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Don’t Miss 
These 

Conferences  
 

15
th  

Annual 
PAPERS

 
Forum 

May 29-30, 2019 
(Wednesday-Thursday) 

 Hilton Hotel  
Downtown Harrisburg 

 

13
th  

Annual  
Fall Workshop 

Nov. 20-21, 2019 
(Wednesday-Thursday-) 

 Wyndham Pittsburgh 
University Center  

 

 

New Trustee Session 
Planned for Annual Forum 

 

 

 

An exciting new feature has been added to this year’s 
PAPERS Forum.    A special session, appropriate for 
all attendees but of particular interest for new trustees, 
will be held Wednesday morning, May 29th.   During the 
sessions that morning, many pension concepts will be 
introduced and explained to provide an introduction to 
the fiduciary roles and responsibilities for persons 
leading our public employee retirement plans.    
Following this introductory course and continuing 
through Thursday afternoon, May 30th, many 
presentations and workshops will be presented. 

See the tentative Forum agenda inside on Page 3-5.  
Driving direction and hotel details may be found on 
Page 6.   Hotel reservations made on or before 
4/29/2019 receive a discounted conference rate.

 
 

 
 

http://www.pa-pers.org/
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PAPERS Directory 

Board of Directors 

Edward Cernic, Jr. 
County Controller, Cambria County 

Janis Creason 
County Treasurer, Dauphin County 

Richard Fornicola 
 County Treasurer, Centre County 

Robert Mettley 
County Controller, Lebanon County 

William Rubin 
Audit Manager, Philadelphia Board of Pensions 

(Ms.) Terrill Sanchez 
Executive Director, PA State Employees’ 

Retirement System 

Ralph Sicuro 
President/Trustee, Pittsburgh Firemen’s  

Relief & Pension Fund 

Steve Vaughn 
Secretary, PA Municipal Retirement  System 

Corporate Advisory Committee 

 Christopher Crevier 
 Neuberger Berman 

Jeffrey Davidek 
C.S. Mckee  

Jonathan Davidson 
 Kessler Topaz Meltzer Check, LLP  

Declan Denehan 
BNY Mellon 

 Meredith Despins 
 National Assoc. Real Estate Investment Trusts  

Richard Hazzouri 
 Morgan Stanley-The Hazzouri Group  

Staff 
Karen K. Deklinski 
 Executive Director 

Douglas A. Bonsall  
Office Manager/Director of Operations 

 

 

From the Desk of PAPERS’ 
Executive Director 

 
Welcome to the Spring 
2019 edition of the 
PAPERS newsletter.  

I think spring is right 
around the corner. I’m not 
fond of snow and cold 
weather and I find the 
older I get the less 
tolerant I am of slippery roads and icy 
windshields. So imagine how happy I was last 
month to be invited to the Florida Trustee 
School to experience their high-quality 
sessions!   Thanks to our board members 
Meredith Despins and Jonathon Davidson I 
was able to meet many presenters personally.   

I came back home with great ideas for 
PAPERS.   I am thrilled to announce our May 
Forum for the first time will have a designated 
section to review fiduciary fundamentals. The 
fiduciary fundamental section will be the 
beginning of our NEW Trustee School and 
promises to provide a comprehensive overview 
of basic responsibilities.  The more seasoned 
trustee will have the opportunity renew their 
basic knowledge of trustee responsibilities as 
well.  I am truly looking forward to everyone 
attending this new section and providing me 
feedback on what we need to add or what we 
may subtract. The afternoon and following day 
of the forum will, as typical, have high quality 
sessions for all our members.  I am excited to 
see everyone in May and it certainly will be 
warmer!!  

Warmly, 

 

PAPERS Executive Director 
kdeklinski@msn.com  
717-979-5788  

mailto:kdeklinski@msn.com
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Private Debt 
Focus on Liquidity as Sector Scales New Heights 

By: Dermot Finnegan, Brian McMahon and Tom Ahern – BNY Mellon 

In the immediate aftermath of the financial crisis, debt was off limits for many investors but it is now the private 
market asset class of choice. By year-end 2017, it has grown to a $667 billion market1, and assets under 
management could hit $1 trillion in 20192. 

