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Bond Yields and Subsequent Returns

‘Lehman “ •“ Annualized 
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Efficient Frontier with All Major Asset Classes



Efficient Frontier with All Major Asset Classes
1997
Com pone nt 1 2 3 4

Asset Mix Alternatives 
5 6 7 8 9 10

S&P 10% 11% 13% 14% 16% 21% 26% 31% 35% 40%
CA! Small 2% 2% 2% 2% 3% 4% 5% 6% 8% 9%
Inti Eq 6% 6% 7% 7% 9% 11% 13% 15% 18% 20%
LB G/C Bd 47% 53% 59% 65% 62% .50% 38% 26% 14% 2%
NUS Bonds 0% 1% 1% 1% 2% 4% 6% 8% 9% 11%
Real Estat 4% 5% 5% 6% 7% 8% 9% 11% 12% 13%
All Inv 0% 0% 0% 1% 1% 2% 3% 3% 4% 5%
T-Bills 31% 22% 13% 4% 0% 0% 0% 0% 0% 0%
Totals 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
M edian 7.00% 7.25% 7.50% 7.75% 8.00% 8.25% 8.50% 8.75% 9.00% 9.25%
Std Dev 4.73% 5.31% 5.90% 6.49% 7.10% 7.84% 8.69% 9.63% 10.63% 11.67%

Difference from 1 996 Asset Mix Alternatives
C omponent 1 2 3 4 5 S 7 8 9 10
S&P -6% -7% -7% -7% -7%

cor -4% -3% -3% -1%
CAI Small -1% -1% -1% -2% -1% 0% -1% 0% 1% 1%
EA FE 0% 0% 0% -1% 1% 1% 0% 0% 1% 1%
LB G/C Bd 9% 10% 12% 14% 7% 5% 3% 1% -1% -3%
SB WGNonU$ -1% 0% 0% 0% 0% 0% 0% 0% -1%

C\Ji

Real Estat - 1 % 0% - 1 % -1% 0% 0 % 1% 2% 3% 3%
Alt Inv 0% -1% -1% 0% 0% 0% 1% 0% 0% 1%
T-Bills 0% -1% i r\D vO -3% 0% 0 % 0 % 0% 0% 0%
Totals 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
M edian 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
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Efficient Frontier with All Major Asset Classes, 
except Alternative Investments

■(997 Asset Mix Alternatives
Component_______ 1_______ 2_______3_______4_______5 6_______7_______8
S&P 10% 11% 12% 14% 17% 21% 26% 31% 35% 40%
CAI Small 2% 2% 3% 3% 4% 7% 9% 11% 13% 15%
Inti Eq 6% 6% 7% 7% 9% 11% 14% 16% 19% 22%
LB G/C Bd 47% 53% 59% 65% 61% 49% 36% 23% 11% 0%
NUS Bonds 0% 1% 1% 1% 2% 4% 6% 8% 10% 10%
Real Estat 4% 5% 5% 6% 7% 8% 9% 11% 12% 13%
T-Bills 31% 22% 13% 4% 0% 0% 0% 0% 0% 0%
Totals 100% 100% 100% 100% 100% 100% 100% 100% 100% 100%
Median 7.00% 7.25% 7.50% 7.75% 8.00% 8.25% 8.50% 8.75% 9.00% 9.25%
Std Dev 4.73% 5.31% 5.90% 6.48% 7.09% 7.83% 8.69% 9.62% 10.62% 11.67%

Difference from 1 996 Asset Mix Alternatives
Com pone nt 1 2 3 4 5 6 7 8 9 10
S&P -6% -7% -7% -7% -6% -6% -5% -3% -3% -2%
CAI Small -1% -2% -2% -2% -2% -1% 0% 0% 0% 0%
EA FE 0% 0% 0% -1% 1% 1% 1"» 1% 2% 3%
LB G/C Bd 9% 10% 12% 14% 7% 6% 3% 1% 0% -1%
SB WGNonUS -1% 0% 0% 0% 0% 0% 0% -1% -1% -3%
Real Estat -1% 0% -1% -1% 0% 0% 1% 2% 2% 3%
T-Bills 0% -1% -2% -3% 0% 0% 0% 0% 0% 0%
Totals 0% 0% 0% 0% 0% 0% 0% 0% 0% 0%
M edian 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% -0.01% -0.01% -0.01% -0.01%
Std Dev -0.52% -0.53% -0.55% -0.56% -0.54% -0.44% -0.28% -0.07% 0.16% 0.42%
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Table 1

Rolling Periods 1926-1996

Average Rolling 5-Ycnr Real Returns (Annunlized) 
Q uarterly
Returns 1st Period # Rolling
Since End Date Periods S& P 500 LT Corp 75/25 50/50 25/75
1/1/26 12/31/30 265 6.79 2.31 6.03 5.03 3.79
1/1/56 12/31/60 145 5.98 2.40 5.28 4.45 3.48

Rolling 5-Y ear C ounts /At least 4% Real Return)
Q uarterly
Returns 1st Period # Rolling % % % % %
Since End Date Periods S& P 500 Periods LT Corp Periods 75/25 Periods 50/50 Periods 25/75 Periods
1/1/26 12/31/30 265 171 65% 93 35% 163 62% 149 56% 123 46%
1/1/56 12/31/60 145 95 66% 52 36% 88 61% 75 52% 66 46%

Table 2

Rolling 5-Ycnr C ounts (N egative or 0% Real Return) 
Q uarterly
Returns 1st Period # Rolling % % % % %
Since End Date Periods S& P 500 Periods L T C orp  Periods 75/25 Periods 50/50 Periods 25/75 Periods
1/1/26 12/31/30 265 53 20% 122 46% 52 20% 55 21% 71 27%
1/1/56 12/31/60 145 31 21% 61 42% 37 26% 41 28% 47 32%

Nolc: 50/50 is a composite portfolio consisting of 50% S&P 500/50% LT Corp. rebalanced quarterly.
75/25 is a composite portfolio consisting of 75% S&P 500/25% LT Corp, rebalanced quarterly.
25/75 is a composite portfolio consisting of 25% S&P 500/75% LT Corp, rebalanced quarterly.



