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The Role of Each Asset Class in the Portfolio

• The MCERA target asset allocation is a diversified structure, with alternative investments in private real assets. Asset 

categories and allocations are selected to achieve the greatest expected return at a given level of portfolio risk. 

• Each asset class has a well-defined role in the portfolio

• Today’s discussion focuses on the implementation of the Fixed Income allocation within the MCERA investment program. 

• MCERA has a 21% allocation to Fixed Income (10.5% Core Bond, 10.5% Core Plus Bond).

Infrastructure Diversify equity exposure; Capital growth

Real Estate Diversify equity exposure; Capital growth

U.S. Broad Equity Capital growth: High expected return, high expected risk

Global ex-U.S. Equity Capital growth: High expected return and risk; diversify U.S. equity

Fixed Income Equity risk mitigation: Low risk “anchor”; dependable income 



3

Fixed Income Structure 

Fixed income portfolios must balance competing objectives: Safety, Diversification, Liquidity, Returns

• Fixed income serves as a defensive, diversifying complement to equities—not a primary return driver

• Provides downside protection during periods of market stress

• Offers stable income and helps reduce overall portfolio volatility

• Acts as a key source of liquidity, particularly in dislocated markets

Role & Objectives of Fixed Income

Key Building Blocks

High-quality bonds:

• Lower correlation to equities

• Stronger diversification benefits

Government securities:

• Highest liquidity

• Most effective downside protection

Credit exposure:

• Enhances return potential

• Introduces higher volatility and 
equity sensitivity
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Fixed Income Purpose 

High quality fixed income serves as a low-risk, diversifying anchor against which an investor takes on riskier 

investments in assets such as equity.

Role as the “Anchor to Windward” – Fixed Income Performance in Declining Equity Environments
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Fixed Income and Equity: Historical Rolling 3 Year Returns

Historical Aggregate Index and S&P 500 Returns
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• Improved yield levels have strengthened forward return expectations for fixed income while maintaining its 
diversification benefits

• Over the past 30 years, equities have experienced several negative rolling 3-year periods, while core fixed 
income delivered positive returns across those same periods



6

Structuring Fixed Income – Key Considerations

Maintain neutral positioning to the broad market (e.g., Bloomberg U.S. Aggregate Bond Index)

• Neutral duration

• Neutral credit quality

Avoid excessive credit risk:

• Higher systemic credit exposure increases correlation with equities, especially in stressed markets

Emphasize high-quality bonds in portfolios with lower fixed income allocations

Guiding Philosophy

Primary Drivers of Performance

• Duration (interest rate sensitivity)

• Sector allocation

• Credit quality

Credit Spectrum 

Lower-quality credit:

• Higher volatility

• Greater correlation with equities

• More exposed to credit spread risk

Higher-quality bonds:

• More stable

• More effective diversifiers
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Bloomberg U.S. Aggregate (Agg) Benchmark

Overview

• Widely used benchmark for core U.S. investment-grade 

fixed income 

• Includes Treasuries, Agencies, MBS, and IG Corporates 

Construction & Composition

• Market cap-weighted → largest issuers dominate (U.S. 

Treasuries) 

• Treasury & MBS heavy, limited corporate exposure 

• Investment-grade, USD, fixed-rate only 

• Minimum size and liquidity requirements 

Key Limitations

• Treasury Overweight: May not reflect active opportunity set 

• “Bums” Problem: More debt = higher index weight 

• Liquidity Bias: Includes older/less liquid securities 

• Narrow Opportunity Set: Excludes HY, loans, private 

credit, non-U.S. 

Takeaways

• Appropriate as a policy benchmark for high-quality core 

fixed income 

• Best aligned with goals of diversification, liquidity, and 

capital preservation 

• May be too narrow for portfolios seeking broader return 

opportunities (e.g., greater credit or sector allocation, 

global or non-core exposure, or more flexible, 

unconstrained mandates)

Treasuries
40%

MBS
30%

Corporates
20%

Agencies
10%
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Broad Fixed Income Strategies: Passive Core, Active Core, Core Plus

