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Third Quarter 2008
StanCERA

Capital Market Review
ECONOMIC REVIEW 

 
• The trade deficit grew sharply in July to $62.2 billion as oil prices spiked, but fell back to $59.1 billion in August as exports surged while oil imports and prices fell.  In the 

third quarter, the U.S. Dollar gained significantly against the euro (+10.6%) and the pound (+10.6%) but remained relatively stable versus the yen (-0.2%)  
 
• After reaching an all-time high of $147/barrel in July, oil prices plummeted in response to declining global demand brought on by the economic slow-down.  The Consumer 

Price Index jumped by 0.8% in July to an annual rate of 5.6% -- the highest point since 1991 as the cost of energy surged.  Prices fell slightly in August (down 0.1%) to an 
annual rate of 5.4%, and remained flat in September.  The PMI dropped sharply in September to 43.5, a seven-year low, from a level of 49.9 in August.   

 
• Housing starts declined each month in the 3rd quarter to a 17-year low in September of 817,000 units – 31.1% lower than a year ago.  Although sales of new and existing 

homes were up in July, prices continued to sink and housing inventories rose.  Sales of existing homes rose in July to 5.02 million, but fell back to 4.91 million in August, 
down 10.7% from a year earlier.  In August, new home sales fell to the lowest level in 17 years, coming in at an annual rate of 460,000, after rising to 520,000 in July.  The 
rate of sales was down 34.5% from a year ago. 

 
• The unemployment rate jumped to 6.1% in August as employers trimmed jobs, but remained at that level in September.  It was 5.5% at the end of June and 4.7% a year 

ago.  Unemployment is now at the highest rate since September 2003. 
 

EQUITY MARKETS REVIEW 
 
 
• Stock prices were significantly lower during the third quarter.  Only the Russell 2000 Value Index was able to post a gain, returning 5.0% for the quarter.  The Russell 1000 

Growth was the laggard over the quarter, losing 12.3%.  Over the year-to-date and one-year period, every major equity index was negative.  The Russell 2000 Value Index 
posted the smallest loss year-to-date, with a return of -5.4%.  Of the ten sectors that comprise the S&P 500 Index, Consumer Staples led with a return of 4.6% while 
Financials lagged, returning -25.7%, due primarily to falling commodity prices.   

 
• Value outperformed growth at both ends of the market cap spectrum.   The Russell 1000 Value and Russell 2000 Value returned -6.1% and 5.0% respectively, while the 

Russell 1000 Growth and Russell 2000 Growth lost 12.3% and 7.0%, respectively.   Over the longer one year period, growth outperformed value by 2.7% among large cap 
stocks but trailed by 4.8% among small cap stocks.    

 
 
• The MSCI EAFE had a calamitous Q3 2008, losing 20.5%.  The U.S. Dollar actually increased in value over the quarter as the index returned -13.3% in local currency.  Over 

the longer one year period, the increase in the value of the US Dollar amplified the losses as the index lost 28.8% in local currency, and 30.1% in US Dollar terms. 
 

FIXED INCOME MARKETS REVIEW 
 
• The Federal Reserve left the Fed Funds rate unchanged at 2%.  However, in wake of the failure of Lehman Brothers and the precarious situation of other banks, it expanded 

its short-term lending to banks by starting to accept investment-grade debt as collateral instead of just Treasuries and other high-grade securities.  In the last 3 months, the 
yield curve has shifted downwards slightly.   

 
• During the third quarter, major bond index returns were mixed, primarily according to quality.  High quality indices such as the LB Government (1.9%) and LB Mortgage 

(1.9%) led the way.  Investors shied away from riskier securities as represented by the LB Credit Index (-6.4%) and the Citigroup High Yield Index (-9.2%).  For the trailing 
12 months, the LAB was up 3.7%, the CWGB gained 5.9%, LBMB rose 7.0% and the CHY fell 11.7%. 

 
REAL ESTATE MARKETS REVIEW 

  
• For the period ending 9/30/08, the one quarter returns for, respectively, the NAREIT  index and the NCREIF Property index (one quarter lag), were 5.6% and 0.6%; one year, -

11.1% and 9.3%; three years, 5.6% and 14.9%; five years, 13.4% and 14.7%; and ten years, 12.5% and 12.2%.  
 
