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Strategy

 We see the strategy framework as having three key dimensions, as set 

out in the table below.

2

Element

1. Sustainability – returns and spending

2. Purchasing Power – preserving buying power

3. Diversification – spreading risk
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Forward-looking risk / return trade-off
(Normative assumptions, no alpha)
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5% Tail Conditional Expectation (average for one-year periods over the period to 2030)

Forward-looking risk-return trade-off for different investment 
strategies (Normative assumptions, no alpha)

This slide shows the mix of bonds and equities we expect to deliver different levels of real return over the 

medium term.
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SAA Roadmap – Approach 

 We have been driven by six main criteria

1. Ability 

2. Complexity

3. Investment Beliefs

4. Governance

5. Implementability, and 

6. Monitoring

4
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SAA Roadmap – Approach 

 We have considered

 The split between bonds and equity – the single most important decision the Fund can make.

 The extent to which systematic “beta” exposures can be introduced

 A broad range of allocations, including to “alternative” assets

 The issue of currency and the “numeraire” for the Fund

 The arguments for and against passive and active management

 Ongoing measurement and monitoring needs

5
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US Small Cap 

Equity

TLPF Roadmap
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Global Equity 

Global 

Sovereign

Bonds

Emerging 

Markets

A

B

C

D

Hedge Funds

E

Private Equity

F

Commodities

G

H

I

Real Estate

Infrastructure
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Strategic Asset Allocation Roadmap

Curr

ent
T1 T2 T3 T4 T5 T6 T7 T8 T9

Bonds 96 80 70 60 60 60 60 58 58 58

BPA 76 60 50 40 35 30 30 28 28 28

BIS 20 20 20 20 20 20 20 20 20 20

Global Sov. 5 10 10 10 10 10

Equity 4 20 30 40 40 40 40 40 40 38

Global 4 20 30 38 35 35 32 30

US Small Cap 2 2 2 2 2

Global Emerging 

Markets
3 3 3 3

Private Equity 3 3

Other 2 2 4

Hedge Funds 2 2 2

Commodities (non 

Resource)
2

7
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Roadmapping
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Commodities

Private Equity Private Equity

Hedge Funds Hedge Funds Hedge Funds

GEMs GEMS GEMs GEMs

US Small Caps US Small Caps US Small Caps US Small Caps US Small Caps

Sovereigns Sovereigns Sovereigns Sovereigns Sovereigns Sovereigns

7.2

7.8

8.2

8.6
8.8

8.9
9.1

9.4
9.7 9.7

Current T1 T2 T3 T4 T5 T6 T7 T8 T9 

Bonds

Equities

Other

US Treasuries, Sovereign Bonds, Global Aggregate

Developed Market Equities, US Small Cap, Emerging Market Equities

Fund of Hedge Funds, Private Equity FoFs, Non-Energy Commodities

Introduce 

Global 

sovereigns

Gradually 

increase weight 

to Global 

equities

Introduce 

US small 

caps

Introduce 

Emerging 

market 

equities

Introduce 

FoHFs

Introduce 

PE FoFs

Introduce 

NEC

COMPLEXITY
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Ability, Complexity and Governance

SAA Roadmap

9
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A complex process
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The figure below highlight the various asset class dimensions and investment considerations that must be taken in 

to account when  developing an appropriate SAA and in constructing portfolios.

SAA
Portfolio Construction

Asset class Geography Sub classes Investment style

Fixed income

Equity

Real estate

Commodities

Hedge funds

Global

Regional

Country

Government 

Corporate 

Asset backed 

Bank loans

Developed market 

Emerging market

Private equity

Office

Retail

Industrial

Leisure

Storage

Timber

Diversified

Global macro

Long / Short

Convert. arbitrage

Credit arbitrage

Capital structure

Investment grade 

Sub-investment

Grade

Large cap

Mid cap

Small cap

Core

Sector

Long duration

Medium duration

Short duration

Nominal 

Inflation linked

Listed

Unlisted

Direct

Indirect

Open end

Closed end

Sector

Active

Enhanced passive

Passive

Absolute return

Core

Opportunistic

Single strategy

Multi-strategy

Fund of funds

Momentum

Contrarian

Sector rotation

Value

Growth

Value

Momentum

Contrarian

GARP

Rotation

Top-down

Bottom-up

Fundamental

Quantitative

Top-down

Bottom-up

Trading 

Long term

Fundamental

Quantitative

Top-down

Bottom-up

Income yield

Capital gain

Fundamental

Quantitative

Top-down

Bottom-up

Market neutral

Absolute return

LIBOR plus

Fundamental

Quantitative

Opportunistic

Physical

Futures

Fundamental

Quantitative
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Linking Ability, Complexity and Governance

