the Benchmark and Performance Committee and the Board’s
benchmark consultant, Verus Advisory, and as described in the Committee materials.
Move to approve the new and revised relative performance maximums (RPMs), as
recommended by the Compensation Committee and the Board’s consultant, Verus
Advisory, and presented in the Committee materials.
Move to approve the scoring of the 2019 Strategic Results Scorecard, as recommended
by the Executive Director/Chief Investment Officer and as reflected in the Committee
materials, subject to final confirmation by the Compensation Committee Chair
3
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following the end of the calendar year of no material events; provided that if material
event have occurred, as determined in discretion of the Chair of the Compensation
Committee, he will call a Special Meeting of the Board to consider revisions to the
Scorecard.
► Move to approve the amended Investment Management Staff Incentive Compensation
Plan, including the Incentive Compensation Deferral Policy applicable to all
employees, as recommended by the Compensation Committee, and as reflected in the
Committee materials.
► Move to approve the amended Investment Services Staff Incentive Compensation Plan,
as recommended by the Compensation Committee, and as reflected in the Committee
materials.
3. Investment Performance and Market Updates
A. Board Investment Performance Report, Q3 2019
Phil Richards, Performance Director, and Brad Gentert, Performance Manager, presented the
Investment Performance Report, as of September 30, 2019, included on pages 24-39 in the
meeting materials. Mr. Richards reported that (1) the Core Trust Fund (CTF) returned +1.37%
gross of fees in Q3 2019, resulting in a gross excess return of 53 bps year-to-date; (2) the Private
Equity asset class had strong relative performance in Q3; (3) the CTF five-year gross-of-fee
return of 6.94% outperformed the policy benchmark by 32 bps on an annualized basis; and
(4) the CTF return outperformed the reference portfolio return by 26% (cumulative) over a
20- year time period.
Mr. Richards provided an overview of SWIB’s total assets under management (AUM), noting
a one-year increase of $4.4 billion across all funds. Mr. Richards went into additional detail
regarding the assets of the WRS, including an overview of the distribution between internally
and externally managed assets, as well as passively and actively managed assets. He noted that
there was a slight increase in active risk resulting from a move of assets from internal, passively
managed accounts to external, actively managed accounts. In reviewing the CTF allocation by
asset class, he noted that all asset classes were within target ranges and that CTF financial
leverage remained approximately 10%. With respect to CTF asset class performance, he noted
that many asset classes had strong absolute and relative performance, including global
developed equities and U.S. small cap equities, investment grade fixed income, private equity
and debt.
Mr. Richards continued with a review of the Variable Trust Fund (VTF) allocation by asset
class, noting that the VTF ended the quarter slightly underweight domestic equities, but within
the target range. In reviewing the year-to-date performance for the separately managed funds,
Mr. Richards highlighted that all the funds had positive gross performance on both an absolute
and relative basis as of September 30, 2019.
Turning to the performance of the CTF leverage strategy, Mr. Richards noted that the strategy
added 142 bps of performance year-to-date, 77 bps over the one-year period and 60 bps over
the five-year period, allowing SWIB to construct a more efficient portfolio with a greater level
of return for the same level of risk. Finally, he explained the performance of the Alpha Beta
Overlay, observing that the alpha pool had returned 0.57% year-to-date after deducting all
financing costs. When combined with the 13.49% return of the underlying beta, the total return
4
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of the strategy is 14.06% year-to-date.
B. Callan Quarterly Report
Mr. Richards introduced Ivan “Butch” Cliff, Executive Vice President and Director of
Research, Callan Associates, to provide an update on SWIB’s performance relative to its peer
group. Mr. Cliff first provided a brief overview of the SWIB/Callan relationship, discussed the
value of the reviews comparing SWIB to its peers, and highlighted differentiating factors taken
into consideration when comparing SWIB strategy and performance to its peers. Mr. Cliff
highlighted that SWIB is one of the only fully funded public pensions.
In presenting the SWIB Performance Reporting – Gross of Fees as of 9/30/2019, included on
pages 45-60 in the meeting materials, Mr. Cliff compared SWIB’s cumulative returns and
return consistency to its policy target. He reported that over the last five years SWIB generated
absolute returns of 6.94% annualized, trailing its return target of 7.0% by only 6 bps, and has
added value above its target policy return with annualized gross excess returns of +32 bps. He
commented that these results have been generated with high levels of diversification and very
low tracking error due to robust risk management. In reviewing SWIB’s five- and ten-year
return consistency, he highlighted smooth, consistent performance with less volatility than
SWIB’s peers. With respect to SWIB’s asset allocation, Mr. Cliff indicated that SWIB’s unique
strategy is more diversified and risk-balanced than its peers, and more globally oriented (less
home-country bias), with lower exposure to illiquid alternative investments and more fixed
income exposure. On the whole, he noted that this strategy is less risky, but also allows for
significant flexibility.
Turning to a comparison of SWIB’s performance to that of its peers, Mr. Cliff highlighted that
SWIB’s 2019 performance was in the top decile with three- and five-year performance
comfortably above median. In addition, the data shows that SWIB outperformed the policy
target for all periods, and rankings would be even higher if they accounted for SWIB’s cost
advantage relative to peers (average of ~16 bps per annum). He also noted that adjusting for
asset allocation results in considerable improvement in SWIB’s ranking for the three-, five- and
ten-year periods, pushing the three-year performance to top quartile and the ten-year
performance above median. Asset allocation adjusted peer rankings illustrated the effective
implementation of SWIB’s investment program. In considering comparisons of risk, SWIB is
taking far less risk than its peers, which decreases the chance of materially underperforming the
policy target. Notwithstanding its lower levels of risk, SWIB’s excess returns compare
favorably to peers.
In comparing SWIB’s asset class performance versus targets and peers, Mr. Cliff highlighted
that: (1) four of SWIB’s five asset classes outperformed their targets over the last five years;
(2) three of SWIB’s five asset classes ranked above median versus peers, with the international
equity return lagging peers even while beating its target; and (3) U.S. fixed income ranks lower
than peers due to SWIB’s intentional lower risk asset allocation and strategies.
4. Annual Presentation on Cost Benchmarking
Samir Datta, Financial Planning & Analysis Director, stated that SWIB’s Total Cost of
Management Plan & Policy requires an annual report to the Board on cost benchmarking. Mr.
Datta introduced Sandy Halim, Principal, CEM Benchmarking, Inc.
5
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A. 2018 CEM Benchmarking Report
After providing an overview of CEM, Ms. Halim presented her report, State of Wisconsin
Investment Board CY 2018 CEM Investment Benchmarking Report, included on pages 62-78
in the meeting materials. Ms. Halim noted that CEM compares SWIB’s costs to a custom peer
group of similarly-sized U.S. public pension funds.
Ms. Halim identified key takeaways from CEM’s report, including: (1) SWIB’s 2018 total
investment cost was $443.1 million, or 44.7 bps, which was lower than its benchmark cost of
50.0 bps, for a cost savings of $52.7 million, primarily due to SWIB’s lower cost
implementation style of using less traditional active management and less external
management; (2) SWIB’s five-year net value added was 0.05%, which was equal to the U.S.
public and peer median; and (3) SWIB’s five-year performance was in the positive-valueadded, low-cost quadrant of the cost effectiveness chart.
Ms. Halim noted an increase in SWIB’s costs but stressed that this was due in large part to
asset allocation changes as well as infrastructure and technology spending. She explained that
differences in total costs relative to peers can often be reflective of or impacted by differences
in asset allocation. But even adjusting for differences in assets classes, Ms. Halim highlighted
that SWIB’s cost savings was 5.3 bps relative to its peers.
Ms. Halim facilitated the Board’s discussion and answered questions about the funds in CEM’s
database and CEM’s findings.
B. Staff Presentation on SWIB’s Cost Effectiveness Annual Evaluation
Mr. Datta presented SWIB’s Cost Effectiveness Annual Evaluation, included on pages 78-84 in
the meeting materials.
Mr. Datta noted one reason SWIB’s cost savings advantage has declined in recent years is
because more of SWIB’s peers have started adopting a similar lower cost approach, including
more internal management. He reviewed the cost advantage of internal management in the
public markets asset classes and noted that SWIB has saved $1.3 billion versus its peers from
2009-2018.
5. Asset Allocation Update and Recommendations for 2020
Edwin Denson, Managing Director-Asset & Risk Allocation, introduced Chris Levell, NEPC,
the Board’s asset allocation consultant, who presented NEPC’s asset allocation review and
recommendation. A copy of NEPC’s report was included on pages 86-108 in the meeting
materials.
Mr. Levell stated that the materials did not include any substantive changes from the draft
recommendations presented to the Board of Trustees at the October Workshop. He highlighted
NEPC’s asset allocation recommendations to (a) make no changes to the asset class allocations;
(b) add an allocation to International Small Cap in the Public Equity asset class; (c) add an
allocation to Mortgage-Backed Securities in the Public Fixed Income asset class; (d) expand
the total asset allocation range (with the use of leverage) to between 105% and 115%; and
6
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(e) authorize staff to eliminate leverage, if warranted.
Mr. Levell then reviewed NEPC’s 2019 asset class assumptions and long-term performance
forecasts. Key highlights included NEPC’s view that it in the next market cycle it will be very
challenging to realize a 7% return, although the long-term outlook remains positive. Finally,
he noted no changes for 2020 to the proposed asset allocation targets, ranges, and active risk
for the VTF, and answered questions. With respect to the CTF policy leverage, Mr. Denson
and David Villa, Executive Director/Chief Investment Officer, agreed that the Executive
Director/Chief Investment Officer would inform the Board of any fundamental changes in the
leverage strategy.
Mr. Denson then reviewed the Asset Allocation Overview and Recommendations for 2020,
included on pages 109-113 in the meeting materials, and answered questions.
Motion: A motion was made by Trustee Stein and seconded by Trustee Conlin to adopt and
approve the asset allocation and active risk targets for the Core Trust Fund and the Variable
Trust Fund as set forth and further described in the Asset Allocation Overview and
Recommendations for 2020 included in the Board materials, as recommended by the
Investment Committee and the Board’s asset allocation consultant, NEPC. The motion passed
unanimously.
6. Quarterly Investment Update, Q3 2019
Mr. Villa initiated a discussion of the Quarterly Investment Update, included on pages 115-154
in the meeting materials, with a brief commentary about the forecast for the five-year return
ending December 31, 2019, as well as the Callan peer asset allocation comparison. He noted
that SWIB currently has a higher allocation to global equities than its peers, a reversal of the
norm, and that it is unclear where peer funds are reallocating that risk.
Mr. Denson highlighted the strong performance that had occurred across all asset classes
through the end of October 2019. He noted that global bonds have underperformed domestic
credit, coinciding with SWIB’s shift away from global bonds at the beginning of the year. He
also reviewed the exposure management process, a key strategy to achieving additional alpha
for the CTF.
Mr. Denson was then joined by colleagues Brian Hellmer, Managing Director-Public Equities,
Todd Ludgate, Managing Director-Public Fixed Income, Derek Drummond, Funds Alpha
Manager, and Nick Stanton, Head of Multi-Asset Strategy. The group began by discussing
global debt, noting that government debt has increased substantially while corporate debt has
increased modestly (except in China), and US household debt has decreased considerably.
These trends suggest that governments may be constrained in responding to the next recession,
resulting in central banks pursuing unusually easy monetary policy. On the other hand,
corporate debt levels appear rational and unconcerning, with emerging markets remaining
difficult to read.
During the market review, Mr. Hellmer noted that the strong global equities performance of the
past year will be hard to replicated going forward. Mr. Ludgate noted that bond yields
rebounded across the globe in Q4 and investors need to be careful about derisking. The group
also discussed the impacts of these and other factors on the global economy, U.S. labor market,
7
Page 11 of 202

and expanding deficits, and answered questions. Mr. Hellmer also introduced Damian Maroun,
SWIB’s new Head of Trading & Execution.
7. Motion to Convene in Closed Session
Motion: A motion to convene in closed session (a) pursuant to Sections 19.36(5) and
19.85(1)(e) of the Wisconsin Statutes to (1) consider confidential and proprietary strategies for
the investment of public funds relating to the active risk and specific proprietary investment
strategies of internal WRS portfolios; (2) discuss and consider any specific strategies related to
asset allocation; and (3) approve and discuss prior closed session minutes that discuss the same;
and (b) pursuant to Sections 19.85(1)(c), (f) and 19.36(7) of the Wisconsin Statutes to discuss
the performance evaluation and compensation data of SWIB’s Internal Audit Director, was
made by Trustee Stein and seconded by Trustee Nick.
The Chair called for a roll call vote.
Ancel-Aye
Palmer-Aye

Conlin-Aye
Schalow-Aye

Doll-Aye
Stein-Aye

Nick-Aye

There being seven ayes and no nays, the Chair declared the motion passed. The Board convened
in closed session at 11:27 a.m. and reconvened in open session at 11:51 a.m.
8. Announcement of Board Actions Relating to Items Taken up in Closed Session
Trustee Stein reported that during its regular closed session, Mr. Villa discussed plans for
implementing the 2020 asset allocation changes, presented results of the annual review of
expected tail loss, and reviewed Investment Committee closed session business. During
executive closed session, the Board approved closed and executive closed session minutes and
acted on recommendations from the executive closed session Committee agendas.
9. Investment Committee Open Session Business
A. Approved Minutes
Mr. Villa stated that the approved open session minutes of the August 27, 2019,
September 24, 2019 and November 7, 2019 Investment Committee meetings were included on
pages 193-207 in the meeting materials for the Board’s review and noted that he had previously
reviewed the agendas for these meetings with the Board.
B. Agendas for Upcoming Meetings
Mr. Villa referenced the open session agenda for the November 26, 2019 Investment Committee
meeting and the draft open session agendas for the December 19, 2019 and January 28, 2020
meetings, which were included on pages 208-213 of the meeting materials.
C. SWIB Investment Committee Charter Amendments
Ms. Chandler reviewed proposed amendments to the Investment Committee Charter to add
three non-voting Committee members. A version of the Charter reflecting the proposed
8
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amendments was included on pages 214-218 in the meeting materials.
Motion: A motion was made by Trustee Stein and seconded by Trustee Conlin to approve
changes to the Investment Committee Charter, as presented in the meeting materials, and as
recommended by the Investment Committee. The motion passed unanimously.
10. Enterprise Risk and Compliance Committee (ERCC) Charter Amendments
Ms. Chandler described the proposed amendments to the SWIB Enterprise Risk and Compliance
Committee Charter to create a separate reporting process for handling compliance issues related
to confidential personnel matters. A version of the Charter reflecting the proposed amendments
was included on pages 220-222 in the meeting materials.
Motion: A motion was made by Trustee Stein and seconded by Trustee Palmer to approve
changes to the Enterprise Risk and Compliance Committee Charter, as presented in the meeting
materials, and as recommended by the Enterprise Risk and Compliance Committee. The
motion passed unanimously.
11. Reports Filed Without Comment
In the absence of questions, the following reports, included on pages 223-243 in the meeting
materials, were filed without comment: (a) draft ERCC Minutes of October 2, 2019, (b) New
Contracts, Q3 2019; (c) Quarterly Charges to Funds Report, Q3 2019; and (d) Private Markets
and Funds Alpha Commitments, Q3 2019.
12. Future Items for Discussion
Ms. Chandler noted that the Annual Board Agenda Plan was included on pages 245-248 in the
meeting materials for the Board’s information.
13. Motion to Adjourn
Motion: A motion to adjourn was made by Trustee Stein and seconded by Trustee Ancel. The
motion passed unanimously, and the meeting was adjourned at 12:00 p.m.
Date of Board Approval:
Signed:

Robert J. Conlin, Board Secretary
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Pursuant to the Board Procedures, a Secretary and an Assistant Secretary are elected each year.
Bob Conlin, Secretary
Sara Chandler, Assistant Secretary
The Governor appoints the Board Chair and Vice Chair. The Board Chair has recommended Barb Nick for Vice Chair.
Pursuant to each Committee Charter, the Board Chair shall appoint members of each Committee and appoint members
to serve as Committee chair, vice chair and secretary for terms not to exceed one year. These appointments shall be in
effect until February 28, 2021.
Audit and Finance Committee
Bob Conlin, Chair
Tim Sheehy, Vice Chair & Secretary
Mark Doll
Kristi Palmer
Carol Herwig, State Controller, ex-officio
Joe Chrisman, State Auditor, ex-officio
Benchmark and Performance Committee
Mark Doll, Chair
David Stein, Vice Chair & Secretary
Dave Schalow
Esther Ancel
Compensation Committee
David Stein, Chair
Tim Sheehy, Vice Chair & Secretary
Barb Nick
Dave Schalow
Strategic Planning and Corporate Governance Committee
Barb Nick, Chair
Bob Conlin, Vice Chair & Secretary
Secretary Brennan
Esther Ancel
Kristi Palmer

*If a member has not been appointed, the Board Chair reserves the right to appoint additional Committee members on a
temporary or permanent basis.
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State of Wisconsin Investment Board
Contact and Referral Policy
Board Approval Date: March 9, 2005
Revised: September 13, 2006, May 12, 2010, January 11, 2012, February 8, 2012,
September 11, 2019

Pursuant to the Wisconsin Statutes, SWIB and its Trustees (collectively, “SWIB”) are
fiduciaries for the various trusts and funds under their management and must comply
with the duties of loyalty and prudence. This policy addresses aspects of the duty of
loyalty. The duty of loyalty requires that SWIB administer the assets of each trust or
fund in accordance with state and federal law and solely for the purpose of ensuring the
fulfillment of the purpose of such trust or fund. The duty of loyalty also requires SWIB to
avoid or minimize conflicts of interest, including recusal by Trustees on matters where
there is an actual or perceived conflict of interest. Perceived conflicts of interest can
damage SWIB’s reputation and adversely affect public confidence in the Wisconsin
Retirement System.
Referrals. From time to time, parties looking to do business with SWIB (“vendors”),
including with respect to investment opportunities, products or services, or potential
litigation, may seek an introduction to SWIB (a “Referral”). Referrals from current or
former Trustees or government officials should be directed to the Executive
Director/Chief Investment Officer (ED/CIO). The ED/CIO will determine how to respond
to each such Referral, which may include providing information about how a vendor
may be considered for future business with SWIB or asking staff to conduct further
review and/or contact the vendor.
In the event a Trustee is contacted by a vendor looking for a Referral, or by a current or
former Trustee or government official on behalf of a vendor, the Trustee shall promptly
send the Referral to the ED/CIO. It is the responsibility of SWIB staff and its advisors
to analyze these opportunities.
The Chief Legal Counsel will maintain a log of all Referrals described above, including
those received directly by Trustees. On a quarterly basis, the log will be provided to the
Audit & Finance Committee for its review.
Individual Trustee Contact. To avoid any appearance of impropriety, Trustees shall
not discuss specific current investments or investment opportunities with staff, external
investment managers or SWIB consultants outside of duly noticed meetings of the
Board or Board Committees.
To avoid any confusion about the Board’s governance role and the staff’s role in the
day-to-day investment activities, it is the staff’s responsibility to perform due diligence
visits and to hold discussions with (a) companies, funds or other entities in which SWIB
is invested or in which SWIB is considering an investment and (b) SWIB’s investment
managers and potential investment managers. Trustees shall not participate, directly or
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indirectly, in visits, discussions or communications by staff with such parties unless
participation is authorized in advance by a vote of the Trustees.
\\swib\root\ShrExecutiveTIS\TrusteeGovernanceManual\Contact and Referral Policy 020812.doc ♦ 3/6/20 1:02 PM (Print Date) ~ 3/6/2020 1:03 PM (Saved Date) LJH
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STATE OF WISCONSIN
INVESTMENT BOARD
2021 Board Meeting Dates
(Proposed)

Tuesday/Wednesday

March

16/17

Tuesday/Wednesday

June

8/9

Tuesday/Wednesday

September

7/8

Tuesday/Wednesday (off-site)

October

19/20

Tuesday/Wednesday

December

14/15

MEETING SITE:
Offices of the State of Wisconsin Investment Board
121 East Wilson Street
Board Room - 2nd Floor
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Investment Performance Report
As of
December 31, 2019
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Executive Summary
December 31, 2019

• Core Trust Fund returned +5.14% gross of fees in Q4 bringing
the 2019 return to +19.88%, resulting in a YTD excess return of
+71 bps.
• Strong absolute returns across all asset classes in 2019.
• Core Trust Fund five year gross of fee return of +7.84%
outperforms the Policy Benchmark by +35 bps on an annualized
basis.
• Core Trust Fund return outperforms the 60/40 Reference
Portfolio return by $37.2 billion or 25% (cumulative) over a 20
year time period.

2
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Economic and Market Indicators
December 31, 2019

All returns are represented in percent

3

Page 20 of 202

Total Assets Under Management (AUM)
December 31, 2019 (in millions)

•

CTF investment earnings of +$18.6b offset by $3.8b of outflows and $0.5b of costs.

•

VTF investment earnings of +$2.03b offset by $437m of outflows and $7m of costs.
1AUM

is the total market value of assets that an investment company or financial institution manages on behalf of investors.
cash held in CTF, VTF, and Separately Managed Funds.

2Excluding

4
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WRS Assets as of December 31, 2019

Breakdown of Internal vs. External and Active vs. Passive
Change from 2018 to 2019
Moved assets from
primarily internal,
passively managed funds
to external actively
managed funds to
increase active risk.

5
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Core Trust Fund Assets Under Management (AUM)
Breakdown by Asset Class as of December 31, 2019 (in millions)

•
•

Public Equity had earnings of $12.8b offset by $5.9b of outflows
Public Fixed Income had earnings of $2.4b and contributions of $1.4b
1AUM

is the total market value of assets that an investment company or financial institution manages on behalf of investors.
6
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Core Trust Fund Allocation
All Values as of December 31, 2019

•

Asset class exposures are
within the Target Range

•

Core Trust Fund financial
leverage remains at 10%

7
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Core Trust Fund Relative Gross Return Attribution
Gross of Fees as of December 31, 2019

• 35 bps of
annualized
excess return
over five years
due to selection
effect.
Portfolio Implementation: a
combination of intentional style
drift, allocation drift, and timing
effects.

NOTES
• Performance attribution may result in residuals - small differences between attributes are not meaningful.

8
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Core Trust Fund Asset Class Excess Return
Performance Above Benchmark as of December 31, 2019

•
•

Five year asset class relative returns remain strong with Private Markets (Real Estate and Private Equity) as the main drivers of excess
return.
Public Equity, Public Fixed Income, Inflation Sensitive are gross of fee. Real Estate, Private Equity/Debt, Multi-Asset, and Alpha Pool
Overlay are net of external manager fee.
9
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Core Trust Fund & Asset Class Performance
As of December 31, 2019

10
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Asset Class Performance Cont’d
As of December 31, 2019

11
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Asset Class Performance Cont’d
As of December 31, 2019

12
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CTF Performance vs. 60/40 Reference Portfolio*
December 1999 to December 2019

•

Core Trust Fund
return outperforms
the 60/40 Reference
Portfolio Return by
25% (cumulative)
over a 20 year time
period.

•

Based on CTF market
value as of
December 1999
assuming no
contribution or
withdrawals, this
equates to $37.2
billion excess value
added above the
Reference Portfolio.

*Fixed Income component of the Reference Portfolio changed from WGBI (global) to Bloomberg Barclays Gov’t/Credit
(domestic) following the October 2019 Board Workshop.
**Based on CTF market value as of December 1999 assuming no contributions or withdrawals.
13
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Variable Trust Fund Allocation vs. Policy Target
All Values as of December 31, 2019

• Ended the quarter underweight Domestic equities and slightly overweight
International equities but within Target Ranges.

14

Page 31 of 202

Variable Trust Fund Relative Gross Return Attribution
Gross of Fees as of December 31, 2019

• 13 bps of annualized
excess return over
five years primarily
due to selection
effect.

Portfolio Implementation: a
combination of intentional style
drift, allocation drift, and timing
effects.

NOTES
• Performance attribution may result in residuals - small differences between attributes are not meaningful.

15
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Separately Managed Funds Performance
Gross of Fees as of December 31, 2019

All returns are represented in percent

16
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Leverage and
Alpha Beta Overlay Performance
As of
December 31, 2019

Page 34 of 202

CTF Leverage Performance
As of December 31, 2019

•

Leverage added 205 bps (1-yr) and
added 70 bps (5-yr)

•

2019 leverage = 9.9%

•

Implementation: Managing relative
cost of leverage +8 bps (1-yr)

•

Gross absolute return (1-yr) =
19.88%

•

The true benefit of leverage:
SWIB has the ability to construct a
more efficiently allocated portfolio,
resulting in greater return for the
same level of risk

18
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Alpha Beta Overlay Performance
As of December 31, 2019

•

Alpha absolute return = +137 bps (ytd)

•

Beta absolute return = +19.17% (ytd)

•

Alpha (active) is transported (overlaid) onto
the CTF beta exposure, resulting in a return
of +20.54% (ytd)

•

Portable alpha program is more risk/return
efficient vs. alpha assets in the policy
benchmark

Notes:
1 Inception date

= 11/30/15

For periods prior to 1/1/19, this is the estimated cost of leverage financing (Libor + Spread). From 1/1/19 forward, the actual financing costs are
deducted from the return. The YTD Alpha Pool return reflects the gross return of the alpha pool less the actual financing costs.
2

3

The CTF portfolio and benchmark betas are equal. To remove the double counting of alpha, the benchmark return is used instead of the portfolio.

19
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Callan Quarterly Report Summary – Q4 2019
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Actual vs Target Asset Allocation
Gross of Fees as of December 31, 2019

Target Asset Allocation weights are aggregated to fit the Callan peer allocation definitions.
•

Global equites are carved out into domestic and international equity.

•

TIPS are included in Domestic Fixed Income.

•

Alternatives includes Private Equity, Hedge Funds, and Multi-Asset.

21
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Actual vs Target Asset Allocation
Gross of Fees as of December 31, 2019

•
•

Domestic Fixed Income is top decile, Cash & Cash Equivalent is bottom percentile (leverage).
Peers are invested more heavily in the Alternatives asset class (Private Equity, Hedge Funds).
22
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Total Fund Ranking – Unadjusted Ranking
Gross of Fees as of December 31, 2019

23

Page 40 of 202

Total Fund Ranking – Asset Allocation Adjusted
Gross of Fees as of December 31, 2019

•

Asset allocation adjusted only, not total risk adjusted.

•

10 year ranking improves from 56th percentile to 38st percentile.

24
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Glossary
Term

Definitions

Active Management

A process for managing a portfolio in which investment staff makes the day-to-day decisions on what to buy and sell
with the goal of generating a return on investment that is greater than the market would otherwise provide.

Alpha Pool Overlay

ACTIVE MANAGEMENT strategies that focus on alpha (Hedge Funds, Tactical Alpha) with very little beta exposure.

AUM

(Assets Under Management) - The total market value of assets that an investment company or financial institution
manages on behalf of investors.

Benchmark

A standard or reference point – often an index fund – used to measure or judge the performance of investments.

BPS

(Basis Point) - A unit of measure used in the investment industry. One basis point equals 1/100th of 1% (0.01%) or 1
cent for each $100.

CPI

(Consumer Price Index) – A measure that examines the weighted average of prices of a basket of consumer goods
and services, such as transportation, food and medical care. It is calculated by taking price changes for each item in
the predetermined basket of goods and averaging them. Changes in the CPI are used to assess price changes
associated with the cost of living.

CTF

(Core Trust Fund) - The trust fund which holds the largest part of the WRS assets. It is a fully diversified, balanced
fund that includes a mixture of holdings such as stocks, bonds and real estate.

Excess Return

Investment returns from a security or a portfolio that exceeds a BENCHMARK or index with a similar level of risk. It is
widely used as a measure of the value added by the portfolio or investment manger or the manager's ability to beat
the market.

Exposure

Exposure is the dollar value of physical assets plus the NOTIONAL VALUE of derivatives.

25

Page 42 of 202

Glossary
Term
GDP
Interaction
Market Value
Notional Value
Passive Management
Policy Benchmark
Policy Target
Portfolio
Implementation

Definitions

(Gross Domestic Product) - As an aggregate measure of total economic production for a country, GDP represents the
market value of all goods and services produced by the economy during the period measured, including personal
consumption, government purchases, private inventories, paid-in construction costs and foreign trade balances
(exports are added, imports are subtracted).
Attribution effect resulting from the combination of (or interaction between) allocation and selection effects.
The price an asset would fetch in the marketplace.
The total value of a leverage position’s assets. This term is commonly used in the options, futures and currency
markets which employ the use of leverage, wherein a small amount of invested money can control a large portion of
the market.
Investing in a fund that replicates a market index, such as the S&P 500, that will allow an investment performance
that is no worse, or better, than the market as a whole.
Fund level BENCHMARK approved by the Benchmark Committee. (Also referred to as “Policy Target” or “SWIB’s
Asset Allocation).
Fund level BENCHMARK approved by the Benchmark Committee. (Also referred to as “Policy Benchmark”).
A combination of intentional style drift, allocation drift and timing effects.

Relative Return
Attribution

Hypothetical global portfolio comprised of 60% MSCI World Net (custom net as of 2010) and 40% Bloomberg
Barclays Government Credit Index (as of October 2019 Board Workshop). Assumes no contributions or withdrawals.
A measure of the return of an investment portfolio relative to a theoretical passive REFERENCE PORTFOLIO or
BENCHMARK.

SIF

(State Investment Fund) - A pool of cash balances of the WRS various state and local government units.

Total Exposure

The dollar value of MARKET VALUE plus the NOTIONAL VALUE of the Policy Overlays.
(Variable Trust Fund) - The smaller of the two WRS funds. It is primarily a stock fund that has a relatively greater
degree of risk than the Core Trust Fund due to the volatility of the stock market.
(Wisconsin Retirement System) – The total aggregate of the Core and Variable Trust Funds.

Reference Portfolio

VTF
WRS

26
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Quarterly Investment Update
Board Meeting
March 18, 2020
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Performance Outlook
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2019 CTF 5-Year Return Decomposed
19.9%

16.2%

-3.3%
8.6%

7.8%

-0.4%
2015

5 Year
Annualized
Return

2016

2017

2018

2019

Core Trust Fund Annual Return
Source: SWIB; 7.8% is the geometric average realized return, 2015 to 2019; Gross of Fee.
3
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2020 CTF 5-Year Return - ?
6.2%

(Forecast)

19.9%
0.3% Preliminary
Return as of
January 31, 2020

16.2%

5 Year
Annualized
Return*

-3.3%
8.6%
2016

9.2%
2017

2018

2019

2020

Core Trust Fund Annual Return
Source: SWIB; 5-year Annualized Return is forecast using NEPC assumptions for 2020;
4
Gross of Fee.
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Benchmark Index Performance
Market momentum paused at start of 2020.
Summary of Returns
January 31, 2020
Benchmark Indices
(% change, annualized)
CTF Policy Benchmark (Gross of Fee)
S&P 500
Russell 2000
MSCI ACWI Gross
MSCI ACWI Gross (Local)
MSCI World ex US Equities
MSCI World ex US Equities (Local)
MSCI Emerging Markets
Barclays Capital Govt/Credit
BOFA ML High Yield
Citigroup World Govt Bonds
Citigroup World Govt Bonds (Hedged)

YTD

1 Yr

5 Yr

10 Yr

0.5%
0.0%
-3.2%
-1.1%
-0.6%
-1.9%
-1.0%
-4.7%
2.4%
0.0%
1.6%
2.3%

14.2%
21.7%
9.2%
16.7%
17.6%
12.1%
13.9%
3.8%
11.0%
9.4%
6.1%
9.1%

7.6%
12.4%
8.2%
9.1%
9.6%
5.1%
5.8%
4.5%
3.2%
6.0%
2.4%
3.5%

8.4%
14.0%
11.9%
9.7%
10.7%
5.6%
7.4%
3.8%
4.1%
7.3%
2.0%
4.1%

10 Yr
Volatility
7.3%
12.4%
17.0%
13.1%
11.2%
14.3%
11.1%
17.1%
3.4%
5.8%
5.3%
3.0%

Source: FactSet, SWIB; CTF Benchmark return is preliminary.
5
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Exposure Management Process

Exploit near-term opportunities and manage valuation risk.

Assumptions
Development
• Economic Growth
• Earnings Growth
• Policy Rates
• Risk Premia

Valuation
Framework
• Discounted Cash
Flow Models
• Risk Matrices

Exposure
Management
• Opportunistic
Positioning
• Valuation Risk
Management

6
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COVID-19 Outbreak
Outline for Discussion
1. Current Situation
– Spread outside China up sharply
– Tens or hundreds of millions of infections a possibility in 2020

2. Past Comparisons
– More transmissible than other new diseases of the past decade
– Deaths per infection: less deadly than SARS, more than seasonal flu

3. What will stop COVID-19?
– Containment measures are the only immediate line of defense
– A vaccine could be a year or even years away, antivirals months away

4. Economic Effects
– Equity markets seem to have been pricing a SARS-like quick rebound
– Impact on global activity likely to play out over several quarters
7
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Current Situation

Ex-China cases are just getting started.
• Ex-China cases are
growing exponentially,
with many more cases
likely over coming weeks.

