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Looking Ahead at
Upcoming Events
th

10 Annual
PAPERS Forum
May 28-29, 2014
(Wednesday-Thursday)

Harrisburg Hilton Hotel

Don’t Miss These Fall
Workshop Deadlines
8/12/2013 - Hotel Reservations
@ guaranteed conference rate
9/1/2013 - Conference Registration (including reservations
for baseball outing)
You’ll find more details inside.
You may also access Fall
Workshop information and any
updates on the PAPERS
website www.pa-pers.org.

Who Should Attend the Fall Workshop
Pension Fund Staff and Board of Trustees
Public Pension Investment Officers, Portfolio Managers
Investment Consultants & Asset Managers, Service Providers

Why You Should Attend the Fall Workshop
Learn how other pension fund executives are strategizing for the
coming year to deal with the current economic turmoil.
Enjoy a highly interactive and educational program specifically
tailored for institutional investors in Pennsylvania.
Meet your peers, hear their firsthand experiences and share your
ideas.
Network with asset managers, service providers, consultants and
asset managers.
Take advantage of the panelists’ presentations provided in the
conference hand-out materials.
Analyze various potential innovative investment opportunities
available to pension funds.
Earns credits for Continuing Professional Education (CPE) and/or
the PAPERS Public Pension Certified Professional (PPCP) program.
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who provide consulting, investment, actuarial and
legal services to the pension community. All
PAPERS Participating Member pension systems
receive one complimentary registration to
both the Spring Forum and the Fall Workshop.
To qualify you must submit a registration form so
that we can plan for the proper number of
attendees. Again, this year you can also earn
credits for CPE or toward your Public Pension
Certified Professional at the Fall Workshop.

From the
PAPERS
Executive
Director
Will I SEE YOU IN PITTSBURGH?!?
Plan to attend the 7th annual PAPERS Fall
Workshop to sharpen your pension management
skills and meet with your peers and service
providers to discuss the latest developments and
issues about public pensions.

We have put together an agenda that addresses
some of the basic skills trustees must master to
fulfill their fiduciary duty to the members of their
Plan. The success of the Fall Workshop and of
PAPERS as an organization is dependent on your
participation and support. I look forward to seeing
you at the PAPERS Fall Workshop on September
12th and 13th in Pittsburgh. You‘ll find the
Workshop reservation form waiting for you to
complete on Page 7.

Trustees are facing ever increasing challenges in
the current economic and political environment.
The funding for Public Plans is under attack from
many angles. It is critical that you work to
understand the many factors involved in
calculating and funding your Plans liabilities.
Being a pension board member and trustee
brings with it a serious responsibility for public
officials and others appointed to local pension
boards. As a trustee you have a fiduciary duty to
protect and nurture the funds that have been
entrusted to your care. The employees you
represent deserve the best possible management
of their trust funds.

James A. Perry,
PAPERS Executive Director

Become a Member of PAPERS
A current year PAPERS membership is
required for attendance at the Spring
Forum and/or Fall Workshop and to
receive credits in the CPE and/or PPCP
programs.

To that end, you as a trustee have an obligation to
seek out the best education you can find in the
subject areas related to your duties to manage the
funds and control the liabilities of these pension
plans. PAPERS’ mission is to provide the most
cost efficient high quality education possible for
local trustees in Pennsylvania. We hope that you
will give us a chance to show you what we have
to offer by attending one of our Fall Workshops or
our Spring Forums.

Public employee retirement systems (pension
funds) can apply to become Participating
Members; each Participating Membership
includes one complimentary admission to both the
Spring Forum and the Fall Workshop. Corporate
providers of service to pension plans can apply to
become Associate or Affiliate Members online at
www.pa-pers.org or by contacting:

This summer PAPERS staff and Board are
working hard on the production of our 7th annual
Fall Workshop which will be held on September
12th and 13th at the Sheraton Station Square in
Pittsburgh. We planned for two half days to
provide an opportunity for participants to enjoy an
evening at PNC Park to network with their peers.

