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QUARTERLY REPORT
June 30, 2018

Shown below is the quarterly report on the status of the Montgomery County Consolidated Retiree Health
Benefits Trust (“CRHBT”) for the quarter ending June 30, 2018. This quarterly report is designed to assist
you in understanding the current status of the CRHBT.
History
The Consolidated Retiree Health Benefits Trust was established in 2008 as a Section 115 Trust to provide
funding for retiree health benefits for retirees and their dependents of Montgomery County and other
Participating Agencies and Other Trust Participants
Participating agencies include Montgomery County Government, Revenue Authority, Credit Union,
Department of Assessment & Tax, Strathmore Hall Foundation, Housing and Opportunity Commission,
Washington Suburban Transit Commission, and Village of Friendship Heights. Beginning in June 2012,
funding for retiree health benefits for Montgomery County Public Schools (“MCPS”) and Montgomery
College were also contributed to the CRHBT.
Board of Trustees
The Board of Trustees consists of 19 members: The Montgomery County Directors of Management and
Budget, Finance, and Human Resources; the Council Administrator; a Police Bargaining Unit
Representative; a Fire & Rescue Bargaining Unit Representative; an Office, Professional, and Technical
(OPT) and Service, Labor and Trades (SLT) Bargaining Unit Representative; a Non-Bargaining Unit
Representative; a Retired Employees Representative; two persons recommended by the Council who are
knowledgeable in pensions, investments, or financial matters; two individuals knowledgeable in pensions,
investments, or financial matters appointed by the County Executive; three members nominated by the
Montgomery County Board of Education including a designee of the Superintendent, a Bargaining Unit
Representative and retiree of MCPS; and 3 members nominated by the Board of Trustees of Montgomery
College including a designee of the President, a Bargaining Unit Representative, and a retiree of
Montgomery College.
Performance Results
The total return for the quarter was a gain of 1.88%, 23 basis points (bps) ahead of the 1.65% gain recorded
by the policy benchmark. For the one year ending June 30, 2018, the gain of 9.35% was 172 bps ahead of
the 7.63% gain recorded by the policy benchmark. The one-year gross return places the CRHBT’s
performance in the second quartile of the universe of comparable funds constructed by the Board’s
consultant, Wilshire Associates. Our annualized performance of 7.03% for the three-year period and 7.80%
for the five-year period ranked in the third quartile. The ten-year annualized performance if 6.08% ranks in
the fourth quartile.
The total market value of trust assets at June 30, 2018 was $968.3 million. The CRHBT’s asset allocation
was: Domestic Equities 21.6%, International Equities 17.9%, Global Equities 4.1%, Fixed Income 23.7%,
Inflation Linked Bonds 11.3%, Public Real Assets 9.0%, Private Real Assets 3.1%, Private Equity 6.5%,
Private Debt 0.7%, and 2.2% Cash.
Major Initiatives/Changes
During the quarter, the following commitments were made: $3 million to Franklin Park Venture Fund Series
2018, LP, a private equity fund-of-funds, $3 million to Franklin Park International Fund, 2018 LP, a private
equity fund-of-funds, $4 million to Center Rock Capital Partners I, LP, a private equity fund, $3 million to
WNG Aircraft Opportunities Fund II, LP, a private debt fund, $5 million to Gryphon Partners V, LP, a private
equity fund, and $2.5 million to FCP Realty Fund IV, LP, a private real estate fund.
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Capital Markets and Economic Conditions
Economic data reflected that GDP increased at an annualized rate of 4.1% in the second quarter of 2018,
matching market expectations. This figure represents the highest level of GDP growth since the third quarter
of 2014. GDP growth was broad based as consumer, business, and government spending all registered
robust gains and exports rose in part due to soybean farmers rushing to beat the tariff deadline. Business
investment grew 7.3% year-over-year, which many analysts believe is an effect of last year’s corporate tax
cut. The economy added 681,000 jobs during the quarter, an increase from Q1’s 635,000 gain. The U.S.
unemployment rate decreased to 4.0%, which is the lowest quarter-end reading since Q4 2000. Q2 inflation
was in line with expectations as CPI increased 2.9% year-over-year driven by increased fuel and healthcare
costs. The last time inflation was above this level was December of 2011, when it reached 3.0%. The
housing market experienced a blip in Q2 as new housing starts dropped 12% and permits declined for three
straight months. The decline in new housing starts is primarily due to labor shortage in the construction
sector.
Public Equity Markets: Following a down market in Q1, the domestic equity market resumed its upward
trajectory as markets were buoyed by strong economic and earnings data. Markets largely shrugged off
U.S.-China trade fears as GDP, consumer confidence, retail sales, and unemployment reports indicated a
rosy economic backdrop. As has been the case for much of this bull market, growth stocks outperformed
value stocks and small cap stocks outperformed large cap stocks. While the S&P 500 delivered strong
gains during Q2, dispersion was high as the financials, telecom, consumer staples and industrials sectors
posted losses. The telecom and consumer staples struggled
as interest rates continued to rise. The financial sector
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Following
two
consecutive
quarters
of
strong
outperformance relative to developed markets, emerging
markets sold off significantly in Q2 due to a sharp rally in the
U.S. dollar and escalating trade tensions with the United States. Within developed markets, Europe
outperformed Asia as the U.K. performed well in the absence of an interest rate hike. Japanese equities
continued to rally in local currency terms but posted losses for the quarter in dollar terms given the dollar
strength. Much like in the U.S. markets, the energy sector was the standout performer, posting double digit
gains due to price increases across the energy complex. The other positive returning sectors in the index
