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Investment Portfolio Update as of December 2016

The Watertown Retirement System’s investment portfolio returned 6.5% in calendar year 2016, net
of investment management fees. The portfolio is well diversified by asset class and investment mandates
within each asset class. The portfolio is positioned with a total return orientation to best meet the System’s
long-term return objectives.

Market Commentary:

The condition of the U.S. economy is, perhaps, most fittingly regarded with guarded optimism. The
environment is buoyed by a solid job market, a healthier and more confident consumer, and an expanding
housing industry. U.S. GDP expanded at an annual rate of 3.5% in the third quarter, the strongest quarterly
pace of growth in two years. Economies outside the U.S. remain in a somewhat more unsettled state, inhib-
ited by a strong U.S. dollar, more modest growth, and political uncertainty. Pockets of data, however, may
foreshadow an improving backdrop internationally, with markers in the Eurozone, China and Japan trending
more favorably recently.

Domestic equity returns, particularly in U.S. Small Cap equities, were among the strongest within
capital markets in 2016. Overall, investments considered higher risk and lower quality outperformed across
most asset classes. Investors’ search for yield drove riskier sectors of the fixed income markets sharply higher
with the credit and high yield markets outperforming U.S. Treasuries by significant margins. Rising interest
rates in the fourth quarter led to one of the weakest quarters on record in the broad fixed income markets.
Still, bond markets finished the year in positive territory. International equity returns, while positive overall
for the year, were held back by tempered expectations for global economic growth and continued strength in
the U.S. dollar. Emerging markets outperformed developed markets on improved prospects for more robust
growth.

Non-traditional asset classes including real estate and commodities performed well in 2016, posting
returns in the mid to low double digits. The HFRI Fund of Funds Composite Index, a broad representation of
hedge fund performance, posted a marginal gain for the year. Returns in the asset class were largely depend-
ent on investment focus. Strategies with inherently more risk performed better. In sync with the broader
equity and fixed income markets, investors were well compensated for taking on additional risk.
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Board Approved 3% COLA—Maximum Amount Allowed by State Law

At its monthly meeting, held on March 21, 2017, the Watertown Retirement Board unanimously voted
to grant a 3% Cost of living Adjustment (COLA) to eligible retirees and beneficiaries of the retirement system.
The 3% increase, applied to the first $13,000.00 of the retirement allowance, is the maximum increase allowed
by Massachusetts State Law. The COLA increase is effective July |, 2017 and will be included in the pension
checks dated July 31, 2017. The maximum monthly increase is $32.50 and is payable to all retirees with effective

retirement dates on or before June 30, 2016.

The Importance of Retiree Health Care

In Massachusetts, health care for retired public workers is provided by the retiree’s employer. The
retirement board’s role is limited to the withholding of premium contributions from a retiree’s monthly allow-
ance. A retirement board has no input as to plan design, insurance options or coverage. However, it is im-
perative that our members understand what will happen to their health insurance upon retirement, and what
the cost of benefits will be for themselves and their family.

Health insurance plans differ in terms of when coverage starts after retirement, spousal coverage, or
options if you move out of state. The Town of Watertown provides coverage through the State’s Group In-
surance Commission (GIC). The cost for retiree health coverage is significant and the availability of continued
coverage should be a major factor in every decision to retire. We encourage you to ask questions early of
you employer, and, where necessary, seek written answers to your questions. All questions regarding health
Insurance coverage should be directed to the Auditor’s office at (617) 972-6460

Board Members & Staff to Attend Annual Retirement Conference

The Massachusetts Association of Contributory Retirement Systems (MACRS) will once again be holding their
annual meeting and spring conference in Hyannis, MA from June 4-8, 2016.

Due to the importance of the education provided at the conference, retirement office staff, Director,
Barbara Sheehan and Administrative Assistant, Kayla Sheehan will be attending the conference along with several
Board Members. Therefore, in order to allow for their attendance:

THE RETIREMENT OFFICE WILL BE CLOSED FROM
MONDAY, JUNE 5 - WEDNESDAY, JUNE 7, 2017

The office will reopen on Thursday, June 8, 2017

Please plan your retirement business accordingly.