PAPERS
PO Box 61543
Harrisburg, PA 17106-1543
James A. Perry, Executive Director
Phone: 717-545-3901
E-mail: perryja1@comcast.net

The PAPERS Fall Workshop provides an
opportunity for you to participate in an excellent
series of educational workshops. For details, see
the agenda on Pages 5-6 of this newsletter. In
addition you will have the opportunity to meet with
your plan sponsor peers and with professionals

Douglas A. Bonsall, Office Manager
Phone: 717-921-1957
E-mail: douglas.b@verizon.net

.
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Certification Program Updated

PAPERS Board of Directors

It’s been almost two years since PAPERS
announced a certification program to encourage
on-going education for pension plan trustees, staff
and service providers. The program followed the
model of the Florida Public Pension Trustees
Association and PAPERS was very fortunate to
receive consulting assistance from that group as
we were getting started.

Brian Beader
County Commissioner, Mercer County
Edward Cernic, Jr.
County Controller, Cambria County
Jeffrey Clay
Executive Director, PA Public School Employees’
Retirement System

Two persons - Krista Rogers, Controller of
Lycoming County and a member of the PAPERS
Board of Directors, and Jonathan Davidson of
Associate Member Kessler Topaz Meltzer &
Check, LLP in Radnor – have completed the
required 36 course credits and received their
certification.

Craig Ebersole
County Treasurer, Lancaster County
Richard Fornicola
County Treasurer, Centre County
Cleveland Forrester
(Retired) Chambersburg Finance Director

The PAPERS Board has recently updated the
certification program and hired a part-time
employee to coordinate it. There’s a new name –
Public Pension Certified Professional (PPCP)
– designed to more clearly communicate the
program’s intent to certify a broad range of
persons. The target audiences include:
• public pension trustees
• pension administrators/staff, and
• industry professionals who work closely with
pension systems.

Timothy Johnson
Executive Director, Allegheny Co. Retirement Office
Bernard Mengeringhausen
(Retired) Controller, City of Wilkes-Barre
Joauna Riley
Senior Legal Advisor, City of Philadelphia Board of
Pensions & Retirement
Krista Rogers
Controller, Lycoming County

Corporate Advisory Committee

Krista Rogers (left) is the new
coordinator of the PPCP
Program and may be reached at:
krista-rogers@comcast.net or
570-971-2528. You’ll find an
updated program description and
application on the PAPERS
website www.pa-pers.org and on
Pages 17-19 of this newsletter.

Andy Abramowitz
Spector Roseman Kodroff & Willis, P.C.
Kevin Cauley
Chimicles & Tikellis, LLP
Darren Check
Kessler Topaz Meltzer Check, LLP
Timothy Haluszczak
SteelBridge Ventures Consulting

The course requirements remain the same – 36
total course credits following a core curriculum
and earned over a 3-year period of time. The
credits are available for participation in three
different educational offerings provided by
PAPERS - the Spring Forum, the Fall Workshop,
and various Online Programs - or a combination
of the three venues. A certification exam must be
successfully completed following each
educational offering for credits to be awarded.

Rosemary Kelly
Broadridge Investor Services
(Ms.) Carter Reynolds
Neuberger Berman

PAPERS Staff
James A. Perry
Executive Director
Douglas A. Bonsall
Office Manager/Newsletter Editor

Similarly, the cost to enroll in PPCP remains the
same. The enrollment fee, designed to cover the
program’s administrative costs, is $300 and may
be paid in up to three annual installments. There
is an annual $30 Post-Certification Fee for
persons who have completed their credits.

Krista Rogers
Certification Program Coordinator
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The following re-printed with permission of National Council on Teacher Retirement (NCTR).

(Continued on Page 11)
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Understanding New Public Pension Funding Guidelines…
(Continued from Page 10)
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Protect Pennsylvania Pensions!
By: Diane Oakley, National Institute on Retirement Security (NIRS)
Diane Oakley is Executive Director of NIRS. This
article was first published on April 18, 2013 and is
re-printed here with NIRS permission.

