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Asset Allocation 

 US 

Treasury  

 

International 

bonds  

 Global 

Equity  

Dec 2008 100.0% 0.0% 0.0% 

Dec 2009 92.4% 7.6% 0.0% 

Dec 2010 88.4% 7.6% 4.0% 

Dec 2011 96.0% 0.0% 4.0% 

Dec 2012 74.0% 0.0% 26.0% 

Dec 2013 55.0% 10.0% 35.0% 

Jun 2014 50.0% 10.0% 40.0% 
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Dec 2008 100.0% 0.0% 0.0% 0.0% 

Dec 2009 92.4% 4.0% 3.6% 0.0% 

Dec 2010 88.4% 4.0% 3.6% 4.0% 

Dec 2011 96.0% 0.0% 0.0% 4.0% 

Dec 2012 74.0% 0.0% 0.0% 26.0% 

Dec 2013 55.0% 0.0% 10.0% 35.0% 

Jun 2014 50.0% 0.0% 10.0% 40.0% 
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Agenda 

Core Issues 

Recap on Risk and Return 

Evolution of the Fund 
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The core issues….. 

Sustainability 

Spreading risk 
Purchasing 

power 
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Strategy 
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Initial Asset Allocation 
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100% 

US Treasuries 



Introduction to bonds 
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A bond is a loan to 

a government or 

Company 

When a government (e.g. US) or business (e.g. Coca-Cola) needs to raise money 

to finance some kind of expenditure they may decide to borrow from a bank or look 

to issue a bond. 

A bond is essentially a loan with certain terms and conditions attached to it 

whereby the borrower promises to pay back the loan to the lender at some agreed 

point in time.   

The lender, which tends to be an investor (i.e. the Petroleum Fund), in return, 

receives: 

● Periodic payment called a Coupon (or interest payments), and 

● Principal (capital repayment) 
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Background and Context  

Why? 

 Bond portfolio history & context of PF 

 Key restrictions under the old Petroleum Fund Law: 
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% Allocation Asset Criteria 

 At least 90% of 

assets 

 Debt instruments or 

cash deposits 

 Denominated in USD, mainly 

highly rated Government bonds 

 Credit rating of at least Aa3 

(Moody’s) of AA – (Standard & 

Poor’s) 

 No more than 

10% of assets 

 Other instruments 

issued abroad  (e.g. 

equities, Government 

bonds) 

 Liquid and transparent, and 

traded on markets with strong 

regulatory standards. 



When you buy a “share” what do you own? 
 

… and a security that trades in the market 

 

An ownership share of a  

business that sells stuff…  

Who owns equity? 

• Everybody! 

• Pension funds, Sovereign Wealth Funds, insurance companies, individuals 

• Basically, anybody that wants exposure to a “growth asset” 

• There are over 137 Sovereign Wealth Funds and they all own equity 

What drives equity returns? 

• Price changes – Gains or Losses 

• Receipt of dividends 
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Return  
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3% ESI implied 

investment objective 



Recap on Risk and Return 
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Risk and Return 

Your main risk is 

having less 

money than you 

invested 

Higher returns come 

from taking more risk 

Return is 

compensation for 

the risk that loans 

don’t get repaid or 

companies don’t 

make profits 

Expected  

investment  

return  

Investment risk  
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Different Risk Profiles 

Cash 

Bonds 

Equities 

Example investment return distribution 

0% 

return 

Distribution “positively skewed” 

reflecting unlimited potential “upside” 

Distribution “negatively 

skewed” – default / tail risks 

Some positive skew 

since cash rates cannot 

be negative 

Average 

return 
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Comparison of volatility – equity vs bonds 
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Equity Bonds 
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Distribution of US equity returns 
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S&P 500 yearly return 

S&P 500 yearly total return distribution (1900 -2013) 

2013:    32.4% 

Maximum 52.9% 

Minimum -43.9% 

Simple average 11.5% 

Annualised average 9.6% 

Median 14.4% 

Standard deviation 19.9% 
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Distribution of US equity returns 

2013:    32.4% 
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Distribution of US bond returns 
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US Treasury yearly return 
 

US Treasury yearly total return distribution (1900 -2013) 

2013:   -2.7% 

Maximum 27.8% 

Minimum -5.1% 

Simple average 5.0% 

Annualised average 4.8% 

Median 3.8% 

Standard deviation 5.2% 
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Range of possible outcomes 
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Investment 

Strategy 

Range of returns in two out of every 

three years 
Frequency of 

negative returns 

(years in every 100) 

Poor outcome return (5 years in every 100) 

% pa USD millions* % pa USD millions* 

100% 0-5 year 

US Treasury 

bonds 

1.3% to 7.4% 
212  

to 1,206 
8 Return of -0.6% or worse Loss of -98 million or worse 

Feb 2011 1.5% to 7.6% 245 to 1,240 7 Return of -0.4% or worse Loss of 65 million or worse 

25% Equities 0.8% to 11.0% 130 to 1,790 12 Return of -2.3% or worse Loss of 375 million or worse 

40% Equities -0.5% to 13.4% -82 to 2,185 18 Return of -4.8% or worse Loss of 780 million or worse 

50% Equities -1.4% to 15.2% -230 to 2,475 21 Return of -6.7% or worse Loss of 1,090 million or worse 

60% Equities -2.5% to 17.0% -410 to 2,770 23 Return of -8.7% or worse Loss of 1,420 million or worse 

80% Equities -4.7% to 20.8% -765 to 3,390 27 Return of -12.8% or worse Loss of 2,085 million or worse 

100% Equities -6.9% to 24.6% -1,125 to 4,010 29 Return of -16.9% or worse Loss of 2,755 million or worse 

*  Based on the Petroleum Fund balance as at June 2014, of USD 16.3 billion 



Evolution of the PF 
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2009 2005 

Govt. Bond 

Diversification 

 In June 2009 BIS 

was hired as an 

external manager 

with an allocation of 

4-5% of Fund 

assets, growing to 

20%. 

