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CHAI
VB.
January 9, 2014,

Retirenent Board of the Gty of New York.

| W

Mel vi n Aaronson?

CHAI

5 2Dz P00 DD D DD

CHAI

and wel cone to 2014. Happy New Year to everybody that

I's here.

PROCEEDI NGS
(Time noted: 10:00 a.m)
RPERSON AARONSON:  Ms. Reilly?
REILLY: Good norning. Welcone to the

I nvest ment nmeeting of the Teachers'

|l start by calling the roll.

RPERSON AARONSON:  Her e.
REILLY: Justin Holt?

HOLT: Here.
REI LLY: Charl otte Beyer?
BEYER  Here.

REILLY: Sandra March?

MARCH: Present.

REILLY: Mona Ronai n?

ROVAI N Present.

REILLY: Joseph Lew s?

response.)

REILLY: Scott Stringer?

STRINGER: Here

REILLY: I'Il turnit over to the Chair.
RPERSON AARONSON:  Thank you very nuch

.{3 ESQUIRE 800.211.DEPO (3376)

EsquireSolutions.com



© 00 N o o B~ W NP

N T T N N I T N T e e o N R I N e e
aa A W N P O © 00 N OO O~ W N+, O

INVESTMENT MEETING January 09, 2014
NEW YORK CITY TEACHERS' RETIREMENT SYSTEM 3

We have the Comptroller of the Gty of New
York here today, and | just want to rem nd himthat as
t he rooki e menber of the board you have to go through
the hazing process, and I wll let you know about what
that process is after.

(Laughter.)

MR STRINGER:  Fair enough.

CHAI RPERSON AARONSON:  Thank you for being
here and attending this neeting. Wuld you like to
I ntroduce yourself and your ideas about --

MR STRINGER: Sure. | just wanted to cone
by today to introduce nyself directly to you, to just
say how excited | amto work with all of you. Sone of
you | have known for quite some tine and | appreciate
your advice and your view of how to protect the
retirement security for the people that you represent,
and to grow this fund in the nost responsible way.

What | amtrying to do, as a new
Conptroller, is to build capacity in our office so that
we can neet these econom c challenges both as fiduciary
of the pension fund, and also as the chief fiscal
officer of the City. It's a responsibility that | take
enornmous pride in, but | understand that the stakes are
very high

| just wanted to let you know that |'m here
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to talk to people directly. In terns of sone issues in
our office, | just want to announce to you that Seema is

going to stay on for at |east six nore nonths so that we
have a snooth transition. | nust tell you that we have
transitioned and have worked very closely together with
our new staff and Seerma, and | want to say thank you to
you. You really care about this work and you care about
the role we play in the Conptroller's Ofice as
fiduciary. | said to her: Just growthis fund as best
you can with all of you.

| also went to announce that Thad, who |
know has played an inportant role on this board as well
as other boards, is going to be leaving. He is taking a
pay cut --

(Laughter.)

No. He is going to be |leaving the
Comptroller's Ofice to do even greater things; and
while | think that's a loss for the Conptroller's
Ofice, | do want to thank himfor his guidance and his
passion for making sure that we have a seanl ess
transition. | want to thank you very nuch.

The person who will be replacing Thad in our
office is Susannah Vickers, who is here. Susannah has
been with ne as long as | have been in governnment, both

ny days in the State Assenbly as our Director of Capital
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Funding in the Borough President's office, and now in
the Conptroller's Ofice.

| want you to know that she is snmart, she is
tough, she is open to listen, and she is the best person
| can think of to give to this board sonmebody who knows
me, knows ny thinking, and soneone | trust conpletely.
So you are really getting sonebody in the Thad tradition
that you are really going to enjoy working with, and |
amvery proud to say that she has decided to cone here
and do this work.

That's really what | wanted to cone by and
say to all of you. Again, ny door is open. | really
want to work collaboratively. This is a collective,
that's what a board is all about.

| do want to thank the reps, Mel, Sandra and
Mona; they care so nmuch about this work and they have
been great to our office in terns of hel ping us
under st and t he nuances of investing and the strategy
around expanding the pension fund. So | just want to
say to the three of you that | amlooking forward to
working with you in the years ahead.

That being said, | recommend getting on with
t he agenda, and I'mgoing to go back to the office and
continue with our transition. So thank you all very

much, it's great to see all of you
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CHAI RPERSON AARONSON:  Thank you.

MS. MARCH  Thank you very nuch.

(Wher eupon, Conptroller Stringer left the
room)

MS. MARCH M. Chairman, | would like to
ask a question: This is a new year. W have a new
adm ni stration, and we have new desi gnated trustees and
of course everybody is aware of the fact that the three
enpl oyee trustees are here as a result of an el ection,
so we are here until we are unel ected.

My question is really very sinple: Since we
are in a new admnistration and a new tine, | would just
like to knowif all of the designated trustees who are
representing people on this board, if you have your
letters of designation, if we have received the letters
of designation at the Teachers' Retirenment Systenf

CHAI RPERSON AARONSON: Patricia, have you?

MS. REILLY: | have received Thad's and the
Comptroller's Ofice designations, at this point.

CHAI RPERSON AARONSON: Ckay.

MS. BEYER M designation should be
forthcom ng sonetine this norning.

MR. HOLT: | Dbelieve the sane with m ne.

MS. EMERY: It shoul d have been sent over.

| have a copy of it if anybody needs it.

EESQUIRE
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MS. MARCH  Coul d you pl ease give the copy
to M. Gller, it would be appreciated.

MS. EMERY: | apologize for that, but | have
It right here and | can pass it around.

M5. MARCH No, we don't have to see it.
You don't have to pass it around. Could you please just
give it to M. Gller, who wll nake a copy of it, and
you can have your original back

CHAl RPERSON AARONSON:  So we wi || gat her
t hose as we go al ong.

M5. MARCH | assune, Justin, that you are
on the designation that Janice is presently giving?

MR HOLT: That's correct.

MS. MARCH  Ckay, good. W have resol ved
all of the questions that | have, then.

Sorry, M. Chair, we can proceed.

CHAl RPERSON AARONSON: Ckay. What we wil |
dois, we will start this nmeeting with the public

session on the QPP plan, and Seenma, would you do that,

pl ease?

MS. HI NGORANI: Sure, absolutely. Thanks,
Mel .

Everyone shoul d have the color nonthly
performance review book. Just before we start, | want

to say that nost of the pages are here. W are stil

{9 ESQUIRE 800.211.DEPO (3376)

EsquireSolutions.com



© 00 N o o b~ w N P

N T N T N N R I S e R
aa A W N P O © 00 N OO O 0 W N . O

INVESTMENT MEETING January 09, 2014

NEW YORK CITY TEACHERS' RETIREMENT SYSTEM

8

transitioning fromBank of New York to State Street.
We're getting all the nunbers in order; we are getting
all the pages in order. W wll have a full set of
slides for you shortly after this neeting, but what we
have today will get us through the key points, in any
case, that we want to cover

Wth that, | figure we will skip over the
econom ¢ slides, given that we have Bl ackRock out in the
nmeeting area. They will conme in and talk to us about
their outlook for 2014 and what happened in 2013 and
t hen beyond.

|f you would then turn to page 27 in this
bookl et, these are the Novenber nunbers. W are going
back a ways here, we are in January. We will quickly go
t hrough Novenber; it was a good month. | w Il highlight
sone of the nunbers for you

So the Russell 3000 was up 2.9 percent; the
EAFE markets were up about 80 basis points; emerging
mar kets were down about 1-and-a-half percent; the Core+5
was down about 60 basis points; high yield was up about
30 basis points; and TIPS were down about 1.2 percent.

The next page, 28, is Decenber, and again,
anot her good nonth, even with all the rockiness and the
ups and downs, given what the Fed may or may not have

done. So the Russell 3000 is up 2.6 percent; EAFE, up
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1-and-a-hal f percent; energing markets, down about 1.4
percent; Core+5, down about 60 basis points; high yield,
up about 46 basis points; and TIPS, down 1-and-a-half
percent.

So, if you then turn to page 29, let's talk
about a couple of nunbers here. | know there are a | ot
of nunbers on the page, but basically for Novenber, the
Teachers' Pension Fund was up nearly 80 basis points.
The fiscal year-to-date nunber through Novenber is up
about 9 percent, a very strong nunber; if you add in
what we just went through with Decenber, which is again
about anot her percent or so, the Teachers' Pension Fund
Is up over 10 percent for the fiscal year-to-date, which
I's, again, very strong.

| can tell you that as of 12/31/13, the
assets under managenent for Teachers is 54.3 billion
dollars, so a very, very good nunber.

|f you then turn to page 30, which is the
next page, again, going back to Novenber, this is a
contribution to return and, again, |like we just talked
about, the one nonth being up about 80 basis points, the
fiscal year to date return about 9 percent, and that
gets you, if you add in Decenber, up to over 10 percent.

And then, on page 32, basically how we're

set up, our asset allocation at the end of Novenber, you
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m ght remenber that through Novenber and then into a
little bit in Decenber, but nostly through Novenber, we
wer e taking advantage of the strong equity markets in
that we were above the range that you can see in the
green bar to the left, and we were a little bit bel ow
the range in the blue, which is Core+5. So, we sold
down sone U.S. Equities and we reallocated that noney
into Core+5, but within the investnment-grade credit

ar ea.

So now we are w thin balance, and we think
t hat worked out well for us, doing that rebal ance at the
time that we did.

So, the next few pages are just sonme details
around the asset allocation and cash flows and private
equity and real estate. |If there aren't any questions,
that's it for us.

MR McTIGUE  The speaker from Bl ackRock
w |l be next?

(Di scussion off the record.)

MS. HI NGORANI: Martin, can you get the
Bl ackRock books?

So here from Bl ackRock we have Ohie, who you
know wel I, and Janes Keenan and Kristen Dickey. Janes
Keenan is a managing director on the credit side, and

Kristen is a managi ng director on the equity side.
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(Di scussion off the record.)

(The Bl ackRock people entered the room)

MR. MKENZIE: Good norning. Thank you for
having us here to give you Bl ackRock's econom c overvi ew
for 2014.

The burning question on all of our clients'
mnds is: Wat do we do with our noney? W are here to
talk to you about some of the issues and, hopefully,
| eave you with sone information to help the process in
deci ding what to do with your noney.

Wth ne, tony right, is JimKeenan who is a
managi ng director at Bl ackRock and runs a 300 billion
dol I ar business for us across high-yield investnent
grade credit, et cetera, but he is responsible for a | ot
of our assets.

To ny left is Kristen D ckey, who is also a
managi ng director of the firm who has run our fig
group. She has al so been a spokesnan at the right hand
of Larry Fink in the investor relation's business and
does a lot of interface with some of our large clients
about what is going on in Bl ackRock.