Towers Watson research finds the percentage of
workers under age 40 who agree that a pension
plan is important in their job choices has soared -to 63 percent in 2011 from 28 percent in 2009.
Pensions also land near the top of workers' "top
ten" list of benefits, while 401(k)-type savings plans
rank near the bottom. More than three-fourths of
new hires say their defined-benefit pension gives
them a compelling reason to stay at a job, reducing
employee turnover that undercuts productivity.

Pennsylvania taxpayers want reliable public
services delivered at a reasonable cost. These
public services are provided by trained and
experienced Pennsylvanians such as teachers,
nurses, paramedics and park foresters. But it's an
ongoing challenge for public employers to recruit
and retain highly qualified workers to deliver these
services.

The financial crisis provided a key lesson about the
economic value of pensions. Spending by retirees
with predictable pension checks stabilized the
struggling U.S. and commonwealth economies. In
2009, retired public employees in Pennsylvania
continued to spend their monthly incomes at
grocery stores, pharmacies and local restaurants.
This cash flowing to private businesses from
Philadelphia to Pittsburgh supported nearly
100,000 jobs and $14 billion in economic output. In
contrast, retirees with plummeting 401(k) accounts
scaled back spending when the economy most
needed it.

Government employers have significant
disadvantages when recruiting employees. They
cannot offer higher salaries typically offered to
professionals and managers in the private sector.
For example, more than half of public employees in
Pennsylvania have a college education, yet data
indicate that these highly qualified public
employees earn 21 percent less on average than
comparably educated private sector employees. In
similar comparisons across all workers, public
sector pay trails private sector pay by 11 percent to
12 percent.

More than 70 percent of Americans agree that the
public sector employees who protect and shape our
future should receive a pension. So it is not a
surprise that, after the financial crisis, Pennsylvania
and nearly every state enacted changes to their
public pensions to ensure long-term sustainability
and maintain this vital human-resource tool.

One management tool that helps public employers
stabilize a large workforce is the ability to offer
good retirement benefits. Pensions that pay a
monthly benefit check based on employee's years
of service enable the state of Pennsylvania, for
instance, to recruit and retain high quality workers.
Because pension contributions are a shared
responsibility among employees and employers
over the long term, investment earnings pay most
of the cost of the benefits. As Eli Leher of the
conservative Heartland Institute indicates, public
employers "have a strong comparative advantage
relative to private industry in offering pension
benefits."

Pennsylvania's 2010 Pension Reform Act cut
pension benefits for new employees by over 20
percent, reducing employer cost of future pensions
to only 3 percent of salaries. Meanwhile, school
and state employees contribute more -- 7 percent
on average from every paycheck -- to fund their
pensions. The Legislature in 2010 also committed
to restoring proper funding, correcting for the
diversion of pension contributions to other purposes
over the last decade. Over time, the 2010 changes
will restore Pennsylvania's public pensions to full
funding.

The Pennsylvania Legislature is considering a
proposal to dismantle the pension system provided
to public employees in Pennsylvania in favor of
individual 401(k)-type accounts. Not only would this
change undermine the ability of middle-class
Pennsylvanians to be self-sufficient in retirement, it
would threaten the quality of education and public
services in the state by making it even harder to
keep qualified and experienced employees.

(Continued on Page 13)
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Protect Pennsylvania Pensions!

Bond Realities:

(continued from Page 12)
Now, lawmakers are considering replacing the
pension plan for new employees with a 401(k)-type
plan. In addition to making it more difficult to hire
and retain first-rate employees, such a path,
according to a wide body of research and employer
experience, is ill-advised because:
•

The Changing Landscape for Fixed
Income and the ‘Death of the Agg’
By: Andrew A. Johnson, Neuberger Berman
The following is a summary of a longer research
paper that can be found in the PAPERS e-library at
http://www.pa-pers.org/newweb/library.html.