Table 3

Roiling Periods 1973-1996

Average Rolling 5-Ycnr Real  Returns (Annualized^
Quarterly
Returns 1st Period # Rolling
Since End Dale Periods S&P 500 LT C o rp  E A F E  Gov/Corp 50/50 40/10/50 50/15/35
1/1/73 12/31/77 77 7 83 4.55 8.57 4.15 6.48 6.36 6.97

Real Return # Rolling 9b % % % % % %
Ilurdlc Periods S&P 500 Periods LT C o rp Periods EA FE Periods Gov/Corp Periods 50/50 Periods 40/10/50 Periods 50/15/35 Periods
At least 4% 77 61 79% 49 64% 40 52% 47 61% 50 65% 52 68% 55 71%
At least 39b 77 61 79% 49 64% 45 58% 49 64% 53 69% 57 74% 58 75%
At least 09b 77 66 86% 52 68% 60 78% 57 74% 61 79% 62 81% 63 82%

N ote: 5 0 /5 0  is a c o m p o s ite  p o rtfo lio  co n s istin g  o f  509b S & P  50Q/509b L T  C orp . rebalanced  quarterly .

4 0 /1 0 /5 0  is a co m p o s ite  p o rtfo lio  co n sistin g  o f  409b S & P  5 0 0 /109b E A FE /509b LG G o v /C o rp  B onds, rebalanced  quarterly . 

5 0 /1 5 /3 5  is a  co m p o s ite  p o rtfo lio  consistin g  o f  509b S & P  5 0 0 /l5 9 b  E A FE /359b LG G o v /C o rp  B onds, rebalanced  quarterly .
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Table 11

Rolling Periods 1926-1996

Average Rolling 5-Year Nominal Returns (Annualized)
Quarterly
Returns 1st Period # Rolling
Since End Date Periods S & P 500 LTCorp 75/25 50/50 25/75
1/1/26 12/31/30 265 10.35 5.62 9.53 8.47 7.17
1/1/56 12/31/60 145 10.86 7.13 10.13 9.26 8.26

Table 12

Rolling 5-Yenr Counts (Negative or 0% Nominal Return) 
Quarterly
Returns 1st Period # Rolling % % % % %
Since End Date Periods S&P 500 Periods LT Corp Periods 75/25 Periods 50/50 Periods 25/75 Periods
1/1/26 12/31/30 265 28 11% 14 5% 24 9% 12 5% 3 1%
1/1/56 12/31/60 145 4 3% 11 oo O

*' 2 1% 1 1% 2 1%

Note: 50/50 is a composite portfolio consisting of 50% S&P 500/50% LT Corp, rebalanced quarterly.
75/25 is a composite portfolio consisting of 75% S&P 500/25% LT Corp, rebalanced quarterly.
25/75 is a composite portfolio consisting of 25% S&P 500/75% LT Corp, rebalanced quarterly.
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Tabic 11

Rolling Periods 1926-1996

Average Rolling 5-Year Nominal Returns (Annualized)
Quarterly
Returns 1st Period # Rolling
Since End Date Periods S&P 500 LTCorp 75/25 50/50 25/75
1/1/26 12/31/30 265 10.35 5.62 9.53 8.47 7.17
1/1/56 12/31/60 145 10.86 7.13 10.13 9.26 8.26

Table 12

Rolling 5-Year Counts (Negative or 0% Nominal Return)
Quarterly
Returns 1st Period # Rolling %  %  %  % %
Since End Date Periods S&P 500 Periods LT  Corp Periods 75/25 Periods 50/50 Periods 25/75 Periods
i/1/26 12/31/30 265 28 11% 14 5% 24 9% 12 5% 3 1%

1/1/56 12/31/60 145 4 3% 11 8% 2 1% 1 1% 2 1%

Note: £0/50 is a composite portfolio consisting of 50% S&P 500/50% LT Corp, rebalanced quarterly.
75/25 is a composite portfolio consisting of 75% S&P 500/25% LT Corp, rebalanced quarterly.
25/75 is a composite portfolio consisting of 25% S&P 500/75% LT Corp, rebalanced quarterly.



Table 13

Rolling Periods 1973-1996

A icrace Rollir.e 5-Year Nominn! Returns fAnnunllzcdl
Quarterly
Returns 1st Period # Rolling
Since End Date Periods S&P 500 LT Corp EAFE Gov/Corp 50/50 40/10/50 50/1 o/3 J
1/1/73 12/31/77 77 13.78 10.28 14.55 9.90 12.33 12.23 12.87

Rolling 5-Year Counts

Return # Rolling % % % % % % %
Hurdle Periods S&P 500 Periods LT Corp Periods EAFE Periods Gov/Corp Periods 50/50 Periods 40/10/50 Periods 50/15/35 Periods
At least 0% 77 75 97% 73 95% 76 99% 76 99% 77 100% 77 100% 77 100%

Nolc: S 0/50 i i  a com p o site  p o rtfo lio  co n s istin g  o f  50%  S & P  500 /5 0 %  L T  C orp , rebalanced  quarte rly .