Jimy is going to handl e the nmacroeconom c
overview, the fixed-incone side of our discussion,
Kristen is probably going to spend nore tine with

equities and how we see things. So we're going to touch
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on a lot of things: How the politics of Washington

| npact what we ought to do with our noney, and are we
| ooking at a growth market in 2014? 1Is it earnings or
momentum driven? Wat is going to happen in China?
What is going to happen in Japan?

So please feel free to interrupt us at any
point in our presentation. W would |ike to engage you
i n conversation around these issues. Twi ce a year we
get a hundred of our best investnment m nds together from
around the world to discuss these issues and have a very
heal t hy debate. There's sone agreenment and sone
di sagreenent in the room as you woul d expect fromvery
bright, intelligent, aggressive professionals. This
docunent that you have is an outgrowth of our nost
recent investnment -- BlackRock Investnment Institute
Quting, where there were 100 investnent professionals.

W have 11,000 enpl oyees at Bl ackRock. A
little I ess than a thousand are managi ng directors, and
t he best of those mnds conme together to debate and
di scuss the issues of the day.

So with that, Jimmy just got off Bl oonberg
this nmorning, so he has been peppered already, so he is
primed to be peppered with your questions.

CHAlI RPERSON AARONSON:  Obi e, there's no

other brand that you can use for getting your --
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(Laughter.)

Before you start, tell me, | know you guys
have a trillion dollars under managenent?

MR, McKENZIE: W have 4 trillion dollars
under managenent .

CHAI RPERSON  AARONSON: 4 trillion.

MR MKENZI E: W are the largest in the
wor | d.

CHAl RPERSON AARONSON:  And nost of that is
DC noney?

MR. MKENZIE: Oh, no, no.

CHAI RPERSON AARONSON: O nost of that is DB
or nost of that is unrelated --

MR. MKENZIE: There is really no sector of
the market that we don't touch. W have two businesses:
One is the asset managenent busi ness, where we have 4
trillion dollars. A trillion over -- of that is beta
busi ness, then -- business; then, the rest of it is
al pha business and either nulti-strat or |ong strategies
of various and sundry types to include every bucket in
fixed income, equity, multi-strat alternatives, et
cetera. There is no financial bucket that we don't
touch on that side of the business.

On the other side of the business, which is

our risk-managenent business, we manage over -- there's
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14 trillion dollars on that particular platform so we
ri sk manage for our clients, as well as for our
conpetitors, and we are proud to say that we have
probably one of the finest and best-respected risk
platforns in the world.

CHAI RPERSON AARONSON: My concern is the
amount of noney you manage for DC clients, and the
anount of noney you manage for --

MR MKENZIE: -- DB clients.

MS. DICKEY: If you take the 4 trillion
dollars -- 66 percent of our assets are what we call
i nstitutional noney, so the balance of that is for
i ndividuals and retail, nutual funds, closed-end funds
and things like that. So if you take the 4 trillion
dollars, two-thirds, they call it, is institutional.
Then, wthin the institutional space there's a handful
of buckets, one of themis defined benefit and that's
defined benefit globally. Renenber, this is noney
t hroughout the world, so it's pension plans globally.

Anot her bucket is defined-contribution
plants, which also fall within the pension bucket.
Then, there is a smattering, and that smattering
I ncl udes things |ike nmanagi ng noney for |arge insurance
conpani es and banks who have captive assets or managi ng

nmoney outside of the United States for |arge central

EESQUIRE
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banks or official institutions; managi ng noney for
peopl e, you know, big government agencies that don't
fall necessarily into a defined benefit or a defined
contribution type of franework.

So our institutional noney has definitely
got a very large focus on managing retirenment, whether
it'"s in a defined benefit or a savings-type vehicle for
defined contributions, but we also clearly have a | ot of
presence in other types of institutional noney.

CHAI RPERSON AARONSON:  I'Il try to get the
answer. How nuch noney do you have --

MS. DICKEY: -- in defined benefits?

Wiy don't we get back to the actual dollars.

MS. MARCH  That would be great.

CHAI RPERSON AARONSON:  Take out all your
other -- out of the 4 trillion dollars, take out
everything el se and conpare that to how nuch you have in
defined contributions.

MR. McKENZIE: That's DC business; we w ||
come back to you on that.

MS. DI CKEY: Not a problem

CHAlI RPERSON AARONSON: | have one ot her
question. | don't knowif | sawit in passing, reading
it in the newspaper or hearing it on the radio, but just

recently, maybe within the |ast day or so, you guys have
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cone out with some change in policy of some kind?

MR. McKENZI E: Yes.

CHAI RPERSON AARONSON: Coul d you go into
t hat ?

MR. MKENZIE: Do you want to tal k about
t hat ?

MS. DI CKEY: Sure.

MR. MKENZIE: COver the years, Wall Street
seeks to get infornation because the velocity of
information inpacts the investnent decisions that are
made in various portfolios. Mst of you have heard of
First Call for the last 30 years, where essentially
anal ysts are digging around and talking to portfolio
managers as early as possi bl e about earnings
expectations for various conpanies. Well, needless to
say, Wall Street has been under fire with inside-

i nformation i ssues and how fast that information gets to
financial institutions that control a | ot of noney.

You will see on the front page of the
busi ness section today that we decided to -- we had our
own version of First Call because we are always talking
to analysts. W decided not to do that anynore because
of the challenges, regulatory challenges around who gets
I nformation first and whether or not that is fair to the

overall public. Should we have the information before
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an individual has the information to nmake a deci sion
about a stock or another investnment or not? W decided
to level the playing field. W are not asking anynore
for early information.

So it is all about the velocity of
I nvestment information to peopl e maki ng deci si ons about
nmovi ng noney. \Wen do you get it? Should a large
institution be advantaged because they have a | ot of
money and have a large infrastructure over and above an
I ndi vidual ? The answer is no, and for that reason we
have conme out on the side of not asking for the
i nformation at all.

CHAI RPERSON AARONSON: I f all of your
conpetition is using that and they are getting
Information faster than you are, is that going to affect
their clients?

MR MKENZIE: W will see what the end will
be, but it is a question -- regulation on Wall Street is
a question that's being asked of all large financial
Institutions, and when you are as big and as visible as
Bl ackRock, we are always under the m croscope for how we
operate. So, with us taking the |ead on not using early
information to manage our portfolios because the timng
of information affects investnent returns, |'msure

others will likely follow or they are certainly going to
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be chal | enged by the issue.

M5. MARCH Could | just do a followup to
Mel 's question?

When you | et himknow the anmount of assets,
coul d you please |let himknow what the percentage of
your total assets are, in terns of how much is actually
bei ng managed in the defined benefit plan as a
per cent age of your --

MS. DICKEY: We will give you dollars as
wel | as percent, so you guys can have both nunerators
and denom nators.

MS. MARCH. Cood.

MS. DI CKEY: And we W ll also split it out
so you know what is donestic versus what is not U S

MS. MARCH: Very good.

MS. DI CKEY: Because defined benefit in the
U S. neans a very specific thing, but it is not exactly
the same in the U K or in Hong Kong or things |ike
t hat .

MS. MARCH: Yes.

MS. DI CKEY: So we will nmake sure that you
have a real sense of what is U S. -defined noney and how
that is all done. No problem

MR MKENZIE: | will say to you that

strategically the defined-contribution business is a
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strategi c business for BlackRock. Everybody is asking:

How am | going to retire? \Wat happens to me when ny

|ife exceeds ny nmoney? And so we have a major strategic

focus at Bl ackRock on hel pi ng people to answer the

guestions. So it is expected to be a growth business.
CHAl RPERSON AARONSON:  Does that nean t hat

Bl ackRock is going to put out a paper saying defined

benefit plans are superior to --

MS. MARCH: | knew that was com ng.

MR. MKENZIE: | knew that was com ng.
(Laughter.)

MR. McKENZI E: | knew that was coming. |

was trying to dance around the bullet.

No, we are not going to do that and as a
| arge institution, the largest in the world, you can
readily appreciate that we can't say that one is better
than the other because we serve both nasters. That is
just the truth. You can never expect BlackRock to say
one is better than the other.

W will give you the advantages and

di sadvant ages of both and it depends on who you are

tal king to.

MS. MARCH  Well, neutrality is all right.
It assunes that we don't have partiality. | personally
do not have a problemw th neutrality. | do have a
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problemw th partiality.

MR MKENZIE: R ght. W're neutral. Qur
partiality is to our clients' needs, so we are partial
to what you want. W handle your assets. W operate
under an investnent nmanagenment agreenment with you, with
phi | osophi es that drive how we do things. So we are
partial -- neutral as to the political issue, partial as
to your needs and your requirements for what we do.

MS. MARCH  Now that you nentioned the word
"political,” I will say to you that if everyone were
neutral, there's no doubt in nmy mnd that there would be
a greater towards a DV than a DC. It is the l|ack of
neutrality.

CHAl RPERSON AARONSON:  Anybody el se have
anything before we start?

(No response.)

Where do we start?

(Laughter.)

MR KEENAN. | appreciate the opportunity to
speak with you all and al so thank you for everything you
do. M sisters are teachers in Brooklyn and Queens, so
| am bi ased.

(Laughter.)

As Obie nentioned, the questions that we get

every year as managers is working with our clients who
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say. \Wat do we do with our noney? How do we invest?
| think I wll try to highlight some differences between
what the economc picture is and what the policy picture
I's, and then how you want to think about it that way,
and what does that nean for actual asset prices, and you
have to think about your own asset-allocation schene .
We sat down a couple of nmonths ago with this
Bl ackRock Institute, which brings together investors
fromaround the world, all different asset classes. W
spent a couple of days debating the world, trying to
come up wth outcones for 2014 and beyond projections.
| tell you, our big base case scenarios that we call

"l ower for longer," and I will come back to that, but
you are in an environment wth a | ow but stable growh
profile.

We do think that there are relative in 2014,
nore than the last couple of years, there's nore
potential for the growth upside, where you are actually

going to see an upside increase and expectations for

growh. | wll cone back to that.
There is still a case, you know, the world
still deals with this debt burden fromthe |ast 30 years

and the central bank response to the financial crisis of
a policy mstake, in which case you start to see

| mhal ances over and nore of a buyer's scenario, but we
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still think that is a smaller mtigant, probably about a
20 percent scenario.

So, within that, you know, why do we think
that is our base-case scenario? W talked about the
| ast 30 years and how we got to this problem There was
an enor nous anount of debt put on the gl obal econony.
It varied on the types of debt, just depending on the
region you were in. 1In Japan, it was largely on the
government side. In the European system it was in the
banki ng system In the United States it was |argely on
t he househol d si de.