• According to The Wall Street Journal, September sales for new homes slipped to a seasonally adjusted annual rate of 464,000. 
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StanCERA Allocation by Manager Type
As of September 30, 2008 StanCERA Plan

Market Value Current%Manager Type

Domestic Equity   503,966,869     43.7
Domestic Fixed    427,239,689     37.0
Int'l Equity    203,266,589     17.6
Real Estate     19,180,783      1.7

Total  1,153,653,930    100.0



As of September 30, 2008
StanCERA Manager Allocation Analysis

StanCERA Plan

Manager Market Value Current%

▄ BGI R2V ishares 65,496,034 5.7

▄ Delaware 94,357,932 8.2

▄ Dodge & Cox -Eq 187,209,799 16.2

▄ Dodge & Cox -FI 427,239,689 37.0

▄ Invesco 16,409,347 1.4

▄ LSV 98,074,186 8.5

▄ Loomis Sayles 61,129,044 5.3

▄ Mazama 42,878,122 3.7

▄ Mellon Capital 52,895,373 4.6

▄ Pyramis 105,192,403 9.1

▄ Real Estate 2,771,436 0.2

▄ Transition Acct 565 0.0

Total 1,153,653,930 100.0
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Periods Ending September 30, 2008
StanCERA

Performance Summary

Total Fund * -10.8% 95 -18.7% 99 -19.6% 98 -4.0% ## 0.4% 98 5.2% 86
Policy Index 1 -8.6% 44 -14.7% 67 -15.3% 61 -1.2% 67 2.1% 61 6.1% 65

Public Plan > $100 Million Median -8.9% -14.0% -14.8% -0.7% 2.5% 6.6%

US EQUITY MANAGERS
Mellon Capital - gross of fees -8.4% 54 -19.3% 59 -21.9% 57 -4.7% 66 0.2% 62 5.2% 69
Mellon Capital - net of fees -8.4% -19.3% -21.9% -4.7% 0.2% 5.2%
S&P 500 Index -8.4% 58 -19.3% 65 -22.0% 61 -4.7% 69 0.2% 67 5.2% 77

Delaware2 -14.3% 65 -26.7% 91 -26.5% 91 -6.0% 94
Delaware - net of fees -14.4% -26.9% -26.9% -6.5%

Loomis Sayles2 -20.6% 95 -32.0% 99 -28.0% 97 -6.6% 96
Loomis Sayles - net of fees -20.7% -32.3% -28.3% -7.0%
Russell 1000 Growth Index -12.3% 43 -20.3% 46 -20.9% 48 -2.8% 43

Dodge & Cox - gross of fees -11.0% 72 -24.1% 70 -27.6% 67 -9.7% 68 -2.1% 67 6.7% 53
Dodge & Cox - net of fees -11.0% -24.2% -27.8% -9.9% -2.3% 6.5%
Russell 1000 Value Index -6.1% 26 -18.9% 31 -23.6% 37 -6.5% 44 0.1% 33 7.1% 50

Mazama - gross of fees -15.2% 81 -31.1% 98 -37.7% 100 -16.7% -7.6% 98
Mazama - net of fees -15.4% -31.5% -38.2% -17.4% -8.4%
Russell 2500 Growth Index -12.1% 64 -19.0% 54 -20.7% 54 -1.9% 70 0.8% 62

BGI  R2V iShares - gross of fees3 6.5% 3 -3.1% 7 -10.4% 21 -2.8% 42 0.3% 48 6.6% 95
BGI R2V ishares - net of fees 6.4% -3.3% -10.7% -3.0% 0.0% 6.1%
Russell 2000 Value Index 5.0% 11 -5.4% 25 -12.3% 36 -3.5% 47 2.0% 30 9.4% 42

US Equity Composite -11.1% 66 -23.7% 83 -26.1% 84 -8.0% 88 -2.4% 85 4.5% 86
80% R1000/ 20% R2000 -8.9% 50 -18.7% 45 -21.1% 46 -3.8% 49 0.4% 44 5.8% 63
Russell 3000 Index -8.7% 49 -18.8% 47 -21.5% 49 -4.4% 56 0.3% 50 5.7% 64
Rankings:  1=highest, 100=lowest.

* Total Fund and US managers are ranked against appropriate peer universes.  Other managers and asset class composites are ranked against asset class universes.
1  Effective 4/1/08, policy Index is 37% Russell 1000, 9% Russell 2000, 20% M SCI ACWI -ex US, 31% Lehman Aggregate, 3% FTSE EPRA/NAREIT.  M SCI ACWI-ex US return is linked with previous M SCI EAFE returns.
2  M FS was replaced by Delaware (60%) and Loomis Sayles (40%) effective 8/18/06 
3  Charlo tte was replaced by BGI  Russell 2000 Value ishares December 2006. Current returns are linked with prio r Charlo tte returns.

