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London Borough of Hammersmith and Fulham 

Strategic Rebalancing 
 

Introduction 

This note has been prepared for the Pensions Sub-Committee (“the Sub-Committee”) of the London Borough of 

Hammersmith & Fulham Pension Fund (“the Fund”). The purpose of this paper is to provide the Sub-Committee 

with a recommendation to rebalance the overall asset mix, bringing it more closely in-line with the previously 

agreed strategic benchmark. 

31 March Asset Allocation 

The table below shows the Fund’s current allocation versus the strategic benchmark allocation. 

Manager Asset Class 31 Mar 

2017 

31 Mar 

2017  

Benchmark 

Allocation  

Relative 

Allocation 

Majedie UK Equity (Active) £224.2m 22.4% 22.5%  

LGIM Global Equity (passive) £294.7m 29.4% 22.5%  

  Total Equity £518.9m 51.8% 45.0% +6.8% 

Ruffer Absolute Return £101.6m 10.1% 10.0%  

Insight Bonds Plus £89.3m 8.9% 10.0%  

  Total Dynamic Asset 

Allocation 
£190.9m 19.0% 20.0% 

-1.0% 

  Total Private Equity £8.3m 0.8% 0.0% +0.8% 

Partners 

Group 

Multi Asset Credit 
£52.6m 5.2% 7.5% 

 

Oak Hill 

Advisors 

Diversified Credit 

Strategy 
£70.3m 7.0% 7.5% 

 

Partners 

Group 

Direct Infrastructure 
£8.7m 0.9% 5.0% 

 

 Secure Income £131.7m 13.1% 20.0% -6.9% 

M&G Inflation Opportunities £95.0m 9.5% 10.0%  

Standard Life Long Lease Property £47.0m 4.7% 5.0%  

 Total Inflation 

Protection 
£142.0m 14.2% 15.0% 

-0.8% 

LGIM Liquidity Fund £10.8m 1.1% 0.0% +1.1% 

 Total £1,002.6m 100.0% 100.0%  

 

The main deviations from the benchmark are the Fund’s 6.8% overweight allocation to equities and the 6.9% 

underweight allocation to Secure Income. 

Secure Income underweight 

Although the Fund is currently underweight its Secure Income allocation, the underweight should naturally reduce 

over the next 12 – 18 months as the allocation to Partners Group Direct Infrastructure increases as the fund is 

drawn down further. The Fund committed €55m (c. £48m based on current exchange rates) to the product and 

therefore, once fully drawn, this should bring the Partners Group Direct Infrastructure allocation up to c. 4.8%, 

bringing the Secure Income allocation up to c. 17%, i.e. c. 3% underweight.
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Equity overweight 

A portion of the assets currently invested in equities are ‘earmarked’ to fund the undrawn commitment to Partners 

Group Direct Infrastructure. At the first instance, any infrastructure capital calls are to be sourced from the cash 

held in the LGIM Liquidity Fund (£10.8m) with the remaining c. £28.5m to be taken from the equity allocation. This 

leaves the ‘actual’ equity overweight position at c. 4% (c. £40m). 

Recommendation 

Secure Income 

The Sub-Committee should consider topping up the Fund’s Secure Income allocation.  However, given the nature of 

the products in the portfolio (in that most of them are closed-ended) this is not something that can be achieved by 

topping up existing mandates.  

Infrastructure is an asset class with secure income characteristics, however it is important to highlight that the 

characteristics and key risks within infrastructure can vary by mandate type. We are aware of a number of products 

that are currently open to investors where the focus is more on regulated utility related assets that are expected to 

deliver IRRs in the region of 8 – 10% per annum, with a particular focus on yield. 

We have produced a separate paper for the Sub-Committee with details on four infrastructure products. The 

intention is that the Sub-Committee would invite some or all of these managers to present their products at a 

separate meeting, with a view to investing c. 3% of the Fund of one of these products to bring the Secure Income 

allocation in line with the strategic benchmark. This should be taken from the equity portfolio. 

When considering making a further allocation to a Secure Income strategy, consideration should be given to the 

timescales over which any allocation will be drawn down and the potential for the current allocation to the Partners 

Multi Asset Credit Fund starting to reduce as the underlying investments are refinanced. 

Equity 

Equity markets have experienced very strong returns over the past few years, with prices at all-time highs, and as 

such we have a very cautious view on equity markets. Our view on equities is partly attributable to the short term 

risks facing equities, notably that Trump fails to deliver on his election promises or that there is a market correction 

to bring it more into line with the underlying earnings.  There is also the potential for negative implications over the 

medium to long term of Britain’s exit from the EU. 

We would recommend that the Sub-Committee reduces the overweight exposure to equities, bringing the allocation 

down to 45%. As outlined about, 3% should be used to bring the allocation to Secure Income up to the strategic 

benchmark level, leaving a 4% overweight position (c. £40m). Although c. £28.5m of the c. £40m overweight will 

be drawn down by Partners Group Direct Infrastructure Fund over the coming 12 – 18 months, we would 

recommend that the Sub-Committee disinvests the entire c. £40m overweight allocation and considers transitioning 

the assets to Ruffer.  As such the remaining Partners Group allocation would be funded from Ruffer (and the LGIM 

Liquidity Fund).  

Implementing this, we would look to have a conversation with Partners Group to ascertain the likely profile of 

drawdowns to ensure that there are no short term issues with managing cashflows if a further drawdown is 

imminent.  It should be borne in mind that the overall investment management costs for the Fund will rise slightly 

given fees on the Ruffer strategy are higher than for passive equities.  We expect the Ruffer strategy will provide 

the Fund with a degree of protection if equity markets do suffer a setback, but accept that is equity markets 

continue to fare well, the Ruffer Fund is likely to underperform. 

For movements of this size, based on conversations with the manager, there are no transaction costs incurred to 

transfer in or out of Ruffer’s fund, as such there would be no additional costs to the Fund (although the Fund would 

still incur transition costs to disinvest from equities) from implementing this proposal. 

Deloitte Total Reward and Benefits Limited 
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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. 
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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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