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| am pleased to present to you the Quarterly Report of the Montgomery County Employees’ Retirement
System (“ERS”) for the quarter ended September 30, 2022. This quarterly report is designed to assist you
in understanding the current status of the ERS. This report was prepared pursuant to the provisions of the
Montgomery County Code.

History

The Employees’ Retirement System was established in 1965 as a cost-sharing multiple-employer defined
benefit pension plan providing benefits to the employees of Montgomery County and other agencies or
political subdivisions who elect to participate. The System is closed to employees hired on or after October
1, 1994, except public safety bargaining unit employees and employees who elect to participate in the
Guaranteed Retirement Income Plan (“GRIP”). There were approximately 6,280 ERS and GRIP active
members and 6,792 retirees participating in the ERS as of September 30, 2022.

Performance Results

The total return achieved by the ERS’ assets for the quarter was a loss of 4.58%, 54 basis points ahead of
the 5.12% loss recorded by the policy benchmark. For the one-year period ending September 30, 2022
the ERS’ gross return (before fees) was a loss of 9.75%, 164 basis points ahead of the 11.39% loss
recorded by the policy benchmark. The one-year gross return places the ERS’ performance in the second
quartile of the universe of comparable pension funds constructed by the Board’s consultant, NEPC. Our
annualized performance of 6.19% for the three-year period and 7.07% for the five-year period, ranked in
the second and first quartile, respectively, of the universe. The annualized return for the ten-year period
was 7.74%, ranking in the second quartile of the universe. The asset allocation on September 30, 2022,
was: Domestic Equities 10.8%, International Equities 10.1%, Global Equities 3.2%, Fixed Income 13.3%,
Emerging Market Debt 1.1%, Inflation Linked Bonds/Gold 15.8%, Public Real Assets 7.5%, Private Equity
18.0%, Private Real Assets 9.6%, Private Debt 3.4%, Opportunistic 5.5%, and Cash 1.7%. We estimate
that the funded status of the ERS was 93.3% based on a market value of assets and 101.5% on an actuarial
(smoothed) value of assets as of September 30, 2022. The actual funded status will be affected by the
ERS’ membership experience, as well as demographic and economic changes and may be higher or lower
when calculated by the actuary during the next valuation.

Major Initiatives

During the quarter, the ERS committed $30 million to Ridgewood Water & Strategic Infrastructure Fund
II, a private natural resources fund, and $29 million to Sunstone Partners Ill, a private equity fund.
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Capital Markets and Economic Conditions

Third quarter GDP for 2022 increased at an annual rate of 2.6% according to the advance estimate released
by the Bureau of Economic Analysis, ahead of the 2.3% increase that was originally estimated. The growth
came in large part due to a narrowing trade deficit which was expected and considered to be a one-off
occurrence. Gains also came from upward revisions to consumer spending, nonresidential fixed investment
and government spending. However, declines in residential fixed investment and private inventories offset
those gains. Additionally, the report reflected an ongoing shift to services spending over goods, with
spending on services increasing 2.8% while goods spending dropped 1.2%. By the end of Q3 2022, the
unemployment rate has remained mostly steady, edging down to 3.5% from 3.6% in Q2, with the economy
adding 263,000 jobs in September because of an increase in hiring in leisure and hospitality and healthcare.

The consumer price index (CPI) rose 8.2% from a year ago, slightly above the 8.1% Dow Jones estimate.
The annual change was lower than the peak of 9.1% seen in June but still hovering near the highest levels
since the early 1980s. Food prices rose 0.8% in September, the same as August, and was up 11.2% from
a year ago. Closely watched shelter costs, which make up about one-third of CPI, rose 0.7% in September
and are up 6.6% from a year ago. Transportation services also showed a big bump, increasing 1.9% on the
month and 14.6% on an annual basis. These September increases were somewhat offset by a 2.1% decline
in energy prices that included a 4.9% drop in gasoline in the month. Core CPI, which excludes volatile food
and energy costs, rose 6.6% also higher than the 6.4% estimate. The housing picture has continued its
trend down with sales of previously owned homes falling 1.5% in September from August, to a seasonally
adjusted annual rate of 4.71 million units. That decline marks the eighth straight month of sales declines.
Sales were lower by 23.8% year over year. Despite the slowdown in sales, inventory continues to drop.
There were 1.25 million homes for sales at the end of September, down 0.8% compared with September
2021. Home prices in September were up 8.4% from a year ago, while still up, the year-over-year increase
is much lower than it was in Q1 or Q2, which saw prices up 15.4% and 14.2% respectively. The median
single-family existing home price in the third quarter was $384,800, falling from the peak seen in June of
$413,500.

