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AGENDA ITEM DETAILS 
 
Subject: *Consideration of Annual Review of Emerging Manager Program 

 

BACKGROUND 

Texas Government Code § 815.301 (g), (h) and (i) requires ERS to make a good faith effort to award 
contracts to or acquire services from emerging fund managers. Emerging fund managers are defined in 
the statute as private professional investment managers with $2 billion or less in assets under 
management who provide pension fund management, consulting, investment advising, brokerage 
services, or management of hedge fund, private equity, and real estate investments. The statute also 
requires reporting to the Board on the methods and results of the System's efforts to hire emerging fund 
managers, including data separated by race, ethnicity, gender, and fund size. 

ERS has a longstanding goal of investing or committing at least 10% of externally managed assets with 
emerging managers. As of September 30, 2023, the market value of those investments was $2.4 billion, 
representing approximately 13.0% of current externally advised/managed assets. This dollar amount is 
expected to continue to grow as ERS has committed about $3.4 billion to emerging managers since 
inception of the program in 2010, including $255 million during Fiscal Year 2023. Committed capital 
differs from the market value of investments since the timing of capital calls and distributions has a 
significant impact on the net asset value of private market funds. Appendix A details the commitments to 
and investments with emerging managers by asset class. 

STRATEGIC PURPOSE 

The IPS states that over the long term, including emerging managers as part of external investment 
management is expected to enhance the investment performance of the Trust by complementing the 
Trust’s internal investment management. Such relationships shall exhibit strong alignment of interest with 
investors and seek to provide ERS with long-term access to the next generation of investment talent. 

IMPLEMENTATION OBJECTIVE 

In establishing an emerging manager program, staff shall seek to find smaller managers that can benefit 
the Trust by enhancing its risk-adjusted returns, net of expenses. Since these allocations are integrated 
into the asset classes, their performance is evaluated relative to the strategic benchmarks and other 
metrics that are appropriate for their respective asset classes.  

ERS EMERGING MANAGER PROGRAM HISTORICAL PERFORMANCE 

Public Equity (as of 09/30/23) 1-Year 3-Year 5-Year Since Inception 

Legato Emerging Markets Portfolio  
(Inception: November 1, 2019) 

8.70% -2.07% n/a -0.37% 

MSCI Emerging Markets Index 11.70% -1.73% n/a 1.21% 

 

Private Equity (IRR as of 06/30/23) 1-Year 3-Year 5-Year Since Inception 

Total Emerging Manager Portfolio  
(Inception: November 2010) 

5.65% 20.07% 13.03% 14.76% 

Total Private Equity Portfolio 2.59% 23.47% 14.23% 13.37% 

 



 

Private Real Estate (IRR as of 06/30/23) 1-Year 3-Year 5-Year Since Inception 

Total Emerging Manager Portfolio  
(Inception: December 2010) 

7.44% 15.51% 14.35% 15.67% 

Total Private Real Estate Portfolio -1.55% 12.19% 9.41% 11.56% 

 

Infrastructure (IRR as of 06/30/23) 1-Year 3-Year 5-Year Since Inception 

Total Emerging Manager Portfolio  
(Inception: August 2017) 

6.65% 4.53% 7.43% 6.31% 

Total Private Real Estate Portfolio 11.33% 14.46% 12.57% 8.69% 

 

Private Credit (TWR as of 08/31/23) 1-Year 3-Year 5-Year Since Inception 

Total Emerging Manager Portfolio  
(Inception: October 2017) 

12.40% 14.50% 11.47% 9.08% 

LSTA Leveraged Loan Index + 150 bps 11.44% 4.27% 4.76% 4.46% 

 

Hedge Funds (TWR as of 09/30/23) 1-Year 3-Year 5-Year Since Inception 

ERS Launchpad  
(Inception: September 1, 2019) 

-3.38% 2.98% n/a 2.94% 

Launchpad Benchmark 2.73% 4.68% n/a 3.31% 

 

Sources: Burgiss Group and BNY Mellon 

 

EMERGING MANAGER PROGRAM OVERVIEW 

The ERS Emerging Manager Program (Program) focuses on identifying and developing emerging 
manager relationships through the following resources: 

 ERS Emerging Manager Team – ERS began its efforts to engage emerging managers in 2010 

through fund-of-funds partners across several asset classes. As the Program matured, responsibility 
for emerging manager activities was assigned to each asset class through management of fund-of-
funds partners and direct investments. The decision to incorporate emerging managers directly into 
relevant asset classes has strategic benefits for overall investment success. First, it is important for 
each ERS asset class team to have direct contact with managers and industry associations. Second, 
the structure more fully integrates the program into the agency’s larger investment strategy and 
establishes it as part of the overall investment objectives. Finally, the program aims to enhance the 
portfolio construction of each asset class including as a complement to internal management where 
applicable. 

