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2Investment objectives – the big picture

Current assets

Contributions

Investment 
returns

Assets required 
to be fully 

funded

Our focus

Time

Key objectives
 Ensure that benefits are 

paid to members
 Ensure suitability of assets
 Optimise the anticipated 

return consistent with a 
prudent level of risk



Relationship between strategy and contributions

ContributionsInvestment returns
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Key takeaway
Aiming for higher investment returns enables you to set lower contribution rates today… but means a 
higher risk of not achieving the desired returns in future



What do we mean by risk

Inflation 
risk

Currency 
risk

Capital 
value
risk

Equity 
risk

Cashflow 
risk 

Climate 
risk

Illiquidity
risk 



Establish strategic objectives
 Expected return
 Risk i.e. VaR
 Understand the contributors to risk and retun

Define role of parts of the portfolio
 For example what are we trying to achieve from illquids
 This will help us consider opportunities 

Decision making framework
 Putting the above together will create a framework to 

consider opportunities
 This will help us identify ways to get to net zero

What output will we consider? 5



This slide is for building dashboards 
using the DashBuilder tiles on Templafy. 
This 3x3 grid forms the basic layout.

Insert dashboard-style tiles from a big 
selection in the DashBuilder folder in 
‘Shapes & Callouts’. 

‘Small’ (1x1) tiles are shown and tagged 
with their grid position (e.g. P1, P2, etc) 
so you can insert them with precision.

The previews for ‘big’ tiles (e.g. 2x3) 
show the insertion positions too. Add 
Grey Lines if you don’t want line gaps.

If you change your mind, just insert new 
tiles. Or use the Forward Pitch ‘Grid’ to 
snap your dashboard tiles around.

Be sure to cover all the grey boxes with 
dashboard tiles. There are white ‘Blank’ 
tiles if you need them. 

Some tiles, especially chart ones, will 
need to be Ungrouped (see ‘Arrange’ 
menu) before you can edit the content.

For charts, click on the (ungrouped) 
PPT chart placeholder. Use the ‘Resize 
for PowerPoint’ button in Chart Control.

Use Chart Control ‘Copy’ and Forward 
Pitch “Paste & Replace” to neatly insert 
your new chart.

P1 P2 P3

P4 P5 P6

P7 P8 P9

6Example output looking at climate scenario risk

Funding level projections under each climate scenario

Orderly Transition
Immediate, coordinated global action is taken 
to aggressively tackle climate change

Disorderly Transition
Limited action, insufficient consideration given 
to sustainable long-term policies to manage 
global temperatures effectively

Smooth Transition
Rapid advancement of green technology and 
government action on climate change drives a 
smooth transition to a low carbon economy

Comments
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 The chart on the right shows the distribution of risk for a 
generic local authority client

 Most of the risk will come from the equity holdings as 
their price is traditionally volatile and most of the assets 
are held in this asset class

 Additional volatility comes from property and other illiquid 
holdings

 Different asset classes have different reactions to market 
events and the diversification of returns due to this is 
represented by the total risk being lower than adding up 
the individual risk exposures

Example Value at Risk distribution



Setting a Long Term Investment Strategy

Meet with and agree to 
appoint any new 
investment managers

Manager Selection
Determine the underlying 
assets within each asset 
group 

Strategy Detail

Create an efficient 
portfolio by setting the 
allocation across broad 
asset groups 

Strategic Asset 
Allocation

1 2 3

ImplementationStrategy review



9Investment Strategy | London Borough of Southwark 
Pension Fund Investment Strategy (30 June 2022) 

Source: London Borough of Southwark Pension Fund, Investment Strategy Statement
*Illiquid investment asset class includes the recent investments to timberland, bereavement services 
and private equity strategies 

Asset class Strategic Allocation (%) Actual Allocation (%)

Active Global Equities 15
49

Passive Low Carbon Global Equities 30

Total Equities 45 49

Property 20 17

Diversified Growth Funds 10 8.9

Absolute Return Fixed Income 5 6.6

Renewable Energy Infrastructure 5 4.3

Index Linked Gilts 10 7.2

Illiquid Investments* 5 4.8

Liquidity 0 2.2

Total 100 100

Observations
 Equities are the key driver 

of returns
 Diversification through 

property, DGFs and 
infrastructure

 Index linked gilts and, to a 
lesser extent 
infrastructure, provide 
inflation linkage

 ESG incorporated into 
equity allocation, 
renewables and illiquid 
investments

Focus for this session
We want to review the 10% strategic allocation to Diversified Growth Funds



Index linked gilts

Fixed interest gilts
Corporate bonds

High yield debt
Emerging market debtARBS

MAC

Developed market equities

Emerging market equities

Private equity

DGF
Hedge Funds

Property

Infrastructure

Property debtR
et

ur
n

Risk

10Risk and return

Low risk / defensive

Diversification

Return drivers

Alternative to DGF
By allocating the assets invested in the DGF to other asset classes, for example equities and index-linked 
gilts, we can achieve a similar overall risk/return profile



Strategic changes
 Role of DGFs and ARBS
 Illiquid assets 
 Moving to net zero

Next steps
 Consider output form Strategy Review in December

What strategic changes will we consider? 11
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Contact details

Colin Cartwright
Partner
020 7086 9044
colin.cartwright@aon.com

mailto:Colin.cartwright@aon.com


Disclaimer:
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. We will not provide any updates or supplements to this document or any due diligence conducted unless we have expressly agreed with you to 
do so. 
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. 
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. 
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.

Aon plc (NYSE:AON) is a leading global professional services firm providing a broad range of risk, retirement and health solutions. Our 
50,000 colleagues in 120 countries empower results for clients by using proprietary data and analytics to deliver insights that reduce 
volatility and improve performance.

Copyright ©          Aon Solutions UK Limited and Aon Investments Limited. All rights reserved. aon.com. Aon Wealth Solutions’ business in the UK is provided 
by: Aon Solutions UK Limited - a company registered in England and Wales under registration number 4396810 with its registered office at The Aon Centre, The 
Leadenhall Building, 122 Leadenhall Street, London EC3V 4AN. Tel: 020 7623 5500. Aon Investments Limited – a company registered in England and Wales 
under registration number 5913159 with its registered office at The Aon Centre, The Leadenhall Building, 122 Leadenhall Street, London EC3V 4AN. Tel: 020 
7623 5500. Aon Investments Limited is authorised and regulated by the Financial Conduct Authority. This document and any enclosures or attachments are 
prepared on the understanding that they are 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. In this context, “we” includes any Aon Scheme Actuary appointed by you. To protect the 
confidential and proprietary information included in this document, it may not be disclosed or provided to any third parties without Aon’s prior written consent.

2022


	Pension Advisory Panel
	Investment objectives – the big picture
	Relationship between strategy and contributions
	What do we mean by risk
	What output will we consider?
	Example output looking at climate scenario risk
	Example Value at Risk distribution
	Setting a Long Term Investment Strategy
	Investment Strategy | London Borough of Southwark Pension Fund Investment Strategy (30 June 2022) 
	Risk and return
	What strategic changes will we consider?
	Contact details
	Slide Number 13