were technology, healthcare, materials, and consumer staples. Financials were the worst performing sector
as political uncertainty surrounding Italian elections injected renewed fear into the European banking
system. Emerging market equities struggled in Q2 as the four largest markets, Brazil, Russia, India, and
China all experienced selloffs. The Brazilian equity market experienced sharp losses, dropping 26% due to
further political uncertainty as none of the moderate candidates for October’s elections gained momentum
in the polls. Corporate earnings in emerging markets continued to be strong but they generally unperformed
analyst expectations. Our combined international equity performance was a loss of 2.79%, underperforming
the 2.61% loss recorded by the benchmark. Our global equity allocation recorded a gain of 1.00%,
outperforming the 0.53% gain of the MSCI ACWI Index.
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Private Equity: Fundraising continued to slow down in Q2 as 230 PE funds reached a final close, securing
$85 billion in commitments; this represents the lowest amount of capital raised in the second quarter of any
year since 2012. Capital continues to remain concentrated among the largest managers as the ten largest
vehicles closed accounted for 40% of the capital secured by all GPs. Although fewer funds have reached
a final close in 2018, of the 476 funds that have closed in the first half of 2018, 79% achieved their target
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size, the largest proportion for the past five years. More North American funds closed in Q2 2018 than in
Q2 2017, but the capital raised accounted for just over half the amount compared to the prior year. The
number of Asia-focused funds in the market has increased significantly over the past year, up from 380 to
985, a 159% increase. Globally both the number and aggregate value of deals declined from the previous
quarter, however, aggregate deal value increased 12% relative to Q2 2017. North American deal value
increased 3% compared to the prior quarter and accounted for three of the five largest buyout deals, led by
KKR’s acquisition of Envision Healthcare Corporation ($9.9 billion). Exit activity increased 14% relative to
Q1 2018, consisting of 471 PE exits for an aggregate $103 billion and the high exit value levels seen since
Q3 2015. Dry powder levels remain elevated, reaching a record $1.07 trillion, a 7% increase from Q2 2017.
Venture capital fundraising accounted for 26% of all private equity raised in Q2 2018, doubling its 13%
proportion form Q2 2017. 3,648 venture capital financing were announced globally during the quarter, up
6% from Q1 2018 and 26% in Q2 2017. Venture deals saw a 50% increase in aggregate deal value over
the past year, jumping from $49 billion in Q2 2017 to $73 billion in Q2 2018, the highest quarterly figure
since 2007. North American venture capital deals accounted for 37% of all deals globally in Q2 2018,
followed by China, which represent 31%.
During the quarter, our private equity managers called a combined $10.2 million and paid distributions of
$4.6 million. Our current allocation to private equity is 6.46%, with a market value of $62.5 million. From
its 2013 inception through March 31, 2018, the private equity program has generated a net internal rate of
return of 21.0% versus a 15.4% return for the dollar-weighted public market equivalent (the Russell 3000
Index plus 300 bps).
Fixed Income: The yield curve continued to flatten during the
US Treasury Yield Curve
quarter as short-term bond yields increased more than longterm yields. A flattening yield curve may be viewed as 4.00%
foreshadowing for an economic slowdown, as an inverted yield 3.50%
curve (where short-term rates rise above long-term rates),
usually precedes a recessionary environment. The yield on 3.00%
the 30-year bond increased by 1 bp during the quarter and 2.50%
ended the period at 2.98%. The spread between 2-year and
10-year Treasuries, the main gauge of the yield curve, 2.00%
tightened by 14 bps to 33 bps, the tightest level since prior to 1.50%
the 2008 global financial crisis. For the quarter, the 2-year
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Treasury yield ended at 2.52%, up 25 bps from the prior period,
while the 10-year Treasury yield rose by 11 bps to 2.85%. The 0.50%
high yield portfolio’s performance for the quarter was a gain of 0.00%
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portfolio’s performance for the quarter was a loss of 1.29%,
outperforming the 1.45% loss posted by the Barclays Long Govt/Credit Index. Our global inflation-linked
bond portfolio, combined with a portable alpha overlay, recorded a gain of 2.23%, outperforming the custom
benchmark’s gain of 1.72%.
Private Debt: Private debt fundraising in the second quarter increased $5.8 billion from the first quarter of
2018, as 22 funds reached a final close, securing a total of $25 billion in aggregate capital commitments.
North American funds contributed the largest share of the capital raising, with 11 funds closing on $16
billion. Ten direct lending funds secured $7.8 billion, while five distressed funds closed on $14 billion of
new capital. The second quarter was a slow fundraising period for mezzanine funds, as only two reached
final closes for a total of $300 million. During the quarter, our private debt managers called a combined
$1.2 million and paid distributions of $0.0 million. Our current allocation to private debt is 0.74%, with a
market value of $7.2 million. Due to the young age of the portfolio, performance data is not relevant.
Private Real Assets: The NCREIF Property Index (NPI), a measure of private commercial real estate
properties in the U.S., gained 1.8% in the second quarter 2018, up slightly from 1.7% last quarter. The total
return consisted of a 1.1% income return and 0.7% capital appreciation. Occupancy levels are strong and
increased to a new 16-year high, at 93.8%. Cap rates increase slightly to 4.9%. The Industrial sector
continued to be the stellar performer with a 3.6% return in the second quarter which also has the highest
occupancy at 96.7%. The other major property sectors, office, apartments and retail returned 1.5%, 1.5%