The ERS Emerging Manager team is led by Lauren Honza and the following individuals from each 
asset class with additional oversight by their respective asset class director. 

 Public Equity: Lanesia Jones 

 Private Equity: Thomas Rashman  

 Real Assets: Amy Cureton, Pablo de la Sierra Perez 

 Hedge Funds: Panayiotis Lambropoulos 

 Global Credit: Richard Inzunza 

 ERS External Advisor Website - ERS developed the External Advisor Website in 2010 to 
encourage managers to engage with the agency’s investment staff. This dedicated website provides 
basic information about the program and its operation and is a portal for interested firms to register 
with ERS. The portal was redesigned in 2021 to increase its functionality and provide a more user-
friendly experience. As part of that effort, ERS designed new asset class questionnaires to more 
effectively capture relevant information about an interested firm and its strategies.  



 

 Managers of Emerging Managers - ERS leverages relationships with experienced investment 
managers to work with and help develop emerging managers. These firms have demonstrated the 
resources, experience, relationships, and knowledge to identify and evaluate emerging managers 
with potential benefit to ERS. These partners are staffed to complete due diligence on newer 
managers and have investment committees and infrastructure set up to evaluate and hire emerging 
managers. These partners promote an equal access policy with respect to meeting with emerging 
managers, and provide timely and candid feedback to emerging managers. ERS encourages partners 
to continue to mentor and develop emerging managers that ERS has not yet hired for potential future 
consideration or participation in the program. GCM Grosvenor, Oak Street Real Estate Capital, 
Legato Capital Management, Barings, and Pacific Alternative Asset Management Company 
(PAAMCO) serve as current managers of emerging manager firms and mandates. 

 Industry Conferences and Strategic Partnerships – ERS staff attends major industry emerging 
manager conferences to maintain visibility of the ERS Emerging Manager Program and to stay 
current on industry developments. ERS also sponsors conferences focused on emerging managers. 
ERS is committed to providing opportunities for emerging managers and welcomes innovative ideas 
helpful to the development of the Emerging Manager Program. Current industry strategic partners 
include The Robert Toigo Foundation (Toigo), Sponsors for Educational Opportunity (SEO), New 
America Alliance (NAA), Association of Asian American Investment Managers (AAAIM), National 
Association of Investment Companies (NAIC), and National Association of Securities Professionals 
(NASP). 

EVENT HIGHLIGHTS 

TRS/ERS Emerging Manager Conference 

On February 22, 2023, ERS and the Teacher Retirement System of Texas (TRS), together with 
investment industry sponsors Grosvenor and Rock Creek, hosted the 2023 Texas Emerging Manager 
Conference virtually. The event attracted close to 2,100 registrants and included over 2,300 networking 
meetings. Attendance was higher than past events because investors and managers from across the 
country were able to participate in the virtual format.  

Colleagues from other pension plans joined ERS and TRS staff in participating as speakers and panelists 
to discuss their emerging manager programs. In addition to a fireside chat with Mr. William C. Dudley, 
former President of the Federal Reserve Bank of New York, there were several breakout panels including 
Women in Finance and Lessons for First Time Fund Managers. John McCaffrey, Managing Director of 
Portfolio Management, was a participant on the Insights from Fund Allocators panel and 13 
representatives from ERS participated in the networking event. 

ERS will co-host the 2024 Texas Emerging Manager Conference with TRS tentatively set for February 28, 
2023. Planning for this event as a virtual conference is underway, and the sponsors are excited to 
continue offering content through a platform that can effectively reach smaller managers. 

Real Estate Emerging Manager (REEM) Summit 

The Real Estate Emerging Managers Summit is a smaller format, interactive event for institutional real 
estate investors and investment managers to interact and share ideas, encouraging open dialogue and 
relationship building in the real estate community. Primary goals include creating an affordable venue for 
second- and third- time real estate emerging managers to share their insights and wisdom with first-time 
funds, as well as all real estate emerging managers to obtain meaningful feedback from investors. 
Attendance at the last REEM event held in 2022 included representation from 45 general partners and 37 
limited partners. ERS co-hosts this event with TRS, and ERS’ emerging manager program leads from 
Oak Street (a division of Blue Owl) are the Summit co-chairs. This is a biennial event and the next summit 
will take place January 10-11, 2024. 