 The Fund began to 

utilise the limited 

flexibility to invest in 

non-USD 

instruments by 

adding AUD, JPY, 

EUR & GBP 

Government bonds.  

 Also invested into 

USD denominated 

AAA and AA 

international 

government bonds. 

U.S. Govt. bonds 

only 

 A simple and prudent 

investment  strategy 

was implemented. 

This strategy reflected 

the lack of resources, 

skill set and 

investment 

experience at the time 

of inception.  

 Investment objective 

of preserving the 

capital of the Fund 

and to avoid exposure 

to risk and volatility in 

the first stage. 

PF Law fully 

Exploited 

 Further 

diversification is 

constrained by old 

Petroleum Fund 

Law. 

 Desire to increase 

exposure to equities 

and further 

diversification as 

soon as the PF Law 

is amended. 

2011 2010 

Global Equity 

 Further utilisation of 

allowed flexibility of 

the old PF Law with 

appointment of 

Schroder as global 

equity manager in 

October 2010. 

 Allocation of 4-5% of 

Fund assets. 

Conservative management of 

the investment portfolio to 

preserve capital. Investments 

100% in U.S. Government 

Securities. 

First steps taken to 

broaden the 

investment universe. 

Investment universe 

broadened further to include 

some equity exposure  

PF law amendment enables the Fund to 

invest more of its assets into equity 

2012 

Increase Global 

Equity 

 Desire to further 

increase exposure to 

equities in 2012 as 

per agreed “phasing 

in” strategy. 

Increase Global 

Equity 

 Appointment of 

SSGA to manage a 

second global equity 

fund 

 20% global equity 

reached by June 

2012 

 Desire to increase 

exposure in global 

equity to 40% by 

June 2014. 

Global Bonds 

adjusted 

 Bond portfolio 

adjusted with 

changes to existing 

investment 

mandates. 

 BIS mandate 

restructured with 

focus on US 

Treasuries only – PF 

no longer invests in 

international bonds. 

 Duration of bond 

portfolio increased via 

adjustment to BCTL 

benchmarks. 

Global Bonds  

 Desire to diversify 

bond portfolio into 

global sovereign 

bonds in the future 

2013 

Increase Global 

Equity 

 Appointment of 

BlackRock to manage 

a third global equity 

mandate 

 Will reach an 

exposure of 40% in 

global equity by June 

2014 

Global Bonds  

 Appointment of an 

interim manager to 

manage a global 

treasury ex US 

mandate  

Principal 

preservation 
Minimal 

diversification 

SAA roadmap: 

Move to greater 

diversification 

Slight increase 

of 

diversification 

Continuation of 

SAA roadmap 

Inclusion of 

global treasury 
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US Treasuries USD International bonds International bonds  Global equity 

100
% 

Asset allocation 

Petroleum Fund balance 

100
% 

Manager structure  

BCTL BIS Schroders SSGA 

Source: Petroleum Fund of Timor-Leste quarterly reports and Petroleum Fund Administration Unit, as of end June 2014 

BlackRock 
Interim 

Manager 

16,633.72  

as at Jun 2014 
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Asset Allocation Progress 
as of end June 2014 
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Dec 

2011 

Dec 

2012 

Dec 

2013 
Current 

Bonds 96 74 65 60 

US Treasury 96 74 55 50 

Global Sovereign 10 10 

Equity 4 26 35 40 

Global 4 26 35 40 

Equity 

• Factor Investing 

• US Small Cap 

• Global Emerging Markets 

• Asian Equity 

Bonds 

• LC Emerging Market Debt 

• Investment Grade Credit 

Other Assets 

• Hedge Funds 

• Private Equity 

• Real Estate 

• Commodities 

Future Considerations 
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  1 year 

3-year 

annualised 

5-year 

annualised 

Since 

inception 

annualised 

TLPF portfolio actual return 6.59% 4.43% 3.50% 4.36% 

Benchmark* 6.39% 4.31% 3.45% 4.34% 

95

105

115

125

135

145

155

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

TLPF portfolio

Benchmark

Source: PFAU, Towers Watson. Monthly Fund returns data provided by BCTL. BCTL uses the time weighted method to calculate Fund returns.  

* Please note that there were changes in the TLPF portfolio benchmark in 2009, 2010, 2011 ,2012 and 2013 along with changes in existing investment mandates. 
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Dec 2009 92.4% 4.0% 3.6% 0.0% 

Dec 2010 88.4% 4.0% 3.6% 4.0% 

Dec 2011 96.0% 0.0% 0.0% 4.0% 

Dec 2012 74.0% 0.0% 0.0% 26.0% 

Dec 2013 55.0% 0.0% 10.0% 35.0% 

Jun 2014 50.0% 0.0% 10.0% 40.0% 
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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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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 


