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LGIP QUARTERLY MEETING & 

CONFERENCE CALL 



ARIZONA STATE TREASURER DOUG DUCEY 

AGENDA 

 LGIP Performance 

Endowment Performance and 
Distributions 

State Cash Flow 

Guest Presentation: Arizona and US 
Economic Update: Jim Rounds, Senior 
V.P. Elliott D. Pollack & Company  

Q & A 

 



ARIZONA STATE TREASURER DOUG DUCEY 

INVESTMENT PHILOSOPHY 

SAFETY 
before 

LIQUIDITY 
before  

YIELD 



ARIZONA STATE TREASURER DOUG DUCEY 

EARNINGS FOR FY 2013 YTD  

 

$93,015,747 



LGIP PERFORMANCE 
Q2 FY2013 

 



ARIZONA STATE TREASURER DOUG DUCEY 

POOL 5 
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POOL 7 



ARIZONA STATE TREASURER DOUG DUCEY 

POOL 500 



ARIZONA STATE TREASURER DOUG DUCEY 

POOL 700 
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ENDOWMENT  

PERFORMANCE 
Q3 FY2013 



ARIZONA STATE TREASURER DOUG DUCEY 

ENDOWMENT MARKET VALUE  

$4.12 

Billion 

$0.00 

$0.50 

$1.00 

$1.50 

$2.00 

$2.50 

$3.00 

$3.50 

$4.00 

$4.50 

D
ec

em
b

er
 2

0
0

6
 

M
ar

ch
 2

0
0

7 

Ju
n

e 
2

0
0

7
 

Se
p

te
m

b
er

 2
0

0
7 

D
ec

em
b

er
 2

0
0

7
 

M
ar

ch
 2

0
0

8 

Ju
n

e 
2

0
0

8
 

Se
p

te
m

b
er

 2
0

0
8 

D
ec

em
b

er
 2

0
0

8
 

M
ar

ch
 2

0
0

9 

Ju
n

e 
2

0
0

9
 

Se
p

te
m

b
er

 2
0

0
9 

D
ec

em
b

er
 2

0
0

9
 

M
ar

ch
 2

0
1

0 

Ju
n

e 
2

0
1

0
 

Se
p

te
m

b
er

 2
0

1
0 

D
ec

em
b

er
 2

0
1

0
 

M
ar

ch
 2

0
1

1 

Ju
n

e 
2

0
1

1
 

Se
p

te
m

b
er

 2
0

1
1 

D
ec

em
b

er
 2

0
1

1
 

M
ar

ch
 2

0
1

2 

Ju
n

e 
2

0
1

2
 

Se
p

te
m

b
er

 2
0

1
2 

D
ec

em
b

er
 2

0
1

2
 

M
ar

ch
 2

0
1

3 

B
ill

io
n

s 

Endowment Market Value 



ARIZONA STATE TREASURER DOUG DUCEY 

ENDOWMENT UNREALIZED GAINS  

$1.34 

Billion 
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Total Endowment Unrealized gains/losses 



ARIZONA STATE TREASURER DOUG DUCEY 

ENDOWMENT ASSET ALLOCATION 

$1,600.04M 

$1,052.42M 

$502.79M 
$1,549.4 million 

$1,122.1 million 

$542.2 million 

37.6%

36.8%

16.3%

9.3%
Fixed Income

S&P 500

S&P 400

S&P 600

$4.12 Billion  

As of 3/31/2013 
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K-12 DISTRIBUTIONS 
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Prop 118 Old Formula 



ARIZONA STATE TREASURER DOUG DUCEY 

ENDOWMENT ASSET ALLOCATION 

In 2011 the fund was updated from 50/50 to a 60/40 stocks to bond allocation: 

     20-year Projected Returns          Previous Allocation             Current Allocation               Gain     

 
95th percentile (highest value)                  9.5       10.6          $4.03 B 
 

75th percentile                   7.3        8.0     $1.71 B 
 

50th percentile                   5.8        6.2     $  .80 B 
 

25th percentile                   4.3        4.5     $  .25 B 
 

 Expected Return increased from 6.3% to 6.9% 

 

 Standard Deviation increased from 9.9% to 11.6% 

 