Core Plus: Attempts to add significant value 

over the Aggregate with relatively high 

tracking error due in part to the use of non-

index securities such as high yield and non-

U.S. bonds

– Pros: Managers have generally added value 

over the index net of fees and tactical 

allocation to non-index securities when their 

valuations make them attractive

– Cons: Higher tracking error may not be 

consistent with stabilizing role of fixed income 

and non-index securities tend to have higher 

correlations to equities limiting the amount of 

overall portfolio diversification

MCERA Portfolio Exposure: PIMCO 

Total Return Fund

Passive Core: Replicates the return of the underlying index 

– Pros: Virtually no tracking error, low cost, large Treasury allocation 

expected to perform well when equities perform poorly; provides 

liquidity for cash flows, rebalancing, and transitions; simple to monitor

– Cons: Lacks the potential to add value over the index and large 

treasury allocation likely to be a drag on returns in normal markets 

due to low yields

MCERA Portfolio Exposure: None

Active Core: Attempts to add modest amounts of value over 

the return of the Aggregate index while experiencing a limited 

amount of tracking error

– Pros: Expectation of value added by modest interest rate, sector, and 

security management; low tracking error

– Cons: Outperformance over the index can be difficult to achieve net 

of fees and active core managers can underperform during times of 

equity market stress due to low Treasury allocations

   MCERA Portfolio Exposure: Dodge & Cox Income Fund



9

How Often Manager Beat Benchmark by More Than Fee Hurdle in Rolling 3-Year Periods Over Last 20 Years

Fee Hurdle 0.20% 0.25% 0.30% 0.35% 0.40% 0.45% 0.50% 0.55% 0.60% 0.65%

Median 85% 85% 85% 84% 84% 81% 81% 79% 74% 74%

45th Percentile 89% 88% 86% 86% 85% 83% 81% 81% 80% 75%

40th Percentile 90% 89% 89% 88% 88% 86% 85% 85% 84% 81%

35th Percentile 91% 90% 90% 89% 89% 89% 88% 88% 86% 84%

30th Percentile 91% 91% 91% 90% 90% 89% 89% 88% 88% 86%

25th Percentile 93% 93% 93% 93% 93% 90% 89% 89% 88% 88%

Average Annualized 3-Year Excess Return (gross) – Median Manager: 0.97%
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Active vs Passive: Core Plus Bond Style vs. Bloomberg Aggregate
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Global Fixed Income

Global: Broadly diversified allocations to bonds across the globe with varying degrees of risk and use of non-

benchmark securities

Pros

● Managers have the ability to move between under- and over-valued markets

● Access to non-US markets can add significant diversification 

● Broadening the opportunity set with active country allocations, especially to emerging markets, could add to 
returns

Cons

● Yields overseas are relatively low

● Requires a well-resourced firm to adequately cover the markets

● While leaving currency unhedged could allow greater diversification to Domestic Fixed Income, it comes with 
higher volatility

Purpose: Moderate Total Return/Some Diversification vs. Traditional Fixed Income
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Unconstrained Fixed Income

Unconstrained Fixed Income: Attempts to achieve moderate to high total returns without the need to track the 

Bloomberg Aggregate index. Heavy use of non-index securities, such as low-quality credit or global bonds

Pros

● Higher potential for value added from active management due to relaxed constraints

● Able to allocate heavily to non-index securities and make significant use of sector rotation

● Greater potential for protection against a rising interest rate environment

Cons

● Untethering from benchmark may not be consistent with stabilizing role of fixed income

● Non-index securities tend to have higher correlation to equities, limiting portfolio diversification

● Heavily reliant on manager skill due to broad investment guidelines and tactical elements

● For these strategies to produce favorable risk-adjusted results, the manager must consistently make the right 
tactical choices

Purpose: Moderate to High Total Return, Diversification vs. Traditional Fixed Income
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Fixed Income Diversifiers May Be Highly Correlated With Equities

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025
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Long, Core & Short Duration Bonds: Return Expectations & Historical Returns

Income 

Return
+

Capital

Gain/Loss
+

Credit 

Default
+ Roll Return =

2026 

Expected 

Return

Projected 

Standard 

Deviation

1-3 Year G/C 3.65% 0.00% -0.05% 0.30% 3.90% 2.40%

Aggregate 4.55% -0.20% -0.05% 0.45% 4.75% 4.45%

Long G/C 5.40% -0.30% -0.15% 0.25% 5.20% 11.70%
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Rising Rates 10 Yr Treasury Rate

Aug 16 to Dec 16 Oct 17 to May 18 Aug 20 to Apr 21 Sep 21 to Jun 22 Sep 22 to Oct 22 May 23 to Oct 23 Oct 24 to Jan 25

