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WEEKLY - JUNE 22, 2020 

CalPERS: a California Saga, season #3 

CalPERS, the emblematic California Public Employees Retirement System, 

manages more than $4000bn on behalf of the nearly two million members. Like 

most of its peers, this pension fund is only 70 per cent funded. To cover its 

liabilities, CalPERS targets a challenging 7% annual return. 

 

Long-term Asset Liability profile of CalPERS  

 

Introspection first 

A breath of restructuring was blowing through this honorable House, in the 

aftermath of the Great Financial Crisis. A first shock happened already last decade, 

when its former CEO, Fred Buenrostro, was put in Federal prison - for a four-and-

a-half year sentence - for taking bribes from a placement agent linked to fees 

from Apollo, CIM, and three other investment managers.  

 

In 2019, CalPERS, announced a root and branch reform of its governance 

structure. Its investment process was considered inefficient. One objective is to cut 

the number of investment committee meetings, to six from today’s 13, and reduce 

the size of the investment committee from 13 to a smaller sub-team of nine.  

 

PERFORMANCES  2020 

EQUITIES  

MSCI World -6.3% 

S&P 500 -4.1% 

Stoxx 600 -12.1% 

Nikkeï -5.2% 

SPI -1.2% 

China +0.1% 

Emerging -10.2% 
 

 

BONDS  

CHF Corp -1.1% 

US Govt +8.3% 

US Corp +5.0% 

US HY -2.3% 

EUR Gvt +1.5% 

EUR Corp -1.5% 

EUR HY -5.0% 

  

CURRENCIES  

USD index +1.2% 

EURUSD -0.2% 

EURCHF -1.9% 

USDCHF -1.7% 

USDJPY -1.6% 

EM FX -10.9% 

  

COMMODITIES   

Gold +15.3% 

Silver +0.1% 

Brent -36.0% 

CRB index -25.7% 

Squaring the circle 
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The Fund experienced lately another episode of misfor-

tune. Indeed, in January 2020, it decided to significantly 

reduce its permanent hedging process for tail risk events, 

considered as too costly. In practice, it removed one of its 

two hedges against a bear market... just weeks before the 

viral outbreak. 

A long overdue restructuring is underway at CalPERS 

 

Innovation and new time horizon 

CalPERS adopted relatively early ESG principles, i.e. 

sustainable and responsible investment standards. 

 

Now, B. Meng its new CIO, designs a new three-year 

strategy based on “more and better assets”. The idea is to 

set up a “perpetual fund”. 

 

“More” actually means the incorporation of leverage, be it 

through borrowing or derivative instruments. Leverage is 

intended to reach up to 20% of the Fund. “Better” features 

different asset classes, like namely private equity and 

private debt, to capture the bigger-risk premium in illiquid 

markets. The weighting of PE is set to increase up to 10% 

(about 7,5% now). The large size of the fund would allow it 

to access top managers, avoid “usurious” management 

fees, and gain a higher degree of control.  

This ambitious restructuring if facing resistance, including 

from its Board 

 

Several challenges ahead  

The recourse on leverage is controversial, as raising the 

risk/volatility profile of the fund. Its rational is based on the 

theory of a return to the mean process, whereby in the 

long run, markets tend to recover from crisis and move up.  

 

Reconciling future / additional private equity investments 

and recently adopted ESG standards is not a done deal. 

The growing share of illiquid assets in the portfolio is a 

source of additional discomfort in crisis periods.    

 

Internal politics is tense, as its Board is openly divided on 

the new strategy. 

CalPERS’s tentative change is sparking controversy in the 

pension fund industry 

• Long-lasting financial repression obliges pension funds 

to increase investment risks 

• Former similar attempts in the UK, the Netherlands and 

Japan did not address underfunding, but increased the 

performances’ volatility 

• Historically, changes in regulation or investment 

processes of pension funds happened by - close to - the 

end of financial markets’ cycles… 

 

Currencies. EM currencies should fail to track the 

risky assets rebound 

Emerging currencies have failed to gain solid traction after 

their May rebound. This short-lived optimism across EM 

assets does not come from a stabilized global virus situation 

or a significantly improved growth outlook. It was triggered 

by a return of risk appetite thanks to massive developed 

central banks’ liquidity injections. 

 

A broader sense of relief is observed in the advanced 

countries, as reopening has so far barely led  to more 

infections. But such comfort is nowhere to be found across 

emerging countries, which have become the epicenter of the 

pandemic. The coronavirus curve has not peaked yet, nor 

has the economic growth bottomed out. After witnessing 

sharply rising infections, Brazil and Russia are now ranked 

second and third on the list of most confirmed cases. 

Source: Macrobond and Nordea 
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The still-evolving pandemic makes it practically impossible 

to assess its full economic impact. So far, the World Bank 

has just released a gloomy outlook for 2020 and warned 

that it could become even uglier. Without fundamental 

support, the EM recovery is fragile, and is  dependent on 

several factors that include a worsening of the pandemic, 

a slower recovery, political and trade tensions.  

