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Asset Class Assumptions Update

Risk (%)
2012 Q3 Change 2012
ACA 2012 vs YE ACA

Investment Categories:
U.S. Stocks 7.50                  7.50                  ‐                    17.00               
Dev ex‐U.S. Stocks 7.50                  7.50                  ‐                    18.00               
Emerging Mkt Stocks 7.50                  7.50                  ‐                    26.00               
Global Stocks 7.80                  7.80                  ‐                    17.05               
Private Markets  10.25                10.25                ‐                    27.50               
Cash Equivalents 1.50                  1.65                  0.15                  1.25                 
Core Bonds 2.85                  2.55                  (0.30)                5.00                 
LT Core Bonds 3.20                  2.70                  (0.50)                10.00               
TIPS 1.65                  1.35                  (0.30)                6.00                 
High Yield Bonds 5.45                  4.80                  (0.65)                10.00               
Non‐U.S. Bonds (Hdg) 2.50                  2.20                  (0.30)                3.50                 
U.S. RE Securities 5.05                  5.30                  0.25                  15.00               
Private Real Estate 5.80                  6.05                  0.25                  12.25               
Commodities 4.00                  4.45                  0.45                  13.00               
Real Asset Basket 5.85                  6.00                  0.15                  7.75                 

Inflation: 2.00                  2.45                  0.45                  1.75                 

Returns minus Inflation:
U.S. Stocks 5.50                  5.05                  (0.45)               
U.S. Bonds 0.85                  0.10                  (0.75)               
Cash Equivalents (0.50)                (0.80)                (0.30)               

Stocks minus Bonds: 4.65                  4.95                  0.30                 

Bonds minus Cash: 1.35                  0.90                  (0.45)               

Total Return (%)



The “Fiscal Cliff ”
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• Refers to the combined effect of tax increases and automatic spending cuts 
that are part of current U.S. law

• Scheduled to go into effect at the end of the year

• Mandated in part within the Budget Control Act of 2011, which resulted from 
the debt ceiling increase negotiations 

• CBO estimates that if no changes are made to current law:

• Federal budget deficit slashed by $607bil (~ 4% of GDP) between 
FY 2012 and FY 2013

• Unemployment would rise by almost 1%



Tax Increases

• Tax cuts of 2001/’03/’09/’10 and AMT are set to expire at year-end

• Would raise rates on all income tax levels, estate taxes, capital gains (from 15% to 
20%) and dividend income (from 15% to the marginal rate)

• Collectively expected to cut the 2013 deficit by $221bil

• Middle Class Tax Relief and Job Creation Act of 2012, also set to expire at year-end

• Expiration of the 2% cut in the Social Security payroll tax (from 4.2% to 6.2%)

• First introduced in Jan. 2011, expected to raise $95bil in revenue
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• Partial expensing of investment 
property and R&D tax credit will 
expire ($65bil in revenue)

• Affordable Care Act provisions 
include a 3.8% additional 
investment income tax on 
$250,000+ income earners 
(effective Jan. 2013, $18bil in 
revenue)



Automatic Spending Cuts

• Budget Control Act of 2011

• “Sequestration” designed to pre-set cuts in discretionary and mandatory spending

• Result of “Super Committee’s” failure to reach an agreement on cuts in 2011

• Half of the scheduled annual cuts will come from the national defense budget

• Expected to slash spending by $65bil in FY 2013 and additional $41bil by 2021 

• Eligibility for extended unemployment benefits set to expire in Jan. 2013 ($26bil less in 
government spending)
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• “Medicare Doc Fix,” reduce 
Medicare payments to doctors 
(savings of $11bil)

• Other revenue and spending cuts 
expected to reduce the deficit by 
$105bil between FY 2012 and FY 
2013
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Economic Review

Data sources:  Bureau of Economic Analysis, Bureau of Labor Statistics, Federal Reserve Bank of St. Louis, Barclays Capital
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Unemployment Rate and Job Growth/Loss

Job Growth (Loss) Unemployment Rate

September 30, 2012
CPI (all items)
Seasonally adjusted Sep-12 0.6 3-Month 1.2

Aug-12 0.6 12-Month 2.0
Jul-12 0.0 10-Yr Annual 2.5

Breakeven Inflation 10-Year 2.5

Consumer Sentiment Sep-12 78.3
Unv. of Michigan Survey Aug-12 74.3

1-Yr Ago 59.5 10-Yr Avg 79.1

Manufacturing Sep-12 51.5 Change in Manufacturing Sector
Inst. for Supply Mgmt Aug-12 49.6 >50 Expansion
Purchasing Mngrs' Idx 1-Yr Avg 52.2 <50 Contraction
Note:  Seasonally adjusted CPI data is utilized to better reflect short-term pricing activity.