Returns When 10-Year Treasury Rates Rise

MCERA Fixed Income Blmbg:Aggregate Blmbg:Long Gov/Credit
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MCERA Fixed Income Portfolio Returns in Rising Rate Environments

+99 +102 +186 +108

Returns When 10-Year Treasury Rises 100+ Basis Points

+91+78 +134
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Spread Widening AA Corporate OAS

Returns When Credit Spreads Widen

Feb 18 to Mar 18 Oct 18 to Dec 18 Jan 20 to Mar 20 Jan 22 to Feb 22 Apr 22 to Jun 22 Feb 25 to Apr 25

MCERA Fixed Income Blmbg:Aggregate Blmbg:Long Gov/Credit
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MCERA Fixed Income Portfolio Returns When Credit Spreads Widen

+21

Returns When AA Credit Spreads Widen 20+ Basis Points

+25 +129 +20 +22 +15
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Fixed Income Themes

The future path of monetary policy 

After the Fed delivered 75 bps of rate cuts in 2025, the markets have repriced the path of monetary policy in 2026. 

The base case for many market participants now anticipates a more measured approach to policy easing as the Fed weighs its dual 

mandate of inflation and employment. 

However, a new Fed chair combined with midterm elections may present different expectations in the second half the year. 

Sources: Callan, U.S. Treasury, Federal Reserve (Expectations from December meeting)

Fed Funds Projections for 2026 by FOMC Participant*
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Private Credit
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What Is Private Credit?

A growing and diverse asset class that largely invests in private loans that are not publicly traded. These assets are 

typically rated below investment grade or not rated and are generally invested in through closed-end fund vehicles. 

Higher inflation; 
rising rate 
environment

2022-
2023

COVID dislocation 
created many near- term 
distressed opportunities

2020

Proliferation of private 
credit direct lending 
strategies created to replace 
traditional bank lending

2012–
2015

Global Financial 
Crisis created a 
dislocation in the 
capital markets

2009

New regulations 
caused banks to exit 
many traditional areas 
of lending

2010–
2012

Low interest rate 
environment motivates 
investors to seek yield 
outside of traditional 
fixed income 

2015–
2021

Private Credit 
a growing 

asset class in 
institutional 
portfolios

Today
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Callan’s Framework for Private Credit Investing

Private credit strategies generate returns in excess of traditional fixed income 

through additional compensation for illiquidity and complexity.

Private credit is less liquid than traditional fixed income. Cash coupon 

distributions from some strategies help mitigate this illiquidity. 

Private credit strategies are diversified by sub-strategy, industry, 

geography, and underlying collateral. 

Private credit assets are structured to limit capital loss through priority of payment 

and other legal protections compared to equity holders.

Key 
Considerations

Returns

Diversification

Capital 

Preservation

Liquidity
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Under Callan’s Capital Market Assumptions, private credit’s projected return is 7.40%1

Risk Mitigation vs. Private Equity: expected volatility about half of private equity with a quicker return of capital

Callan 2024–2032 Capital Market Assumptions

Why Invest in Private Credit?

1 Represents first lien newly issued middle market direct loans only; diversified private credit portfolios expected to have a higher return

* Geometric returns are derived from arithmetic returns and the associated risk (standard deviation)

Projected Return Projected Risk

Asset Class Index

1-Year 

Arithmetic

10-Year 

Geometric* Real

Standard 

Deviation

Projected 

Yield

High Yield Bloomberg High Yield 7.30% 6.80% 4.30% 11.75% 8.45%

Private Credit Cambridge Senior Debt 8.40% 7.40% 4.90% 15.70% 7.40%

Private Equity Cambridge Private Equity 12.15% 8.75% 6.25% 27.60% 0.00%
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Private Credit Investment Challenges

Illiquidity Capital locked up for 5-8+ years

Secondary market a liquidity option, but assets are sold at a discount

Implementation Manager selection critical as mistakes are long-lasting and cannot be easily liquidated

Requires diversification across strategies (e.g., direct lending, specialty finance) 

Need to manage pacing, vintage exposure, and liquidity

Fees Management Fee (0.75%-1.5%) + Incentive Fee (typically 10%–15% over a preferred return) + Additional 
Partnership Expenses

Performance Calculation 
& Benchmarking 

Reliance on internal rate of return (IRR) and multiples of invested capital (e.g., total value / paid-in 
capital, or TVPI), rather than time-weighted returns (TWR) used for public equity

Data often lagged, creating a timing issue for reporting

No perfect benchmark exists; investors use a variety of methodologies (e.g., direct lending indices, public 
credit spreads, or absolute return targets such as SOFR + spread).