15,000
14,500
14,000
13,500
13,000
12,500
12,000
11,500
11,000
10,500
10,000
9,500
9,000
8,500
8,000
7,500
7,000
6,500
6,000
5,500
5,000
4,500
4,000
3,500
3,000
2,500
2,000
1,500
1,000
500
0

China changes def'n of
cases from lab-confirmed to
lab-confirmed + clinicallyconfirmed (symptomatic)

15-Mar-20

12-Mar-20

09-Mar-20

06-Mar-20

03-Mar-20

29-Feb-20

26-Feb-20

23-Feb-20

China cases

20-Feb-20

17-Feb-20

14-Feb-20

11-Feb-20

Total Cases

08-Feb-20

05-Feb-20

Source: WHO

02-Feb-20

30-Jan-20

27-Jan-20

24-Jan-20

• Stress to healthcare
systems may be severe.

105,000
100,000
95,000
90,000
85,000
80,000
75,000
70,000
65,000
60,000
55,000
50,000
45,000
40,000
35,000
30,000
25,000
20,000
15,000
10,000
5,000
0
21-Jan-20

• Experts think that,
absent effective nonpharma containment
measures, infections this
year could reach into the
tens or hundreds of
millions globally.

Cumulative cases, by reporting date

Ex-China cases [Right axis]

8
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Past Comparisons

More transmissible than SARS, and in a more integrated economy.
Public Equities Revenue Exposure
to China+Taiwan+Hong Kong
Most Significant Changes 2003 to 2019
14%
12%
10%
8%

• Less deadly than
SARS as measured
by deaths per
infection, but
more
transmissible.
• China is much
more closely
integrated into the
global economy
than was the case
during the 2003
SARS outbreak.

6%
4%
2%
0%

Change in % of Public Equity Revenue '03 - '19
Current % of Public Equity Revenue
Source: FactSet

9
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What will stop COVID-19?
Non-pharmaceutical containment

• Quarantines, travel
restrictions, business
closures, other prudent
“social distancing” are the
only immediate line of
defense.
• New or, more likely, repurposed existing antivirals
might be able to help slow
transmission on a timeline
of months.
• A vaccine could be a year
or even years away, and
even then there are
questions of how quickly
production could be
Source: Fong et al, “Nonpharmaceutical Measures for Pandemic Influenza in Nonhealthcare Settings—Social Distancing
Measures,” Emerging Infectious Diseases Journal, 26(50), 2020.
scaled.
10
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Economic Effects

A sharp V-shaped rebound unlikely.
Until about 21-Feb, equity markets seem
to have been pricing a SARS-like outcome,
limited to Asia and with quick economic
rebound.

An extended period of quarantine
and business closures in China will
have ramifications far outside its
borders, due to

Equity Indices, 31-Dec-19 = 100
106.0

Developed markets
begin pricing
spread outside of
China

Initial response in China
Jan-21: human-to-human
transmission confirmed

105.0
104.0
103.0
102.0
101.0

100.0
99.0
98.0

9-Jan: China
reports 1st death

97.0
96.0
95.0
94.0
93.0

3-Feb: China shortselling restrictions

92.0
91.0
90.0
89.0

10-Mar-20

3-Mar-20

25-Feb-20

HANG SENG INDEX

18-Feb-20

11-Feb-20

MSCI China Local

4-Feb-20

28-Jan-20

21-Jan-20

14-Jan-20

7-Jan-20

31-Dec-19

S&P 500 INDEX

(i) its demand for goods &
services of multinational firms,
(ii) its supply of inputs to
production of firms outside
China, or
(iii) its role as a final assembly
location for many goods sold
worldwide, and especially in
the tech sector.

STXE 600 (EUR) Pr

11
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Risk and Opportunity: 2 Sides of the Coin
Specific sectors may gain, even during crisis.
Sector

Expected Losses

Potential Gains

Consumer
Discretionary

(Leisure) Cruise ship
bookings will be
impacted for an
extended period.

(Autos) Disruptions to public transit
during crisis may nudge new
consumers toward car ownership.

Technology

(Hardware) Following
Trump tariffs, there is
now even more
incentive to diversify
supply chains away
from China.

(Software) Global Software sector
outperformed Hardware by more than
6% mid-January to mid-February.
Recurring revenue streams fare better
during crises.

Materials

Disruption to China’s
industrial activity
created an air pocket
in global demand.

Steel and Aluminum producers
outside China may actually benefit by
satisfying demand that China (a net
exporter of these products) cannot.

Source: SWIB Analysts
12
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Context on pandemics, epidemics, & new disease outbreaks
●COVID-19 is proving to be considerably more infectious than SARS, MERS, and 2009 avian flu although less deadly to those infected.
●The deaths per infection rate is likely to fall from the current naïve ~3%, maybe to as low as 0.5%.
●This would still be 10x more deadly than seasonal flu.
●The combination of infectiousness and greater-than-flu fatality rate is worrisome.
Influenza and novel respiratory diseases
[Pandemics in blue]
Event

Viral type

Dates

1729 Russian flu
1781 China flu
1830 China Flu
1889 Russian flu
1918-20 Spanish Flu
1957-58 Asian Flu
1968 Hong Kong Flu
Avian Flu
SARS
2009 Swine Flu
MERS
2019 COVID-19
Seasonal flu

?
?
?
H3N8
H1N1
H2N2
H3N2
H5N1
SARS-CoV
H1N1/09
MERS-CoV
SARS-CoV-2
Varies

1729-1732
1781-82
1830-1833
Dec-1889/Mar-1890
Jan-1918/Dec-1920
Feb-1957/Oct-1958
Jul-1968/1970
May-1997/Apr-2015
Nov-2002/Jul-2003
Mar-2009/Dec-2009
2012/2019
Dec-19-Now
1999-2015

Memoranda:
Ebola
HIV/AIDS
HIV/AIDS
HIV/AIDS
HIV/AIDS

Dec-2013/Mar-2016
2006 [Peak mortality]
2017 Mortality
1997 [Peak new infections]
2018 New infections

Infections*

252,026,179
714,285,714
500,000,000
733,333,333
666,666,667
907
8,096
943,000,000
2,494
95,333
1,000,000,000
28,646

World
excess
deaths*
400,000
800,000
900,000
1,000,000
50,000,000
1,100,000
1,000,000
483
774
188,600
858
3,282
468,538
11,323
1,950,000
950,000

3,300,000
1,700,000

Infections Deaths as Deaths
World
as % world % world
per
population
population population infection*

22.5%
42.7%
27.0%
25.1%
18.8%
0.000014%
0.000127%
13.7%
0.000034%
0.001223%
14.9%

0.05%
0.08%
0.08%
0.06%
2.70%
0.038%
0.028%
0.000007%
0.000012%
0.002744%
0.000012%
0.000042%
0.006987%

0.0004% 0.000153%
0.029441%
0.012586%
0.0559%
0.0223%

0.36%
0.14%
10.0%
0.15%
0.15%
53.3%
9.6%
0.02%
34.4%
3.4%
0.05%

803,000,000
997,973,306
1,120,116,353
1,671,000,000
1,849,985,396
2,925,686,705
3,551,599,127
6,623,517,833
6,381,185,114
6,872,767,093
7,295,290,765
7,794,798,739
6,705,946,610

39.5% 7,379,797,139
6,623,517,833
7,547,858,925
5,905,045,788
7,631,091,040

Sources

[0]
[0]
[0]
[7]
CDC & [1]
CDC, WHO, & [2]
CDC, WHO
[5]
CDC
[4], [4a], [4b], [4c]
WHO
WHO
WHO & [6]
[3]
IHME
IHME
IHME
IHME

*Some cells above are SWIB imputations. Notably, deaths & infections differ by kind of event: [1] low-case events [avian flu, SARS, MERS, COVID-19 so far], with
physician-confirmed case counts [e.g., lab or lab+symptom], and [2] high-case or pandemic events, for which both death & case counts are estimated ex post
by statistical methods. Statistical estimates depend on records of mortality due to respiratory problems, in excess of "normal" causes, e.g., seasonal flu…
...and are by nature somewhat rough estimates: midpoint estimates with fairly wide confidence bands are shown.
Sources:
[0] Potter, "A history of influenza," Journal of Applied Microbiology 2001, 91, 572-579.
[1] Johnson & Mueller, "Updating the Accounts: Global Mortality of the 1918–1920 'Spanish' Influenza Pandemic," Bull. Hist. Med., 2002 76: 105-115.
[2] Viboud et al, "Global Mortality Impact of the 1957-1959 Influenza Pandemic," Journal of Infectious Diseases, 2016:213.
[3] Coltart et al, "The Ebola outbreak 2013-16: old lessons for new epidemics," Philosophical Transactions of the Royal Society B 372: 20160297.
[4] Simonsen et al, "Global Mortality Estimates for the 2009 Influenza Pandemic from the GLaMOR Project: a Modeling Study," PLoS Med 10(11), 2013.
[4a] Van Kherkove et al, "Estimating age-specific cumulative incidence for the 2009 influenza pandemic: a meta-analyis of A(H1N1)pdm09 serological studies
from 19 countries," Influenza Journal January 2013.
Global infections ~943 mn based on case fatality rates from 19 countries: Australia, Canada, China, Finland, France, Germany, Hong Kong, India
Iran, Italy, Japan, Netherlands, New Zealand, Norway, Reunion Island, Singapore, UK, US, Vietnam.
[4b] Wong et al, "Case fatality risk of influenza A(H1N1pdm09): a systematic review", Epidemiology, November 2013 24[6].
[4c] Kelly, "The classical definition of a pandemic is not elusive," Bulletin of the WHO, 2011: 89:54:541.
[5] Lai et al, "Global epidemiology of avian influenza A(H5N1) virus infection in humans, 1997 – 2015: a systematic review," Lancet Infectious Diseases, 2016 July 16(7).
[6] Iuliano et al, "Estimates of global seasonal influenza-associated respiratory mortality: a modelling study," Lancet. 2018 March 31; 391(10127): 1285–1300.
[7] Valleron et al, "Transmissibility and geographic spread of the 1889 influenza pandemic," PNAS 2010 107(19).
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Market Review
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Global Equities - Performance

Virus concerns delivers volatility in Q1; Ex-U.S. fares worst.

Source: FactSet
15
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Global Equities - Valuation
Ex-U.S. stock valuations are lower than U.S.

Source: FactSet Market Aggregates - Next Twelve Month P/E Ratios
16
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Earnings Growth
Rebound expected in 2020.

3/6/2020

Global Earnings

Per Share Y/Y Growth

30%
25%
20%
15%
10%
5%
0%
-5%
-10%
-15%
-20%

2016

2017
S&P 500

2018
MSCI World ex USA

2019

2020E

MSCI EM

Source: FactSet
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Global Bonds

Yields declined YTD as global concerns mount.

Source: FactSet
18
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Credit Sectors

Spreads have widened in Q1.
Historical Credit Spreads versus Current Level

Source: FactSet
19
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Currency Performance

Emerging currencies have weakened in Q1.

Exchange Rate Index Level
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USD versus Developed Majors (lhs)

2016

2017

2018

Exchange Rate Index Level

Updated: 03/06/2020

Foreign Exchange Rates

2019

USD versus Emerging Currencies (rhs)

Source: Bloomberg, DXY Index, JPM Emerging Markets Currency Index (Inverted)
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U.S. Inflation

Inflation expectations retraced lower to start 2020.
US 5 Year Breakeven Inflation

Updated: 03/06/2020
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Volatility

Virus impacts global supply chains and demand.

Source: FactSet, Merrill Lynch MOVE, CBOE VIX, Euro Stoxx 50 VSTOXX
22
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Economic Outlook
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Global Growth
Growth moderation expected through 2020.
Global Real GDP Forecast (%)
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Global Inflation

Pickup in U.S. inflation expected for 2020.
Updated: 03/06/2020
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U.S. GDP Update
Growth Contributors
Q4 2019

Last 2 Quarters

Last Year
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26
Page 69 of 202

Consumption

One of the main engines of recent growth.
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Labor Markets

Expected to support consumption.
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Consumer Confidence

• Conoravirus may dampen confidence.
• Efforts to contain the spread of the virus will directly reduce some
discretionary spending.
• If the containment is successful, the impact should be short lived.
29
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Two Tales of Investment
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Two Tales of Investment

• Uncertainty from trade war may have contributed to the recent
weakness in investment.
• Short term, we may see weaker business investments due to the
coronavirus disruptions.
• Longer term, these may facilitate more restructuring of the global
supply chains and potentially more domestic business investment.
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Inventories

Recent lower inventories may be related to lower imports.

• Lower inventories usually indicate more room to grow in the following
quarters; thus are not necessarily a negative sign.
• But this may exacerbate the supply problems in the current supply
chain disruptions due to the coronavirus in China and South Korea.
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U.S. Growth

Moderate growth continues.
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Labor Market

All sectors of labor market have recovered by historical standards.
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U.S. Government Deficit

Expanding fiscal deficit provides tail winds to the economy.
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Business Profit Margin
Falling margins may have contributed to the lackluster investment.
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Inflation

Low, but in the vicinity of FOMC target.
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Inflation

Measures of underlying inflationary pressure have moved up.
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Appendix

39
Page 82 of 202

COVID-19 Outbreak
Summary
•
•
•
•

•
•

•
•
•

COVID-19 has shown itself to be much more transmissible than other new diseases of the past decade, e.g.,
SARS.
COVID-19 is shaping up as much less deadly than SARS as measured by deaths per infection, but could be
significantly more severe than seasonal flu on this count.
Non-pharmaceutical containment measures [quarantines, travel restrictions, business closures, other prudent
“social distancing”] are the only immediate line of defense.
New or, more likely, re-purposed existing antivirals might be able to help slow transmission on a timeline of
months, but a vaccine could be a year or even years away, and even then there are questions of how quickly
production could be scaled.
Spread of the disease outside of China has picked up sharply. While ex-China cases remain relatively low, it
should be appreciated that they are growing exponentially, with many more cases likely over coming weeks.
Some experts think infections this year could reach into the tens or hundreds of millions without effective nonpharma containment measures. This would stress healthcare systems, and is quite worrisome given the
possibility of a deaths per infection rate that significantly exceeds that of seasonal flu.
Until about 21-Feb, equity markets seem to have been pricing a SARS-like outcome, limited to Asia and with
quick economic rebound.
COVID-19 impact on global economic activity looks increasingly likely to play out over several quarters at least:
a longer timeline than SARS, which had a one-quarter effect followed by a sharp V-shaped rebound.
China is much more closely integrated into the global economy than was the case during the 2003 SARS
outbreak, whether measured by (i) its demand for goods & services of multinational firms, (ii) its supply of
inputs to production of firms outside China, or (iii) its role as a final assembly location for many goods sold
worldwide, and especially in the tech sector. An extended period of quarantine and business closures in China
will have ramifications far outside its borders.
40
Page 83 of 202

COVID-19 according to equity prices
At first perceived as a SARS-like greater China problem, more recently as something rather worse
Equity Indices, 31-Dec-19 = 100
106.0

Developed markets
begin pricing
spread outside of
China

Initial response in China
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transmission confirmed
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New cases in China falling, but those ex-China just getting started
● Control measures [quarantine, shutting down travel links, business closures] have been dramatic in China, but
--they will need to be let up, as cost of hamstrung economy are weighed against benefits of slowing transmission
--do appear to show a suspiciously fast easing of new infections, casting some doubt on the accuracy of the China
CDC count
● While the ex-China figures below look modest, they are growing exponentially [cumulative-case doubling time of 4-5
days] and have a worryingly high likelihood of rising to quite significant levels in coming weeks..
● Containment measures ex-China [travel restrictions, ‘social distancing’ such as event cancellations, and even border
closures] have begun. More are likely in coming weeks. In absence of pharmaceutical measures, which are at best months
[antivirals] or years(s) away [vaccines], non-pharma is the only means of defense.
Change in cases, daily, by reporting date

Cumulative cases, by reporting date
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COVID-19 already much worse than SARS
Initial market response was too complacent
•

•
•
•

•

•
•

Up until the market selloff of the 28-Feb week, markets seemed have been using the 2003 SARS epidemic—
which also originated in China—as an analogy. SARS caused sharp slowdowns in economic activity in Asia in H1
2003, and in some countries & sectors outright declines. To the surprise of many epidemiologists at the time, the outbreak
was over fairly quickly: the first likely cases were in Nov-02, and WHO declared the epidemic contained in Jul-03. Affected
economies saw a sharp V-shaped recovery in activity in H2 2003.
Simply, if not very helpfully, the mortality and economic ramifications of COVID-19 will depend on how long it takes for
the epidemic to play out.
For COVID-19, the analogy to SARS [Asia-focused effects, quick V-shaped recovery] is not entirely apt:
1. The SARS & COVID viruses have genetic similarities. This may give researchers a leg up in repurposing or developing
new antiviral drugs, and perhaps eventually a vaccine, to combat COVID. However, COVID is much more infectious
than SARS, having over Dec-19/Feb-20 infected 10 times as many people, and caused 3x as many deaths,
as did SARS over Nov-02/Jul-03. While so far 97% of reported COVID cases are in China, the absolute
number outside China now exceeds 2,000, well above that recorded in the SARS epidemic.
2. COVID is less deadly than SARS, with an estimated naïve or “raw” case mortality rate of ~3.5%, compared to nearly
10% for SARS. This 3% estimate is likely to fall further, to 0.5% or lower according to some experts, as it is likely mildly
symptomatic cases are not being captured in the case count.* This is still a quite worrisome number, at 10x the seasonal
flu mortality rate of 0.05%.
3. Reported cases both in China and elsewhere will rise further in coming weeks, and actual cases might be
many more than reported, given difficulties with diagnosing and counting, particularly in EM economies.
4. The China outbreak epicenter is much more important to global economic activity now than in 2003 (17%
of global GDP, up from 4%, and considerably larger as a revenue source for global listed firms). Besides being an
important end-market for global firms, China is also a critical source of inputs, and locale for final assembly of products
sold worldwide. An extended period of quarantine in China will have ramifications for sales and production
throughout the world.

*A model estimated on Chinese data suggests that in the 1st month of the epidemic [before travel restrictions],

86% of infections in the general
population were mildly symptomatic or asymptomatic “undocumented infections,” implying that overall infections were 7x greater than those counted
as “cases” who presented to doctors. This also means deaths/infections is 1/7th the raw deaths/cases count, which is the good news. The bad news is
that as the disease spreads outside of China, it is likely there are many undocumented infected who will speed transmission of the disease. Source: Li
et al, “Substantial undocumented infection facilitates the rapid dissemination of novel coronavirus (COVID-19)”, medRxiv pre-print, 17-Feb-2020.

43
Page 86 of 202

Context on pandemics, epidemics, & new disease outbreaks
●COVID-19 is proving to be considerably more infectious than SARS, MERS, and 2009 avian flu although less deadly to those infected.
●The deaths per infection rate is likely to fall from the current naïve ~3%, maybe to as low as 0.5%.
●This would still be 10x more deadly than seasonal flu.
●The combination of infectiousness and greater-than-flu fatality rate is worrisome.
Influenza and novel respiratory diseases
[Pandemics in blue]
Event

Viral type

Dates

1729 Russian flu
1781 China flu
1830 China Flu
1889 Russian flu
1918-20 Spanish Flu
1957-58 Asian Flu
1968 Hong Kong Flu
Avian Flu
SARS
2009 Swine Flu
MERS
2019 COVID-19
Seasonal flu

?
?
?
H3N8
H1N1
H2N2
H3N2
H5N1
SARS-CoV
H1N1/09
MERS-CoV
SARS-CoV-2
Varies

1729-1732
1781-82
1830-1833
Dec-1889/Mar-1890
Jan-1918/Dec-1920
Feb-1957/Oct-1958
Jul-1968/1970
May-1997/Apr-2015
Nov-2002/Jul-2003
Mar-2009/Dec-2009
2012/2019
Dec-19-Now
1999-2015

Memoranda:
Ebola
HIV/AIDS
HIV/AIDS
HIV/AIDS
HIV/AIDS

Dec-2013/Mar-2016
2006 [Peak mortality]
2017 Mortality
1997 [Peak new infections]
2018 New infections

Infections*

252,026,179
714,285,714
500,000,000
733,333,333
666,666,667
907
8,096
943,000,000
2,494
95,333
1,000,000,000
28,646

World
excess
deaths*
400,000
800,000
900,000
1,000,000
50,000,000
1,100,000
1,000,000
483
774
188,600
858
3,282
468,538
11,323
1,950,000
950,000

3,300,000
1,700,000

Infections Deaths as Deaths
World
as % world % world
per
population
population population infection*

22.5%
42.7%
27.0%
25.1%
18.8%
0.000014%
0.000127%
13.7%
0.000034%
0.001223%
14.9%

0.05%
0.08%
0.08%
0.06%
2.70%
0.038%
0.028%
0.000007%
0.000012%
0.002744%
0.000012%
0.000042%
0.006987%

0.0004% 0.000153%
0.029441%
0.012586%
0.0559%
0.0223%

0.36%
0.14%
10.0%
0.15%
0.15%
53.3%
9.6%
0.02%
34.4%
3.4%
0.05%

803,000,000
997,973,306
1,120,116,353
1,671,000,000
1,849,985,396
2,925,686,705
3,551,599,127
6,623,517,833
6,381,185,114
6,872,767,093
7,295,290,765
7,794,798,739
6,705,946,610

39.5% 7,379,797,139
6,623,517,833
7,547,858,925
5,905,045,788
7,631,091,040

Sources

[0]
[0]
[0]
[7]
CDC & [1]
CDC, WHO, & [2]
CDC, WHO
[5]
CDC
[4], [4a], [4b], [4c]
WHO
WHO
WHO & [6]
[3]
IHME
IHME
IHME
IHME

*Some cells above are SWIB imputations. Notably, deaths & infections differ by kind of event: [1] low-case events [avian flu, SARS, MERS, COVID-19 so far], with
physician-confirmed case counts [e.g., lab or lab+symptom], and [2] high-case or pandemic events, for which both death & case counts are estimated ex post
by statistical methods. Statistical estimates depend on records of mortality due to respiratory problems, in excess of "normal" causes, e.g., seasonal flu…
...and are by nature somewhat rough estimates: midpoint estimates with fairly wide confidence bands are shown.
Sources:
[0] Potter, "A history of influenza," Journal of Applied Microbiology 2001, 91, 572-579.
[1] Johnson & Mueller, "Updating the Accounts: Global Mortality of the 1918–1920 'Spanish' Influenza Pandemic," Bull. Hist. Med., 2002 76: 105-115.
[2] Viboud et al, "Global Mortality Impact of the 1957-1959 Influenza Pandemic," Journal of Infectious Diseases, 2016:213.
[3] Coltart et al, "The Ebola outbreak 2013-16: old lessons for new epidemics," Philosophical Transactions of the Royal Society B 372: 20160297.
[4] Simonsen et al, "Global Mortality Estimates for the 2009 Influenza Pandemic from the GLaMOR Project: a Modeling Study," PLoS Med 10(11), 2013.
[4a] Van Kherkove et al, "Estimating age-specific cumulative incidence for the 2009 influenza pandemic: a meta-analyis of A(H1N1)pdm09 serological studies
from 19 countries," Influenza Journal January 2013.
Global infections ~943 mn based on case fatality rates from 19 countries: Australia, Canada, China, Finland, France, Germany, Hong Kong, India
Iran, Italy, Japan, Netherlands, New Zealand, Norway, Reunion Island, Singapore, UK, US, Vietnam.
[4b] Wong et al, "Case fatality risk of influenza A(H1N1pdm09): a systematic review", Epidemiology, November 2013 24[6].
[4c] Kelly, "The classical definition of a pandemic is not elusive," Bulletin of the WHO, 2011: 89:54:541.
[5] Lai et al, "Global epidemiology of avian influenza A(H5N1) virus infection in humans, 1997 – 2015: a systematic review," Lancet Infectious Diseases, 2016 July 16(7).
[6] Iuliano et al, "Estimates of global seasonal influenza-associated respiratory mortality: a modelling study," Lancet. 2018 March 31; 391(10127): 1285–1300.
[7] Valleron et al, "Transmissibility and geographic spread of the 1889 influenza pandemic," PNAS 2010 107(19).
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What is a “pandemic?”
●While there is some disagreement, criteria might be taken as: (i) human-to-human transmission in many countries, with
significant numbers of cases, and (ii) significant mortality.
●As a WHO term, “pandemic” is a heightened call for international action, with all of the international political and
bureaucratic complications that entails…
●…including ex post blame against WHO from this quarter or that, regardless of whether a pandemic is declared or not.
● Some have criticized WHO’s designation of the 2009 swine flu event as a pandemic, as it certainly fit criteria (i), but caused
fewer deaths globally than an average seasonal flu year.
● While not yet a WHO-designated pandemic, COVID-19 is a candidate which will soon meet criteria (i), currently affecting
every continent but Antarctica, with quickly-growing case count ex-China.

Map source: ECDC, 28-Feb-2020
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What will stop COVID-19?
•
•

•

•

•

•

Current consensus among experts seems to be that non-pharmaceutical methods [quarantines, travel
restrictions, social distancing measures] are the only line of defense in the next few months.
It’s not clear whether warmer weather in the northern hemisphere will help slow transmission. Many
viruses are known to thrive in cold, dry conditions, which are conducive to keeping aerosol droplets afloat
for longer than otherwise, and people indoors where transmission is more likely. A slowing of new
infections in May-Jun is quite possible, but expert consensus is cautious, noting that “we just don’t know
yet” on COVID-19 seasonality.
Some antiviral drugs are already being tested, but it will probably take several months for their efficacy to
be proven. Re-purposing of already-licensed antivirals for use against COVID-19 might be the most
promising immediate route.
Expert consensus is that a vaccine is at least a year away, and perhaps several years, given the need to
conduct well-designed human trials to ascertain efficacy and safety. SWIB’s health-care sector team notes
that, in the extreme, a hastily-licensed vaccine can kill more people than it saves.
Even if a successful vaccine is developed, there are questions around quickly scaling production to the
hundreds of millions of doses required for wide protection. 1st priority would be to protect health-care
workers and the most at-risk populations, e.g., the elderly and those taking immunosuppressant drugs for
other conditions.
One scenario being increasingly discussed is that COVID-19 spreads widely over the next 2-3 years, with
20% or more of the world’s population infected this year, and yet more in the following seasons—
presuming it does follow a seasonal pattern. Survivors would then develop immunity to the disease.
Recent research on the infected China population shows that ~80% of cases are only mildly symptomatic.
However, the possibility of significant caseloads in excess of normal seasonality would strain healthcare
systems—to say nothing of the deaths caused should infected fatality rates truly exceed those of seasonal
flu by an order of magnitude.
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Until there is pharmaceutical help [antivirals or ultimately a vaccine], other containment measures are the
only line of defense
●The strategy is to slow the progress of the disease and “spread” caseloads out, to minimize the excess burden on healthcare
systems. Exceptionally strict, even unprecedented, containment measures in China seem to be helping so far.
●It seems unlikely that equivalently strict measures can be sustained in most developed economies.

Source: Fong et al, “Nonpharmaceutical Measures for Pandemic Influenza in
Nonhealthcare Settings—Social Distancing Measures,” Emerging Infectious
Diseases Journal, 26(50), 2020.
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Economic effects (1)
•
•

Limiting deaths due to the outbreak is job #1 for government agencies, health care workers, researchers, and communities globally.
This will be balanced against economic costs of strict containment measures such as those employed in China, which compromise
economic activity through both
– (i) lower supply: fewer workers on the job due to quarantine, business closures, absenteeism, and mortality
– (ii) lower demand: less shopping for non-essential goods & services.
McKibbin & Sidorenko (2006) use a global economic model to simulate pandemic scenarios with China epicenter. Scenarios are of
increasing severity: 1.4 million deaths, 14 million deaths, 70 million deaths, and 140 million deaths, this last a highly unlikely repeat
of the 1918-20 Spanish flu pandemic in terms of per-capita mortality. Country vulnerability is accounted for by a model of travel
links to China, as well as nation-specific strength of health systems.

Source: McKibbin & Sidorenko, “Global Macroeconomic Consequences of
Pandemic Influenza,” ANU CAMA Misc Publication, Feb 2006
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Economic effects (2)
●The 1-year shock to most economies is stagflationary
—GDP losses relative to baseline, and higher inflation.
●The “mild” scenario amounts to a serious growth slowdown for the world, and “moderate” a recession or near-recession.

Source: McKibbin & Sidorenko, “Global Macroeconomic Consequences
of Pandemic Influenza,” ANU CAMA Misc Publication, Feb 2006
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China Exposure of Developed Markets Listed Firms
Has grown significantly since the SARS event
Public Equities Revenue Exposure to China+Taiwan+Hong Kong
Most Significant Changes 2003 to 2019
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Source: FactSet
50
Page 93 of 202

Virus Hot Spots
DM Revenues from China most concentrated in Tech and Materials
Percent of Country/Sector Revenue from China
Energy

Materials

Industrials

Consumer
Discretionary

Consumer Staples

Health Care

Financials

Information
Technology

5.7%
6.8%
4.5%
2.8%
8.2%
10.7%
#N/A
3.3%
3.3%

12.1%
5.4%
13.2%
7.3%
31.6%
38.3%
5.5%
0.6%
20.7%

5.1%
3.9%
7.4%
5.8%
4.6%
4.3%
8.7%
9.9%
1.4%

5.5%
4.1%
8.7%
8.3%
2.8%
0.6%
24.6%
4.0%
0.0%

6.1%
5.3%
7.2%
6.3%
5.9%
1.8%
8.3%
6.8%
0.3%

4.9%
4.4%
5.6%
4.9%
9.6%
6.2%
3.4%
#N/A
0.0%

2.4%
1.5%
4.9%
1.0%
6.3%
1.6%
2.4%
1.0%
0.4%

12.9%
13.1%
16.7%
11.1%
2.8%
2.6%
3.1%
7.4%
0.0%

Equity Index
Developed World
US
Japan
Europe
UK
Australia
Switzerland
Sweden
EM Latin America

Source: FactSet
51
Page 94 of 202

Risk Goes Both Ways

Specific sectors may gain, even during crisis.
Sector

Expected Losses

Potential Gains

Consumer
Discretionary

(Leisure) Cruise ship
bookings will be
impacted for an
extended period.

(Autos) Disruptions to public transit
during crisis may nudge new
consumers toward car ownership.

Technology

(Hardware) Following
Trump tariffs, there is
now even more
incentive to diversify
supply chains away
from China.

(Software) Global Software sector
outperformed Hardware by more than
6% mid-January to mid-February.
Recurring revenue streams fare better
during crises.

Materials

Disruption to China’s
industrial activity
created an air pocket
in global demand.

Steel and Aluminum producers
outside China may actually benefit by
satisfying demand that China (a net
exporter of these products) cannot.

