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Pension Portfolio Construction Paradigm

 The actuarially-assumed target rate of return is the starting point. For 
NM PERA,  it is 8.0%.

 Allocate investment into assets that will achieve that return, but assume 
the inherent risks of those assets.  

 Construct a diversified asset allocation (asset mix) by using capital 
market assumptions and economic forecasts.

 Seek to reduce portfolio volatility by diversifying return streams: invest 
in non/low correlated assets.

 The goal is an optimal risk/reward balance, given certain risk tolerance 
levels.
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Pension Risk Framework

Source: 
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RV Kuhns Capital Market Assumptions
(10-year Annualized)
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Asset Class Correlation Matrix
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Capital Market Assumptions

 Capital Market (CM) assumptions (in the form of a ―set‖ 
of risk, return, and correlation parameters for every 
asset class) are the most pervasively used tools in the 
management of institutional portfolios.

 The asset class behaviors that CM assumptions estimate 
—risk, return, and correlation—are widely accepted as 
the most powerful drivers of the total fund return over 
the long run.

 Hence, the mix of asset classes (and the risk, return, and 
correlation associated with each) are the most powerful 
drivers of total fund return over the long run.
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Putting it all Together…



…results in an Efficient Frontier
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Efficient 
Frontier  -
The Optimal 
Portfolio

March 31, 2010

9



2011 Efficient Frontier
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2011 
Efficient 
Frontier –
The Optimal 
Portfolio

Comparison of PERA 
Portfolio Actual
Allocations:

2005, prior to 
allocation to 
alternative 
investments

2009, 13.5% 
allocation to 
alternative 
investments

2011, 19% allocation 
to alternative 
investments
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PERA Fund Asset Allocation
March 31, 2011
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PERA’s Policy Benchmarks
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Conclusion
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 The PERA Fund is diversified across non-correlated asset classes both 
passively and actively managed.  The asset and management mix is 
designed to achieve risk-adjusted returns sufficient to meet the 
actuarial target rate of return over the long term.

 Capital market assumptions (10 year annualized) and the Fund’s 
efficient frontier are updated annually.

 An asset/liability study will be conducted by RV Kuhns in late 2011, 
following the completion of the FY11 actuarial study.

 On July 28th, the PERA Board will take action on an Actuary 
recommendation to reduce the target rate of return assumpti0n to 
7.75% from 8.0% 
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Appendix



How is PERA’s Investment Performance Evaluated?

The Board compares total fund performance in two ways:

 Relative to a benchmark to evaluate how the Plan is 
performing compared to its stated target (which changes over 
time).

 Relative to peers to evaluate how the Plan is performing 
compared to other funds of similar type and size, and to 
understand best practices among the peers.

• PERA’s Total Fund return is compared to the All Public Plans > $2 billion peer universe.
• It is important to note that the interim and long-term target allocations of peer public 

plans may differ from PERA’s targets, leading to different  performance results.

16



PERA Fund Performance Relative to Benchmarks
(Interim Custom & Long-Term Target)
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PERA Fund Performance Relative to Peers
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PERA Custom Index Definitions
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