Public Equity Markets: U.S. equities declined with the S&P 500 Index posting a 4.9% loss for the quarter.
Concerns about slowing growth, inflation, and the Fed’s actions to raise the federal funds rate weighed on
the markets. Telecommunication and real estate were among the weakest sectors of the S&P Index while
the consumer discretionary and energy sectors proved the most resilient. Both large and small cap growth
stocks outperformed their value counterparts. Our combined domestic equity performance was a loss of

4.7%, underperforming the 4.5% loss of the Russell 3000

Index Return-Quarter Ending 9/30/22 Index.

0.0% - International developed markets trailed their U.S.
counterparts, declining 9.36% for the quarter. Norway and
2.0% 1 Hong Kong were the worst performing markets. In Europe,
|S&P 500 monetary policy tightening and the ongoing energy crisis, in
-4.0% - aRrussell 3000| Part due to restricted Russian gas supplies, weighed on
-4.9%4.5% stocks. The Japanese stock market followed global equity
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Emerging markets underperformed international developed
-14.0% markets, weighed down by slowing global growth,
heightened inflationary pressures, and rising interest rates. Eastern European countries were amongst the
largest detractors during the quarter as the war in Ukraine escalated and led to an energy crisis in Europe,
which in turn has contributed to accelerating inflation. In China, markets traded lower in response to a slump
in the property market and the negative impact that Covid-related lockdowns have had on domestic
demand. Taiwan and Korea suffered due to the deterioration in the outlook for global trade. Turkey was the
best performing market during the period, with investors encouraged by the central bank cutting interest
rates and strong economic growth. Our combined international equity performance was a loss of 10.0%,
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underperforming the 9.8% decline recorded by the benchmark. Our global equity allocation recorded a loss
of 5.7%, outperforming the 6.8% loss of the MSCI ACWI Index.

Private Equity: During the first quarter, a total of 383 funds reached their final close, securing $164 billion
in commitments, which represented a significant slowdown in fundraising compared to the prior quarter.
Relative to Q2, the number of funds raised in Q3 decreased 27% and the aggregate capital raised
decreased 22%. When compared to the same quarter in 2021, the number of funds raised was down 46%,
however, roughly the same amount of capital was raised. North America continued to dominate the
fundraising landscape, representing 66% of the aggregate capital raised and 67% of the total number of
funds raised. U.S. buyout deal activity was down notably during the quarter as the number of completed
deals decreased 9% to 947, the aggregate deal volume fell 68% to $27 billion, and the average deal size
dropped 55% to $418 million. Buyout multiples in the U.S. began to creep lower during the quarter, coming
in at 11.4x Enterprise Value-to-EBITDA. The technology sector continues to be the most robust
representing 26% of aggregate U.S. buyout deal value. Buyout exit activity in the third quarter included 162
exits, a 27% drop from the prior quarter, aggregate exit values plummeted 87% to $14 billion, and the
average exit size fell 76% to $577 million. The global private equity sector has $2.5 trillion in dry powder,
another record high, as transactional activity slowed during the quarter.

Similar to private equity, U.S. venture fundraising activity was down in Q3 as the number of funds raised
decreased 14% to 161, aggregate capital raised decreased 24% to $32 billion, and the average fund size
shrank 10% to $232 million. U.S. venture deal making also decreased for the quarter with the number of
consummated deals down 27% to 1,456, aggregate deal value down 36% to $37 billion, and average deal
size down 14% to $31 million.

During the quarter, our private equity managers called a combined $49.8 million and paid distributions of
$44.0 million. Our current allocation to private equity is 18.0%, with a market value of $813 million. From
its 2003 inception through June 30, 2022, the total private equity program (including fund-of-funds) has
generated a net internal rate of return of 14.1% versus a 12.9% return for the dollar-weighted public market
equivalent (the Russell 3000 Index plus 300 bps). The direct private equity program, which began in 2009,
has generated a 25.0% return versus 15.7% for the benchmark.