Asset class Geography Sub classes Investment style

Fixed income

Equity

Real estate

Commodities

Hedge funds

Global

Regional

Country

Government 

Corporate 

Asset backed 

Bank loans

Developed market 

Emerging market

Private equity

Office

Retail

Industrial

Leisure

Storage

Timber

Diversified

Global macro

Long / Short

Convert. arbitrage

Credit arbitrage

Capital structure

Investment grade 

Sub-investment

Grade

Large cap

Mid cap

Small cap

Core

Sector

Long duration

Medium duration

Short duration

Nominal 

Inflation linked

Listed

Unlisted

Direct

Indirect

Open end

Closed end

Sector

Active

Enhanced passive

Passive

Absolute return

Core

Opportunistic

Single strategy

Multi-strategy

Fund of funds

Momentum

Contrarian

Sector rotation

Value

Growth

Value

Momentum

Contrarian

GARP

Rotation

Top-down

Bottom-up

Fundamental

Quantitative

Top-down

Bottom-up

Trading 

Long term

Fundamental

Quantitative

Top-down

Bottom-up

Income yield

Capital gain

Fundamental

Quantitative

Top-down

Bottom-up

Market neutral

Absolute return

LIBOR plus

Fundamental

Quantitative

Opportunistic

Physical

Futures

Fundamental

Quantitative

Complexity

Governance Ability

Capacity Resources CapabilityTime Expertise
Org. 

Effectiveness

Petroleum Fund Law

Current T1 T2 T3 T4 T5 T6 T7 T8 T9

Bonds 96 80 70 60 60 60 60 58 58 58

BPA 76 60 50 40 35 30 30 28 28 28

BIS 20 20 20 20 20 20 20 20 20 20

Global Sov. 5 10 10 10 10 10

Equity 4 20 30 40 40 40 40 40 40 38

Global 4 20 30 38 35 35 32 30

US Small Cap 2 2 2 2 2

Global Emerging Markets 3 3 3 3

Private Equity 3 3

Other 2 2 4

Hedge Funds 2 2 2

Commodities (non Resource) 2

Portfolio
11
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Ability Roadmap

12

TODAY TOMORROW

Constraints Future

 Differentiate regimes

 Distinguishing points in the 

valuation cycle

 Rotating beta factors

 DSAA

 Manager configuration

 Skills

 Knowledge

 Staff

 Infrastructure

 Stakeholders

 Experience

BUILDING 

ABILITY
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Nurturing Ability
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 Quantum

 Number

 Access

Resources Capability

Bodies Brain

 Knowing

 Thinking

 Comprehension

 Appreciation

Descriptors

Learning 

Method
 Formal education

Contribution  Knowledge

Capacity

Hands/Feet

 Operate

 Implement

 Monitor

 Control

 Decide

 By doing

 Skill/Craft

 Experience

ABILITY
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Complexity score
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7.0

10.0

11.0 11.3

15.0

17.5

18.8

22.5

24.0 24.0

Complexity Scores
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Complexity scoring methodology
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GOVERNANCE 2.0 3.0 3.0 5.0 5.0 6.0 7.0 10.0 6.0 10.0

IMPLEMENTATION 2.5 3.0 4.0 2.8 4.0 5.5 6.3 7.5 8.0 8.0

Manager search 2 3 5 4 4 6 6 8 6 8

Manager selection 4 4 4 1 5 6 7 6 10 6

Legal 2 2 2 2 2 4 5 10 6 10

Due diligence 2 3 5 4 5 6 7 6 10 8

MONITORING 2.5 4.0 4.0 3.5 6.0 6.0 5.5 5.0 10.0 6.0

Portfolio strategy 2 4 4 2 6 6 7 4 10 4

Reconciling performance 3 4 4 5 6 6 4 6 10 8

AVERAGE SCORE 7.0 10.0 11.0 11.3 15.0 17.5 18.8 22.5 24.0 24.0

RANKING (easiest to hardest) 1 2 3 4 5 6 7 8 9 9
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Cascading structure for TLPF
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Any organization has to 

develop through several 

phases

The Timor-Leste Petroleum Fund is a relatively new organization established in 2005, initially with 

mandate to invest only in US and other sovereign debt instruments. TLPF is entering a new phase 

in its development (point B ,depicted below) facilitated by the proposed changes to the Petroleum 

Fund law enabling a broader investment mandate  to be implemented. 

A to B:

Initial Phase

B to C:

Development Phase

C to D:

Maturity Phase

Characteristics of this 

phase

Organization has to work from 

scratch, governance budget 

develops but with significant 

gaps

Organization improves its 

governance budget and begins 

to close some of the more 

immediate gaps

Organization seeks to close 

remaining gaps and may even 

aspire to move toward a higher 

level .