 

Largest developed and emerging economies  

ranked by output in May 

 

The virus crisis has prompted most emerging central 

banks to a record wave of rate cuts. EM central banks have 

cut rates by more than 20 percentage points over the last 

3 months to stimulate their ravaged economies. But the 

average cumulative rate cuts per country are lower than 

the one of the US (-150bps). Only one  third of the EM 

countries have cut more than the Fed, even if their key 

rates are still substantially positive. Most of them have also 

engaged into liquidity support and swap lines. 

 

Emerging central banks cumulative rate cuts (monthly, %) 

 

Furthermore, more than a dozen central banks across EM 

markets have bought local currency government bonds as 

their special programs to fight the crisis, including Indonesia, 

the Philippines, Turkey, Poland, and South Africa. Amongst 

the latest, the Bank of Korea entered new territory this 

month, launching its own version of QE after bringing the 

key rate to a low of 0.75% in March. It has promised to buy 

unlimited amount of repurchase agreement (repo) in the 

next 3 months. This should continue for a much longer time 

if needed. 

 

The latest candidates are Russia and Brazil. The Bank of 

Russia cut rate from 5.50% to 4.50% as expected. The key 

rate guidance is slightly less aggressive than before. There is 

still room for a further cut, supported by a weak economic 

performance and below target CPI. 

 

And with deflationary pressures, Brazilian central bank has 

further room to ease. It just cut the Selic rate by 75bps. 

Despite indicating that it was nearing its rate floor, it left the 

door open for an additional small cut.  

 

The BCB is far from out of ammunition and has been 

granted a special and temporary authorization to purchase 

public and private bonds in the market. Recently, the BRL 

has traded in line with risk appetite. However, after easing by 

225bps this year and launching its own QE, the BRL will 

underperform. 

• Further rate cuts amongst EM countries will continue 

• Aside from the unprecedented policy easing, the launch 

of a QEs will not support a V-shaped recovery in EM 

currencies 

 

Fixed income. Finally, banks rushed to borrow 

record at the ECB 

A total of 742 European banks have participated in the 4
th

 

version of the TLTRO3 for €1.3trn. Given the previous TLTRO 

operations maturing, banks took €1.7trn. This is the highest 

amount for any ECB liquidity operation. Data unfortunately 

did not disclose a country breakdown. As a result, net 

liquidity is set to increase. 

 

The ECB has already expanded its Pandemic Emergency 

Purchase Program and its Asset Purchasing Program. So, the 

JUNE 22, 2020 
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TLTROs are no longer the main excess liquidity drivers. 

The ECB has made it clear that the PEPP is its main 

monetary policy tool.  

 

European banks TLTRO demand 

Source: ECB, Danske Bank 

 

It is encouraging that more than 70% of the banks 

indicated in the ECB’s April lending survey intend to use 

TLTRO liquidity to grant loans. The good news is that the 

large demand implies that banks expect to keep up their 

lending activity and thereby support the real economy, 

which is the main ECB aim.  

 

The effect on the EUR is less clear. On one hand, tighter 

European spreads must be viewed as EUR positive. On the 

other hand, extensive money printing is generally currency 

negative. The number one outweighs effect number two in 

the special case of the EUR. 

• Euro rates cuts have become even less likely 

• The expected dynamics should still prevail and put 

downward pressure on peripheral and credit spreads 

• The EUR will be supported 

 

Equities. A 2nd wave? 

Equity markets are worried about the arrival of a second 

wave of coronavirus. Cases are increasing in Europe, the 

United States, China, New Zealand, India, etc. But the 

increase in cases is largely explained by a systematic 

process of testing to control the virus, manage the chain 

of transmission and adopt cluster strategies (management 

of delimited areas). This strategy seems to work if one 

observes Germany (700 contaminations in an industrial 

butchery) or in Beijing.  

 

Epidemiology specialists are not worried about this normal 

process of controlling the virus. Conversely, during his last 

meeting in Tulsa, Oklahoma, Donald Trump railed against 

the increase in the number of tests, responsible for the 

increase in the number of cases in the United States; he 

asked his team to reduce testing: "Slow the testing down, 

please". So smart! 

 

Investors are worried about a weaker than expected 

economic reacovery. We have therefore seen a switch into 

more defensive sectors, such as FAANG, stay-at-home 

segment, technology / communication, staples, e-commerce 

and healthcare, sectors which rallied in April-May. For the 

moment, it's more a healthy sector rotation than a drop in 

the stock market. 

 

The indices are likely to fluctuate in a side band, the time to 

apprehend the strategy of the clusters. See MSCI World 

below. For the S&P 500, this corresponds to fluctuations 

between 2,990-3,230 points. 

 

MSCI World. A pause was inevitable 

Source: Bloomberg 

 

The massive injections of liquidity from central banks and 

governments are powerful supporters of equities. The US 

Congress is currently discussing an extension of the 

Paycheck Protection Program for small businesses, 

additional support for the unemployed and a $1 trillion 

infrastructure spending plan directed to traditional 

infrastructure (roads, bridges, tunnels, airports, ports,…), 5G 

and broadband in rural areas. 