Involvement in private debt has grown especially rapidly among sovereign wealth funds (SWFs) and public 
pension funds. Average allocation to private debt by SWFs has grown from 1.89% in 2015 to 2.58% in 
November 2018, according to Preqin. A recent BNY Mellon survey shows that 49% of SWFs and pension 
schemes plan to invest in private debt this year; 96% describe performance as in line with, or better than, 
expectations3. 

Global public investors, including central banks, SWFs and public pension funds, are a powerful force in global 
capital markets. They have assets under management of $36 trillion, equivalent to 45% of global GDP, 
according to a recent report by BNY Mellon and the Official Monetary and Financial Institutions Forum4. As 
they increasingly focus on private markets, their scale could have a significant impact. 

Investor allocations across all private markets are growing and private debt growth has been significant, 
despite tightening spreads. Private debt holds many specific attractions for SWFs compared to other public 
and private asset classes. It offers diversification from public markets, has high levels of due diligence (which is 
important given SWFs’ stewardship of public money) and is often backed by assets as collateral, reducing the 
risk profile. As a result, it can act as an alternative to real estate, where finding suitable assets can be 
challenging. Additionally, private debt is an attractive alternative to private equity, which can be hard to deploy 
at current high valuations. In contrast, money can be quickly put to work in private debt, which is important for 
some investors. 

The growth of the private debt industry has created significant challenges. Of the $667 billion in private debt 
assets under management, $246 billion is un-invested5: success will only be measured by how it is deployed. 
There is therefore a growing need for the industry to originate loans (the European Central Bank has also 
encouraged local regulators to support loan origination funds post-crisis given traditional lenders’ cautious 
stance on providing credit)6. The potential scale of demand for private debt is vast. For example, there is a 
$3.7 trillion a year infrastructure investment gap, according to the G20-backed Global Infrastructure Hub7. 

Other growing pains relate to diversification, scalability, managing new technology, increased regulatory 
requirements and tighter margins. Many of these pressures are encouraging asset managers to outsource 
reporting. Outsourcing is not a panacea but it may improve efficiency and lower costs and, crucially, frees up 
asset managers to focus on their core business of managing assets. 

 
1
https://www.pionline.com/article/20180806/ONLINE/180809887/private-debt-aum-hits-667-billion-in-2017  

2
https://www.pionline.com/article/20171004/ONLINE/171009910/private-credit-market-expected-to-reach-1-trillion-by-

2020-8212-report  
3
https://www.bnymellon.com/_global-assets/pdf/our-thinking/the-race-for-assets-alternative-investments-surge-ahead.pdf  

4
https://www.bnymellon.com/us/en/_locale-assets/pdf/global-public-investors-and-the-real-assets-market.pdf  

5
https://www.pionline.com/article/20180806/ONLINE/180809887/private-debt-aum-hits-667-billion-in-2017  

6
https://www.bnymellon.com/_global-assets/pdf/our-thinking/private-debt-the-rise-of-an-asset-class.pdf  

7
https://www.gihub.org/news/new-report-global-infrastructure-outlook-launches/ 

(Continued on Page 12)  
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Private Debt: Focus on Liquidity as Sector Scales New Heights 
(Continued from Page 11) 

 

The private debt sector is in good health, with strong volumes, rapid growth and a broad and evolving product 
offering. Its characteristics are appealing to SWFs and many other investors while structural changes to the 
banking sector are expected to provide an ongoing supply. Continuing growth will require asset managers in 
the private debt market to address challenges associated with regulatory requirements and investors’ demand 
for transparency – but solutions are already available to resolve such challenges. 

 

Authors: 

Dermot Finnegan is the BNY Mellon EMEA Lead for the Private Markets Solutions. 
Dermot is responsible for overseeing EMEA Private Markets strategy, product 
considerations and client experience in line with our global vision in AIS. He has oversight 
of the EMEA Private Markets team across Ireland, UK, Germany, Luxembourg and 
Poland. 

Dermot has extensive operational and technology experience, implementing complex fund 
launches and conversions with senior oversight. Dermot joined BNY Mellon in 2012 and 
prior to this he worked with PwC in London and Dublin in financial services consulting, 
specifically focused on PERE. Dermot is a qualified Chartered Accountant. 