Hedge Funds: For the quarter, industry wide hedge funds fell by 0.6% based on the HFRI Composite
Index. On a sub-strategy basis, the Event-Driven Index lost 1.1%, the Relative Value Index advanced 0.3%,
the Macro Index rose 2.2%, and the Equity Hedge Index declined by 2.3%. The System’s diversifying hedge
funds recorded a gain of 2.6% versus a gain of 0.2% for the Conservative Index. The diversifying portfolio
outperformance is primarily attributable to strong fund selection within the quantitative, macro rates, and
multi-strategy sectors. The System’s directional hedge funds recorded a gain of 0.5% compared to the
negative 1.9% return for the Strategic Index. The directional outperformance is primarily attributable to
positive fund selection within the residential mortgages sector.

Fixed Income: The yield curve shifted upwards noticeably for US Treasury Yield Curve
the quarter across maturities as the Fed hiked rates while the 5.00% -
economy and employment remained strong. For example, the =~
yield on the 2-year bill maturities moved up 130 bps, while the 4.50% 1
10- and 30-year bond maturities advanced 85 and 65 bps 4.00% -

respectively. Given the steeper rise in short-term yields, the 3.50% -

spread between 2-year and 10-year Treasuries, the main 3.00% -
gauge of the yield curve, inverted and ended the quarter at - 2 509,
39 bps, 45 bps tighter than the previous quarter levels. By the 5 540,
end of the quarter, the 10-year Treasury yield was 3.83% 150% |
whereas the 30-year Treasury yield was 3.79%. The highyield "
portfolio’s performance for the quarter was a loss of 0.5%, 1.00% 1
outperforming the Merrill Lynch High Yield Il Constrained 0.50% 1
Index by 0.2%. The long duration portfolio’s return for the 0.00% ‘ ‘ ‘ ‘ ‘
quarter was a loss of 9.2%, outperforming the custom long sSM-6M  2¥r  SYr 10Yr 30Yr
duration benchmark by 0.2%. The emerging market debt ‘—2Q2022 —3Q2022‘
portfolio lost 4.4%, outperforming the JPM EMBI Global
Diversified benchmark return by 0.1%. Our global inflation-linked bond portfolio, combined with a portable
alpha overlay, recorded a loss of 9.9%, outperforming the custom benchmark by 1.2%. The outperformance
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was driven entirely by the overlay, where the strategy’s alphas in nominal long rates, developed market
currencies, and long/short cash provided strong returns.

Private Debt: Q3 saw 53 funds raising $78.5 billion which was the highest level in the last ten years. The
average fund size of $1.5 billion was also an all-time high. North America remained the number one market
for private debt with 31 funds raising $51 billion of capital in Q3. European debt funds managed to raise
$24 billion over the same period while Asian funds raised only $1.3 billion. Average funds sizes in the U.S.
and Europe were $1.7 billion and $1.6 billion, respectively. Direct lending funds led fundraising with $37.4
billion, exceeding the $36 billion raised in Q3 2021. Mezzanine funds saw a large increase by raising $29
billion with an average size of $2.2 billion while special situations funds raised only $6 billion in Q3. Some
of the largest funds closed during the quarter were Oaktree Opportunities XI with $15.9 billion and GS
Mezzanine Partners VIII with $15 billion. Dry powder as of November 2022 was $427.4 billion, with $116.2
billion related to direct lending, which continued to remain the highest amount ever recorded by Preqin.

During the quarter, our private debt managers called a combined $6.0 million and paid distributions of $10.2
million. Our current allocation to private debt is 3.4%, with a market value of $153.7 million. From 2013
through June 30, 2022, the private debt program generated a net internal rate of return of 13.0% versus an
5.4% return for the dollar-weighted public market equivalent benchmark (ICE BofA Merrill Lynch High Yield
Master Il Constrained + 300 bps).

Private Real Assets: During the quarter, increasing fears of recession caused oil prices to decline below
$80/barrel. For Q3 2022, natural resource fund raising significantly slowed down as managers raised $15
billion across 22 fund closures compared to $51 billion across 25 fund closures for the prior quarter. Within
infrastructure, 19 funds raised $16 billion compared to 15 funds raising over $50 billion in the prior quarter.
In contrast, fundraising in real estate advanced for the quarter, with 82 funds raising $35.3 billion compared
to 86 funds raising $31.8 billion for the prior quarter. Real estate returns were driven by apartments and
industrial properties which gained 1.2% and 1.1% respectively. In aggregate real estate returns slowed as
they gained 0.6% for the quarter compared to 3.2% in the prior quarter.

