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Investment Goals

• The Unified Investment program for public funds must be administered by the 
Board of Investments in accordance with the “prudent expert principle,” defined 
as: 

1) discharging its duties with the care, skill, prudence, and diligence, under the 
circumstances then prevailing, that a prudent person acting in a like capacity with the same 
resources and familiar with like matters exercises in the conduct of an enterprise of like 
character with like aims; 

2) diversifying the holdings of each fund to minimize the risk of loss and maximize the 
rate of return, unless under the circumstances it is clearly prudent not to do so; and 

3) discharging its duties solely in the interest of and for the beneficiaries of the funds 
managed. 

• Investment performance is measured by three integrated long-term return 
objectives: 

1)  Actuarial expected investment return (7.75%)

2)  Investment performance benchmarks

3)  Peer comparison
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MBOI Team

5December 31, 2017



Asset Allocation

• Asset Allocation is the Primary Driver of Returns

• Capital Market Assumptions Drive Expected Return Outcomes

• Returns, Volatility, and Correlations

• Return Assumptions provided by the investment consultant of MBOI have been on a 
declining trend in recent years

• Volatility of Returns Reduces Expected Compound Returns

• Liquidity must be available to provide the funding for a growing Net Cash Need to 
meet retirement plan benefit payments. 

• Multiple Approaches to Asset Allocation

• Mean Variance Analysis, Monte Carlo Analysis, Liquidity Analysis
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Asset Allocation

• The recommended asset allocation should consider the funding objectives, the 
current characteristics of the retirement plan, any anticipated changes in the 
benefits and contribution policies for each plan individually, and the opportunity set 
of investments.

• Currently, the asset allocation process results in an expected return  that is below 
the current actuarial return expectation.  However, this shouldn’t be viewed as a 
new event, unique to the Montana pension plans, nor necessarily permanent. 

• Asset Allocation reviewed/approved by MBOI Board at least annually

• Changes during most recent Asset Allocation review (November 2017)

• Increase to top range of International Equities (18% to 24%)

• Decrease to bottom range of Broad Fixed Income (1% to 0%)
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Pension Plans Allocations by Pool

2.0%

2.0%

1.9%

2.0%

2.0%

2.0%

2.0%

2.1%

2.0%

0% 20% 40% 60% 80% 100%

Vol. Firefighters

Judges

Highway Patrol

Game Wardens

Sheriffs

Police

Firefighters

Teachers

Public Employees

Plan by Pool

STIP CAPP

$11,533,712,883



December 31, 2017 9

CAPP Asset Class Allocation

Asset Class Market Value % of Total Board Approved Range

Domestic Equity 4,003,924,115     35.4%

International Equity 2,041,108,151     18.1%

Private Equity 1,158,087,065     10.2%

Natural Resources 259,993,915        2.3%

Real Estate 785,720,964        7.0%

TIPS 384,132,519        3.4%

Broad Fixed Income 249,766,393        2.2%

US Treasury & Agency 1,083,499,322     9.6%

Investment Grade Credit 376,018,338        3.3%

Mortgage-Backed 463,393,123        4.1%

High Yield 319,051,408        2.8%

Cash 176,742,322        1.6%

Total 11,301,437,635    100.0%

Total Fixed income 2,875,861,103     25.4%
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2% - 6%
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Retirement Plans Performance

Name
1 Year 3 Year 5 Year 10 Year 20 Year

Since Inception

(23.5 Years)

Public Employees 14.80 7.86 9.74 5.89 6.47 7.84

Teachers 14.76 7.86 9.74 5.90 6.48 7.85

Firefighters 14.79 7.86 9.75 5.89 6.38 7.68

Police 14.79 7.86 9.75 5.87 6.37 7.69

Sheriffs 14.80 7.87 9.74 5.89 6.42 7.72

Game Wardens 14.81 7.87 9.73 5.89 6.40 7.73

Highway Patrol 14.79 7.86 9.74 5.89 6.41 7.71

Judges 14.82 7.87 9.74 5.90 6.42 7.73

Vol. Firefighters 14.79 7.83 9.73 5.87 6.67 7.51
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Asset Class Benchmark Returns
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Size of Pension Plans and Change during Previous Year

% of Total 12/31/2017 12/31/2016 Change

Public Employees 49.9% 5,760,143,926        5,152,552,658        607,591,267     

Teachers 35.8% 4,126,435,523        3,719,420,728        407,014,795     

Firefighters 3.6% 416,202,177            359,807,468           56,394,709        

Police 3.5% 403,202,754            350,663,661           52,539,092        

Sheriffs 3.1% 352,474,021            309,155,919           43,318,102        

Game Wardens 1.6% 188,555,799            161,719,376           26,836,423        

Highway Patrol 1.3% 147,418,705            131,685,137           15,733,568        

Judges 0.9% 102,091,047            90,276,230              11,814,817        

Vol. Firefighters 0.3% 37,188,931              33,475,503              3,713,428          

Total 100.0% 11,533,712,883      10,308,756,681     1,224,956,202  



Peer Comparisons
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Performance Key Takeaways

• Strong absolute returns during recent years

• Time weighted return of 7.84% since July 1, 1994

• Peer performance differences primarily explained by Asset Allocation differences

• The actual results measured over shorter periods will deviate from the long-term
assumptions. Any deviation between short-term returns and long-term assumptions
doesn’t imply the long-term assumptions are wrong.
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Economic Environment

15December 31, 2017



Economic Environment
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Economic Environment
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Economic Environment Takeaways

• From an economic viewpoint, the baseline assumptions are that:

• the global economic growth will remain modest

• Near full employment levels

• inflation will be near levels targeted by the Federal Reserve.  

18December 31, 2017



Investment Markets
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Investment Markets
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Investment Markets
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Investment Markets
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Investment Strategy
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Investment Strategy

• Asset Allocation Ranges

• Valuations Matter

• Given current valuation levels of different asset classes, the asset allocation must
continue to improve its diversification to help protect against surprises.

• Long-term strategy is to continue to maintain Equity Bias.
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Summary

• Asset Allocation remains critical to the pension plans’ long-term success.

• MBOI’s investment management of retirement plan assets requires adherence to the
Prudent Expert Principle.

• There is no asset allocation that is “right” for every plan and every situation.
Individual plan specifics matter and the expected return and potential risk for a
particular asset allocation changes over time.

• MBOI website for more information

• http://investmentmt.com/

• Questions?
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