The last five years have been a transfer of
where that debt has really noved to, and as you went
t hrough financial crisis and that del everaging, there
was a real risk of deflation. In that scenario, you can
real |y del everage quickly through defaults. The problem
I s when you have so nuch | everage in the system one
man' s debt is another man's assets, and when you w pe
out debt, you wipe out -- in the systemand that
presents a real risk

The response to that has been this
significant policy response, all through central banking
systems. Now, fiscal, as you increase your government
bal ance sheets, have now started to have to pull back on

that. You are left with an environnment where the
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monetary policy is still very accomodating, right?
Therein lies what do you do with your fixed incone.

When you have zero-interest-rate policy and you stil
have a | ot of |abor slack, you have visibility into zero
Interest rates for still another several years.

What does that nean for asset pricing? Wen
| ook at today's world, | think 2014 is different than
what we have seen in the last five years. There's stil
a lot of debt. There's still a lot of debt on
government bal ance sheets and that's the headw nds of
growh. The central banks are starting to renove sone
of its extraordinary measures, what | call energency
nmeasures of central bank response. So the United States
Fed is going through this taper, and so it reduces
guantitative easing policy. The People's Bank of China
Is starting to tighten up to prevent a real credit risk
in the future. The ECB is still pretty acconmobdati ng
but the Bank of England is starting to reduce some of
its policy. So the world is starting to nove away from
t he emergency neasures associated with that and that's
fine, but why that is happening is because the tail risk
has been reduced.

Everything that we have been worried about
over the last five years, because of what | wll cal

the msmatched liquidity, there's been these bouts of
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inflation/deflation, growth/recession, and that has |ed
us investors to think about how do you price assets? Do
you want to own equities in 2010 when you're worried
about the European banking system col | apsi ng and you

m ght | ose 50 percent in six nonth?

Therefore, how that really translated into
how do you buy that deflation premum on one hand you
m ght have just owned cash. Even though you are getting
zero or negative real return, you m ght have owned cash.
You m ght have bought ten-year Treasuries at 1.6 percent
because you were still fearful of that deflation
scenario, or you were only willing to pay 13 to 14 tines
for equity nmultiples, right?

What we have seen over the last 18 nonth is,
the realization is that this central bank policy, that
It has noved a lot of the liquidity fears and risk out
of the banking systemin Europe -- or out of the banking
systemin Europe, out of the households in the United
States and into sonething that is much nore stable,
still leveraged but has long-termneaning. The United
States Government has the ability to stand up, even
though it's at a very high debt burden right now, to
say, "l have a 15-year plan." Lehman Brothers did not
have that option, right?

So the liquidity paradigmand the risk for a
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consuner or how an investor thinks about the world has
changed. Al right? So these are things that you start
to reduce that downside risk and you think about

I nvesting. You think about asset price and things. So
I f you thought about 2013, what has happened was the

U S. ten year has gone from 1.6 percent up to 3 percent.
Now, the equity market, you saw some margi nal increase
in cash-flow growth in EDS, but you really saw three
terns of nultiple expansion, and | |ook at that and
really say: That was a repricing of that deflationary
premum As you start to reduce that risk, the

w | lingness to bet on next year's growth is back in the
market, so the multiple expansion is because of that.

The beta cheapness, it's not really cheap
anynore, but it is not rich. W have noved to |evels
where you have to see the econony start to inprove, but
the deflation risk is gone. The yield curve has
st eepened, the equity markets have risen and the
mul tiples are fair val ue.

Now you are in an environment where | do
think you will see marginal growh in the US.,
2-and-a-half to 3 percent. You see the European zone,
where they start to see break-even beconme positive
growt h associated with that. Japan is going through a

central -bank policy to really stinulate inflation and
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growt h and a change in psychol ogy.

These are things that | think now, |'m going
to give you a scenario that | still think equities are
the nost attractive place on a total return perspective
to be, because the dispersion of returns that you saw in
2013 are going to be tighter, right?

There's still potential, why we think
there's a potential upside in equity, you can still see
more margin for nultiple expansion as we have seen
t hrough these cycles in the past, that people get very
optimstic and they get bullish and nultiples can really
gr ow.

So we still like the equity nmarket; as a
whole, it's a total return, and I think the U S market,
10 to 15 percent, and | think Europe and Japan, because
of kind of being a | ag behind what the U S. has done,
has potential to make nore upside because there is a
bi gger nultiple difference between U S. equities and
what you see gl obally.

In the fixed-incone space, | do think that
you are going to continue to see the yield curve
steepen, and that is based off of the same reason that
you'll see nmultiple expansion. It is not only that you
are seeing growh, but it is the optimsmon future

growth. Al right? The yield curve is still based on
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what is your real-growth expectations and your inflation
expectations and return prem uns associated with that.
So | think you will see the yield curve continue to
steepen, and then I think, as you start to think about
over the next 12 nonths, how you think about your asset
al l ocations, is sonme of the things that we have been
fearful of, because really, the yield curve steepening
may grow |l ong duration in investnent-grade credit, |ong
duration in governnment bonds, nunicipality debt; these
things will start to add a nore attractive, relative

val ue, risk-return profile as you go towards 2015, and
as people shied away fromduration, duration will then
be an attractive way to add incone, diversification, and
al so a hedging on your portfolio, because at that |evel,
I f you do start to see price volatility or economc
risk, duration risk and high-quality fixed incone wl
add a buffer to your portfolio.

So, to step into the United States econony
for a second: Sone of the central bank's policy that
has gone on, we tal ked about the U S. househol ds, when
you went back to the 1980's, that had a 15 percent
savings rate, and we went into 2007 and we had 300
mllion people with a negative savings rate and we were
spendi ng nore noney than we earned. The |everage was in

the system right, and as that started to coll apse,
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there was a very big burden and the uncertainty started
to essentially really grow, with consunption really slow
and savings rates start to expl ode.

Today, when you | ook at this policy and
where we've gotten, inconmes haven't really conme back;
jobs haven't really cone back in any significant way
when people are used to the kind of a "V-fight exit," so
you have to | ook at the longevity of what was created,
and that neans the debt burdens from 1980 up to 2005 and
2006. \What has gone on is this policy has really pushed
stability fromthe downsi de, but now you are starting to
see the potentials for upside and there are still
headw nds, but this is about |ong-term grow h.

So the household level, if you | ooked at the
I nterest burden on the household level, right, it's at a
30-year |low. Because of what has happened w th nortgage
rates as credit cards have cone down, as asset prices go
down, people have been able to take down that interest
burden. Their overall debt is just starting to cone
down, but that interest burden allows for nore
di sposabl e i nconme, even though you're not seeing your
wage i ncome increasing at the sane pace.

What that allows for in this econony is
stability consunption. It doesn't nean that you are

going to see this 4, 4-and-a-half percent high economc

{9 ESQUIRE 800.211.DEPO (3376)

EsquireSolutions.com



© 00 N o o b~ w N P

N T N T N N R I S e R
aa A W N P O © 00 N OO O 0 W N . O

INVESTMENT MEETING January 09, 2014
NEW YORK CITY TEACHERS' RETIREMENT SYSTEM 29

growh, but it nmeans the U S. econony, which has 70
percent consunption, has a nore stable growth profile.
There are differences in regions and areas, in --
buckets, but that environment is allow ng for that.

That conmes back to this point of we're nore
convi nced about the stability of that 2 percent growth
and what asset prices should be doing based on that.
When you actually come down to corporate profit, and
what the equity markets are still pricing off of is not
necessarily a robust econony, but it's how that current
econony translates into profit growh at the conpany
| evel .

And what you saw during the downturn, and
t he corporations have a very flexible nmarket in the
United States, different in other countries but in the
United States, when they saw the demand falling and the
uncertainty in the visibility in their future demand,
they cut costs, and they cut costs dramatically.

As we went through 2009, 2010, 2011, and the
uncertainty about the core econony as we have had nmj or
policy decisions globally, many of these conpanies have
| ed thensel ves with very high productivity, higher
mar gi ns and have seen cash-fl ow grow h.

Today, | think as we go into 2014, the thing

that we need to see out of this econony, one, fromthe
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Fed perspective and also froma fiscal perspective, is
corporations starting to spend. Al right? Are
corporations starting to believe in the stability of
their growth profile and starting to spend in order to
do that.

There are a couple of things that | think
that this is a positive outlook: One, there are many of
t hese conpani es, that as they run thenselves for
profitability over the last five to six years, there is
a depreciation aspect. Al right?

There is a sinplistic nature of: W need to
start doing this. Autos are a prine exanple of this
because we have actually seen this. The average |life of
acar inthe United States is about 10.8 years. So when
we were running SARS or a selling rate in 2009 to 2010
of 8 or 9 mllion, the reality is, different than houses
when everyone views that they go up every year, a car,
when you pull it out of the lot, it's going down about a
year.

So a ten-year old car has a high maintenance
cost for people and so -- you don't necessarily need a
$50, 000 Escal ade, but owning a car of $2,000 or $3, 000,
a used car. So even in Decenber of 2009, the Manhei m
I ndex, which translated into the used-car narket,

started to spike.
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So, what we see that as, | believe that when
you see that though a |ot of systens, when you think
about hotels, right, that haven't spent noney or the
typi cal wear and tear that you see run through the
system industrial conpanies, things that ol d technol ogy
needs to change, | think that's where you start to see
sone options.

Ri ght now you are seeing nore in the MRA
activity and you are starting to see nore growh with
regards to CEOs and CFO s trying to reinvest in their
business. A lot of it has been through buying back
their own shares or increasing dividends, but now, when
you start to see nultiple expansion, they have to defend
their multiples. And as they get nore optimstic -- and
| run a 300 billion dollar credit business -- when |
talk to CEOs or CFO s of conpanies who, in general,
| i ke us, they're investors, they invest in their own
busi ness, they get paid in their own business, and they
are becomng nore optimstic, still hesitant but nore
optimstic on trying to invest and grow.

| n sone businesses it mght be a restaurant
conpany that wants to open and do other things. It
m ght be a drug conpany that wants to increase its R and
D spending. | think that is where you will see it. |
think it will be slow, and | think that is going to be
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coupled wth the fact that the fiscal drag is starting
to be reduced, so the pull on the econony is starting to
sl ow down.

So, |'mpretty optimstic, and |'m not
painting a rosy picture where |'m saying the United
States show grow at 4 or 4-and-a-half percent. | think
that this is a longer termplay, but |'msaying the
stability of that nodest slow growth is there. How you
t hi nk about how that translates for pricing of risk
assets or fixed-incone assets is inportant.