40 /10 /50  is a com p o site  p o rtfo lio  c o n s is tin g  o f  40%  S & P  500/10%  E A F E /50%  LD G o v /C o rp  B onds, reb a lan ced  quarterly . 

50 /15 /35  is a  com p o site  p o rtfo lio  co n s istin g  o f  5 0%  S & P  5 00 /15%  G A FE /35%  L B  G o v /C o rp  B onds, reb a lan ced  quarterly .
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W. OAN SMITH DIRECTOR 350 WNTER STREET MS', SUITE 100 SAUM, ORCOON 07310-0840 
(503) 370-4111 FAX (503) 370*5772

OREGON STATE TREASURY

To: Jim Kelly
Company: Alaska Permanent Fund

Phone:
Fax: 907-586-2057

From: W. Dan Sm ith
Company: Oregon State Treasury

Phone: 503-378-4111
r Fax: 503-378-6772

Date: 2/11/97
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A la s k a  P e rm an e n t F u n d 
P re se n ta tio n to L e g is la tu re /B o a rd  
F e b ru a ry  1 2 ,1 9 9 7

Description of Oregon PERS

a. Membership

1. retired: 67,000
2. active: 180,000

b. Funded status: Roughly 95-100%
Market Value: $ 2 4  Billion
Cash Flow: Benefit payments modestly exceed the total

of employee/employer contributions

c. Administration:

1. PERS Board: responsible for benefit side only
2. Oregon Investment Council: responsible for asset side only

d. Investment authority: Prudent Person Standard



History of Asset Allocation

a. Inclusion of stocks dates to the mid - 1960’s

OPERF was one of the first public pension funds to make 
equity investments. Over the 30 year history of the equity 
program, results have been favorable, and this success has 
enabled the System to both reduce contributions and to 
enhance benefits. Cumulative results for the equity program, 
on a real dollar basis, have been roughly twice that of bonds. 
Total holdings of domestic and international stocks is 
currently 60%.

b. Alternatives (LBO’s, etc.) dates to mid-1980’s

Over the past 15 years, OPERF has been an active participant 
in Alternative equity vehicles. This program has yielded an 
inception-to-date internal rate of return in excess of 20%. As 
conventional markets have become more “efficient”, the 
System has made more active use of this asset category. 
Currently, about 11% of total assets are invested (actual 
funded amount) are invested within this category.

Discuss current asset allocation

a. Comparisons to other funds

Historically, Oregon has had an equity allocation far in 
excess of most public pension funds. Currently, this 
allocation is only modestly higher than the ‘norm’.
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b. Asset allocation process

The Investment Council, in conjunction with their 
consultants, have established policy ranges for each asset 
category/sub-category,

c. Re-balancing process

As sector allocations move above or below established policy 
ranges, assets are re-balanced to the mid-point of the policy 
ranges. In a sense this can be viewed as selling high, and 
buying low.

Discuss investment results

a. Absolute
b. Relative

Summary

Total hand performance has been favorable relative to the 
Council’s established investment policy. Further, total fund results 
compare very favorably with both public and private plan 
universes. These favorable comparisons are substantially due to 
the high equity and alternative allocations.

The long time horizon of the PERS allows us to capture the higher 
returas that equities have historically provided.
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Policy
Ranges

Equity Total bO-75%
Domestic 30-40%
International 15-25%
Alternative 0-15%

Fixed Income 20-30%

Real Estate 5-10%

Cash 0- 5%

Total Fundr

Sheetl
O
ro

CD
-4

»Ct05

Estimate 12/31/96 
(S Million) %

16,360 68.97%
9,640 40.64%
4,320 18.21%
2,400 10.12%

5,230 22.05%

1,430 6.03%

Proposed
Changes Mew Allocation

-330 16,030 67.58%
•1,180 8,460 35.67%

430 4,750 20.03%
420 2,820 11.89%

700 5,930 25.00%

230 1 .,60 7.00%

0
cn
oo
CJ
CD
CO
ro

£o
os:

>C/i

700 2.95% -600 100 0.42%

23,720 100.00% 0 23,720 100.00%
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QPERS Performance Comparisons
Periods ending 9-30-96 
Source: Wllshire Associates

Since
Quarter JJfear 3Jfenra 12-31-92 (1)

OPERS Total Fund: 2.2% 14.7% 12.2% 12.6%

Policy Return (2): 

Universe Percentiles:

2.1% 12.9% 11.4% 12.2%

Public Funds 91st. 14th. 25th. •m — w
All Funds 65th, 22nd. 19th. -  -  -

Domestic Equity: 2.6% 19.3% 15.6% 15.9%
Russell 3000 Index 2.9% 19.0% 16.4% 15.9%

International Equity; -0.6% 9.1% 8.2% 17.0%
EAFE Index -0.1% 8.6% 6.1% 15.7%

Domestic Bonds: 2.5% 6.3% 5.7% 10.8%
Lehman Aggregate Index 1.8% 4.9% 6.0% 9.0%

Real Estate: (3) 2.8% 12.2% 8.3% 6.7%
Russell NACREIF 2.5% 9.6% 7.2% na

Alternatives: (3) 4.5% 27.9% 20.9% 15.9%
S&P 500 + 5.0% 4.3% 25.3% 22.4% na

Short-Term 1.4% 5.7% 5.0% 4.8%
T-Bills 1.4% 5.6% 5.1% na

(1) Wllshire began calculating Total Fund' returns on 12-31-92.
(2) Policy Return =  policy weight of each segment multiplied by the index return of each segment.
(3) neal Estate & Alternative retum3 are lagged by one quarter.

