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POLICY 
All of the CalSTRS investment portfolios and their beliefs are governed by the CalSTRS 
Investment Policy and Management Plan, Teachers’ Retirement Board Policy Manual, Section 
1000, page A-1. 

HISTORY OF THE ITEM 
The goal of drafting investment beliefs is one of the Investment Committee’s core projects for 
FY 16-17. We started with an education on investment beliefs over a year ago at the October 
2015 Teachers’ Retirement Board off-site. The project kicked off with Step 1 at the April 2016 
meeting and has been a major part of the last five meetings, including the Board off-site.  

PURPOSE 
The majority of the belief statements were approved at the November Investment Committee 
meeting.  The purpose of this item is to consider and to adopt the Investment Belief Statements 6 
and 7 as written, and debate the addition of Investment Belief Candidate 8 to the final list of 
CalSTRS Investment Beliefs. 

BACKGROUND  
The Legal Framework, Preamble and first five Investment Beliefs were approved back in 
November.  At that meeting, the Committee discussed the belief regarding ESG and Corporate 
Governance as well as a belief regarding short fall risk.  There was not clear consensus at that 
time.  Additionally, a Board Member proposed one additional belief relating to investment 
manager alignment, but there was not enough time to discuss that idea.   

While the Investment Beliefs are expected to be a living document subject to revision and 
adjustment over time, the Committee’s initial goal for FY 15-16 and continued into FY 16-17 
was to adopt a full set of initial beliefs.  The goal at this meeting is to gain a clear consensus on 
the proposed language for Investment Beliefs 6 and 7, consider the addition of Investment Belief 
8, and then complete the initial Investment Beliefs Project for this year.  Once approved these 
would be published on the web and included as part of the Investment Policy and Management 
Plan packet to the public.   
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DISCUSSION  
1) The first belief for consideration, which PCA initially proposed last spring, was discussed 

and debated during the summer survey, and again at the November Investment Committee 
meeting.  It is the concept that, as a mature pension plan with a negative cash flow, CalSTRS 
needs to manage the short-term drawdown risk.  The proposed belief states: 

 
 

Managing short-term drawdown risk can positively impact CalSTRS ability to 
meet its long-term obligations.  
 
As a system, CalSTRS is in a deficit funding position and experiences ongoing 
negative cash outflows (benefits paid out exceed contributions received during a 
fiscal year.) Given this status, the system is particularly sensitive to periods when 
its investments produce negative returns. In such situations, CalSTRS is required 
to sell assets (due to its negative cash outflow status) when asset values are 
declining. In contrast, plans that exhibit positive cash inflows can purchase at a 
discount during such periods.  
 
As a result of this sensitivity, periods of significant negative asset returns will 
actually impair CalSTRS chances of achieving its long-term funding objectives, 
even assuming investment markets will recover in later periods.  Therefore, 
CalSTRS must attentively manage short-term drawdown risk when developing the 
long-term asset allocation and when shifting or rebalancing the portfolio.  

 
 
2) The second belief under consideration, ESG / Corporate Governance, has drawn significant 

interest and feedback from direct and in-direct stakeholders.  Just prior to the November 
meeting, stakeholders offered revised language for the Committee’s consideration.  Staff and 
PCA took their input, combined it with comments from the fiduciary counsel and the draft 
belief initially developed last summer, to craft a new Beliefs Statement that staff believes 
meets everyone’s requirement and properly states CalSTRS views on ESG and Corporate 
Governance. 

 
 

Responsible corporate governance, including the management of 
environmental, social and governance (ESG) factors, can benefit long-term 
investors like CalSTRS. 
  
Proxy rights attached to shareholder interests in public companies are 
additional "plan assets" of the system.  As a largely passive long term investor, 
CalSTRS can enhance the value of its plan assets by taking a leadership role in 
promoting responsible corporate governance. 
 
CalSTRS also believes that, in addition to traditional financial metrics, timely 
consideration of material environmental, social, and governance, (ESG), factors 
in the investment process for every asset class, has the potential, over the long-
term, to positively impact investment returns and help to better manage risks. 
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3) The final proposed belief before the Committee concerns alignment of interest between the 

external investment managers and CalSTRS.  This topic was not included in the summer 
survey of the Committee so it is unclear if it achieves a high level of consensus required to be 
a Belief Statement.  However this topic became a hotly debated topic among stakeholder 
groups and others during the election season.  The recent Fiduciary Counsel guidance on the 
matter helps establish some guidance and boundaries to the depth of the alignment.  To 
assist, Fiduciary Counsel has re-written the belief statement to meet their guidance.  Overall, 
alignment of interests in our business contracts, like many issues and topics, is a common 
practice for the investment program; only the Committee can decide if it reaches the level 
warranted to be a Belief Statement.  