Monthly Change Cumulative Change
Key Economic Indicators



Employment Conditions

• Unemployment continues to 
improve

• “Official” unemployment = 7.8%, 
broader measure (U6) = 14.7%

• Current difference in terms of 
individuals is 11.1 million

• Average unemployment duration 
remains elevated

• Long-term average for the 50-year 
period included to the right is 15.6 
weeks
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Source:  Bureau of Labor Statistics
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U.S. Capital Markets:  Equity

Data sources:  Wilshire Compass, Wilshire Atlas
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Growth vs. Value

QTD Excess Return Rolling 3-Year Excess Return

September 30, 2012 Qtr Ytd 1 Yr 3 Yr 5 Yr 10 Yr
Wilshire 5000 6.2 15.9 29.9 13.2 1.3 8.7
Wilshire U.S. Large Cap 6.3 16.0 29.6 13.1 1.1 8.3
Wilshire U.S. Small Cap 5.2 15.2 32.4 14.4 3.8 11.9

Wilshire U.S. Large Growth 6.3 17.8 30.4 13.1 2.7 8.5
Wilshire U.S. Large Value 6.2 14.2 28.7 13.0 -0.6 7.9
Wilshire U.S. Small Growth 5.2 13.7 29.2 15.1 4.0 12.7
Wilshire U.S. Small Value 5.1 16.5 35.3 13.6 3.5 11.0

Wilshire REIT Index -0.2 14.7 32.4 20.7 1.7 11.4
MSCI USA Minimum Volatility Index 3.2 12.3 23.9 14.5 3.3 7.6
FTSE RAFI U.S. 1000 Index 6.5 14.7 28.9 11.7 2.3 n.a.
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Returns by Quality Segment

Lower quality names have lead the market for 2012, in aggregate

Data sources:  Wilshire Atlas

 (25.00)

 (20.00)

 (15.00)

 (10.00)

 (5.00)

 -

 5.00

 10.00

 15.00

 20.00

 25.00

3Q 12 2Q 12 1Q 12

To
ta

l R
et

u
rn

 (
%

)

Return by S&P Quality Rating

A+ A A- B+ B B- C / D



Growth in Earnings per Share

Exiting credit crisis, earnings growth was driven by significant margin 
improvements – although this appears to be reaching a ceiling
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Source:  J.P. Morgan Asset Management
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U.S. Capital Markets:  Fixed Income

Data sources:  Wilshire Compass, Barclays Capital, U.S. Treasury

September 30, 2012 Qtr Ytd 1 Yr 3 Yr 5 Yr 10 Yr
Barclays Aggregate Bond Index 1.6 4.0 5.1 6.2 6.5 5.3
Barclays Treasury Index 0.6 2.1 3.0 5.4 6.2 4.8
Barclays Gov't-Related Index 1.6 4.3 5.1 5.3 6.1 5.0
Barclays Securitized Index 1.3 3.1 4.2 5.6 6.2 5.2
Barclays Corporate IG Index 3.8 8.7 10.8 9.1 8.1 6.6

Barclays LT Gov't/Credit Index 3.1 8.3 11.1 12.5 10.9 8.1
Barclays Long-Term Treasury Index 0.2 4.4 6.3 12.0 11.1 7.7
Barclays U.S. TIPS Index 2.1 6.2 9.1 9.3 7.9 6.6
Barclays High Yield Index 4.5 12.1 19.4 12.9 9.3 11.0
Treasury Bills 0.0 0.1 0.1 0.1 0.7 1.8
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High Yield by Quality

Data sources:  Barclays Capital

September 30, 2012 Weight Qtr Ytd 1 Yr 3 Yr
Barclays High Yield Index 100% 4.5 12.1 19.4 12.9

Quality Distribution

Ba U.S. High Yield 38.5% 4.4 11.5 17.7 12.6
B U.S. High Yield 43.7% 4.4 11.5 18.7 11.9
Caa U.S. High Yield 16.1% 4.8 14.5 24.2 13.6
Ca to D U.S. High Yield 1.4% 9.3 21.3 34.0 17.0
Non-Rated U.S. High Yield 0.3% 8.5 20.1 31.0 15.3
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Non-U.S. Capital Markets