 

JUNE 22, 2020 
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Another point of support (reduction in selling pressures on 

stocks) is the record of cash held by investors in money 

market funds in the United States, which, according to 

Morningstar, amounts to $ 4,800 billion, to the detriment 

of funds invested in stocks. In April and May, American 

investors withdrew $ 48 billion from US equity funds. 

 

Total assets in money market funds 

Source: Morningstar 

  

At the same time, deposits in US commercial banks 

increased by 15% in March, April and May to $ 15.4 trillion, 

with American consumers cautious after receiving their 

checks from the government. As for companies, they 

accumulate cash after having raised debt, taking ad-

vantage of low interest rates, reducing dividends, share 

buybacks and capital expenditure (capex). 

 

The importance of cash positions, reflecting the concerns 

of households and businesses, very low interest rates and 

monetary stimuli are favorable for gold. The breakout of $ 

1,750 on the spot price would signal a rally towards $ 

1,800, then the $ 2,000.  

 

Now, it is difficult to understand the behavior of gold in 

the geopolitical tensions between India and China, 

knowing that these two countries account for 40% of the 

world demand for gold and that China is the 1st gold 

producer in the world; Will there be protection purchases 

from Indians and Chinese or a slowdown in purchases due 

to a malfunction in the supply chain? What is certain is 

that retail investors are buying massive amounts of gold and 

that central banks are still net buyers of gold. 

 

Gold holdings in funds / ETFs invested in  

physical gold by retail investors 

Source: Bloomberg 

 

• The cluster strategy calls into question the economic 

recovery… 

• … which favors a phase of consolidation of the stock 

markets 

• Investors will alternate between airlines, automotive, 

value, cyclicals, small cap in calm seas and stay-at-

home, health, FAANG sectors in rough seas 

• A favorable period for gold 

 

Chinese stocks. Back home 

After the commercial and technological wars, the financial 

war has just started. Donald Trump attacks Chinese 

companies listed in the United States; they do not meet the 

quality accounting criteria and the Securities and Exchange 

Commission (SEC) will take action. Donald Trump has 

ordered the government pension fund to stop investing in 

Chinese stocks.  

 

The new law will require all listed companies to have their 

auditors inspected by the Public Company Accounting 

Oversight Board (PCAOB). This law particularly targets 

Chinese companies which for years have refused to 

collaborate with the PCAOB. This law will also oblige listed 

companies, Chinese in particular, to prove that they are not 

controlled by a foreign government. Otherwise, all listed 

companies will be excluded from the New York Stock 

Exchange. Fraud by Chinese Luckin Coffee, a New York-listed 

JUNE 22, 2020 
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and Chinese like-Starbucks, and the 95% fall in the share 

price prompted the US Congress to speed up the process 

of passing the bill. 

 

The Chinese companies listed (150) in the United States 

are only Caymanian structures, giving no capitalist rights, 

since China prohibits the acquisition of holdings in 

sensitive Chinese companies. They are almost all sensitive. 

Important audit documents cannot leave China or Hong 

Kong. The US regulator has no authority to collect the 

necessary documents in multiple jurisdictions. So, no way 

to protect the American investor. Lack of information is 

also a risk for American companies operating in China. 

 

The US-China, Hong Kong and Taiwan wars have clearly 

revived Chinese patriotism and nationalism. Chinese 

companies are returning home and looking for quotes 

either in Hong Kong or Shanghai-Shenzhen. Alibaba has 

been listed in Hong Kong in November 2019. JD.com and 

NetEase have just been listed in Hong Kong. Others will 

follow, like Baidu. They are also returning to their home 

markets because, like Alibaba, they have become wealthy 

enough to self-finance their expansion. Yum China (Pizza 

Hut, KFC, Taco Bell), coming from the spinoff of Yum 

Brands, listed in New York and generating 95% of its 

revenues in China, is looking for a listing in Hong Kong; 

Yum China does not want to be excluded of a $ 180 billion 

Chinese fast food market. 

 

On the other hand, Chinese companies that want to 

expand will no longer be able to benefit from the billions 

of US dollars during fundraising. 

• A delisting of Chinese companies in the United States 

could result in significant losses for foreign investors 

• The market capitalization of Chinese companies listed 

in the US is estimated at $ 1'000 billion 

• Avoid Chinese companies listed in the United States 

• Chinese companies favor now the Hong Kong stock 

exchange 

• For those who want to buy Chinese equities, we would 

buy the A (Shanghai-Shenzhen) and H (Hong Kong) 

shares, and funds / ETF invested in A and H-shares 

JUNE 22, 2020 
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Disclaimer  

This document is solely for your information and under no circumstances is it to be used or considered as an 
offer, or a solicitation of an offer, to buy or sell any investment or other specific product. All information and 
opinions contained herein has been compiled from sources believed to be reliable and in good faith, but no 
representation or warranty, express or implied, is made as to their accuracy or completeness. The analysis 
contained herein is based on numerous assumptions and different assumptions could result in materially 
different results. Past performance of an investment is no guarantee for its future performance. This document is 
provided solely for the information of professional investors who are expected to make their own investment 
decisions without undue reliance on its contents. This document may not be reproduced, distributed or 
published without prior authority of Pleion SA. 

www.pleion.ch 
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