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and 1.3% respectively. The U.S. oil and gas sector experienced $76 billion in deal value, which was the
highest second quarter deal value on record. The bulk of the second quarter deal activity was concentrated
in a few large transactions in the downstream and midstream sectors. In contrast, deal-making tapered for
private investments in the oil and gas space after several quarters of strong interest. The Permian continues
to dominate activity with 475 rigs drilling in June 2018 (compared to 132 in April 2016). During the quarter,
our private real assets managers called a combined $2.4 million and paid distributions of $1.0 million. Our
current allocation to private real assets is 3.1%, with a market value of $30.3 million. Due to the young age
of the portfolio, performance data is not relevant.
Public Real Assets: The Bloomberg
Commodity Index increased 0.4% for the
quarter largely led by gains in the energy
sector. Crude oil prices continued to rally on
fears of global supply disruptions and strong
demand; natural gas prices also increased
due to above average temperatures in the
U.S. Industrial metals rebounded over the
quarter and posted gains with nickel prices
increasing as inventories on exchanges fell
and demand strengthened; aluminum prices
also increased, benefiting from supply
disruption concerns due to U.S. sanctions.
Precious metals declined for the quarter on
anticipation of Fed rate hikes and as the U.S.
dollar strengthened. Agriculture declined for
the quarter, also broadly impacted by a
stronger U.S. dollar. Soybean prices fell on trade tensions between the U.S. and China and corn prices
declined on favorable weather expectations and an above average crop. Livestock broadly benefited from
lower corn and grain prices to record gains during the quarter.
Global listed real estate securities as measured by the FTSE EPRA/NAREIT Developed Index advanced
by 5.1%, led by strength in the U.S and Australia. U.S. REIT returns surged on improved earnings outlook
and attractive yields and valuations which were caused by share price weakness in the previous quarter.
All U.S. REIT property sectors had positive returns, with several posting double-digit returns. The strongest
performing sectors were Self-Storage, Health Care and Hotels. Self-Storage and Hotels outperformed as
operating results came in stronger than expected. Whereas U.S. Health Care and Australian REITs
benefited from M&A activity and declining bond yields. In contrast, European listed real estate was weak
due to peaking rent growth and valuations reaching fair values. Listed real estate in Asia declined due to
the threat of trade wars with the U.S.
Listed infrastructure increased 4.5% for the quarter as measured by the Dow Jones Brookfield Global
Infrastructure Index. The strongest infrastructure sectors were gas midstream, pipeline companies, and gas
distribution utilities. Gas distribution utilities benefited from strong fundamentals in China and activist
investor activity in the U.S. Gas midstream and pipeline companies experienced a strong reversal in share
price performance relative to Q1 for many reasons: strong earnings season, several announced corporate
simplification transactions, favorable clarification on the FERC regulatory changes, positive outcomes on
major pipeline projects, and higher crude prices. In contrast, the communication sector underperformed
due to lackluster earnings combined with the potential adverse impact of a Sprint/T-Mobile merger. From a
regional perspective, infrastructure companies in Spain, Italy, Brazil and Mexico experienced notable
weakness due to political concerns over future fiscal policy decisions.
For the quarter, the public real asset portfolio gained 4.40%, underperforming the custom benchmark by
11 bps due to underperformance by the REIT and listed infrastructure managers.
Outlook
During the second quarter, the U.S. Federal Reserve (“the Fed”) raised the benchmark interest rate another
25 bps to a targeted range of 1.75% - 2.0%. In a testimony before Congress, Federal Reserve Chairman
Jerome Powell, described risks to growth as roughly balanced, and reiterated his plan to continue raising
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interest rates gradually. The market is currently pricing in two additional interest rate hikes for the remainder
of 2018, which is roughly in-line with the Fed’s expectations. Inflation, a closely watched metric by the Fed,
remains near their 2% annual long-term target. The Fed has previously noted that they expect inflation to
continue to rise over the next 12 months, as a strong employment environment pushes up wage growth.
However, longer-term risks to the domestic economy do remain, as higher interest rates and fading
tailwinds from last year’s fiscal stimulus (e.g. tax cuts) could materially begin to slow growth.
In the Eurozone region, the European Central Bank (“ECB”) made no changes to the benchmark interest
rate, as it remains at 0%. The ECB has continued to gradually wind down their bond purchases, and now
expects that the stimulus program will be completely phased out by the end of the calendar year. While
the timing of eventual interest rate hikes will ultimately depend on the path of economic growth, the market
is pricing in the first benchmark increase to occur in September 2019. During the second quarter, the Bank
of England (“BOE”) raised rates from 0.5% to 0.75% due to strong labor market and credit growth. This
was the BOE’s second interest rate hike since the 2008 global financial crisis. Brexit negotiations, which
are nearing a pivotal inflection point, continue to be a lingering uncertainty over the country ahead of the
U.K’s formal departure date of March 29th. The Bank of Japan (“BOJ”) pledged to keep interest rates low
for the foreseeable future, while also announcing more flexible measures to its stimulus program which is
expected to provide further ammunition to spur the country’s persistently low inflation rate.
Sources: BlackRock, Bloomberg, Bridgewater, Eagle, FRM, Gryphon, JP Morgan MSCI, NCREIF, Northern Trust, Oil & Gas Investor,
PE Hub, Private Equity Analyst, Pitchbook, Preqin, PwC Deals, Real Capital Analytics, RE Alert, S&P Schroders, T. Rowe Price, U.S.
Bureau of Economic Analysis, U.S. Bureau of Labor Statistics, Wilshire Associates.