Data sources:  Wilshire Compass, MSCI Barra
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September 30, 2012 Qtr Ytd 1 Yr 3 Yr 5 Yr 10 Yr
MSCI ACWI ex-US ($g) 7.5 10.8 15.0 3.6 -3.7 10.3
MSCI EAFE ($g) 7.0 10.6 14.3 2.6 -4.8 8.7
MSCI Emerging Markets ($g) 7.9 12.3 17.3 6.0 -1.0 17.4
MSCI Frontier Markets ($g) 7.4 6.0 4.0 -1.0 -9.2 9.5

MSCI EAFE Minimum Volatility Idx 7.2 11.6 13.5 6.9 0.8 11.4
FTSE RAFI Developed ex-US Index 7.4 7.9 10.9 -0.9 -4.5 n.a.

JPM Non US Global Bond 4.0 3.7 3.5 4.7 7.1 7.5
JPM Non US Global Bond Hedged 1.8 4.4 5.2 4.7 5.2 4.6
JPM EMBI Global 6.8 14.7 20.6 12.3 10.3 12.5

Euro vs. Dollar 1.4 -0.9 -4.1 -4.2 -2.0 2.6
Yen vs. Dollar 2.6 -1.1 -0.9 4.8 8.1 4.6
Pound vs. Dollar 3.0 3.9 3.7 0.3 -4.5 0.2



European Debt Issues

• Attention has turned to economies 
much larger than Greece, such as 
Spain and Italy

• Spreads have come down during 
the quarter

• Germany and France are among 
the top 5 economies across the 
globe
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Source:  Barclays Capital, International Monetary Fund
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Global Government Spending

Emerging Market countries are in a better position to provide further fiscal stimulus

Data sources:  International Monetary Fund
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Real Assets

Data sources:  Wilshire Compass, National Council of Real Estate Investment Fiduciaries

September 30, 2012 Qtr Ytd 1 Yr 3 Yr 5 Yr 10 Yr

Barclays U.S. TIPS Index 2.1 6.2 9.1 9.3 7.9 6.6
Dow Jones UBS Commodity Index 9.7 5.6 6.0 5.3 -3.0 5.2
Global Public Real Estate* 3.3 18.9 30.5 17.4 0.2 12.4
NCREIF Property Index 2.3 7.8 11.0 10.9 2.3 8.3
NCREIF Timberland Index 0.8 1.7 2.2 -0.5 3.3 7.6
Alerian MLP Index (Oil & Gas) 8.9 8.5 26.2 25.1 14.0 17.3
*  Wilshire Global Real Estate Securities from June 2002 to December, 2004.  Wilshire
   Global REITs from 2004 to present.

-1.00%

0.00%

1.00%

2.00%

3.00%

4.00%

5.00%

6.00%

7.00%

8.00%

9.00%

V
al

u
at

io
n

 M
ea

su
re

Real Estate Valuation

NPI Current Value Cap Rate Wilshire RESI E/P Ratio

-30.0

-25.0

-20.0

-15.0

-10.0

-5.0

0.0

5.0

10.0

15.0

20.0

25.0

R
et

u
rn

 (
%

)

NCREIF Property Index Return

Appreciation Income Total Return



17

Private Equity Assets Under Management

Source:  Preqin
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Commercial Property  (as of Q2 2012)

Source:  CB Richard Ellis

Office Retail
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Real Estate Fundraising

Source:  Preqin
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Infrastructure

Source:  Preqin



21

Hedge Fund Performance

Data sources:  Wilshire Compass

September 30, 2012 Qtr Ytd 1 Yr 3 Yr 5 Yr 10 Yr

DJ CS Hedge Fund Index 3.3 5.6 6.4 5.6 2.3 6.9
Event Driven Index 3.6 7.2 7.9 4.8 2.0 8.2
Global Macro Index 3.1 3.3 3.9 8.4 6.7 9.8
Long/Short Equity Index 3.7 6.0 8.1 3.2 1.0 6.9
Multi-Strategy Index 3.5 8.2 9.6 7.5 3.1 7.1

Wilshire 5000 6.2 15.9 29.9 13.2 1.3 8.7
MSCI ACWI ex-US ($g) 7.5 10.8 15.0 3.6 -3.7 10.3
Barclays Aggregate Bond Index 1.6 4.0 5.1 6.2 6.5 5.3
Dow Jones UBS Commodity Index 9.7 5.6 6.0 5.3 -3.0 5.2

DJ CS Hedge Fund 
Index
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