So, | believe that the equity market is
going to be the out performer this year. | think the
fixed-income market, you want to change your allocation
over the course of the year. | still |ike bank |oans at
a short duration-type credit, but nmunicipality debt,

I nvestment-grade credit, |ong duration governnment bonds,
t hese things have started to becone nore attractive as
yield curves steepen and the risk-reward dynam c
changes.

MS. ROMAIN.  You made sone comments about
the autonobile industry. Now, | think the autonobile
I ndustry is becom ng nore of a core-type industry. |
mean, | think they took such a beating that the ten-year
average age of a car is nore in terns of the inprovenent

and the quality of the car, in ternms of that; because |
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remenber when three years and you'd better get a new
car. So it's simlar to what is going on with the smart
phones. You could have a smart phone, it's a year and
you're ready for the next one, because they are just
putting incremental anmounts into the value of that
phone. So is there a response in the econony to the
experience of the autonobile industry?

MR. KEENAN. |If you | ook at autos over the
| ast 30 years, we have actually only had two years that
auto sales were below 10 mllion. Even if you went back
to the 1980's, auto sales were anywhere between 13 and
17 mllion in sales. The econony's popul ati on has
grown; to get away fromthe top 40 MSA's, the
i nfrastructure of the United States is not one where it
has all the public transportation to get there.

So if you ook at nmany regions where we joke
saying: You can sleep in your car but you can't drive
your house to work. Many people need an autonobile to
get to the hospital, to get to school or to get to work.
So the reality is, the way we | ook at it, the scrappage
rate, and autos are sonething |ike there are about 14
mllion cars that cone off the road every year because
there are accidents associated wth them because there
m ght be a 13-to-15-year |ife, because Hurricane Sandy

comes in and wi pes out a bunch of cars.
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| mean, that is a general attrition that
just to maintain the amobunt of cars that are out there
on the road is about 14 mllion. So that is the steady
pace.

Then you look at -- | think your question is
relating to other industries -- when you have the
capital and if your business, you're looking at it and
saying: Wat is ny efficiency about buying sonet hing,
whether it's the new smart phone, new technol ogy or a
new car, and does that nake sense for nme as a business
or as a consumer? In sonme businesses it does not.

Ri ght ?

|f you look at, | nentioned the hotel
I ndustry. If you |look at a hotel, naybe they are naking
the decision that | have roons that haven't been updated
in the last 30 years, but | amin a district where |
have no conpetition, in which case | don't need to
upgrade because | get no return on ny capital for doing
that. Well, you mght be a hotel that's in Tinmes Square
and if you haven't updated in the |ast 10 years, then
the ability for you to charge a prem umon your room
rate, relative to the other seven people who are com ng
I n and conpeting agai nst you, right, is now-- so m ght
charge 500 a room where your neighbor is charging a

t housand dollars a room R ght?
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So every business is going to | ook at
t echnol ogy; they are going to | ook at the naintenance,
they are going to ook at their R& and start to do that
work. You see today, and what you see at this part of
any life cycle, is people being nore conpetitive to try
to produce.

|'I'l give you a different exanple, Soft
Bank. The United States' wireless industry is a pretty
mat ure business. | nean, you have over a hundred
percent of penetration with regards to phones out there.
Smart phones are growing. You have a very snall group
of four real wireless service providers. Then you get a
conpany |ike Soft Bank that cones in to buy Sprint. You
ask Soft Bank what they are trying to do? Well, they're
going to spend an incredible anobunt over the next three
years, trying to build an infrastructure to conpete
agai nst Veri zon.

Verizon has a prem um product online; that
all of a sudden creates a conpetition, it creates
growm h, and then it probably creates a response from
Verizon. One may be Verizon trying to spend to conpete
In some product or it mght be Verizon reducing its
costs, right, and offering its product as producti ve.

Those are all things that | agree with you.

You have to | ook at each industry. Totally separate, if
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you take sonething Iike Yell ow Pages or newsprint, how
that industry is going to deal is totally different.
Right? So every different industry, when you have a
2-and-a-hal f percent, 3 percent growth environnent,
there are winners and | osers. There are industries that
you see that over the next 30 years are going to be big
growh and there's old world industries that -- |
believe if you see growh, the beta's return that you
guys represent, is incredibly inportant. The jobs of
2020 are going to be very different fromthe jobs of
1970. So the reforms and the education, what we need to
do for our country and other countries is going to be
very different jobs to match those jobs.

CHAI RPERSON AARONSON: Sandra, you had a
guestion?

M5. MARCH | don't know if you saw the
article that was in the Wall Street Journal talking
about incone over the course of 2002 to 2012, where 90
percent of individuals have | ost over 10 percent of
their income. |If you go to the 1 percent, and you break
out .01 percent, the 1 percent has gai ned over 35
percent. The .0l percent is 76 percent.

So ny question is, when you are talking to
those CEO s, maybe Henry Ford could cone back and tal k

to themand say: Qur economc growth rate woul d be
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| arger if the people who are really spending the noney
to buy your product, to help your stock increase, it
woul d be that they should have nore incone to do it.

And that's really -- | think that that is
probably 85 to 90 percent of the reason why you listen
to the holiday season, everybody is concerned about how
much all of the conmpanies that we own stocks in earned
during the holiday season -- which is a large percent of
their income for the year -- why they are not neeting
their growh rate; they are not nmeeting their growth
rate because the people who spend everything that they
earn are just not earning the noney that they need to
spend nore.

That really, when it gets down to it, that
Is really the major problemthat is existing in this
country. It's that the average person doesn't have the
nmoney to buy the new Ford in nine years instead of ten
years. So maybe we could nmake that part of your next
meeting or semnar or sunmmt or whatever it is that you
have, and you have all the C1Os there, and naybe Henry
Ford can conme back and talk to all of them because he
di d know t hat people have to have the noney to buy his
car.

MR MKENZIE: | think that we're seeing a
shift in the populist view Qur new Mayor, | think all
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of us are beginning to tal k about incone inequality. |
think we all, as responsible citizens, have to throw our
two cents in. | hear you loudly and clearly. | think
as a corporation, and the largest in the world, we have
a responsibility to the citizenry that we serve,
particularly in the DC business that you asked about, to
encourage us to understand that 70 percent of GDP is
consunption and that's a |ot of the people that you are
tal ki ng about. So we are all tal king about that.

MS. MARCH I'ma fiduciary. | want
everything that I own, especially the equity that | own,
to be able to increase in val ue.

MR. McKENZI E: Yes.

MS. MARCH: They can't increase in value if
the products that are being sold are not purchased. So
that's really -- you know, incone, that's really what
the problemis right now It is that sinple.

CHAI RPERSON AARONSON: | think, related to
this, I'msure you know better than | that |arge
corporations are holding trillions of dollars in cash.
They woul d rather | ose noney, because hol ding that noney
I n cash, nmeans they are | osing noney, than to pay taxes
on the noney and then reinvest it. Has that discussion
cone up?

MR KEENAN: Yes. W talk to these
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conpanies as well. | agree with you. | think that
these are |long stages and a couple of things: |If you

| ook at the conpanies that are holding a | ot of cash,
they are under pressure as well. Right? So you have
activist sharehol ders that have grown dramatically. As
we tal ked about, cash is not a zero return, cash is a
negative return.

So, if you are talking about all the noney
that is sitting on a bal ance sheet of cash, then those
CEOs and CFOs are telling their sharehol ders that if
t hey deploy a dollar, they cannot be a zero percent
return. R ght?

So the pressures on this are from
shar ehol der pushi ng down and saying: Either return that
noney back to us that we can go do sonething, whether
that's even buying 2 percent debt, or we can do
sonething, we're not investing in your equity for you to
sit on that cash

So they are feeling a lot of that pressure.
In "09, 2010 and 2011, they got away with it because of
all the uncertainty on it. Today they get a |ot of
pressure fromtheir shareholders and that is part of the
reason why you start to see the growh.

Wth regards to the income inequality, | a

hundred percent agree. | think there are multiple

{9 ESQUIRE 800.211.DEPO (3376)

EsquireSolutions.com



© 00 N o o b~ w N P

N T N T N N R I S e R
aa A W N P O © 00 N OO O 0 W N . O

INVESTMENT MEETING January 09, 2014
NEW YORK CITY TEACHERS' RETIREMENT SYSTEM 40

stages to this that start to put pressures on that.

One, it is hard to push in when you have such a high

| evel of unenploynment, all right, and there is that
unenpl oynment, but there's so nmuch slack and the |abor is
so avail able that they don't have the pressures on them
to try to push that up.

As you | ook at what the Fed policy has
really done, as we tal ked about the corporations hol di ng
cash, those who own cash -- and whether you're 1 percent
or whether you're a corporation that is sitting on cash,
I f you sat on cash, you have | ost noney. You have
essentially transferred val ue.

So what the Fed has done has pressed asset
prices. So even though the 1 percent owns the nost
assets, but they also own the nost savings and cash,
many of the country, when you go back five years ago,
had a negative equity value in their honme, right? For
much of the country their house was the |argest personal
weal th that they had. So nuch of that has decreased.

| f you have seen asset prices and many of
these jurisdictions were housing prices that sky
rocketed up about 30 to 50 percent, their risk of
defaul ting has decreased dramatically. As unenpl oynent
starts to come down, and we see this in sone areas, in

areas where there is a msmatch and a tight |abor

{9 ESQUIRE 800.211.DEPO (3376)

EsquireSolutions.com



© 00 N o o b~ w N P

N T N T N N R I S e R
aa A W N P O © 00 N OO O 0 W N . O

INVESTMENT MEETING January 09, 2014

NEW YORK CITY TEACHERS' RETIREMENT SYSTEM 41

mar ket, either because of the skill set or because of
the location, they are forced to pay out that incone.

On a national level, you don't see it, but in some areas
you are seeing pressures on that. An engineer in
Silicon Valley, right? An engineer in technology in New
York or Boston, there is a premumthat is put on that.
So there are some areas.

As we start to go through this and, again,
this is long life thing, and the unenploynent rate
starts to get tighter, I do think you will see sone
pressures to see wage inflation up. W need that. As a
country, we need that for a |onger term sustainable
gr ow h.

MR. MKENZIE: Do you want to swing to
equities --

MS5. BEYER Could a just ask a question, M.
Chai rman, on the nacro?

CHAI RPERSON AARONSON: Pl ease.