Risk Profile
The risk/return statistics for the CRHBT for the 1, 3 and 5-year periods ending June 30, 2018 are shown
below:

Total Return
8.85
7.67

1 Year
Risk Sharpe Ratio
4.07
1.77
4.56
1.29

Sortino Ratio
2.33
1.62

Return/Risk
2.17
1.68

CRHBT - Net of Fees
CRHBT Benchmark

Total Return
6.57
6.38

3 Year
Risk Sharpe Ratio
5.91
0.95
5.60
0.95

Sortino Ratio
1.11
1.09

Return/Risk
1.11
1.14

CRHBT - Net of Fees
CRHBT Benchmark

Total Return
7.37
7.01

5 Year
Risk Sharpe Ratio
5.50
1.22
5.29
1.19

Sortino Ratio
1.44
1.40

Return/Risk
1.34
1.33

CRHBT - Net of Fees
CRHBT Benchmark
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Participating Agency Allocation
4/1/2018
Agency

Montgomery County Govt
MontCo Revenue Authority
Strathmore Hall Foundation
Credit Union
Dept of Assessments & Tax
District Court of Maryland
HOC
WSTC
Village of Friendship Heights
Montg. Cty. Public Schools
Montgomery College
Total

Balance $

$452,018,577
$2,838,206
$1,314,010
$1,161,058
$12,961
$0
$15,372,344
$101,919
$364,559
$395,837,340
$52,276,430
$921,297,403

4/1/2018 - 6/30/2018
Balance %

Contributions

49.06%
0.31%
0.14%
0.13%
0.00%
0.00%
1.67%
0.01%
0.04%
42.97%
5.67%
100.00%

$7,849,012
$38,450
$15,700
$7,850
$0
$0
$267,350
$0
$6,730
$27,965,381
$552,000
$36,702,473

6/30/2018

Expenses Investment Gain/Loss

($710,071)
($4,500)
($2,082)
($1,837)
($20)
$0
($24,405)
($161)
($579)
($616,125)
($79,828)
($1,439,610)

$10,941,437
$68,642
$31,770
$28,045
$313
$0
$372,047
$2,459
$8,825
$9,674,733
$1,263,642
$22,391,914

Balance $

$470,098,955
$2,940,798
$1,359,398
$1,195,116
$13,253
$0
$15,987,336
$104,216
$379,535
$432,861,330
$54,012,243
$978,952,180
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48.02%
0.30%
0.14%
0.12%
0.00%
0.00%
1.63%
0.01%
0.04%
44.22%
5.52%
100.00%
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