 
 

Alignment of interests between CalSTRS and its advisors is critical.  
 
The economic interest of CalSTRS and its external managers and advisors should 
be aligned, and transparent.  In addition, CalSTRS expects its managers and 
advisors to recognize the long-term value of CalSTRS’ investment policies 
relative to best practices, responsible corporate governance, and the impact of 
ESG-related issues on portfolio performance.    

 
 
PCA, the lead general consultant will present each of these beliefs and seek the Investment 
Committee’s consensus.  Upon final resolution the full Investment Beliefs Statement can be 
approved. 

RECOMMENDATION  
PCA and staff recommend the Investment Committee adopt Investment Beliefs 6 and 7 and 
debate Investment Belief 8 for consideration.  Pending the discussion, staff and PCA both 
recommend the Investment Committee approve the final results, incorporate these three into the 
existing Belief Statements, and consider the Investment Beliefs document for final adoption.  

The last step in the Investment Committee FY 15-16 and 16-17 Investment Beliefs / ESG policy 
work-plan project, will be the formal revision of the ESG 21-Risk Factor Policy.  At the April 
meeting, the Committee will review an initial draft ESG principle statement.  The Subcommittee 
of the Investment Committee will meet in May to finalize, make suggestions or changes, and 
then refer the final Policy to the June Investment Committee meeting for adoption.  Once 
finished, it will complete this two-part / two year Investment Committee project.  
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Date: February 20, 2017 

To: CalSTRS Investment Committee (IC) 

From: Pension Consulting Alliance, Inc. (PCA) 

CC: Allan Emkin | Neil Rue, CFA | John Linder, CFA, CPA 

RE: Investment Beliefs:  Recommended Final Action 

Background 

At its November 2016 meeting, the IC approved an initial version of a formal Investment 
Beliefs Statement (IBS).  This approved IBS includes five specific statements relating to (i) 
diversification, (ii) market efficiency, (iii) investment costs, (iv) internal management, 
and (v) the illiquidity risk premium.  Discussions at the November 2016 IC meeting, as 
well as discussions at subsequent meetings, considered three other potential Investment 
Belief Statements.  These final three remaining candidate Statements, as detailed in 
Staff’s accompanying memo are as follows: 

1. Managing short-term drawdown risk can positively impact CalSTRS’ ability to meet
its long-term financial obligations.

2. Responsible corporate governance, including the management of environmental,
social and governance (ESG) factors, can benefit long-term investors like CalSTRS.

3. Alignment of interests between CalSTRS and its advisors is critical.

Summary & Recommendation 

PCA recommends that the IC adopt the first two candidate Statements above and 
conduct final deliberations on the third candidate Statement.   

Discussion 

As discussed elsewhere throughout IBS-setting process, remaining candidate 
Statements 1 & 2 evolved out of the investment belief-setting process utilized to 
determine the other approved Statements.  In addition, there has been significant 
discussions revolving around these two beliefs: 
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• Remaining candidate Statement 1.  There are two reasons for approving this
Statement.  First, the survey process revealed a borderline favorable consensus
view:  100% of CalSTRS Staff survey participants voted in favor of the Statement,
while 7 of 11 IC members voted in favor.  Second, CalSTRS’s adoption of the 9%
allocation to the Risk Mitigation Strategies (RMS) investment class was a direct
response to the concern raised in this Statement.  This Statement is an explicit
recognition of this material change in investment strategy.  As a result, PCA
recommends its approval.

• Remaining candidate Statement 2.  There has been significant discussion and
deliberations in an attempt to settle upon the final support language for this
Statement (see Staff’s memo for final support language).  This Statement reflects
CalSTRS’ focus on corporate governance and ESG-related issues, areas where
CalSTRS is recognized as a global leader.  Because these topics are high-priority
to CalSTRS, it would be unwise to exclude this Statement from the IBS.  Since, at
this stage, the IC has addressed this Statement’s supporting language in
significant detail, PCA recommends this Statements approval and inclusion in the
IBS.

