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Introduction & objectives 

Setting an investment strategy 

An overview of the current strategy 
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Objectives – the big picture 

  

  

  

Key objectives 
 Ensure that 

benefits are paid to 
members. 

 Ensure suitability 
of assets. 

 Optimise the 
anticipated return 
consistent with a 
prudent level of 
risk. 

Time 

Assets required  
to be 

fully funded 
 

Current  
Assets 

 

Contributions  
above accrual cost 

Investment returns  
above liabilities  

+ 

= 
+ 

Our focus 
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The relationship between investment strategy and contributions 

Investment Returns Contributions 

 Aiming for higher investment returns enables you to set lower contribution rates 
today… 

‒ …but it also means a higher risk of NOT achieving the desired returns in 
future… 

‒ …in which case you will need to set higher contribution rates to close the 
funding gap. 
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Setting an investment strategy 
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Medium Term Asset Allocation 
Exploiting market pricing inefficiencies.  

Managers 
Finding best in breed managers 
 and negotiating fees and terms.  

Strategic Asset Allocation  
Setting a long term framework. 

Split between return seeking and matching.  

 1. Strategic  
Asset Allocation 

2. Medium Term  
Asset Allocation  

 

3. Managers 
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What drives success? 
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 In order to set investment strategy we need to understand: 
– Required level of return: 

• We need to achieve a return linked to the liabilities (e.g. gilts +2.2%pa). 
– Risk tolerance: 

• We need to understand the level of risk we are able to take. 

Gilts + 2.2%pa 

Gilts + 1.0%pa Gilts + 3.0%pa 

Balancing risk and return 
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– Introducing assets that are not perfectly correlated will reduce overall portfolio risk. 
– Diversification is key!  

What can we do to improve the strategy? 

Volatility 
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The current investment strategy 
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Current funding and investment strategy 

 The investment strategy is expected to: 
– achieve a rate of return in excess of the 

discount rate,  
– with a level of risk that the Committee 

consider to be appropriate. 
 

 The discount rate, agreed at the latest actuarial 
valuation, is: 

– gilt yields plus 2.2% pa. 
 

 The current investment strategy is made up of 
76% growth assets and 24% matching assets. 
 

 The Fund remains exposed to some key 
investment risks such as:  

– Equity risk, 
– Interest rate risk, 
– Inflation risk. 

 The Objective of the Fund is to provide pension 
and lump sum benefits  

– in full  
– as and when they fall due 
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Strategic benchmark asset allocation 

18% Alternatives 
 Infrastructure 

Access 
 Temporis 
 Equitix 
 Green investment bank 

 
 

16% Property 
 Schroders  

UK commercial property 
 M&G 

Private rental sector 
 

42% Equities 
 LGIM 

FTSE World (Ex Tobacco) 

23% Fixed income 
 Aberdeen Standard Investments 

UK investment grade and absolute 
return bonds 
 

 Wellington Management 
UK investment grade 

 

 Private equity 
Knightsbridge 

 Pantheon 
 Access 
 North Sea 
 Markham Rae 
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Recent activity 

 Over the past few years the Committee has taken an active decision to reduce the equity 
allocation of the Fund. 
 

 The proceeds of selling down equity have been used to invest in additional alternative and 
property investments, e.g. private rental sector. 
 

 The Fund has also increased its allocation to infrastructure and private equity. 
 

 The next stages of the development of the investment strategy is expected to include a review 
of the bond portfolio and consideration of private debt opportunities. 
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Potential future considerations 

Expected 
Return 

Consider rate of 
return needed 

under the 
funding strategy 

Income 
Explore income 

generating 
assets as Fund 
becomes cash 
flow negatiive 

Equities 
Continue to 

reduce exposure 
to equity 
markets 

Bonds 
Increased 

diversification of 
credit assets 

Target 
portfolio 

How should the 
portfolio be 

invested once 
fully funded? 

ESG 
Consider how to 

ensure Fund 
invests 

responsibly  
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Disclaimer 

This document and any enclosures or attachments are prepared on the understanding that it is solely for the benefit of the 
addressee(s). Unless we provide express prior written consent, no part of this document should be reproduced, 
distributed or communicated to anyone else and, in providing this document, we do not accept or assume any 
responsibility for any other purpose or to anyone other than the addressee(s) of this document.  
Notwithstanding the level of skill and care used in conducting due diligence into any organisation that is the subject of a 
rating in this document, it is not always possible to detect the negligence, fraud, or other misconduct of the organisation 
being assessed or any weaknesses in that organisation's systems and controls or operations.  
This document and any due diligence conducted is based upon information available to us at the date of this document 
and takes no account of subsequent developments. In preparing this document we may have relied upon data supplied to 
us by third parties (including those that are the subject of due diligence) and therefore no warranty or guarantee of 
accuracy or completeness is provided. We cannot be held accountable for any error, omission or misrepresentation of 
any data provided to us by third parties (including those that are the subject of due diligence). This document is not 
intended by us to form a basis of any decision by any third party to do or omit to do anything. 
Any opinions or assumptions in this document have been derived by us through a blend of economic theory, historical 
analysis and/or other sources. Any opinion or assumption may contain elements of subjective judgement and are not 
intended to imply, nor should be interpreted as conveying, any form of guarantee or assurance by us of any future 
performance. Views are derived from our research process and it should be noted in particular that we cannot research 
legal, regulatory, administrative or accounting procedures and accordingly make no warranty and accept no responsibility 
for consequences arising from relying on this document in this regard.  
Calculations may be derived from our proprietary models in use at that time. Models may be based on historical analysis 
of data and other methodologies and we may have incorporated their subjective judgement to complement such data as 
is available. It should be noted that models may change over time and they should not be relied upon to capture future 
uncertainty or events. 
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Aon Hewitt Limited 
Aon Hewitt Limited is authorised and regulated by the Financial Conduct Authority. 
Registered in England & Wales No. 4396810 
Registered office: 
The Aon Centre  |  The Leadenhall Building  |  122 Leadenhall Street  |  London  |  EC3V 4AN   
 
To protect the confidential and proprietary information included in this material, it may not be disclosed or 
provided to any third parties without the prior written consent of Aon Hewitt Limited. 
 
Aon Hewitt Limited does not accept or assume any responsibility for any consequences arising from any person, 
other than the intended recipient, using or relying on this material. 
 
Copyright © 2018 Aon Hewitt Limited.  All rights reserved. 
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