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Recommendation: 
Discussion item only.  
 
 
Background: 
 
The SFDCP Stable Value Fund (“SVF”) currently holds nearly $950 Million in participant assets as of 
March 31, 2024, accounting for 18% of Plan total assets under management.  SVF has been managed 
by Galliard Capital Management since 2013 and their current five-year contract with the SFDCP 
expires on June 30, 2025.  As a result, an investment manager search is required, and Callan will be 
conducting their manager search process.  
 
Staff and Callan will provide an overview of Stable Value, and will also present a proposed timeline 
outlining the custom search process, with Staff and Deferred Compensation Committee 
involvement, over the next eight to ten months.  
 
The SFDCP may choose to invoke the twelve-month extension provision in the existing contract with 
Galliard at any time, which would extend the expiration to June 30, 2026 if needed.  
 
 
Attachment: 
Callan Presentation  
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SFDCP: Stable Value Overview
and Manager Search Process

June 5, 2024

Greg Ungerman, CFA
DC Practice Leader

Important Disclosures regarding the use of this document 
are included at the end of this document.  These 
disclosures are an integral part of this document and 
should be considered by the user. 
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Short Term Interest Rate Spike vs Stable Value

• Wrap contracts provide greater return consistency versus money market funds but can trail 
Money Market funds in periods when rates rise quickly and/or there is an inverted yield curve.

• The SFDCP Stable Value Crediting rate continues to rise and is set to 3.08% for Q2 2024.
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Tier II: Core Options – Capital Preservation
Observations

● Within Capital Preservation, SFDCP offers:
– Active: SFDCP Stable Value Fund (18% of assets)

● The underlying fund of the SFDCP Stable Value Fund white 
label structure is the Galliard Stable Value strategy.

● Stable value funds have historically offered a higher yield 
than money market funds.

● Although stable value funds have offered a returns premium, 
they typically carry additional considerations:
– Wrap contracts: Add costs to the structure and may result in 

investment restrictions for the investment managers of the stable 
value assets.

– Performance: The crediting rate often decreases in a rising 
interest rate environment due to the longer duration of the 
underlying portfolio.

– Equity wash provisions: This doesn’t currently apply to the 
SFDCP since you don’t offer a money market fund.

Observation: Callan supports the Plan’s offering of a 
stable value option within capital preservation.
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Bond Market Has Been Expecting a Recession Since July 2022

‒ Inversion in the 10-year to 2-year Treasury yields does not always forecast a recession, but most recessions are 
preceded by a yield curve inversion.

‒ Yield curve inversion means investors expect a recession will occur and interest rates will be cut, and therefore 
increase their demand for securities with longer duration with higher potential for capital gain when rates fall.

‒ Bond investors beginning to anticipate “higher for longer” rate regime?
‒ Inversion started in July 2022, bottomed at -1.08% in July 2023, and ended March 2024 at -0.39%.
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Minimal change to the shape of the curve
‒ The yield curve flattened modestly in 1Q as rates in the short end remained relatively stable, while they rose in the intermediate and long 

end.
‒ The curve remains inverted despite the increases, with the 2s/10s at -39 bps, a slight decline from the end of 2023.

Fixed Income Themes
Yield curve is inverted but flattening

1 Mo 2 Mo 3 Mo 4 Mo 6 Mo 1 Yr 2 Yr 3 Yr 5 Yr 7 Yr 10 Yr 20 Yr 30 Yr
3/31/2024 5.49 5.48 5.46 5.42 5.38 5.03 4.59 4.40 4.21 4.20 4.20 4.45 4.34
12/31/2023 5.60 5.59 5.40 5.41 5.26 4.79 4.23 4.01 3.84 3.88 3.88 4.20 4.03
3/31/2023 4.74 4.79 4.85 4.97 4.94 4.64 4.06 3.81 3.60 3.55 3.48 3.81 3.67
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Source: Federal Reserve (One participant did not submit longer-run projections for the Federal Funds rate.)

