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MINUTES 
 

INVESTMENT COMMITTEE MEETING 
MARIN COUNTY EMPLOYEES’ RETIREMENT ASSOCIATION 

 
One McInnis Parkway, 1st Floor 

Retirement Board Chambers 
San Rafael, CA 

 
June 10, 2009, 11:00 A.M. 

 
 
EVENT CALENDAR 11:00 A.M. Investment Committee Meeting 
 
CALL TO ORDER Chair Richardson called the meeting to order at 11:25 A.M. 
 
ROLL CALL   Present: Arrigoni, Bolger, Gladstern, Haim, Hufford, Phillips, 

Richardson, Smith, Sweet 
 

 Absent: None 
 
A. INVESTMENT MANAGER ANNUAL REPORTS  
 

Investment consultant Jim Callahan introduced Uvan Tseng who has joined the MCERA 
team at Callan.  
 
Callahan stated that 2009 started off in the same way 2008 ended, as a very difficult market. 
Markets showed improvement in March, with the international market up 25% in the second 
quarter after EAFE returned -13.9% in the first quarter, underperforming the US Market 
which as down -11%. 
 
Over the past ten years, international outperformed the domestic market, while over the last 
fifteen years the U.S. had superior returns.  
 
Callahan pointed out that there was no significant difference in the international growth and 
value indices, and that diversification provided little value added in the prior year since all 
sectors performed poorly.  
 
Trustee Smith inquired regarding risk-based investing and Callahan said he would come 
back to that topic after the presentation. Small capitalization stocks lagged large 
capitalization stocks but over time they normally outperform. Emerging markets had a good 
first quarter after lagging in performance over the past year. Callahan said it was difficult to 
avoid the market decline and while avoiding some of the bad financial names helped returns  
were still negative.  The international portfolio ending March 31 is down -42.6%, but the 
benchmark was down -46.5% so MCERA outperformed the benchmark and ranked in the 
14th percentile relative to other public funds.  Over the past  three years MCERA ranked in 
the 13th percentile. 
 
Callahan commented on the importance of understanding market environments in order to 
put managers’ performances into perspective.  For example Morgan Stanley’s portfolio lags 
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market rallies and follows during market declines. MS International is a conservative 
manager with a value discipline and cash flow is one of their key metrics, he noted.   
 
Callahan said that Artisan is an international growth manager and while it is down -45.2%, it 
outperformed the index and ranked in the top half of their peer group. They were 
underweight financials and healthcare, which outperformed. Approximately 16% of the 
portfolio is allocated to emerging markets was beneficial in earlier years.   
 
Callahan commented favorably on Morgan Stanley’s performance. Although they were 
down -32% in 2008, their relative performance was good.   
 
Although AXA Rosenberg has not met objectives, Callahan stated he remained comfortable 
with the firm.  Pyramis Global Advisors has added significant value since their inception 
with MCERA.  AXA is a quantitative manager with moderate sector bets and financials is 
their largest sector.    
 
In response to an inquiry from Trustee Bolger regarding small cap valuations, Callahan 
stated that the custodian determines the valuation. Bolger mentioned that Evergreen Funds 
was in a law suit due over valuation and Callahan agreed to contact the custodian for further 
information.  
 
Callahan stated that he was comfortable with the current manager lineup. He also noted that 
in response to the current market turmoil, some managers have laid off administrative staff, 
but in general, not investment staff.  

  
1. Clifton Group – Futures Overlay   
 

Jack Hanson, Chief Investment Officer, explained that Clifton overlays the 
portfolio’s residual cash with futures to enhance returns, as well as a way to 
rebalance portfolios in a cost-effective manner.  
 
Hanson stated that overlaying cash can increase returns over time. In the future, an 
emerging markets futures contract could be a viable option if an emerging market 
exposure is desired.  
 