 

 

Brian McMahon, Managing Director, is BNY Mellon’s senior Alternative Investment 
Services Business Development executive in Luxembourg. Brian has particular expertise 
in private equity and real estate. Brian previously held roles at Citi and State Street in 
investment services and is an active member of a variety of industry groups. 

Brian qualified as a Chartered Accountant in Ireland, and holds a Bachelor of Commerce 
(Accounting) and a Masters in Management Science from University College Dublin, 
Ireland. 

 

 

Tom Ahern is the Regional Manager for the BNY Mellon Corporate Trust business in 
EMEA. Tom is responsible for creating and implementing region-specific strategy, 
employing appropriate governance oversight and for creating superior shareholder value 
for the company through business performance/P&L management. 

Tom joined the organization in 2002 prior to which he worked with Bank of Ireland and 
Daiwa Securities, reviewing and implementing system and process enhancements within 
their Fund Administration businesses. He also spent three years in Sydney, Australia 
working in equivalent roles with Colonial First State Investments. Tom holds a degree in 
Computer Science from the University of Limerick. 

 
  

https://www.bnymellon.com/us/en/our-thinking/private-debt-focus-on-liquidity-as-sector-scales-new-heights.jsp
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LOOKING BENEATH THE HOOD 

A Closer Look at Factor Investing 

By:  Kent Huang, Mount Lucas Management 

Factor investing, particularly within the scope of risk premia strategies, has been a popular topic. Vanguard has 
convinced the investing community that beta can be achieved by buying passive indices and the cost of 
owning beta should be very low. Investors use risk premia strategies as a source of generating 
alpha.   But....are people looking carefully enough when evaluating these strategies? Much gets hidden in 
broad risk and return statistics. We thought we would take a deeper dive into how factors behave over market 
cycles. 

Factor investing is built on the premise that excess returns to stocks can be had by buying stocks that exhibit 
the factor and shorting those stocks that do not. To test the theory, a factor strategy is back-tested over a 
sufficiently long historical period and the excess return of the factor over the period is shown along with some 
statistical information on the robustness of the factor. For example, using the Fama/French 3 Factor monthly 
data on Professor Kenneth French’s website, since July 1926 the HML factor (High book value to market 
capitalization stocks versus Low book value to market capitalization stocks, ie. the value factor) exhibited an 
annualized 3.8% excess return over the entire period. Since 1963, the HML factor exhibited an annualized 
3.5% excess return over the entire period. 

However, excess returns from factors are not stationary, a reality that isn’t clear enough by looking at one 
number over an entire historical period. Like most investment strategies, excess returns from factor investing 
go through cycles, periods where the excess returns are quite good and periods where the excess returns are 
not good at all.  

 

(Continued on Page 14) 
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Looking Beneath the Hood 
(Continued from Page 13) 

Using the HML factor again, over the historical period available, the annualized rolling 5-year excess return of 
the factor ranges from up 18% to down 8%, with most observations occurring in the +12.5% to -2.5% range. 
While not shown here, you also see the variability of the HML factor’s excess return in both shorter (e.g. the 
annualized rolling 3-year excess return) and longer (e.g. annualized rolling 10-year excess return) periods. 

 

Furthermore, there is hardly any relationship between the rolling 12-month excess return of the HML factor 
versus the direction of the general equity market (less the risk-free rate or more precisely, the equity risk 
premium) over the same period. This means that the ex-ante alpha of the value factor should not necessarily 
be correlated to the equity risk premium return in any 12-month period since there is very little ex-post 
relationship between the two. 

 

(Continued on Page 15) 

https://www.bnymellon.com/us/en/our-thinking/private-debt-focus-on-liquidity-as-sector-scales-new-heights.jsp
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Looking Beneath the Hood 
(Continued from Page 14) 

While the benefit of using a single statistic of annualized excess return over the entire historical period is in its 
simplicity, a more relevant metric would be the distribution of the annualized rolling returns during the historical 
period as shown here: 

 

From this distribution chart, you see that over the history of the HML factor, the excess returns of the factor in 
any 60-month period is usually between 0% to 9% annualized and the distribution of returns is positively 
skewed. However, there have been periods where the annualized excess returns of the factor have been 
negative and a few quite negative.  

