
Investments and Finance Sub-Committee 
Monday, February 12th, 2024 at 10:00 a.m. 

124 West Capitol Avenue, Suite 400, Little Rock 72201 

Hybrid Meeting: Arkansas Public Employees’ Retirement System Board Room and Video Conference 
_________________________________________________________________________________ 

AGENDA

1. Real Estate Options Update

2. Request for Qualifications for Securities Litigation Firms

3. Fixed Income and Domestic Equity Update

4. DROP Rate



Property Review 
Own vs. Lease
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Investments and Finance Sub-Commitee 
February 12, 2024 

APERS 2024 Request for Qualifica�ons – 
Securi�es Li�ga�on Counsel 
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*new submissions for 2024 RFQ

1. Barrack Rodos & Bacine*
2. Berger Montague PC
3. Berman Tabacco*
4. Bernstein Liebhard LLP and Quinn Emanuel Urquhart & Sullivan, LLP
5. Bernstein Litowitz Berger & Grossmann LLP
6. Bleichmar Fon� & Auld LLP
7. Block & Leviton LLP
8. Cohen Milstein Sellers & Toll PLLC
9. DiCello Levit LLP*
10. Kaplan Fox and Kilsheimer LLP
11. Kessler Topaz Meltzer & Check, LLP
12. Labaton Keller Sucharow LLP
13. Lieff, Cabraser, Heimann & Bernstein, LLP
14. Nix Paterson, LLP
15. Pomerantz LLP
16. Robbins Geller Rudman & Dowd LLP*
17. The Rosen Law Firm, P.A.
18. Saxena White P.A.*
19. Scot + Scot Atorneys at Law LLP
20. Wolf Haldenstein Adler Freeman & Herz LLP
21. Wolf Popper LLP

APERS 2024 REQUEST FOR QUALIFICAITONS 
SECURITIES LITIGATION COUNSEL 

RESPONSES 
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APERS Investment Finance Subcommittee 

February 12, 2024

Investment Finance Subcommittee, Feb. 12, 2024

APERS Fixed Income &
Domestic Equity Analysis
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* adopted February 2022

APERS Strategic Asset Allocation

Investment Finance Subcommittee, Feb. 12, 2024

The 2 Largest Asset Classes in the Portfolio
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APERS Fixed Income Analysis

Investment Finance Subcommittee, Feb. 12, 2024 8



• The purpose of the analysis was to conduct a deep analysis of the overall structure of
the Fixed Income Portfolio which has not changed in the past 15 years

• The Fixed Income asset class is the second largest asset class in the portfolio

• CONCLUSION:
➢ The Fixed Income asset class should be restructured.
➢ The recommendation is to

❖ reduce the exposure to Core Plus
❖ add High Yield,
❖ add Private Credit

• The fund can achieve higher expected returns, with less volatility/risk.

APERS Fixed Income Analysis
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The Complete Fixed Income Horizon

Public Markets
APERS Fixed Income Managers

Private Markets
APERS has zero exposure
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How is APERS currently invested?

APERS Fixed Income Portfolio, 11/30/2023
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How does APERS compare to the Index?
3.88%1.20%

3.46%

3.88%

7.36%

20.21%

1.89%

0.51%

4.76%

24.54%

Public Markets
APERS Fixed Income Managers

APERS Fixed Income Portfolio, 11/30/2023
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APERS Feb 2023 Return/Risk Expectations

Actual Nov 2023 Risk/Return Data

Can APERS increase expected return and decrease risk?

*APERS Fixed Income Portfolio, 11/30/2023
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Yes, the Risk/Return Expectations could improve 

Can APERS increase expected return and decrease risk?
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Compelling Assumptions for High Yield & Private Credit
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PGIM Core Plus

PGIM Core Plus

MacKay Core Plus

MacKay Core Plus

DoubleLine Core Plus
DoubleLine Core Plus

P.C. Div.

T-bills

MacKay High Yield

Treasuries

Current
Propose a more Diversified

Fixed Income Allocation

Proposal is to Structure a more diversified portfolio

Investment Finance Subcommittee, Feb. 12, 2024 16



Proposal would also improve the Risk/Return expectations

Investment Finance Subcommittee, Feb. 12, 2024 17



APERS Domestic Equity Analysis

Investment Finance Subcommittee, Feb. 12, 2024 18



• The purpose and goal of the analysis was to conduct a deep analysis of the overall
structure of the portfolio and to note any structural differences or concerns.

• The Domestic Equity asset class is the largest asset class in the portfolio and is
the main driver of returns in the portfolio. 

• The APERS benchmark is the Russell 3000 Index (“RU3000”)

• CONCLUSION – The APERS CIO has issues and concerns with the portfolio structure.
• RECOMMENDATIONS:

➢ Add a Mid Cap Growth investment manager.
➢ Reduce Small Cap exposure.
➢ Tilt towards Large and Mid Cap Growth.
➢ add Large Cap Value Index for rebalancing flexibility and efficiency.