Performance data is only available in a small number of private credit databases, making peer group 
rankings difficult.

J-Curve Effect Negative returns in the fund’s early years as the portfolio is invested and developed

These are eventually offset by potentially outsized investment gains in the latter years

Program Complexity Investors cannot rebalance a private credit portfolio to move it closer to target

Requires annual commitment pacing to ensure investors meet and maintain private credit targets

Implications for MCERA Potential benefits must be weighed against fees, illiquidity, and implementation complexity 

Requires sufficient scale and governance to execute effectively 

Any allocation should be measured, selective, and focused on net-of-fee value-add



MCERA Fixed Income 

Portfolio
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➢ The current fixed income structure consists of two equally weighted bond mandates: a Core Plus strategy managed by PIMCO and 

a Core strategy managed by Dodge & Cox.

Current Fixed Income Structure

Domestic Equity
37%

International 
Equity
25%

Infrastructure
6%

Real 
Estate
11%

PIMCO
10%

Dodge & 
Cox 
11%

Domestic 
Fixed Income 

21%

Asset  Allocation Target 

MCERA Fixed Income Portfolio 
Market Value 

Fixed Income

Weight 

Portfolio

 Weight 
Fee (%) Fee ($)

Dodge & Cox $87,730,361 50% 10% 0.41% $359,694

PIMCO $88,492,418 50% 10% 0.46% $407,065

Total $176,222,779 0.44% $766,760

12/31/25 Structure 
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Fixed Income Portfolio 

Effective Duration

Wtd. Average Life

Effective Yield

Coupon Rate

Effective Convexity

Portfolio Characteristics as of December 31, 2025
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Fixed Income Bloomberg Aggregate Index

Corporate

Agency RMBS

Govt Related

CMBS

Non-Agency RMBS

Asset Backed

US Treasuries

CMOs

Cash

Sector Allocation as of December 31, 2025

Fixed Income Bloomberg Aggregate Index

23.0

40.1

10.2

1.7

7.3

5.2

20.8

2.7

0.8

23.8

24.2

4.2

1.4

0.0

0.4

45.9

0.0

0.0

AA+

AA

AA-

A+

A

A-

vs Callan Core Bond Peer Group

Quality Rating as of December 31, 2025

10th Percentile AA

25th Percentile AA

Median AA-

75th Percentile AA-

90th Percentile A

MCERA-Fixed Income Fds A AA-

Blmbg:Aggregate B AA

A (63)

B (38)

Dodge 
& Cox
50%

PIMCO
50%
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MCERA Fixed Income Portfolio Performance 
For Periods Ended December 31, 2025

Performance vs Public Fund - Domestic Fixed (Net)

(2%)

0%

2%

4%

6%

8%

10%

Last Quarter Last Last 3 Years Last 5 Years Last 7 Years Last 10 Years Last 15 Years
Year

(5)
(53)

(8)

(65)

(31)

(82)

(52)

(89)

(47)

(93)

(53)

(96)

(53)

(96)

10th Percentile 1.44 8.76 6.83 2.25 4.15 3.96 4.15
25th Percentile 1.28 8.06 6.29 1.50 3.49 3.56 3.69

Median 1.11 7.54 5.56 0.78 2.96 3.06 3.20
75th Percentile 1.01 7.06 4.81 (0.00) 2.54 2.43 2.85
90th Percentile 0.89 6.45 3.99 (0.38) 2.17 2.21 2.66

Domestic
Fixed Income 1.50 8.83 6.05 0.68 3.03 2.97 3.16

Blmbg:Aggregate 1.10 7.30 4.66 (0.36) 1.99 2.01 2.42
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Fixed Income Style Map for 5 Years Ended December 31, 2025