Quantitative investing strategies are built on testing a strategy over a historical period. The performance of the 
strategy is typically quantified by the return during the period, the volatility of the return stream, and a risk-
adjusted return of the strategy. While this information is relevant, it may be biased by the starting and ending 
dates used in the analysis. As such, adding a distribution of returns helps an investor frame an appropriate 
expectation of the performance of the strategy, particularly for out of sample returns. 

 

Kent Huang, CFA, FRM 

Mount Lucas Management is a Newtown, PA based investment management firm 
specializing in innovative alternative investment strategies for institutional investors 
that enhance and diversify traditional portfolios. Kent Huang is a portfolio manager 
for the firm’s MLM Focused Large Cap Value strategy and the Chief Risk Officer for 
the firm. In these roles, Kent focuses on market and portfolio risk and quantitative 
equity research. Kent joined Mount Lucas in 2008 and became a partner in 2015. 

Prior to joining Mount Lucas, Kent worked at Goldman Sachs. Kent graduated cum 
laude in 2001 from Rutgers University with a B.S. in Finance and is a CFA® charter 

holder and Certified FRM.  

https://www.bnymellon.com/us/en/our-thinking/private-debt-focus-on-liquidity-as-sector-scales-new-heights.jsp
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Addressing the Funding Gap in Public Pension Plans 
By: Brian Kmetz -Vice President, Natixis Investment Managers 

 
Brian Kmetz is a Portfolio Consultant in the Portfolio Research and Consulting Group at 
Natixis Investment Managers. In this role, he provides portfolio research and construction 
consultation to wealth advisors using an array of quantitative tools. He has 12 years of 
investment industry experience. Prior to joining the firm, Mr. Kmetz worked in the hedge fund 
research group at Callan Associates, where he provided hedge-fund related research 
including asset allocation, manager structure, manager searches, performance evaluation and 
manager monitoring. 

 
 
Public pension plans have faced notable headwinds over the past two decades, including insufficient cash 
contributions, a secular decline in interest rates, longer lifespans for beneficiaries and two significant equity 
bear markets. The average public pension has a funding gap - assets minus projected liabilities - of 28.5% as 
of year-end 2017. While higher investment returns will help close the funding gap, reaching for risk in this late 
cycle environment is a hazardous proposition.  
 
Rather than focus on taking more risk to generate returns, public pensions may be wiser to focus on 
generating excess returns through the full market cycle. Capturing adequate upside while protecting to the 
downside preserves funded status and creates opportunities for more aggressive positioning at market 
bottoms. Strategies that help manage volatility and enhance downside protection come in many forms and 
possess a range of characteristics. To help define these risk-mitigating strategies, we bucket them into three 
categories: equity substitute, equity complement, and equity diversifier. Each bucket categorizes equity risk 
reducing strategies by their defining characteristics, shown below: 
 

 
 
Using these risk-reducing strategies to supplement existing allocations helps manage risk and improves risk-
adjusted returns over a full market cycle. Equity substitutes include strategies such as minimum volatility and 
defensive equity, equity complements are option strategies, long/short equity and credit strategies, and equity 
diversifiers include managed futures, long duration Treasuries, and absolute return strategies.  

(Continued on Page 17) 
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Addressing the Funding Gap in Public Pension Plans  
(Continued from Page 16) 

When implemented within the average public pension plan to create de-risked plan, the de-risked plan has the 
potential to maintain similar returns to the average plan but with a lower standard deviation. From March 1997 
through June 2018, the standard deviation of the hypothetical de-risked plan was more than 2% less than the 
average public plan while maintaining a similar return. 
 

 
 
Drawdowns were also significantly less, whether it was during the tech-bubble bear market starting in 2000, 
the financial crisis of 2008 or more modest drawdowns in 2011 and 2015/2016. 
 

 
 
*Performance data shown represents past performance and is no guarantee of, and not necessarily indicative of, future 
results. 