Page 1
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OPERF;. Comparative Performance

Periods Ending 9-3P-96

(1)

OPERF

1 Year 14.69 
% Rank

2 Years 15.73 
% Rank

3 Years 12.20 
% Rank

Inception (4) 12.60

(2) (3) (3)

OPERF Wilshlre Wilshlre
Policy Median Median

Portfolio PtM c All Funds

12.90 13.72 12.51
14 th. 22 nd.

15.88 16.53 15.95
64 th. 54 th.

11.40 11.37 10.93
25 Ih. 19th.

12.20 NA NA

(1) As calcufalad and reported by WIIshlioAscoeimea.

<2) Policy Return ■= policy weight of each segment muttipOcd by the fndax return of each segment

(3) Fund Universe# suppfled by Wffshina Associates. 'AH Funds* includes both public and private plans.

(4) i.weplton date Is 12-31-92. Prior to that lime, Wilshlre had r»t calculated aTo til Fund return.
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Calendar Years:

1987
1988
1989
1390
T991
1992

1993
1994
1995
1996

(1)

(2)

(3)

OPERF

9.00
16.86
19.75
-1.54
22.45
6.95

14.86
-0.14

24.04
14.40

Wlfshire Universe Comparisons - Public Funds

Hisil l s f .  Q rtl. M e d ia n

9.98
17.47
23.41
8.90

29.51 
10J26

17.52 
1.21

28.63
15.52

X
X

4.94
11.96
19.78
4.98

23.13
8.34

13.11
0.17

26.54
14.30

X

X

jM.QdL Low

2.57 1.96 0.20
11.18 9.91 7.60
18.10 16.17 14.63
2.84 1.50 X -1.89

20.P1 18.44 14.90
7.53 X 6.23 4.81

10.93 8.43 6.56
-0.77 -2.21 -3.65
24.34 X 21.93 18.65
12.78 10.84 8.47

\O-1

-I

C/1Oo
co-105
CO
-I
ro

(X) IrKfcates OPEHS posftlun vAtiin I ho Untvcrse.

( t )  Y iik js  1887 througti 1982 are from P ER S  annual report

(2) 1882 through 1996 are from Wibhlre Auoclataa

(3) O P ER F 1898 fiflure fa oat'mated.

o
oX
>01

Page 2
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Calendar Yeara:
W ilsh ire  U n iv e r s e  C o m p a r i s o n s  -  All F u n d s

OPERF m Ist.Qftl. Median 3m',_QrH, Low
1987 (1) 9.00 9.80 . x 5.48 3.03 2.21 -1.031988 16.86 17.47 X 13.44 11.62 9.80 7.071989 19.75 25.44 21.19 X 18.10 15.P5 11.351990 -1.54 8.88 4.98 2.35 -0.16 X •5.291991 22.45 30.87 23.82 X 21.06 18.12 12.531992 8.95 11.48 8.66 7.50 X G.24 3.93
1993 (2) 14.BB 18.07 X 13.31 10.79 8.90 5.311994 -0.14 Z19 0.32 X -0.S8 -2.14 -4.231995 24.04 30.47 27.00 X 23.98 20.77 14.311996 (3) 14.40 19.11 15.42 X 13.2̂ 11.30 5.14

PQ f.idleatM OPEnspo*W on«/W i[nthaUnfv»r8e.
(<} Yeara 1BB7 through 1992 ere from PEAS annuai report.
(2) 19B3 through 1696 aro(ramWiUh!rsAsfoc(aXos.

(3) O PERF ts eatfmatsd.
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.Annual Returns Pec 31.1966_to Dec 31.1996 

Period End BsaLBond Return Real S&P 500 Return

Dec-67 -7.79 20.35
Dec-68 -2.06 8.09
Dec-69 -13.44 -13.81
Deo-70 12.26 -1.42
Dec-71 7.42 10.63
Dec-72 3.64 14.04
Dec-73 -5.9-3 -21.80
Dec-74 -10.94 -34.80
Dec-75 5.01 28.40
Dec-76 10.25 18.36
Dec-77 -3.48 -13.17
Dec-78 -7.07 -2.46
Dec-79 -10.13 4.66
Dec-80 -8,82 17.68
Dec-81 -2.53 -12.83
Dec-82 27.76 16.52
Dec-83 4.41 17.97
Dec-84 10.80 2.06
Dec-85 17.69 2758
Dec-86 13.99 1750
Dec-87 -1.63 0.80
Dec-88 3.34 1154
Dec-89 9.49 25.79
Dec-90 2.64 -855
Dec-91 1256 26.69
Dec-92 4.40 4.65
Dec-93 653 6.85
Dec-94 •6.46 -1.35
Dec-95 15.58 34.12
Dec-96 0.27 19.18

Page 1
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120-Month Rolling Returns Dec 31.1969 to Pec 31,1996