Short Core Long

CCC

High Yield

Credit

Govt/Credit

Aggregate

AAA

MCERA-Fixed Income

Blmbg:Aggregate

Dodge & Cox

PIMCO

Fixed Income Portfolio

Fixed Income Target is comprised of 100% Bloomberg US Aggregate Index

Returns and Rankings for Periods Ended December 31, 2025

Quarter

Last

Year

Last

Years

Last 3

Years

Last 5

Years

Last 10

Years

Last 15

MCERA-Fixed Income Funds 1.50 8.83 6.05 0.68 2.97 3.16

Fixed Income Target 1.10 7.30 4.66 (0.36) 2.01 2.42

Dodge & Cox 1.28 8.32 6.06 1.05 3.35 3.43

Bloomberg Aggregate Index 1.10 7.30 4.66 (0.36) 2.01 2.42

Ranking vs. Core Fixed Income 4 1 1 1 1 2

PIMCO 1.71 9.33 6.04 0.31 2.56 2.88

Bloomberg Aggregate Index 1.10 7.30 4.66 (0.36) 2.01 2.42

Ranking vs. Core Plus Fixed Income 1 1 10 27 40 48

Returns and Rankings for Calendar Years

2025 2024 2023 2022 2021 2020

MCERA-Fixed Income Funds 8.83 2.43 7.01 (12.50) (0.88) 9.27

Fixed Income Target 7.30 1.25 5.53 (13.01) (1.54) 7.51

Dodge & Cox 8.32 2.26 7.69 (10.88) (0.91) 9.45

Bloomberg Aggregate Index 7.30 1.25 5.53 (13.01) (1.54) 7.51

Ranking vs. Core Fixed Income 1 19 3 3 10 16

PIMCO 9.33 2.60 6.30 (14.09) (0.84) 8.88

Bloomberg Aggregate Index 7.30 1.25 5.53 (13.01) (1.54) 7.51

Ranking vs. Core Plus Fixed Income 1 19 50 48 57 41
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Credit Quality
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Dodge & Cox Income Fund

• Core Bond Strategy

• Mutual Fund 

• Bottom-up manager

• Emphasis on Corporate 

and Mortgage bond 

security selection

• Historical bias to 

overweight Corporate Debt

• Maintains shorter than 

index Duration

• Yields generally higher 

relative to the benchmark

• Mutual Fund fee is 0.42% 

Performance vs Callan Core Bond Mutual Funds (Net)

(20%)

(15%)

(10%)

(5%)

0%

5%

10%

15%

2025 2024 2023 2022 2021 2020 2019 2018 2017 2016

138

1970

3
67

3
23

1062

16
88

654

3214

1241
3

51

10th Percentile 7.76 2.66 6.58 (12.43) (0.91) 9.63 9.58 0.18 4.43 3.85
25th Percentile 7.50 2.06 6.30 (13.16) (1.05) 9.12 9.40 (0.24) 3.96 3.41

Median 7.11 1.55 5.68 (13.68) (1.41) 8.48 8.93 (0.57) 3.23 2.77
75th Percentile 6.95 1.17 5.42 (14.18) (1.74) 7.92 8.12 (0.79) 3.08 2.45
90th Percentile 6.71 0.94 5.09 (15.42) (2.07) 7.30 7.62 (1.21) 3.00 2.12

Dodge &
Cox Income 8.32 2.26 7.69 (10.88) (0.91) 9.45 9.73 (0.31) 4.36 5.61

Blmbg:Aggregate 7.30 1.25 5.53 (13.01) (1.54) 7.51 8.72 0.01 3.54 2.65

Performance vs Callan Core Bond Mutual Funds (Net)

(2%)

0%

2%

4%

6%

8%

10%

Last Quarter Last Last 2 Years Last 3 Years Last 5 Years Last 7 Years Last 10 Years
Year

(4)(29)

(1)
(38)

(9)
(57)

(1)

(63)

(1)

(42)

(1)

(65)

(1)

(54)

10th Percentile 1.19 7.76 5.23 5.63 0.18 2.58 2.45
25th Percentile 1.11 7.50 4.51 5.13 (0.23) 2.32 2.34

Median 0.99 7.11 4.31 4.79 (0.47) 2.10 2.03
75th Percentile 0.89 6.95 4.13 4.52 (0.63) 1.87 1.85
90th Percentile 0.86 6.71 3.89 4.39 (0.74) 1.77 1.73

Dodge &
Cox Income 1.28 8.32 5.25 6.06 1.05 3.42 3.35

Blmbg:Aggregate 1.10 7.30 4.23 4.66 (0.36) 1.99 2.01
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Dodge & Cox Income Fund Sector Allocation