Source: SWIB Analysts
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2,629,824,611 TOTAL
1,471,286,867 China incl HK, MO , TW
59,170,000 Hubei
7,496,981 Hong Kong
649,335 Macao
23,816,775 Taiwan
1,403,970,551 Rest of China
1,158,537,744 Excl China
1,114,803,982 Excl China, ship
51,269,185 Korea
126,476,461 Japan
5,850,342 Singapore
25,499,884 Australia
32,365,999 Malaysia
97,338,579 Viet Nam
109,581,078 Philippines
4,822,233 New Zealand
16,718,965 Cambodia
60,461,826 Italy
65,273,511 France
83,783,942 Germany
46,754,778 Spain
67,886,011 UK
8,654,622 Switzerland
5,421,241 Norway
17,134,872 Netherlands
9,006,398 Austria
10,099,265 Sweden
341,243 Iceland
11,589,623 Belgium
33,931 San Marino
8,655,535 Israel
5,792,202 Denmark
4,105,267 Croatia
10,423,054 Greece
5,540,720 Finland
10,196,709 Portugal
9,449,323 Belarus
10,708,981 Czechia
19,237,691 Romania
10,139,177 Azerbaijan
3,989,167 Georgia
145,934,462 Russia
3,280,819 Bosnia and Herzegovina
1,326,535 Estonia
9,660,351 Hungary
4,937,786 Ireland
77,265 Andorra
2,963,243 Armenia
1,886,198 Latvia
2,722,289 Lithuania
625,978 Luxembourg
39,242 Monaco
2,083,374 North Macedonia
37,846,611 Poland
2,078,938 Slovenia
43,733,762 Ukraine
38,128 Liechtenstein
33,691 Gibraltar
69,799,978 Thailand
1,380,004,385 India
273,523,615 Indonesia
29,136,808 Nepal
21,413,249 Sri Lanka
83,992,949 Iran
4,270,571 Kuwait
1,701,575 Bahrain
40,222,493 Iraq
9,890,402 UAE
5,106,626 Oman
6,825,445 Lebanon
2,881,053 Qatar
220,892,340 Pakistan
102,334,404 Egypt
36,910,560 Morocco
34,813,871 Saudi Arabia
38,928,346 Afghanistan
10,203,134 Jordan
11,818,619 Tunisia
5,101,414 Palestine
331,002,651 US
37,742,154 Canada
17,643,054 Ecuador
128,932,753 Mexico
212,559,417 Brazil
45,195,774 Argentina
19,116,201 Chile
10,847,910 Dominican Republic
38,666 Saint Martin
9,877 Saint Barthélemy
43,851,044 Algeria
15,850,000 Senegal
206,139,589 Nigeria
4,672,571,414 Subtotal for all regions
3,645 International
4,672,575,059 Grand total§

Population
[Countries with
cases]

COVID-19 [WHO]
05-Mar-20

95,333
80,565
67,466
91
10
42
12,998
14,768
14,062
5766
317
110
66
50
16
3
2
1
3089
282
262
198
89
56
56
38
37
35
26
23
16
15
10
9
9
7
7
6
5
4
3
3
3
2
2
2
2
1
1
1
1
1
1
1
1
1
1
1
1
47
29
2
1
1
2922
58
49
36
27
15
13
8
5
2
2
2
1
1
1
4
129
30
7
5
3
1
1
1
2
1
12
4
1
14062
706
14768

Cases

3,282
3,015
2,902
2
0
1
111
267
261
35
6
0
3
0
0
1
0
0
107
4
0
1
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
0
1
0
0
0
0
92
0
0
2
0
0
0
0
0
0
0
0
0
0
0
0
9
0
0
0
0
0
0
0
0
0
0
0
0
261
6
267

Deaths

3.4%
3.7%
4.3%
2.2%
0.0%
2.4%
0.9%
1.8%
1.9%
0.6%
1.9%
0.0%
4.5%
0.0%
0.0%
33.3%
0.0%
0.0%
3.5%
1.4%
0.0%
0.5%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
2.1%
0.0%
0.0%
0.0%
0.0%
3.1%
0.0%
0.0%
5.6%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
7.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
1.9%
0.8%
1.8%

Case
Fatality
Rate

100.0%
84.5%
70.8%
0.10%
0.01%
0.04%
13.6%
15.5%
14.8%
6.0%
0.3%
0.1%
0.1%
0.1%
0.0%
0.0%
0.0%
0.0%
3.2%
0.3%
0.3%
0.2%
0.1%
0.1%
0.1%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
3.1%
0.1%
0.1%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.1%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
0.0%
14.8%
0.7%
15.5%

% Global
Cases

Cases per
capita
(countries
with cases)

100.0% 0.004%
91.9% 0.005%
88.4% 0.114%
0.06% 0.001%
0.00% 0.002%
0.03% 0.000%
3.4% 0.001%
8.1% 0.001%
8.0% 0.001%
1.1% 0.011%
0.2% 0.000%
0.0% 0.002%
0.1% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
3.3% 0.005%
0.1% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.001%
0.0% 0.001%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.008%
0.0% 0.000%
0.0% 0.047%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.003%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.003%
0.0% 0.003%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.00%
0.0%
2.8% 0.003%
0.0% 0.001%
0.0% 0.003%
0.1% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.3% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
0.0% 0.005%
0.0% 0.010%
0.0% 0.000%
0.0% 0.000%
0.0% 0.000%
8.0% 0.000%
0.2% 19.369%
8.1% 0.000%

% Global
Deaths

Cases & deaths by country
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Credit Issuance

Aggressive issuance has ticked up to start 2020.
1/31/2020

CCC Issuance Indicator
100%

Jan
Dec
Nov

90%

27.3%
20.3%
26.8%
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40%
30%

20%
10%
0%
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% of CCC issuers tapping primary mkt (3Mo)

12mo

Source: Bank of America Merrill Lynch
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Valuation Indicators
Treasury Yields at historic lows; volatility historically elevated.
Valuation
Date

Current

1 Yr

5Yr

10 Yr

All Data

Earliest
Data

10 Year Treasury Yield (%)

Feb-20

1.2

1.9

2.2

2.3

6.1

Jan-62

S&P 500 Forward P/E (NTM)

Feb-20

16.7

17.4

17.2

15.6

16.1

Jan-90

MSCI xUS Forward P/E (NTM)

Feb-20

14.0

14.1

14.7

13.8

13.7

Feb-05

Private Equity Multiple (EBITDA, Large)

Dec-19

11.6

11.6

10.8

10.1

8.9

Jan-94

Barclays Corp Investment Grade OAS (bps)

Feb-20

99

115

127

140

132

Jun-89

Barclays Corp High Yield OAS (bps)

Feb-20

339

383

438

481

503

Jan-94

US Inflation (%)

Feb-20

2.5

1.9

1.6

1.8

3.8

Jan-62

US Real GDP Growth (%)

Feb-20

2.3

2.4

2.4

2.3

3.1

Dec-61

US Volatility

Feb-20

44.0

18.0

15.7

17.3

19.2

Jan-90

Europe Volatility

Feb-20

42.2

17.3

19.1

21.3

23.6

Jan-99

UK Volatility

Feb-20

30.9

15.0

15.2

16.6

18.9

Jan-00

Japan Volatility

Feb-20

46.0

19.1

20.8

22.3

24.6

Jan-98

Valuation Metric

US 2020 GDP Growth Forecast: 1.8%
US 2020 CPI Forecast: 2.0%
Source: FactSet, Bloomberg
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STATE OF WISCONSIN INVESTMENT BOARD
Investment Committee Meeting-Open Session
Tuesday, November 26, 2019
Offices of the Investment Board
121 East Wilson Street
Madison, Wisconsin
Committee Members Present: David Villa, Executive Director/Chief Investment Officer (Chair)
Edwin Denson, Managing Director-Asset & Risk Allocation (Secretary)
Derek Drummond, Funds Alpha Manager
Chirag Gandhi, Portfolio Manager-Public Fixed Income
Brian Heimsoth, Quantitative Manager
Brian Hellmer, Managing Director-Public Equities
Todd Ludgate, Managing Director-Public Fixed Income
Chris Prestigiacomo, Portfolio Manager-Private Debt & Venture Capital
Nick Stanton, Head of Multi-Asset Strategy
Also in Attendance: Brandon Brickner, Internal Audit Director
Kate Burkart-Paulson, Senior Legal Counsel
Sara Chandler, Chief Legal Counsel
Bob Dehnke, Data Management Director
Chris Eckerman, Portfolio Manager-Private Equity Co-Investments
Shirley Eckes, Head of Operations
Brad Gentert, Performance Manager
Steve Johnson, Technology Director
Rochelle Klaskin, Deputy Executive Director/Chief
Administrative Officer
Janet Klosterman, Legal Assistant
Lisa Lange, Compliance Counsel
Bill Luetzow, Assistant Compliance Counsel
Nate Maier, Business Analyst
Scott Parrish, Portfolio Manager-Private Equity
Chris Preisler, Communications Specialist
Trish Reopelle, Managing Analyst
Phil Richards, Performance Director
Pu Shen, Managing Analyst-Asset & Risk Allocation
Chris Levell, NEPC (by telephone)
Eileen Neill, Verus Advisory (by telephone)
Jennifer Wildeman, Aksia (by telephone)
(Some individuals may have attended only portions of the meeting.)

OPEN SESSION
With a quorum present, David Villa, Executive Director/Chief Investment Officer, and Chair of the
Investment Committee, called the meeting to order at 1:03 p.m.
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1. Approval of the Minutes
Mr. Villa asked if there were any comments on either the open or closed session minutes of the
November 7, 2019 Investment Committee (IC) meeting. Hearing no comments, Mr. Villa stated that
the Committee could approve both the open and closed session minutes in open session.
Motion: A motion was made by Mr. Prestigiacomo and seconded by Mr. Hellmer to approve both
the open session and the closed session minutes of November 7, 2019, as presented. The motion
passed unanimously.
2. Quarterly Performance Review (Q3 2019)
Phil Richards, Performance Director, presented the Performance and Attribution Update – Q3 2019,
included on pages 9-17 in the meeting materials. Mr. Richards reported that (a) the Core Trust Fund
(CTF) returned 1.37% gross of fees in Q3 2019, bringing the year-to-date return to 14.02% and an
excess year-to-date relative return of 53 bps; (b) the CTF five-year gross-of-fee return of 6.94%
outperformed the Policy Benchmark by 32 bps on an annualized basis; and (c) the CTF outperformed
the 60/40 Reference Portfolio by 37% (cumulative) over a 20-year time period, equivalent to $50
billion of excess value added, of which $16.0 billion was due to active management.
Mr. Richards reviewed the summary of returns, highlighting the strong year-to-date performance of
several asset classes as well as the positive relative returns for the Variable Trust Fund (VTF) and
each of the separately managed accounts. He noted that, consistent with Q2 2019, the level of
internally managed assets had decreased since 2018 and the level of actively managed assets had
increased. He then reviewed the CTF return attribution. He then highlighted substantial year-to-date
contributions to the CTF return from private equity/debt, the alpha pool and public equities and that
CTF leverage was holding at 9.9% and has returned 1.42% year-to-date.
Mr. Richards then reviewed the VTF return attribution, reporting that the VTF return of 17.64% was
4 bps ahead of the benchmark, driven by public equity management. Lastly, Mr. Richards commented
that Callan’s peer rankings for the CTF had recently been released for Q3 2019 and that SWIB
continued to rank very well relative to its peers.
3. Asset Allocation Recommendation
Chris Levell, NEPC, presented the Asset Allocation Recommendation, included on pages 18-40 in the
meeting materials. Mr. Levell stated that the materials did not include any substantive changes from
the draft recommendations presented to the Board of Trustees at the October Workshop. He
highlighted NEPC’s asset allocation recommendations to (a) make no changes to the asset class
allocations; (b) add an allocation to International Small Cap in the Public Equity asset class; (c) add
an allocation to Mortgage-Backed Securities in the Public Fixed Income asset class; (d) expand the
total asset allocation range (with the use of leverage) to between 105% and 115%; and (e) authorize
staff to eliminate leverage, if warranted.
During the Committee’s discussion, it was noted that the changes proposed for the Reference Portfolio
that were included on page 19 would not be part of NEPC’s formal recommendation to the Board as
the Reference Portfolio is not part of the asset allocation and changes do not require Board action.
Mr. Levell also noted that the recommended 2020 policy targets and ranges and target active risk for
the VTF are unchanged from 2019.
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Motion: A motion was made by Mr. Gandhi and seconded by Mr. Ludgate to approve and to
recommend to the Board of Trustees the Asset Allocation Overview and Recommendations for 2020,
in substantially the form included in the Committee’s materials. The motion passed unanimously.
4. Annual Benchmark Presentation
Eileen Neill, Verus Advisory, the Board of Trustees’ Benchmark Consultant, reported that the revised
Comprehensive Benchmark Review report included on pages 46-105 in the meeting materials was
substantially similar to the version presented and discussed at the November 7, 2019 IC meeting.
However, after further diligence and discussions with the Private Equity and Asset & Risk Allocation
teams regarding investment strategies, Verus has amended their recommendations for the vintage
year weighting methodologies to apply to the Private Equity Co-investment, Current Return and
Current Return Co-investment portfolios. Verus is recommending that the portfolios for Private
Equity Co-investments and Current Return be weighted by vintage year, while the recently created
Current Return Co-Investment portfolio be equal weighted by vintage year. Ms. Neill explained that
the revisions apply a more consistent methodology to the private markets portfolios depending on
their maturity and are a function of the implementation strategy for the different portfolios.
The IC discussed the merits of the different calculation options and asked questions of both Ms. Neill
and staff from the Asset & Risk Allocation, Private Markets and Performance divisions, including
regarding the plans for, and ability to influence, investment pacing.
Motion: A motion was made by Mr. Prestigiacomo and seconded by Mr. Drummond to approve and
to recommend to the Board of Trustees’ Benchmark and Performance Committee the changes to the
benchmarks as presented and recommended by SWIB’s benchmark consultant, Verus Advisory, in
its Comprehensive Benchmark Review presentation and report included in the Committee’s materials,
including the changes summarized below. The motion passed unanimously.
Proposed Benchmark Changes for 2020 (effective in connection with the implementation of the
corresponding asset allocation changes)
1. Global Public Equity Asset Class
Current Benchmark:

Recommended
Benchmark:

Fixed blend of three components:
• 87.8% MSCI World custom net
• 6.1% Russell 2000
• 6.1% MSCI EM
Fixed blend of four components:
• 83.4% MSCI World custom net
• 6.1% Russell 2000
• 4.4% MSCI EAFE Small Cap custom net
• 6.1% MSCI EM

2. Global Public Equity Sub-Asset Class: International Small Cap
Current Benchmark:
Recommended
Benchmark:

None
MSCI EAFE Small Cap custom net
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3. Fixed Income Asset Class
Fixed blend of six components:
U.S. Investment Grade:
 67% BloombergBarclays Gov’t/Credit Index
 16% BloombergBarclays U.S. Treasury Index
 2% BloombergBarclays Long U.S. Treasury Index
High Yield Bonds:
Current Benchmark:
 7.5% Intercontinental Exchange Bank of America / Merrill
Lynch Corporate High Yield Ba/B Index
Emerging Market Debt:
 3.75% JPMorgan Emerging Market Bond Index – Global
Diversified (“Hard Currency”)
 3.75% JPMorgan Government Bond Index – Emerging Market
Global Diversified (“Local Currency”)
Recommended
Fixed blend of seven components:
Benchmark:
U.S. Investment Grade:
 66.9% BloombergBarclays Gov’t/Credit Index
 8.2% BloombergBarclays Mortgage-Backed Securities Index
 7.9% BloombergBarclays U.S. Treasury Index
 2% BloombergBarclays Long U.S. Treasury Index
High Yield Bonds:
 7.5% Intercontinental Exchange Bank of America / Merrill
Lynch Corporate High Yield Ba/B Index
Emerging Market Debt:
 3.75% JPMorgan Emerging Market Bond Index – Global
Diversified (“Hard Currency”)
 3.75% JPMorgan Government Bond Index – Emerging Market
Global Diversified (“Local Currency”)
4. Fixed Income U.S. Investment Grade Sub Sub-Asset Class: Mortgage-Backed Securities
Current Benchmark:
None
Recommended
BloombergBarclays Mortgage-Backed Securities Index
Benchmark:
Proposed Benchmark Changes for 2020 (effective Jan. 1, 2020)
5. Inflation Sensitive Asset Class
Current Benchmark:
Roll-up of three components
Recommended
BloombergBarclays U.S. Treasury Inflation-Linked Bond Index (Series L);
Benchmark:
Ticker: LBUTTRUU
6. Global Private Equity Portfolio
Current Benchmark:
Burgiss Global Buyout Pooled Average, lagged one quarter
Recommended
State Street Global Exchange Private Equity Index, may be lagged one
Benchmark:
quarter
7. Private Equity Co-investment Portfolio
Current Benchmark:
Burgiss Global Buyout Pooled Average, equal weighted by Vintage Year,
lagged one quarter
Recommended
State Street Global Exchange Private Equity Index – Buyouts, weighted
Benchmark:
by Vintage Year, may be lagged one quarter
8. Venture Capital Portfolio
Current Benchmark:
Burgiss Venture Capital Pooled Average, weighted by Vintage Year,
lagged one quarter
Recommended
State Street Global Exchange Private Equity Index – Venture Capital,
Benchmark:
weighted by Vintage Year, may be lagged one quarter
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9. Private Equity Legacy Portfolio
Current Benchmark:
Burgiss Global Finance, weighted by Vintage Year, lagged one quarter
Recommended
Actual portfolio returns
Benchmark:
10. Current Return Portfolio
Current Benchmark:
Credit Suisse Leveraged Loan Index + 1%
Recommended
Burgiss Global Senior Debt universe, weighted by Vintage Year, may be
Benchmark:
lagged one quarter
11. Current Return Co-investment Portfolio
Current Benchmark:
Credit Suisse Leveraged Loan Index + 1%
Recommended
Burgiss Global Senior Debt universe, equal weighted by Vintage Year,
Benchmark:
may be lagged on quarter

5. Amendments to SWIB Investment Committee Charter
Sara Chandler, Chief Legal Counsel, reviewed proposed amendments to the Investment Committee’s
membership, which will add three non-voting Committee members: (a) the Deputy Executive
Director/Chief Administrative Officer, (b) the Chief Legal Counsel, and (c) one ED/CIO-appointed
individual from the investment staff.
Mr. Villa thanked Messrs. Gandhi, Heimsoth and Prestigiacomo, who have served on the Investment
Committee in the three ED/CIO-appointed investment staff positions for several years. He announced
that he planned to appoint (a) Pu Shen, Managing Analyst-Asset & Risk Allocation; (b) Diane Linn,
Managing Analyst-Multi-Asset Strategy; and (c) James Laufenberg, Managing Analyst-Real Estate,
to join the Committee commencing with the January 28, 2020 meeting. Mr. Villa further announced
that he planned to appoint Brian Heimsoth to the non-voting ED/CIO-appointed investment staff
position, also commencing with the January 28, 2020 meeting.
Motion: A motion was made by Mr. Denson and seconded by Mr. Ludgate to recommend to the
Board of Trustees that they adopt and approve the changes to the Investment Committee Charter as
shown in the Committee materials. The motion passed unanimously.
6. Funds Alpha Q3 2019 Update
Derek Drummond, Funds Alpha Manager, presented the Funds Alpha Q3 2019 Update, included on
pages 111-123 in the meeting materials. Mr. Drummond commented on the current market
environment, noting that (a) the market had largely recovered from a difficult September,
(b) correlation across different hedge fund strategies is increasing, (c) most managers are beating the
cost of capital for the year, (d) managers are still generally at the low end of the risk spectrum (risk
off), and (e) there is more potential for outperformance in international small cap equities relative to
U.S. or global large cap equity investing.
With respect to SWIB’s Beta One Equity and Fixed Income portfolios, Mr. Drummond noted that
tracking error is increasing but remains below targets. He then reviewed his team’s progress on the
2019 Work Plan, noting that they had accomplished their strategic targets for the year while still
working to increase tracking error. He highlighted that the Hedge Fund portfolio’s top ten names
made up almost 60% of the portfolio’s risk, due to a continued focus on concentrating the portfolio,
and that approximately 60% of the active risk in the Beta One Equity portfolio is stock-specific risk,
which the team would still like to increase.
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7. Private Debt Q3 2019 Update
Chris Prestigiacomo, Portfolio Manager-Private Debt & Venture Capital, presented the Private Debt
Portfolio Investment Committee Quarterly Report, included on pages 124-130 in the meeting
materials. Mr. Prestigiacomo reported that no new bonds were added during the quarter. He then
described the portfolio characteristics, noting that (a) average duration and average life declined
slightly from the previous quarter, (b) yield to maturity decreased from the prior quarter, and (c) the
financial sector holdings will decrease with an upcoming prepayment. He also highlighted that the
portfolio’s 3% below-investment grade holdings is the lowest since 2006 when he started managing
the portfolio, and that a $24 million outstanding loan was upgraded in the quarter.
Mr. Prestigiacomo reviewed the loan pipeline and portfolio returns, highlighting that the portfolio
outperformed its benchmark over the three-year, five-year and ten-year periods and was only 2 bps
below the benchmark for the one-year period. Finally, Mr. Prestigiacomo provided a market update
and reported that there were no problem credits or workouts in the portfolio, which remained in
compliance with its guidelines.
8. Convene in Closed Session
Motion: A motion to go into closed session pursuant to sections 19.85(1)(e) and 19.36(5) of the
Wisconsin Statutes to consider confidential strategies for the investment of public funds, including
(a) the review of active risk profiles of portfolio investments and the Core Trust Fund, (b) the review
of specific proprietary investment strategies and investment instruments related to venture capital,
funds alpha, private debt, currency exposure and exposure management, (c) the review of credit
counterparty information, and (d) the approval of the Core Trust Fund’s active risk budget was made
by Mr. Hellmer and seconded by Mr. Gandhi.
Denson-Aye
Ludgate-Aye

Drummond-Aye
Gandhi-Aye
Prestigiacomo-Aye Stanton-Aye

Heimsoth-Aye
Villa-Aye

Hellmer-Aye

There being nine ayes and no nays, Mr. Villa declared the motion passed. The Committee then
convened in closed session at 2:10 p.m. and reconvened in open session at 4:26 p.m.
9. Announcement of Committee Actions Relating to Items Taken up in Closed Session
Mr. Villa announced that, while in closed session, the Committee (a) reviewed proprietary investment
information and approved the proposed investment strategies for 2020 for the funds alpha, private
debt and venture capital portfolios, (b) heard reports from the Currency Task Force and the Credit
Task Force, (c) reviewed the total and active risk for the CTF and the VTF, and (d) approved the
active risk budget for calendar year 2020.
10. Currency Task Force Report
Chirag Gandhi, Portfolio Manager-Public Fixed Income, noted that a copy of the November 18, 2019
Currency Task Force meeting agenda was included on page 279 in the meeting materials for the
Committee’s review.
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11. Credit Task Force Report
Mr. Villa noted that the agenda for the November 19, 2019 Credit Task Force meeting was included
on page 281 in the meeting materials for the Committee’s information.
12. Research Task Force Report
Todd Ludgate, Managing Director – Public Fixed Income, noted that the Research Task Force Report
to Investment Committee for November 2019 was included on page 282 in the meeting materials for
the Committee’s information, and noted that Dr. Michael Ford’s nuclear energy project was well
received.
13. Soft Risk Parameters
Mr. Villa stated that the report Soft Risk Parameters-Asset Class and Portfolio, as of
October 31, 2019, was included on pages 282-283 of the meeting materials for the Committee’s
review, and that no new discussion triggers appeared on the report.
14. Future Meeting Topics
Mr. Villa noted that a summary of standard IC agenda items and draft agendas for the
December 19, 2019 and January 28, 2019 IC meetings were included on pages 285-290 in the meeting
materials for the Committee’s review.
15. Adjournment
Motion: A motion to adjourn the meeting was made by Mr. Prestigiacomo and seconded by
Mr. Stanton. The motion passed unanimously, and the meeting adjourned at 4:28 p.m.
Date of Committee Approval:
Signed:

12/19/2019

/ s / Edwin Denson
Edwin Denson
Investment Committee Secretary
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STATE OF WISCONSIN INVESTMENT BOARD
Investment Committee Meeting-Open Session
Thursday, December 19, 2019
Offices of the Investment Board
121 East Wilson Street
Madison, Wisconsin
Committee Members Present: David Villa, Executive Director/Chief Investment Officer (Chair)
(by telephone)

Edwin Denson, Managing Director-Asset & Risk Allocation (Secretary)
Derek Drummond, Funds Alpha Manager
Chirag Gandhi, Portfolio Manager-Public Fixed Income
Brian Heimsoth, Quantitative Manager
Brian Hellmer, Managing Director-Public Equities
Todd Ludgate, Managing Director-Public Fixed Income
Chris Prestigiacomo, Portfolio Manager-Private Debt & Venture Capital
Nick Stanton, Head of Multi-Asset Strategy
Also in Attendance: Brandon Brickner, Internal Audit Director
Kate Burkart-Paulson, Senior Legal Counsel
Sara Chandler, Chief Legal Counsel
Bob Dehnke, Data Management Director
Chris Eckerman, Portfolio Manager-Private Equity Co-Investments
Shirley Eckes, Head of Operations
Randy Eggert, Managing Analyst-Real Estate
Vince Janecky, Internal Auditor Data Analyst
Rochelle Klaskin, Deputy Executive Director/Chief
Administrative Officer
Janet Klosterman, Legal Assistant
Lisa Lange, Compliance Counsel
Diane Linn, Managing Analyst-Multi-Asset Strategy
Bill Luetzow, Assistant Compliance Counsel
Scott Parrish, Portfolio Manager-Private Equity
Chris Preisler, Communications Specialist
Trish Reopelle, Managing Analyst
Phil Richards, Performance Director
Pu Shen, Managing Analyst-Asset & Risk Allocation
James Vander Meer, Managing Analyst-Private Debt & Venture Capital
Eileen Neill, Verus Advisory (by telephone)
(Some individuals may have attended only portions of the meeting.)

OPEN SESSION
With a quorum present, Edwin Denson, Managing Director-Asset & Risk Allocation, and Secretary
of the Investment Committee, called the meeting to order at 1:01 p.m.
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1. Approval of the Minutes
Mr. Denson asked if there were any comments on either the open or closed session minutes of the
November 26, 2019 Investment Committee (IC) meeting. Hearing no comments, Mr. Denson stated
that the Committee could approve both the open and closed session minutes in open session.
Motion: A motion was made by Mr. Stanton and seconded by Mr. Ludgate to approve both the open
session and the closed session minutes of November 26, 2019, as presented. The motion passed
unanimously.
2. June Investment Forum Preview
James Vander Meer, Managing Analyst-Private Debt & Venture Capital, discussed the plans for the
June 10, 2020 Investment Forum, which will be held at the Edgewater Hotel (Madison). Mr. Vander
Meer updated the Committee on the format for the event and planned speakers/topics and solicited
input from the Committee members.
3. Private Equity and Co-Investment Q3 2019 Update
Scott Parrish, Portfolio Manager-Private Equity, and Chris Eckerman, Portfolio Manager-Private
Equity Co-Investments, presented the Quarterly Activity Report – Private Equity, included on
pages 11-23 in the meeting materials. Mr. Parrish reported that, as of September 30, 2019, the
aggregate Private Equity portfolio (excluding private debt and venture capital) had a market value of
$7.7 billion, representing 7.5% of the Core Trust Fund (CTF). He noted that the combined portfolio
is anticipated to be cash-flow negative at year end for the first time since 2010 as managers are
drawing down more capital.
In discussing the Private Equity market, Mr. Parrish reported that the average purchase price and debt
multiples for the first three quarters of 2019 were above 2018 averages, driven mainly by larger funds.
He also noted the importance of cloud software in the technology space, reporting that Software as a
Service (SaaS) companies are attracting more capital from private equity firms with 32% of all
software investments in SaaS companies, as compared to 18% in 2015, and projected to grow to
nearly 50% by 2023.
Mr. Parrish reviewed the Current Return Portfolio’s returns, noting that the year-to-date benchmark
return of 7.2% was very high this year, particularly relative to the 3% benchmark return for 2018,
while SWIB’s returns were negatively impacted by a written-off energy fund.
Mr. Parrish then discussed the Private Equity portfolio’s sub-asset class diversification, noting that
the portfolio had commitments in the Credit/Distressed space that had not yet been called. In response
to questions regarding the portfolio’s sub-asset class diversification relative to the benchmark,
Mr. Parrish noted that the lack of sub-asset class granularity available with respect to the benchmark
makes comparisons to the portfolio difficult. He then reminded the Committee that the portfolio
would be switching to the State Street peer benchmark in 2020, and that the State Street benchmark’s
geographic diversification is closer to SWIB’s portfolio.
Mr. Parrish then highlighted the active portfolio pipeline and Q3 2019 commitments, included on
pages 21-22 in the meeting materials, and noted that the portfolio remained in compliance with all
investment guidelines.
4. Real Estate Q3 2019 Update
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Randy Eggert, Managing Analyst-Real Estate, presented the Quarterly Activity Report – Real Estate,
included on pages 24-36 in the meeting materials. Mr. Eggert provided an overview of (a) vacancy
rates by property type, noting that rates in the four main property sectors remain below twenty-year
averages with the widest gap in the industrial/warehouse sector, (b) Net Operating Income (NOI)
recoveries by property type, noting that the apartment sector and housing-related NOI recoveries have
been strong, (c) changes in transaction volume over the past four quarters, and (d) consensus return
expectations/forecasts by property type.
Mr. Eggert then reviewed the risk profile of SWIB’s Real Estate portfolio, noting that Core holdings
were 75.4% at October 31, 2019, as well as the portfolio’s property type diversification and exposure,
commenting on the role debt has played in the strategy. He also discussed the portfolio’s
performance, reporting that annual net returns have decreased over the past five years along with the
rest of the industry, but that SWIB’s Real Estate portfolio’s year-to-date returns remain above the
benchmark by approximately 60 bps.
Mr. Eggert then commented on the pipeline under review, noting the team’s focus on industrial and
mixed-use investments and the potential investment in a Data Center Closed-end Fund. Lastly,
Mr. Eggert confirmed that the portfolio has maintained compliance with all investment guidelines.
5. Multi-Asset Options Update
Nick Stanton, Head of Multi-Asset Strategy, reported to the Committee that the Multi-Asset team is
planning to trade over-the-counter (OTC) U.S. equity share and index options (i.e., with U.S. share
or index underliers), including in the risk arbitrage space. He explained that the Committee had
broadly approved the trading of OTC index and single stock options in October 2012 with updates to
the Committee as markets are added beyond the European underliers discussed at the time. Because
the team now anticipates trading U.S. equity share and index options, he is updating the Committee
on these instruments.
6. Convene in Closed Session
Motion: A motion to go into closed session pursuant to sections 19.85(1)(e) and 19.36(5) of the
Wisconsin Statutes to consider confidential strategies for the investment of public funds, including
(a) the review of active risk profiles of portfolio investments and the Core Trust Fund, and (b) the
review of specific proprietary investment strategies and investment instruments related to private
equity, real estate, fixed income, public equities, multi-asset and exposure management was made by
Mr. Heimsoth and seconded by Mr. Gandhi.
Denson-Aye
Ludgate-Aye

Drummond-Aye
Gandhi-Aye
Prestigiacomo-Aye Stanton-Aye

Heimsoth-Aye
Villa-Aye

Hellmer-Aye

There being nine ayes and no nays, Mr. Denson declared the motion passed. The Committee then
convened in closed session at 1:50 p.m. and reconvened in open session at 3:24 p.m.
7. Announcement of Committee Actions Relating to Items Taken up in Closed Session
Mr. Denson announced that, while in closed session, the Committee (a) reviewed proprietary
investment information for the private equity co-investment and exposure management strategies and
approved the proposed investment strategies for 2020 for the fixed income, public equities and multi3
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asset strategies, and (b) reviewed the total and active risk for the CTF and the Variable Trust Fund
(VTF).
8. Soft Risk Parameters
Brian Heimsoth, Quantitative Manager, stated that the report Soft Risk Parameters-Asset Class and
Portfolio, as of November 29, 2019, was included on pages 162-163 of the meeting materials for the
Committee’s review, and that no new discussion triggers appeared on the report. Mr. Heimsoth
commented that new parameters related to the Beta One strategy would be added to the report
beginning in 2020.
9. Transition Update (Q3 2019)
Sara Chandler, Chief Legal Counsel, noted that there would be no Q3 2019 transition presentation as
there were no transitions in the quarter.
10. Future Meeting Topics
Mr. Denson noted that a summary of standard IC agenda items and draft agendas for the January 28,
2020 and February 25, 2020 IC meetings were included on pages 164-169 in the meeting materials
for the Committee’s review.
11. Adjournment
Motion: A motion to adjourn the meeting was made by Mr. Prestigiacomo and seconded by
Mr. Gandhi. The motion passed unanimously, and the meeting adjourned at 3:26 p.m.
Date of Committee Approval:
Signed:

1/28/2020

/ s / Edwin Denson
Edwin Denson
Investment Committee Secretary
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STATE OF WISCONSIN INVESTMENT BOARD
Investment Committee Meeting-Open Session
Tuesday, January 28, 2020
Offices of the Investment Board
121 East Wilson Street
Madison, Wisconsin
Committee Members Present: David Villa, Executive Director/Chief Investment Officer (Chair)
Edwin Denson, Managing Director-Asset & Risk Allocation (Secretary)
Derek Drummond, Funds Alpha Manager (by telephone)
Brian Hellmer, Managing Director-Global Public Market Strategies
James Laufenberg, Managing Analyst-Private Markets & Funds Alpha
Diane Linn, Managing Analyst-Multi-Asset Strategies (by telephone)
Todd Ludgate, Head of Global Extended Fixed Income Strategies
Pu Shen, Managing Analyst-Asset & Risk Allocation
Nick Stanton, Head of Multi-Asset Strategies
Sara Chandler, Chief Legal Counsel (non-voting)
Brian Heimsoth, Quantitative Manager (non-voting)
Also in Attendance: Bob Conlin, Trustee (by telephone)
Chris Benish, Managing Analyst-Asset & Risk Allocation
Brandon Brickner, Internal Audit Director
Kate Burkart-Paulson, Senior Legal Counsel
Bob Dehnke, Data Management Director
Shirley Eckes, Head of Operations
Mike Jacobs, Agency Business Director
Janet Klosterman, Legal Assistant
Lisa Lange, Compliance Counsel
Bill Luetzow, Assistant Compliance Counsel
Mike Shearer, Head of Alternative Fixed Income Strategies
Chris Levell, NEPC (by telephone)
Claudia Schloss, Verus Advisory, Inc. (by telephone)
(Some individuals may have attended only portions of the meeting.)