  



 

ASSET CLASS HIGHLIGHTS 

Public Equity 

Within the Public Equity asset class, the team has engaged with emerging managers primarily through 
fund-of-funds structures. In 2010, ERS engaged in an RFP process for an Emerging Manager Fund of 
Funds. Several new relationships were developed as a result of this process: 

 In October 2010, ERS hired Legato Capital Management to run a $60 million domestic equity 
mandate benchmarked against the S&P 1500. This mandate was terminated in 2016 due to 
underperformance (-140 bps on an annualized basis since inception) relative to the benchmark. 

 In November 2010, ERS hired Leading Edge Capital Management to run a $60 million domestic 
equity mandate benchmarked against the S&P 1500. This mandate was terminated in 2016 due 
to underperformance (-140 bps annualized since inception) relative to the benchmark. 

 In November 2017, ERS hired Legato Capital Management to manage the ERS Public Equity 
International Small Cap Equity fund-of-one. The mandate was terminated in 2022 because ERS 
had built out a bench of managers to utilize for international small exposure. 

The mandate that is currently active in the public equity emerging manager program: 

 In October 2019, ERS retained Legato Capital Management to manage the ERS Public Equity 
Emerging Markets Equity fund-of-one with a commitment of $150 million. The current market 
value of this portfolio is $110 million. 

To address weak relative performance in the Emerging Markets mandate with Legato (-158 basis points 
annualized since inception), staff is considering changes to the current mandate.  

In January 2023, ERS committed $100 million to the Strive Emerging Markets ex-China ETF (STXE), 
which tracks large and mid-capitalization equity securities across emerging market economies excluding 
China. This investment aligned with the Lone Star team’s recent move to an ex-China benchmark in 
September 2022 and was found to be cost-effective relative to competing products. At the time of 
investment, Strive had $536 million in assets under management, qualifying it as an emerging manager 
under Texas law. It was anticipated that this ETF would be reduced as the internal team increased its 
research coverage of emerging markets, and the position has since been liquidated. 
 

The Public Equity team will continue to look for opportunities to engage with emerging managers as part 
of the direct program within Public Equity. In addition, staff will look for partners that can deliver 
meaningful impact within a portfolio context perspective and provide connectivity to attractive emerging 
managers. 

Private Equity 

Within Private Equity, the team engages with emerging managers both through direct investments and 
fund-of-funds structures. The program was launched in 2010 with a $50 million commitment to ERS 
Private Equity Emerging Manager Fund I managed by Credit Suisse. In 2014, ERS committed $50 million 
to ERS Private Equity Emerging Manager Fund II with Grosvenor Capital Management. 

As of June 30, 2023 ERS has committed $75 million to ERS Private Equity Emerging Manager Fund III 
with Barings Capital Management. As of September 30, 2023, Barings has committed over $40 million on 
behalf of ERS via this fund-of-one structure. Recent investments include investments in information 
technology, financial services, and industrial, all of which are in North America. For Fiscal Year 2024, the 
Barings staff plans to target approximately ten new investments in lower-middle market buyouts and 
growth emerging managers across funds, co-investments and secondaries. 

The most recent direct investment by the program was an additional commitment of $60 million to Cotton 
Creek Capital Partners in April 2022.  



 

Since inception in 2010 to June 30, 2023, the Private Equity Emerging Manager Program has committed 
$585.5 million. 

Real Assets  

Within Real Assets, the Private Real Estate team has engaged with emerging managers both through 
direct investments and fund-of-funds structures. A primary avenue for the team to invest with emerging 
managers has been via the ERS Private Real Estate Emerging Manager (PREEM) funds, a series of 
fund-of-one partnerships that have been formed between ERS and Oak Street (a division of Blue Owl). 
The relationship dates back to 2010 when ERS made its first commitment, which at that time was 
managed by Larissa Herczeg as Director of Real Assets at Morgan Creek. Ms. Herczeg has continued to 
manage the ERS Emerging Manager mandate since leaving Morgan Creek to join Oak Street in 2012. 