December 31, 2025
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Fixed Income Portfolio Characteristics

Rankings Against Callan Core Bond Fixed Income

as of December 31, 2025

2
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Average Effective Coupon Current
Duration Life Yield Rate Yield

(15)(45)

(22)
(46)

(26)
(90) (21)

(90)

(31)
(88)

10th Percentile 6.21 9.35 4.83 4.51 4.61
25th Percentile 6.01 8.53 4.72 4.25 4.44

Median 5.97 8.16 4.55 4.03 4.23
75th Percentile 5.81 7.86 4.46 3.77 4.05
90th Percentile 5.71 7.10 4.30 3.66 3.81

Dodge & Cox Income 6.11 8.64 4.72 4.28 4.36

Blmbg:Aggregate 5.98 8.20 4.32 3.65 3.88
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Alpha Sharpe Excess Return
Ratio Ratio

(1)

(1)

(2)

10th Percentile 0.49 (0.44) 0.84
25th Percentile 0.23 (0.49) 0.25

Median (0.04) (0.53) (0.16)
75th Percentile (0.24) (0.55) (0.42)
90th Percentile (0.30) (0.57) (0.76)

Dodge & Cox Income 1.35 (0.32) 1.89

Callan Core Bond Mutual Funds (Net)

Annualized Five Year Risk vs Return
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PIMCO Total Return Fund

• Core Plus Mandate 

• Mutual Fund 

• Top-down manager 

actively managing interest 

rate & sector exposure 

• Latitude to invest tactically 

in High Yield, Emerging 

Debt & Bank Loans

• Tends to underweight 

Corporate bonds

• Duration has varied 

relative to the Index

• Yields generally higher 

relative to the benchmark

• Mutual Fund fees are 53 

bps, 46 bps adjusted 

expense ratio (net of 

interest expense)

Performance vs Callan Core Plus Mutual Funds (Net)

(2%)

0%

2%

4%

6%

8%

10%

12%

Last Quarter Last Last 2 Years Last 3 Years Last 5 Years Last 7 Years Last 10 Years
Year

(1)
(32)

(1)

(56)

(5)

(82)

(10)

(82)

(27)
(69)

(36)
(84)

(40)
(80)

10th Percentile 1.30 8.48 5.53 6.05 0.66 3.24 3.38
25th Percentile 1.12 7.72 5.16 5.72 0.33 2.76 2.82

Median 1.01 7.35 4.70 5.30 (0.14) 2.42 2.43
75th Percentile 0.91 7.03 4.38 4.84 (0.45) 2.15 2.08
90th Percentile 0.85 6.83 4.04 4.43 (0.72) 1.88 1.88

PIMCO 1.71 9.33 5.91 6.04 0.31 2.61 2.56

Blmbg:Aggregate 1.10 7.30 4.23 4.66 (0.36) 1.99 2.01

Performance vs Callan Core Plus Mutual Funds (Net)
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41
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1410
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75 7979

10th Percentile 8.48 3.30 7.32 (12.75) 0.34 11.34 10.63 (0.00) 6.39 7.64
25th Percentile 7.72 2.53 6.88 (13.04) (0.33) 9.24 9.93 (0.52) 5.08 4.29

Median 7.35 2.07 6.30 (14.16) (0.67) 8.65 9.36 (0.91) 4.40 3.36
75th Percentile 7.03 1.59 5.83 (14.79) (1.24) 7.58 8.75 (1.55) 3.55 2.82
90th Percentile 6.83 0.73 5.36 (15.70) (1.69) 6.50 7.94 (2.50) 2.80 2.31

PIMCO 9.33 2.60 6.30 (14.09) (0.84) 8.88 8.26 (0.26) 5.12 2.59

Blmbg:Aggregate 7.30 1.25 5.53 (13.01) (1.54) 7.51 8.72 0.01 3.54 2.65
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PIMCO Total Return Fund

Callan Core Plus Mutual Funds (Net)

Annualized Five Year Risk vs Return
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Alpha Sharpe Excess Return
Ratio Ratio

(18)
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(17)

10th Percentile 1.08 (0.37) 1.07
25th Percentile 0.66 (0.42) 0.77

Median 0.38 (0.46) 0.23
75th Percentile 0.09 (0.51) (0.07)
90th Percentile (0.13) (0.55) (0.43)