MS. BEYER | heard you just talk about
wage inflation, but | think what | heard ny fell ow
trustee ask about was wage deflation and howit's gone
down. My question is nore about the consunmer and the
retail market, because | heard you say that you see sone
consuner stability, but what about disruption of the

Internet? | live here in Manhattan. This huge Barnes
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and Nobl e on Union Square is shutting down and | am
t hi nking, who is going to go in there and rent it?
MD. DI CKEY: A bank.
MS. BEYER Well, There's too many banks
al r eady.
M5. MARCH: Cosco.
MS. BEYER | think what | amseeing just in
my nei ghborhood is lots of storefronts are for rent,
| ots of storefronts are closed; the Internet online
buyi ng has gone skyrocketing. So what is that
di sruption as a possible surprise on the macro level, is

really ny question.

MR KEENAN. | don't necessarily viewit as
a negative surprise, right? Sone of the things, if you
have seen -- what | said was jobs in 2020 wll be jobs,
different jobs than 1970. 1In last 34 years we've seen

an enornous anount of construction on retail square
footage, right? Mich nore so than the actually consuner
has built.

And when you | ook at technol ogy, you know,
the technol ogy shifts are just creating different jobs,
right, and technology, in and itself, is somewhat
deflationary with regards to jobs because, you know, you
| ook at an Amazon warehouse and it is conpletely done by

robots as opposed to people. Even E-ZPass, right, you
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don't have the sane | abor needs for that. | think it
doesn't necessarily nmeans a downtrend, it neans the
econony is shifting; natural gas versus oil. These are
t hi ngs that have shifted.

| ook at that and how you say that and nore
capacity opens up. So maybe it is Cosco or maybe it is
a restaurant and maybe it is a hardware store that could
not afford that square footage because selling hamers
woul d not allow themto be profitable if that's what
they had to pay per square foot in a |ease rate. So,
there is, in areas, you wll see a real-estate deflation
on sonme of that pricing, right?

So that opens the opportunity for other
busi nesses, in order to have a profit margin and able to
grow, as you nentioned. Somebody will take it because
either they won't rent it and the person who owns that
real estate will suffer or they are going to drop that
l evel in pricing to a point where sonebody will own that
square footage.

MR. McKENZIE: That being said, and | hear
you, there are two economes out there: There are the
haves and there are the have nots. \Wen you tal k about
7 and 8 percent unenpl oynent, you have to | ook very hard
at a ot of people who are dropping out of the job

search market. So you really have to take a very
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careful |ook at those nunbers.

There are headw nds in our nacro system
There are lots of reasons for there being an upside, but
there are al so sone headw nds and some of these places
are cl osing because the buyers are not there because
they don't have the noney to buy. Qhers are not going
because the way people read, they are changi ng because
of the Internet.

W have to | ook very carefully when we are
anal yzi ng macro-econom ¢ i ssues as to what sector of the
mar ket are we tal king about back, which gets back to
your point. Incone inequality is real. 70 percent of
GDP is consunption and a | ot of that consunption are
real people that have to go to work every day for a
salary. And, so, we have to be very careful about what
our assunptions are as to what those headw nds are and
how serious that could be in a possible disruption of
the 2-and-a-half to 3 percent growh that we're
expecting in donestic.

MR. KEENAN. | wi Il make one nore point just
to draw a conparison on the two. The United States has
had the advantage over the | ast several years because it
Is, on a national level, it is a very broad, diverse
econony. Right? Wen you have had issues with regard

to the real estate and really hurt areas |ike Nevada and
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Fl ori da or you have had downturns with regards to the
auto market, which really inpacted Mchigan as a whol e
other, you have had other areas in the country that have
done really well, like northern California.

So, as a whole, on a national |evel, as
everybody pays federal taxes, we have been able, not
that we haven't avoided a recession, but it's different
fromEurope. |If you |look at Europe as a whole, it's a
very diverse market. In Germany there's an out put
driven market with high technology; Spain is a very
real -estate driven market, right? So the issues they
dealt with in 2010 is, you had a very l|localized rea
recession and unenpl oynent in Germany is very different
t han unenpl oynent in Spain or Portugal.

The United States, one of the benefits from
the one culture, simlar |anguages, has been the
mobi ity of |abor and people; if they couldn't find a
job in northern Florida where construction was, they can
then nove to sonewhere el se? You don't necessarily see
t he sanme for sonmebody nmoving from Barcelona to
Frankfort. So those are the things that -- | think you
wll see nmore now, especially as sone of the negative
I nterest or negative equity in people's honmes, sone of
that prevented themfrom being able to nove because they

couldn't sell their house because they had to show it to
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a bank, you know, noney to pay, they were short. |
think you will see sone of that start to cone back. It
I's slow

M5. ROMAIN. | can use nyself as an exanpl e,
| didn't go into one store this holiday -- not one. |
didn't get caught up in the delivery problens either, so
t hat whol e business is probably going to be nuch nore
expanded in the future, but people, you know there are
behavi or changes.

MR. KEENAN. So if you think about that, so
maybe the store clerk lost a job, but FedEx or UPS had
to build out infrastructure, railroad infrastructure in
order to be able deliver that within 48 hours.

M5. MARCH But it is also, for those people
who are working, what kind of an econony are we
devel opi ng when all of the job growmh has been in
part-tinme, |ow paid enploynment that has to buy the mlk
and the bread and can't go in and buy the Apple products
that we own the shares in.

MR. KEENAN: This is the downside risk.
Central bank policy has done a very good job about
reduci ng that downside risk. Now, it noves the fiscal
side; inmportant for long-termgrowth, you need reforns
to come into place. R ght? You need education to teach

these jobs for this econony.
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CHAl RPERSON AARONSON:  Speaki ng of
education, there is a great m smatch because of the
education system Here we have a Mayor who is talking
about inproving education and to inprove it you have to
take the small nunber of wealthy people in New York and
charge thema little extra in taxes. These people, |
think for the nost part, are the smartest people; they
are the corporate | eaders and so forth and so on. They
know t hat they have a | ack of enployees.

Wiy is all this resistance to paying a few
nore pennies in tax, if they know, as | believe they do,
| believe that by getting better educated enpl oyees, it
Is going to help their business, and yet there's all
this resistance.

MR, MKENZIE: | don't think that has
conmputed yet. | think we all know the greed factor, and
that greed and self-interest drives a | ot of our
econony. So, until we really change the behavior of
behavi oral finance, until we change the attitude of
people in business as it relates to self-interest versus
self-less, then we are going to continue to have that
problem That's not a new problem as we all know. It
continues to be pervasive. | think the Pope is
obvi ously on our side.

(Laughter.)
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He has shocked a | ot of people with his

views, his populous views, et cetera, and a |lot of the

weal thy are not really happy with his position. | think

these are behavioral, alnost spiritual issues that have
to be addressed. |If they don't change, the noney wl
continue to follow the attitude that says: M, m ne,
and no nore,

CHAlI RPERSON AARONSON:  What is the chance of
a fellowlike -- what's the nane of your CEO Fi nk?

MR. MKENZI E: Larry Fink, yes.

CHAI RPERSON  AARONSON: Larry Fink; him
com ng out and naking a statenent that he knows that
educat ed people working in the conpanies and so forth is
great for the econony. Wy can't, perhaps, sonebody
whi sper in his ear to nake such a statenent.

MR MKENZIE: Kristen, you ran investor
relations and you worked with Larry Fink every day.

MS. DICKEY: So it's ny job now?

(Laughter.)

MS. DICKEY: | was yelled at every day by
Larry.

MS. MARCH  Before you answer, the hero of
every person who is a high-school graduate who pays
attention to what is going on in the news is Warren

Buffet. And, therefore, we need nore Warrens, because
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there is no doubt, Obie, what you have said is
absolutely true, the nessage that is being given is very
different than the nessage that should be given, because
If | share just a little, I wll mke a lot. It
translates into the value of the assets that we own here
at the retirenent system

Mel is absolutely correct. W just need
more Warren Buffets to do that, because they are the
pacesetters in this country, and they can get the nedia
to pay nore attention to themthan any of us sitting
here at this table.

MS. DICKEY: Before | do what | do now, |
hel ped start our investor relations effort at Bl ackRock,
which as a publicly traded conmpany, for a very long tine
we had several large partners. W didn't work with
sharehol ders to a great extent, we had three |arge
partners despite being public. Wll, now we have a | ot
of sharehol ders and we needed an effort in place to
communi cate with them appropriately about how the
conpany was doing, be able to work with the Wall Street
anal ysts, and so | did that and | had the pleasure and
privilege of working wwith M. Fink pretty nmuch every
day, which sonetinmes neant he yelled at ne.

(Laughter.)

Actually, for sure, he yelled at ne.
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MS. MARCH | hope you responded correctly?

(Laughter.)

MS. DICKEY: |'mstill here and | had the
benefit of learning a trenmendous anount, too. That was
fantastic.

So a couple of things on the equity markets.
You know, com ng off of a year where you have earned 25
percent in the U S and north of 20 percent in nost
devel oped countries, to Jimy's point, the question is
al ways on everybody's mnd: Now what? How do | invest
ny noney? Wat do | think about?

The performance of equity markets, while
everybody wants to | ook at the S& and feel very pleased
wth the results was also a tale of two stories. As you
know wel |, owning a |arge energing-equities portfolio,
emerging markets did not have simlar results and they
actual |y underperforned pretty terrifically. | want to
spend a couple of mnutes tal king about what went on in
2013 and around the world which sets the table a little
bit for the outlook for 2014.

| will do the U S. |ast because Jimhas done
anicejob. Cearly, the situation in Europe, while in
2010 the word that comes to mnd is somewhat dire in the
banki ng system Part of that is because while we do

have a centralized nonetary authority in Europe, the
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actual activity of changing the banking system was one
of trying to get ten countries together to think about
doing things in each of their own countries, with a very
dramatically different situation.

As a result, they were not as quick to the
draw as we were here in the U S and the ramfications
of that existed for quite a while. So you have not seen
the recovery in Europe to the extent that you have in
the U. S

Clearly, as Jimnentioned, there are
pockets. In the U K things are noving quite on the
upward stream GCermany i s an export, but southern Europe
still remains under great pressure with Spain, Italy,

G eece really, frankly, being buoyed by their northern
col | eagues i n Europe.

So, European, while we think that there is
still alot of work to be done, they are, | would say,
| ess stable froma growh perspective than we are seeing
here in the U S., but there are still sone real risks
out there and they still have a | ot of wood to chop.

Moving further east, we can look a little
bit about what is going on in Asia. There was a | ot of
press in 2013 about China. Was China going to have a
hard | andi ng? Were were we going to find China? China

has proven to continue to be resilient. One would hope
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so with a population of their size.

Wiile we saw a sl owdown in growth, they seem
to have manufactured one where it wasn't quite an
expl osion, going from11l- percent growth rate, which
everybody knew to be highly unsustainable, to nmoving
into the high single digits and ones we consider to be
at a place where, as they take steps to really help
monetary reformand deal with their consuners, as well
as the huge growth that they have seen in terns of
ur bani zation, we expect China to continue to be able to
make pace at this |evel.