OPEN SESSION
With a quorum present, David Villa, Chair of the Investment Committee, called the meeting to order
at 1:30 p.m. He welcomed the new members to the Investment Committee.
1. Approval of the Minutes
Mr. Villa asked if there were any comments on either the open or closed session minutes of the
December 19, 2019 Investment Committee (IC) meeting. Hearing no comments, Mr. Villa stated that
the Committee could approve both the open and closed session minutes in open session.
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Motion: A motion was made by Mr. Stanton and seconded by Mr. Ludgate to approve both the open
session and the closed session minutes of December 19, 2019, as presented. The motion passed
unanimously.
2. Brokerage Task Force
Lisa Lange, Compliance Counsel, and Brian Hellmer, Managing Director-Global Public Market
Strategies, provided an overview of the new Brokerage Task Force and discussed its oversight and
review function relating to SWIB’s brokerage activities. They then updated the Committee on the
activities of the task force for the quarter ended September 30, 2019. A copy of the task force’s
November 20, 2019 meeting agenda was included on page 8 in the meeting materials for the
Committee’s information.
3. Amendments to SWIB Investment Committee Charter
Sara Chandler, Chief Legal Counsel, reviewed the proposed amendments to the SWIB Investment
Committee Charter, included on pages 9-13 in the meeting materials. She noted that the changes
incorporated new titles, clarified the method of appointment of members to the Committee and
cleaned up language that was no longer relevant.
Motion: A motion was made by Mr. Stanton and seconded by Mr. Ludgate to recommend to the
Board of Trustees that it adopt and approve the changes to the Investment Committee Charter as
shown in the Committee materials. The motion passed unanimously.
4. Amendments to Investment Committee WRS Investment Guidelines
Ms. Chandler discussed the proposed amendments to the SWIB Investment Committee WRS
Investment Guidelines, included on pages 14-53 in the meeting materials. Ms. Chandler explained
that (a) the approval groups were changed for the rebalancing task force and the Exposure
Management and Private Markets and Funds Alpha Overage Portfolios to streamline the approval and
signing processes, but that the changes were not meant to reduce participation in the investment
discussions, (b) the Government/Credit Portfolio guidelines were revised in connection with its
increased active risk budget, (c) the Alpha Portfolio’s guidelines were removed, as the portfolio is
being merged into the Global Securities Portfolio, (d) guidelines were added for the new MortgageBacked Securities (MBS) Portfolio, and (e) the Approved Exchanges and Benchmark appendices
were updated to reflect current naming conventions and the 2020 benchmarks, respectively. The
Committee then discussed the new MBS Portfolio guidelines, including the rationale for the tracking
error guideline.
Motion: A motion was made by Mr. Stanton and seconded by Mr. Hellmer to approve the proposed
amendments to the SWIB Investment Committee WRS Investment Guidelines, as presented in the
Committee materials. The motion passed unanimously.
5. Swaps Update
Chris Benish, Managing Analyst-Asset & Risk Allocation, updated the Committee on SWIB’s
progress towards trading (a) fixed income US index swaps and (b) non-US and EM equity index
swaps, US and non-US Developed Equity single name swaps, and equity and fixed income ETF
swaps. He explained that the Committee had previously approved the trading of these swaps with
updates to the IC as SWIB became ready to move forward on trading. He noted that trading these
swaps remained subject to operational readiness.
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6. Fixed Income Q4 2019 Update
Todd Ludgate, Head of Global Extended Fixed Income Strategies, presented the Investment
Strategies: Public Fixed Income Q4 2019 Update, included on pages 54-70 in the meeting materials.
Mr. Ludgate discussed the performance of the Government/Credit and the Liquidity, Inflation &
Rates Management portfolios, highlighting strong positive absolute and relative performance in 2019
and over the longer term. He also reported that each fixed income portfolio was in compliance with
its guidelines during Q4 2019.
Mr. Ludgate went on to discuss the fixed income markets, noting that the US yield curve has been
steepening since the brief summer inversion, the dollar had depreciated in Q4 2019 and credit spreads
had a strong rally in Q4 2019.
7. Public Equities Q4 2019 Update
Brian Hellmer presented the Public Equities Internal Management Quarterly Update, Q4 2019,
included on pages 71-90 in the meeting materials. Mr. Hellmer reviewed the performance for the
Global Sector Aggregate and Small Cap Diversified portfolios, highlighting positive absolute and
relative performance for 2019 for the Global Sector Aggregate portfolio and substantial
outperformance for the Small Cap Diversified portfolio. He commented that both portfolios were in
compliance with the investment guidelines, but that ex ante tracking error for both portfolios remained
below the soft risk parameter discussion triggers. He reviewed the score card for each portfolio,
highlighting the Global Sector Aggregate portfolio’s progress made in 2019.
Mr. Hellmer then reviewed the equity markets outlook for 2020 and the market review information
from 2019, noting that (a) the equity markets have been at or near all-time highs, (b) expectations are
for renewed growth in 2020, (c) the current expansion cycle is long but has not produced as much
growth as prior cycles, (d) the markets are expecting relatively flat rates in the next few years, and
(e) US corporations continue to use profits for stock buybacks.
8. Multi-Asset Q4 2019 Update
Nick Stanton, Head of Multi-Asset Strategies, presented the Multi-Asset Internal Management
Quarterly Update for Q4 2019, included on pages 91-96 in the meeting materials. Mr. Stanton
discussed the quarterly and annual performance for the Global Securities (GSP) and Alpha portfolios,
noting the volatile fourth quarter and that performance across GSP and Alpha strategies was mixed.
He also discussed the activity for the year for the options overlay program and reported that each
portfolio was in compliance with its guidelines.
9. Convene in Closed Session
Motion: A motion to go into closed session pursuant to sections 19.85(1)(e) and 19.36(5) of the
Wisconsin Statutes to consider confidential strategies for the investment of public funds, including
(a) the review of active risk profiles of portfolio investments and the Core Trust Fund; (b) the review
of specific proprietary investment strategies and investment instruments related to fixed income,
public equities, multi-asset, leverage and exposure management; and (c) the review and approval of
investment guidelines for an external manager was made by Mr. Ludgate and seconded by
Mr. Hellmer.
The Chair called for a roll call vote.
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Denson-Aye
Ludgate-Aye

Hellmer-Aye
Shen-Aye

Laufenberg-Aye
Stanton-Aye

Linn-Aye
Villa-Aye

There being eight ayes and no nays, Mr. Villa declared the motion passed. The Committee then
convened in closed session at 2:09 p.m. and reconvened in open session at 3:29 p.m.
10. Announcement of Committee Actions Relating to Items Taken up in Closed Session
Mr. Villa announced that, while in closed session, the Committee (a) reviewed proprietary investment
information for the fixed income, public equities, multi-asset, alpha overlay beta implementation and
exposure management strategies, (b) approved investment guidelines for certain external managers,
and (c) reviewed the total and active risk for the Core Trust Fund (CTF) and the Variable Trust Fund
(VTF).
11. Soft Risk Parameters
Brian Heimsoth, Quantitative Manager, noted that the report Soft Risk Parameters-Asset Class and
Portfolio, as of December 31, 2019, was included on pages 210-211 in the meeting materials for the
Committee’s review. He highlighted that the Beta One strategy parameters were now included in the
report and discussed two new discussion triggers reflecting low Beta One and fixed income ex ante
tracking error.
12. Future Meeting Topics
Mr. Villa noted that a summary of standard IC agenda items and draft agendas for the
February 27, 2020 and March 24, 2020 IC meetings were included on pages 212-217 in the meeting
materials for the Committee’s review. Ms. Chandler noted that the date and time of the February
meeting had recently been changed.
13. Adjournment
Motion: A motion to adjourn the meeting was made by Mr. Stanton and seconded by Mr. Hellmer.
The motion passed unanimously, and the meeting adjourned at 3:32 p.m.
Date of Committee Approval:
Signed:

2/27/2020

/ s / Edwin Denson
Edwin Denson
Investment Committee Secretary
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Staff Investment Committee Meeting
Thursday, February 27, 2020
STATE OF WISCONSIN INVESTMENT BOARD
121 East Wilson Street
Madison, Wisconsin
Presentation Room
1:00 p.m.
Est. Time
(minutes)

OPEN SESSION
1.

Approval of the Minutes - Open Session
A.
January 28, 2020

5

2.

June Investment Forum Preview – Jim VanderMeer

5

3.

Quarterly Performance Review (Q4 2019) – Phil Richards and
Brad Gentert

10

4.

Trustee WRS Investment Policy Amendments – Sara Chandler

5

5.

Amendments to Investment Committee WRS Investment
Guidelines – Sara Chandler

15

6.

Funds Alpha Q4 2019 Update – Derek Drummond

15

7.

Private Debt Q4 2019 Update – Chris Prestigiacomo

CLOSED SESSION*
RECONVENE IN OPEN SESSION
8.

Announcement of Committee Actions Relating to Items Taken
up in Closed Session

5

9.

Currency Task Force Report – Jeff Lucas

5

10.

Credit Task Force Report – Jon Simon

___________________
* A motion to go into closed session at this meeting is authorized pursuant to sections 19.85(1)(e) and
19.36(5) of the Wisconsin Statutes (a) to consider confidential strategies for the investment of public funds,
including (i) the review of active risk profiles of portfolio investments and the Core Trust Fund, (ii) the
review of specific proprietary investment strategies and investment instruments related to funds alpha,
private debt, venture capital, real estate, private equity, asset and risk allocation and exposure management,
and (iii) the review of credit counterparty information, and (b) to discuss and approve prior closed session
minutes that discuss the same. The Committee may convene in additional closed sessions or announce
additional closed session items at the meeting in accordance with the procedure outlined in the Attorney
General’s Opinion reported at 66 OAG 106 (1977). Whenever a closed session is held, the committee will
subsequently reconvene in open session to cover remaining agenda items.
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5

11.

Research Task Force Report – Todd Ludgate, Nick Stanton and
Brian Hellmer

12.

QIR Annual Certification Report (No presentation unless
requested)

13.

Soft Risk Parameters (No presentation unless requested)

14.

Future Meeting Topics

15.

Motion to Adjourn

NOTES:

Items may be taken in order other than listed.
The meeting site is physically accessible. Upon prior request,
reasonable accommodations will be provided.

FUTURE MEETINGS
3/24/20 – March Committee Mtg.
4/24/20 – April Committee Mtg.
5/26/20 – May Committee Mtg.
6/23/20 – June Committee Mtg.
7/28/20 – July Committee Mtg.
8/27/20 – August Committee Mtg.
9/23/20 – September Committee Mtg.
10/27/20 – October Committee Mtg.
11/24/20 – November Committee Mtg.
12/22/20 – December Committee Mtg.

Investment Committee Members:
Executive Director/Chief Inv. Officer: David Villa (Chair)
Managing Director-Private Markets & Funds Alpha: Anne-Marie Fink
Managing Director-Asset & Risk Allocation: Edwin Denson (Secretary)
Managing Director-Global Public Market Strategies: Brian Hellmer
Head of Global Extended Fixed Income Strategies: Todd Ludgate
Head of Multi-Asset Strategies: Nick Stanton
Funds Alpha Manager: Derek Drummond
Managing Analyst-Private Markets & Funds Alpha: James Laufenberg
Managing Analyst-Multi-Asset Strategy: Diane Linn
Managing Analyst-Asset & Risk Allocation: Pu Shen
Deputy Executive Director/CAO: Rochelle Klaskin (non-voting)
Chief Legal Counsel: Sara Chandler (non-voting)
Quantitative Manager: Brian Heimsoth (non-voting)
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Staff Investment Committee Meeting
Tuesday, March 24, 2020
STATE OF WISCONSIN INVESTMENT BOARD
121 East Wilson Street
Madison, Wisconsin
Presentation Room
1:30 p.m.
Est. Time
(minutes)

OPEN SESSION
1.

Approval of the Minutes – Open Session
A. February 27, 2020

5

2.

June Investment Forum Preview – Jim VanderMeer

15

3.

Private Equity & Co-Investment Q4 2019 Update – Scott Parrish and
Chris Eckerman

15

4.

Real Estate Q4 2019 Update – Steve Spiekerman

15

5.

[Review of Investment and Financial Performance]

CLOSED SESSION*
RECONVENE IN OPEN SESSION
6.

Announcement of Committee Actions Relating to Items Taken up in
Closed Session

7.

Soft Risk Parameters (No presentation unless requested)

8.

Transition Update (Q4 2019) (No presentation unless requested)

9.

Future Meeting Topics

10.

Motion to Adjourn

NOTES:

Items may be taken in order other than listed.

________________

.

*A motion to go into closed session at this meeting is authorized pursuant to sections 19.85(1)(e)
and 19.36(5) of the Wisconsin Statutes (a) to consider confidential strategies for the investment of
public funds, including (i) the review of active risk profiles of portfolio investments and the Core
Trust Fund, and (ii) the review of specific proprietary investment strategies related to private
equity, real estate and exposure management, and (b) to discuss and approve prior closed session
minutes that discuss the same. The Committee may convene in additional closed sessions or
announce additional closed session items at the meeting in accordance with the procedure outlined
in the Attorney General’s Opinion reported at 66 OAG 106 (1977). Whenever a closed session is
held, the committee will subsequently reconvene in open session to cover remaining agenda items.
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The meeting site is physically accessible. Upon prior request,
reasonable accommodations will be provided.

FUTURE MEETINGS
4/24/20 – April Committee Mtg.
5/26/20 – May Committee Mtg.
6/23/20 – June Committee Mtg.
7/28/20 – July Committee Mtg.
8/25/20 – August Committee Mtg.
9/23/20 – September Committee Mtg.
10/27/20 – October Committee Mtg.
11/24/20 – November Committee Mtg.
12/22/20 – December Committee Mtg.

Investment Committee Members:
Executive Director/Chief Inv. Officer: David Villa (Chair)
Managing Director-Private Markets & Funds Alpha: Anne-Marie Fink
Managing Director-Asset & Risk Allocation: Edwin Denson (Secretary)
Managing Director-Global Public Market Strategies: Brian Hellmer
Head of Global Extended Fixed Income Strategies: Todd Ludgate
Head of Multi-Asset Strategies: Nick Stanton
Funds Alpha Manager: Derek Drummond
Managing Analyst-Private Markets & Funds Alpha: James Laufenberg
Managing Analyst-Multi-Asset Strategy: Diane Linn
Managing Analyst-Asset & Risk Allocation: Pu Shen
Deputy Executive Director/CAO: Rochelle Klaskin (non-voting)
Chief Legal Counsel: Sara Chandler (non-voting)
Quantitative Manager: Brian Heimsoth (non-voting)
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Staff Investment Committee Meeting
Friday, April 24, 2020
STATE OF WISCONSIN INVESTMENT BOARD
121 East Wilson Street
Madison, Wisconsin
Presentation Room
12:30 p.m.
Est. Time
(minutes)

20

OPEN SESSION
1.

Approval of the Minutes – Open Session
A. March 24, 2020

2.

Global Public Market Strategies Q1 2020 Update – Brian Hellmer

CLOSED SESSION*
RECONVENE IN OPEN SESSION
3.

Announcement of Committee Actions Relating to Items Taken up in
Closed Session

4.

Soft Risk Parameters (No presentation unless requested)

5.

Future Meeting Topics

6.

Motion to Adjourn

NOTES:

Items may be taken in order other than listed.
The meeting site is physically accessible. Upon prior request,
reasonable accommodations will be provided.

________________

*A motion to go into closed session at this meeting is authorized pursuant to sections 19.85(1)(e) and
19.36(5) of the Wisconsin Statutes (a) to consider confidential strategies for the investment of public funds,
including (i) the review of active risk profiles of portfolio investments and the Core Trust Fund, and (ii) the
review of specific proprietary investment strategies related to global public market strategies and exposure
management, and (b) to discuss and approve prior closed session minutes that discuss the same. The
Committee may convene in additional closed sessions or announce additional closed session items at the
meeting in accordance with the procedure outlined in the Attorney General’s Opinion reported at 66 OAG
106 (1977). Whenever a closed session is held, the committee will subsequently reconvene in open session to
cover remaining agenda items.
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FUTURE MEETINGS
5/26/20 – May Committee Mtg.
6/23/20 – June Committee Mtg.
7/28/20 – July Committee Mtg.
8/27/20 – August Committee Mtg.
9/23/20 – September Committee Mtg.
10/27/20 – October Committee Mtg.
11/24/20 – November Committee Mtg.
12/22/20 – December Committee Mtg.

Investment Committee Members:
Executive Director/Chief Inv. Officer: David Villa (Chair)
Managing Director-Private Markets & Funds Alpha: Anne-Marie Fink
Managing Director-Asset & Risk Allocation: Edwin Denson (Secretary)
Managing Director-Global Public Market Strategies: Brian Hellmer
Head of Global Extended Fixed Income Strategies: Todd Ludgate
Head of Multi-Asset Strategies: Nick Stanton
Funds Alpha Manager: Derek Drummond
Managing Analyst-Private Markets & Funds Alpha: James Laufenberg
Managing Analyst-Multi-Asset Strategy: Diane Linn
Managing Analyst-Asset & Risk Allocation: Pu Shen
Deputy Executive Director/CAO: Rochelle Klaskin (non-voting)
Chief Legal Counsel: Sara Chandler (non-voting)
Quantitative Manager: Brian Heimsoth (non-voting)
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SWIB INVESTMENT COMMITTEE CHARTER
Board Approval Date: April 2005
Revised June 2006, 2007, 2008
April 2009, June 2011, August 2011, November 2012, November 2013, June 2015
February 2016, June 2017, October 2018, December 2019
Last revised [March 2020]
The State of Wisconsin Investment Board (SWIB) Investment Committee, in conjunction with SWIB
management and the Board of Trustees, has developed the following policies and procedures relating
to the prudent management of SWIB’s assets.
Committee Membership:
Executive Director/Chief Investment Officer (ED/CIO) (Chair)
Managing Director – Asset & Risk Allocation
Head of Multi-Asset Strategy
Managing Director – Global Public EquitiesMarket Strategies
Managing Director – Private Markets & Funds Alpha
Managing Director –Fixed Income
One individual from the Investment Staff appointed by the Managing Director – Asset & Risk
Allocation with the approval of the ED/CIO
Two individuals from the Investment Staff appointed by the Managing Director – Global Public
Market Strategies with the approval of the ED/CIO
Two individuals from the Investment Staff appointed by the Managing Director – Private Markets &
Funds Alpha with the approval of the ED/CIO
Private Markets Portfolio Manager (ED/CIO appointed)
Three individualsOne individual from the Investment Staff (ED/CIO appointed) by the ED/CIO
Deputy Executive Director/Chief Administrative Officer (non-voting)
Chief Legal Counsel (non-voting)
One individual from the Investment Staff (ED/CIO appointed, by the ED/CIO (non-voting)
The Chair of the Committee will appoint a Vice Chair and a Secretary of the Committee, who will
serve in such roles until the Chair appoints a replacement.
I.

Committee Purpose and Charter

The Investment Committee (the “Committee”) is created to provide oversight of SWIB
investments within the parameters established by the Board of Trustees. Oversight will include an
analysis of risk and return at the portfolio, asset class, and Core Retirement Investment Trust Fund
(CTF) and Variable Retirement Investment Trust Fund (VFVTF) levels. Additionally, the
Committee will provide input to the Board on asset allocation and benchmark recommendations.
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In general, the Committee will focus on various policies and procedures of the agency to ensure
they are consistent with industry standards and that they continue to keep pace with prudent
investment theory and practice.
The Committee will review decisions made with regard to deviations from established benchmarks
and allocation of investments among internal management and external management, including
decisions with regard to passive, active and quantitative styles.
The Committee is responsible for (i) proposing to the Board of Trustees changes to its Investment
Policy; (ii) approving investment guidelines for internally managed portfolios in the SWIB
Investment Committee Wisconsin Retirement System Investment Guidelines (IC Guidelines); (iii)
approving investment guidelines for passive externally managed portfolios; (iv) approving the general
strategies for each asset class; (v) approving the governance and strategy for active external managers
(Beta One External Managers); and (vi) approving new investment instruments and derivatives
strategies. All investment guidelines must be consistent with the investment authority provided in
Wis. Stat. ch. 25. External investment guidelines are independent of, and are not limited by, the
internal investment guidelines. The Managing Director – Private Markets & Funds Alpha or his/her
designee(s) shall approve all Beta One External Manager guidelines and any modifications to such
guidelines consistent with the strategy and governance approved by the Investment Committee.
II.

Duties and Responsibilities
A.

The Committee will suggest and recommend changes to the Board of
TrusteeTrustees’s Investment Policy, as necessary.

B.

The Committee will review periodically and approve changes and additions to the IC
Guidelines and will report any revisions to the Board of Trustees.

C.

The Committee may examine internally and externally managed portfolios, individual
investments, correlation among portfolios, and such other matters as the Committee
deems appropriate for the purpose of understanding, measuring, controlling,
monitoring and reporting SWIB investment exposure.

D.

The Committee will review and approve the use of derivative investments and
strategies and new investment instruments prior to their implementation in internal
SWIB portfolios pursuant to the procedures set forth in Section IV.A below, as may
be recommended by the Investment Instruments Strategy Use Team,.

E.

The Committee will oversee the review and implementation of any other new
investment programs or initiatives in all SWIB portfolios and will coordinate any
necessary related Trustee approvals.

F.

For purposes of fulfilling its risk management and oversight responsibilities, the
Committee will act as liaison between the SWIB investment staff and SWIB
Trustees on issues concerning investment risk management.
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G.

The Committee will review asset class strategies at least quarterly to assess established
risk limits and evaluate strategy and will approve such strategies annually. The
relevant Investment Staff shall be solely responsible for the specific investment
decisions used to execute the approved strategies.

H.

The Committee will review all compliance -related issues referred by the Enterprise
Risk and Compliance Committee, including compliance with statutes, administrative
rules, internal and external manager investment guidelines or as otherwise requested.

I.

The Committee will review annual asset allocation plans and strategies and will
review and approve any proposed changes to SWIB’s strategic asset allocation and
fund-level active risk objectives before they are presented to the Board for approval.
The Committee will provide consultation and assistance to the Trustees, ED/CIO and
staff concerning total fund allocation changes or rebalancings, as needed.

J.

The Committee will review all investments that are referred to it by the Trustees
or where Committee review and approval is required pursuant to provisions of
internal investment guidelines established by the Trustees. (Note: the Portfolio
Manager remains solely responsible for investments in the portfolio regardless of
Trustee or Committee review.)

J.

K. Passive External Manager Guideline Waivers.
The Committee will review and act on all requests from passive external managers for
waivers to provisions in their investment guidelines. On an emergency basis when it
is impractical to timely convene a meeting of the Investment Committee, either the
Chair or Vice Chair of the Committee, with the concurrence of either the Secretary of
the Committee or the Deputy Executive Director/Chief Administrative Officer, may
approve a waiver. That waiver will be brought to the Committee for ratification at its
next regularly scheduled meeting.

K.

L. The Committee may review and analyze other compliance, risk or derivative
related matters that are directed to the attention of the Committee by the Trustees,
Internal Auditor, SWIB Investment Operations and Fund Accounting Staff,
Legislative Audit Bureau, Enterprise Risk Manager, Compliance Officer or others and
report as appropriate.

L.

M. The Committee will receive quarterly reports upon completion of a portfolio
transitionregarding transitions and shall review with the applicable investment staff
the costs and impacts associated with the transitiontransitions. It will also from time
to time review reports on the trading effectiveness of the SWIB traders.

M.

N. The Committee will review annual benchmark recommendations from the Board
appointed benchmark consultant and will provide its evaluation and recommendation
to the Board.
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N.

O. The Committee will review internal investment guidelines at least annually and
will recommend any revisions to the Board of Trustees. The Committee will review
and revise passive external portfolio guidelines as necessary and annually approve the
Beta One External Managers’ strategy and governance as recommended by the
Managing Director – Private Markets & Funds Alpha and Funds Alpha Team.

O.

P. The Committee will review and approve strategies and investment guidelines for
Multi-Asset Strategies portfolios.

P.

Q. The Committee will establish procedures for the methodology and frequency of
review of (i) fund, asset class and portfolio performance, (ii) performance attribution,
(iii) allocation within asset classes and (iv) risk levels. Procedures will be shared with
the Board of Trustees.

Q.

R. The Committee will conduct periodic round table discussions of the economic and
investment environment.

III.

General Committee Procedures
A.

A majority of the voting members of the Committee constitute a quorum. A majority
of a quorum is required to take any Committee action or approve any motion. If an
approved motion lacked the support by the committee chair, the results of the vote
shall be reported in a separate report to the Board of Trustees at their next regularly
scheduled meeting. Any member proposing or responsible for oversight of an
investment being brought to the Committee for approval will be recused from the vote.

B.

The Committee shall establish a regular monthly meeting schedule. Non-routine
meetings may be called by any Committee Member with sufficient lead time to
provide appropriate notice of the meeting under Wis. Stat. § 19.84(3).

C.

The Committee Charter shall be approved by the Board of Trustees.

D.

Procedures for review, processing and monitoring of derivative investments will be
established by the Committee. Minutes of Committee meetings shall be kept and be
provided to Trustees. Regular Board meetings shall include an agenda item for
discussion of Committee actions and proceedings.

E.

The Committee’s routine oversight of Beta One External Managers and hedge fund
managers shall be the responsibility of the Managing Director – Private Markets &
Funds Alpha, and the Funds Alpha staff, who will collaborate with the Board’s
consultant for external Beta One External Managers and staff’s consultant for hedge
fund managers. The Managing Director – Private Markets & Funds Alpha or his/her
designee(s) from the Private Markets & Funds Alpha staff will provide regular updates
to the Investment Committee, as requested by the Chair.
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F.

IV.

The Committee may establish standing subcommittees or temporary working groups
to carry on assigned activities. Such subcommittees or working groups will report on
their activities to the Committee at its next regularly scheduled meeting.
Derivative Investments

A.

Specific investment policies regarding the use of derivative instruments are
determined for each portfolio by the IC Guidelines. Such policies, as amended from
time to time, are officially contained in the Investment Guidelines or external
manager contracts.

B.

Derivative strategies are developed by Portfolio Managers or Heads of the various asset
classes (Investment Staff) in accordance with applicable investment guidelines. The
Committee will review the use of derivatives as part of its overall strategy review and
will evaluate derivatives in its analysis of portfolio risk. New derivatives will be
approved pursuant to III.A above. Once a particular strategy or instrument is reviewed
by the Committee, it need not be resubmitted for each substantially similar use within
the approved parameters, unless so directed by the Committee. (Note: The relevant
Investment Staff shall be solely responsible for the investment judgments made in
submitting the derivatives transaction for approval and the financial outcome of any
such transaction.)

C.

The Chief OperatingFinancial Officer or designee will review with the Committee any
changes in the accounting treatment and required note disclosures for external reporting
purposes used for derivative instruments, based on the applicable fund, the
characteristics of the instrument and any underlying assets or liabilities.

D.

The Investment Staff and SWIB Operations and Fund Accounting staff will
regularly review and, at least quarterly, the Committee will review, the source and
methods of any new derivative instrument valuations.
♦
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I.

INTRODUCTION

The SWIB Board of Trustees (the “Board”) has delegated to the investment staff of SWIB
standing authority to manage the assets of the Core Retirement Trust Fund (the “Core Fund”)
and the Variable Retirement Trust Fund (the “Variable Fund”), which together make up the
Wisconsin Retirement System (the “WRS”), pursuant to the Board’s WRS Investment Policy
and to section 25.15(2) of the Wisconsin Statutes and section IB 2.02 of the Wisconsin
Administrative Code. The Investment Committee was created to provide oversight of WRS1
investments within the parameters established by the Board and pursuant to the Investment
Committee’s Charter approved by the Board. To properly and prudently execute its
delegated authority and oversight functions, the Investment Committee has established
guiding policies, guidelines and procedures, which are set forth in this document, the
Investment Committee Investment Guidelines (these “IC Guidelines”). These IC Guidelines
articulate the policies and guidelines that are employed in the day-to-day management of the
WRS assets by SWIB’s staff. This document will be reviewed periodically and updated as
necessary by the Investment Committee to reflect changes in investment strategies and to
reflect best industry practices for prudent investors. Notwithstanding the delegation of
authority by the Board to the Investment Committee for the establishment, approval, and
amendment of the policies, guidelines and procedures included in these IC Guidelines, the
Board reserves all rights to modify and amend these IC Guidelines at any time in its
discretion. Any changes to these IC Guidelines will be periodically reported to the Board. In
addition to these IC Guidelines, SWIB staff may also have to comply with Compliance Division
or legal requirements or review operational readiness with the Operations Division prior to
the trading of the instruments and securities authorized herein.

II.

LEVERAGE USE POLICY

Introduction

The funds managed by SWIB can have exposure to leverage through different structures and
vehicles. Leverage is an exposure to an asset class that is not fully collateralized by cash
assets or an exposure to an asset acquired that has not been fully funded. There are two
types of leverage, financial leverage and economic leverage:
•

•

Financial leverage is an exposure to an asset class that is not fully collateralized by cash,
with the remaining unfunded exposure not collateralized by another asset. An example
of financial leverage is buying a future on an equity index that is only partially
collateralized with cash assets.
Economic leverage is an exposure that is partially collateralized by cash and partially
collateralized by an alternative asset to cash but fully collateralized. An example of
economic leverage is buying a future on an equity index and partially collateralizing the

1 The

Investment Committee also has oversight of the State Investment Fund and other funds managed by SWIB as
described in the Board’s SIF and Separately Managed Funds Investment Policy and Guidelines.
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exposure with cash and collateralizing the remaining exposure with assets such as bonds
so that the exposure is fully collateralized.

Leverage by itself does not necessarily create additional market risk or variation in market
returns. Leverage may result in greater diversification and lower market risk than an
unlevered portfolio.
Both financial and economic leverage, however, require liquid assets to pay down the
levered obligation. This type of risk is called liquidity risk. Liquidity risk is managed by
monitoring the level of liquidity required in various market scenarios and ensuring that an
adequate quantity of liquid assets is available to meet commitments in times of market
stress.

The total amount of financial leverage is approved by the Board through the WRS asset
allocation process. The Board-approved asset allocation targets for each asset class together
with the approved financial leverage is called the “Policy Portfolio.” The total amount of
economic leverage is limited by the Board-approved active risk target and range.
Leverage Use Philosophy

Leverage is used where it can improve investment portfolio efficiency in terms of return for
risk versus alternative choices that do not use leverage. Leverage will also be used to
improve portfolio diversification and reduce portfolio concentration.
Leverage Monitoring

Detailed reporting is regularly (i.e., daily, monthly and quarterly) produced by SWIB to
provide feedback regarding leverage exposures for review by portfolio managers, the
Managing Director of Asset and Risk Allocation (ARA), and the Executive Director/Chief
Investment Officer (ED/CIO). Leverage use exposure risk metrics are reported at least
quarterly to the Investment Committee. Leverage will be reviewed by the Investment
Committee with an eye to diversifying counterparties, maturities and sources. Leverage will
also be periodically reported by the ED/CIO to the Board. The balancing of these dimensions
can vary through time as market conditions vary, especially with respect to liquidity.

III.

DERIVATIVES USE POLICY

Introduction

A "derivative instrument" is an investment instrument which usually derives its value and
marketability from an underlying instrument which represents direct ownership of an asset
or a direct obligation of an issuer (e.g. a "spot" or cash market instrument). SWIB recognizes
that derivatives provide a means through which SWIB can implement investment strategies
in a more cost and time efficient manner than through the physical investment of the
underlying securities. Additionally, derivatives can be used to facilitate SWIB’s risk
management activities including risk mitigation. Derivatives include such instruments as
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futures, swaps, options and currency forwards and may be exchanged traded, traded overthe-counter (OTC) and/or cleared.
Derivatives Use Objectives

The overall strategic objective of SWIB’s use of derivatives is to facilitate risk exposure
management and to manage the cost of investing. Objectives for derivatives use include:

1. Constructing portfolios with risk and return characteristics that could not efficiently
be created using underlying physical securities,
2. Changing systematic exposures without executing trades in the underlying physical
securities,
3. Hedging or managing risks, and
4. Effecting varying active and passive investment strategies including, but not limited
to: portable alpha, currency hedging, equitization, relative value trades, transition
management, and rebalancings.

Derivatives Use Monitoring and Reporting

Derivatives use exposures will be monitored by portfolio managers that employ derivatives,
the ED/CIO and the ARA Division. The Investment Committee will monitor derivatives use
exposures and risk metrics on a quarterly basis or more frequently as needed.
Derivatives Guidelines Applicable to all WRS Internal Portfolios:

1. Exchange-traded derivatives must be traded on a recognized exchange approved by
the Investment Committee, except for exchange-traded derivatives that are traded
pursuant to Exchange for Related Position (EFRP) transactions, which are traded offexchange and not subject to this requirement. Such approved exchanges are listed on
Appendix 1. As additional exchanges are approved Appendix 1 shall be updated
without amendment to these IC Guidelines. For clarity, exchange-traded funds
(ETFs), exchange-traded notes (ETNs), or exchange-traded vehicles (ETVs) shall not
be deemed exchange-traded derivatives.

2. OTC derivatives may only be traded with counterparties with which SWIB has a
current International Swap and Derivative Association (ISDA) agreement that
includes a Credit Support Annex (CSA).
In addition:

a) The counterparty, or its guarantor, must, on each date on which a transaction
is entered into, have an actual credit rating of not less than: (1) “A2/P2” on
short-term debt from S&P or Moody’s; and/or (2) “Baa2/BBB” on long-term
debt from S&P or Moody’s.
b) The collateral that SWIB holds under a CSA may be invested in the following:
i. Bank deposit accounts;
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ii.