 
Increasing funded status remains an ongoing challenge for public pension plans. Our research shows that over 
full market cycles, the de-risked plan provides a strategy for meeting return objectives, through a combination 
of adequate upside capture and enhanced downside protection. Reducing plan volatility and managing 
drawdowns over full market cycles affords a greater ability to remain solvent over the long run. Ignoring the 
reality of equity risk in the pursuit of more upside is most likely to lead to disappointment as the cycle turns 
down. 
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Big Data: Seeing Investments in an Entirely New Way 

How ESG data may help enhance long-term value and manage risk 
 
This article was authored by several investment professionals from Nuveen Asset Management in each 

of the firm’s asset classes:  Equities, Fixed Income, Real Assets and Real Estate. 
 

READ OUR IN-DEPTH ANALYSIS 

By applying big data to big investments with an ESG lens, we can see potential advantages for 
both performance and risk management.  

https://www.nuveen.com/institutional/nuveenknowsri?utm_source=PAPRS&utm_medium=email
&utm_campaign=nuveenknows_responsibleinvesting_bigdata&utm_content=institutional 

 
Across American society, big data is shining a brilliant light on previously obscure relationships. Marketers use 
people’s web searches and purchase histories to offer up their most irresistible offers. Political campaigns 
transform ages, education levels and zip codes into targeted messages that aim to boost support at the ballot 
box.  
 
Data of every kind is allowing us to see and measure all aspects of our lives – including how people invest. At 
the same time, our ability to crunch and curate vast amounts of environmental, social and governance data is 
helping us see investment opportunities in an entirely new light. In fact, we just launched Nuveen’s ESG 
Data Refinery - one of the first big data ESG technology platforms to enable more informed investment 
decisions making use of our 50 years of intellectual capital.  
 

We are big believers in big data’s ability to demonstrate how good ESG practices may help 
performance, while managing risk and generating positive outcomes for society. Our investment and 
data science teams seek to uncover investment opportunities using big-data in multiple asset classes.  
 
 

PUBLIC EQUITIES 
ESG INFORMATION MAY PROVIDE AN INVESTMENT EDGE 

As the old adage goes, “you cannot manage what you cannot measure.” Traditional valuation models like 
discounted cash flow can help assess financial risks, but they often fail to capture the complete picture. 
Intangible assets—which are impacted by financially material ESG risks and opportunities—now compose as 
much as 87% of the market value of the S&P 500.1 Using alternative data sets such as material ESG factors 
allows us to detect otherwise underappreciated opportunities for increasing alpha, as well as underestimated 
risks. 
 

 
PUBLIC FIXED INCOME 
NEW-FRONTIER IN ESG ANALYSIS SHINES A NEW LIGHT ON MUNICIPAL BOND VALUATIONS 

Big data is also revolutionizing how we assess opportunities in the municipal bond market by uncovering 
relevant ESG metrics that can help sharpen our view of risk. Two seemingly identical cities with the same 
credit quality may suddenly reveal stark differences when we apply our proprietary analysis using FBI crime 
data, EPA climate data, housing affordability data and more. Our sophisticated head-to-head comparisons 
draw on extensive data sources to identify ESG leaders who have the potential to deliver sustainable value 
relative to their competitor groups. 

(Continued on Page 19) 
                                                 
1
 Ocean Tomo LLC, 2018 

https://www.nuveen.com/institutional/nuveenknowsri?utm_source=PAPRS&utm_medium=email&utm_campaign=nuveenknows_responsibleinvesting_bigdata&utm_content=institutional
https://www.nuveen.com/institutional/nuveenknowsri?utm_source=PAPRS&utm_medium=email&utm_campaign=nuveenknows_responsibleinvesting_bigdata&utm_content=institutional
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Big Data:   Seeing 
Investments in a New Way 
(Continued from Page 18) 

 

Two seemingly identical cities 
with the same credit quality may 
suddenly reveal stark differences 

with ESG big data analysis 
 

 

REAL ASSETS/PRIVATE MARKETS  
NEW-FRONTIER IN ESG ANALYSIS SHINES 
A NEW LIGHT ON MUNICIPAL BOND 
VALUATIONS 

When it comes to investing in real assets—
farmland, timber, energy and infrastructure—
sustainability is essential for assessing risk and 
preserving long-term value. Where does big 
data come in? As just one example, we 
engage technology and data analysis in our 
due diligence for land purchases. We combine 
data from satellite imagery to understand 
historical land use patterns, while matching it to 
government global positioning system data 
used to substantiate land claims. This is 
particularly important in regions where we must 
adhere to regulatory frameworks that promote 
zero deforestation and sustainable agriculture. 
 