PIMCO 0.80 (0.41) 0.92

Fixed Income Portfolio Characteristics

Rankings Against Callan Core Plus Fixed Income

as of December 31, 2025
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10th Percentile 6.46 12.88 5.38 5.04 5.34
25th Percentile 6.07 9.32 5.11 4.77 4.99

Median 5.93 8.15 4.86 4.27 4.61
75th Percentile 5.77 6.99 4.68 3.88 4.33
90th Percentile 5.49 6.18 4.52 3.77 4.11

PIMCO 6.51 9.01 5.87 3.86 4.32

Blmbg:Aggregate 5.98 8.20 4.32 3.65 3.88

Sector Allocation

December 31, 2025
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Summary Conclusions

The MCERA fixed income portfolio implementation remains sound. 

• At 21% of the total portfolio, the MCERA fixed income allocation seeks to provide diversification to the equity 

portfolio, liquidity and downside protection. 

• PIMCO and Dodge & Cox have been good complements in a two manager structure and both have delivered net 

of fee outperformance vs benchmark and peers.

• Private credit provides potential for higher returns. However, the liquidity profile, additional operational 

complexities and added fees challenge its fit for the MCERA portfolio at this time. 



Appendix
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Guiding Principles of Investment Structure All Asset Classes

● Simpler can be better

● Active management offers the potential to add value over the index and can be complementary to passive 
management. 

– Excess returns are more difficult to achieve in efficient markets such as large cap U.S. equity

– Potential for excess returns are compelling in small/mid cap US equity, non-US equity, emerging equity and non-US small cap equity

– Greater value-add potential exists in less efficient sectors of fixed income (e.g., credit, securitized, emerging markets, non-U.S.)

● Well-diversified market-neutral exposure with no unintended biases

– Avoid unintended biases and concentration risks

– Ensure each manager has a distinct role; minimize mandate overlap

– May wish to purposefully add bias to small/mid cap U.S. equity and emerging markets equity for potential return enhancement or use 

targeted allocations to higher yielding sectors selectively to enhance returns, with an understanding of risks 

– Emphasize diversification across region, style, duration, sectors, and credit quality

● Maintain meaningful allocation sizes to ensure impact and justify oversight

– The appropriate number of managers must balance style and relationship diversification with lower fees and more manageable 

monitoring

● Two primary influences on the appropriate number of managers

– Size of the allocation relative to the total Plan

– The higher the allocation, the greater the desired manager diversification

● Active versus passive

– Fewer managers may be suitable when the portfolio is managed passively. 

– Passive strategies provide low-cost, diversified exposure and serve as a portfolio anchor
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Private credit includes a number of sub-strategies. Callan uses the framework below for classifying them. 

Private Credit Universe

Core

Direct Lending/Mezzanine (Corporate)

Commercial loans used to finance general 

business operations, specific projects, or 

growth. Senior to junior capital.

Real Asset Lending

Private asset-backed loans including backed 

by real asset collateral such as real estate 

and infrastructure.

Specialty Finance (Non-Corporate)

Origination or purchase of loans backed by 

more esoteric forms of collateral (litigation 

finance, aviation, shipping, marketplace lend-

ing, etc.), usually requiring specialized expertise 

Opportunistic

Distressed/Special Situations

Investments across the capital structure in 

stressed or distressed companies, often with 

the intention of creating value through active 

restructuring 

Multi-Strategy

All-inclusive strategy investing in multiple 

subcategories, with allocations potentially 

changing opportunistically over time

Niche

Niche 

Debt-related investing in niche sectors 

(insurance-linked, life settlements, intellectual 

property, transportation, regulatory capital, legal 

assets)
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Timeline of a Closed-End Private Credit Fund

Source: Callan analysis using Refinitiv/Cambridge data
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Annual cash flows for a $1 million fund commitment (illustrative)

Private Credit Distributions Private Credit Contributions Private Credit Net Cashflows

Shorter J-curve than private equity; some strategies recycle distributions 

Evergreen strategies, unlike closed-end funds which have a finite 

life, constantly recycle any distribute capital from investments in 

securities or partnerships so they maintain consistent market 

exposure and hold a cash buffer to fund withdrawals.
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Information contained in this document may include confidential, trade secret and/or proprietary information of Callan and the client. It is incumbent upon the user to maintain such 

information in strict confidence. Neither this document nor any specific information contained herein is to be used other than by the intended recipient for its intended purpose.