3 YEAR 5 YEARFISCAL 1 QTR YTD 1 YEAR 2 YEAR



Periods Ending September 30, 2008
StanCERA

Performance Summary

INTERNATIONAL EQUITY MANAGERS
LSV - gross of fees -21.5% 69 -31.5% 83 -33.6% 85 -7.4% 85 1.3% 78
LSV - net of fees -21.6% -31.8% -33.9% -7.9% 0.8%

Pyramis - gross of fees4 -23.3% 83 -31.5% 83 -30.1% 70 -3.6% 33
Pyramis - net of fees -23.4% -31.7% -30.4% -4.1%

International Equity Composite -22.5% 80 -31.5% 83 -31.8% 79 -5.5% 59 2.4% 60 10.2% 75
MSCI ACWI -ex US Index -21.8% 73 -29.5% 73 -30.0% 68 -4.2% 41 3.1% 49 11.7% 46

US FIXED INCOME MANAGER
Dodge & Cox - gross of fees -3.6% 76 -2.9% 74 -1.3% 78 2.2% 76 2.9% 72 3.3% 72
Dodge & Cox - net of fees -3.6% -2.9% -1.4% 2.1% 2.8% 3.2%
Lehman Aggregate Index -0.5% 19 0.6% 26 3.7% 27 4.4% 32 4.2% 36 3.8% 43

GLOBAL REAL ESTATE
Invesco - gross of fees5 -9.8% 94
Invesco - net of fees -9.9%
FTSE EPRA/NAREIT -10.4% 95

REAL ESTATE
12th Street 0.0%

Rankings:  1=highest, 100=lowest.
4  Putnam was replaced by Pyramis April 2006.
5  Invesco Global Real Estate effective 3/3/08.

3 YEAR 5 YEARFISCAL 1 QTR YTD 1 YEAR 2 YEAR



Periods Ending September 30, 2008
StanCERA Total Rates of Return

Total Public Funds – (Above $100 Million)

FISCAL 1 Qtr YTD 1 YEAR 2 YEAR 3 YEAR 5 YEAR
Return Rank Return Rank Return Rank Return Rank Return Rank Return Rank

 Total Fund -10.8% 95 -18.7% 99 -19.6% 98 -4.0% 100 0.4% 98 5.2% 86

 Policy Index -8.6% 44 -14.7% 67 -15.3% 61 -1.2% 67 2.1% 61 6.1% 65
 Median -8.9% -14.0% -14.8% -0.7% 2.5% 6.6%
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Periods Ending September 30, 2008
StanCERA

Quarterly Performance Attribution

Large Cap Core

(S&P 500)
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Third Quarter 2008
StanCERA

Capital Market Review
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Equity Index Returns - Short Term
Returns as of 9/30/08

Equity results over the last 12 months have been 
disappointing, as the impact of the financial crisis 
and signs pointing towards a slow-down or even a 
recession took hold.

Only the Russell 2000 Value index experienced a 
positive return in the third quarter -- up 5%.  All 
other indices fell, with the Russell 1000 Growth 
losing the most, down 12.3%.

In the full year ending September 2008 and for the 
year-to-date, all indices lost ground.  The Russell 
2000 Value index, however, declined the least 
(down 12.3% and 5.4%, respectively).  Large 
stocks tended to suffer the greatest losses:  The 
lowest performing index for the full year was the 
Russell 1000 Value index which dropped 23.6%, 
and the Russell 1000 Growth index had the lowest 
return for the year-to-date, down 20.3%. 

In all three periods, the MSCI EAFE suffered even 
greater losses than did the US indices, and the 
losses in US Dollar terms were greater than in 
local currency terms.  In US dollar terms, the MSCI
EAFE plummeted 20.6% in the third quarter, which 
pushed the year-to-date loss to 29.3% and the full 
year to a loss of just over 30%.



Third Quarter 2008
StanCERA

Capital Market Review
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Equity Sector Returns
Returns as of 9/30/08

The only sector with significant gains in  
the third quarter was Consumer Staples 
which was up 4.6%.  Despite the turmoil 
in the financial markets, the Financial 
sector managed to gain a modest 0.9%, 
following substantial loses earlier this 
year.  All other sectors fell, with 
Materials and Energy taking substantial 
hits as oil prices plummeted (down 
25.7% and 23.7%, respectively).

For the year ended September 2008, 
Financials fell a whopping 38.8% and 
Communications suffered a 33.2% drop, 
and other sectors also saw steep 
declines.  Only Consumer Staples 
remained in positive territory, up just 
0.7%.

On a year-to-date basis, Communications 
and Financials also saw the biggest 
losses, tumbling 26.9% and 28.6%, 
respectively.  Even Consumer Staples lost
ground in this period, losing 3%.