£erfod End Real Bond Return Real S&P 500 Return

Jan-67 1.78 8.57
Dec-67 0.16 10.88
Dec-68 0.35 7.77
Dec-69 -0.84 5.14
Dec-70 -0.41 5.10
Dec-71 -0.10 3.74
Dec-72 -0.38 6.29
Dec-73 -1.04 1.77
Dec-74 -2.52 -3.86
Dec-75 -1.81 -2.39
Dec-76 -0.54 0.67
Dec-77 -0.08 -2.57
Dec-78 -0.60 -3.38
Dec-79 -0.23 -1.49
Dec-80 -2.28 0.27
Dec-81 -3.23 -2.09
Dec-82 -1.18 -1.95
Dec-63 -0.15 2.16
Dec-84 2.06 6.84
Dec-85 3.23 6.75
Dec-86 3.57 8.65
Dec-87 3.77 8.25
Dec-88 4.88 9.75
Dec-89 6.97 11.79
Dec-90 8.24 8.95
Dec-91 9.81 13.10
Dec-92 7.62 11.90
Dec-93 7.86 10.79
Dec-94 6.17 10.42
Dec-95 5.97 11.00
Doc-96 4.62 11.18
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-Cumulative Returns Dec 31.1968.to Dec 31.1996

Egrl.od End Real Bond Return Real S&P 500 Return

Dec-66 1.00 1.00
Dec-67 0.92 1.20
Dec-68 0.90 1.28
Dec-69 0.78 1.10
Dec-70 0.88 1.08
Dec-71 0.94 1.20
Dec-72 0.98 1.38
Dec-73 0.92 1.08
Dec-74 0.82 0.70
Dec-75 0.86 0.90
Dec-76 0.95 1.07
Dec-77 0.91 0.93
Dec-78 0.85 0.91
Dec-79 0.76 0.95
Dec-80 0.70 1.11
Dec-81 0.68 0.97
Dec-82 0.87 1.13
Dec-83 0.91 1.34
Dec-84 1.00 1.36
Dec-85 1.18 1.74
Dec-86 1.35 2.03
Dec-87 1.32 2.05
Dec-88 1.37 2.29
Dec-89 1.50 2.89
Dec-90 1.54 2.63
Dec-91 1.73 3.33
Dec-92 1.81 3.48
Dec-93 1.93 3.72
Dec-94 1.83 3.67
Dec-95 2.11 4.93
Dec-96 2.12 5.87
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Rtek/Rgturn Dec 31.196$ to Dec 31.1996

A 9 9 <?te Risk Total Return

REAL BOND RETURN 7.18 2.53
REALS&P5 RETURN 15.22 6.08

Sheetl
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j G etting  to  O U T C O M E S

• M A N A G E M E N T  h a s  t o  c a r e  a b o u t  o u t c o m e s  

• Y o u  n e e d  a  p r o c e s s  t h a t  f o c u s e s  o n  R E S U L T S  

• B u d g e t  d i s c u s s i o n  M U S T  s h i f t  t o  o u t c o m e s  

• Y o u  W I L L  h a v e  t o  t r a i n  m a n a g e r s  a n d  p o l i t i c i a n s

4  S t e p s

• F i r s t  d e f i n e  A g e n c i e s  M i s s i o n / P u r p o s e

• N e x t  d e f i n e  A g e n c i e s  P r o d u c t s / S e r v i c e s  R e s u l t s

• N e x t  d e f i n e  t h e  C u s t o m e r  ( i f  i t ’s  i n t e r n a l  q u e s t i o n  i t ! )  

• D e v e l o p  o u t c o m e s ,  p r e f e r a b l y  W I T H  c u s t o m e r  i n p u t



O u tc o m e s ,  O u tp u ts  a n d  O v e r la p s

P o l i c y  =  L e g i s l a t i v e

=  E x e c u t i v e  B r a n c h

S e r v i c e  D e l i v e r y  =  A g e n c y



P e r f o r m a n c e  M e a s u r e m e n t  i s ................

E f f i c i e n c y  &  E f f e c t i v e n e s s

E f f i c i e n c y = M a k i n g  t h e  B E S T  u s e  o f  r e s o u r c e s

•  H o w  m u c h  d i d  w e  d o ?

•  W h a t  d i d  i t  c o s t ?

E f f e c t i v e n e s s = H o w  W E L L  d i d  w e  d e l i v e r  o u r  s e r v i c e s

•  Q u a l i t y  o f  o u r  w o r k ?

•  C u s t o m e r  p e r c e p t i o n  o f  o u r  w o r k ?

N O T E :  T h e  a s s u m p t i o n  a b o v e  i s  t h a t  y o u  a r e  d o i n g  

t h e  " R I G H T  T H I N G S ” ...........
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W h a t ’s  I M P O R T A N T  t o  m e a s u r e ?

. .......... .

R e s u l t s  n o t  A c t i v i t i e s

Result: The intended “outcome” o f the effort.

Activities: The things done to accomplish the “outcome”. 

E X A M P L E  -  J O B S  T r a i n i n g  

R e s u l t  =

A c t i v i t i e s  =

P e r s o n  g e t ’s  a  J o b

P e r s o n ’ s  c a s e  is  e s t a b l i s h e d  

P e r s o n  is  t r a i n e d

P e r s o n  r e c e i v e s  c h i l d  c a r e  a s s i s t a n c e  

P e r s o n  is  t a u g h t  i n t e r v i e w i n g  s k i l l s  

e t c ........
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S h i f t in g  f ro m  S p e n d i n g  to  I n v e s t in g

Budget:
H o w  m u c h  d o  w e  “g e t ”  

F o c u s  i s  o n  s p e n d i n g  

T e n d s  t o  “a s s u m e ”  c o s t s  

“c h e c k  b o o k ”  o r i e n t a t i o n

Invest:
W h a t  d i d  w e  “g e t ”

F o c u s  i s  o n  r e s u l t s  

T e n d s  t o  “c h a l l e n g e ”  c o s t s  

R e v e n u e  o r i e n t a t i o n

In What & At What Level?