The content of this document is particular to the client and should not be relied upon by any other individual or entity. There can be no assurance that the performance of any 

account or investment will be comparable to the performance information presented in this document. 

Certain information herein has been compiled by Callan from a variety of sources believed to be reliable but for which Callan has not necessarily verified for accuracy or 

completeness.  Information contained herein may not be current.  Callan has no obligation to bring current the information contained herein.

Callan’s performance, market value, and, if applicable, liability calculations are inherently estimates based on data availab le at the time each calculation is performed and may later 

be determined to be incorrect or require subsequent material adjustment due to many variables including, but not limited to, reliance on third party data, differences in calculation 

methodology, presence of illiquid assets, the timing and magnitude of unrecognized cash flows, and other data/assumptions needed to prepare such estimated calculations.  In no 

event should the performance measurement and reporting services provided by Callan be used in the calculation, deliberation, policy determination, or any other action of the client 

as it pertains to determining amounts, timing or activity of contribution levels or funding amounts, rebalancing activity, benefit payments, distribution amounts, and/or performance-

based fee amounts, unless the client understands and accepts the inherent limitations of Callan’s estimated performance, market value, and liability calculations.

Callan’s performance measurement service reports estimated returns for a portfolio and compares them against relevant benchmarks and peer groups, as appropriate; such service 

may also report on historical portfolio holdings, comparing them to holdings of relevant benchmarks and peer groups, as appropriate (“portfolio holdings analysis”). To the extent that 

Callan’s reports include a portfolio holdings analysis, Callan relies entirely on holdings, pricing, characteristics, and risk data provided by third parties including custodian banks, 

record keepers, pricing services, index providers, and investment managers. Callan reports the performance and holdings data as received and does not attempt to audit or verify 

the holdings data. Callan is not responsible for the accuracy or completeness of the performance or holdings data received from third parties and such data may not have been 

verified for accuracy or completeness. 

Callan’s performance measurement service may report on illiquid asset classes, including, but not limited to, private real es tate, private equity, private credit, hedge funds and 

infrastructure. The final valuation reports, which Callan receives from third parties, for of these types of asset classes may not be available at the time a Callan performance report is 

issued. As a result, the estimated returns and market values reported for these illiquid asset classes, as well as for any composites including these illiquid asset classes, including 

any total fund composite prepared, may not reflect final data, and therefore may be subject to revision in future quarters.

The content of this document may consist of statements of opinion, which are made as of the date they are expressed and are not statements of fact. The opinions expressed herein 

may change based upon changes in economic, market, financial and political conditions and other factors. Callan has no obligation to bring current the opinions expressed herein.

The information contained herein may include forward-looking statements regarding future results. The forward-looking statements herein: (i) are best estimations consistent with the 

information available as of the date hereof and (ii) involve known and unknown risks and uncertainties. Actual results may vary, perhaps materially, from the future results projected 

in this document. Undue reliance should not be placed on forward-looking statements. 

Callan is not responsible for reviewing the risks of individual securities or the compliance/non-compliance of individual security holdings with a client’s investment policy guidelines. 

This document should not be construed as legal or tax advice on any matter. You should consult with legal and tax advisers before applying any of this information to your particular 

situation. 

Reference to, or inclusion in this document of, any product, service or entity should not necessarily be construed as recommendation, approval, or endorsement or such product, 

service or entity by Callan. This document is provided in connection with Callan’s consulting services and should not be viewed as an advertisement of Callan, or of the strategies or 

products discussed or referenced herein.  

Important Disclosures



38

The issues considered and risks highlighted herein are not comprehensive and other risks may exist that the user of this document may deem material regarding the enclosed 

information. Please see any applicable full performance report or annual communication for other important disclosures.

Unless Callan has been specifically engaged to do so, Callan does not conduct background checks or in-depth due diligence of the operations of any investment manager search 

candidate or investment vehicle, as may be typically performed in an operational due diligence evaluation assignment and in no event does Callan conduct due diligence beyond 

what is described in its report to the client.  

Any decision made on the basis of this document is sole responsibility of the client, as the intended recipient, and it is incumbent upon the client to make an independent 

determination of the suitability and consequences of such a decision. 

Callan undertakes no obligation to update the information contained herein except as specifically requested by the client. 

Past performance is no guarantee of future results. 

Important Disclosures (continued)
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