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mind,” says Pratt.

Of the largest funds in the US there is a wide range in the amount of assets managed internally and
externally.

The Pension Fund Data Exchange’s October 2010 internal/external management data shows that
two-thirds of funds manage at least 70 per cent of US equities internally, while in non-US equities
most funds show a preference for external management. Fixed income is the asset class with the
most internal management, with almost 50 per cent of the funds measured managing all of their
fixed-income assets in-house.

New Jersey is the only fund to manage all US equities, non-US equities and fixed income 100 per
centin-house.

A comparison of performance of funds that manage internal and external assets raises some
interesting points.

For example in US equities for FY2010 New Jersey, which manages assets totally internally,
returned 15.8 per cent. (Overall the New Jersey fund has been a consistent high performer in the
usS.)

The $79.4 billion Washington State Investment Board (WSIB), which outsources the management of
US and non-US equities but manages fixed income in-house, returned 16.8 per cent for US
equities. While the external managent outperformed in this case, it was not disclosed if these
returns were after fees.

CEM Benchmarking’s chief operating officer, Terrie Miller concedes there does not seem to be any
real difference in returns between internal and external managers, rather it is cost that makes the
difference.

“We haven’t found any real difference in returns between internal and external managers, of course
there are always individual managers here and there who are kind of singular in their ability to beat
the markets but on average, between the two groups there is no real difference,” she says.

The $228.2 billion CalPERS which manages more than 50 per cent of both US and non-US equities
in-house is moving towards more in-house management, with the greatest shift from external to
internal management occurring in global equity.

While reducing costs is an incentive — 90 per cent of CalPERS’ investment office expenses for
FY2009-10 were external asset management fees (see story here)- the internal team is tasked with
achieving the same beta as external managers, which according to CalPERS spokesperson Clark
McKinley, too often were not producing alpha.

“We’re still ramping up staff for more active management and developing our information
technology systems to allow more internal management. We’re talking about a process that will take
the next few years,” McKinley says.

“We’re shifting to more active management by our own staff because we’ve found that external
managers have given us beta but not alpha, but we’re still paying them management fees. It's more
cost-effective to manage those index funds by ourselves.”

Almost two-thirds of CalPERS’ assets overall are managed in-house, with only a little more than
one-third with external managers.

While funds focus on cost benefits of internal and external management, there are other factors a
fund needs to analyse when deciding on the best strategy.

“It's not just about money,” CEM’s Miller says.


http://www.top1000funds.com/news/2011/03/16/calpers-to-slash-fees-in-wake-of-1bn-external-spend/

[For more information about CEM Benchmarkina - www.cembenchmarkina.
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