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Police and Fire Pension Board 

of the City of Sault Ste. Marie 

8:00 a.m. Wednesday, November 1, 2017 

Studebaker’s Restaurant 

 

Board Members attendance: 

Mr. Boger - present 

Mr. Henderson – present 

Mrs. Oshelski – present 

Mr. Sheppard – present 

Mrs. Collins – present 

 

Members of the Public attendance: 

City Manager Turner 

Commissioner Liaison Twardy 

Mr. Wetzel of Fund Evaluation Group 

Mr. Hummel of Fund Evaluation Group 

 

The meeting was called to order by Mr. Henderson at 8:03 a.m.   

Treasurer’s Report, October 31 2017 

The October statement was not available as of this date and would be presented with November at the 

December meeting. 

 

Mrs. Collins had distributed the Schwab value as of the previous day, showing a balance of $15,708,305.  

Mrs. Oshelski pointed out a correction to the minutes, at the top of the page; Mr. Henderson and Mrs. 

Oshelski were marked present but were actually absent at the October meeting.  Mrs. Oshelski made 

motion to accept the minutes with corrections.  There was support by Mr. Boger.  The motion carried 

unanimously. 

 

Matters Presented by the Board 

 

Mr. Hummel of FEG presented the quarterly performance report, and began with the market 

commentary (tab 1).  There is a 95% chance that the Federal Reserve will raise rates again in December.  

They’re trying to be transparent and methodical so the market is not shocked when it happens.  Europe 

is still in QE mode and Japan is in super QE mode.  A graphic of the Phillips Curve on the bottom of page 

2 gave a visual representation of the relationship between unemployment and inflation.  Past 

experience has led to the belief that in periods of low unemployment, inflation is high.  But with 

unemployment being very low, we are not seeing inflation increasing, and so we expect it to equalize 

with rising inflation soon.  Mr. Hummel turned to page 3 to explain market disrupters, which are areas 

where prices are remaining lower for some other reason.  They include energy – due to fracking, 

television, audio and photographic equipment due to availability of smartphones and tablets, and now 

Amazon has entered the whole foods market.  These disruptions keep inflation down but for reasons 

unrelated to employment. 

 

Mr. Hummel continued onto page 4 of tab 1 which showed the yield curve and the inflation 

expectations.  He summarized that the Fed is looking to raise rates in order to protect against the next 

recession.  The group turned to pages 5 and 6 for information on equities.  The building blocks of 
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equities were listed, including dividends, earnings, changes in the PE ratio and margins.  Over the past 7 

years, earnings and dividends have grown as would be expected, but PE ratio and margin expansion 

contributed significantly to returns with price-multiple expansion actually providing the biggest boost of 

the four.  This has been contradictory to long run expectations and is not sustainable.  However, if 

corporate tax rates drop, we might see an increase in performance. 

   

Mr. Hummel turned to the line graph on page 7, where the blue line represented US equities.  Active 

managers are performing best in fixed income.  The blue line’s sharp decent showed that the trend 

toward abandoning active management in favor of passive indexing has impacted domestic equity far 

more significantly than it has overseas equity. 

 

The group turned to page 8 which included a pie chart showing major holders of US treasuries.  The Fed 

owns 16%, foreign holders have 38%, and the remaining 46% is primarily banks.  Page 9 showed a 

graphic of historical view of the balance sheet of the Federal Reserve.  The percentage of national GDP is 

nearly where it was during the great depression.  Mrs. Collins asked if the change in corporate tax is 

expected to spur growth, to which Mr. Hummel replied in the affirmative.  Mrs. Twardy added that 

online food sales are causing concern, especially after Amazon bought Whole Foods.  Kroger and other 

international food chains took a hit in stock prices.  Some discussion followed regarding local food 

producers and Mr. Wetzel commented that the pendulum will swing and consumers will come back to 

local stores, but the impact that Amazon has made on purchasing habits cannot be ignored.  He added 

that the real winner with Amazon’s success is the shipping industry. 

 

The group turned to the performance review, and page 2 showed the composite investment 

performance was up to 3.3% in the quarter, with year-to-date at 9.4% and 1 year at 9.9%.  The next page 

showed a sizable divergence between value and growth holdings, with value lagging.  For example, Mr. 