Federal Open Market Committee (FOMC) 
participants’ assessments of appropriate 
monetary policy
‒ Median year-end in 2024 = 4.6% (unchanged 

from December meeting)
‒ “Longer run” up 10 basis points to 2.6%
‒ Dispersion of views widens in 2025 and 2026 

but narrows over longer run.
‒ Market expects more cuts next year based on 

CME FedWatch as of April. Fed Funds 
expectations for end of 2024:
– 18% expect 4.50% to 4.75%
– 35% expect 4.75% to 5.00%
– 32% expect 5.00% to 5.25%
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How Stable Value Works

Stable value managers invest in a diversified portfolio of high-quality, intermediate 
duration fixed income securities. These securities may include:

• Treasuries, U.S. agencies, agency mortgage-backed securities, corporate bonds, 
asset-backed securities, commercial mortgage-backed securities

Wrap contracts, issued by insurance companies and banks, allow for book value 
accounting: 

• A stable $1.00 net asset value (NAV)

• Daily participant contributions and withdrawals 

• Requires adherence to strict guidelines around sector, quality, and duration

Participants earn a crediting rate, not to fall below 0%, which is reset quarterly

• Accrued interest paid out periodically (i.e., monthly)

• Market value gains or losses are amortized over the duration of the portfolio (i.e., 
2-4 years)

• Calculated based on the market value, book value, yield-to-maturity and duration 
of the underlying assets.

Assets not covered by a wrap contract are usually held in short-term money market 
instruments.

Stable value funds invest in bonds with longer duration and credit risk, resulting in higher yields, while 
wrap contracts smooth daily changes in bond prices

Common Structure

C
as

h

Benchmark Duration Range
2.0 to 4.0 years depending on 
vehicle type and investment 
guidelines
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Stable Value Upcoming Search Summary

Background Summary:

• Galliard manages the SFDCP Stable Value Fund, which was $947 million or 18% of Plan assets on 3/31/24.

• Galliard was hired in 2014 and their agreement with the SFDCP expires on June 30, 2025.  They have a five
year term.

• Callan is proposing to use the same search process from the 2020 Stable Value search.

• The following slide outlines the proposed process and a rough timeline to conclude during the first quarter to
allow time for contracting and legal review.

Please Note: The proposed Timeline is subject to DCC meeting dates and Board agenda availability
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Callan Manager Search Process and Proposed Timeline
Custom Search for SFDCP’s Stable Value Mandate

Search Process for Stable Value

Client and Manager Candidate 
Considerations

Quantitative Screening

Qualitative Screening

Manager Search
Committee

Semi-Finalist
Review

Finalists

August/September 2024
● Develop profile specifically for SFDCP
● Establish criteria for qualification
October 2024

● Screen out strategies that do not meet minimum criteria such as having
at least $5 billion in separate account assets under management

● Conference call with Callan research and SFDCP Staff to discuss firms
screened out

● Narrow list to 8-12 firms for the Callan Manager Search Committee

November/December 2024
● Reviewed the 3 candidates with SFDCP Staff
● DCC to Interview Finalist candidates
● Staff to provide formal recommendation at subsequent DCC meeting

February 2025

● The DCC makes recommendation to the Full Board
● Negotiate terms, review agreements with legal by the June 30th

contract expiration date

● Peer review process to ensure quality, comprised of senior consultants
● SFDCP Staff participates on Callan Manager Search Committee call

● Callan Committee to narrow list to 3 candidates for SFDCP Staff Interviews
through a qualitative and quantitative assessment
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Information contained in this document may include confidential, trade secret and/or proprietary information of Callan and the client. It is incumbent upon the user to maintain such 
information in strict confidence. Neither this document nor any specific information contained herein is to be used other than by the intended recipient for its intended purpose.

The content of this document is particular to the client and should not be relied upon by any other individual or entity. There can be no assurance that the performance of any account or 
investment will be comparable to the performance information presented in this document. 

Certain information herein has been compiled by Callan from a variety of sources believed to be reliable but for which Callan has not necessarily verified for accuracy or completeness. 
Information contained herein may not be current.  Callan has no obligation to bring current the information contained herein.

Callan’s performance, market value, and, if applicable, liability calculations are inherently estimates based on data available at the time each calculation is performed and may later be 
determined to be incorrect or require subsequent material adjustment due to many variables including, but not limited to, reliance on third party data, differences in calculation 
methodology, presence of illiquid assets, the timing and magnitude of unrecognized cash flows, and other data/assumptions needed to prepare such estimated calculations.  In no event 
should the performance measurement and reporting services provided by Callan be used in the calculation, deliberation, policy determination, or any other action of the client as it pertains 
to determining amounts, timing or activity of contribution levels or funding amounts, rebalancing activity, benefit payments, distribution amounts, and/or performance-based fee amounts, 
unless the client understands and accepts the inherent limitations of Callan’s estimated performance, market value, and liability calculations.