A g e n c y  L e v e l  -  M i s s i o n  

P r o g r a m  U n i t  -  S p e c i f i c s  w i t h i n  A g e n c i e s  

O u t c o m e s  -  B r o a d  ( c r o s s  c u t t i n g )  G o a l s  

C o m b i n a t i o n  -  A g e n c y  &  O u t c o m e s



'

I n v e s t i n g  in A g e n c i e s

%  s p e n t  o n  

a d m i n i s t r a t i o n .

%  s p e n t  o n  O v e r  T i m e .

R a t i o  o f  m a n a g e r s  t o  

s t a f f .

L a y e r s  o f  m a n a g e m e n t .



^  I

: :

I n v e s t i n g  in P r o g r a m s
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j-i
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I n v e s t in g  in O u t c o m e s

% of K in d e rg a rtn e rs  
read y  to  s u c c e e d  in 
school.

#  of ch ildren  a b u s e d  
or n e g le c te d  p e r  
1 ,000  p e r s o n s  u n d e r  
a g e  18.
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S o  H O W  d o  w e  s h i f t  t o  O U T C O M E S ?

“R e a l l y  g o o d  i d e a s  u l t i m a t e l y  

h a v e  s o m e t h i n g  s i m p l e  a t  t h e  

b o t t o m  o f  t h e m . ”

Dr. Arno Penzias  -  Nobel Prize W inner 
F O R T U N E  M a g a z i n e  -  J a n u a r y  1 5 , 1 9 9 6

i i



I 1 .  W h a t ’s  y o u r  M i s s i o n ?

|  2 .  W h a t  a r e  y o u r  p r o g r a m s  a n d  h o w  d o  t h e y  c o n t r i b u t e  

t o  t h e  M i s s i o n ?
. . .

f  3 .  W h o  a r e  y o u r  c u s t o m e r s ?

: ±  4 .  W h a t  a r e  y o u r  P r o g r a m  O u t c o m e  P e r f o r m a n c e  

M e a s u r e s ?

: 5 .  H o w  d i d  y o u  d o  l a s t  y e a r ?

■; j 6 . W h a t  d o  y o u  i n t e n d  t o  d o  d i f f e r e n t l y  t h i s  y e a r ?  

r .T  7  W h a t  a r e  y o u r  s t r a t e g i e s / p r i o r i t i e s  f o r  t h i s  n e x t  y e a r ?  

8 . W h i c h  m e a s u r e s  a r e  y o u  g o i n g  t o  u s e  t o  v a l i d a t e  

a n d  m o n i t o r  o u r  i n v e s t m e n t ?
•44]
j j :  9 .  *  I s  t h e r e  d u p l i c a t i o n  b e t w e e n  a g e n c i e s ?

: ±  1 0 .* A r e  o t h e r  o p t i o n s  v i a b l e  t o  a c c o m p l i s h  t h e s e

E± o u t c o m e s ?
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E x a m p l e  P e r f o r m a n c e  M e a s u r e s :

! i
T T P r o g r a m :  W e l f a r e  t o  W o r k  

E f f i c i e n c y :

C o s t  p e r  c l i e n t  t h a t  g e t s  a  j o b .

E f f e c t i v e n e s s :

•  A v e r a g e  t i m e  t o  m o v e  f r o m  W e l f a r e  t o  W o r k .

•  %  o f  c l i e n t s  p l a c e d  a b o v e  m i n i m u m  w a g e .

•  %  o f  “ r e p e a t ”  c l i e n t s

13



•vvwr;

C au tion  - “Simplify to  S u c c e e d ”

R e s i s t  t h e  u r g e  t o  o v e r  c o m p l i c a t e  f o r  “p e r c e i v e d ”  

c o m p l e t e n e s s .  B e g i n  b y  h a v i n g  e a c h  p r o g r a m  u n i t ,  

a g e n c i e s ,  s u b m i t  t h e  f o l l o w i n g ;

A t  l e a s t  o n e  e f f i c i e n c y  &  o n e  e f f e c t i v e n e s s  m e a s u r e  

f o r  e a c h  p r o g r a m  r e s u l t .

B r i e f  n a r r a t i v e  t o  s u p p o r t  m e a s u r e .

G r a p h  d e p i c t i n g  b a s e l i n e ,  a c t u a l  &  p o t e n t i a l  r e s u l t s .

Q u a r t e r l y  r e p o r t i n g  t o  O M B

( O r e g o n  S B - 1 1 3 0 )



hi-
P I T  F A L L S  ( L e s s o n s  f r o m  t h e  “ P i t ” )

* /  T h e r e  M U S T  b e  a g r e e m e n t  b y  t h e  c o m m i t t e e s  t h a t  

t h e y  w i l l  f o l l o w  a n  a g r e e d  u p o n  a p p r o a c h  -  S p e a k e r  

a n d  P r e s i d e n t  K E Y .

