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London Borough of Hammersmith & Fulham 

Pension Fund 
Investment Strategy Analysis 

Introduction 

Following the discussions at the Pensions Sub-Committee meeting on 22 June 2016 on the proposal to 

rebalance the Fund’s holdings back to the target allocations set out in the Statement of Investment Principles, 

we have carried out the below risk/return analysis, as requested. To recap, the proposal was: 

 To withdraw £36m from Majedie and invest £16m with Oak Hill Advisers’ Diversified Credit Strategies Fund 

and £20m with Insight’s Bonds Plus Fund. 

 This would reduce the overweight to UK Equities from 4.5% to 0.2% and would bring the Oak Hill and 

Insight allocation into line with the strategic benchmark (7.5% and 10.0% respectively). 

Firstly, it is worth highlighting that the investment strategy was set at the time of the last actuarial valuation 

and aims to deliver the required level of return within the risk budget. Therefore, any allocations which deviate 

significantly from the benchmark should typically be periodically rebalanced in order to maintain the desired 

level of risk within the Fund. It is also worth noting that Majedie has delivered superior returns to its benchmark 

and target and therefore this is an opportunity to effectively ‘take the profits’ of some of this outperformance. 

The analysis below highlights the additional risk that the Fund is exposed to as a result of the overweight 

position to UK Equity. However please note that this analysis is no substitute for a full review of the investment 

strategy. 

Sensitivity Analysis 

The Fund carries a significant equity exposure, which is an extremely volatile asset class (even more so in the 

current climate of uncertainty). To highlight this, we have carried out sensitivity analysis which shows the 

impact to the overall Fund of a significant move in the equity market (keeping all other asset classes constant) 

using the current allocations (31 May 2016): 

 UK Equities fall by 10% - the Fund falls by 2.7% (c. £23m). 

 Total Equities fall by 10% - the Fund falls by 5.2% (c. £44m). 

To show the effect the overweight position has if the Fund’s investment strategy was in line with the benchmark 

allocation: 

 UK Equities fall by 10% - the Fund would fall by 2.3% (c. £19m). 

 Total Equities fall by 10% - the Fund would fall by 4.5% (c. £38m). 
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Risk Analysis 

We have assessed the riskiness of the three mandates in question (Majedie, Oak Hill and Insight) by analysing 

the historic volatility of each fund, using historic monthly returns. Since inception, the three funds have had the 

following annualised volatility: 

 Majedie – 12.2% p.a. (January 2006 – May 2016). 

 Oak Hill – 5.1% p.a. (September 2012 – May 2016). 

 Insight – 1.5% p.a. (October 2011 – May 2016). 

At a portfolio level, based on historic volatility and correlations, using the current allocations, as outlined in the 

proposal (Majedie 25.2%, Oak Hill 5.6% and Insight 7.6%), the risk contribution to the total Fund from these 

three mandates is c. 2.6% p.a. Using the same methodology, but the post-rebalancing allocations (Majedie 

20.9%, Oak Hill 7.5% and Insight 10.0%), the risk contribution to the total Fund from these three mandates 

would be c. 2.3% p.a. 

From this analysis we would expect that, notwithstanding the diversification effect arising from the rest of the 

Fund’s assets, the contribution of these three portfolios to total Fund asset volatility would be expected to 

reduce by c. 0.3% p.a. as a result of implementing the proposed rebalancing. 

Return Analysis 

Lastly, we have looked at the effect this rebalance will have on the expected return. We put both portfolios (pre 

and post rebalance) into our stochastic model simulator which estimates a median annualised return over a 10 

year period from 2,000 simulations. This estimated that the expected return would reduce by 0.1% p.a. as a 

result of this rebalancing. 

Conclusion 

Our advice remains that the Sub-Committee should make a disinvestment from Majedie, in order to bring the 

Fund’s UK Equity exposure down to the benchmark allocation of 22.5%. The proceeds should be invested in 

Oak Hill and Insight, proportionately, to bring each mandate closer to its benchmark allocation.  

Based on the 30 June valuations (or where 30 June was not available, the latest available valuations), we 

recommend the following transactions are carried out to bring the Fund’s UK Equity exposure down to the 

benchmark allocation: 

 To withdraw £38m from Majedie and invest £16m with Oak Hill Advisers’ Diversified Credit 

Strategies Fund and £22m with Insight’s Bonds Plus Fund. 

 This would bring the UK Equities allocation down to the benchmark weight and would reduce the 

underweight to Oak Hill and Insight to 0.1%. 
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Other than as stated below, this document is confidential and prepared solely for 

your information and that of other beneficiaries of our advice listed in our 

engagement letter. Therefore you should not refer to or use our name or this 

document for any other purpose, disclose them or refer to them in any 

prospectus or other document, or make them available or communicate them to 

any other party. If this document contains details of an arrangement that could 

result in a tax or National Insurance saving, no such conditions of confidentiality 

apply to the details of that arrangement (for example, for the purpose of 

discussion with tax authorities).  In any event, no other party is entitled to rely 

on our document for any purpose whatsoever and thus we accept no liability to 

any other party who is shown or gains access to this document. 
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Risk Warnings 

 

 Past performance is not necessarily a guide to the future. 

 The value of investments may fall as well as rise and you may not get back the amount invested. 

 Income from investments may fluctuate in value. 

 Where charges are deducted from capital, the capital may be eroded or future growth constrained. 

 Investors should be aware that changing investment strategy will incur some costs. 

 Any recommendation in this report should not be viewed as a guarantee regarding the future performance 

of the products or strategy.  

Our advice will be specific to your current circumstances and intentions and therefore will not be suitable for 

use at any other time, in different circumstances or to achieve other aims or for the use of others.  Accordingly, 

you should only use the advice for the intended purpose. 

 

 

 