  Projected Value of change $250 million to $4 billion 



ARIZONA STATE TREASURER DOUG DUCEY 

FIRST PHASE ASSET ALLOCATION: 

US Stocks 

46%

TIPS 10%

US Bonds 30%

Natural 

Resources 
10%

REITS 4%

 Expected Return  no change:                  6.9% to  6.9% 

 

 Standard Deviation decreased:                                   11.6% to 11.5% 

 

 

 Projected Value of Change:         $20 million to $100 million 
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TARGET ASSET ALLOCATION: 

US Stocks 

21%

TIPS 17%

Int. Stocks 

14%

US Bonds 13%

Emerging 12%

Foreign Bonds 

10%

Infrastructure 

5%

Natural 

Resources 5%
REITS 2%

Frontier 1%

 Expected Return increased:                 6.9%  to  7.3% 

 

 Standard Deviation increased:                                   11.6% to 12.5% 

 

 

 Value of gain:     $290 million to $2.8 billion 
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STATE CASH FLOW 
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STATE CASH FLOW 
TOTAL OPERATING ACCOUNT AVERAGE MONTHLY BALANCE 

Up 48% in First  9 months YOY  
March 2013 

$1.81 Billion 



ARIZONA STATE TREASURER DOUG DUCEY 

STATE CASH FLOW 

YTD FY 2013 Cash Flow vs. Last Two Fiscal Years 
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ARIZONA STATE TREASURER DOUG DUCEY 

STATE CASH FLOW 

$450,000,000.00  

$450,500,000.00  

$451,000,000.00  
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Budget Stabilization Fund 
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United States Real Gross Domestic Product*  

Annual Growth 1970 - 2013** 
Source: U.S. Bureau of Economic Analysis & Blue Chip Economic Indicators 
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 *  Based on chained 2005 dollars.  

 ** 2013 is a forecast from the Blue Chip Economic Indicators, March 2013 
Recession Periods 

4th Qt = .4% 
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US Non-Farm Employment 

Change from Prior Month (S/A) 

June 2010 –  March 2013 
Source: Bureau Labor of Statistics 
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Consumers 
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Financial Obligation Ratio** 

1980 – 2012*  
Source: Federal Reserve 
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*Data through third quarter 2012 

**Ratio of mortgage and consumer debt (including auto, rent and tax payments) to disposable income.  

Recession Periods 

Can spend more income on new stuff… 
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Hours Worked 

Percent Change from Year Ago 
1976 – 2012*  

Source: Bureau of Labor Statistics 
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*Data through third quarter 2012 

Not quite at the point where hiring 

jumps up… 
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Consumer Confidence 

1978 – 2013*  
Source: The Dismal Scientist 
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Recession Periods 

Normal Normal Normal New Normal? 
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Top 10 States 
Percent of Homes with Mortgages with Negative Equity 

Source: Core Logic 

U.S.= 21.5% 
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 Jobs are being created at a slow rate.  
Temporary? 

 

 Those that have jobs are spending a little more but 
will remain cautious. 

 

 Unemployment to remain high, but should trend 
lower. 

 

 Wealth levels are improving. 

 

 Will the additional uncertainty translate into 
dampened consumer spending? 
 

Consumer Summary:  
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Business 
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Corporate Profit 

 (Billions of Dollars, SA)  

1975-2012* 
Source: BEA 
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*Data through third quarter 2012 

Recession Periods 
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Capacity Utilization Rate 

1970 – 2013*  
Source: The Federal Reserve Bank of St. Louis 
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Recession Periods 

Not quite at the point where capital spending 

jumps up… 
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Business Spending on Plant  

Percent Change from Prior Quarter  

2005 – 2012*  
Source: Bureau of Economic Analysis 
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*Data through fourth quarter 2012 
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 Businesses are in better shape. 
 

 Spending on equipment to continue to 
grow. 
 

 Spending on plant will lag until capacity 
utilization goes higher…getting close. 
 

 Employment to continue to grow.  But 
how quickly? 

Business Summary:  
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Government  
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Sequestration Analysis – 

Best Guess  

 
30k Lost Jobs in AZ 

(usually takes a couple of years to realize the full 

impact) 

 

1% Off Forecasted Growth Rate 
(if forecasting 5%, adjust down to 4%, etc.) 
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Recession?  

