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Oregon Investment Council 

MINUTES 
March 19, 2003 

 

The Oregon Investment Council was called to order at 9:05 a.m. by Gerard 
Drummond.  Mr. Drummond announced that Randall Edwards was 
currently testifying at a legislative hearing and would join the meeting by 
telephone when the hearing was over. 
 
OIC Members Present:  Jerry Bidwell, Gerard Drummond, Mark Gardiner, Diana 
Goldschmidt and James Voytko (arrived at 9:40am).  
 
OIC Member On-Line:  Randall Edwards joined the meeting via Conference Call 
at 10:25am. 
 
Staff Present:  Jay Fewel, Cheryl Griffith, Linda Haglund, Norma Harvey, Perrin 
Lim, Michael Mueller, Kevin Nordhill, Cesar Porte, and Ron Schmitz.  
        
Consultants Present: John Ilkiw, Russell Investment Group 
    Bill Madden, Russell Investment Group 
    Neil Rue, Pension Consulting Alliance 
    Nan Leake, Pension Consulting Alliance 
    Randall Doser, Compass Advisors     
     
Legal Counsel:  Dee Carlson, Oregon Department of Justice  
         
I. Review and Approval of Minutes – 2/26/2003 
 
MOTION:   Diana Goldschmidt moved approval of the 2/26/2003 minutes. The 
motion was seconded by Jerry Bidwell and passed unanimously by the Council. 
 
II. Department of Justice Consultation – Executive Session 
 
Mr. Drummond announced that the Executive Session consultation with the 
Department of Justice would be moved to the end of the meeting. 
 
III. Domestic Equity Manager Search – Enhanced Index Managers 
 
Jay Fewel addressed the Council and noted that in January 2003, the Council 
created a separate sub-category within Domestic Equities for enhanced index 
strategy, to complement and further refine the active and passive management 
strategies.   
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The enhanced index category has been allocated three manager positions.  One is 
currently occupied by the BGI Alpha Tilts Fund, which was funded three years 
ago and represents 6% of the total equity portfolio.  The Council authorized staff 
to complete a search for two vacant positions that would each be allocated 4% of 
the Domestic Equity Fund.  Funding these two managers will bring the enhanced 
index sub-category to the midpoint of the Policy target. 
 
Jay introduced Robert Jones and Lisa Rotenberg of Goldman Sachs Asset 
Management. 
 
Presentation by Goldman Sachs Asset Management: 
 
Lisa Rotenberg and Robert Jones addressed the OIC regarding the Goldman 
Sachs Asset Management Enhanced 1000 Large Cap Equity Strategy.  They 
discussed their management team, investment philosophy and approach. The 
Goldman Sachs CORE investment process was outlined and the commitment to 
quantitative investment management was noted.  Goldman Sachs outlined their 
key factors for maximizing risk-adjusted performance as follows: 
� Valuation 
� Momentum 
� Profitability 
� Fundamental Research 
� Earnings Quality 

 
Mr. Jones outlined the Goldman Sachs approach to stock evaluation, relative to 
industry peers using fundamental, intuitive investment criteria and noted that all 
data is evaluated for every stock, every day.  Sample Enhanced 1000 Large Cap 
portfolios were presented and Mr. Jones explained their research process and 
presented performance numbers. 
 
Discussion followed and questions from the Council were addressed by Mr. Jones 
and Ms. Rotenberg. 
 
James Voytko arrived at the meeting at 9:40am. 
 
Presentation by Pacific Investment Management Company (PIMCO): 
 
Jay Fewel introduced John Loftus and Jeffrey Ludwig of PIMCO.   
 
Mr. Loftus and Mr. Ludwig introduced the PIMCO StocksPLUS product profile 
with an emphasis on low volatility.  StocksPLUS currently has $17.2 billion under 
management.  The long-term performance record of consistency was outlined and 
it was noted that StocksPLUS does not involve program trading, index arbitrage 
or intra-day market timing.  The strategy is to buy  stock index futures (or enter 
into swap agreements) to provide stock market exposure and enhance returns 
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with active management of the cash backing the futures position.  The returns 
should exceed the Russell 1000 consistently without taking significant non-
market risk. The goal in StocksPlus is to assemble a well diversified, well-
structured portfolio of short duration fixed income securities that will outperform 
the cost of financing. 
 
Discussion followed and questions from the Council were addressed by Mr. Loftus 
and Mr. Ludwig. 
 
Randall Edwards joined the meeting by phone at 10:25am. 
 
Jay Fewel, Kevin Nordhill and John Madden addressed questions from the 
Council after the two presentations.   
 
Mr. Drummond suggested, for future consideration, that the Council revisit  the 
possibility of increasing the commitment to this sub-class and taking more from 
the passive component. 
 
Mr. Fewel questioned the Council regarding the type of fee structure desired and 
was directed to negotiate with the prospective managers with an emphasis on 
performance-based fees, returning with the outcome at a future meeting as an 
information item. 
 
MOTION:  Diana Goldschmidt moved approval of staff recommendation to fund 
Goldman Sachs Asset Management with $500 million (4% target +/- 3%) and 
Pacific Investment Management Company (PIMCO) with $500 million (4% target 
+/- 3%), using the Russell 1000 benchmark and negotiating for performance-
based fees.  The motion was seconded by Mark Gardiner and passed 
unanimously by the Council. 
 
