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Quest for diversification

• Diversification is a ‘no brainer’

• But how easy is it to find genuine diversification?

• Roadmap to building a fund for all seasons

• Impact of diversification on funding valuations

• Quick look at use in DC schemes



IAPF Annual Investment Conference : 26th March 2009

2008 – A year when traditional 
diversification did not work

Benchmarks:

UK Equities
FTSE All Share

World Equities
FTSE World (ex UK) 

Corporate Bonds
Merrill Lynch Non Gilts

Property
UK IPD Total Return Index 

Commodities
S&P GSCI Commodity

High Yield
Merrill Lynch Global High Yield

Source: Standard Life Investments
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Diversity, what diversity?
Rolling 6m correlation US Equities UK Equities

Source: Standard Life Investments, Datastream 2/3/09
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…even long-held relationships 
have broken
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Rolling 3m correlationCorporate Bonds FTSE All Share

Source: Standard Life Investments, Datastream 2/3/09



IAPF Annual Investment Conference : 26th March 2009

55

60

65

70

75

80

85

90

95

100

105

110

115

120

125

Ju
n/0

6
Aug

/06
Oct/

06
Dec

/06
Feb

/07
Apr/

07
Ju

n/0
7

Aug
/07

Oct/
07

Dec
/07

Feb
/08

Apr/
08

Ju
n/0

8
Aug

/08
Oct/

08
Dec

/08
Feb

/09
Global Equities* Irish Pension Managed Fund

. 

Comparison of Managed with 
Global Equity Funds

Source: Standard Life Investments (12/6/2006 to 11/03/2009) *Datastream (net of tracker fund fee)
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Roadmap to 
building a diversified fund

• Generating a return that is in excess of the risk free rate 
involves taking risk

• When taking risk one high level rule applies – take it well!

• Taking risk well requires 3 key ingredients
» Great investment ideas 
» Efficient implementation
» Genuine diversification
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Access a broader range of 
approaches

Market Returns
Traditional strategies like 
Equities, Bonds and 
Property are expected to 
provide a good long term 
return but they can also 
give negative returns over 
shorter periods

Relative Value
In times when all markets 
seem to be falling, some 
do worse than others. We 
can exploit this relative 
performance to generate 
positive absolute returns

Stock Selection
Internal funds we believe will 
give superior RELATIVE 
returns to their markets

Overall contribution 1%

Opportunistic 
These are specific market 
opportunities that deliver 
positive return on a three 
year view

Build a portfolio of opportunities to target Cash +5%
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Anatomy of an enduringly 
diversified portfolio

• Precision focus to deliver 
best return strategies

• Widest universe of 
potential investment 
strategies

• Selective choice

• Simple criteria:

– Conviction 
– Enhanced diversity
– Liquidity

Energy

Water

Mortality

Equities

Commodities

Private 
Equity

Currencies Property

Bonds

Fund of 
Hedge Funds 

High yield
debt / EMD

Cash + 5%

UK Equity
European 

Equity

J-REITS

EPRA put

Breakeven 
Inflation

Markets e.g.
SMI / DAX

Sectors / Market 
Cap

e.g. UK Large / Mid FTSE / DAX 
Vol spread

US Dollar
options

Duration & 
Location

30yr 
JPY

Credit 
Protection

Volatility

Br Real 
/ Yen

Tr Lire / 
Ca $
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The benefit of an absolute 
return approach

Time

Blending the right mix of strategies creates greater consistency

Different strategies will behave differently over time

Time

Source: Standard Life Investments
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Risk profile of multi-market 
return strategy

• The portfolio is exposed 
to multiple diversified 
market risks

• Past 12 month equity 
volatility is over 28% 
(weekly returns)

• Aggregate risks are 
comparable

Market Returns

Opportunistic
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Comparison With Managed & 
Global Equity Funds
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Equity levels of return at reduced levels of risk
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Diversification in funding 
valuations

Actuarial equity return assumptions
used in valuations typically allow for
the risk associated with equity
investment
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Diversification in funding 
valuations
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Actuarial equity return assumptions
used in valuations typically allow for
the risk associated with equity
investment

• They frequently require an 
70% -80% chance of exceeding the 
assumption over 10 years
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Diversification in funding 
valuations
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3% margin for 
prudence for 
equities

7%
Actuarial equity return assumptions
used in valuations typically allow for
the risk associated with equity
investment

• They frequently require an 
70% -80% chance of exceeding the 
assumption over 10 years

• It translates to an c.7% return 
assumption
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• For a highly diversified fund, the 
return assumption can be higher with 
the same level of prudence

Diversification in funding 
valuations
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2% margin 
for prudence

1% higher discount rate = 20% lower liabilities

• For a highly diversified fund, the 
return assumption can be higher with 
the same level of prudence

• This can reduce funding costs 
substantially

8%

Diversification in funding 
valuations
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Quick look at DC schemes
Accumulation of DC pot from age 25 to retirement (age 65)

-
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25 27 29 31 33 35 37 39 41 43 45 47 49 51 53 55 57 59 61 63 65

Lifestyling introduced to reduce volatility of fund as members 
approach retirement
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Quick look at DC schemes
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Traditional Lifestyling

Fund at age 65

Fund at age 55

Fund accumulated 
between age 55 and 65

Fund built up to 
age 55

More than half the fund value is built up in last 10 years
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Quick look at DC schemes

-
200,000
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2,000,000

Traditional Lifestyling Diversified Lifestyling

Fund at age 65

Fund at age 55

Investment growth after age 55 has disproportionate affect on size of pension
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Quest for diversification

• Rewards from a genuinely diversifying fund can be substantial

• Allow schemes to seek investment growth without taking 
excessive risk

• Relieve funding valuation strains and allow lower sponsor 
contributions

• Boost DC members retirement pots
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Remember - past performance is no guarantee of future performance. 

Past performance is not a guide to future performance. The value of investments and any income from them may go down 
as well as up and cannot be guaranteed.

Standard Life Investments Limited, tel. +44 131 225 2345, a company registered in Scotland (SC 123321) Registered Office 1 
George Street Edinburgh EH2 2LL.

The Standard Life Investments group includes Standard Life Investments (Mutual Funds) Limited, SLTM Limited, Standard Life 
Investments (Corporate Funds) Limited and SL Capital Partners LLP.  Standard Life Investments Limited acts as Investment 
Manager for Standard Life Assurance Limited and Standard Life Pension Funds Limited.

Standard Life Investments may record and monitor telephone calls to help improve customer service. All companies are authorised 
and regulated by the Financial Services Authority. ©2009 Standard Life Investments. www.standardlifeinvestments.com
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