APERS Domestic Equity Analysis

Investment Finance Subcommittee, Feb. 12, 2024 19



• Comparing returns is simple. (APERS return vs. RU3000 return)
• Comparing the underlying exposure and risks is more challenging.

• APERS CIO disagrees with the Investment Consultant’s structure of the portfolio.

• The portfolio is currently balanced between Growth and Value. Historically
Growth outperforms Value. 

• Having 0% Mid Cap exposure is structurally flawed. The Index has 22%

• APERS is significantly overweight small cap which has contributed to the tracking error.

Issues and Concerns

Investment Finance Subcommittee, Feb. 12, 2024 20



ACTUAL Recommended

Recommended Portfolio

Actual Returns vs Recommended Allocation Returns

Can APERS increase expected return and decrease risk?

Yes, the Risk/Return Expectations could improve 
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CURRENT RECOMMENDED

• Step 1 was to run an optimization risk model. The model mathematically solves for a
portfolio structure that maximizes expected return and minimizes volatility
subject to risk constraints. The model:
▪ First, tilted away from Small Cap and towards Large Cap,
▪ Second, the model tilted away from Value and towards Growth.

• Step 2 was to take a deep dive into the structure of the RU3000.
▪ APERS has no Mid Cap exposure. The RU3000 Index does have Mid Cap.

• Step 3 was to answer the basic question, “Why not just add the RU3000 Index?”

Domestic Equity Analysis Process

Investment Finance Subcommittee, Feb. 12, 2024 22



Why Not Just Add the RU3000?

REASON 1:
▪ The S&P 500 is better for the fund vs. the RU3000 Index.
▪ They are similar. Similar risk/return profiles. Returns & Volatility are very close.
▪ The S&P 500 has outperformed with slightly lower risk.
▪ Correlation between the two is nearly perfect. Sector weightings are close.
▪ RU3000 has less tech and more industrial exposure.
▪ Most notable difference. RU3000 has more small cap exposure. APERS

obtains small cap exposure via active management. 

REASON 2:
▪ Analysis of APERS portfolio shows significant underweight to Large Cap

and about an 18.5% overweight to Small Cap vs the RU3000.
▪ Adding the RU3000 would actually increase APERS Domestic Equity portfolio’s

tracking error to the RU3000 Index.

Investment Finance Subcommittee, Feb. 12, 2024 23



Why Not Just Add the RU3000?

Investment Finance Subcommittee, Feb. 12, 2024

Overweight Small Cap has been a performance detractor

24



Tracking Error+/- Weighting

What is tracking error:
It is the variance between the performance of a portfolio and the performance
of the portfolio’s benchmark index over time. 

Why Not Just Add the RU3000?
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REASON 3:
▪ The only major difference between the two indices is the larger Small Cap

exposure in the RU3000 which then becomes a question regarding the
merits of allocating to small cap companies instead of large cap companies. 

▪ APERS portfolio is already substantially overweight small cap stocks and small cap
stocks are not compellingly cheap. 

▪ Small cap stocks are more cyclically (economically) sensitive than Large Cap.

Why Not Just Add the RU3000?
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REASON 4
▪ If you replaced the S&P 500 with the RU3000 it would increase the portfolio’s

underweight to the Magnificent 7 stocks by about 1 percentage point.

Why Not Just Add the RU3000?

Investment Finance Subcommittee, Feb. 12, 2024 27



Hindsight is 20/20

Investment Finance Subcommittee, Feb. 12, 2024 28



Callan Recommendation, August 17, 2022

In August 2022, Callan recommended a rebalance towards
neutral from a growth overweight. 

Investment Finance Subcommittee, Feb. 12, 2024 29



The recommendation was actually a Value tilt

• Notice the tilt towards Value, and
the absence of Mid Cap Growth

Investment Finance Subcommittee, Feb. 12, 2024 30



The Board was correct

*preliminary

• The Board chose to not make any allocation changes.
• The decision saved the fund > $60 million
• The recommended change would have outperformed the Callan Alt 1 proposal

Investment Finance Subcommittee, Feb. 12, 2024 31



Supplemental Information

Investment Finance Subcommittee, Feb. 12, 2024 32



APERS Historical Fixed Income Performance
vs the Bloomberg Aggregate Index

Investment Finance Subcommittee, Feb. 12, 2024 33



High Yield Historical Performance

Growth of $1
For a $100 Mandate
For 20 years ending Sept. 30, 2023
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APERS Sept. 09, 2023 Board Meeting

Investment Finance Subcommittee, Feb. 12, 2024 35



• In 2022 and 2021, Value outperformed Growth because the markets experienced
the most aggressive rate hike cycle in the history of the Federal Reserve. 

Historical - Growth vs Value
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Small Cap performance detractor
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Cumulative Returns Since 1978 - US Large Cap Equities vs. US Small Cap Equities

US Large Cap Equities (Russell 1000 Index) US Small Cap Equities (Russell 2000 Index)

Historical – Small Cap vs Large Cap
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Small Cap & Large Cap Returns & Risk
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- END -
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