IV. Fixed Income Investment Strategies 
 
Perrin Lim noted that over the last two years, subsequent to the funding of the 
Core Plus managers, there has been Council interest and discussion regarding 
the use of specialist managers.  He further noted that the discussion at this 
meeting focuses on that aspect including: 
 

1. Fixed Income Asset Class 
a. Stability & Safety 
b. Current Income 
c. Hedge vs. Equity Risk/Deflation Risk 
d. Alpha generation 

2. Generalist vs. Specialist Manager Structure 
a. Pros & Cons to each approach 
b. Strategic overweights to “plus” sectors. 
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c. Managing tracking error and sector rebalancing 
 
Bill Madden presented a handout entitled “The Strategic Role of Fixed Income” 
and noted that the review would focus on establishing a long-term fixed income 
structure.  Discussion followed regarding the appropriate expectation for excess 
returns from fixed income. Mr. Madden noted that excess return expectation and 
corresponding risk are a major determinant of the fixed income program 
structure.  Also discussed was the fixed income role as a diversifier, expectations 
from active management and tracking error. 
 
Comparisons of Core Plus vs. specialist structures as follows: 
 

CORE+ SPECIALIST 
Lower Fees. Higher Fees. 
Fewer Managers to Monitor. Often leads to more Managers. 
Manager is responsible for sector 
allocations in aggregate. 

Sponsor assumes responsibility for 
rebalancing. 

Value may be added through sector 
rotation. 

Value added from sector rotation is 
mitigated. 

Tactical shifts may add value but can 
be expensive to implement. 

Constant allocation to extended sectors 
reduces trading costs. 

Can’t terminate generalist’s extended 
sector or core team, if broken. 

Managers hired independently, so 
sector teams can be replaced, if needed. 

The extended sector teams for 
generalist managers may not be very 
deep. 

Resources of highly ranked firms are 
often deeper than generalists. 

 
Core Plus vs. specialist net return comparisons were shown as examples as well 
as a list of peers, including rankings and returns. 
 
The Russell report concluded: 

� The majority of the expected excess return in the plan should come from 
equities, not fixed income. 

� The core+ managers in place today utilize their own specialty products 
which rank favorably against specialist managers. 

� If fixed income expected excess return of 75 basis points is acceptable, 
then utilizing a specialist program is not cost effective. 

� If fixed income expected excess returns greater than 100 basis points are 
desired, then utilizing a specialist program is recommended. 

� In addition to the added fees, the specialist structure caries with it the 
fiduciary responsibility of setting and rebalancing the strategic weights to 
the extended sectors. 

 
Questions regarding Russell’s advice to other large pension funds were addressed 
and different mixes of strategies and structures were considered. 
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Mr. Madden suggested, as a first step, studying the current structure, with a 
portion carved out for high yield.  He suggested examination of pricing, 
implementation, structure, risks, rewards and the bottom line, beginning with 
existing assets and outlining a step-by-step process, going forward from the  
current structure with details of implementation cost and risk of managing the 
allocations. 
 
After further discussion regarding the implementation of a combination of Core 
Plus and specialists, it was the consensus of the Council to receive more explicit 
information, with advantages and disadvantages, from Russell and staff regarding 
the augmentation of the existing fixed income portfolio by moving assets into 
some specialty sectors.  
 
Diana Goldschmidt complimented Mr. Madden on the insightful information 
presented.  
 
V. Asset Allocation 
 

a. OPERF 
b. SAIF Corporation 
c.  Common School Fund 

 
VI. Calendar – Future Agenda Items 
 
VII. Other Items 
 
Ron Schmitz announced that staff has requested permission to transfer Houston 
office properties from Clarion Partners to The Lionstone Group and to leverage 
one of the properties.  Three Houston area properties (Clear Lake, West Loop and 
the FBI building) are currently managed by Clarion Partners and have specific 
property management issues that require significant local involvement.  These 
properties, void of operational synergy with other OPERF or Clarion assets, are all 
valued below acquisition cost and thus require closer on-site attention than that 
which can be provided by Clarion.  Lionstone is willing to accept the asset 
management of these properties as of April 1, 2003.  Mr. Schmitz noted that, by 
the advice of legal counsel, a vote should be taken regarding this issue.  He 
further noted that PCA concurs with staff recommendation. 
 
MOTION:  Diana Goldschmidt moved approval of staff recommendation to 
transfer three Houston office properties from Clarion Partners to The Lionstone 
Group and to leverage one of the properties.  The motion was seconded by Jerry 
Bidwell and passed unanimously by the Council. 
 
 



 
 
 

03/19/2003 OIC Minutes 6 

 
II. (Deferred) Department of Justice Consultation – Executive Session 
 
Michelle Teed and Fred Boss, representatives from the Oregon Department of 
Justice, were present for consultation. 
 
The Oregon Investment Council entered into executive session at 11:45am 
pursuant to ORS 192.660(1)(h). 
 
The Oregon Investment Council came out of executive session at 12:05pm. 
 
Mr. Drummond thanked Ms. Teed and Mr. Boss and announced that there would 
be no action taken at this meeting. 
 
James Voytko and Mark Gardiner left the meeting at 12:07pm. 
 
VIII. Public Comment 
 
Bill Parish of Parish & Company provided his personal opinion on several agenda 
items and a variety of other issues. 
 
The meeting adjourned at 12:13PM. 
 
Respectfully submitted, 
 
 
 
Norma Harvey 
Investment Analyst 