Remaining candidate Statement 3.  This Statement arose out of public comment during 
the September 2016 IC meeting and was not part of the extended investment belief 
development process.  Additional stakeholder input also took place during the IC’s 
October 2016 offsite meeting as well as subsequent meetings.   While there appears to 
be interest in further examining this Statement, there has been significant debate about 
whether this Statement should be included in the IBS at this time.  If the IC is able to 
arrive at a consensus view on this Statement at the upcoming April IC meeting, then it 
could be accepted as part of the formal IBS.  If consensus is not found, then this 
candidate Statement may be referred to the Special Subcommittee for further review 
and deliberation. 
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DISCLOSURES:  This document is provided for informational purposes only. It does not constitute an offer of securities of any of the issuers 
that may be described herein. Information contained herein may have been provided by third parties, including investment firms 
providing information on returns and assets under management, and may not have been independently verified.  The past performance 
information contained in this report is not necessarily indicative of future results and there is no assurance that the investment in question 
will achieve comparable results or that the Firm will be able to implement its investment strategy or achieve its investment objectives. The 
actual realized value of currently unrealized investments (if any) will depend on a variety of factors, including future operating results, the 
value of the assets and market conditions at the time of disposition, any related transaction costs and the timing and manner of sale, all of 
which may differ from the assumptions and circumstances on which any current unrealized valuations are based. 

Neither PCA nor PCA’s officers, employees or agents, make any representation or warranty, express or implied, in relation to the accuracy 
or completeness of the information contained in this document or any oral information provided in connection herewith, or any data 
subsequently generated herefrom, and accept no responsibility, obligation or liability (whether direct or indirect, in contract, tort or 
otherwise) in relation to any of such information.  PCA and PCA’s officers, employees and agents expressly disclaim any and all liability 
that may be based on this document and any errors therein or omissions therefrom.  Neither PCA nor any of PCA’s officers, employees or 
agents, make any representation of warranty, express or implied, that any transaction has been or may be effected on the terms or in the 
manner stated in this document, or as to the achievement or reasonableness of future projections, management targets, estimates, 
prospects or returns, if any.  Any views or terms contained herein are preliminary only, and are based on financial, economic, market and 
other conditions prevailing as of the date of this document and are therefore subject to change.   

The information contained in this report may include forward-looking statements. Forward-looking statements include a number of risks, 
uncertainties and other factors beyond the control of the Firm, which may result in material differences in actual results, performance or 
other expectations. The opinions, estimates and analyses reflect PCA’s current judgment, which may change in the future. 

Any tables, graphs or charts relating to past performance included in this report are intended only to illustrate investment performance for 
the historical periods shown. Such tables, graphs and charts are not intended to predict future performance and should not be used as 
the basis for an investment decision. 

All trademarks or product names mentioned herein are the property of their respective owners.  Indices are unmanaged and one cannot 
invest directly in an index.  The index data provided is on an “as is” basis.  In no event shall the index providers or its affiliates have any 
liability of any kind in connection with the index data or the portfolio described herein.  Copying or redistributing the index data is strictly 
prohibited. 

The Russell indices are either registered trademarks or tradenames of Frank Russell Company in the U.S. and/or other countries.  

The MSCI indices are trademarks and service marks of MSCI or its subsidiaries.  

Standard and Poor’s (S&P) is a division of The McGraw-Hill Companies, Inc.  S&P indices, including the S&P 500, are a registered trademark 
of The McGraw-Hill Companies, Inc. 

CBOE, not S&P, calculates and disseminates the BXM Index. The CBOE has a business relationship with Standard & Poor's on the BXM.  
CBOE and Chicago Board Options Exchange are registered trademarks of the CBOE, and SPX, and CBOE S&P 500 BuyWrite Index BXM are 
servicemarks of the CBOE. The methodology of the CBOE S&P 500 BuyWrite Index is owned by CBOE and may be covered by one or more 
patents or pending patent applications. 

The Barclays Capital indices (formerly known as the Lehman indices) are trademarks of Barclays Capital, Inc. 

The Citigroup indices are trademarks of Citicorp or its affiliates. 

The Merrill Lynch indices are trademarks of Merrill Lynch & Co. or its affiliates. 

FTSE is a trademark of the London Stock Exchange Group companies and is used by FTSE under license. All rights in the FTSE indices and/or 
FTSE ratings vest in FTSE and/or its licensors. No further distribution of FTSE data is permitted with FTSE’s express written consent.  
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DRAFT CalSTRS Investment Beliefs 
 

LEGAL FRAMEWORK 
Under California Constitution, Article 16, Section 17, and the California 
Education Code, Part 13 Teachers Retirement Law, Chapter 4, Section 22250: 

The board has plenary authority and fiduciary responsibility for investment of 
moneys of the retirement system, and the sole and exclusive fiduciary 
responsibility over the assets of the retirement system. The board shall also 
have sole and exclusive responsibility to administer the system in a manner 
that will assure prompt delivery of benefits and related services to the members 
and their beneficiaries.  

The assets of the retirement system are trust funds and shall be held for the 
exclusive purposes of providing benefits to participants in the pension or 
retirement system and their beneficiaries, minimizing employer contributions, 
and defraying reasonable expenses of administering the system.   