Closing an existing pension plan to new
employees means fewer employees share the
cost of existing pension commitments, leaving
taxpayers on the hook to make up any
difference.

•

Switching to 401(k)-type individual accounts
would cut retirement income beyond the 2010
reform, leaving Pennsylvania's public servants
less able to support themselves in retirement
after a career working for the public good.

•

Taxpayers would lose the significant cost
efficiencies of lower fees and better investment
returns achieved by defined-benefit pensions in
a switch to 401(k)-type individual retirement
accounts.

In my 20-plus years as a portfolio manager, I’ve
seen the death of the Barclays U.S. Aggregate
Bond Index, affectionately known as the “Agg,”
forecast no fewer than three times. This reminds
me of a quote from Mark Twain, who said, “The
reports of my death have been greatly
exaggerated.” The same could be said of the Agg,
a market-weighted amalgam of fixed income assets
which reflects the strengths, weaknesses—and
distortions—of the overall U.S. bond market.

The workforce and economic benefits of pensions
are key factors to consider while examining pension
proposals that would undo the 2010 reforms.
Experts agree that the 2010 changes will work over
time -- if everyone does their fair share.
Given the anxiety 85 percent of Americans feel
about retirement, it's no wonder that a similar
percentage agree that all workers should have a
pension so they can be independent and selfreliant. Real pension reform for Americans should
start with better retirement security for all.
In today’s market, U.S. federal budget deficits are
fueling expectations that the Agg will become
dominated by Treasuries—making it an index
devoid of significant yield, the victim of multiple
interest rate cuts and quantitative easing. The
constant “remaking” of the Agg reflects the
changing nature of issuance patterns. The Agg is
often critiqued as reflecting the most indebted
issuers. I will not join the debate concerning its
stature as the default benchmark. Rather, I argue in
favor of benchmark-agnostic (or unaware)
opportunistic investing. The prevailing low yields
and more normalized spreads make the current
environment especially ripe for opportunistic
portfolio management.

Read more: http://www.postgazette.com/stories/opinion/perspectives/protectpennsylvania-pensions-683937/#ixzz2UckhWajJ

Check Out the PAPERS e-Library
From time to time PAPERS Associate & Affiliate
(corporate) members provide research papers on timely
topics related to public pension fund administration that
are too long to be included in the PAPERS newsletter.
We are pleased to share these important documents
with our readers by posting them in the PAPERS elibrary on our website. Access the library at:
http://www.pa-pers.org/newweb/library.html.

(Continued on Page 14)
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NEW ENVIRONMENT, NEW APPROACHES
The prevailing low yields and more normalized
spreads make the current environment especially
ripe for moving beyond the Agg to opportunistic
portfolio management. We must think creatively
and draw from more areas of the markets to
capitalize on the opportunities that do exist. To
effectively execute opportunistic portfolios,
investors and managers must maintain a clear
focus on both the risk and return tradeoff. Finally,
it’s vital that investors understand the means by
which opportunistic managers establish and
implement their investment views, ensuring they
employ consistent and disciplined portfolio
construction processes.

Bond Realities
(Continued from Page 13)
Multiple tactics are needed today to succeed in
managing fixed income portfolios. Beyond smart
sector allocations and timely duration decisions,
this market in particular requires an expanded
toolkit that should provide the resources to
expand the duration band (potentially to allow
negative duration), introduce pure alpha strategies
and allocate to non-traditional fixed income asset
classes. Based upon where we are in the current
market cycle, you must think creatively and draw
from more areas of the markets to capitalize on the
opportunities that do exist.