2. Artisan Partners – Large Cap International – Growth 
  

 Laurie Johnson, Managing Director, reported that Artisan Partners was able to lower 
costs during the market downturn by trimming staff in operational areas, but assured 
Trustees that investment staff remained intact.  The portfolio declined -45% for the 
year ended March 31 versus EAFE, which was down -46%.  In 2009 performance 
began to improve.  

 
 The portfolio is concentrated and is comprised of sixty-six positions with strong 

representation in consumer staples, and fewer positions in financial stocks, due to 
expected continued volatility. Johnson confirmed emerging market stocks were 
recently a major driver. 
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3. Pyramis Global Advisors – Small Cap International 
 

Pyramis’ funds under management declined from $157 billion to $113 billion due to 
recent market corrections. Unlike Artisan Partners, Pyramis invests in developing 
markets but not the emerging market segment.  
 
 Pyramis differs from Artisan in that they invest in developing markets but not 
emerging. The strategy is region and sector neutral. Pyramis often invests in names 
that are not well known but are believed to represent good long term value. 
 
The basic theme is to use bottoms-up stock selection globally as opposed to a top-
down approach. Quarter to date the performance is up 29.5% which lags the 
benchmark by 110 basis points.  

  
4. Morgan Stanley – Large Cap International – Value 
 

Teri Martini of Morgan Stanley reported that over the last nine months the firm took 
significant steps to rebuild capital.  The firm accepted TARP funds will remit these 
funds shortly, as they are in a stronger financial position now than last year.  
 
Due to the defensive nature of the portfolio it underperforms during up periods and 
conserves capital during downturns. The portfolio declined -37% vs the benchmark 
decline of -46%, in line with expectations.  One sector which was underweighted 
was financials and that helped relative performance.  Technology and consumer 
discretionary exposure has been reduced due to valuations, and a correction in the 
capital goods sector is expected. De-leveraging could take as long as 10-15 years 
during which time consumer staples should benefit. 
 

5. AXA Rosenberg – Small Cap International 
 
Lawrence Remstedt of AXA reported that the portfolio team focuses on earnings to 
drive securities selection.  Assets have decreased with the market decline.  However 
there have been no layoffs in the history of the firm and the firm is financially sound.   
 
Securities losses with Mellon were incurred but the impact on the firm was not 
material. Quantitative valuation modeling is performed frequently to develop fair 
market values for various securities and an earnings forecast. The current analysis 
shows a bias toward cash and away from financials.  Within the income statement 
unique earnings can be identified.  The active positions in the portfolio have a great 
deal of latent value based on this analysis.  Future earnings are forecast and are very 
accurate over time. At the current time, the software and telecommunications sectors 
are favored. Return quarter to date is -5%. 2008 ended slightly above the benchmark.   
 
Small-cap stocks are more deeply undervalued at this time than large caps.  As the 
market begins to focus on valuation and earnings, performance is expected to 
improve.  
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B. INVESTMENT CONSULTANT QUARTERLY REPORT 

For period ending March 31, 2009 
 
At present, the allocation of domestic equity is 7% below the 45% target and international 
equity is 2% below target.  Fixed income is 4% above and real estate is 6% above target.  
Since the close of the March quarter allocations have come into closer alignment with target 
allocations and remain close to targets despite the temporary suspension of rebalancing due to 
volatility.  
 
With regard to protecting against a decline in the US dollar and potential inflation, Callahan 
stated that it is the consensus view that a period of inflation is likely. The real estate allocation 
is a hedge against inflation.  As we move into 2010 Callahan said it is reasonable to explore 
other inflation hedges.   
 
Introduction of leverage was discussed. Over the short term inflation is negative for equities 
and bonds, and introduction of an inflation hedge such as TIPS or commodities, or possibly 
natural resource equities should be considered in the near future.   
 
