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QTD FYTD 1 Year 3 Year 5 Year 10 Year
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The spread of COVID-19 impacted not only global investment markets in Q1 2020, but
also the fundamental way of life for people across the planet. The novel virus that
began in the Chinese province of Hubei quickly spread, causing governments to
essentially close down economies. Everyday staples such as restaurants and public
parks are no longer open and for employees who still are able to work, remote access
is the norm. Domestically, initial unemployment claims spiked to 6.9 million in March
vs the prior year level of 203 thousand. The Federal Reserve took dramatic action by
cutting the Fed Funds rate to zero, purchasing Mortgage Backed Securities (MBS),
treasuries, and Commercial Mortgage Backed Securities (CMBS) at unlimited
amounts, and opening credit facilities to support the economy. Fiscal response, while
typically slower to be enacted than monetary, is also moving quickly with tax
deferments, student loan interest forgiveness, and the $2.2 trillion CARES Act that
provides direct cash payments to households, provides federally guaranteed loans to
small businesses and offers additional support for the healthcare and local government
systems. Bailouts for the hardest hit sectors such as restaurants and airlines are also
in discussion. The full effect of the pandemic and its lasting implications for the
economy are not yet understood but the contraction in GDP for the near-term is
expected to be significant.

Domestic equities, as measured by the S&P 500 Index, were hit hard during the
quarter, losing -19.6%. Smaller companies, as measured by the Russell 2000 Index,
were down even more, returning -30.6% for the period. Volatility spiked to all-time
highs during Q1 as the market’s fall into a bear market was the most rapid in history.  

Some of the countries hit hardest by the pandemic include Italy and Spain, and as
such, international equities also suffered significantly during the quarter. International
equities, as measured by the MSCI EAFE Index, returned -22.7% for the quarter and
are down -17.2% FYTD.   

Emerging markets, as measured by the MSCI Emerging Markets Index, were also
down materially, returning -23.6% for the quarter. The uncertain global backdrop led to
a continued rally for the US dollar, an additional headwind for emerging market
equities. China, the original epicenter of the virus, is slowly beginning to reemerge
economically as the strict quarantine measures that had been in place in the city of
Wuhan and the wider province of Hubei, are cautiously being lifted.   

As mentioned earlier, the Fed cut its target rate to 0% during the quarter. The result
was a rally in treasuries with the 10-year Treasury opening the period at 1.9% and
ending at 0.7%. Outside of treasuries, fixed income more broadly was mixed, with
corporate credits taking the brunt of the virus’s impact. The Bloomberg Barclay’s High
Yield Corporate Bond Index lost -12.7% for the quarter, bringing its one-year return to
-6.9%. Investor’s desire for safe haven assets boosted longer dated treasuries, with
the Bloomberg Barclays US Treasury 20+ Year Index gaining 21.5%. The index is up
33.5% over the last year.

Although significant uncertainty remains around the control of the virus and its ultimate
impact on companies and their supply chains, there are signs that within some of the
countries country’s or US’s hardest hit areas such as New York, the spread is peaking.
The Fed has made clear its willingness to do whatever is necessary to prop up the
economy during this time and it appears investors are taking solace in that fact.
Lagging indicators such as the unemployment rate do not yet reflect the full scale of
the economic damage and the final numbers could be staggering. During times like
this it pays to maintain our long-term investment perspective and not change course.
.

Participants$1,065,346,798

9.8%

The NCSIF (Fund) is a large, diversified investment pool with a long-term

perspective. At March 31, 2020 the Fund had $1.07 Billion invested with several

managers in a wide variety of asset classes. The largest manager for the Fund,

UNCMC, managed 84.3% of the Fund’s assets. The UNC Investment Fund (UNCIF)

produced a three-month return of -7.0%, and a 12-month return of 0.7% for the

period ended March 31, 2020. The NCSIF employs twelve additional private equity

managers, who oversee 2.5% of the portfolio. This portion of the Fund produced a

three-month and 12-month return of 2.9% and 5.1%, respectively, for the period

ended March 31, 2020. The Fund’s Liquid Policy Portfolio (LPP), managed by

Blackrock, was another 9.8% of the portfolio. This investment returned -17.8% for the

three months and -8.9% for the 12 months ended March 31, 2020. The remaining

3.4% of the portfolio is invested in cash with the State Treasurer's Short-Term

Investment Fund (STIF).

Note 1:  Policy Index= NCSIF’s Strategic Investment Policy Portfolio Index (SIPP)
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HISTORY OF THE FUNDUNC MANAGEMENT CO.

ALLOCATION BY MANAGER

The UNCMC was established on January 1, 2003 as an exempt 501 (c)(3)

organization. It is a professionally-staffed asset management company created to

provide investment services to the University of North Carolina at Chapel Hill and

its affiliated entities, to the constituent institutions of the UNC system and system

affiliated foundations, associations, trusts, and endowments. With over 40

employees, UNCMC has two teams, Investment Management and Operations.

The Investment Management team manages all public and private investments of

the UNCIF. Their responsibilities include evaluating and monitoring investment

managers, recommending changes to investment objectives and asset allocation,

monitoring risk, and implementing investment decisions approved by the UNCIF's

Executive Committee. The Operations Team performs all administrative, legal,

compliance, accounting, and performance reporting duties. 

The NC State Investment Fund, Inc., (Fund) was established in April 1999 to

combine NC State University’s and its affiliated entities’ endowments in an external

pooled investment vehicle. The goal of the investment program for the Fund is to

provide a real total return from assets invested that will preserve the purchasing

power of Fund capital, while generating an income stream to support the spending

needs of the University. Effective July 2008, the Fund partnered with UNC

Management Company (UNCMC) to invest in the UNC Investment Fund (UNCIF),

with the remaining investments committed to a Liquid Policy Portfolio (LPP) of

Exchange Traded Funds (ETF’s) and to three private equity managers which

includes an allocation for cash to fund capital calls. The transition of assets to

UNCMC was completed December 2009.

NC State Investment Fund, Inc.

ASSET ALLOCATIONINVESTMENT STRATEGY

Inception Date: April 1, 1999

The Fund is managed as a broadly diversified portfolio with exposure to seven

primary asset classes and many sub-strategies within each asset class. The Fund

seeks to diversify exposure to the sub-strategies through the use of multiple

investment managers that utilize a variety of investment approaches. The purpose

of diversification is to provide reasonable assurance that no single security, class of

securities, or investment manager has a disproportionate impact on the Fund's

aggregate results. At times, the Fund invests in passive strategies. In working

toward the Fund’s investment strategy, through UNCMC, the Fund invests in a

number of niche managers that can employ different types of hedging strategies

such as short-selling and derivative investing to help reduce the volatility of the

Fund. The focus on controlling volatility preserves capital and benefits Fund

participants through the power of compounding. 
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