During the quarter, our private real asset managers called a combined $26.6 million and paid distributions
of $21.7 million. Our current allocation to private real assets is 9.6%, with a market value of $435.1 million.
From its 2006 inception through June 30, 2022, the total private real assets program (including fund-of-
funds) has generated a net internal rate of return of 7.4% versus a 7.6% gain for the long-term benchmark
(CPI plus 500 bps).

Public Real Assets: Global listed real estate securities as measured by the FTSE EPRA/NAREIT
Developed Index posted a loss of 11.6% for the quarter, underperforming global equities (-6.8%) and bonds
(-6.9%). Asia-Pacific was the best regional performer (-9.4%), bolstered by non-REIT property stocks, which
tend to be less sensitive to rising long bond yields. Japanese property developers are positively correlated
with higher inflation expectations and benefitted from the depreciation of the yen. Europe was once again
the worst performer (-18.8%), hit by multiple headwinds of tighter monetary policy to constrain runaway
inflation, while punitively high energy prices and rationing hurt both production and consumption. Currency
weakness contributed with an additional ~6% headwind. The UK lagged the continent significantly following
the new UK Prime Minister and Chancellor’'s unorthodox debt-financed fiscally expansionary budget, which
sparked a sharp drop in the pound and gilts. The Bank of England was forced to temporarily delay the start
of quantitative tightening and implement a new round of bond purchases to stabilize the long end of the gilt
market. Austria and France were the outperformers of the continent. The Americas sold off significantly as
well (-12.3%). Economic indicators skewing positive and a strong August inflation release signaled a need
for a substantively more hawkish Federal Reserve. Data centers were among the weakest sectors on
concerns over rising power costs and currency translation losses, which triggered a sell-side downgrade.
Hotels were helped by reports of steady demand, while apartments and storage benefited from business
updates that signaled companies are likely to exceed third quarter guidance. Single family rental also
performed relatively strongly on an index inclusion announcement into the S&P 500, as well as above
expectation operating updates.

Listed infrastructure securities posted a loss of 11.1% during the quarter as measured by the Dow Jones

Brookfield Global Infrastructure Index, noticeably underperforming global equities (-6.8%) and bonds (-
6.9%). The quarter was a challenging one for infrastructure as the resilience in fundamentals was not
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enough to offset headwinds brought on by rising interest rates, as well as the desire for certain investors to
de-risk their portfolios entirely by moving to cash. Outside of the gas midstream sector, which was roughly
flat for the period, all infrastructure sectors underperformed the global equity markets for the quarter, with
those sectors exposed to non-U.S. domiciled companies faring worst given the currency impacts. Overall,
for the quarter, gas midstream, electricity transmission & distribution, diversified, airports, water & waste,
and gas distribution utilities outperformed the index, while European regulated utilities, ports, toll roads,
communications and pipeline companies underperformed.

For the quarter, the public real asset portfolio declined 10.8%, outperforming the custom benchmark’s loss
of 11.3% by 0.5% primarily due to outperformance by our Global Listed REIT Manager, Principal.

Additions

The primary sources of additions for the ERS include contributions from members and employers and
investment income. The following table displays the source and amount of additions for the quarter ending
September 30, 2022, and fiscal year-to-date.

Employees’ Retirement System
Contributions and Investment Income (millions)

Qtr Fiscal
9/30/2022 YTD
Employer Contributions $ 13.7 $ 13.7
Member Contributions 8.2 8.2
Net Investment Income (Loss) (232.1) (232.1)
$ (210.2) $ (210.2)

Deductions

The deductions from the Employees’ Retirement System include the payment of retiree and survivor
benefits, participant refunds, and administrative expenses.

Employees’ Retirement System
Deductions by Type (millions)

Qtr Fiscal

9/30/2022 YTD
Benefits $ 74.7 $ 74.7
Refunds 3.1 3.1
Administrative Expenses 0.8 0.8
$ 78.6 $ 78.6

Outlook

Since the start of 2022, asset markets have experienced increased volatility, driven by the highest inflation
in decades, a major shift toward central bank tightening, and the Russian invasion of Ukraine. After a rally
in July, both shares and bonds turned lower and registered negative returns for Q3-2022. Emerging markets
underperformed their developed counterparts and commodities generally declined. Headline inflation in
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developed markets is expected to peak by the end of the year in response to the turning of the global
economic cycle and monetary tightening across most major central banks, but it is likely to remain above
central bank targets through the end of 2023 and perhaps into 2024.