StanCERA Return Based Style Analysis
3 Years Ending September 30, 2008 US Equity Composites
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StanCERA Equity Style Analysis
As of September 30, 2008 Style Drift
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As of September  30, 2008
StanCERA

Equity Portfolio Characteristics

DIVIDEND YIELD (%) CAPITALIZATION ($B) P/E RATIO
QTR ENDING YR ENDING QTR ENDING YR ENDING QTR ENDING YR ENDING

BGI R2V ishares 2.28     29 1.87     20 0.97     97    1.19     96   13.12   66 14.68   82 
Delaware 0.83     78 0.74     76 42.01   48    48.16   53   17.59   11 26.56   3   
Dodge & Cox 2.26     31 1.75     30 63.59   29    84.43   32   12.24   80 16.01   67 
Loomis Sayles 0.85     77 0.47     84 55.24   36    59.59   47   19.19   5   27.06   2   
Mazama 0.68     84 0.23     94 2.14     78    2.98     74   14.77   38 22.90   14 
Mellon Capital 2.43     23 1.87     20 86.29   8      109.63 11   13.68   54 16.54   61 
Russell 3000 2.25     32 1.70     34 70.91   22    87.98   28   13.69   53 16.74   53 

Median 1.56     1.20     40.59   55.33   13.87   16.94   

5 YRS EPS GROWTH RETURN ON EQUITY PRICE/BOOK
QTR ENDING YR ENDING QTR ENDING YR ENDING QTR ENDING YR ENDING

BGI R2V ishares 10.07   93 12.69   94 9.62     95    9.58     95   1.55     97 1.79     98 
Delaware 33.86   12 30.35   23 15.70   67    18.08   55   4.00     23 6.22     11 
Dodge & Cox 14.31   80 19.81   71 14.93   75    16.76   64   2.04     85 3.01     78 
Loomis Sayles 39.20   3   42.46   3   23.09   17    23.67   10   5.28     2   7.52     1   
Mazama 40.75   3   29.90   24 15.69   68    15.09   72   3.07     52 5.34     20 
Mellon Capital 18.81   60 21.53   62 21.40   26    21.90   24   3.33     38 4.28     42 
Russell 3000 19.57   54 22.34   53 20.22   37    20.46   40   3.26     44 4.22     48 

Median 20.44   23.01   18.43   19.02   3.15     4.19     



Periods Ending September 30, 2008
StanCERA Total Rates of Return

Small Cap Value Equity

FISCAL 1 Qtr YTD 1 YEAR 2 YEAR 3 YEAR 5 YEAR
Return Rank Return Rank Return Rank Return Rank Return Rank Return Rank

 BGI iShares Russell 2000 Value 6.5% 3 -3.1% 7 -10.4% 21 -2.8% 42 0.3% 48 6.6% 95

 Russell 2000 Value Index 5.0% 11 -5.4% 25 -12.3% 36 -3.5% 47 2.0% 30 9.4% 42
 Median 2.2% -8.4% -15.0% -3.9% 0.0% 9.1%
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StanCERA Equity Only Summary Statistics
Quarter Ending September 30, 2008 BGI Russell 2000 Value iShares

 Portfolio Characteristics

Portfolio

Total Number of Securities            1119

Total Market Value $      61,833,501

Average Market Capitalization (000's)         973,800         972,500

Median Market Capitalization (000's)         487,200         432,800

Equity Segment Yield            2.28            2.28

Equity Segment P/E           13.12           13.04

Equity Segment Beta            1.17            1.18

Price/Book Ratio            1.55            1.56

Five Year Earnings Growth           10.07           10.15

Return On Equity            9.62            9.59

Ten Largest Holdings Ten Best Performers Ten Worst Performers

Name $ Weight Name Return Name Return

RALCORP HLDGS INC N     389,765   0.6 STERLING FINL CORP 252.7 GATEHOUSE MEDIA INC -80.1

SENIOR HSG PPTYS TR     318,941   0.5 UCBH HLDGS INC     186.6 DOLLAR THRIFTY AUTO -79.6

REALTY INCOME CORP     302,464   0.5 CATHAY BANCORP INC 121.0 GRAMERCY CAP CORP C -77.7

APOLLO INVESTMENT C     280,370   0.5 CAPITOL BANCORP LTD 117.9 REDDY ICE HLDGS INC -73.3

WESTAR ENERGY INC      276,042   0.4 WESTERN ALLIANCE BA  99.2 PHOTRONICS INC     -73.3

ASPEN INSURANCE HLD     271,150   0.4 GEHL CO             99.0 ICO GLOBAL COMM HLD -66.6

PIEDMONT NAT GAS CO     270,158   0.4 PANTRY INC          98.8 PAETEC HOLDING CORP -66.1

NICOR INC COM          228,181   0.4 TRICO BANCSHARES    98.0 AXCELIS TECHNOLOGIE -65.2

BIOMED RLTY TR INC     223,079   0.4 PACWEST BANCORP     95.2 ACCURIDE CORP COM  -62.4

FOUNDRY NETWORKS IN     221,106   0.4 EVERCORE PARTNERS I  91.0 OLYMPIC STL INC    -60.3