Hummel pointed to Schwab Fundamental Large Co Index fund, which is 9.4% over one year, versus 

14.2% in the index fund.  Over the last 12 to 18 months, S&P Index funds have done well as compared to 

the City’s holdings.   

 

Mr. Hummel referred to RWC Global emerging markets, which replaced DFA, and added that RWC uses 

more of an active strategy.  The advantages were explained in the market commentary, with active 

management being even more important in international markets.  RWC has been around since 2002 

and they added a team of 17 people in 2015.  RWC operates under a different strategy than DFA, delving 

into the frontier markets.  But this holding just replaced DFA and remains at just 3% of this fund which is 

unchanged weighting from DFA in the same asset class.  Page 4 showed the fund’s hedged equity. 

 

Mr. Hummel described the volatility index, which measures fear in market place.  20 is long term 

average and right now it is only at 10 which indicates there is a very low level of concern or fear in the 

market place.  The market appears to be unreactive to news such as the problems with North Korea.  

Mr. Wetzel added that it appears that the markets reactions are contrary to logic.  For example, two 

days ago, GDP was close to 3% which is fairly robust and one would expect the markets to react 

positively.  But the reverse happened and GDP actually declined.   

 

Mr. Hummel said that fixed income is doing well over the past year and slightly better than the index 

fund at 3.6% as compared to 3.1% from the index.  He added that at last meeting he had explained that 

the Alerian fund was replaced with Tortoise at a 5% position.  No information is shown yet on returns, 

but it will appear on the report next quarter. 
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Mr. Boger asked where the fund’s small cap exposure is held in the portfolio.  Mr. Hummel responded 

that the small cap was at the peak performance historically and so FEG had replaced domestic small cap 

with domestic large cap.  Mr. Boger replied that it looks odd to not have it in the portfolio, and its selling 

high.  Mr. Wetzel added it was in the portfolio until this year and FEG was making an effort to de-risk the 

portfolio.  He added that small cap tends to get stressed when the markets are down, resulting in 

negative yields. 

 

Mr. Hummel turned to the second tab 2 and 3 for the portfolio spotlight.  Tortoise is doing well as 

compared to its peers because the performance as a group was terrible.  Tortoise outperformed peers, 

and staying in the MLP market is still very attractive.  Energy holdings are expected to improve and 

Tortoise is a recommended manager.  He added that Tortoise did not come out with mutual funds right 

away, and so this was for larger accounts until now.   

 

Mrs. Collins asked about fees for active manager funds, and specifically that there had been some 

discussion at MAPERS and among this group that it would be good to see them listed.  Mr. Hummel said 

it has not been listed in quarterly performance review, but he would check on it and follow up.  Mr. 

Boger said this is a common topic of conversation.  Mr. Wetzel added there is some variation in other 

advisors.  Mr. Henderson asked for dollar amount as opposed to percentage saying that dollar amounts 

are clear.  Mr. Hummel said that he would add it to the quarterly reports.  Mrs. Collins added that the 

net of fees presentation is appreciated, and the group agreed that a dollar amount paid would be 

helpful information to have.   

 

The board thanked Mr. Hummel and Mr. Wetzel for their presentation.  It was noted that this was Mr. 

Wetzel’s last meeting, although he would be working through the end of 2017 and in an advisory 

capacity in 2018 but not traveling.  The board generally agreed that Mr. Wetzel had been a pleasure to 

work with and that he had left the group in good hands with Mr. Hummel.     

 

Mrs. Collins made a motion to approve the 2018 meeting schedule, with support by Mr. Sheppard.  The 

motion carried unanimously.   

 

Other Matters Presented by the Board 

No other matters were presented by the Board.   

Matters Presented by the Public 

Mr. Turner said that a lot of focus had been on returns lately and at the joint meeting, which will be 

scheduled after the election, it will be good for the commission and public to gain a better 

understanding of the pension board and its advisors and the role they each play.   

No other matters were presented by the public. 

 

Scheduling of the Next Meeting 

 

The next meeting was scheduled for Wednesday, December 20, 2017 at 8:00 a.m. at City Hall.   

 

A motion to adjourn was made by Mr. Sheppard and supported by Mrs. Collins.  The motion carried 

unanimously.  The meeting was adjourned at 8:56. 
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Respectfully submitted, 

 

 

 

Kristin M. Collins 

Finance Director  