Andrew A. Johnson, Managing Director, joined
Neuberger Berman in 1989. Andy
is the Head of Investment Grade
Fixed Income and lead Portfolio
Manager for multiple Core Bond
portfolios.
He is the Chief
Investment Officer for Investment
Grade
strategies
with
responsibility for the overall
direction
of
the
investment
process and research. Andy leads
the senior investment team that sets overall portfolio
strategy, and serves on numerous investment grade
sector specialty teams. He is also a member of
Neuberger Berman’s Fixed Income LLC’s Board of
Directors. Prior to joining the firm, Andy was a manager
of financial planning and analysis at Illinois Bell.
Previously, he had been an R&D engineer at Northrop
Defense Systems Division. Andy earned his BS and MS
degrees in Electrical Engineering at the Illinois Institute
of Technology and his MBA from the University of
Chicago.

In my view, truly unconstrained opportunistic
investing implies no benchmark. Mandates are
better designed by establishing clear return goals
with a specific risk budget. That said, an investor in
opportunistic fixed income might desire a
benchmark that establishes the neutral duration of
the portfolio based on specific needs.
For example, let’s suggest a scenario where an
opportunistic fixed income manager has no opinion
on the direction of interest rates or holds a very
uncertain or weak view. With cash as a benchmark,
investors would expect the manager to maintain
portfolio duration at or close to zero. On the other
hand, if the same manager is given the Barclays
U.S. Aggregate Bond Index as the benchmark, one
would expect a portfolio reflecting no opinion or a
weak view on the direction of interest rates to have
duration within shooting distance of the benchmark.
Even if the mandate allows for significant tracking
error, the benchmark choice will likely anchor the
manager wrestling with what a neutral duration
position should look like. A truly unconstrained
manager will arrive at a portfolio duration that is
entirely driven by an assessment of the risk and
return tradeoffs across the yield curve.

This material is provided for informational purposes only and nothing herein
constitutes investment, legal, accounting or tax advice, or a recommendation to
buy, sell or hold a security. Information is obtained from sources deemed reliable,
but there is no representation or warranty as to its accuracy, completeness or
reliability. All information is current as of the date of this material and is subject to
change without notice. Any views or opinions expressed may not reflect those of
the firm as a whole.
Neuberger Berman products and services may not be available in all jurisdictions
or to all client types. Investing entails risks, including possible loss of principal.
Investments in hedge funds and private equity are speculative and involve a
higher degree of risk than more traditional investments. Investments in hedge
funds and private equity are intended for sophisticated investors only. Indexes
are unmanaged and are not available for direct investment. Past performance is
no guarantee of future results.

Given the unconstrained nature of true
opportunistic mandates, it’s critical for investors to
set return objectives and a risk budget with
managers. One fairly basic principle is that risk and
return must be consistent and reasonable in
relation to one another. In that context, aspiring to
an ex-ante information ratio (IR) of between 0.6 and
0.8 is reasonable. To achieve this, you either need
to set risk or return. The natural inclination is to
start with a return bogie, and, once that is
established, the level of risk falls out as a function
of the assumed IR.

This material has been issued for use by the following entities; in the U.S. and
Canada by Neuberger Berman LLC, a U.S. registered investment advisor and
broker-dealer and member FINRA/SIPC; in Europe, Latin America and the
Middle East by Neuberger Berman Europe Limited, which is authorised and
regulated by the UK Financial Conduct Authority and is registered in England and
Wales, Lansdowne House, 57 Berkeley Square, London, W1J 6ER Except for
the foregoing, this material is not intended for use or distribution within or aimed
at the residents of any other country or jurisdiction.
The “Neuberger Berman” name and logo are registered service marks of
Neuberger Berman Group LLC.
©2013 Neuberger Berman LLC. All rights reserved.
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Economic Climate Change & the Long-Term View on Yields
By: Rick Harrell, Loomis, Sayles & Company
May 2013
Rick Harrell, Vice President, Macro Strategies, is a junior sovereign analyst for the macro strategies
group at Loomis, Sayles & Company, where he provides analytical support to the team's senior
sovereign analysts. He joined Loomis Sayles in 2011 from Fannie Mae, where he was a capital markets
analyst. Previously, he was a senior associate for the economics & statistics group at
PricewaterhouseCoopers. Rick earned a BA from Brigham Young University, and an MS and MA from
Johns Hopkins University.