REAL ESTATE  
BIG DATA IS THE FUTURE OF INVESTMENT AND ASSET MANAGEMENT 

Improving the sustainable performance of real estate may improve the attractiveness of the asset, help keep 
service charges lower and reduce operational costs for occupiers. Energy efficiency is a critical factor, which is 
why we seek to reduce the energy intensity of our real estate equity portfolio by 30% by 2030. Big-data 
analysis techniques are assisting us with this effort by helping us measure energy efficiency across a broad 
range of properties. We also are able to see relative performance of assets when it comes to water usage and 
other factors. 
 

This material is not intended to be a recommendation or investment advice, does not constitute a 
solicitation to buy, sell, or hold a security or an investment strategy, and is not provided in a 

fiduciary capacity. The information provided does not take into account the specific objectives or 
circumstances of any particular investor, or suggest any specific course of action. Investment 

decisions should be made based on an investor's objectives and circumstances and in 
consultation with his or her advisors. Investing involves risk; principal loss is possible. There is 

no guarantee an investment's objectives will be achieved. 
 

Investing involves risk; principal loss is possible. There is no guarantee an investment's 
objectives will be achieved.  Nuveen provides investment advisory solutions through its 

investment specialists. 
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PAPERS’ 
Certification Program 

Certified PA Public Retirement 
Plan Professional  

 
 

 

 

 

 
Program Goals & Objectives 

 To provide an educational setting that is 
conducive to developing well informed public 
pension trustees, pension administrators and 
staff, as well as industry professionals who 
work closely with pension systems 

 To provide an educational setting that enables 
participants to be actively and meaningfully 
involved in the management of the pension 
plans they represent 

 To provide an educational setting to prepare 
participants to meet the standards their 
fiduciary role demands upon acceptance of 
their position with a pension system 

 To develop a standard of education and 
industry competency so that each individual 
working with a retirement system in their 
capacity protects the retirement security of the 
Pennsylvania public pension plan beneficiaries 

See Pages 9-10 for more information 
about this program 

Membership/Sponsor Categories 

 Participating ($150/year after 3/31/2019) - 
Public employee retirement systems (pension 
funds)  

 Associate ($1,000/year) - Corporate providers 
of legal and investment services to pension 
plans  

 Affiliate ($500/year) - Corporate providers of 
other services, exclusive of legal and 
investment services, to pension funds.  

 Sustaining ($75/year) - Individual 
membership open only to those persons 
with an interest in public pensions but not 
affiliated with an organization which 
qualifies for group membership in any other 
category above 

A current (2019) PAPERS membership 
(Participating, Associate, Affiliate or Sustaining) is 
required to attend PAPERS Spring Forum and/or 
Fall Workshop conferences, to receive CPE 
(Continuing Professional Education) credits or to 
enroll in the new certification program.   

  
 

 

Becoming a PAPERS 
Member is Easy  

For details, check the membership section of the 
PAPERS website www.pa-pers.org or contact: 

PAPERS, PO Box 61543 
 Harrisburg, PA 17106-1543 

Douglas A. Bonsall 
Phone: 717-921-1957  

E-mail: douglas.b@verizon.net 
 

 
Corporate (Associate & Affiliate) Members 
also have the additional opportunity to become 
sponsors for PAPERS’ two annual conferences.  
Sponsors receive recognition in the printed and 
on-line materials produced for the conferences 
and also receive priority consideration to 
provide speakers and/or make presentations.  
The three categories of sponsorships for each 
conference are: 

 Platinum - $5,000 

 Gold - $3,000 

 Silver - $2,500 

An educational certification 
opportunity for public 

pension trustees, pension 
administrators and staff, and 

industry professionals 
 

 industry professionals 

mailto:douglas.b@verizon.net