The board shall discharge its duties with respect to the system with the care, 
skill, prudence, and diligence under the circumstances then prevailing that a 
prudent person acting in a like capacity and familiar with these matters would 
use in the conduct of an enterprise of a like character and with like aims.  The 
board shall diversify the investments of the system so as to minimize the risk 
of loss and to maximize the rate of return, unless under the circumstances it is 
clearly not prudent to do so. 

The board’s duty to its members and their beneficiaries shall take precedence 
over any other duty.  

PREAMBLE 
Consistent with these Constitutional and statutory prescriptions, CalSTRS has 
broad discretion over the investment of the assets of the fund. These 
Investment Beliefs provide a foundational framework to all of CalSTRS’ 
investment decision-makers to invest in a manner that reflects CalSTRS’ 
unique view of the global investment markets and its vision for participating in 
these markets to accomplish its fiduciary goal. In this respect, these Investment 
Beliefs should help to guide CalSTRS’ policy leaders and other decision 
makers to develop appropriate policies, procedures, and investment plans for 
CalSTRS’ assets.  
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APPROVED BELIEF STATEMENTS 

 

 
Belief 1 – Diversification Benefits 

Diversification improves the risk-adjusted profile of an investment portfolio. 

 

Belief 2 – The Global Public Investment Markets are Largely, but Not Completely, Efficient. 

Historically, a large percentage of the CalSTRS portfolio has been passively or semi-passively 
managed, approximating 80% of publicly-traded assets.  In today’s internet era, information is 
processed rapidly at very low cost and acted upon quickly by millions of market players.  As a 
result, there is significant academic and practitioner experience indicating the difficulty in 
outperforming passive management after fees.  In light of this competitive dynamic, there are 
certain segments of the markets where information processing is more challenging and costly.  In 
these areas astute and well-resourced investors (such as CalSTRS) can utilize unique investment 
styles and methods to generate net-of-fee returns in excess of those available to a passive buy-
and-hold market exposure. 

 

Belief 3 – Long-term Benefits of Managing Investment Costs. 

Investment costs, if not managed appropriately, can have a significant (rather than frictional) 
impact upon overall portfolio performance.  CalSTRS, as a large-scale investor, should focus on 
measuring, monitoring, and minimizing all relevant investment costs. 

 

Belief 4 – Internal Management is a Critical Capability. 

In contrast to other investors, CalSTRS commands significant resource flexibility to enable it to 
execute its investment activities internally.  Where feasible, CalSTRS should seek to utilize 
internal management to best harness and direct its resources. 

 

Belief 5 – CalSTRS can potentially capture an illiquidity risk premium. 

Illiquid investments offer investors a return premium due to the inability to quickly buy or sell (or 
convert such assets to cash) as quickly as liquid or freely traded assets.  CalSTRS believes it can 
capture this risk premium by investing in real estate, private equity and other similar assets. 
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REMAINING CANDIDATE BELIEF STATEMENTS 
   

 

Candidate Belief 6 – Managing short-term drawdown risk can positively impact 
CalSTRS’ ability to meet its long-term financial obligations. 

As a system, CalSTRS is in a deficit funding position and experiences ongoing negative cash 
outflows (benefits paid out exceed contributions received during a fiscal year).  Given this 
status, the system is particularly sensitive to periods when its investments produce negative 
returns.  In such situations, CalSTRS may be required to sell assets (due to its negative cash 
outflow status) when asset values are declining.  In contrast, plans that exhibit positive cash 
inflows can purchase at a discount during such periods.   As a result of this sensitivity, periods 
of significant negative asset returns will actually impair CalSTRS’ chances of achieving its 
long-term funding objectives, even assuming investment markets will recover in later periods. 

  

 

Candidate Belief 7 – Responsible corporate governance, including the management of 
environmental, social and governance (ESG) factors, can benefit long-term investors like 
CalSTRS. 

Proxy rights attached to shareholder interests in public companies are additional "plan assets" 
of the system.  As a largely passive long term investor, CalSTRS can enhance the value of its 
plan assets by promoting responsible corporate governance. 

 

CalSTRS also believes that, in addition to traditional financial metrics, timely consideration of 
material environmental, social, and governance, (ESG), factors in the investment process for 
every asset class, has the potential, over the long-term, to positively impact investment returns 
and help to better manage risks. 

  

 

Candidate Belief 8 – Alignment of Interests between CalSTRS and its Advisors is Critical. 

The economic interests of CalSTRS and its external managers and advisors should be aligned, 
and transparent.  In addition, CalSTRS expects its managers and advisors to recognize the 
long-term value of CalSTRS' investment policies relative to best practices, responsible 
corporate governance and the impact of ESG-related issues on portfolio performance. 
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