Any money market fund having a rating of at least “Aaa” by Moody’s
or at least “AAAm” by S&P;

iv.

Overnight repurchase agreements with U.S. government, agency or
dollar cash collateral;

iii.
v.

vi.

Overnight commercial paper having a rating of at least “P-1” by
Moody’s and “A-1” by S&P;
Overnight reverse repurchase agreements with U.S. government,
agency or dollar cash collateral; and

The State Investment Fund or similar short term investment funds.

For clarity, this Item 2 does not apply to ETFs, ETNs, and ETVs, or to over-the-counter
derivatives entered into on behalf of SWIB, or a title-holding entity that is whollyowned by SWIB, by either an external manager or advisor in connection with a real
estate separate account.

3. Investments may be made in put option contracts and call option contracts on
securities, futures or an index of a group of securities. Put and call options may be
purchased or sold on investments that could be held in the portfolio if the options
were exercised. For internal public equities portfolios, the aggregate notional value
of put options sold and not covered by portfolio cash is limited to 10% of the market
value of the portfolio. For internal public equity portfolios, the aggregate notional
value of call options sold and not covered by the underlying security positions is
limited to 10% of the market value of the portfolio. These limits do not apply to the
multi-asset portfolios or any option overlay investment strategies.
4. Currency exposure management is permitted (but not required) through the use of
exchange-traded currency instruments, and through the use of spot and forward
contracts in foreign currencies (including FX Swaps). Direct currency hedging is
permitted to directly hedge currency exposure back to the U.S. dollar. Cross-currency
exposure management to transfer out of an exposed currency and into a benchmark
currency is permitted.
5. Guideline limits and soft parameters for each portfolio will be applied to the
aggregate exposures which include both physical and synthetic securities.
6. New derivatives strategies will be reviewed and approved by the Investment
Committee before their implementation or use.

7. SWIB shall not enter into new derivatives agreements with new counterparties until
the ED/CIO has approved the agreement. Each managing director, head or portfolio
manager in the relevant division shall submit to the ED/CIO a written summary of
any proposed addition of a relationship that may require evaluation of counterparty
credit risks. Such relationship may involve (a) entering into a master netting or
trading agreement with a new counterparty, which acts either as a principal or as an
agent on behalf of multiple principals, or (b) hiring an external manager to implement
a strategy that may require the manager to evaluate and monitor counterparty credit
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IV.

risks on SWIB’s behalf (excluding external managers selected by Private Markets and
Funds Alpha staff pursuant to their portfolio guidelines). The ED/CIO will review all
proposals of such new relationships to determine that (i) the addition of the
relationship is consistent with SWIB’s investment goals and strategies, (ii) the
appropriate loss and drawdown limits for the credit risk associated with the
proposed counterparty relationship have been considered, and (iii) appropriate due
diligence has been conducted. The managing director, head or portfolio manager in
the relevant division (“Initial Division User”) shall retain responsibility for
monitoring any such approved relationship. If another division expects to use the
derivatives agreement for trading strategies after its initial approval, the ED/CIO,
Initial Division User and the new division lead shall agree on the strategy for
monitoring for the counterparty.
Rebalancing Procedures

1. Mandatory rebalancing is triggered by the procedures in the Board’s WRS Investment
Policy and the procedures below, as applicable. The Core Fund and Variable Fund
asset mixes will be reviewed at least monthly for potential rebalancing.

2. A rebalancing task force will consist of the ED/CIO, and the Managing Director, ARA
and each managing director or head of each major asset classDirectors of ARA, Global
Public Markets Strategies (GPMS) and Private Markets & Funds Alpha (PMFA). The
ED/CIO may call a meeting of the rebalancing task force to consider a discretionary
rebalancing from time to time. In consultation with the rebalancing task force, and
with a majority approval of the task force, a discretionary rebalancing may be
initiated pursuant to the plan developed by the ARA Division.

3. Discretionary rebalancing may be used to bring public market asset classes partially
or fully back to their strategic target weights, to reduce or use active risk, to otherwise
minimize asset allocation drift, or to intentionally overweight or underweight an
asset or sub-asset class.

4. In connection with any rebalancing, the ARA Division will develop and implement a
plan (a “Rebalancing Plan”) to affect the rebalancing. The Rebalancing Plan will
include the total amount of each asset class to be bought and sold, the intended
market exposures, and the time frame of purchases and sales. The Rebalancing Plan
is based on best estimates of market prices, private market valuations, and benefits
cash flows for when the rebalance will take effect. To the extent that the market
prices are different at the time of a rebalancing from the anticipated market prices,
valuations or cash flows, the Rebalancing Plan may be subsequently adjusted for
additional purchases and/or sales to true up the market exposures to the anticipated
levels of the originally approved rebalancing without further approval by the
rebalancing task force.

5. The ARA Division, under the supervision of the Managing Director, ARA, has the
discretion to approve intra-month allocation adjustments of unallocated fund-level
cash to passive portfolios and to manage asset class mis-alignments. Such
adjustments may be, for example, to allocate unallocated fund-level cash arising from
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a distribution, to raise liquidity to fund private markets capital calls, to adjust for
benchmark weight changes, or to otherwise make adjustments during the month as
conditions may arise to return the asset allocation to its intended allocation targets
consistent with most recently approved Rebalancing Plan. The manner in which
intra-month allocation adjustments of unallocated fund-level cash are allocated or
cash deficits are funded depends on the source of such unallocated cash or cash deficit
and shall follow Guideline 8 below, as applicable. Only passive portfolios may be
utilized for allocations or deallocations. Once unallocated fund level cash is allocated
to a passive portfolio, investment of such cash shall be made in accordance with the
underlying passive portfolio’s guidelines. Aggregate daily portfolio allocations or
deallocations shall not exceed $250 million unless approved by the ED/CIO.

6. Exchange-traded and OTC options or other derivatives may be purchased or sold in
conjunction with managing asset class exposure and rebalancing. The aggregate
notional value of the options will be limited to 2% of the market value of the trust
fund at the date of purchase. The term of options used for this purpose may not exceed
one year.

7. Cleared derivatives traded on a swap execution facility (SEF) may only be traded on
or pursuant to the rules of the SEFs of which SWIB is a member or participant.

8. In connection with any rebalancing, the following procedures will be followed with
respect to the following asset classes:

V.

a. The Multi-Asset Strategy Class will rebalance 50% to Public Equities and 50%
to Public Fixed Income. Accordingly, in connection with any rebalancing, for
any percentage increase of assets in Multi-Asset, there will be a corresponding
50% reduction to Public Equities and a corresponding 50% reduction to Public
Fixed Income, and vice versa if the Multi-Asset assets decrease. The
rebalancing does not have to be proportional through the sub-asset classes.
b. The Real Estate Asset Class will rebalance 50% to Public Equities and 50% to
Public Fixed Income. Accordingly, in connection with any rebalancing, for any
percentage increase in Real Estate there will be a corresponding 50%
reduction to Public Equities and a corresponding 50% reduction to Public
Fixed Income, and vice versa if the Real Estate assets decrease. The
rebalancing does not have to be proportional through the sub-asset classes.
c. The Private Equity Asset Class will rebalance on a 1 for 1 basis to Public
Equities. Accordingly, in connection with any rebalancing, for any percentage
increase in Private Equity there will be a corresponding 1% reduction to
Public Equities. The rebalancing does not have to be proportional through the
sub-asset classes.

WRS General and Portfolio Guidelines – Internal Management

Each internal portfolio is assigned compulsory investment guidelines. Portfolio managers are
generally not allowed to deviate from compulsory guidelines. If a deviation from compulsory
guidelines occurs or is expected to occur, the staff member who becomes aware of it must
immediately notify the head of the Compliance division, ED/CIO, and the Managing Director
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or Head of the asset class in which the deviation occurred. Upon receiving notice of a
deviation or potential deviation, the ED/CIO and relevant Managing Director will either take
action to correct the deviation or obtain a waiver approved by the ED/CIO. If the ED/CIO is
not available, then the waiver may be granted by the Managing Director of any asset class
(other than the asset class to which the portfolio is requesting the waiver) and the Deputy
Executive Director. All waivers will be reported to the Investment Committee and
documented in the Investment Committee’s meeting minutes.
All internal portfolios are also assigned “soft risk parameters.” Soft risk parameters refer to
desired characteristics and/or risk exposures. Portfolio managers are allowed, however, to
deviate from soft parameters in pursuit of excess return or efficiency, subject to Investment
Committee inquiry, discussion and concurrence of the continued exposure. Soft risk
parameters for each portfolio are detailed in Appendix 2.
The following general compulsory guidelines (“General Guidelines”) are applicable to all
internally managed portfolios. Individual portfolio guidelines appear subsequently.
1.

All portfolios must be managed in accordance with the fiduciary standards set forth
in section 25.15(2) of the Wisconsin Statutes.

3.

Fixed income securities backed by the full faith and credit of the U.S. government will
be classified as U.S. government securities for purposes of these guidelines.

2.

4.
5.

6.
7.

Credit quality rating requirements refer to an entire rating level, e.g., “A or better”
includes “A-” and better ratings. The lower of split ratings is used. Investment grade
securities are those rated “BBB-” or better (or the equivalent rating agency rating).
Any sovereign debt obligation in which SWIB invests must be rated “B3/B-” or above,
unless otherwise approved in advance by the Investment Committee based on its
guidelines for individual business case determinations.

Public equity investments in markets designated as “developed” or “emerging” are
investments in entities that are incorporated or organized in countries included in
the MSCI World Index or the MSCI Emerging Market Index, respectively. Public fixed
income investments in markets designated as “emerging” are investments in the debt
of countries (or of companies incorporated or organized in countries) included in the
JP Morgan Emerging Markets Diversified Index. Public fixed income investments in
the debt of countries (or of companies incorporated or organized in countries) not
included in the JP Morgan Emerging Markets Diversified Index will be designated as
“developed.”
The Board approves the benchmarks for the Core Trust Fund and Variable Trust
Fund, which are listed in Appendix 3. When new benchmarks are approved by the
Board or modified by the Board, Appendix 3 shall be updated without amendment to
these IC Guidelines.
The ARA Division will monitor the risk exposures of all WRS portfolios. The Managing
Director, ARA will have the authority to recommend modifications to portfolio
exposures to manage risk exposures. With the ED/CIO’s concurrence, the manager of
a portfolio will make changes as recommended by the Managing Director, ARA. In
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8.

9.

A.

addition to such recommendations, drawdown control procedures for all active
internal WRS portfolios will be implemented and monitored by the ARA Division and
adhered to by the portfolios.
Portfolios may utilize cash instruments or derivatives in their investment strategy.
All investments used will be subjected to the risk analysis and monitoring processes
at the portfolio, asset class and fund levels. New derivative strategies and investment
instruments will be reviewed with and approved by the Investment Committee prior
to implementation.
Exposure limits and credit quality exposure limits are to be applied at the time of
purchase. Unless otherwise indicated, “value” shall mean market value including uninvested cash.

Small Cap Portfolios

The Small Cap Portfolios are invested primarily in publicly traded equity securities that are
registered with the Securities and Exchange Commission, including common stocks,
preferred stocks, ETFs, American Depository Receipts (ADRs), American Depository Shares
(ADSs), convertible bonds, securities issued in initial public offerings, and when-issued
securities. The Small Cap Portfolios may also be invested in equity securities that are publicly
traded on stock exchanges in other developed countries.
1.
2.
3.
4.
5.
6.
7.

When aggregated with other SWIB portfolios, no more than 20% of outstanding
shares of any single issuer, excluding shares held in commingled funds and ETFs, may
be owned.

When aggregated with other SWIB portfolios, no single issuer’s equity securities may
represent more than 3%, excluding shares held in commingled funds and ETFs, of the
total market value of all SWIB equity portfolios.

When aggregated with other SWIB portfolios, securities subject to restrictions on
trading pursuant to Rule 144 under the Securities Act of 1933 shall not constitute
more than 1% of the market value of all SWIB equity portfolios.

Up to 10% of each portfolio’s market value may be invested in international and
emerging markets companies through common stocks, ADRs, ADSs, or countryspecific ETFs. All international and emerging markets stock transactions must be in
equity securities that are publicly traded on a stock exchange in a developed country.
Portfolios may use exchange-traded futures contracts or ETFs to equitize cash and
receivables.

Portfolios may sell short any securities that may be purchased under applicable
guidelines and may then use the proceeds from the short sale to purchase additional
approved securities. The total value of the short sales in a portfolio may not exceed
50% of a portfolio’s market value.
Except as provided in 4 above, securities must be issued by an entity that is
incorporated in the United States; provided that investment is also permitted if the
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8.

B.

issuer is incorporated in a tax haven outside the United States if 1) the company’s
headquarters are located in the U.S. or 2) the headquarters are located in Belize,
Bahamas, Bermuda, British Virgin Islands, Cayman Islands, Channel Islands, Cook
Islands, Isle of Man, Marshall Islands, Panama, Liberia or Netherland Antilles and the
primary exchange for the issuer’s securities is located in the U.S.

The aggregate notional value of put options sold and not covered by portfolio cash is
limited to 10% of the market value of the portfolio. The aggregate notional value of
call options sold and not covered by the underlying security positions is limited to
10% of the market value of the portfolio.

Global Equity Portfolios

The global sector portfolios are invested primarily in publicly traded equity securities,
including common stocks, preferred stocks, ADRs, ADSs, ETFs, convertible bonds, securities
issued in initial public offerings, and when-issued securities, in each case that are issued and
traded in U.S. and non-U.S. developed markets. Collectively, the global sector portfolios are
referred to herein as the “global sector aggregate portfolio.”
1.
2.
3.
4.
5.
6.

7.

8.

Investments in companies whose headquarters and/or primary exchange are located
in emerging market countries shall not exceed 5% of the global sector aggregate
portfolio’s market value.
The global sector aggregate portfolio may own no more than 10% of outstanding
shares of a single issuer, excluding shares held in commingled funds and ETFs.
No single issuer’s equity securities may represent more than 4.5%, excluding shares
held in commingled funds and ETFs, of the total market value of the global sector
aggregate portfolio.
Securities subject to restrictions on trading pursuant to Rule 144 of the Securities Act
of 1933 shall not constitute more than 1% of the market value of the global sector
aggregate portfolio.

Securities offered or sold to U.S. investors pursuant to Regulation D or Rule 144A
under the Securities Act of 1933 may be purchased if they are publicly traded on a
stock exchange in a developed country.
Sector portfolios may use exchange-traded futures contracts or ETFs to equitize cash
and receivables.

Sector portfolios may sell short any securities that may be purchased under
applicable guidelines and may then use the proceeds from the short sale to purchase
additional approved securities. The total value of the short sales in the global sector
aggregate portfolio may not exceed 50% of the portfolio’s market value.

The aggregate notional value of put options sold and not covered by portfolio cash is
limited to 10% of the market value of the portfolio. The aggregate notional value of
call options sold and not covered by the underlying security positions is limited to
10% of the market value of the portfolio.
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C.

Passive Portfolios

The objective of the passive portfolios is to closely track the returns and risk of their
respective benchmarks.
1.

2.
3.

4.

D.

The universe for inclusion in the portfolio shall be the full respective benchmark for
each portfolio. Non-benchmark securities may be held from time-to time as a result
of corporate actions, purchases or sales in advance of expected changes to the
benchmark. Activity or retention of non-benchmark securities will only occur after
the portfolio is entitled to receive the security and if the portfolio manager deems it
beneficial to performance and not significantly detrimental to tracking error.

Securities offered or sold to U.S. investors pursuant to Regulation D or Rule 144A
under the Securities Act of 1933 may be purchased if they are publicly traded on a
stock exchange in a developed country.
Portfolios may use physical securities or synthetic instruments, including exchangetraded futures contracts, ETFs, swaps, or other Investment Committee-reviewed
derivative instruments to equitize cash and receivables, to achieve policy fund level
leverage within Trustee-approved limits; for liquidity purposes; to replicate beta for
the alpha-beta overlay; or for other passive investment strategies. Passive portfolios
used to achieve policy fund level leverage shall be monitored by the ARA Division so
that the aggregated levels of policy fund financial leverage do not exceed any Trusteeapproved limits.

Portfolios may sell short from time to time as a result of corporate actions,
benchmark changes or other similar events to more closely, more efficiently and/or
more cost effectively track the returns and risk of their respective benchmarks if the
portfolio manager deems it beneficial to performance and not significantly
detrimental to tracking error. Short positions may not be used to intentionally take
active risk. The portfolios may short any securities that may be purchased under
Guidelines #1-3 and may then use the proceeds from the short sale to purchase
additional approved securities.

Government/Credit Portfolio

The Government/Credit Portfolio is primarily invested in publicly traded and Rule 144A
fixed income instruments, primarily of investment grade, including governments,
government-related entities, and corporations around the world, primarily in developed
markets, including the United States.
1.

3.2.

The portfolio shall maintain an average quality rating of A or better. 2. Effective
duration of the portfolio shall remain within 1830% of the assigned benchmark’s
duration.

Non-investment grade securities shall not exceed 1525% of the portfolio’s market
value.
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4.3.
5.4.

With the exception of developed market sovereign securities, issuer concentrations
are restricted to 58% (investment grade) and 3% (non-investment grade), excluding
holdings of ETFs, of the market value of the portfolio.

Securities sold to SWIB under Rule 144A under the Securities Act of 1933 may not
exceed 2030% of the portfolio’s market value.

6. 5. The Portfolio may invest long or short in fixed income ETFs that have been approved
by Compliance and included on an approved trading list (including put or call options
thereon).
6.

7.
8.

9.

7. Emerging market sovereign debt is limited to (a) securities that are rated “B-” or
above and (b) debt of countries in the JP Morgan Emerging Market Bond Index Global
Diversified (“JP Morgan EM Bond Index”). Emerging market corporate debt is limited
to (a) securities that are rated “B-” or above and (b) issuers in the Bloomberg Barclays
US Credit Index.

8. Gross emerging market (“EM”) debt shall not exceed 1525% of the portfolio’s
market value on a long or short basis (i.e., long % + short %). EM FX forwards will
not be counted against the EM debt exposure threshold.
9. Subject to Guideline #11,10, gross EM currency shall not exceed 1015% of the
portfolio’s market value on a long or short basis (i.e., long % + short %), except that
EM FX forwards intended to hedge the currency risk of an EM debt of same country
may be netted (measured using the notional value of the currency forwards) and only
the netted amount shall count against the 1015% threshold. To calculate the
threshold under this Guideline #9,8, EM unhedged local currency debt shall be
included, and any FX exposure described in Guideline #10,9, that is not used to hedge
EM debt shall be counted toward the EM currency limit.

10. Currency, interest rate, credit or return derivatives use is permitted for the
purposes of adjusting durations, taking or modifying credit or currency positions,
investing anticipated cash flows or to replicate a position taken through the purchase
or sale of a permitted bond. Derivatives use is permitted through the use of (a)
exchange-traded interest rate, credit and currency instruments, including futures and
options, (b) spot and forward contracts in foreign currencies, (c) Over-the-counter
and exchanged traded currency (“FX”) options limited to delta-adjusted notional
value of +/- 35% of the market value of the portfolio, (d) interest rate, credit default
and total return swaps on securities approved herein in accordance with the General
Guidelines above and (e) volatility derivatives (including options) limited to 35%
gross notional exposure and 12% net notional exposure of the portfolio market value.
Notwithstanding Guideline #7,6, underlying securities in traded credit default swap
indices (“CDSI”) may include (i) EM sovereign and EM corporate debt securities rated
“B-” or below, (ii) EM debt of countries that are not included in the JP Morgan EM
Bond Index , or (iii) EM corporate issuers that are not included in the Bloomberg
Barclays US Credit Index; provided however, that at least 75% of the EM sovereign
debt securities or EM corporate debt securities that underlie any such traded CDSI
are included in the indices listed in Guideline #7,6, as applicable, and are rated at least
“B-” and above. Also, underlying securities in traded CDSI may include corporate
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10.

11.
E.

securities rated lower than “B-” or below; provided however, that at least 75% of the
corporate securities underlying the traded CDSI are rated at least “B-” and above.

11. Subject to the limitation in Guideline #9,8, the portfolio may take a position in a
single market currency of developed (non-U.S.) countries of up to +/- 610% of the
market value of the portfolio. Currencies of developed (non-U.S.) and emerging
markets countries may be held through the use of forward contracts (including FX
Swaps) provided that the notional value of any single EM currency shall not exceed
+/-3 5% of the market value of the portfolio.
12. Maximum cash in the portfolio shall not exceed 2025% of the market value of the
portfolio.

U.S. TIPS Index Portfolio

The U.S. TIPS Index Portfolio is invested in U.S. Treasury Inflation-Protected Securities
(TIPS).
1.

2.

F.

Individual securities must be U.S. TIPS which are included in the Barclays U.S. TIPS
benchmark.

The portfolios option adjusted duration should be +/- 15% of the benchmark
duration.

Currency Overlay

To separate the management of currency risk from the risk of asset allocation and security
selection, a currency overlay may be established at the fund level for the Core Fund and/or
the Variable Fund. The ED/CIO, the Managing Director, ARA, and the internal Global Bond
Portfolio Manager shall set the currency overlay strategy.
1.

2.
3.
4.

5.

The amount of the overlay will be expressed in relation to the size of the aggregate
non-U.S. market value of the internally managed Global Sector Portfolios and the
internally managed MSCI World ex U.S. Index Portfolio. This amount is referred to as
the “portfolio reference value.” For example, if the Global Sector Portfolios have a
non-U.S. market value of $1 billion and the MSCI World ex U.S. Index Portfolio has a
market value of $1 billion, then the portfolio reference value is $2 billion.

Only the currencies in the MSCI All Country World Index (ACWI) may be used to
implement the currency overlay.
Currencies may be bought or sold.

Positions in any individual non-U.S. currency may be taken equal to +/- 10% of the
portfolio reference value for major currencies (Euro, UK Sterling and Japanese Yen)
and +/- 5% for all other ACWI currencies. For example, if the portfolio reference
value is $2 billion, individual currency positions in major currencies could be taken
of +/- $200 million.
Up to 25% of the portfolio reference value may be hedged into U.S. dollars.
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6.
7.
G.

The risk of the currency overlay strategy in aggregate will be limited to 25% of the
active risk target for the total trust fund, which is set by the Board.
Limits shall be calculated using the notional value of the currency instruments (i.e.,
forwards and futures) and the portfolio reference value at the time of purchase.

Exposure Management Portfolios

Portfolios may be established at the asset class level for multi-asset, public equity and public
fixed income asset classes to provide for adjustment and management of the Core Fund and
Variable Fund exposures and to utilize or adjust active risk of the Core Fund and Variable
Fund. In determining portfolio investments, exposures held in both internally and externally
managed portfolios will be considered. These portfolios may also be used to express
investment strategies and ideas where the sizing of the investment requires it to be outside
of an individual internal portfolio.
Each strategy and/or investment idea expressed in the portfolios shall be approved by any
three of the ED/CIO, and the Managing Directors of ARA, Public Fixed Income, Private
Markets & Funds Alpha and Public Equities, and the Head of Multi-Asset StrategyGPMS and
PFMA. Portfolio oversight will be the responsibility of the ARA Division, and the Investment
Committee will monitor each investment in the portfolios. The Investment Committee shall
establish procedures to monitor these portfolios. These portfolios may invest in any
instrument approved for the relevant asset class portfolios described elsewhere in these
guidelines. The portfolios may use derivative instruments.
Portfolios will not have a separate benchmark or risk target, but will be included within the
benchmark and risk parameters for the applicable aggregated asset class. The portfolios
may include, for example, investments strategies to adjust aggregate equity beta, the
allocations between specific sectors or sub-asset class exposures, currency exposures,
volatility exposure, or credit exposure or duration.

H.

Multi-Asset Strategies Portfolios

The Multi-Asset Strategies portfolios are authorized to invest in or short any instrument and
derivative, subject to the general and derivative guidelines contained in these IC Guidelines
and the following restrictions:
1.

2.
3.

The maximum amount to be allocated to Multi-Asset Strategies, expressed as a
percentage of the total Core Fund, shall be approved by the Board.

The maximum active risk target of an individual Multi-Asset Portfolio at time of
implementation will be targeted at no more than 6% of the active risk target for the
total Core Fund, which is set by the Board.
The strategies within a Multi-Asset Portfolio may be managed either by internal
investment staff or by an external manager. The SWIB individual(s) proposing a
strategy will manage and monitor the strategy and ensure that all reporting
requirements are satisfied.
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4.
5.

Leverage and derivatives may be used to implement individual strategies and to
adjust the market exposure of a Multi-Asset Portfolio, subject to the active risk target
limit stated in guideline 2 above.

To-be-announced mortgage-backed securities (TBA MBS) may be traded only with a
counterparty with which SWIB has a current Master Securities Forward Transaction
Agreement (MSFTA).
a. The counterparty, or its guarantor, must, on each date on which a transaction is
initiated, have a credit rating of not less than “Baa2/BBB” on long-term debt from
S&P or Moody’s.
b. If the counterparty is not rated, then its parent must have such a rating and must
guarantee the obligations of the counterparty.

6.

c. If a counterparty or its parent is downgraded to a credit rating below “Baa2/BBB”
after the initiation of a trade, then trades may be initiated with that same
counterparty only to reduce the existing exposure to that downgraded
counterparty.

The settlement of any forward TBA contract shall not be more than 90 days from the
date of the trade.

Global Securities Portfolio:
1.
2.
3.

Any physical and derivative instrument is permitted subject to the Multi-Asset
Strategies Portfolios Guidelines contained in these IC Guidelines. Shorting is
permitted. Up to 50% of the portfolio market exposure can be created synthetically
to fund long/short ideas.
Positions may be purchased long and sold short, and the use of leverage will be
incorporated in ex-ante risk assessments and active risk contributions.

The Global Securities Portfolio (GSP’s) ex-ante tracking error limit will not exceed 6%
as measured by SWIB’s standard model used at any given time by SWIB’s ARA
Division. If market conditions (compared to active management actions) cause the
portfolio’s ex-ante tracking error to exceed this limit, then the GSP will not be deemed
to be out of compliance with these guidelines and this guideline will not be deemed
to be violated; except that, if the GSP’s ex-ante tracking error exceeds 6% then the
portfolio may not trade or take any other action which is predicted to increase the exante tracking error of the portfolio.

Alpha Portfolio:

This portfolio is being merged into the GSP. No additional positions will be added to the
portfolio.
1.

Any physical and derivative instrument is permitted subject to the Multi-Asset
Strategies Portfolios Guidelines contained in these IC Guidelines. Shorting is
permitted.
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2.
3.

I.

Positions may be purchased long and sold short, and the use of leverage will be
incorporated in ex-ante risk assessments and active risk contributions.

The Alpha Portfolio’s ex-ante tracking error limit will not exceed 10% as measured
by SWIB’s standard model used at any given time by SWIB’s ARA Division. If market
conditions (compared to active management actions) cause the portfolio’s ex-ante
tracking error to exceed this limit, then the Alpha Portfolio will not be deemed to be
out of compliance with these guidelines and this guideline will not be deemed to be
violated; except that, if the Alpha Portfolio’s ex-ante tracking error exceeds 10% then
the portfolio may not trade or take any other action which is predicted to increase the
ex-ante tracking error of the portfolio.
Mortgage-Backed Securities Portfolio

The Mortgage-Backed Securities (MBS) portfolio is primarily invested in agency-backed
securities in the United States, including mortgage pools, TBA MBS and collateralized
mortgage obligations (CMOs).
1.
2.
3.
4.

5.

6.

Securities not eligible for inclusion in the benchmark, but otherwise permitted in
these portfolio guidelines, may not exceed 25% of the portfolio’s market value. TBA
MBS will not be counted toward this 25% limit.
Effective duration of the portfolio shall remain within one year of the assigned
benchmark’s duration.

Non-agency MBS, including GSE risk-sharing securities, may not exceed 10% of the
portfolio’s market value.

Ex-ante tracking error will not exceed 4% as measured by SWIB’s standard model
used at any given time by SWIB’s ARA Division. If market conditions (compared to
active management actions) cause the portfolio’s ex-ante tracking error to exceed this
limit, then the portfolio will not be deemed to be out of compliance with these
guidelines and this guideline will not be deemed to be violated; except that, if the
portfolio’s ex-ante tracking error exceeds 4% then the portfolio may not trade or take
any other action which is predicted to increase the ex-ante tracking error of the
portfolio.
Except for TBA MBS and US Treasuries, no single issue may exceed 5% of the
portfolio’s market value. No single BBB-rated issue may exceed 2% of the portfolio’s
market value. No single issue rated below BBB may exceed 1% of the portfolio’s
market value. Each tranche of a securitized product is considered a separate issue.
Total exposure to issues rated BBB or below may not exceed 10% of the portfolio’s
market value.
Commercial mortgage-backed securities (CMBS) and asset-backed securities (ABS)
with a maturity of more than one year may not, in the aggregate, exceed 10% of the
portfolio’s market value.
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7.
8.

9.

10.
J.

CMBS and ABS with a maturity of one year or less (i) may not, in the aggregate, exceed
25% of the portfolio’s market value, (ii) may not be rated below investment grade,
and (iii) will have an average credit rating of “A” or better. The portfolio may also use
repurchase agreements and reverse repurchase agreements for cash management.

Interest rate and volatility derivatives use is permitted for the purposes of duration,
interest rate, yield curve and volatility management. Derivatives use is permitted
through the use of (a) exchange-traded interest rate instruments, including futures
and options, (b) interest rate swaps and swaptions, (c) MBS options, and (d) other
volatility derivatives (including options) limited to 10% gross notional exposure and
5% net notional exposure of the portfolio’s market value. The portfolio may also
invest in securities issued by the US government and its agencies, including through
futures.
TBA MBS will conform to Guidelines #5-6 under the Multi-Asset Strategies Portfolios.
Maximum cash (including cash equivalent securities as defined above) may not
exceed 20% of the portfolio’s market value.

I. Short Term Credit Portfolio

The Short-Term Credit Portfolio is an investment vehicle of cash and short-term investments
of the WRS designed to achieve a return equal to USD Three Month LIBOR. Its investment
objectives are: 1) Safety of principal; 2) Return Objective of 3-Month LIBOR; and 3) Liquidity.
Portfolio Allocation
(Percent of Portfolio at Par Value)
Treasuries, Agencies, and FDIC Insured Bank Deposits
Repurchase Agreements
Commercial Paper
Corporate Notes
Certificates of Deposit/Time Deposits
Bankers’ Acceptances
Yankee/Euro Certificates of Deposit/Time Deposits (U.S. Dollars)

0-100%
0-100%
0-100%
0-100%
0-50%
0-50%
0-50%

Maturity Guidelines
(Maximum)
Consistent with the portfolio purpose and objectives, the portfolio weighted average maturity will not
exceed one year (the weighted average maturity of floating rate securities is based on interest rate reset
dates).
Repurchase Agreements
Reverse Repurchase Agreements
U.S. Treasuries and Agencies

1 year
1 year
5 years
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Commercial Paper/Bankers’ Acceptances
Corporate Notes – Fixed Rate
Corporate Notes – Floating Rate
Certificates of Deposit/Time Deposits
Yankee/Euro Certificates of Deposit/Time Deposits

1 year
3.1 years
5.1 years
5 years
5 years

Issuer Exposure
(Percent of Portfolio at Par Value)
The maximum exposure for each issuer/guarantor/counterparty shall be in the aggregate as follows:
U.S. Treasury Bills and U.S. Agency Discount Notes

No limit

Repurchase Agreements (Gov’t/Agency Collateral)

25%

Repurchase Agreements (Other Collateral)

5%

Commercial Paper and Corporate Notes

5%

Certificates of Deposit/Time Deposits

5%

Bankers’ Acceptances

5%

Yankee/Euro Certificates of Deposit/Time Deposits (U.S. Dollars)

5%

Wisconsin CD Program – individual bank
(unless a higher limit from another category applies.)

$20MM or 3% of bank assets,
whichever is less

Bank Deposits

Up to the amount guaranteed
by the FDIC or the amount
allowable for a bank
instrument, whichever is higher

CREDIT QUALITY
The minimum rating of an issuer/counterparty shall be the lowest in the event of a split rating and shall
be as follows:
U.S. Treasury Bills and U.S. Agency Discount Notes

No minimum

Repurchase Agreements

BBB

Commercial Paper

A-2/P-2

Unrated Wisconsin Company Commercial Paper (maximum
maturity of 90 days and percentage of the portfolio
in unrated CP cannot exceed 15%)

Unrated
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Corporate Notes, Bankers’ Acceptances, Certificates of Deposit/
Time Deposit, Bank Deposits and Yankee/Euro Certificates of
Deposit/Time Deposits (U.S. Dollars) greater than 1 year

A

Corporate Notes, Bankers’ Acceptances, Certificates of Deposit/
Time Deposit, Bank Deposits and Yankee/Euro Certificates of
Deposits (U.S. Dollars) less than 1 yea
(the percentage of the portfolio in BBB cannot exceed 15%).