No.  

 

Slow growth? 

Yes. 

 

Kicking the can… 

Yes. 
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State Performance 
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Greater Phoenix Employment* 

 Annual Percent Change 1975–2014** 
 Source: Department of Commerce, Research Administration 
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** 2013 & 2014 forecast is from Elliott D. Pollack & Co. 
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Greater Phoenix Employment*  
Source: Bureau of Labor Statistics 

 

Sectors in Decline 

Net 

Change 

*Mar. 2013/ Mar. 2012 

 

Sectors Improving 

Net 

Change 

Construction 7,000 

Trade, Transp, Utilities 6,800 

Professional & Bus Services 6,500 

Leisure & Hospitality 6,200 

Education & Health Services 5,900 

Financial Activities 3,600 

Government 2,500 

Manufacturing 1,500 

Information 500 

Other Services 300 

Natural Resources & Mining 300 
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Employment Levels:  

Greater Phoenix back to Peak in 2015? 
Source: ADOA 
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Greater Phoenix Population 

 Annual Percent Change 1976–2014* 
Source: Arizona State University & Department of Commerce, Research Administration 

. 

* 2012 & 2013 forecast is from Elliott D. Pollack & Co. 
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Greater Phoenix Retail Sales  

Percent Change Year Ago* 

1999 – 2013** 
Source: Arizona Department of Revenue 
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*Data through January 2013 

**3-month moving average 

Note: January 2010 and March 2010 retail sales are estimates. 
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Greater Phoenix  

Single Family Permits 
Source: RL Brown 

Year Permits % chg 

2004 60,872 27.6% 

2005 63,570 4.4% 

2006 42,423 -33.3% 

2007 31,172 -26.5% 

2008 12,582 -59.6% 

2009 8,027 -36.2% 

2010 6,822 -15.0% 

2011 6,794 -0.4% 

2012 11,615 71.0% 

2013* 3,146 26.0% 
*Data through YTD Mar. 2013 v. Mar. 2012 
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Home Prices Indices 
Greater Phoenix  

1989 – 2012*  
Source: Macro Markets, LLC; AMLS 

60

80

100

120

140

160

180

200

220

240

Ja
n-

89

O
ct

-8
9

Ju
l-9

0

A
pr

-9
1

Ja
n-

92

O
ct

-9
2

Ju
l-9

3

A
pr

-9
4

Ja
n-

95

O
ct

-9
5

Ju
l-9

6

A
pr

-9
7

Ja
n-

98

O
ct

-9
8

Ju
l-9

9

A
pr

-0
0

Ja
n-

01

O
ct

-0
1

Ju
l-0

2

A
pr

-0
3

Ja
n-

04

O
ct

-0
4

Ju
l-0

5

A
pr

-0
6

Ja
n-

07

O
ct

-0
7

Ju
l-0

8

A
pr

-0
9

Ja
n-

10

O
ct

-1
0

Ju
l-1

1

A
pr

-1
2

Ja
n-

13

O
ct

-1
3

Ju
l-1

4

A
pr

-1
5

MLS Index Case-Shiller Index Trendline (4.0%)

Recession Periods 
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Total Single Family Units Occupied by Renters 

2000-2011 

 Greater Phoenix 
Source: American Community Survey 
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 Many renting will buy. 

 Many doubled-up will buy. 

 Some population growth is back. 

 Employment growth is occurring. 

 Retirees less tied to current homes. 
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 Investors will not suddenly dump and run. 

 Still producing less than “normal.” 

 Fundamentals remain in place for many. 

 “Normal” returns in 2015-ish. 

 Growth rates will be strong now though. 



Elliott D. Pollack & Company 
  

Why be Optimistic? 
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   Is the Cycle Our Enemy or Friend?             
(Non-farm Emp. Percent Change 1980 – August 2012) 
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U.S. Arizona Recession Periods 

Do you want to always be the same? 

Or, most of the time EXCEED the US? 
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Slow but mildly accelerating 

recovery. 
 

2013 will be slightly better than 2012. 

 

2014 will be better than 2013. 

 

2015 should be a good year. 
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