TLPF’s development Conservative investment 

strategy and constraint 

guidelines, but  reasonable 

governance support via 

external advisors  

PF Law amendments will 

facilitate wider investment 

options but significant ability 

constraints remain. 

The Fund will likely reach a 

point where it must address 

certain key governance issues 

and further amend the PF Law 

to progress further

Governance budget 

trajectory
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Cascading structure for TLPF (cont’d)

17

Focus on increasing 

equity weight and 

addition of Barclays 

Global Treasury 

portfolio

Introduce broader 

range of equity and 

equity diversifying 

alternatives e.g. Hedge 

Funds and beta factors

Expand to include 

selective illiquidity 

premiums e.g. 

Private Equity

Governance budget trajectory

Government Bonds 

and small allocation 

to enhanced passive 

equity
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Linking Ability, Complexity and Governance

Asset class Geography Sub classes Investment style

Fixed income

Equity

Real estate

Commodities

Hedge funds

Global

Regional

Country

Government 

Corporate 

Asset backed 

Bank loans

Developed market 

Emerging market

Private equity

Office

Retail

Industrial

Leisure

Storage

Timber

Diversified

Global macro

Long / Short

Convert. arbitrage

Credit arbitrage

Capital structure

Investment grade 

Sub-investment

Grade

Large cap

Mid cap

Small cap

Core

Sector

Long duration

Medium duration

Short duration

Nominal 

Inflation linked

Listed

Unlisted

Direct

Indirect

Open end

Closed end

Sector

Active

Enhanced passive

Passive

Absolute return

Core

Opportunistic

Single strategy

Multi-strategy

Fund of funds

Momentum

Contrarian

Sector rotation

Value

Growth

Value

Momentum

Contrarian

GARP

Rotation

Top-down

Bottom-up

Fundamental

Quantitative

Top-down

Bottom-up

Trading 

Long term

Fundamental

Quantitative

Top-down

Bottom-up

Income yield

Capital gain

Fundamental

Quantitative

Top-down

Bottom-up

Market neutral

Absolute return

LIBOR plus

Fundamental

Quantitative

Opportunistic

Physical

Futures

Fundamental

Quantitative

Complexity

Governance Ability

Capacity Resources CapabilityTime Expertise
Org. 

Effectiveness

Petroleum Fund Law

Current T1 T2 T3 T4 T5 T6 T7 T8 T9

Bonds 96 80 70 60 60 60 60 58 58 58

BPA 76 60 50 40 35 30 30 28 28 28

BIS 20 20 20 20 20 20 20 20 20 20

Global Sov. 5 10 10 10 10 10

Equity 4 20 30 40 40 40 40 40 40 38

Global 4 20 30 38 35 35 32 30

US Small Cap 2 2 2 2 2

Global Emerging Markets 3 3 3 3

Private Equity 3 3

Other 2 2 4

Hedge Funds 2 2 2

Commodities (non Resource) 2

Portfolio
18
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Measurement and Monitoring

SAA Roadmap

19
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Monitoring framework - navigation map

20

Strategic Asset 

Allocation

The IAB’s investment 

beliefs and principles

Petroleum Fund Law

Portfolio 

Construction

Manager Selection

1.2  Investment and protection

1.3  Fund appropriation

1.1  Overall management of the Fund

2.1  Determining SAA is the 1st order decision

2.2  Risk management

2.3  Avoidance of unnecessary complexity

2.4  Passive management is main investment style

2.5  Capacity is paramount to develop investment strategy for further  

diversification

3.2  Asset allocation assumptions

3.3  Effective mechanism for managing overall risk exposure

3.1  Actual exposure vs. SAA

4.2  Benchmarks

4.3  Managerial approach

4.1  Approved asset classes

4.4  Portfolio exposures

5.2  Oversight of the BPA for manager search and selection

5.3  Comparative performance of existing investment managers against peers

5.1  Evaluation of manager structure

5.4  Quantitative and qualitative indicators for monitoring managers

Consistency between beliefs 

and actual portfolio: 

Beliefs framework report

Consistency between SAA 

and actual portfolio:       

SAA report

Compliance with framework 

set out in the law: 

Compliance report

Actual portfolio’s risk is within 

the tolerance limit: 

DART reports

Manager monitoring report 

on performance evaluation 

and expected future: 