BBB

Wisconsin CD Program – individual bank

Unrated

K.

J. General Guidelines specific for Private Market and Hedge Fund Portfolios

1.
The portfolio manager shall be responsible for notifying the ED/CIO and
including in the portfolio strategy reports to the Trustees disclosure of any referrals or
significant contacts (other than status requests) by or on behalf of SWIB Trustees
regarding consideration of an investment opportunity.
2.
The Private Markets & Funds Alpha (PMFA) staff shall report to the Trustees
all portfolio commitments to non-public investments.

3.
Funds or commingled investment pools authorized to invest more than 50%
of their capital outside the U.S. shall be considered non-U.S. investments.

4.
Each portfolio manager shall obtain written confirmation from legal counsel
(which may be external legal counsel) that documentation has been satisfactorily
completed prior to closing of any investment in his or her portfolio that involves
negotiated SWIB documentation.

5.
Each portfolio manager shall submit to the Managing Director – PMFA a
written summary of any proposed investment. The Managing Director will review all such
investments to determine that a) the investment falls within the portfolio’s investment
guidelines, including limits on invested capital, b) the investment is consistent with the
portfolio’s established strategy, and c) the appropriate due diligence standards are being
applied. No such investment may be closed without approval of the Managing Director –
PMFA or ED/CIO depending upon the nature and amount of the investment as required in
the relevant portfolio guidelines. The portfolio manager shall retain responsibility for
each investment decision. External managers with delegated investment discretion
operate under separate authority. For purposes of this paragraph, “investments” does not
include the individual properties within a Real Estate Equity Portfolio separate account
tranche, but does include the tranche that holds such properties.

6.
Dollar limitations for commitments to funds or other investments do not apply
to incidental and customary contractual reinvestment, indemnity, reserve or similar
obligations incorporated into the terms of an investment, provided such obligations are
not expected to amount to more than 10% of the base commitment.
7.
Private equity investments in markets designated as “developed” or
“emerging” are investments in entities that are incorporated or organized in countries
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included in the MSCI World Index or the MSCI Emerging Market Index, respectively. Real
estate investments in markets designated as “developed” or “emerging” are investments
in properties in countries included in the EPRA/NAREIT Developed Index and the
EPRA/NAREIT Emerging Market Index, respectively.

8.
Beginning April 8, 2019, and notwithstanding anything permitted by the
guidelines below, all PMFA investments shall require the approval of the ED/CIO.

L.

K. Private Debt Portfolio

The overall objective of the Private Debt Portfolio (the “Private Debt Portfolio” includes both
the Wisconsin Private Debt Portfolio and the Non-Wisconsin Private Debt Portfolio) is to
invest funds of the Core Fund in market rate fixed income instruments consistent with
SWIB’s fiduciary responsibilities that are primarily private loans negotiated by SWIB directly
or as part of an investor group that includes banks or other institutional investors. The two
portfolios are invested as follows:
•

•

Wisconsin Private Debt Portfolio – This portfolio’s investments will consist of loans or
fixed income securities issued by companies or entities that are headquartered in
Wisconsin, have existing operations in Wisconsin, or intend to apply the proceeds to new
business operations in Wisconsin which contribute to the Wisconsin economy.
Non-Wisconsin Private Debt Portfolio – This portfolio can invest in loans or fixed
income securities issued by companies or entities located in or doing business in
Illinois, Iowa, Minnesota, Michigan, Indiana, Ohio or Pennsylvania.

The Private Debt Portfolio may also include securities sold to SWIB pursuant to Rule 144A
or in the public fixed income markets. Investments may be made in fixed income instruments
and in instruments with both fixed income and equity features.
1.

2.
3.

Investments may carry a rating from a national rating agency, the National
Association of Insurance Commissioners (NAIC) or SWIB. Notwithstanding the
provisions of the General Guidelines above, the Portfolio Manager may make
investments that carry a “BBB” or better rating from a national rating agency or the
NAIC, provided that if the investment carries only a SWIB rating, it shall be approved
by the Managing Director – PMFA, regardless of size.
Investments may be made in below investment grade instruments provided that such
investments do not in the aggregate constitute more than 25% of the Private Debt
Portfolio’s par value. Any investment below investment grade requires approval
from the Managing Director – PMFA.

The Private Debt Portfolio’s aggregate portfolio issuer limits shall be scaled by quality
and a purchase may not cause the Private Debt Portfolio’s exposure to a borrower or
issuer to exceed the following limits (at par value):
Rating

Maximum Position
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U.S. Gov’t/Agency

No Limit

“BBB”

$50 MILLION

“AA” or higher

$100 MILLION

“A”

4.
5.

M.

$75 MILLION

“BB” or less

$25 MILLION

The Private Debt Portfolio shall maintain at minimum a weighted average rating of
“BBB”, where “AAA”=4, “AA”=3, “A”=2, “BBB”=1, and “BB” or less =0.

Other guideline limitations notwithstanding, portfolio managers or other staff
authorized by the Managing Director – PMFA may modify or waive terms of
investments in the portfolio and generally take any and all other actions that are
necessary and reasonable to protect, maintain or enhance the value of SWIB’s
position in the investments.

L. Venture Capital Portfolio

The SWIB Venture Capital Portfolio (the “Venture Capital Portfolio” includes both the
Wisconsin Venture Capital Portfolio (formerly known as the Wisconsin Private Equity
Portfolio) and the Non-Wisconsin Venture Capital Portfolio) consists of venture capital or
venture capital-related investments and invests as follows:
•

•

The Non-Wisconsin Venture Capital Portfolio shall make venture capital investments on
a global basis in limited partnership or other fund vehicles, through strategic
partnerships, or as co-investments in venture-backed companies.

The Wisconsin Venture Capital Portfolio shall make venture capital investments in
limited partnership or other fund vehicles or strategic partnerships that are either
located in Wisconsin and/or which target Wisconsin as a primary market or as coinvestments in venture-backed companies located in Wisconsin.

A private equity consultant hired by SWIB will review prospective investments in limited
partnerships or other fund vehicles and confirm that such investments meet a prudent
investor standard prior to SWIB’s investmentmake individual written recommendations to
SWIB staff. SWIB shall only invest in new limited partnerships or other fund vehicles that
are affirmatively recommended by the Consultant. From time to time, SWIB may also
consider formation of fund investments where it may participate both as a general partner
and as limited partner. In such cases, subject to the approval limits below, SWIB will retain
a consultant to advise it on the strategy and opportunity. A “follow-on fund” is an investment
or an investment vehicle that has the same sponsor or manager and is either parallel to, or
has a substantially similar investment strategy as, a fund in which SWIB is or has been an
investor. Any other guidelines notwithstanding, the Venture Capital Portfolio commitments
are subject to the following approvals:
Approval By:

Managing Director-PMFA
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New Manager

• Venture Capital Funds

• Venture Capital
• Co-Investments

Follow on Commitments

• Venture Capital Funds

• Venture Capital
• Co-Investments
(excluding funds of
one)

SWIB ownership equal to or
greater than 50% of an
individual fund (excluding
funds of one and any
fund/vehicle through which
a co-investment is made)

Up to $30 million or less
Up to $10 million or less

More than $30 million
More than $10 million

Up to $50 million but
More than $50 million
manager exposure not to
exceed 20% of the aggregate
Venture Capital Portfolio
value
Up to $10 million with
exposure not to exceed 10%
of the aggregate Venture
Capital Portfolio value

More than $10 million with
exposure not to exceed
10% of portfolio value

ED/CIO, provided that notice shall be given to the ED/CIO if
ownership of an individual fund (excluding a fund/vehicle
through which a co-investment is made) is equal to or
greater than 33 1/3%

Notwithstanding any of the approval thresholds above, the following additional restrictions
shall apply to the Venture Capital Portfolio:
1.

SWIB may not own more than 50% of a portfolio company's outstanding equity
(through both fund ownership and co-investment).

3.

Venture capital investments may be made through funds, strategic partnerships, or coinvestments. Venture capital co-investments (excluding funds of one) must be made in
one of the following ways:

2.

Venture capital investments may be made only through limited partnerships or other
fund vehicles that invest the majority of their capital in the U.S. or other developed
markets. Venture co-investments are restricted to U.S. companies only. No more than
2% of the Core Fund may be invested in venture capital.

(1) alongside a fund with the same sponsor or manager as a fund in which SWIB is or
has been an investor or
(2) alongside a fund with the same sponsor or manager as a fund on which SWIB is
conducting due diligence and is actively evaluating for a prospective commitment.
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4.

5.

6.

N.

Venture capital co-investments made within the Wisconsin Venture Capital Portfolio
are limited to companies with their headquarters or primary operations in Wisconsin.
No more than 5% of the Venture Capital Portfolio shall be in co-investments from the
Non-Wisconsin Venture Capital Portfolio.

Neither the aggregate exposure (including co-investments) to any fund manager or
sponsor, nor the aggregate amount of investments in any company, may exceed 20% of
the aggregate Venture Capital Portfolio aggregate value without approval of the
ED/CIO. For purposes of the chart above and this paragraph, aggregate Venture Capital
Portfolio value is defined as the net asset value plus unfunded commitments.
Subject to the approval thresholds and the restrictions above, the Venture Capital
Portfolio Manager or other staff authorized by the Managing Director – PMFA may
modify or waive terms of investments in the portfolio and generally take any and all
other actions that are necessary and reasonable to protect, maintain or enhance the
value of SWIB’s position in the investments.

M. Private Equity Portfolio

The Private Equity Portfolio consists of private equity or private equity-related investments,
made on a global basis, in limited partnership or other fund vehicles, strategic partnerships,
and co-investments in operating or holding companies. Investment guidelines and soft
parameters shall be applied to the aggregate composition of the Private Equity Portfolio
(including the Legacy, Private Equity Co-Investment, Current Return and Current Return CoInvestment Portfolios), unless otherwise stated. A private equity consultant hired by SWIB
will review prospective investments in limited partnerships or other fund vehicles with new
managers and confirm that such new investments meet a prudent investor standard.make
individual written recommendations to SWIB staff. SWIB shall only invest in limited
partnerships or other fund vehicles with new managers that are affirmatively recommended
by the Consultant. Follow-on funds, co-investments and secondary fund purchases do not
require consultant review. A “follow-on fund” is an investment or an investment vehicle that
has the same sponsor or manager and is either parallel to, or has a substantially similar
investment strategy as, a fund in which SWIB is or has been an investor. Co-investments
where SWIB is the lead investor may not be made.
1.

Any other guidelines notwithstanding, all portfolio commitments are subject to the
following approvals:

New Manager

• Funds or Strategic
Partnerships
• Co-Investments

Follow-on Commitments

Managing Director – PMFA

ED/CIO

$100 million or less

Over $100 million

$30 million or less

Over $30 million
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• Funds or Strategic
Partnerships
• Co-Investments

SWIB ownership equal to or
greater than 50% of an
individual fund (excluding a
fund/vehicle through which a
co-investment is made)
2.
3.
4.

$150 million or less
$50 million or less

Over $150 million
Over $50 million

ED/CIO, provided that notice shall be given to the ED/CIO if
ownership of an individual fund (excluding a fund/vehicle
through which a co-investment is made) is equal to or
greater than 33 1/3%

SWIB may not own more than 50% of a company’s outstanding equity (through both
fund ownership and co-investment).
The Private Equity Portfolio shall not include investments in venture capital funds.

Investments may be made through funds, strategic partnerships, or co-investments. Coinvestments may be made only in the U.S. or other developed markets. Co-investments
must be made in one of the following ways:
(1) alongside a fund with the same sponsor or manager as a fund in which SWIB is or
has been an investor,

5.
6.

7.
8.

O.

(2) alongside a fund with the same sponsor or manager as a fund on which SWIB is
conducting due diligence and is actively evaluating for a prospective commitment, or

(3) as approved by the ED/CIO.

Neither the aggregate exposure (including co-investments) to any fund manager or
sponsor, nor the aggregate amount of investments in any company, may exceed 10% of
the total Private Equity Portfolio exposure without approval of the ED/CIO. (Exposure
is defined as net asset value plus unfunded commitments.)
No more than 45% of the Private Equity Portfolio may be invested (including
commitments to investments) outside of the U.S., without the approval of the ED/CIO.

No more than 33 1/3% of the Private Equity Co-Investment Portfolio’s exposure may
be invested outside of the U.S. in other developed markets, without the approval of
the ED/CIO. (Exposure is defined as net asset value plus unfunded commitments.)
Other guideline limitations notwithstanding, portfolio managers or other staff
authorized by the Managing Director – PMFA may modify or waive terms of
investments in the portfolio and generally take any and all other actions that are
necessary and reasonable to protect, maintain or enhance the value of SWIB’s
position in the investments.

N. Real Estate Equity Portfolio Guidelines

The Real Estate Equity Portfolio contains investments in a broad range of real estate and real
estate related assets, including equity and debt investments, either solely, or through
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investment vehicles and structures such as public or private Real Estate Investment Trusts
(REITs), public or private real estate company securities, limited liability corporations,
limited partnerships, joint ventures, separate accounts or co-investment vehicles.
Investment guidelines and soft parameters for Real Estate shall be applied, on an invested
basis, to the aggregate composition of the Real Estate Equity Portfolio (except that all REIT
portfolios shall be included in the aggregate as Core holdings). Certain investments with
relatively higher expected returns, and higher risk, may be used on a more tactical basis. A
real estate consultant hired by SWIB will review prospective commingled fund investments
with new managers and/or new strategies and confirm such new investments meet a
prudent investor standard.make individual written recommendations to SWIB staff. SWIB
shall only invest in commingled fund investments with new managers and/or new strategies
that are affirmatively recommended by the Consultant. Follow-on funds and secondary fund
purchases will not require consultant review. A “follow-on fund” is either (a) a direct
investment that is parallel to a fund in which SWIB is or has been an investor or (b) an
investment or an investment vehicle that has the same sponsor or manager and is either
parallel to, or has a substantially similar investment strategy as, a fund in which SWIB is or
has been an investor.
Each real estate investment (including the individual investments in a separate account
tranche) must be processed and closed in accordance with applicable provisions of the Real
Estate Procedures Manual.
All portfolio commitments are subject to the following approvals:
Commingled Fund
• New Fund

• Follow-on Fund

Core - Separate Account*

Non-Core – Separate Account*

Managing Director – PMFA

ED/CIO

$100 million or less

Over $100 million

$150 million or less

Over $150 million

$150 million or less
$100 million or less

Over $150 million
Over $100 million

*With respect to a separate account tranche, approval is required for the tranche, but not for
individual investments within the tranche.
1.

2.

Aggregate exposure (including co-investments) to any commingled fund manager or
sponsor may not exceed 20% of the total Real Estate Equity Portfolio exposure
without approval of the ED/CIO. (Exposure is defined as net asset value plus
unfunded commitments.) This does not apply to real estate investments for which
SWIB has sole discretion to select, retain, and terminate manager(s) and/or advisors
without cause.
Aggregate direct public REIT and real estate company stock holdings (excluding
underlying commingled fund holdings and externally managed REIT Portfolios) may
not exceed 15% of the market value of the Real Estate Equity Portfolio and portfolio
investments in any one public REIT or company may not exceed 3% of the market value
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3.
4.

5.

6.
7.

P.

of the Real Estate Equity Portfolio. SWIB’s direct ownership position in any public REIT
or company may not exceed 20% of outstanding voting equity, without Board approval.
Any externally managed REIT portfolio(s) will be managed under separate authority,
with guidelines set out in the management agreements between SWIB and the selected
manager(s).

No more than 40% of the aggregate portfolios may be invested (including commitments
to investments) outside the U.S. Commingled funds that are authorized to invest more
than 50% of their capital in emerging markets require prior approval of the ED/CIO.
Other guideline limitations notwithstanding, the portfolio manager or other staff
authorized by the Managing Director – PMFA may: modify or waive terms of
investments in the portfolio, including without limitation mortgages and leases on
real estate in the portfolio; enter into new mortgages and leases; execute deeds and
bills of sale; make expenditures for maintenance and improvements; grant
easements; hire consultants, service providers, real estate advisors and property
managers; and generally take any and all other actions that are necessary and
reasonable to protect, maintain or enhance investment value of SWIB’s position in the
investments.

Prior to funding a direct investment (including a property within a separate account
tranche) where real property is a material component, the property shall be
evaluated for the presence of environmental and code compliance issues. If
environmental issues that require action by governmental authorities exist, then
funding shall not occur until an adequate remediation program is in place. If code
compliance issues exist, then an adequate plan to bring the property into compliance
shall be in place.

SWIB may not initiate improvement or development of real property owned or
controlled by SWIB without making provisions for compliance with applicable
Federal, state and local codes and ordinances.

Staff may hire up to five real estate advisors at any time with delegated investment
discretion. These advisors shall have investment discretion of up to $100 million of
capital for each discretionary investment, with guidelines set out in the management
agreements between SWIB and the selected manager(s). Staff has authority to
terminate selected managers and/or advisors and hire replacement managers and/or
advisors.

O. Current Return Portfolio

The Current Return Portfolio consists of current return or certain equity-related
investments, made on a global basis, in limited partnership or other fund vehicles, strategic
partnerships, and co-investments in operating or holding companies. Investments may be
made in fixed income instruments and in instruments with both current pay and equity
features. Investment guidelines and soft parameters shall be applied to the aggregate
composition of the Private Equity Portfolio (including the Legacy, Private Equity CoInvestment, Current Return and Current Return Co-Investment Portfolios), unless otherwise
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stated. A private equity consultant hired by SWIB will review prospective investments in
limited partnerships or other fund vehicles with new managers and confirm that such new
investments meet a prudent investor standardmake individual written recommendations to
SWIB staff. SWIB shall only invest in limited partnerships or other fund vehicles with new
managers that are affirmatively recommended by the Consultant. Follow-on funds, coinvestments and secondary fund purchases do not require consultant review. A “follow-on
fund” is an investment or an investment vehicle that has the same sponsor or manager and
is either parallel to, or has a substantially similar investment strategy as, a fund in which
SWIB is or has been an investor. Co-investments where SWIB is the lead investor may not
be made.
1.

Any other guidelines notwithstanding, all portfolio commitments are subject to the
following approvals:

New Manager

• Funds or Strategic Partnerships
• Co-Investments

Follow-on Commitments

• Funds or Strategic Partnerships
• Co-Investments

SWIB ownership equal to or greater
than 50% of an individual fund
(excluding a fund/vehicle through
which a co-investment is made)
2.

3.

Managing Director – PMFA

ED/CIO

$100 million or less

Over $100 million

$150 million or less

Over $150 million

$30 million or less
$50 million or less

Over $30 million
Over $50 million

ED/CIO, provided that notice shall be given to the
ED/CIO if ownership of an individual fund (excluding
a fund/vehicle through which a co-investment is
made) is equal to or greater than 33 1/3%

SWIB may not own more than 50% of a company’s outstanding equity (through both
fund ownership and co-investment).
Investments may be made through funds, strategic partnerships, or co-investments.
Co-investments may be made only in the U.S. or other developed markets. Coinvestments must be made in one of the following ways:
(1) alongside a fund with the same sponsor or manager as a fund in which SWIB is or
has been an investor;

4.

(2) alongside a fund with the same sponsor or manager as a fund on which SWIB is
conducting due diligence and is actively evaluating for a prospective commitment; or
(3) as approved by the ED/CIO.

Neither the aggregate exposure (including co-investments) to any fund manager or
sponsor, nor the aggregate amount of investments in any company, may exceed 10%
of the total Private Equity Portfolio exposure without approval of the ED/CIO.
(Exposure is defined as net asset value plus unfunded commitments.)
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5.

No more than 45% of the Current Return Portfolio may be invested (including
commitments to investments) outside of the U.S., without the approval of the ED/CIO.

7.

Other guideline limitations notwithstanding, portfolio managers or other staff
authorized by the Managing Director – PMFA may modify or waive terms of
investments in the portfolio and generally take any and all other actions that are
necessary and reasonable to protect, maintain or enhance the value of SWIB’s
position in the investments.

6.

Q.

No more than 33 1/3% of the Current Return Co-Investment Portfolio’s exposure may
be invested outside of the U.S. in other developed markets, without the approval of
the ED/CIO. (Exposure is defined as net asset value plus unfunded commitments.)

P. Hedge Fund Portfolio

The Hedge Fund Portfolio (“HF Portfolio”) will be comprised primarily of direct investments
in hedge funds and is intended to generate a low-beta, alpha-oriented return stream.
1.

The HF Portfolio will be comprised of the following investment vehicles:

a. Direct Investments or Fund-of-Funds: SWIB intends for its portfolio to be
comprised primarily of direct investments in hedge funds rather than fund-offunds vehicles that use an intermediary investment advisor(s) to select and
allocate to hedge funds through a commingled fund, but SWIB may make
investments in fund-of-fund vehicles, as may be deemed appropriate by Funds
Alpha staff and otherwise approved hereunder.

b. Hedge Funds or Separately Managed Accounts (“SMAs”): Investments can be
made in limited liability partnerships with other investors or, in some cases
depending upon the manager and size of investment, in separately managed
accounts. SWIB expects its investments will be in limited liability vehicles
rather than SMAs, but may make use of SMAs if it is in the best interest of SWIB
to do so.

2.

c. Special Opportunity Investments: SWIB may invest a portion of its portfolio
in special opportunity investments, which may include: interests in the equity
or revenues of hedge fund managers, co-invest, or external manager “best
ideas” opportunities. Special Opportunity Investments will be capped at 20%
of the market value of the total HF Portfolio.

Hedge Fund Investment Strategies:

a. Event-Driven – investments up (debt or credit) and down (equity) the
corporate capital structure where an expectation exists for realized profits
over a short to medium time frame as a result of a known catalyst such as a
merger, spinoff, or restructuring.
b. Long-Short Equity – long and short investments in publicly traded stocks.
Page 29

Page 153 of 202

c. Tactical Trading – global investments in indexes, commodities, interest rates,
and currencies and, in each case, their derivatives as a result of relative value
or directional forecasts from a systematic or discretionary approach.

d. Relative Value – consists of strategies that seek to take advantage of price
differentials by buying and selling different yet related securities. Relative
value strategies include fixed income arbitrage, insurance linked, long/short
credit, quantitative strategies, structured credit, and volatility-related
investments.
e. Multistrategy – investment managers that invest across multiple asset classes,
typically (but not always) with multiple portfolio managers. Most
multistrategy funds diversify across three or more underlying strategies.

In the event a sub-strategy could fall under more than one Investment Strategy, the
categorization designated by the Consultant will be utilized.

The HF Portfolio has the following target weightings and ranges to the individual hedge
fund strategies, based on the Consultant’s “Lower Beta” model portfolio
recommendations:
Target
Allocation

Relative Value

20%

40%

Tactical Trading

20%

40%

Event-Driven

15%

Long-Short Equity
Multistrategy

3.

4.

Target
Maximum

20%

Special Opportunity Investments

20%

30%
30%
40%

5%
20%
100%
Categories within Investment Strategies: Each strategy above will be divided into
three categories: Core, Satellite, and Niche investments. Core investments generally
include funds that invest across a broad array of sub-strategies and securities within
the strategy. Satellite investments generally include funds that focus on a narrower
or particular segment of the strategy or market. Niche investments generally include
funds that focus on a very narrow segment of the strategy or market or on a market
dislocation, which may be small and more illiquid. Niche investments may include
investments in fund of funds and emerging managers. SWIB staff will work with the
HF Portfolio Consultant (“Consultant”) to designate each investment to a strategy and
then categorize it as Core, Satellite or Niche within such strategy.
Roles of SWIB staff and Consultant: SWIB Funds Alpha staff and the Consultant will
be responsible for conducting initial and ongoing hedge fund due diligence, selecting
individual hedge funds, and determining the allocations to individual hedge funds.
The Consultant will conduct primary investment and operational due diligence and
Page 30

Page 154 of 202

5.

make individual hedge fund written recommendations to SWIB staff. SWIB staff will
conduct its review of the universe of recommended managers from the Consultant
and recommend hedge funds according to the approval process. SWIB shall only
invest in new Hedge Funds that are affirmatively recommended by the Consultant,
and SWIB shall obtain an additional recommendation from the Consultant for
additional subscriptions to existing funds of $50 million or 30% of the current
investment (whichever is less). SWIB staff and the Consultant will be responsible for
ongoing monitoring of SWIB’s hedge fund investments.
Approvals: HF Portfolio allocations are subject to the following approvals:

Investment

Managing Director-PMFA

ED/CIO

Core/Satellite

Up to $250 million or up to 5%
of capital, whichever is less

More than 5% (or $250 million,
whichever is less)

New Funds*
Niche

Up to $150 million or up to 3%
of capital, whichever is less

Additional Subscriptions to Existing Funds**

More than 3% (or $150 million,
whichever is less

Core/Satellite

Up to $350 million or Up to 7%
of capital, whichever is less

More than 7% (or $350 million,
whichever is less)

Special
Opportunity
Investments

Up to $100 million

More than $100 million

Niche

Up to $250 million or up to 5%
of capital, whichever is less

More than 5% (or $250 million,
whichever is less)

* Approval threshold is calculated based on the investment amount being allocated to the
new fund
** Approval threshold is calculated based on SWIB’s aggregate hedge fund investments
with the Manager

Definitions: For purposes of the approvals above, capital is defined as the total market value
of the HF Portfolio. All measurements for approvals are subject to the latest month-end data
and results at the time the portfolio manager requests approval pursuant to the above
requirements, and investments shall be made by SWIB within 45 days of such approval. If
the investment cannot be closed within such 45-period, the measurement of percentage of
capital shall be made again and additional approvals, if any are required pursuant to the
above table, shall be sought and received before the investment is made.
6.

7.

The market value of the HF Portfolio allocated to one hedge fund manager as a
percentage of the total market value of the total HF Portfolio may not exceed 15%
without approval of the ED/CIO.

Other guideline limitations notwithstanding, portfolio managers or other staff
authorized by the Managing Director - PMFA may modify or waive terms of
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investments in the portfolio and generally take any and all other actions that are
necessary and reasonable to protect, maintain, or enhance the value of SWIB’s
position in the investments.
R.

Private Markets and Funds Alpha Overage Portfolios

Portfolios may be established at the asset class level for private equity, co-invest, real estate,
venture capital, hedge fund, and private debt asset classes to provide for (i) excess exposure
to certain investment ideas where the sizing of the investment requires it to be held, in part,
outside of an individual internal portfolio or (ii) hedging transactions using public or private
securities. In each case, a primary investment must be made by the relevant private markets
or hedge fund portfolio with the excess exposure or hedging transaction being allocated to
an overage portfolio. The relevant private markets or funds alpha portfolio manager will be
responsible for portfolio oversight and monitoring of the investment, including the securities
in the overage portfolio.

These portfolios may also be used to express investment strategies and ideas that do not fit
clearly in any of the private markets or funds alpha portfolios but are attractive from a
risk/return perspective. In such cases, no primary investment will be made in the existing
private markets portfolios, and the ED/CIO will designate a portfolio manager that will be
responsible for portfolio oversight and monitoring.

These portfolios may invest in (1) any instrument approved for the relevant private markets
asset class portfolios described elsewhere in these guidelines, and (2) any other public or
private securities or derivatives approved for trading by SWIB solely for hedging purposes.
Each investment idea expressed in the portfolios shall be approved by the Managing Director
– PMFA, the relevant portfolio manager, and a majority of the ED/CIO, and the Managing
Directors of ARA, Public Fixed Income and Public Equities and the Head of Multi-Asset
Strategy and GPMS. Any approved investment shall be reported to the Investment
Committee on a monthly basis. Other governance, monitoring, compliance or reporting for
the investment may also be specified in the approval. Portfolios will not have a separate
benchmark or risk target, but will be included within the benchmark and risk parameters for
the applicable aggregated asset class, portfolio, or Core Trust Fund, as applicable and as
approved at the time of the investment. If the investment will use active risk assigned to
exposure management, it will be noted in the investment approval.

VI.

EXTERNAL MANAGEMENT

Portfolios may be managed internally by SWIB investment professionals or externally by
money management firms. In making the decision on how the portfolios will be managed,
SWIB compares the resources, expertise, and cost of internal management versus external
management. If the decision is made to manage the portfolios externally, SWIB will
determine whether a separate account or commingled fund best suits SWIB’s needs.

External active and passive managers operate under contractual investment guidelines
approved by SWIB’s Investment Committee or by SWIB’s investment management staff, as
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designated in the Investment Committee Charter. Further, the Investment Committee has
adopted separate governance and guidelines with respect to Beta One External Managers.
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APPENDIX 1 - APPROVED EXCHANGES
Approved Exchanges for Derivatives Trading as of FebruaryJanuary 28, 20192020*
Australian Securities Exchange
BOX Options Exchange
CBOE Futures Exchange
CBOE Options Exchange
CBOE C2 Options Exchange
CBOE BZX Options Exchange
CBOE EDGX Options Exchange
CBOE Futures Exchange
CBOE Options Exchange
Chicago Board of Trade
Chicago Mercantile Exchange
CurveGlobal Markets (London Stock Exchange Derivatives Market)
Eurex Exchange
Euronext Amsterdam
Euronext Brussels
Euronext Lisbon
Euronext Paris MATIF
Euronext Paris MONEP
ICE Futures Europe
ICE Futures US
ICE Futures Singapore
International Securities Exchange
ISE Gemini
ISE Mercury
London Stock Exchange - Derivatives
TMX (Toronto Montreal Exchange)
Montreal Exchange
NASDAQ OMXNasdaq BX
NASDAQ OMX PHLX
NASDAQ OMXNasdaq Futures Exchange
Nasdaq GEMX
Nasdaq MRX
NASDAQNasdaq Options Market
Nasdaq PHLX
New York Mercantile Exchange
NYSE Arca Options
NYSE LiffeNYSE MKTAmerican LLC
Osaka Exchange
TMX (Toronto Montreal Exchange)
Tokyo Stock Exchange
*Approved exchanges shall include any and all exchanges that may be acquired by, merged with or otherwise
reorganized with or into, or any subset of, any of the above-listed exchanges subsequent to the date above provided
that such exchange continues to clear through a Qualifying Central Counterparty (QCCP). This list may be updated
for such organizational or name changes from time to time by Legal & Compliance without any additional action of
the Investment Committee, and all additions or changes shall be deemed Approved Exchanges for purposes of the
WRS Investment Committee Investment Guidelines effective as of the date of such acquisition, merger or
reorganization. On a quarterly basis, Compliance shall provide notice to the Investment Committee if there have been
any such changes to the list.
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The Global Securities Portfolio, Alpha Portfolio and Exposure Management Portfolios are approved to trade on any
of the above exchanges and any other exchange whose clearing house is a Qualifying Central Counterparty (QCCP)
as defined by the Bank for International Settlement (BIS) (subject to annual reporting to the Investment Committee).
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APPENDIX 2 - SOFT RISK PARAMETERS

SOFT RISK PARAMETERS – ASSET CLASS AND PORTFOLIO

PORTFOLIO ASSET CLASS
CHARACTERISTIC

Asset Class Exposure

ASSET CLASS 2

DISCUSSION TRIGGER

Core Fund
Global Equities

39.8% - 47.8%*

EM Equities

0.0% - 7.5%*

Small Cap

0.0% - 6.0%*

U.S. Inv Grade

16.6 – 26.6%*

High Yield

0.0% - 5.6%*

EM Debt

0.0% - 6.6%*

Variable Fund
U.S. Equity

65% to 75%

Int’l Equity

25% to 35%

*Post-Corridor Treatment
Maximum Small Cap Exposure

U.S. Equities

2.75x Benchmark

Ex Ante Tracking Error

Public Equities

.75% - 2.25%

Public Fixed

.4% - 1.2%

Core Fund

.6% - 1.8%

Counterparty Exposure (internal and
external separate account portfolios

WRS (Core and Variable
Funds)

5 bp exposure (net of collateral, if any) to a single
counterparty

Duration

Public Fixed

+/- 15% of Benchmark

Base Portfolio

Global Equities

8-12% of Aggregate Sector Portfolio

Scaled Portfolio

Global Equities

88-92% of Aggregate Sector Portfolio

Small Cap Diversified

100

ACTIVE/INDEXED EQUITIES
Minimum Number of Holdings

2

“Passives,” as used in these Soft Risk Parameters, means portfolios 0797, 0799, 0812 and 0813.
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Global Sector Aggregate
Portfolio
Ex Ante Tracking Error

Lesser of 100 names or 25%
of index names

Passives (Variable Fund):
R1000 Index

6 bp annualized

MSCI ex US

20 bp annualized

Passives (Core Fund):
MSCI US

10 bp annualized

MSCI ex US

20 bp annualized

Small Cap Diversified

3% - 9%

Global Sector Aggregate
Portfolio

1% - 4%

Passives

5% notional value of futures

Small Cap Diversified

Benchmark weight ± 2%

Global Sector Aggregate
Portfolio

Benchmark weight ± 2%

Global Sector Aggregate
Portfolio

40% of portfolio value

Passives

5% of portfolio value

Small Cap Diversified

+/- 15% of portfolio value

Global Sector Aggregate
Portfolio

+/- 15% of portfolio value

Passives

10% of outstanding

Small Cap Diversified

10% of outstanding

Global Sector Aggregate
Portfolio

10% of outstanding

Top Ten Holdings

Small Cap Diversified

25% of portfolio

P/E Ratio

Small Cap Diversified

50%-150% of Benchmark

Global Sector Aggregate
Portfolio

50%-150% of Benchmark

Maximum Position Size

Issuer Concentration

Maximum Total Value of Short Sales
Maximum ETF Exposure

Maximum Company Ownership

Maximum Sector Exposure
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Small Cap Diversified

Benchmark weight ±10%

Global Sector Aggregate
Portfolio

Benchmark weight ±5%

Passives

5% of portfolio value

Small Cap Diversified

5% of portfolio value

Global Sector Aggregate
Portfolios

5% of portfolio value

Passives

5% of portfolio value

Small Cap Diversified

5% of portfolio value

Global Sector Aggregate
Portfolio

5% of portfolio value

Passives

1% in unequitized cash

Small Cap Diversified

5%

Global Sector Aggregate
Portfolio

5%

Maximum Notional Uncovered Sold
Calls

Maximum Notional Uncovered Sold
Puts

Maximum Cash

GOVERNMENT/CREDIT
Minimum Number of Issuers

Gov’t/Credit

50

Maximum Corporate Industry Sector
Exposure

Gov’t/Credit

Greater of 10% or 3 x Benchmark

Ex Ante Tracking Error

Gov’t/Credit

.34% - 1.011.30%

Maximum ETF Exposure

Gov’t/Credit

+/- 1015% contribution to portfolio duration
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PRIVATE MARKETS & FUNDS ALPHA

Maximum Outside Developed
Markets

Maximum Co-Investments

15% of core Private Equity Portfolio (excluding coinvestments)
Private Equity

15% of Current Return Portfolio (excluding coinvestments)
20% of core Private Equity Portfolio for Private Equity CoInvestments

Private Equity

20% of Current Return Portfolio for Current Return CoInvestments

Maximum Co-Investments alongside
funds with the same sponsor or
manager as a fund on which SWIB
was conducting due diligence and
actively evaluating for a prospective
commitment at the time of coinvestment3

Private Equity

Minimum Funds

Private Equity

80% of aggregate Private Equity Portfolio

Maximum Venture Capital Exposure

Venture Capital

Aggregate portfolio value not to exceed 25% of Private
Equity and Private Debt Portfolio

Maximum Co-Investments in Venture
Capital Portfolio

Venture Capital

8% of Venture Capital Portfolio (not including separate
accounts) (guideline is 10%)

Maximum Development Risk (Direct
Holdings Only)

Real Estate

10%

Maximum Single Property Type
Exposure - Quarterly

Real Estate

50%

Minimum Core Holdings (Including
REIT portfolios)

Real Estate

50%

Maximum Value Holdings

Real Estate

30%

Maximum Opportunistic Holdings

Real Estate

30%

Maximum Core Portfolio Leverage

Real Estate

50%

Maximum Core Fund/Deal Leverage
(Must be non-recourse to SWIB)

Real Estate

65%

5% of core Private Equity Portfolio for Private Equity CoInvestments
5% of Current Return Portfolio for Current Return CoInvestments

If SWIB subsequently commits to a limited partnership or other fund vehicle of the sponsor or manager, then
such co-investment shall no longer be included for purposes of calculating this soft parameter.