Callan’s performance measurement service reports estimated returns for a portfolio and compares them against relevant benchmarks and peer groups, as appropriate; such service may 
also report on historical portfolio holdings, comparing them to holdings of relevant benchmarks and peer groups, as appropriate (“portfolio holdings analysis”). To the extent that Callan’s 
reports include a portfolio holdings analysis, Callan relies entirely on holdings, pricing, characteristics, and risk data provided by third parties including custodian banks, record keepers, 
pricing services, index providers, and investment managers. Callan reports the performance and holdings data as received and does not attempt to audit or verify the holdings data. Callan 
is not responsible for the accuracy or completeness of the performance or holdings data received from third parties and such data may not have been verified for accuracy or 
completeness. 

Callan’s performance measurement service may report on illiquid asset classes, including, but not limited to, private real estate, private equity, private credit, hedge funds and 
infrastructure. The final valuation reports, which Callan receives from third parties, for of these types of asset classes may not be available at the time a Callan performance report is 
issued. As a result, the estimated returns and market values reported for these illiquid asset classes, as well as for any composites including these illiquid asset classes, including any 
total fund composite prepared, may not reflect final data, and therefore may be subject to revision in future quarters.

The content of this document may consist of statements of opinion, which are made as of the date they are expressed and are not statements of fact. The opinions expressed herein may 
change based upon changes in economic, market, financial and political conditions and other factors. Callan has no obligation to bring current the opinions expressed herein.

The information contained herein may include forward-looking statements regarding future results. The forward-looking statements herein: (i) are best estimations consistent with the 
information available as of the date hereof and (ii) involve known and unknown risks and uncertainties. Actual results may vary, perhaps materially, from the future results projected in this 
document. Undue reliance should not be placed on forward-looking statements. 

Callan is not responsible for reviewing the risks of individual securities or the compliance/non-compliance of individual security holdings with a client’s investment policy guidelines. 

This document should not be construed as legal or tax advice on any matter. You should consult with legal and tax advisers before applying any of this information to your particular 
situation. 

Reference to, or inclusion in this document of, any product, service or entity should not necessarily be construed as recommendation, approval, or endorsement or such product, service 
or entity by Callan. This document is provided in connection with Callan’s consulting services and should not be viewed as an advertisement of Callan, or of the strategies or products 
discussed or referenced herein.  

Important Disclosures



11Knowledge. Experience. Integrity.

The issues considered and risks highlighted herein are not comprehensive and other risks may exist that the user of this document may deem material regarding the enclosed information. 
Please see any applicable full performance report or annual communication for other important disclosures.

Unless Callan has been specifically engaged to do so, Callan does not conduct background checks or in-depth due diligence of the operations of any investment manager search 
candidate or investment vehicle, as may be typically performed in an operational due diligence evaluation assignment and in no event does Callan conduct due diligence beyond what is 
described in its report to the client.  

Any decision made on the basis of this document is sole responsibility of the client, as the intended recipient, and it is incumbent upon the client to make an independent determination of 
the suitability and consequences of such a decision. 

Callan undertakes no obligation to update the information contained herein except as specifically requested by the client. 

Past performance is no guarantee of future results. 

Important Disclosures (continued)
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Callan was founded as an employee-owned investment consulting firm in 1973. Ever since, we have empowered institutional investor with creative, customized
investment solutions backed by proprietary research, exclusive data, and ongoing education. Today, Callan provides advisory services to institutional investor
clients with more than $3 trillion in total assets, which makes it among the largest independently owned investment consulting firms in the U.S. Callan uses a client-
focused consulting model to serve pension and defined contribution plan sponsors, endowments, foundations, independent investment advisers, investment
managers, and other asset owners. Callan has six offices throughout the U.S. For more information, please visit www.callan.com.

Corporate Headquarters

One Bush Street
Suite 800
San Francisco, CA 94104

www.callan.com

Callan

Regional Offices

Atlanta
Chicago
Denver
New Jersey
Portland

About Callan
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