SWISS, balanced 

scorecard 

1

2

3

4

5

Dimensions Components
Measurement 

and Tool
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21

Review 

investment 

strategy

Portfolio Risk >

Tolerance 

thresholds

Portfolio Risk =

Tolerance 

thresholds

Portfolio Risk < 

Tolerance 

thresholds

Identify sources of 

the increased risk

Diversify away from 

sources of risk

Adjust strategy to 

enhance returns 

while maintain risk 

within tolerable 

levels

Assessment Analysis Actions

Analyse 

opportunities in 

the approved 

range of asset 

classes

Managing portfolio risk
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Roadmapping
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Commodities

Private Equity Private Equity

Hedge Funds Hedge Funds Hedge Funds

GEMs GEMS GEMs GEMs

US Small Caps US Small Caps US Small Caps US Small Caps US Small Caps

Sovereigns Sovereigns Sovereigns Sovereigns Sovereigns Sovereigns

7.2

7.8

8.2

8.6
8.8

8.9
9.1

9.4
9.7 9.7

Current T1 T2 T3 T4 T5 T6 T7 T8 T9 

Bonds

Equities

Other

US Treasuries, Sovereign Bonds, Global Aggregate

Developed Market Equities, US Small Cap, Emerging Market Equities

Fund of Hedge Funds, Private Equity FoFs, Non-Energy Commodities

Introduce 

Global 

sovereigns

Gradually 

increase weight 

to Global 

equities

Introduce 

US small 

caps

Introduce 

Emerging 

market 

equities

Introduce 

FoHFs

Introduce 

PE FoFs

Introduce 

NEC

COMPLEXITY
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Confidentiality and Disclaimer

SAA Roadmap
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Confidentiality and Disclaimer

The comments included in this document should be considered in conjunction with the supporting and amplifying verbal comments and background 

provided by Towers Watson prior to any action or decisions being taken. Past performance data shown in this publication is for the periods stated 

and should not be used as a basis for projecting future returns of asset classes, investment managers or investment funds or products.

The analysis in this paper is based on a range of assumptions which influence the output and our recommendations.  The assumptions have been 

derived by Towers Watson through a blend of economic theory, historical analysis and the views of investment managers.  The assumptions 

inevitably contain an element of subjective judgement.  The assumptions included in the analysis cover the likely future behaviour of the investment 

markets.  These include expected future returns from different asset classes, the likely volatility of those returns, and their inter-relationship.  The 

key component of an asset allocation study is the way in which the assets are modelled.  The structure of the Towers Watson asset model is based 

on historical analysis of investment returns, although Towers Watson has incorporated its subjective judgement to complement the information 

provided by historical returns.  The model is designed to illustrate the future range of returns stemming from different asset classes and their inter-

relationship.  In particular it should be noted that our timeframe in establishing our asset model and the assumptions used in this study is long-term, 

and as such it is not intended to be precisely reflective of the likely course of the investment markets in the short-term.  Furthermore, our opinions 

and return forecasts are not intended to imply, nor should be interpreted as conveying, any form of guarantee or assurance by Towers Watson, 

either to the recipient or any third party, of the future performance of the asset classes in question, either favourable or unfavourable.  Past 

performance should not be taken as representing any particular guide to future performance.

The advice contained in this document should be taken as investment advice only, and is not intended to be actuarial advice. Where relevant, we 

would encourage you to consider professional actuarial advice in relation to any conclusions that might arise from this document.

This document is provided to the intended recipient solely for its use, for the specific purpose indicated.  This document is based on information 

available to Towers Watson on the document’s creation date and takes no account of subsequent developments.  

This document may not be modified or provided by the intended recipient to any other party without Towers Watson’s prior written permission.  The 

contents of this document, whether in whole or in part, may not be disclosed by the recipient to any other party without Towers Watson’s prior 

written consent except as may be required by law.  In the absence of our express written permission to the contrary, Towers Watson accepts no 

responsibility for any consequences arising from any third party relying on these documents or the opinions we have expressed.  These documents 

are not intended by Towers Watson to form a basis of any decision by a third party to do or omit to do anything.
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towerswatson.com

About Towers Watson

Towers Watson is a leading global professional services company that helps 

organisations improve performance through effective people, risk and financial 

management.

About Towers Watson Investment

Towers Watson Investment is a market leader in investment consulting and 

solutions. We offer independent, research-driven investment advisory services to 

help institutional investors adapt and succeed in the ever-changing investment 

landscape.

In the conduct of investment advisory activities in Hong Kong, Towers Watson 

Investment is registered under the name ‘Towers Watson Investment Services Hong 

Kong Limited’ with the Securities and Futures Commission as a licensed corporation 

for Type 4 regulated activity (Advising on Securities) and also registered with the 

Mandatory Provident Fund Schemes Authority as an MPF corporate intermediary. 

The information contained in this presentation is of general interest and guidance.  Action should not be 

taken without seeking specific advice from the consultant that normally advises you.

© Towers Watson