Qur friends in Japan, frankly, you know, the
natural disasters in Japan had two effects onit: It
not only had a massive blow to the econony several years
ago, but it also was a nassive blow to the psychology in
Japan and really was the catalyst in many ways for what
you are seeing with Abe. You are seeing Japan, for the
first tine, really start to identify issues that it had
frankly not managed wel| for over 20 years.

You have themtaking very, very aggressive
policy to manage their currency. You see them having a
very, very hard look into wanting to get and draw
capital into their equity market, and we are begi nning
to see the real senses of structural reform W're in

the early days, we don't know howit's going to go, but
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we're starting to see. As a result, you had Japanese
equity markets up 40 percent |ast year; pretty anmazing.

So the inpact of China, the inpact of growh
in the U S, those two things are big reasons for why
the emerging markets underperformed. China were huge
buyers of commodities. The energing markets, the
| argest things they have to export are commodities and
they're big drivers of those econom es.

We don't expect to see an uptick again in
growh in China or, frankly, in buyers of huge
commodi ty-oriented products. W expect the energing
markets to sort of continue to be under pressure and
underperform while longer termwe are very, very
bul I'ish on our outl ook for where they could go.

Turning to, then going full |oop around the
east to the U S, as Jimy set the table for how we see
things in the US., you know, what drove U S. markets
| ast year were several things: W definitely had a
people feeling of greater confidence in what was goi ng
on in the system people feeling |ike they were not in a
doonsday scenario anynore and there was a place to
i nvest their noney, but they also found thenselves in
the zero interest rate policy, people wanting
predi ctabl e i ncone and stock dividends became the answer

for that again.
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W saw nore noney in incone and divi dend-
oriented equity funds than anything el se |ast year, and
those are the stocks that were high payers, returning
that capital, as Qbie and Jam e have tal ked about, to
t he consuners so they can do what they want with it,
wth the conpanies that really continue to do well.

Corporate CEO s, as Jimdiscussed, do still
have a little reticence. They haven't been really
poised for growh. |It's starting, but they didn't do a
| ot of that in 2013 and, as a result, they bought their
own stock back. The supply-and-demand effect of the
fact that there were nore people buying their stock back
than IPOs also led to having a terrific stock market in
the U.S. in 2013.

So, can we repeat all of these things in
2014? M col | eague over here says no. He says we can
still do double-digit returns of 10 to 15 percent, but
25 is a lofty goal. | don't disagree with him | think
that is an anomaly and Cbie will never bring me back if
| prom se 25 percent, but | will say that there are sone
things out there that nmay make the continuation of 2013
go on into 2014 a little bit longer than nmy col |l eague
two seats down thinks.

W may be in a position where the outl ook

for things inthe U S are terrific. Rght? W are
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devel opi ng an energy policy of independence that wll
hel p us be net exporters as opposed to inporters. W
are seeing a surge in conpanies wanting to build and
grow and manufacture in the U S again. | mean, BMNis
building a plant to build cars in the U S., in South
Carolina. So you are seeing pockets of that happening,
but the pressures that exist in the econony that we
spent sone time on this norning are very real.

There's still a situation in Washington at
the federal |level where it is very, very difficult to
have there be actionable outcones. [I'mtrying to be as
neutral in ny tone as | can about WAshington, but the
fact is that if we have another year where you have such
huge, | would say pol arization of thought, that it
becones very, very difficult howto see that things can
get done, frankly.

M5. MARCH It's not Washington, it's the
peopl e who happen to be there now.

MS. DICKEY: | don't disagree. The city
itself is |ovely.

(Laughter.)

| was there in Decenber, it's |ovely.
Nonet hel ess, it's hard to still get things done. So
that will mean that corporate CEOs, while there is an

I npetus to take on the new project, to rethink things;

{9 ESQUIRE 800.211.DEPO (3376)

EsquireSolutions.com



© 00 N o o b~ w N P

N T N T N N R I S e R
aa A W N P O © 00 N OO O 0 W N . O

INVESTMENT MEETING January 09, 2014
NEW YORK CITY TEACHERS' RETIREMENT SYSTEM 56

until they have a better sense of what the tax policy is
going to be, how they are going to handle various types
of new insurance requirenents, what things are going to
be looking Iike with respect to | arger questions of
policy, you still mght see themcontinuing to buy back
their stock and that would nean things nore positively.

So let ne try to bring this together a
little bit and tal k about what this nmeans from an asset
al location point of view. | think that one of the
t hi ngs we have tal ked about in this "lower-for-Ionger”
scenario is that while we have a lot nore to | ook
forward to than we had in many past years, there are
sill alot of risks out there. There are still a [ot of
questions that are unanswered.

Therefore, you know, we continue to be huge
advocates of being as diversified as possible; that we
are not in a position where we think you should be
taking risk off the table, but we are in the position of
maybe you being a little bit nore forensic about how you
t hi nk about your risk; be a little bit nmore creative
about how you think about your risk. |In many respects
t hat means, are you thinking about fixed inconme in the
traditional ways? Maybe it nmakes sense to be thinking
out of the box a little bit and doing things in a nore

opportuni stic-run constrai ned manner.
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Wthin equities we encourage you to continue
to hold force wth your energing markets, because
despite thembeing a little unfavorabl e today, |onger
termwe think they will be the growth engine for
equities. W continue to suggest that you should stay
hold in the U S., the outcone, and where you think of
things inthe US wll be good, your value portfolio
w Il continue to shine, particularly in this demand for
I ncome environnment, but we also would encourage you to
continue to also think about the world globally. There
I's opportunity to take advantage of sonme of the things
that are going on outside the world, |ike Japan, but we
encourage you to do it in thinking about it froma
gl obal perspective.

So | know we had an hour and |'ve taken two
m nutes extra, but thank you for your business and nost
I nportant for inviting me, | have never been here
bef ore.

MR MKENZIE: | will bring her back.

CHAI RPERSON AARONSON:  Not to rush you.

MS. DICKEY: We're not going anywhere.
We're being sensitive to you.

M5. ROVAIN. Can you talk a little bit about
I nfrastructure and how you see us noving forward?

MS. DICKEY: Infrastructure?
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M5. ROMAIN.  Yes.

MS. DI CKEY: Well, there's a couple of ways
to doit, there's debt and equity. R ght? | think we
are fanciful and we do both quite well. | think that
one of the ways that we |like to express infrastructure
I s, because organizations |ike yourself are long-term
I nvestors, you are fol ks that have cash-fl ow needs way
out into the future and that nakes you the perfect
buyers of infrastructure-type products.

One of the ways that we have thought about
infrastructure is to take advantage of where it's doing
things that are new and different; so whether that is
renewabl e energy or doing it in investnment in different
kinds of smaller start-up-y kind of things through
private equity. So, we think that it certainly makes
sense froman asset allocation point of view Jinms got
a whol e host, he's got, you know, a product here in the
infrastructure belt, so |l wll let himtake over.

MR. McKENZIE: At the expense of selling,
whi ch we're not here to do, our viewis clear.
Qbviously the country is falling apart, bridges, roads
all need repair, and so there are opportunities for
I nvestor capital here. Sone of that is tied to
contracts which nmakes sonme of this stuff a bond on

steroids, so we're talking 12 percent, 10 or 12 percent
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return.

W have funds |ike everybody el se has funds.
Qur viewis that obviously there is a need, there is a
demand, and we have approached that. |It's not one of
our biggest businesses but we certainly think that,
needl ess to say, there is demand.

MR KEENAN. [|'d like to make a high-1|evel
comment. Infrastructure is different in different
countries. Al right? Everybody has different needs.
| nean, each country is a different region. Mich of the
world is always borrow ng through the banking system and
they finance that as a way. So into China or WW or
weal t h managenent products, still have a role or a need.
They are still borrow ng, whether it's airports roads
and tunnel s and things.

But as your regulation and bal ance sheets
from banks are getting pushed down, much of this is now
going out to the private market, and | think for
I nvestors, and certainly investors |ike yourself who are
| onger term it does provide a new opportunity to be in
diversification associated with it, whether you are
tal ki ng about equity or debt.

In the investable side of what you see
today, infrastructure in the United States cones to the

market in a couple of different ways: Some go through

{9 ESQUIRE 800.211.DEPO (3376)

EsquireSolutions.com



© 00 N o o b~ w N P

N T N T N N R I S e R
aa A W N P O © 00 N OO O 0 W N . O

INVESTMENT MEETING January 09, 2014
NEW YORK CITY TEACHERS' RETIREMENT SYSTEM 60

the nmunicipality desk, where you can actually see a
hospital or an airport or a hangar, sonething getting
financed in that way. Those tend to be snaller, |ess
restrictive. Then there's now debt that's now comng to
t he market.

What we see in the United States, away from
sonme of those other deals, you have sone of your tunnels
and your roads, but obviously, because of the econony
we're in and the fiscal balance sheets we're in, there
I's not a huge anount that's getting spent. | think that
Is inportant for the United States longer term to spend
on infrastructure.

What we see investable in the United States
to a larger degree is an infrastructure that is getting
spent around utilities, around the natural gas
pi pelines, new infrastructure around building out from
that. Sonetinmes it cones through the corporate market
and sonetines these conpani es access a different bank
where it is secured in an infrastructure loan. That's
usual |y an investnent-grade type of structure that's
payi ng probably 150 to 200 basis points nore than what
we are getting in investnent-grade corporate debt.

Wien it conmes to the equity market, Qoie
mentioned this, it's usually a partner that cones in and

owns part of that equity cash-flow streamfromthat
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specific project. You see a lot of that getting done in
natural gas. So ny teamin infrastructure in the US.,
that's a lot of the focus on the renewable side as well.

In Europe, it's a bit different. |n Europe
it is still alot of the bridges, tunnels and roads. W
have a devel opnent teamthere and they can access with
sone of the |ocal governnments around that. But all of
our conversations globally is that every government
official is |ooking out over the next 10 to 15 years and
saying, "How are we going to do this? Were is the
capital going to cone in?" Because the traditional ways
that they have done that have changed.

So | think it's an evolving asset class that
I's going to continue to grow, as well as nost things
that had been traditionally done by the banking system
t hey can no | onger balloon their bal ance sheets.

M5. DICKEY: This is also part of the huge
growm h that you saw in China. You talk about
infrastructure in the U S. as being a repair of
sonet hing or refurbishment. Wen | was in San Francisco
I n Septenber, everybody was all excited because they
had, for the first tine in | don't know how many years,
built a new Bay Bridge. China built |ike 30 of them
R ght ?