3
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Maximum Real Estate Equity
Portfolio Leverage
Ex ante volatility (tracking error)
range

Real Estate

60%

Hedge Fund/Alpha
Beta One

Equity Delta to the S&P 500

Target Beta
One-year annual Conditional Value at
Risk (CVaR)

2.5% to 6.5%, measured with a trailing two-year risk
sampling period
1.0% to 2.0%

Hedge Fund/Alpha
Beta One

Range of -0.3 to +0.3 with a target of zero over a market
cycle. This is measured ex ante with a trailing two-year
risk sampling period
Range of 0.85 to 1.15 with a target of 1.0

Hedge Fund/Alpha

A targeted 95% one-year annual CVaR of greater than 7%
based on trailing two-year risk sampling period
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APPENDIX 3 – CTF and VTF BENCHMARKS (for 2020)1
(as of February 1, 2019)

Core Trust Fund Benchmark2

Global
EquitiesPublic
Equity
Fixed Income
Inflation
ProtectionSensitive
Real Estate
Private Equity/Debt
Real Estate
Multi Asset
Cash
Total

Domestic Equities
International Equities
Total

Current Benchmark
49% - 87.8% MSCI World/6.1% Russell 2000/6.1%
MSCI EMFixed Blend of Four Components3
24.5% See Public Fixed Income benchmarkBlend of
Seven Components4
15.5% SeeBloomberg Barclays US Treasury Inflation
Sensitive benchmark5-Linked Bond Index
8% NFI-ODCE6
9% “Roll-up” of six component benchmarks7Roll-Up
of Seven Components5
8% Open End Diversified Core Equity (ODCE) Real
Estate Index
4% See Multi Asset benchmark8Fixed Blend of Two
Components6
(-10%) 3-Month LIBOR + 30bps
100%

- Current and previous
benchmark asset classes
are weighted by asset
class strategic target
weights
- Current Benchmark updated
4/30/2012 to include
Cash, which reflects
leverage

Variable Trust Fund Benchmark

Current Benchmark
70% Russell 3000
30% MSCI All Country World Index (ACWI) ex US3
100%

Note: “Roll-up”Up refers to the market-weighted aggregation of benchmark components or indices, based on SWIB’s actual market exposures.
1 Refer to the Historical Benchmark Adjustments for additional background.
2 The major asset class weights are established through the annual asset allocation exercise; Private Equity weights float between
6% and 12% and Real Estate weights float between 5% and 11%. The Private Equity excess weights are taken from Public
Equities, Real Estate excess weights are taken 50% from Public Equities and 50% from Fixed Income. Multi-Asset weights float
between 1% and 7% with excess weights taken 50% from Public Equities and 50% from Fixed Income.

3 MSCI effective 7/1/2009. Beginning 1/1/2010, the tax treatment of the MSCI benchmark updated to a custom net-of-tax benchmark based on
SWIB-specific tax treatment.Global Public Equity Benchmark: Fixed Blend of Four Components
83.4% MSCI World Custom Net Index
6.1% Russell 2000 Index
4.4% MSCI EAFE Small Cap Custom Net Index*
6.1% MSCI EM Custom Net Index
*Effective in connection with the implementation of corresponding asset allocation changes.
4 Public Fixed Income Benchmark (effective 1/1/2010, excludes TIPS): Fixed Blend of seven componentsSeven Components
66.9% Bloomberg Barclays Capital Govt/Credit Index 16.1
8.2% Bloomberg Barclays Mortgage-Backed Securities Index*
7.9% Bloomberg Barclays US Treasuries Index
2.0% Bloomberg Barclays US Long Treasuries LongIndex
7.5% BofA Merrill Lynch Corporate HY Ba/B Index
3.75% JPM EMBI Global Diversified
3.75% JPM GBI-EM Diversified
5 Inflation Sensitive Benchmark:
6 Real Estate Benchmark:
(Effective 1/1/13):

Bloomberg Barclays Capital TIPS Index

100% NFI-ODCE (NCREIF Fund Index – Open End Diversified Core Equity)

*Effective in connection with the implementation of corresponding asset allocation changes.
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75 Private Equity/Debt Benchmark: Component one: Burgiss Global All Private EquityRoll-Up of Seven Components
Component two:
“Rollup” of Burgiss US and Western Europe Buyout with Equal Vintage Year
Allocation
Component three:
Burgiss Venture Cap (weighted vintage year)
Component four:
Burgiss Index (weighted vintage year)
Component five:
Credit Suisse Leveraged Loan Index + 1%
Component One: State Street Global Exchange Private Equity Index - Buyouts
Component Two: State Street Global Exchange Private Equity Index – Buyouts, weighted by Vintage Year
Component Three: State Street Global Exchange Private Equity Index – Venture Capital, weighted by
Vintage Year
Component Four: Private Equity Legacy (SW050300) Actual Portfolio Returns
Component six: Five: Bloomberg Barclays Capital Duration-Adjusted Baa Corporate plus 20 basis points
Component Six: Burgiss Global Senior Debt Universe
Component Seven: Burgiss Global Senior Debt Universe, equal weighted by Vintage Year
86 Multi Asset Benchmark: 60 Fixed Blend of Two Components
60.0% MSCI World Custom Net Index
40 40.0% Bloomberg Barclays Capital Govt/Credit Index
9 *Beginning

treatment.

1/1/2010, the tax treatment of the MSCI benchmark updated to a custom net-of-tax benchmark based on SWIB-specific tax
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Date: March 18, 2020
To:

Board of Trustees

From: Sara Chandler, Chief Legal Counsel
Re:

Consultant Confirmation of Prudent Investor Standard

Background
The investment guidelines for the Private Equity, Venture Capital, Real Estate and Current
Return portfolios require that the relevant consultant review prospective fund investments and
confirm that such investments “meet a prudent investor standard.” In contrast, investment
guidelines for the Hedge Fund and Beta One portfolios only require a recommendation from the
consultant. The Private Debt portfolio, as well as the public markets portfolios, do not require
any consultant input.
Recommendation
In an effort to harmonize the consultant requirements across portfolios in a way that balances the
role of the consultant with SWIB’s fiduciary responsibility, I have recommended that we remove
the prudent investor confirmation from Private Equity, Venture Capital, Real Estate and Current
Return and mimic the recommendation language found in the Hedge Fund guidelines. This
recommendation was adopted by the Investment Committee on February 27, 2020.
Rationale
The prudent investor confirmation consultant requirement was added to the Investment
Guidelines in 2005, when the guidelines were still set and approved by the Board of Trustees,
and before the statutory modernization in 2007. The Board had recently hired Hamilton Lane to
consult on private markets investments.
Over time, SWIB has substantially grown its private markets team, building considerable inhouse industry expertise. Over that same time, the role of the consultant has also changed to a
support function for our internal teams. While the consultant can provide an impartial third party
review of SWIB’s internal analysis, SWIB does not, and cannot, rely on the consultant to
determine whether a particular investment meets the prudent investor standard. This obligation
ultimately lies with SWIB.
As the consultants have become larger and more diversified businesses, some registered with the
SEC as investment advisers, they have increased the internal hurdles necessary to provide the
prudent investor confirmation, based on the advice of their legal and compliance teams. This has
resulted in process delays and, at times, relationship issues with our managers. Given SWIB’s
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reputation as a high quality, sophisticated investor that can deploy capital quickly and
professionally, it would be incongruous to allow outdated investment guidelines to imperil
attractive deals.
The hedge fund portfolio, launched in 2011, provides an alternative requirement that is more
consistent with the expertise of SWIB’s internal teams and the actual relationship between those
teams and the consultants that they engage. The requirement to secure the consultant’s
recommendation still provides an appropriate check on SWIB staff without adding unnecessary
hurdles to the investment process.
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Board of Trustees
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I.

INTRODUCTION

The State of Wisconsin Investment Board (“SWIB”) is an independent state agency
responsible for the management and investment of all funds entrusted to it, including assets
of the Wisconsin Retirement System (“WRS”), the State Investment Fund, and the assets of
various other state agencies and programs. In its role as investment manager for these funds,
SWIB is held to a high standard of fiduciary duty by the Wisconsin Statutes.

SWIB was created by the Wisconsin Legislature for the sole purpose of providing
professional investment management of trusts and public funds under its control pursuant
to the prudent expert standard of fiduciary duty found in Section 25.15(2) of the Wisconsin
Statutes. The Board of Trustees (the “Board” or “Trustees”) has established the investment
policy set forth herein for the WRS, pursuant to a comprehensive and ongoing evaluation of
the appropriate risk and return standards for the WRS.

This Board of Trustees WRS Investment Policy (“WRS Investment Policy”) is intended to
assist in development of a diversified portfolio of investments, tailored to accomplish the
purpose of the WRS within acceptable risk parameters. This WRS Investment Policy
represents a delegation of standing authority to SWIB staff within the organization to
promote efficient and cost effective operations of the two WRS trust funds. In addition to the
WRS funds managed by SWIB staff, external managers are used for certain active and passive
investment strategies. This document will be reviewed periodically and updated as
necessary by the Board to reflect changes in SWIB’s investment strategy and to reflect best
industry practices for prudent investors.

Accordingly, the Trustees hereby delegate to the Executive Director/Chief Investment
Officer (“ED/CIO”) and the investment staff of SWIB standing authority to make prudent
investments pursuant to this WRS Investment Policy and to sections 15.02(4) and 25.15(2)
of the Wisconsin Statutes and section IB 2.02 of the Wisconsin Administrative Code. The
ED/CIO shall identify and delegate in writing the individual professional investment staff
members who have authority to manage each of the specific asset classes and internal
portfolios and who have authority to direct, hire, and terminate external managers.
In addition to this WRS Investment Policy, the Trustees have also adopted the State
Investment Fund and VariousSeparately Managed Funds Investment Policy and Guidelines
(“SIF & VFSMF Investment Policy”) to govern the administration of the other funds that the
Board manages pursuant to the Wisconsin Statutes. Further, the Trustees have delegated to
SWIB’s Investment Committee the establishment and maintenance of guidelines for the
management of internal WRS portfolios and for external managers of WRS assets pursuant
to the Investment Committee Investment Guidelines (“IC Guidelines”). Such IC Guidelines
are hereby delegated to the Investment Committee or investment staff, as applicable, as part
of the standing authority delegated pursuant to this WRS Investment Policy and the
Investment Committee’s charter approved by the Trustees.
II.

WISCONSIN RETIREMENT SYSTEM

The assets of the WRS constitute a large majority of the total funds invested by SWIB. The
retirement funds are invested globally in both long-term and short-term investments, across
Page 1

Page 171 of 202

a wide range of asset types and classes. Pursuant to the Wisconsin Statutes, WRS assets are
divided into two funds---a Core Retirement Investment Trust and a Variable Retirement
Investment Trust. The Core Fund is a broadly diversified portfolio of stocks, bonds, nonpublic securities, real estate and other holdings. The Variable Fund is an equity-focused
portfolio primarily invested in global stocks.
A. Core Retirement Investment Trust (“Core Fund”)

The Core Fund is a pooled fund consisting of the retirement contributions made by
and on behalf of participants in the WRS. Participants include state, school, and local
government employees (with the exception of the City and County of Milwaukee). All
participant contributions are invested in the Core Fund unless the participant has
elected to contribute to the Variable Fund. (Wis. Stat. § 40.04(7))

B. Variable Retirement Investment Trust (“Variable Fund”)

III.

The Variable Fund, like the Core Fund, is a pooled fund consisting of retirement
contributions made by or on behalf of the participants of the WRS. An active
participant can elect to credit 50% of the total future monthly retirement
contributions made by or on behalf of the participant to the Variable Fund, with the
balance going to the Core Fund. The purpose of the Variable Fund is to permit
participants to increase their exposure to the public equity markets beyond the
allocation to public equities in the Core Fund. However, unlike the Core Fund, the
Variable Fund does not pursue diversification across a variety of different asset
classes and could be subject to greater volatility of earnings. (Wis. Stat. § 25.17(5))
STATEMENT OF PURPOSE AND INVESTMENT PHILOSOPHY

This WRS Investment Policy is intended to summarize the fundamental investment
objectives, philosophies, and directives relative to the implementation and oversight of the
investment of the WRS assets managed by SWIB. Key areas are elaborated upon and general
investment guidelines are articulated. The WRS Investment Policy is intended to provide an
outline of the common and critical components of successful administration of a large pool
of public assets. Supplemental policies and guidelines pertaining to derivatives use,
rebalancing assets, and portfolio-specific guidelines are set forth within the IC Guidelines
maintained and approved by SWIB’s Investment Committee.

A. Broad Investment Objectives

SWIB’s overall objectives in managing WRS assets are:
1.

To maximize long-term investment returns with a prudent level of risk to ensure
that sufficient funds are available to meet pension fund obligations;

3.

To comply with all applicable fiduciary and legal standards.

2.

To seek aggregate returns in excess of the Core Fund’s and Variable Fund’s
benchmarks over all cumulative time periods constructed with a prudent level of
risk; and
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B. Key Investment Philosophies
1.
2.
3.

4.

5.
6.

7.

8.
9.

Investment returns are a function of risk; thus, losses are inevitable. The optimal
SWIB strategic asset allocation policy should reflect a probability of losses that is
consistent with SWIB’s investment return expectations.

Asset classes and sub-asset classes are broadly defined to gain exposure to the entire
investable opportunity set and capture the greatest depth of available investment
opportunities to the extent they offer a risk-return trade-off commensurate with
SWIB’s return objectives and risk tolerance.

Through quantitative asset/liability modeling and qualitative evaluation, an
appropriate strategic asset allocation mix can be selected. Application of a
rebalancing regimen after allowing a predetermined amount of “drift” around
targets effectively contains allocation risk and can add value by enforcing an efficient
allocation at the asset class level.

A well-diversified asset mix in the Core Fund historically has been a favorable
position for meeting long-term objectives, recognizing that strategies will not always
appear to add value over shorter time frames. It is essential to hold to the investment
program during difficult times, and the diversified asset mix should mitigate the
impact of negative market environments.

Including an allocation to passive investments within major asset classes is a
relatively efficient way to provide benchmark returns, adjust risk within the overall
fund, provide a liquid and low cost pool of assets, and facilitate timely fund
rebalancing.

Positive returns can be gained from active management and supplement the returns
earned from the allocation to passive investments. Over the long term, active
management can add value beyond market-neutral benchmarks at the asset class,
sector, and security levels by exploiting market inefficiencies and their resulting
valuation opportunities.
Risk management and performance benchmarking are integral to the entire
investment process. SWIB manages and monitors risk at multiple levels. The
primary risk resulting from WRS drawdowns is lower dividend annuities and higher
employee and employer contributions. Fund-level absolute and relative return
volatility are other key risks that affect the WRS.

Ex-ante (forecasted) and ex-post (actual) total fund risk, and component
contributions to risk, are assessed and considered in the structuring of the
investment program and monitored by SWIB staff. Performance benchmarking
compares actual investment results to expected results.
Fund and portfolio results are most appropriately measured against investable
market indices, representing neutral, or passive, market positions. Peer comparisons
are fraught with difficulties due to differences in liability structure, investment style,
risk preferences, and inconsistencies over time and are generally used as secondary
comparisons. Results are evaluated on the basis of investment return as well as
return for the level of assumed risk.
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10.

IV.

Cost optimization is a component of investment results, and costs are optimized
through lower-cost internal management, external fee negotiations, and a focus on
net performance. Maintenance of an internal team of investment professionals is an
appropriate strategy to optimize costs and retain better control of the assets
compared to outsourcing asset management. When SWIB does use external
managers, it negotiates competitive fee arrangements that are driven by pay for
performance metrics.

RESPONSIBILITIES

SWIB’s investment responsibilities break down into these primary areas:
A. Setting the Asset Allocation and Investment Strategy
B. Asset Allocation Rebalancing

C. Establishing the Active Risk Target

D. Risk Monitoring and Compliance; Waivers

E. Investment Performance Monitoring and Benchmarking
F. Cost Management and Optimization

The roles for each of SWIB’s fiduciaries with respect to these responsibilities are outlined in
Section V.

A. Setting the Asset Allocation and Investment Strategy

The SWIB Trustees undertake an in-depth review of the strategic asset allocation plan for
the WRS every other year, including asset/liability modeling, to determine a suitable target
allocation for each asset class included in the Core Fund and the Variable Fund (subject to
the statutory restrictions of the Variable Fund). These reviews contemplate a long-term time
horizon over which potential results are evaluated. This exercise is not an attempt to predict
short-term market movements, but to better understand the long-term impacts of poor,
normal, and above average market results. In the “off year” of the two-year cycle, structural
asset allocation adjustments and other funding initiatives are considered. In addition to the
potential future market impact, SWIB Trustees also contemplate the impact of actuarial
analysis, the soundness of investment return and risk expectations, and the asset allocation
policies of its peers.

The recommended asset allocation targets are approved on an annual basis in the asset
allocation memorandum attached to this WRS Investment Policy as Appendix 1. Each year
upon approval by the Board, Appendix 1 shall be updated without amendment to this WRS
Investment Policy. The recommended asset allocation targets and Trustee-approved
financial leverage (for the Core Fund) constitute the policy portfolio for each of the Core
Fund and Variable Fund (each the “Policy Portfolio”).
Portfolios within each of the approved asset classes will be structured in a manner that
attempts to effectively cover the universe represented by appropriate benchmarks and
provide adequate flexibility to deviate from the benchmarks to generate active returns by
taking active risk. This is accomplished through the active risk budgeting process approved
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by the Investment Committee for each asset class. Index funds and actively managed
portfolios will be combined in a manner that attempts to accomplish desired performance
objectives within acceptable risk parameters.
B. Asset Allocation Rebalancing

When a major liquid asset class (i.e., Total Public Equities, Total Public Fixed Income, or
Inflation Sensitive Assets) falls outside of a rebalance range approved annually by the Board,
as reflected in Appendix 1, as of a month end, a mandatory rebalancing will be initiated. A
rebalancing task force, consisting of the ED/CIO, and Managing DirectorDirectors of Asset
and Risk Allocation (ARA), and the managing directors (or heads of) of each major asset
classGlobal Public Markets Strategies (GPMS) and Private Markets & Funds Alpha (PMFA),
will review and approve the mandatory rebalancing. In a mandatory rebalancing, an asset
class in excess of its target will be adjusted to a level recommended by the ED/CIO and
Managing Director of ARA so that the asset class is returned to a level within its target
allocation range.
The ED/CIO and Managing Director of ARA may also from time to time initiate discretionary
rebalancing pursuant to procedures described in the IC Guidelines to use or reduce active
risk or to minimize asset allocation drift from the Policy Portfolio. Whenever a rebalancing
is triggered (mandatory or discretionary), a plan will be developed whereby specific dollar
amounts will be considered for movement based on the degree of the over/underweight,
liquidity characteristics, and current market conditions.

WRS asset allocations will be reviewed at least monthly for potential rebalancing. When
feasible, index funds may also be used to facilitate rebalancing to minimize opportunity and
trading costs. Derivative securities may be used to implement adjustments. When active
portfolios are used in a rebalance, portfolio managers will be consulted and included in the
process.
C. Establishing the Active Risk Target

As part of the strategic asset allocation, the Trustees approve a fund level active risk target
for the WRS. Active risk represents a measurement of the added risk of actively investing
the assets rather than replicating the benchmark to achieve returns beyond market returns.
The active risk target for the Core Fund is 120 bps +/- 60 bps. The active risk target for the
Variable Fund is 60 bps +/- 30 bps. Guidelines for individual portfolios will be constructed
so that the aggregate risk of the portfolios is within the range established for the fund level
risk objective. The Investment Committee approves an active risk budget that allocates the
active risk target to the Core Trust Fund’s portfolios and monitors the allocation of active
risk.
D. Risk Monitoring and Compliance; Waivers

Risk is a consideration and factor in the management of the WRS assets, and risk is
considered throughout the investment process from asset allocation to performance
evaluation. SWIB’s risk management policy is detailed in Section VI.
The ARA Division will also measure soft risk parameters established by the IC Guidelines for
asset classes and portfolios. Soft risk parameters refer to desired characteristics and/or risk
exposures. Investment staff are permitted to deviate from soft risk parameters in pursuit of
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excess return. However, anything outside of the soft risk parameters will be discussed with
the Investment Committee to determine whether the exposure should be maintained. All
such Investment Committee discussions will be documented in the Investment Committee’s
meeting minutes.

Portfolio managers are responsible for the compliance of their portfolios with this WRS
Investment Policy, IC Guidelines, as well as the Wisconsin Statutes and Administrative Code.
SWIB’s Compliance division will review portfolios and asset classes monthly for compliance
with investment guidelines. Portfolios out of compliance with guidelines will be brought into
compliance immediately, or a plan for doing so or a waiver will be discussed and approved
by the ED/CIO pursuant to the IC Guidelines. Violations and the status of any remediation
plans or waivers will be discussed at the next scheduled Enterprise Risk and Compliance
Committee meeting and reported to the Investment Committee, and documented in the
minutes for such meetings.
E. Investment Performance Monitoring and Benchmarking

The Trustees will review investment performance at least quarterly. Performance reviews
will be conducted compared to the benchmarks approved by the Trustees. Quarterly results
will be evaluated to review progress toward longer term objectives. It is understood that
there are likely to be intermittent periods when portfolio performance deviates from market
indexes. During such times, comparisons with specific peer groups also will be considered.
A third-party performance benchmarking consultant analyzes SWIB’s performance in
comparison to its peers, and the Trustees shall review such analysis quarterly.
F. Cost Management and Optimization

Costs reduce investment returns. SWIB is committed to managing the WRS in a prudent and
cost-efficient manner. Retaining internal investment management of a significant amount of
SWIB assets is key to managing costs efficiently. External management fees are negotiated
to ensure that manager interests are aligned with SWIB and that SWIB’s net performance is
optimized. Fees for all individual vendors and external managers are reported to Trustees
for their review by SWIB management on a quarterly basis. A third-party cost benchmarking
consultant is retained by SWIB management to analyze SWIB’s costs in comparison to peers
and the net of cost value-added given the level of risk taken.
V.

ROLES AND RESPONSIBILITIES OF SWIB FIDUCIARIES

The following section provides the delineation of roles and responsibilities among SWIB’s
fiduciaries. Each employee of SWIB also has a definitive job description which describes all
of the employee’s specific job responsibilities, and the Trustees have a governance manual
that outlines all responsibilities for the Trustees. This section supplements both. Below, the
primary investment management responsibilities as they relate to each person’s fiduciary
obligations are highlighted for purposes of defining those fiduciary obligations and where
the roles are distinctive and where they overlap.
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Trustees

SWIB Trustees are fiduciaries of the WRS. Trustees are responsible for the overall
professional investment management of the assets entrusted to them under Wisconsin state
law. Trustees must manage the investment of trust assets pursuant to the prudent expert
standard as set forth in Section 25.15(2) of the Wisconsin Statutes. The Trustees have the
following investment responsibilities:
•

•

Establish and approve this WRS Investment Policy

Review and approve:

o asset allocation for the Policy Portfolio as recommended by the Board’s Asset
Allocation Consultant, Investment Committee, ED/CIO, and Managing
Director, ARA

o sub-asset class allocation policy for public equities and public fixed income
asset classes

o the mandatory rebalancing trigger for major asset classes

o the total fund absolute risk exposure through approving the asset allocation
policy and active risk target
o total fund policy-level financial leverage (as established by the asset
allocation)

o

total fund active risk target and range

o total fund, asset class and portfolio performance benchmarks, as
recommended by the Board’s Benchmark Committee and Benchmark
Consultant
o incentive compensation payments based on investment performance, as
recommended by the Board’s Compensation Committee

•
•

o SWIB’s total cost of management budget, as recommended by the Board’s
Audit and Finance Committee

Delegate the establishment and approval of portfolio-specific investment guidelines
to the Investment Committee through the IC Guidelines

Through updates and reports provided at board meetings, monitor and be informed
of:
o investment performance and risk metrics of the WRS

o investment performance against a simplified reference portfolio used to
evaluate the efficacy of the Policy Portfolio’s complexity and diversification
o significant investment strategy
implemented to enable them

o spending on investment activities

and

processes

and

infrastructure
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•

o approved actions and recommendations arising out of Board Committees and
the Investment Committee

Approve the Investment Committee Charter

Executive Director/Chief Investment Officer

The ED/CIO assists the Trustees in meeting their fiduciary and statutory duties by
monitoring issues and trends and making recommendations to the Trustees. The ED/CIO is
also responsible for establishing investment strategy, investment priorities, achieving
investment performance targets and managing the associated investment risks. In addition
to the overall management of the agency and duties prescribed by statute, the ED/CIO has
the following responsibilities:
•
•
•
•
•
•
•
•
•
•

•

•
•
•

Implements the investment strategy approved by the Board

Develops, identifies and leads strategic initiatives to enable SWIB’s investment
strategy

Identifies and reports issues or risks related to the investment policy or strategy to
the Board
Leads the organization and evaluates its performance against its annual objectives
Leads the SWIB Management Council and evaluates their performance
Leads the investment staff and evaluates their performance

Serves as Chairperson of the Investment Committee and sets the Investment
Committee agenda

Reports the business of the Investment Committee to the Board and presents
quarterly market trends and other macroeconomic conditions

Recommends, with the Managing Director, ARA, the WRS Policy Portfolio to the
Investment Committee and the Board
Designs and approves the implementation of the Policy Portfolio approved by the
Board and by doing so sets overall investment direction, strategies and priorities for
each asset class

Determines the implementation of the Policy Portfolio set by the Board by approving
the allocation between:
o active versus passive management, and
o internal versus external management

Approves the portfolios established or eliminated in each internal asset class

Reviews each investment division’s strategy prior to its presentation to, and approval
by, the Investment Committee
Approves the monthly asset allocation memo which details the movement of assets
across all portfolios
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•
•
•

•
•
•
•
•
•
•
•

•

•

Approves the implementation of mandatory and discretionary rebalancing

Approves investment portfolio commitments at varying thresholds for private
markets and funds alpha (PMFA) investments

Develops, with the Managing Director, ARA and Managing Director (or head) of each
asset classDirectors, the appropriate active risk target for each asset class and the
active risk budget prior to its presentation to, and approval by, the Investment
Committee
Manages and monitors risk at both the total fund and asset class level

Develops, recommends, and approves exposure management implementation
strategies pursuant to the IC Guidelines
Approves all internal strategies for achieving fund level financial leverage

Monitors and manages liquidity risk and approves the implementation of internal
leverage strategies
Approves all new derivatives counterparties

Collaborates with the Deputy Executive Director and Human Resources division
regarding talent acquisition, development and retention

Ensures the appropriate implementation of the incentive compensation program
approved by the Board

Ensures that prudent investment processes are implemented and works with the
Section 25.167 CIO to monitor investment staff compliance with investment policies
and guidelines

Ensures, with the Section 25.167 CIO, that operating procedures have been developed
and implemented that are intended to ensure that investment policies and guidelines
are followed
Ensures, with the Section 25.167 CIO, that investments are completely and accurately
reported on all management and financial reports and that any information requested
by the Board is provided on a timely basis

Management Council

The Management Council was established by the Board as an advisory council to assist the
ED/CIO in leading the organization. It consists of the ED/CIO, the Deputy Executive
Director/Chief Administrative Officer, the Agency Business Director, the Chief Technology &
Operations Officer and a representative of the and at least four (4) other senior leaders from
investment management staff appointed by the ED/CIO for a six-month termand investment
services. The membership of the Management Council (including the number of members)
will be set by the ED/CIO, and the ED/CIO will provide notice to the Board any time a change
is made to the membership of the Management Council.
•

Assists the ED/CIO in implementing SWIB’s investment strategy
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•
•

Assists the ED/CIO in developing, identifying and leading key initiatives to enable
SWIB’s investment strategy
Assists the ED/CIO in identifying and reporting issues or risks related to the
investment policy or strategy to the Board

Section 25.167 CIO

The Section 25.167 CIO is an investment management staff member designated by the
ED/CIO to assist with the fulfillment of certain statutory duties. The ED/CIO retains
oversight of those responsibilities delegated to the Section 25.167 CIO, which include the
following:
•
•
•

Monitors activities of the investment staff for compliance with investment policies
and guidelines

Develops and implements operating procedures that are intended to ensure that
investment policies and guidelines are followed

Ensures that investments are completely and accurately reported on all management
and financial reports and that any information requested by the Board is provided on
a timely basis

Investment Committee

The Investment Committee provides oversight of SWIB’s investments within the parameters
established by the Board. The Investment Committee is comprised of the ED/CIO, Managing
Director of ARA, the Managing Director or head of each major asset class in which SWIB
invests, a Private Markets Portfolio Manager appointed by the ED/CIO, and threechaired by
the ED/CIO and has nine additional voting members drawn from the investment
management staff as well as three non-voting members appointed by the ED/CIO. The
Investment Committee has the following investment responsibilities which are also outlined
in its charter approved by the Board:
•

•
•

Establishes and approves the IC Guidelines, which includes portfolio-level guidelines
for all internally managed portfolios
Fulfills the duties and purposes set forth in its charter approved by the Trustees

Reviews and Approves:

o the active risk budget, and the Net Economic Value Added, for the Core Fund
and Variable Fund
o the investment strategy for each division

o passive external manager guidelines and waivers therefrom
•

o the use of new investment instruments or initiatives, including derivatives and
leverage, in all SWIB portfolios

Reviews and Monitors:
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o implementation of active risk budget

o soft risk parameters for all internal portfolios

o strategies and trades in the exposure management portfolios and the over and
underweights to asset and sub-asset classes
•

o sources of absolute and active risk through regular review of monthly risk
reports

Reviews and Recommends to the Trustees:

o any proposed changes to this WRS Investment Policy

•
•

o the annual asset allocation plan and strategies and any proposed changes
during the year
o annual benchmark recommendations from Board’s Benchmark Consultant

Sets the procedures for rebalancing included in the IC Guidelines

Delegates approval for active external managers’ guidelines to the PMFA Division

Managing Director, Asset and Risk Allocation (ARA)

The Managing Director, ARA maintains the quantitative analysis and research that supports
the policy allocation of capital and risk. The Managing Director, ARA has the following
investment responsibilities:
•

•

•
•
•
•
•

•

Recommends with the ED/CIO and the Board’s Asset Allocation Consultant the WRS
Policy Portfolio to the Trustees and Investment Committee

Heads the rebalancing task force to consider and approve the implementation of
mandatory and discretionary rebalancing and coordinates rebalancing and monthly
cash flow activities

Directs, in consultation with the ED/CIO, the internally managed portfolios to modify
their risk profile based on changes in the capital markets and total policy risk

Develops, recommends, and approves exposure management implementation
strategies pursuant to the IC Guidelines
Manages the passive external manager relationships

Oversees risk monitoring for the WRS and ensures risk management measures are
implemented
Determines appropriate contingency plans and risk mitigation actions for stressed
market environments or when Core Fund or Variable Fund risk levels exceed
expectations

In conjunction with the ED/CIO, monitors and manages liquidity risk and implements
internal leverage strategies

Managing Directors and Division Heads
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The primary responsibility of each managing director and division head is to develop an
overall divisional strategy and assure that the portfolios within the division are successfully
managed. The managing directors and division heads have the following responsibilities:
•

•
•
•
•
•
•
•
•

Report quarterly to the Board regarding performance and market trends

In collaboration with the ED/CIO, determine an efficient and achievable division
strategy
Review and approve the implementation of mandatory and discretionary rebalancing

Implement and monitor the division’s strategy, and, as applicable, approve
investment recommendations for the PMFA division

Report annually to the Investment Committee and Board regarding the division’s
strategy (may be delegated to Investment Managers as applicable)
Monitor risk and performance of the division

Assure compliance with all investment policies, guidelines and risk controls
Manage, and evaluate performance of, employees within the division

Manage and implement improvements to the investment analysis process for and
asset management within each portfolio within each division

Investment Portfolio Managers and Managing Analysts (“Investment Managers”)

The primary responsibility of each Investment Manager is to invest assets in accordance with
written guidelines established by the Investment Committee and in accordance with the
policies and guidelines established by the Trustees. The Investment Managers have the
following responsibilities:
•
•
•

•
•

Manage the portfolios in accordance with the guidelines and objectives contained
within IC Guidelines
Develop and present asset class strategy for Investment Committee approval

Exercise full investment discretion with respect to the purchase, sale and ongoing
management of assets within their respective guidelines to achieve established
objectives subject to direction from the ED/CIO and Managing Director, ARA
regarding appropriate risk levels
Implement active risk budgets

Manage and monitor drawdown levels and implement risk drawdown controls

Board Consultants with Investment Responsibilities
Asset Allocation Consultant
•

Annually, conduct analysis and evaluation of SWIB’s asset allocation plan and provide
SWIB staff and Trustees with any recommendations for adjustments
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•

Every two years, present full review of asset-liability modeling process, results and
recommendations for strategic asset allocation targets for the Core and Variable
Trust Funds to SWIB staff and Trustees and coordinate with Wisconsin Department
of Employee Trust Funds’ actuaries to ascertain the liabilities of the WRS

Benchmark Consultants
•

•

Annually, and throughout the year as necessary, review staff-recommended
benchmark changes or benchmark changes resulting from updates to the asset
allocation or investment strategy changes. Make a recommendation regarding any
modifications or updates to any benchmarks or new provisional benchmarks to the
Investment Committee and Benchmark Committee.
Every three to five years, conduct a comprehensive benchmark review. Align
benchmarks to the investment strategies and asset allocation. Consider staffrecommended benchmark changes. Make a recommendation regarding any
modifications or updates to any benchmarks to the Investment Committee and
Benchmark Committee.