1 /  L e g i s l a t i v e  a n d  E x e c u t i v e  M U S T  a g r e e  o n  a  s h i f t  

f r o m  s p e n d i n g  t o  i n v e s t i n g .  T h e  d e b a t e  o n  w h e r e  t o  

i n v e s t  w i l l  s t i l l  r e m a i n ................

v  C r e a t e  a c c o u n t a b i l i t y  m e c h a n i s m s  -  b e t w e e n  t h e  

E x e c u t i v e  a n d  L e g i s l a t i v e .  ( P e r f o r m a n c e  C o n t r a c t s )

s /  N o t  e v e r y o n e ( E x e c u t i v e  a n d  L e g i s l a t i v e )  w i l l  “w a n t ” 

t o  c h a n g e .  P r e d e t e r m i n e  t h e  c o n s e q u e n c e s .........

i y  R e w a r d  a p p r o p r i a t e  b e h a v i o r  ( E x e c u t i v e  a n d  

L e g i s l a t i v e )  l5



P I T  F A L L S  ( L e s s o n s  f r o m  t h e  “ P i t ” )

F o c u s  i s  t o  i m p r o v e  -  n o t  k e e p  s c o r e .  R e s i s t  t h e  

u r g e  t o  “j u d g e ” t h e  n u m b e r s  t o o  q u i c k l y .

B u i l d  i n  a  q u a r t e r l y  r e v i e w  p r o c e s s ,  a n d  b e  r e a d y  t o  

m a k e  m i d - c o u r s e  c o r r e c t i o n s .

M o s t  F i n a n c i a l  S y s t e m s  “ c o u n t  t h i n g s "  a n d  w i l l  

p r o b a b l y  h a v e  t o  b e  m o d i f i e d ,  t o  p r o v i d e  r e s u l t s  

b a s e d  i n f o r m a t i o n

R e m e m b e r -  n o  o n e  w i n s  - i f  p o o r  i n v e s t m e n t s  a r e  

m a d e !
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A l t e r n a t i v e  W a y s  t o  D e l i v e r  

G o v e r n m e n t  S e r v i c e s

J a n u a r y  2 2 n d ,  1 9 9 8

P r e s e n t e d  b y :

C r a i g  L .  H o l t ,  P r e s i d e n t  

M a n a g i n g  T o t a l  P e r f o r m a n c e ,  I n c .
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T o o l s  f o r  I m p r o v in g  G o v e r n m e n t

A c t i v i t y  B a s e d  C o s t i n g  ( A B C )

A s s e t  S a i e  

B e n c h m a r k i n g  

C o n t r a c t i n g  O u t  

M a n a g e d  C o m p e t i t i o n  

O u t s o u r c i n g  

P r i v a t i z a t i o n  

P e r f o r m a n c e  C o n t r a c t s  -  M a n a g e r s



T o o l s  f o r  I m p r o v in g  G o v e r n m e n t

A c t i v i t y  B a s e d  C o s t i n g  ( A B C ) : M e t h o d o l o g y  t h a t  

a s s i g n s  c o s t s  t o  p r o d u c t s  o r  s e r v i c e s  b a s e d  o n  

r e s o u r c e s  c o n s u m e d .

A s s e t  S a l e :  T r a n s f e r  o f  o w n e r s h i p  o f  g o v e r n m e n t  

a s s e t s  o r  f u n c t i o n s  t o  t h e  p r i v a t e  s e c t o r .  -  G o l f  C o u r s e

B e n c h m a r k i n g : T h e  p r o c e s s  o f  c o m p a r i n g  l i k e  

f u n c t i o n s  a n d  s e r v i c e s .

C o n t r a c t i n g  O u t :  P r i v a t e  o r  n o n - p r o f i t  o r g a n i z a t i o n s  

p r o v i d e  g o o d s  o r  s e r v i c e s  f o r  t h e  g o v e r n m e n t .
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T o o l s  f o r  I m p r o v in g  G o v e r n m e n t

M a n a g e d  C o m p e t i t i o n :  P u b l i c  e m p l o y e e s  a n d  

p r i v a t e  c o n t r a c t o r s  c o m p e t e  f o r  s a m e  w o r k .

O u t s o u r c i n g : T h e  s e r v i c e  d e l i v e r y  o f  a  g o v e r n m e n t  

f u n c t i o n  i s  c o n t r a c t e d  w i t h  t h e  p r i v a t e  s e c t o r ,  w h i l e  

t h e  r e s p o n s i b i l i t y  s t i l l  r e s i d e s  w i t h  t h e  g o v e r n m e n t .  -  

G u a r d  R a i l  R e p a i r .

P r i v a t i z a t i o n : S e r v i c e  d e l i v e r y  &  r e s p o n s i b i l i t y  f o r  a n  

e n t i r e  g o v e r n m e n t  f u n c t i o n  i s  % i e d  o v e r  t o  t h e  

p r i v a t e  s e c t o r .

P e r f o r m a n c e  C o n t r a c t s :  M a n a g e r s  a g r e e  t o  a  l i s t  o f  

p r o g r a m  o u t c o m e s ,  w i t h  c o m p e n s a t i o n  a n d  

d i s m i s s a l  l i n k e d  t o  a c c o m p l i s h m e n t .