So you are seeing the growh in the

{9 ESQUIRE 800.211.DEPO (3376)

EsquireSolutions.com



© 00 N o o b~ w N P

N T N T N N R I S e R
aa A W N P O © 00 N OO O 0 W N . O

INVESTMENT MEETING January 09, 20
NEW YORK CITY TEACHERS' RETIREMENT SYSTEM

14
62

commodi ty demand and everything that you saw going on in
China is building, you know, tens of the tines of things
that we are doing. W are trying to figure out howto
fix the Mdtown Tunnel; they are building a new one.

MR. KEENAN: A funny anecdote: I'mat a
dinner with the UTS CEO about two nonths ago and he gave
me what the outl ook for UTS -- they nake el evators.

MS. DICKEY: United Technol ogies. They own
Qis.

MR. KEENAN. So he said in Europe, all of
Europe, they plan to build around 10,000 new el evators.
This luxury has to do with the new buildings that are
being put into place. In the United States | think it
was 25,000. In China, it was 550, 000.

M5. ROVAIN.  But that's all governnent?

MS. DI CKEY: Not all governnent. W |oke
about it. | was at the same dinner with him and
jokingly, you know, in China, effectively, a building to
have an elevator, had to have nore than six stories. So
now they are finally putting in elevators. W would
have been shl epping up seven flights of stairs, but in
China that's sort of what happened. So the demand for
el evators is now everything fromresidential to
conmer ci al there.

MR MKENZIE: But a lot of it is debt
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driven, and for those people who | ook at China and see
some headw nds, there are headwinds in China. There's a
| ot of debt underneath a lot of that building and debt,
as we all know, has been the very cancer that's eating
the equity out of the world financial markets. So there
are other views.

CHAI RPERSON AARONSON: I n yesterday's speech
by Governor Cuonp, he tal ked about infrastructure in New
York State. Did he talk about any ways that he m ght
raise the funds for it?

MR DICKEY: | didn't think he got into the
specifics of it.

MR KEENAN. | nean, they have to | ook at
each one of these projects and | ook at, you know, what
the cash flowis going to draw, howit will be supplied.
Some it mght be financed by a budget that exists or a
tax policy. Sone of it is going to be borrowed by a
| ocal bank. Some of it is just the nunicipality market.
Some of it mght hit an infrastructure |oan or an
Infrastructure equity-type plan. | think they're al
going to be different and it's very specific.

MS. HINGORANI: You'd think the right to
airports would be terrible.

CHAI RPERSON AARONSON:  The road structure

here in New York, for instance, you can't drive 50 feet
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w t hout damagi ng your tire. W haven't done anything
here about it. The Mayor, the ex-Myor brags about how
he left the city with a bal anced budget and so forth,
but he left the city with billions and billions of
dollars worth of infrastructure.

M5. MARCH Right. | know that you speak to
peopl e who are com ng up and | ooking for new products.
Maybe they could talk to people in Australia or Canada
and find out how they could put products together,
| nvest nent - grade products that we could -- because we
have an asset allocation for infrastructure. There are
not products out there that can be presented to us that
are reasonable for us to invest our noney in because 2
and 20 is a bit much.

MS. DI CKEY: They also have a 9 percent
consuner savings rate in Australia, so their superfunds
can do quite a |lot.

CHAl RPERSON AARONSON: W have plenty of
money, too.

MS. MARCH: W have noney, yes.

CHAI RPERSON AARONSON: Can | ask sonet hing
about Japan? It seened that Japan had the hi ghest stock
market in the world a few years ago and then conpletely
col | apsed and stayed col | apsed for nmany years. What

happened in 2013? How did they get smart and do so
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wel | ?

MR KEENAN. Chinais -- this is a globa
debt problem Al right? So people conpare energing
markets in the devel oped world and the devel oped world
Is largely the ones with the debt. Energing markets
don't have debt but they sell a |ot of products to the
devel oped worl d who has bought it through a | ot of debt.

You know, Japan has gone through a 20-year
period, as Cbie tal ked about, of inflation. R ght? So
there's a big psychology shift that occurs there in that
envi ronnment, and you have a very aging population in
Japan. A dollar or a single yen is the best investnent
that you have because a year fromnow that yen is going
to be worth nore than anything el se you can buy.

So the psychol ogy there is one where you
want to save and you don't want to invest in anything.
You don't want to buy anything because the way to nmake
money is actually holding on to the yen. And what Abe
and that policy is enbarking on trying to do, and it
I nvol ves the three arrows, is really trying to enforce a
change.

So one of the things beyond the U S. paper
| anguage, the bank of Japan policy was another reason
why you saw a huge vol spike in interest rates,

I ncluding the United States Treasuries, in June of |ast
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year, because the reason is that everybody had thought
that this market was a deflation market, right, and that
ten-year JG@ s traded at 30 basis points, and that was
the best asset to own because it was, in real ternms, a
very good return on your capital.

Then, all of a sudden, you had this shock in
awe, where the Central Bank of Japan cane out and said:
In two years, we are going to do everything possible to
get our inflation rate at 2 percent. So that had to
change investnent schenmes everywhere.

What you i medi ately saw was the nassive
volatility in currency, which is the nost liquid part of
the world, because the yen and a |ot of the dollar/yen
trades had to get unwound because now you are increasing
vol **.  That's starts a roll and the rate starts to rol
into corporate and then you started to see the policy
shift around that.

So when go into Japan you have to | ook at as
you have seen that market and deflation, it has really
worn down their econony. So they are enbarking on a
| onger-termthing. The first inmediate thing was a
reaction. That had a massive inpact on its |ocal stock
price, as well as its currency. Right?

But there's a longer-termthene in this.

Japan is still the third | argest econony in the world.
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It's partners to the north, and it doesn't necessarily
have the best relationship, is becom ng a gl obal
econom ¢ power house. So Japan has to start to change
and has to start to do things because it does run a risk
that in ten years fromnow of econom c insignificant.

So there are a lot of things. The first
reaction is the stock market. You now need, |ike
everywhere, to see these reforns. |'mnot certain if
it'"s going to work because this is a massive shifting
change and this is going to be a ten-year thing, but the
| mmedi ate reaction is just the market shifting, whether
it's currencies or whether its stock market and now
actually you need to see inflation to change the
consunption trends and the psychol ogi es of people to go
out and invest, to go out and consunme, because for the
| ast 20 years the psychol ogy prevented them from doi ng
t hat .

MR. MKENZIE: There's sone nonetary policy
I n Japan that has shifted and you're seeing QE, nore QE
aggressi on bal ance sheet managenment on the part of the
Bank of Japan than you have seen historically, and that
has sone major inplications. So growh may be comng --
where growh is comng fromis very, very significant.

MR. KEENAN. One last comment in thinking
about the United States on that. The policy that the
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Bank of Japan is doing, when you think about the
percentage of QE record doing relative to the percentage
that the United States already did versus their own
econony, it's massive. Al right? So the inpact of
that is that these institutions in Japan are big buyers
of governnent debt el sewhere. You go out and you buy
United States Treasuries. You go buy United States
corporate debt. You go buy European debt.

So we see big flows from Japanese buyers of
a lot of this product. To sone degree that reduces as
the fiscal deficit starts to shrink and the U S. Fed
starts reducing -- sonme of that pressure is reduced
because you have other buyers comng in, in global
stimul us.

MS. DI CKEY: M. Beyer, did you have a
question?

M5. BEYER | actually have two: One is
around the index ETF versus the active, and how various
institutional clients that you work with view that, and
wth the enornmous growth in the passive ETF that you
actually have, a trillion, of your board, do you have a
viewon that? 1Is the world noving towards that? Could
you see yourselves giving advice to your institutional
clients about what to do about that? Specifically

gl obal equities, not just US.
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MS. DICKEY: Yes. W've certainly seen a
growh over the last few years in nore -- of the given
parts. |'ll start with the active versus passive
di scussion: W've certainly seen nore and nore clients
nmoving their assets, particularly in equities, | think
in fixed inconme it's a different story but largely in
equities, we've seen nore and nore clients taking
components or all of their equities and noving it
passive. There's a whole host of reasons that go on
with that, but that has certainly been the trend.

Wthin the passive, we have seen nore and
nmore clients up for nore global -oriented nmandates. One
of the biggest trends that we have seen over the | ast
five years is no |onger having purely domestic-oriented
portfolios, but nmoving towards |arge gl obal nandates,
whether it's doing things in the Al Country Wrld I ndex
or conbinations |ike you fol ks have done where you have
a U S. conponent in energing markets, things |ike that.
So we are certainly seeing that.

Wt hin passive, you bring up an interesting
question of whether or not to do it in a pure
traditional index manner or versus an ETF. | think that
when it conmes down to it, particularly in equities --
and then I'Il talk a nonent about bonds -- you know, it

really comes down to the objective and what you are

{9 ESQUIRE 800.211.DEPO (3376)

EsquireSolutions.com



© 00 N o o b~ w N P

N T N T N N R I S e R
aa A W N P O © 00 N OO O 0 W N . O

INVESTMENT MEETING January 09, 2014
NEW YORK CITY TEACHERS' RETIREMENT SYSTEM 70

trying to do. W have seen nore and nore clients using
ETF's and institutional clients using ETF's, but not in
| ieu of an index mandate but nore as a conpl enment.
We're seeing that because they are trying to achieve a
very specific exposure for a finite period of tine.

If they are going to want to seek that
exposure as a nore buying, hold, |onger-termstrategy,
we continue to suggest that doing things in the way that
you fol ks have, in a nore traditional index manner,
makes nore sense for a whole host of reasons, largely
because of cost. ETF s are nore expensive than the
traditional index funds. So, we see them being used for
transition; we see thembeing used if a client wants to
make a nore tactical type trade. W're seeing that nore
and nore.

But | would say that they live in a world --
we have clients that have both and use them for
di fferent purposes and both can be very effective,
dependi ng upon those objectives.

In fixed incone, it's an entirely different
ball ganme. In fixed incone, there are many clients who
cannot be active in their fixed income. The
fixed-income markets, being over-the-counter, don't have
quite the levels of transparency, of pricing and things

i ke that that sone clients require and, therefore, go
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into a pure, passive index bond.

MS. BEYER |'mjust asking about equities,
unl ess sonebody el se wants to know.

MS. DICKEY: Then I'll be quiet, but | wll
tell you that one of the things that we have seen over
the last years is a huge growth in fixed-incone ETF s,
| argely by individuals in the retail world, because it's
a very easy way for themto get access to the bond
markets in a way that you haven't.

So we definitely see growh and | woul d say
I nnovation in that space, but it's very, very different.