In 2010, ERS launched the PREEM Program by committing $60 million to ERS Private Real Estate 
Emerging Manager I (EMFOF I), which in 2012 was followed by a $40 million commitment to a sidecar 
vehicle associated with that fund. In 2016, ERS committed $50 million to ERS Private Real Estate 
Emerging Manager II (EMFOF II), which in 2018 was followed by a $55 million commitment to a sidecar 
vehicle associated with that fund. ERS’ latest committed to EMFOF III was made in 2021 for $25 million. 
EMFOF III has invested in a diverse mix of underlying funds and continues to evaluate new opportunities.  

Both the emerging manager direct program and the ERS Oak Street PREEM program continue to 
evaluate investment opportunities to complement the broader ERS private real estate portfolio. One new 
direct investment focused on industrial value-add closed in August 2023 with a commitment of $55 
million.  

The Infrastructure team makes a good faith effort to engage with smaller managers and has invested 
directly with two emerging manager funds since 2017.  

Global Credit 

The Private Credit portfolio in the Global Credit asset class relies upon external management for niche 
credit strategies that meet the return profile of the portfolio. Due to the fragmented nature of such 
strategies, staff regularly considers emerging managers and evaluates these opportunities for their fit with 
the goals of the portfolio. The Private Credit portfolio was established in 2014 and an emerging manager 
was included in the original portfolio. Private Credit has engaged emerging managers through direct 
investments and often as an anchor investor. Some emerging managers that Private Credit has invested 
in have grown beyond the emerging manager designation. Emerging managers have been important 
contributors to the success of the Private Credit portfolio and have returned over 11% over the life of the 
program. During Fiscal Year 2023, the program committed $75 million to an emerging manager whose 
strategy focuses on direct lending to lower middle market corporations. 

Hedge Funds  

Within Hedge Funds, the investment team has engaged with emerging managers primarily through fund-
of-funds relationships and, to a lesser extent, direct investments. 

The primary avenue for the hedge funds team to engage with emerging managers has been through ERS 
Launchpad, a fund-of-one partnership that was formed between ERS and PAAMCO Prisma (PAAMCO) 
in June 2018. Both ERS and PAAMCO investment staff are responsible for sourcing new investments, 
and the level of communication with emerging hedge fund managers continues to be voluminous. The 
challenge to raise investment capital for emerging funds remains elevated; therefore, Launchpad remains 
in an advantageous position to negotiate attractive terms and to reserve additional future capacity.  

Key dates since the commencement of the partnership include: 

In March 2018, the Internal Investment Committee (IIC) (precursor to the Asset Class Investment 
Committee) approved an initial $150 million commitment to Launchpad. 



 

 September 2019: ERS invested $125 million in the Cinctive Global Master Fund, managed by 
U.S.-based Cinctive Capital Management (Cinctive), an equity-focused market neutral multi-
manager platform. 

In July 2020, the IIC approved an additional commitment of $22.5 million to Launchpad. 

 November 2020: ERS invested $47.5 million in the P2 Nexxt Offshore Master Fund, managed by 
San-Francisco-based Phase 2 Partners, a global equity-focused long/short fund with a sector 
focus on Financials.  

In April 2021, the ERS Board of Trustees approved an additional $175 million commitment to Launchpad, 
bringing the total committed capital through Launchpad to $347.5 million. (Note: Under Texas 
Government Code Section 815.3016, any commitment for a single alternative investment over 0.60% of 
the total market value of the Trust requires Board approval.) 

 January 2022: ERS invested $65 million in the Lijaro VI Global Equity Master Fund, managed by 
London-based Lijaro Asset Management, a long/short global equity strategy with a focus on the 
European Industrials and Cyclicals sectors including Energy and Resources. 

 June 2022: ERS invested $103 million in the Cinctive Global Macro Fund, a new multi-manager 
global macro platform launched within U.S.-based Cinctive Capital Management. 

At the end of September 2023, the total market value of Launchpad was approximately $357 million. ERS 
continues to source attractive opportunities for consideration by Launchpad. However, any new 
commitments would require either further expansion of the Launchpad program (since the approved 
capital amounts have been fully allocated) or reallocating capital from current Launchpad relationships.  

In addition to Launchpad, ERS currently has two direct holdings in emerging hedge funds: Glazer 
Enhanced and Southpaw Credit Opportunity (which is in the process of defunding). 