Callahan stated his belief that there is a lot of potential down side to the market, the economic 
outlook is poor, and there is skepticism about the sustainability of the current market rally as 
unemployment numbers continue to disintegrate. He suspects consumers will continue to 
tighten their spending, noting that recovery after the Great Depression took many years as did 
Japan’s recovery. He opined that it was better to remain cautious. 
 
Trustee Smith inquired whether any of Callan’s clients were following Europe’s lead to invest 
in alternative energy and clean technology. Callan responded that he was not aware of any 
movement in that direction but that it was an emerging topic for discussion.  It was agreed to 
refer the topic to the Education Committee for a future workshop. 
 
The returns since March look good for many of the managers, Callahan reported.  Large cap 
manager Dodge & Cox has underperformed but is recovering.  RCM year-to-date looks good 
and BGI has announced they intended to sell their ETF division.  There have been issues 
about discontent among prospective buyers.  The likely buyer is Black Rock, and Callan will 
continue to monitor the situation, and reported that Barclays was placed on watch list in 
February due to underperformance. Callahan did not believe replacement of Barclays was 
necessary at this time.  
 
Although Mazama remains on watch list, it has rebounded off the market bottom, returning 
+15% above the index. Morgan Stanley’s team has been operating independently for a long 
time and that has been an advantage as they have been insulated from the larger firm’s 
difficulties.  Callan will monitor MS’s performance in light of the recent changes in location 
of the portfolio’s principals.  
 
Performance in the fixed income segment has suffered recently but is recovering.  Wellington 
is 4% ahead of their benchmark and Western is 6.5% ahead of the benchmark.  Western Asset 
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is on the watch list due to health problems of their CIO. Callahan noted that recently the firm 
recently hired some impressive talent, which was a positive development. 
 
Performance at ING has lagged due to the use of leverage in the portfolio. RREEF is in a dire 
predicament and they are attempting to recapitalize $1 billion in debt into preferred equity in 
order to keep the firm going.   Based on current information there are no existing equity 
holders who are willing to commit more capital, so they are going to lenders.  By the end of 
June and into July there will be more clarity regarding their future. The board will need to 
consider accepting an increase in the loan-to-value ratio which Callahan recommends. The 
other issue is the closing of the fund to redemptions.  As the current environment is a poor 
time to liquidate assets, Callahan recommends working with the firm on these issues.  The 
value of the MCERA investment is currently $6.5 million.   The assumed value is $0. 
 
Trustee Haim voiced concern about the decrease in value and suggested the board consider 
legal action. It was suggested that the portfolio value be amended to show a $0 valuation. 
Trustee Arrigoni stated that engaging an attorney at this juncture was questionable since the 
value of the portfolio was already $0. Callahan stated that he should have recommended 
liquidating assets when the debt level reached $1 billion, although redemption may not have 
been possible.  
 
First Quadrant is on watch list and their performance has not improved.  Callahan 
recommended that he, the Administrator and a board member conduct a due diligence visit to 
the firm to discuss how they plan to improve performance.  Callahan said he would have a 
report on Oppenheimer Capital in the near future.  Numeric has also has suffered from 
performance declines recently. 
 
Callahan provided an overview of government investments created recently to stimulate the 
economy, indicating that some might present investment opportunities for MCERA.  The 
TALF employs leverage to generate attractive internal rates of return on the order of 15%.  
Callahan expects to make a presentation regarding these potential investments, possibly at the 
September Strategic Workshop.  International equity is beginning to focus on emerging 
markets.  This year the group has rebounded but remains highly volatile.  MCERA has limited 
exposure to this sector through its international managers but there is no dedicated exposure.  
Callahan said that the other advantage of having a dedicated emerging-market manager is that 
there would be more thorough research. 
 
 

C. OPEN TIME FOR PUBLIC EXPRESSION 
None 
 

There being no further business the meeting adjourned at 4:28 P.M. 
 
 

________________________________  ________________________________ 
Gerald Richardson, Chair   Attest: Charnel Benner, Administrator  