MS. BEYER M second question was about
bonds. There was a big story on social -inpact bonds
recently, where if you could avoid people going into
prisons going right back in wthin a year, you save a
huge amount of noney and it was in the paper about how
t hese bonds were gaining the interest of investors. Do
you see that at Bl ackRock? And are you involved with
any of these social-inpact bonds? Wat is your view on
t henf?

MR. KEENAN: | specifically amnot. | would
have to talk to some of ny counterparts on that.

| will tell you that in the corporate credit
space, which I nostly focus on, those bonds don't really

exist. There's sonme corporations that are involved in
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social welfare, but those are about businesses. | have
not really seen that as even within Bl ackRock and all of
ny colleagues who | talk to, when we neet up for a day
-- for business or something that people are focused on
right now -- | would say we are, obviously throughout
our investing, and nost of the corporates that we deal
wth, we're all socially aware of what conpanies are
doi ng through due diligence.

M5. MARCH If we fund pre-K we won't have
to worry about social -inpact bonds.

MR. KEENAN. My sister will keep her job.

CHAl RPERSON AARONSON:  Wth regard to the
guestion about assets being passive or al pha rel ated,
John Vogel was just asked this question: Do you invest
in any kind of active managenent? He said two things:
When he started out in his career he worked at
Vel l'ington, so he invested in the Wellington Fund. And,
two, the second investment, his son has a fund that
i nvests in small-cap funds, "and being a good father,
wll invest inny son's fund." That's passive and --

(Laughter.)

He didn't say he did well with his son's
fund. He did not say that, he said he was a good
fat her.

(Laughter.)
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MR. MKENZIE: M. Chairnman, we don't want
to | eave one stone unturned. You asked how nmuch of our
4 trillion dollars is invested in DB versus DC. O the
4 trillion, 1.9 trillionis in DB, and 500 billionis in
DC. The rest of the assets -- 500 billion DC, 1.9
trillion DB -- the rest of the 4 trillion is in high
shares, retail famly offices, high net worth
endowrents, et cetera.

CHAl RPERSON AARONSON:  So just tal king about
basic DB and DC, four tinmes as nuch noney in DB --

MR MKENZIE: In DB's than in DC, and thus
DC, with all the problens you all know about, is a
growt h busi ness.

CHAI RPERSON AARONSON:  Thank you very nuch.

MR MKENZI E: You are very wel cone.

CHAI RPERSON  AARONSON: Anybody el se with a
guestion?

(No response.)

Thank you guys.

Let's take a 10-m nute break.

(The guests from Bl ackRock | eft the room)

(Recess taken.)

CHAl RPERSON AARONSON:  Thank you for com ng
back pronmptly from break.

| believe that that finishes the QPP portion
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of the public neeting.

MS. HINGORANI: That's correct.

CHAI RPERSON AARONSON:  So we are now ready
for the QPQ** portion of the variable funds, the public
f unds.

MR FULVIO Happy new year, everyone.

CHAI RPERSON  AARONSON: Happy New Year,

M chael .

MR FUVIO W'Il start with the
diversified equity performance report for Novenber. You
wll see it on top there. You can see on the bottom of
this first page that the diversified equity fund at the
end of Novenber was 11.3 billion dollars, up from around
11.1 billion at the end of Cctober.

Seema has al ready conment ed about the
positive U S. Equity markets during the nonth of
Novenber, so that's a good part of that increase there.

You can see, if you flip ahead to the mddle
of page 3, the total fund, nonthly return for the total
fund was 2.4 percent. That's slightly behind the
Russel | 3000, that's the broad U S. Equity market there.
However, the total fund returns were in line with the
hybrid benchmark, which also returned about 2.4 percent.
So just in terns of the performance for the nonth, the

total fund led the U S equity market, due in part --
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you can see above there -- to the international equity
exposure, which for the nonth was about a positive by 70
basis points. So sone of that lagging there, relative
to the US market, is in part for the relative under
performance to the U S. equity market.

You can flip back again, on page 2, you wl|
see towards the top of the page, the defensive strategy
conposite was up about 1.6 percent again. That also
| agged the broad U S. equity market. So those two sort
of played into the track relative to the broad U S., but
what you could see further down on the page, the active
donesti ¢ manager conposite was up about 3.2 percent, so
active managenent helping a little bit for the nonth.

For the year-to-date, that active nanager
conposite was up 31.3 percent relative to the Russel
3000's return for the year-to-date of about 30 percent.
So active managenent doing well for you for the first 11
mont hs of 2013.

For the total fund, back on page 3, the
total fund was up about 27 percent for the year-to-date,
and that's nore in line with the hybrid benchmark but
slightly behind the Russell 3000.

Are there any questions on Variable A?

(No response.)

The next report, Variable B, total fund
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assets were about 360 mllion dollars at the end of
Novenber. For the nonth returns were positive for about
15 basis points; that's a few basis points behind the
benchmark. Year-to-date through Novenber, the fund was
up about 43 basis points; again, that |agged the
benchmark by about 20 basis points. So that's Variable
B. Any questions there?

(No response.)

Flip ahead to CD&E. Variable C, the
International equity fund on the top left, you see the
assets there were about 97 mllion dollars. For the
month the fund returned positive 63 basis points behind
the CP**; it returned about 80 basis points.
Year-to-date that fund is up about 18.9 percent, because
you m ght renmenber the non-U S. markets still |agging
the U S. markets but still a strong return there. That
18.9 percent was trailing the CP for the year-to-date
peri od.

The inflation protection fund, Variable D,
assets at the end of Novenber were about 36.7 mllion
dollars. The fund for the nonth was down about 90 basis
points. This trails the TIPS benchmark, you can see on
t he page, by about 40 basis points. And also trails the
CPl return. Year-to-date, the inflation protection fund

was up about 60 basis points. That also trails the TIPS
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benchmar k which, over a shorter tine period, you would
expect to see sone volatility relative to how those two
perforned next to each other; however, there is sone
deviation here as well fromCPl, plus 5 percent as well.

One thing that we should point out is that
t hese benchmarks, you know, we woul d expect over a
| onger termtine period to do a better job of
benchmarking this particul ar strategy.

| f you could | ook at the five-year nunber,
for instance, that fund is up about 11 percent over the
| ast five years, and that conpares quite favorably. You
can see the TIPS benchmark was up about 6 percent over
that tinme period and the CPl plus 5 percent benchmark,
up about 7 percent. So still pretty strong relative
returns when you conpare it to a longer-termtine
peri od.

The socially responsive equity fund,
Variable E, about 60 mllion dollars in assets at the
end of Novenber. For the nonth, the fund was up over 2
percent, but |agged the S&P 500 return, which was about
3 percent. That said, year-to-date has been very strong
for this fund. This fund has returned 34 percent
relative to the broad U.S. equity market which returned
about 29 percent. So the fund's returns are strong.

Are there any questions?
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MS. BEYER Yes, | have one: On the
inflation protection fund, Variable D, do you have any
concerns about outflows fromthe PIMCO having any i npact
here for the participants?

MR FUVIO Qutflows from Pl MCO?

MS. BEYER Yes, for all assets.

MR FULVIO No.

MS. BEYER  There were sone stories in the
news about how people were bailing because Bill G oss
had said sonething that turned out not to be true or
sonething |ike that.

MR KATZ: It wasn't in that fund.

CHAl RPERSON AARONSON: It was a different
f und.

MR, KATZMAN: |t was Stocks Plus.

MS. BEYER  Thank you.

MR FULVIO W could flip ahead to the
prelimnary benchmark report for Decenber. Seema
al ready touched upon a |l ot of these nunbers.

| want to point out one particular |ine
item A fewlines down, the diversified equity fund's
hybrid benchmark for the nmonth of Decenber was up about
2.3 percent, and | think we woul d expect, based on the
construction of this benchmark, a return of the

diversified equity fund which is pretty close to that,

{9 ESQUIRE 800.211.DEPO (3376)

EsquireSolutions.com



© 00 N o o b~ w N P

N T N T N N R I S e R
aa A W N P O © 00 N OO O 0 W N . O

INVESTMENT MEETING January 09, 2014
NEW YORK CITY TEACHERS' RETIREMENT SYSTEM 79

so another positive nonth. That would bring the
cal endar year-to-date return to around 30 percent for
the diversified equity fund. So, a strong year there.

The bond fund we expected to have been down
about 40 basis points in Decenber. The internationa
equity fund, the BP nmarket has been up about 1-and-a-
hal f percent, which would bring the one-year return to
about 23. 3 percent.

The PIMCO all asset fund, the nonth is about
flat. See how that conpares to TIPS benchmark as wel |,
they're outperformng, so there's deviation on a nonth-
to-nonth basis. And the single nutual fund that makes
up the socially responsive equity fund there, is up
about 2.7 percent, so again, outperformng the market in
Decenber.

CHAI RPERSON AARONSON:  Any questions?

(No response.)

Any other itens?

MR FULVIO No.

CHAl RPERSON AARONSON:  Then, are we ready to
nmove into executive session.

MS. MARCH | nove, pursuant to Public
O ficer Law 105, we go into executive session to discuss
a proposed acquisition sale or changes in securities

hel d by the Teachers' Retirenent System and to di scuss
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proposed pending or current litigation.

CHAlI RPERSON AARONSON: Do | hear a second?

MR, HOLT: Second.

CHAI RPERSON AARONSON:  I's there any
di scussi on?

(No response.)

All in favor?

(A chorus of "Ayes.")

Any opposed?

(No response.

The Ayes carry.

(Wher eupon, the neeting continued in
executive session.)

CHAI RPERSON AARONSON: We are now in

executi ve session.
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CHAI RPERSON AARONSON: We are now out of
executive session. W would |like a report on what we
did in executive session.

MS. STANG Geat. |In the executive session
there was a variable fund and a manager update was
present ed.

And in executive section of the pension fund
an asset class/contract update was presented.

CHAl RPERSON AARONSON: Does anybody have any
comment s about that?

That concludes all of our business.

Can | have a notion to adjourn?

MS. MARCH  So noved.

MS. BEYER  Second.

CHAl RPERSON AARONSON:  Any di scussi on?

All in favor say "Aye."

(A chorus of "Ayes.")

Any opposed?

(No response.)

W are adj our ned.

(Time noted: 12:00 p.m)
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CERTI FI CATI ON

|, Jeffrey Shapiro, a Shorthand Reporter and
Notary Public, wthin and for the State of New York, do
hereby certify that | reported the proceedings in the
wthin-entitled matter, on January 9, 2014, at 55 Water
Street, New York, New York, and that this is an accurate
transcription of what transpired at that tine and pl ace.

I N WTNESS WHERECF, | have hereunto set nmy hand
this 19th day of January, 2014.

W(f] P

Jeffrey Shapiro, Reporter
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