Staff Consultants
•

•

•

VI.

Pursuant to the Board Consultant Services Policy, SWIB staff hire consultants for the
Private Equity, Real Estate, Hedge Fund and Beta One Portfolios. These consultants
may be terminated by the Board. These consultants make recommendations in
accordance with the SWIB Investment Committee WRS Investment Guidelines.

Staff consultants provide updates to SWIB investment staff regarding developments
involving SWIB’s investments and provide commentary regarding the impacts of such
developments.

Staff consultants meet once a year with the Board’s Strategic Planning and Corporate
Governance Committee to report on their view of the applicable WRS portfolio and
present relevant market commentary.
TOTAL FUND INVESTMENT RISK MANAGEMENT POLICY

A. Introduction

Risk is a consideration and factor in the management of the WRS assets, and risk is
considered throughout the investment process from asset allocation to performance
evaluation. Risk management is integral to SWIB’s investment processes and is guided by
this Policy. However, risk evolves through time as markets and investment strategies
change. SWIB also strives to evolve its risk monitoring to better analyze, measure, quantify,
and report risks over time.
B. Risk Management Philosophy

Risk must be taken to achieve sufficient returns to meet financial obligations for the various
funds under the purview of SWIB. Risk is viewed from multiple perspectives. It is most
commonly viewed as the loss of capital or of not meeting objectives within the designated
time frame. It is deconstructed between systematic (i.e., market) and unsystematic, or
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specific risk, at the total fund, asset class and portfolio levels. The sources and types of risk
inherent in any strategy are evaluated and acknowledged prior to implementation.
However, even with the most sophisticated risk measurement techniques, extreme events
cannot easily be measured in advance. Accordingly, risk models may only provide limited
predictive qualities but should provide investment professionals opportunities to test and
challenge investment strategies and assumptions prior to implementation.
Post
implementation, investment risks are managed, measured, and monitored at all relevant
levels. Benchmarking is employed to determine whether risks taken achieve expected
rewards.
C. Risk Management Objectives

The primary investment risk SWIB seeks to manage is drawdowns to the Core Fund and
Variable Fund that could cause reduction in participant dividends, create volatility in
contributions from both employers and employees, or cause the WRS to be less then fully
funded. SWIB’s investment strategy is designed to take intentional risk, called active risk,
and achieve investment results commensurate with the levels of risk taken. Expectations for
active return earned per unit of active risk taken are set and monitored for all portfolios. A
risk budgeting approach will be employed to set active risk targets for each asset class.
Unintended risk due to asset allocation drift or other factors is to be minimized where
feasible from an implementation and cost perspective. Risk will be managed through
implementation of investment guidelines, multiple approaches to diversification, and
investment risk analyses and measurement. Pursuant to SWIB’s statutory fiduciary standard
under Section 25.15(2)(b) SWIB shall “diversify investments to minimize the risk of large
losses, unless under the circumstances it is clearly prudent not to do so.” Diversification is a
significant tool to manage risk.
Risks that are assessed generally will include (but are not limited to):

1. Market risk: risk of drawdowns or swings in volatility
2. Valuation risk: trending towards or reaching extremes (e.g., historically wide credit
spreads), pricing integrity
3. Event risk: e.g., sovereign downgrade, Lehman bankruptcy, Asian currency crisis, etc.
4. Liquidity risk: ability to quickly raise funds to support leveraged and synthetic
exposures, asset/liability mismatch
5. Counterparty risk: risk of counterparty defaulting or otherwise not meeting their
obligation to SWIB
6. Operational risk: risk of failure in risk measurement/monitoring processes, systems
or personnel responsible for managing and/or monitoring risk exposures

D. Risk Measurement

The ARA Division will measure investment risk using multiple metrics on both an absolute
and relative basis at all relevant levels (i.e. total fund, asset class and portfolio level). In
addition, downside risk metrics identified through stress testing and scenario analyses will
be employed. Financial and economic analysis will also be undertaken to better understand
the current and potential risks of non-public markets.
Page 14

Page 184 of 202

E. Risk Monitoring and Reporting

The Investment Committee will monitor investment risk to evaluate sources of risk, and
changes to sources of risk, on a regular basis. In particular, regular stress testing and
scenario analysis by the ARA Division enables SWIB to identify potential weaknesses, or ‘tail
risks’, in the investment program given extreme market environments that have occurred in
the past. Risk monitoring will be conducted on both an absolute and relative risk basis.
Assets that cannot be readily modeled will be subject to unique review process to better
ascertain the risks. Reports will be assembled and reviewed by SWIB’s Investment
Committee at least quarterly and will generally include summaries of key risk exposures and
risk attribution and summaries of stress test and scenario analyses results.
F. Risk Mitigation

SWIB’s strategic asset allocation reflects SWIB’s philosophy that market risks must be taken
to ensure sufficient asset growth to meet SWIB’s financial obligations. However, SWIB is
cognizant of the fact that large drawdowns can significantly negatively impact funded status
and future contributions. Thus, SWIB has adopted drawdown risk controls for internally
managed, public markets strategies, which comprise the majority of SWIB’s assets. The
controls call for instituting action to adjust the risk of a portfolio if the portfolio’s benchmark
relative returns fall below a pre-specified downside trigger. Appropriate mitigating actions
would be deployed at either the portfolio level or the Core Trust Fund Level.
G. Risk Resources

SWIB is committed to conducting periodic assessments of its analytic and personnel risk
resources to ensure that SWIB maintains adequate tools and skills to sufficiently support a
robust risk management framework.

VII.

GENERAL INVESTMENT GUIDELINES

The following compulsory guidelines are applicable to all internally managed portfolios.
Individual portfolio guidelines are included in the IC Guidelines.
1.
2.
3.

All investment decisions are subject to all applicable federal and state statutes and
administrative rules and are subject to the prudent expert fiduciary standard as
set forth in Wis. Stat. § 25.15(2).
SWIB shall attempt to invest in organizations that adhere to prevailing local and
national laws and generally accepted standards of conduct including the respect
of human rights (Wis. Admin. Code s. IB 2.02 (7)). SWIB will exercise its fiduciary
duty to vote all proxies pursuant to its ownership in publicly held companies in
accordance with the Board’s Corporate Governance Policy.
Portfolios may utilize cash instruments or derivatives in their investment
strategy. All investments used will be subjected to the risk analysis and
monitoring processes at the portfolio, asset class and fund levels.
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New and Amended Contracts Approved
October – December 2019
New Contracts:
Adeptyx Consulting
An Adeptyx Consulting developer resource was retained to provide support to the project management
team, data management team, data domain owners, and end users to gather requirements, design, build
and test through the deployment of full data lifecycles. The resource will be on-site for four months at a
cost of $122,000.
Apex Systems, LLC
Apex Systems, LLC was the selected vendor to provide a test pilot for a Robotic Process Automation
process. The vendor will provide consulting services to configure and automate a series of tasks and will
also assist SWIB in developing an approach to scale this automation to the agency level. The pilot will
last approximately two months at a cost of $48,000.
BNY Mellon Asset Servicing – Eagle/Pace
BNY Mellon Asset Servicing is the sole source vendor selected to provide consulting services to assist
with the testing and activating of Eagle Spoke capabilities for the Performance Group. The project will
last approximately seven months at a cost of $225,000.
Cutter Associates
A Cutter Associates resource was retained to provide end-to-end project management and project
leadership for targeted implementations, and related end-to-end integrations of systems, processes and
data flows. The resource will be on-site for six months at a cost of $261,000.
eFront Financial Solutions Inc
eFront Financial Solutions Inc is the sole source vendor selected to provide consulting services to assist
with implementation efforts for the Private Equity project. The project will last approximately two
months at a cost of $110,000.
Grandview Analytics LLC
A Grandview Analytics LLC resource was retained to provide support for the delivery and management
of SWIB’s investment information and reporting management practices. The resource will be on-site for
six months at a cost of $211,800.
ISOS Technology
ISOS Technology was selected to provide implementation consulting for JIRA, SWIB’s new project
management software. The project will last approximately three months at a cost of $32,600.
MSCI Inc.
MSCI Inc is the sole source vendor selected to provide their data subscription for licenses in the
developing and emerging markets sector. The additional licenses cost $50,000 annually.
Redline Associates, Inc.
Redline Associates, Inc. was the selected vendor to provide placement services for the recruiting team.
The cost for the placement is $36,250.
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Sharp Decisions Inc.
A Sharp Decisions Inc. resource was retained to provide support for the delivery and management of
SWIB’s investment information and reporting management practices. The resource will be on-site for six
months at a cost of $254,400.
Trepp Analytics
Trepp Analytics is the sole source vendor selected to provide their proprietary investment research tool.
The platform costs $48,000 annually.
Visible Alpha
Visible Alpha is the sole source vendor selected to provide their proprietary Insights licenses. The
additional licenses are being added at a cost of $44,330 annually.
WorldBridge Partners Inc
WorldBridge Partners Inc was the selected vendor to provide placement services for the recruiting team.
The cost for the two placements is $90,000.

Amended Contracts/Extensions:
Keystone Consulting Inc
o One contract worker extended through 04/30/2020 at a cost of $182,600.
Sharp Decisions Inc
o One contract worker extended through 03/31/2020 at a cost of $171,600.
The Bachrach Group
o One contract worker extended through 03/31/2020 at a cost of $120,870.
The Finlay Group
o One contract worker extended through 06/30/2020 at a cost of $264,000.
Note: the dollar amounts listed above for contract workers represent the estimated total contract costs and
may not reflect actual costs incurred. For example, estimated and actual costs may differ due to variances
in actual hours worked by the contractor, travel expenses, etc.
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**UPDATED**

ATTACHMENT B
STATE OF WISCONSIN INVESTMENT BOARD
Expenses for All Funds Under Management
Quarter Ending December 31, 2019

EXPENSE CATEGORY

SERVICE PROVIDED

Internal Operating Expenses
Staff Compensation
Fringe Benefits
Equipment, Supplies & Services
Total Internal Operating Expenses ***

Staff Compensation
Fringe Benefits
General Supplies & Services

Custodial, Investment Operations and Banking Fees
Bankers Bank
BNY Mellon Asset Servicing - Custody
BNY Mellon Asset Servicing - Investment Operations
US Bank
Total Custodial, Investment Operations and Banking Fees

Custodial and Banking Fees
Master Custody Services
Investment Operating Services
Banking Fees

Legal Fees
Chapman & Cutler LLP
Cox Castle & Nicholson LLP
DLA Piper LLP (US)
Eversheds Sutherland (US) LLP
Faegre Baker Daniels LLP
Godfrey & Kahn SC
Mayer Brown LLP
Proskauer Rose LLP
Purrington Moody Weill LLP
Quarles & Brady
Reinhart Boerner Van Deuren SC
Shearman & Sterling LLP
Sidley Austin LLP (International)
West & Dunn LLC
Total Legal Fees

Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies
Legal Work for Investment Strategies

Investment Counsel
ABG Sundal Collier Inc
Adeptyx Consulting
Advent Software Inc
Aksia LLC
Alembic Global Advisors
Ananth Seshadri
Aon Hewitt Investment Consulting Inc
B Riley FBR Inc
Bank of America Merrill Lynch
BCA Research Inc
Berenberg
BlackRock Financial Management
Bloomberg Finance LP
BMO Capital Markets Corp
BNY Mellon Asset Servicing - Eagle/Pace
Boenning & Scattergood Inc
Bright Young Ideas LLC
Callan Associates Inc
Canaccord Genuity
Carnegie Inc
CFRA Research
Charles River System Inc
CIBC World Markets Inc
Citisoft Inc
CL King & Associates
Cornerstone Macro LLC
CoStar Portfolio Strategy
Council of Institutional Investors
Cowen and Company LLC
Craig-Hallum Capital Group
Crane Data LLC
CreditSights
Cross Current Research LLC
Cutter Associates
DA Davidson & Co
Dacheng Xiu
Daiwa Capital Markets America
Davy Securities Limited
Depository Trust and Clearing Corp
DHR International
DNB Bank ASA
Dougherty & Company LLC
Dow Jones News Service
DTCC ITP LLC

Investment Research
Investment Consulting Services
Research Management System
Hedge Fund Investment Consulting
Market Research
Economic Consulting Services
Investment and Risk Management Research
Investment Research
Investment Research
Global & Domestic Fixed Income Strategy Research
Investment Research
Risk Services
Market, Company, Industry & Benchmark Information
Investment Research Services
Investment Consulting Services
Investment Research
Investment Consulting Services
Investment Consulting & Performance Benchmarking
Investment Research
Investment Research
Investment Research Services
Portfolio Management Trading Software & Services
Investment Research
Investment Consulting Services
Investment Research
Macro Economic Research
Real Estate Consulting & Research Services
Corporate Governance
Investment Research
Investment Research
Research and Data Services
Credit Assessments
Healthcare Sector Research
Investment Organization and Systems Consulting
Investment Research
Investment Research
Investment Research
Investment Research
Research and Data Services
Recruitment Consulting
Investment Research
Investment Research
Company and Industry News Services
Trade Settlement Service

EXPENSES

$

6,411,762
1,390,412
1,611,341
9,413,515

$

5,000
490,249
1,071,930
(58)
1,567,121

$

293,262
76,306
97,309
4,015
48,835
20,708
64,778
804
12,147
179,728
563
39,691
6,090
1,003
845,239

17,500
512,490
814
193,750
5,950
77,500
55,000
3,500
107,650
26,250
65,300
462,959
649,707
30,450
140,256
4,250
34,800
6,250
6,400
1,750
21,000
229,713
12,600
308,075
2,800
23,250
28,738
31,000
30,000
14,400
3,000
15,000
10,000
53,079
20,600
1,000
2,000
16,625
2,350
30,105
4,500
6,000
35,248
771
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EXPENSE CATEGORY

SERVICE PROVIDED

EFront Financial Solutions Inc
Empirical Research Partners LLC
Ernst & Young LLP
Euromonitor International
Evercore Group LLC
Exane Inc
FactSet Research Systems Inc
Furey Research Partners LLC
Gabriel Roeder Smith & Company
Goodbody
Grandview Analytics LLC
Green Street Advisor
Guggenheim Securities LLC
Handelsbanken Markets Securities Inc.
Haver Analytics
Ice Data LP
Institutional Shareholder Services Inc
International Swaps and Derivatives Assn
Janney Montgomery Scott
Jefferies Research Services LLC
Keefe Bruyette & Woods (KBW)
KeyBanc Capital Markets Inc
Keystone Consulting Inc
KPMG Limited
Liberum Capital Inc
LionPoint Group
Longbow Securities LLC
Loop Capital Markets LLC
Macquarie Capital (USA) Inc
Mainfirst Securities US Inc
Markit NA
Matrix IDM, LLC
McLagan Partners Inc
Meketa Investment Group
Michael Joseph Ford
MKM Partners
Moodys Analytics
Morningstar Inc
MSCI Inc - Risk Metrics Solutions
MUFG Securities America
Needham & Company LLC
NEPC LLC
Noble Capital Markets Inc
Northland Securities
Novus Partners Inc
Nuware Technology Corp
NYSE Market Inc
Oppenheimer & Co Inc
OptionMetrics
Options Price Reporting Authority
Pac-invest
PerTrac (Strategic Financial Solutions LLC)
Phil Erlanger Research Co Inc
Piper Jaffray & Co
Redburn Europe Limited
RedLine Associates, Inc
Refinitiv
Renaissance Macro Research
Responsible Investor
Robert W. Baird & Co.
Rosenblatt Securities Inc
Russell Investment Group
S&P Global Market Intelligence
Sanford C Bernstein & Co LLC
Santander Investment Securities Inc
Seaport Global Securities LLC
SEB Securities Inc
Sharp Decisions Inc
Snowflake Inc
SOP Advisors LP
Standard & Poors
Stephens Inc
StepStone Group
StepStone Group Real Estate
Stifel Nicolaus & Company Incorporated
Stradegi Solutions, Inc.
Strategic Economic Decisions Inc
SunTrust Robinson Humphrey Inc
Susquehanna Financial Group LLP
SystemsAccountants
Telsey Advisory Group

Private Markets Portfolio Management Services
Investment Research
Tax Compliance and Investment Consulting Services
Research and Data Services
Investment Research
Investment Research
Financial & Economic Database
Small Cap Research
Actuarial Consulting
Investment Research
Investment Information Technology Consulting Services
Real Estate Analytics
Investment Research
Investment Research
Global Macroeconomic Research
Fixed Income Indices
Proxy Voting Analysis
Derivative Industry Research
Investment Research
Investment Research
Investment Research
Investment Research
Investment Information Technology Consulting Services
Tax Representation Services
Investment Research
Investment Consulting Services
Investment Research
Investment Research
Investment Research
Investment Research
Investment Data Management Software
Investment Consulting
Investment Compensation Data and Analysis
Public Markets External Manager Consultant
Investment Consulting
Investment Research Services
Economic, Currency & Bond Analysis
Industrial Sector Market Research & Analysis
Research and Data Services
Investment Research
Investment Research
Investment Consulting Services
Investment Research
Investment Research
Profit & Loss Analytics System
Investment Information Technology Consulting Services
New York Stock Exchange Data
Investment Research
Investment Data Service
Quote System for Options Market
Research and Data Services
Fund of Funds Analytical Platform
Investment Research
Investment Research
Investment Research
Recruitment Consulting
Research Pricing (Autex, Baseline, FirstCall)
Macro Economic Research
Research and Data Services
Investment Research
Investment Research
Index Data
Investment Data
Investment Research
Investment Research
Research and Data Services
Investment Research
Investment Information Technology Consulting Services
Research and Data Services
Investment Research
Industry & Corporate Research
Investment Research
Private Equity Consulting Services
Real Estate Consulting Services
Investment Research
Investment Consulting
Investment Research Reports
Investment Research
Investment Research
Investment Information Technology Consulting Services
Consumer Sector Research

EXPENSES
300,829
56,400
165,527
17,179
60,000
76,950
836,785
12,000
75,000
7,250
91,065
16,250
13,000
6,000
18,200
6,250
55,899
10,800
2,000
50,350
50,500
67,100
225,170
5,011
35,950
78,301
22,250
3,000
73,600
44,000
167,017
52,010
38,150
61,250
1,651
2,500
10,889
17,500
342,238
19,500
8,200
50,000
1,000
2,800
47,025
228,491
3,820
24,650
7,875
1,638
11,025
7,341
2,000
13,100
45,150
36,250
10,716
22,200
461
61,900
10,000
8,502
56,250
119,200
22,700
12,680
8,000
473,416
18,273
5,500
33,823
19,200
486,800
53,750
41,850
81,431
12,500
19,600
2,500
71,840
30,000
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EXPENSE CATEGORY

SERVICE PROVIDED

The Bachrach Group
The Finlay Group
The Harry Walker Agency
The Leuthold Group LLC
Toronto Stock Exchange
Trade Alert LLC
TradeWeb
Tudor Pickering Holt & Co
Unit4 Business Software Inc
Unquote
Upstream
Urban Land Institute
Vertical Research Partners
Verus Advisory Inc
Visible Alpha LLC
Vistra Trust Company Limited
Wall Street Journal
Wells Fargo Securities, LLC
William Blair & Company LLC
Wolfe Trahan
Wolverine Execution Services LLC
WorldBridge Partners, Inc.
Total Investment Counsel

Investment Consulting Services
Investment Consulting Services
Investment Consulting
Broad Based Market Research
Market Data
Market Data
On-Line Fixed Income Trading Services
Investment Research
Financial & Administration Services System
Research and Data Services
Investment Research
Investment Consulting Services
Industrial Sector Market Research & Analysis
Benchmarking Consulting Services
Research and Data Services
Investment Consulting Services
Investment Research & Information
Investment Research Services
Investment Research
Transportation and Macro Economic Research
Options Trading Platform
Recruitment Consulting

Real Estate Management Fees
Alcion Ventures
AmCap Inc
Beacon Capital Partners
Blackrock
Blackstone Real Estate Advisors
Blue Moon Capital Partners
Blue Vista Capital Management
Bristol Group
Buchanan Street Capital Partners
Callahan Capital Partners
Carson Companies
Casa Partners
CBRE
C-III Capital Partners
Cornerstone Real Estate Advisers
Crossings at Danada
Essex Property Trust
Four Seasons
FPA Multifamily Core Plus
Harbor Beach Capital, LLC
Hawkeye Partners
Heitman
Henderson Global Investors
High Street Realty Company LLC
Hudson Advisors
J.P. Morgan Asset Management
Lone Star
Lowe Enterprises Investors
Morgan Stanley
Normandy Real Estate Partners
O'Connor Capital Partners
Penwood
Prologis
Prudential Global Investment Management (PGIM)
Realterm Global Asset Management
Rockpoint Group
RREEF
Security Capital
Teachers Insurance and Annuity Association of America
Torchlight Investors
UBS Realty Investors
Wesco
Westbrook Partners
Total Real Estate Management*
Private Equity
Abor Group
Advent International
Alchemy Partners
Altaris Capital Partners
American Securities
Apollo Management
Arbor Investments
Ares Management
Ascribe Capital LLC
Atlas Holdings

EXPENSES

$

78,624
250,449
15,000
15,000
12,661
900
9,000
14,100
36,587
3,280
1,380
500
15,500
42,000
44,330
8
31
51,500
8,500
15,500
618
90,000
9,378,626

$

126,863
325,109
1,130,238
2,341
2,080,724
300,115
185,930
375,637
153,659
167,302
17,227
89,465
105,602
2,375
163,951
198,244
418,095
140,897
258,236
226,191
143,521
605,002
327,901
182,397
40,902
117,335
(1,208,440)
13,148
44,882
194,375
59,372
441,990
238,805
965,975
361,150
28,628
419,222
427,602
312,151
311,688
455,574
265,655
387,310
11,604,346

Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees
Real Estate Management Fees

Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees

300,000
886,949
123,094
337,123
471,356
(3,737)
32,503
504,417
105,870
403,370
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EXPENSE CATEGORY

SERVICE PROVIDED

Benefit Street Partners
Berkshire Property Advisors
Blackstone Real Estate Advisors
Bookend Capital Partners
Bridgepoint Capital
Caltius Mezzanine
CapVest Private Equity
Centerbridge Partners
Charlesbank Capital Partners
Chequers Capital
Clearlake Capital Group
Clearview Capital LLC
Clessidra SGR SPA
Coller Capital
Cortec Group
Cressey & Company
CVC Capital Partners
ECM Equity Capital Management Gmbh
EnCap Investments
EQT Partners
Excellere Capital Management
Flexpoint Ford
Fortissimo Capital
FountainVest Partners
German Equity Partners
Gilde
Glendon Capital Management
Gores Group
Graphite Capital Management
GSO Capital Partners
GTCR
Harvest Partners
Hellman & Friedman Investors
HgCapital
Hudson Advisors
Inflexion Private Equity Partners LLP
Insight Equity
InvestIndustrial
JMI Equity
KLH Capital
Kohlberg Kravis Roberts & Co
KPS Capital Partners
Lake Pacific Partners
Leonard Green & Partners
Lightbay Capital
Lindsay, Goldberg & Bessemer
Merit Capital Partners
Montefiore Investment
Morgan Stanley
New Capital Partners
Oaktree Capital Management
Old Lane
ParkerGale Capital
Patria Investimentos
Peninsula Capital Partners LLC
Platte River Equity
Private Equity Solutions
Providence Equity Partners, Inc.
Quantum Energy Partners
Resource Capital Funds
Ridgemont Partners
Riverstone Holdings
SAIF Partners
Segulah
Sentinel Real Estate Corporation
Shamrock Capital Advisors
Sheridan Production Partners
StepStone Group
Sterling Group
Stone Point Capital LLC
The Jordan Company LP
Thomas Bravo Fund
Tower Arch Capital
TowerBrook Investors
TPG Capital
Triton
TSG Capital Partners
TSG Consumer Partners LLC
Updata Partners
Varsity Healthcare Partners
Venture Capital****

Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees

EXPENSES
(10,528)
307,158
384,689
249,999
345,954
22,041
(33,112)
745,877
829,399
347,992
606,715
(35,168)
(2,345)
2,477
354,624
433,332
687,741
92,658
373,901
434,564
442,936
142,253
176,440
361,967
242,463
412,717
198,834
52,398
19,394
(40,677)
943,561
430,173
859,326
307,696
33,755
773,300
80,567
423,931
573,415
194,427
247,297
125,000
237,500
463,609
250,000
281,250
(3,652)
166,453
108,744
125,000
201,170
(12,423)
157,500
254,795
158
183,000
58,464
1,831,637
218,750
88,007
711,480
442,821
124,258
12,191
375,001
1,250,000
(41,774)
56,640
407,786
681,487
459,869
281,250
150,000
414,165
1,467,036
308,246
750,000
952,743
1,131,000
167,123
3,067,257
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EXPENSE CATEGORY

SERVICE PROVIDED

Vinci Partners
Vista Equity Partners
Warburg Pincus
Waterland Private Equity
Wayzata Investment Partners
Wind Point Partners
Total Private Equity Management**

Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees
Private Equity Management Fees

Commingled Account Public Market Management Fees
Arrowgrass Capital
Avenue Capital Group
BFAM Asian Opportunities Fund
BlackRock Institutional Trust Company
Blue Mountain Capital Management
Bridgewater Associates
Capula Investment Management
Davidson Kempner Capital Management
DE Shaw & Co
Dorsal Capital Partners
Dyal Capital Partners
Efficient
Exoduspoint Capital Management
Graham Capital Management
Graticule Asset Management Asia
Highbridge Capital Management
Holocene Advisors Fund LP
Hudson Structured Capital Management
King Street Capital Management
LibreMax Capital, LLC
Marshall Wace
Nephilia Capital Ltd
Pharo
PIMCO
PSquared Asset Management
Senator Global Opportunity
Silver Point Capital, L.P.
Standish Mellon
Stone Milliner Asset Management
TCW
Two Sigma
Voleon Capital Management
Total Commingled Account Public Market Management Fees

Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Cash Management
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees

Separate Account Public Market Management Fees
Acadian Asset Management
Alliance Bernstein
Blackrock
Dodge and Cox
Fidelity Investments
Longview Partners
Loomis Sayles & Co
Parametric
Prudential Global Investment Management (PGIM)
Wellington Trust Company
Total Separate Account Public Market Management Fees

Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees
Public Market Management Fees

Securities Lending Agent Fees
BNY Mellon Asset Servicing
Total Securities Lending Agent Fees

Securities Lending Agent Fees

Total Quarterly Charges to Funds

EXPENSES

$

(101,452)
1,425,957
1,152,602
521,560
65,799
166,667
37,309,760

$

111,651
239,895
98,527
568,701
385,686
(590,866)
3,070,222
1,877,826
4,934,232
2,432,358
529,315
(1,269,466)
914,729
955,815
868,844
16,370
2,979,291
(1,149,586)
1,149,004
1,076,597
8,446,227
578,490
3,003,259
648,207
2,189,465
490,034
30,994
98,821
16,898
489,287
1,119,719
250,000
36,560,546

$

1,227,494
(1,060,704)
1,277,182
515,931
1,194,088
(1,215,796)
589,708
405,469
125,665
2,692,802
5,751,839

$

520,958
520,958

$

112,951,950

*Fees paid to fund managers are established as percentage of the capital committed. As assets in a fund are sold, the management fees paid are
typically reimbursed from the profits of the fund.
**Expenses for private equity management fees are estimated and adjusted annually based upon committed capital or assets under management,
determined by management contract terms. Total committed capital includes management fees. All capital contributions to the limited partnership must
first be returned to the limited partners before any incentive fees are paid to the general partner.
***All costs reported are on an accrual basis except for internal operating costs which are on a cash basis of accounting. Negative expense amounts
are due to accrual adjustments and/or other miscellaneous adjustments.
****Pursuant to Wisconsin Statute Section 25.184 Venture Capital investments are recorded in aggregate.
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Private Equity Commitments*

October 2019 – December 2019
Investment

Commitment (millions)

Cortec Group Fund VII, L.P.

$50.0

Green Equity Investors VIII, L.P.

$250.0

Jade Equity Investors, L.P.

$50.0

Saros Investments, L.P.

€150.0

Shamrock Capital Content Fund II

$50.0

Turn/River Capital IV

$25.0

Volition IV

$20.0

Volition Select Fund I

$10.0

Yellow Wood Co-Invest Fortuna-B, L.P.

$40.0

Financial Services Co-Investment

$25.0

Industrials Co-Investment

$17.3

Consumer Discretionary Co-Investment

$18.0

*Includes Current Return Portfolio and Co-Investments.
1
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Private Debt Investments/Commitments

October 2019 to December 2019 (Fourth Quarter)
Investment

Investment/Commitment

WI industrial manufacturing company

$10,457,781

Total

$10,457,781

1
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Real Estate Commitments
October 2019 – December 2019
Investment

Commitment (millions)

MetWest International Venture, LLC

$109.25

BlackChamber Real Estate Opportunity Fund, LP

Total

$100

$209.25

1
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Funds Alpha Commitments*
October 1, 2019 – December 31, 2019
Investment

Commitment (millions)

Two Sigma Absolute Return

$25M

Two Sigma Risk Premia

$50M

Davidson Kempner

$20M

Voleon Investors

$37.5M

Voleon Institutional

$112.5M

Elliott Associates LP

$420M

Total

$665M

*Includes Hedge Funds and Beta One
1
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