*ERS is accredited by the State Pension Review Board (PRB) as a Minimum Educational Training (MET) accredited 
sponsor for Texas public retirement systems. This accreditation does not constitute an endorsement by the PRB as to 
the quality of our MET program. This agenda item may be considered in-house training provided by ERS to trustees 
and the system administrator for purposes of fulfilling MET program requirements.  

 
This agenda item is provided for informational and discussion purposes only. 
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Appendix A: Detailed Market Value 
  

   Committed Capital   Market Value  

Public Equity* $100,000,000 $129,854,167 

Legato Capital Management (Emerging Markets)   $87,616,193 

Legato – Mount Murray   18,302,049 

Legato – Rondure   23,537,023 

Legato – Trinetra   18,611,240 

Legato – RVX   27,165,881 

Strive Asset Management ETF (STXE) 100,000,000 42,237,974 

Private Equity** $585,500,000 $322,203,922 

Cotton Creek Capital Partners II 31,500,000 11,808,185 

Cotton Creek Capital Partners III 60,000,000 26,590,700 

Cotton Creek Capital Partners IV 60,000,000 0 

ERS Private Equity Emerging Manager Fund I  50,000,000 19,776,029 

ERS Private Equity Emerging Manager Fund II  50,000,000 51,972,366 

ERS Private Equity Emerging Manager Fund III  75,000,000 44,830,299 

Frontier Fund III  45,000,000 2,012,127 

Frontier Fund IV  54,000,000 37,349,214 

Frontier Fund V  65,000,000 81,044,588 

RLH Investors III  45,000,000 6,478,993 

RLH Investors IV 50,000,000 40,341,421 

Real Assets** $1,122,125,075 $685,962,871 

Abacus Capital Group Fund II (Co-Invest) (Liquidated) 5,800,075 0 

Abacus Capital Group Fund III 50,000,000 9,817 

Asana Partners Fund II 55,000,000 47,129,399 

BlackChamber Real Estate Opportunity Fund 37,500,000 44,867,351 

Camber Creek (Co-Invest) 7,000,000 8,648,473 

Camber Creek II (Liquidated) 10,000,000 0 

Camber Creek Fund III 10,000,000 14,733,270 

Camber Creek Fund IV 25,000,000 10,240,274 

Campus Real Estate Partners II 75,000,000 50,786,804 

Hammes II 50,000,000 6,498,939 

Hammes III 100,000,000 64,758,844 

Horizon MH Communities Fund I 35,000,000 52,482,481 

Horizon MH Legacy Fund II 50,000,000 49,052,220 

Horizon MH Co-invest 100,000,000 107,808,559 

Longpoint III 55,000,000 0 

Northpond IV 30,000,000 24,583,688 

Oak Street Real Estate Capital I 50,000,000 2,520,431 

Oak Street Real Estate Capital I (Abacus Sidecar) 
(Liquidated) 

20,000,000 0 

Oak Street Real Estate Capital I (Exeter Sidecar) (Liquidated) 20,000,000 0 

Oak Street Real Estate Capital II 50,000,000 34,981,306 



 

Oak Street Real Estate Capital II (Sidecar) 50,000,000 38,983,394 

Oak Street Real Estate Capital III 25,000,000 11,175,790 

Pennybacker III 15,000,000 410,512 

Singerman Real Estate Opportunity Fund II 15,000,000 9,917,703 

US Self Storage Fund I (Devon) 50,000,000 45,791,055 

New American Bridges Fund (Infrastructure) 50,000,000 38,188,839 

Teset Infrastructure I (Infrastructure) 81,825,000 22,393,722 

Hedge Funds* $347,500,000 $430,514,622 

Glazer Enhanced L.P.   68,744,646 

Southpaw Credit Opportunity Partners (Defunding)   5,031,984 

ERS Launchpad LLC 347,500,000 356,737,992 

Global Credit** $1,242,000,000 $842,234,466 

AGL Credit Management LP** 500,000,000 378,087,326 

All Seas Capital I** 117,000,000 93,591,333 

Balance Point Capital Partners III** 75,000,000 
135,271,714 

Balance Point Capital Partners V** 125,000,000 

Balance Point Capital Partners VI** 75,000,000   

Marblegate Partners Fund II* 150,000,000 138,242,571 

VWH Master Fund LP** 50,000,000 
97,041,522 

VWH Master Fund III** 150,000,000 

Total $3,397,125,075 $2,410,770,048 

*As of September 30, 2023     

**As of June 30, 2023  
 

 