Fire vs. Ice: Our View of the Secular Drivers of Interest Rates
Will rates rise? It’s a logical question. US Treasury yields have been in a secular downward trend since the
1980s and almost frozen at historic lows for the last several months. While recent cyclical improvements
suggest the US economy is heating up, we do not expect interest rates to start soaring to record highs. The
interest rate environment will eventually undergo climate change, but the process will be gradual. In the chart
at right and in full text of this article available here, we name the secular deﬂationary and inﬂationary drivers
that we think will simultaneously cool and heat interest rates in the near term.
Changing Climate Zones for Yields
The balance between deflationary ice and reflationary fire will change over time, creating different climates for
yields. We set forth three potential scenarios—“Glacial Period,” “Global Warming” and “Overheating”—to
illustrate how the 10-year Treasury yield might evolve over the next five years and beyond.

US TREASURY YIELD SCENARIOS

Source:
Loomis Sayles estimates as of May 2013. For illustrative purposes only.
Base Case: Arrive at Global Warming
We believe deflationary ice conditions will keep interest rates depressed until 2016. Fiscal policy will be tight,
acting as a drag on growth and tempering reflationary fires, and slow profit growth will lumber along with
subpar global demand. We expect the 10-year Treasury yield to remain below 3% until about 2016 when
reflationary conditions should cause yields to enter Global Warming. During the transition to this phase, the
(Continued on Page 16)
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Economic Climate Change
(Continued from Page 15)
economy can grow very quickly without alarming the Federal Reserve (the Fed) because of the large output
gap. We believe once excess slack in the economy is removed and unemployment falls below 6.5%, a more
typical interest rate setting should be in place, allowing for tighter Fed policy. At this stage, we believe the 10year yield will begin to normalize toward 4%.
Alternative Scenarios: Glacial Period and Overheating
The first alternative is a Glacial Period in which deflationary forces persist beyond 2016 and the 10-year
Treasury yield stays extremely low, potentially falling closer to 1%. If the private sector maintains an aversion
to debt and delevers further, the “borrow-and-spend” recovery should stay on ice. Additionally, fiscal austerity
could ramp up too quickly and short-circuit a recovery in private demand.
The second alternative, Overheating, could result from policy error—fiscal, monetary or both. On the fiscal
policy side, “crowding out” is a key risk. If the government fails to address entitlements and ramps up deficit
spending in the face of strong private sector demand, the increased competition for capital will promote higher
inflation and interest rates. In terms of monetary policy risk, the Fed may underestimate the extent of supply
side impairment and continue to ease as the economy hits capacity constraints. Under such a scenario, we
see the 10-year Treasury yielding above 6%.
In our view, Overheating is the most distant and least probable of the three scenarios. By definition,
Overheating can only occur after the output gap has closed and Global Warming is in full swing. And, crowding
out and supply constraints—the inflationary forces we see as necessary to ignite Overheating—are not likely to
be considerations until 2018 at the earliest.
To read the full text of this article, please visit http://www.loomissayles.com/.
This paper is provided for informational purposes only and should not be construed as investment advice.
Any opinions or forecasts contained herein reflect the subjective judgments and assumptions of the
authors only and do not necessarily reflect the views of Loomis, Sayles & Company, L.P. Investment
recommendations may be inconsistent with these opinions. There can be no assurance that
developments will transpire as forecasted and actual results will be different. Data and analysis does not
represent the actual or expected future performance of any investment product. We believe the
information, including that obtained from outside sources, to be correct, but we cannot guarantee its
accuracy. The information is subject to change at any time without notice.
All indexes are unmanaged and do not incur fess. You cannot invest directly in an index.
Past market experience is no guarantee of future results.
LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US Patent and
Trademark Office.
MALR010683 LEGREV043014
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