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Asset allocation – average pension fund, 1962 – 2013 

Asset Allocation Trends 

Source: National Statistics (until 1995), WM (1996 onwards). As at end December 2013. 
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Tactical decisions can enhance returns  

Source: Datastream 

Note: Calendar year returns in local currencies. 
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Movement of UK Equities returns 

No single asset class delivers consistent top performance 
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Diversification  helps 

Source: UBS Global Asset Management 

For illustrative purposes only 
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…but correlations change over time 
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The governance challenge  

Financial Objectives 

Investment Strategy 

Asset Allocation 

Manager Selection  

Liability Hedging 

 Counterparty Selection 

Tactical Asset Rotation 

Alternatives 

Stock selection 

 Custodian Selection 

Make efficient use of time… delegation 

Source: UBS. For illustration purposes only. 
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Risks in a pension fund 

Investment Related 
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Current  thinking in pension fund investment 

Traditional  
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Public Schemes Open Indef inite horizon Risk seeking 
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Liability hedging and return generating assets 
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Liability 

hedging 

Liability hedging component 

 Interest rate derivatives 

 Long duration bonds 

Return generating component 

 Diversified market risk 

 Diversified active risk 

Return generating 

For illustrative purposes only. 

As the plan’s funding ratio improves, assets are moved from return generating to 

liability hedging, to reduce funding volatility 

Liability hedging component min/max 

Liability hedging component target 

Return generating component min/max 
Return generating component target 

Sample De-Risking Schedule 

+ 

Importance of a roadmap 
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Role of alternatives 

Helps portfolio efficiency 

Real Estate Infrastructure Private Equity Hedge Funds 

Preserves real value ? ? 

Cash flow ? 

Portfolio efficiency ? 

Management cost ? ? ? ? 

Liquidity Quarterly Illiquid Illiquid Quarterly 
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… a blend provides efficient exposure to equities? 

Alternative indices 
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Source: UBS Global Asset Management, Bloomberg, FTSE, MSCI. TR gross index performance data in USD to 31 December 2013, rebased to 100.  

Note: Data from 31 May 1988 (earliest date when data is available for all examined indices) to 31 December 2013.  

Data for alternative indices contains live and back-tested data. Past performance is not a reliable indicator of future results. 

Value: FTSE RAFI Dev. 1000 (annual rebalance) vs. MSCI World 

Momentum: MSCI World Momentum vs. MSCI World Quality: MSCI World Quality vs. MSCI World 

Volatility: MSCI World Min Vol USD opt vs. MSCI World 
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Use of derivatives 

Bond exposure includes a number of different risks which can be hedged via derivatives, for example: 

Derivatives, such as options and futures, are used in the strategy: 

 As a source of potential return 

 To obtain exposure to certain markets 

 To replace more traditional investments 

 As a risk management tool (see illustration below) 

 To improve portfolio liquidity 

For illustration purposes only. 

If you buy 

a European 

bank bond 

you get … 

– = 
Interest rate risk 

and 

 currency risk 

removed 

… credit risk, 

interest rate 

risk, and 

currency risk 

Credit 

 exposure 

You can hedge 

 some of these risks by 

using interest rate 

futures (e.g. Bund 

futures) and  

currency forwards 

It's all about efficiency of implementation 
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Structured Solutions 

Supplying a broad skill set to offer outcome 

oriented investment solutions 

 

Dedicated team of financial engineers to offer client 

outcomes that may not be readily available via 

traditional investment strategies 
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What do you want to achieve? 
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Hiring / Firing – the mistake some committees have made 

Source: UBS Global Asset Management and Goyal and Wahal, “The Selection and Termination of Investment Management Firms” 
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 Pool intellectual capital – make use of fund managers to broaden the debate 

 

 Greater awareness of the liability drivers and buckets 

 

 Better informed decisions on the important stuff 

 

 Are you exploiting temporary market inefficiencies across markets and currencies  

 

 Embrace Alternatives 

 

 Ensure managers know where they fit in with the overall strategy 

 

 Holistic view of risk 

 

Meeting the Efficiency Challenge – Can you do it? 
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Disclaimer 

UBS Global Asset Management (UK) Ltd is a subsidiary of UBS AG. Registered in England. 

UBS Global Asset Management (UK) Ltd and UBS Global Asset Management Funds Ltd are authorised and regulated by the Financial Conduct Authority.  UBS 

Global Asset Management Life Ltd is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential 

Regulation Authority.  Telephone calls may be recorded. 

© UBS 2014. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. 

This document is for Professional Clients only. It is not to be distributed to or relied upon by Retail Clients under any circumstances. 

This material supports the presentation(s) given. It is not intended to be read in isolation and may not provide a full explanation of all the topics that were presented 

and discussed. Care has been taken to ensure the accuracy of the content, but no responsibility is accepted for any errors or omissions.  

Please note that past performance is not a guide to the future. The value of investments and the income from them may go down as well as up, and investors may 

not get back the original amount invested. 

This document is a marketing communication. Any market or investment views expressed are not intended to be investment research. The document has not 

been prepared in line with the FCA requirements designed to promote the independence of investment research and is not subject to any prohibition on 

dealing ahead of the dissemination of investment research. 

Source for all data and charts (unless otherwise stated): UBS Global Asset Management 

The information contained in this document should not be considered a recommendation to purchase or sell any particular security and the opinions expressed are 

those of UBS Global Asset Management and are subject to change without notice. Furthermore, there can be no assurance that any trends described in this 

document will continue or that forecasts will occur because economic and market conditions change frequently.  

This document does not create any legal or contractual obligation with UBS Global Asset Management.  

The recipient agrees that this information shall remain strictly confidential where it relates to the Investment Manager's business. The prior consent of UBS Global 

Asset Management (UK) Ltd should be obtained prior to the disclosure of commercially sensitive information to a third party (excluding the professional advisors of 

the recipient).  

Information reasonably deemed to be commercially sensitive and obtained from UBS Global Asset Management (UK) Ltd should not be disclosed. This information 

is supplied with a reasonable expectation that it will not be made public. If you receive a request under the Freedom of Information Act 2000 for information obtained 

from UBS Global Asset Management (UK) Ltd we ask that you consult with us. We also request that any information obtained from UBS Global Asset Management 

(UK) Ltd in your possession is destroyed as soon as it is no longer required. 