The Fed again raised rates twice during the quarter, bringing year-to-date rate hikes to 300 bps with the
Fed fund rate now at 3.00% to 3.25%. Rates are rising faster than any other time in recent history and the
Fed expects to raise its target rate to around 4.4% by the end of the 2022. As a result, experts are now
predicting a U.S. recession in early 2023, although there is no consensus on the severity of the downturn.

After a strong first half of the year, and a positive third quarter driven by an increase in tourism, the path
forward for Europe appears less robust. A dramatic deterioration in the terms of trade driven by an increase
in imported commodities — energy, industrial goods, and food — have pushed inflation to record highs and
confidence to record lows. Gas storage levels in the European Union have been raised to almost 90% of
capacity, but this may not be sufficient if additional non-Russian supplies from outside the European Union
fail to materialize as expected, or if the demand for gas is higher due to a cold winter. Shortages could push
up global energy prices, hit confidence and financial conditions, and require a temporary rationing of gas
use by businesses. Taken together, these shocks could push many European countries into a recession in
2023.

The Bank of Japan's determination to maintain its highly accommodative monetary policy amid the shift to
higher rates elsewhere has led to a sharp depreciation of the yen year to date. On Sept. 22, 2022, the
government intervened in the currency market to support the yen for the first time since 1998. However,
exchange rate concerns are unlikely to change monetary policy. With headline CPI inflation expected to fall
below 2.0% in 2023, monetary tightening in the country is not on the horizon.

There is wide divergence in the inflation picture across emerging markets. Inflation remains low and stable
in China. Mexico and Brazil are experiencing above trend inflation, but having already tightened
significantly, it is expected that those inflationary pressures will subside near-term. Hyperinflation in Turkey
and Argentina is expected to continue into 2023, albeit somewhat lower than in 2022.

In its October 2022 report, the IMF maintained its 3.2% global growth forecast for 2022 but downgraded
the outlook for 2023 from 2.9% to 2.7%. Throughout the world, the IMF is expecting consumer prices to
increase by 8.8% this year, up from 4.7% in 2021.

Sources: BlackRock, Bloomberg, Bridgewater, FRM, MSCI, NCREIF, Northern Trust, T. Rowe Price, U.S. Bureau of Economic Analysis,
U.S. Bureau of Labor Statistics, The World Bank, European Central Bank, Bank of Japan, Albourne, MSIM, Principal, JP Morgan,
Goldman Sachs, Preqin, Pitchbook, Standard and Poor’s.
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EMPLOYEES’ RETIREMENT SYSTEM
STATEMENTS OF FIDUCIARY NET POSITION

September 30, 2022

Assets
Equity in pooled cash and investments $ 953,632
Investments:
Northern Trust 4,526,795,706
Aetna 614,673
Fidelity - Elected Officials Plan 667,598
Fidelity - DRSP/DROP 15,070,178
Total investments 4,543,148,155
Contributions receivable 4,563,992
Total assets 4,548,665,779
Liabilities
Benefits payable and other liabilities 8,575,153

Net position restricted for pensions $ 4,540,090,626
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EMPLOYEES’ RETIREMENT SYSTEM

STATEMENTS OF CHANGES IN FIDUCIARY NET POSITION

For the Quarter Ended September 30, 2022

Additions

Contributions:
Employer
Member

Total contributions
Investment Income (Loss)
Less investment expenses
Net investment Income (Loss)
Total income (loss)

Deductions
Retiree benefits
Disability benefits
Survivor benefits
Refunds
Administrative expenses

Total deductions

Net Income (Loss)

Net position restricted for pensions

Beginning of period

End of period

Quarter Fiscal YTD
13,680,640 13,680,640
8,208,641 8,208,641
21,889,281 21,889,281

(232,078,204)

7,429,119

(232,078,204)

7,429,119

(239,507,323)

(239,507,323)

(217,618,042)

(217,618,042)

56,810,305 56,810,305
14,903,071 14,903,071
2,938,671 2,938,671
3,145,990 3,145,990
809,231 809,231
78,607,268 78,607,268
(296,225,310) (296,225,310)
4,836,315,936 4,836,315,936

4,540,090,626

$ 4,540,090,626