•  •



R e a s o n s  f o r  c h o o s i n g  A l t e r n a t i v e  S e r v i c e  D e l i v e r y

Georgia
L im i t  g o v e r n m e n t  g r o w t h  

R e d u c e  s c o p e  o f  g o v e r n m e n t  

I m p r o v e  g o v e r n m e n t  e f f i c i e n c y  

Massachusetts:
R e d u c e  s t a t e  b u d g e t  d e f i c i t  

R e d u c e  c o s t  o f  g o v e r n m e n t  s e r v i c e s  

I m p r o v e  g o v e r n m e n t  s e r v i c e s  

Michigan
R e d u c e  s t a t e  b u d g e t  d e f i c i t  

S h r i n k  s i z e  a n d  s c o p e  o f  g o v e r n m e n t  

New York:
R e d u c e  s i z e  a n d  s c o p e  o f  g o v e r n m e n t  

R e d u c e  c o s t  a n d  i m p r o v e  g o v e r n m e n t  s e r v i c e s

Virginia:
I m p r o v e  s e r v i c e  a n d  p r o d u c t i v i t y  o f  g o v e r n m e n t  

R e d u c e  t h e  c o s t  o f  o p e r a t i o n s



R e p o r t e d  R e s u l t s  a c h i e v e d  -  ( G A O / G G D - 9 7 - 4 8 )
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Georgia:
S t a t e  M a i n t e n a n c e  o f  a u t o ’s  

L a n c e r  I s l a n d  R e c r e a t i o n  A r e a

Massachusetts:
P r i s o n  h e a l t h  c a r e  

C o u n t y  r o a d  m a i n t e n a n c e  

S o c i a l  S e r v i c e  C o l l e c t i o n s

Michigan 
A r m o r y  S a l e

P h y s i c a l  S e c u r i t y  S e r v i c e s  

W o r k e r ’s  C o m p .  A c c i d e n t  F u n d  

New York:
V i s t a  H o t e l

T a x  f o r m  p r o c e s s i n g

Virginia:
D e l i n q u e n t  T a x  C o l l e c t i o n  

C h i l d  s u p p o r t  e n f o r c e m e n t

Reason 
not core 
not core

cost savings 
improve service 
improve service

not core 
cost savings 
not core

not core 
cost savings

improve service 
improve service

Result
$ 3 0 0 , 0 0 0 / y e a r  

$ 6  m i l l i o n / y e a r

$ 1 . 4  m i l l i o n / y e a r  

$ 4 . 5  m i l l i o n / y e a r  

4 0 %  in c r e a s e

$ 4 0 0 , 0 0 0  

$ 1 . 2  m i l l i o n  

$ 2 6 1  m i l l i o n

$ 1 4 1 . 5  m i l l io n  

$ 7 . 5  m i l l i o n / y e a r

$ 6 . 8  m i l l i o n / y e a r

6 0 %  c o s t r e d u c t .
6
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C r i t e r i a  a n d  t h i n g s  t o  c o n s i d e r . .
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I s  t h i s  c u r r e n t l y  b e i n g  d o n e  i n  t h e  p r i v a t e  s e c t o r ?

I s  t h e r e  s u f f i c i e n t  “ c o m p e t i t i o n ” i n  t h e  p r i v a t e  s e c t o r ?  

I s  t h i s  R E A L L Y  a  g o v e r n m e n t  f u n c t i o n ?

D o e s  t h i s  f u n c t i o n  e x i s t  e l s e w h e r e  i n  g o v e r n m e n t ?

I s  I n t e g r a t i o n  a n  o p t i o n ?

H o w  d o e s  t h i s  f u n c t i o n  c o m p a r e  o n  c o s t ?

H o w  d o e s  t h i s  f u n c t i o n  c o m p a r e  o n  S e r v i c e  Q u a l i t y ?  

H o w  S t r a t e g i c  t o  t h e  f u t u r e  o f  A l a s k a ?



D e c i s i o n  T r e e  f o r  A n a l y z i n g  P r o g r a m s

W h a t  a r e  t h e  “ o u t c o m e s ” d e s i r e d ?

S h o u l d  G o v e r n m e n t  p l a y  a  r o l e ?

S h o u l d  G o v e r n m e n t  “ o p e r a t e ” t h e  a c t i v i t i e s ?

Y e s  « ------------------------

I

W h i c h  L e v e l  o f  g o v e r n m e n t ?

N o

A c c o u n t a b i l i t y  f o r  R E S U L T S

C o n t r a c t  O u t  

O u t s o u r c e  

P r i v a t i z e  

e t c .
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: A r e a s  f o r  C o n s i d e r a t i o n

i f  1 .  C o s t  c a n n o t  b e  t h e  o n l y  f a c t o r .

M 2 .  D o n ’t  o u t s o u r c e  t o  a  m o n o p o l y ,  i t s  a c t u a l l y  w o r s e .

4 4 : 3 .  F o r c e  G o v e r n m e n t  A g e n c y ’s  t o  A r t i c u l a t e  t h e i r  M i s s i o n  a n d  
;{ t  d e m o n s t r a t e  h o w  t h e i r  r e s o u r c e s  a r e  c o n t r i b u t i n g  t o  t h a t  M i s s i o n

4 .  W h e r e  s i m i l a r  f u n c t i o n s  a r e  b e i n g  d o n e ,  m a n a g e d  c o m p e t i t i o n  
a  g o o d  t o o l  f o r  i m p r o v e m e n t .

5 .  L o o k  a t  S t a t e ,  C o u n t y ,  a n d  C i t y  f o r  s i m i l a r i t i e s .

6 . M a k e  D A T A  d r i v e n  d e c i s i o n s ,  t h i s  m e a n s  y o u  will  n e e d  s o m e  
 p e r f o r m a n c e  m e a s u r e s . .

7 .  P r o v i d e  t r a i n i n g  t o  G o v e r n m e n t  M a n a g e r s ,  t h i s  will  b e  n e w .

8 . T h e  f o c u s  s h o u l d  b e  o n  I M P R O V I N G  g o v e r n m e n t ,  n o t  
I I  o u t s o u r c i n g ,  p r i v a t i z i n g ,  o r  c o m p e t i t i o n .
::l± 9


