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Asset Allocation as of September 30, 2021
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Pension Total Fund Attribution: 
1 Quarter as of September 30, 2021
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Plan Sponsor Peer Group Analysis
As of September 30, 2021



12
Proprietary & Confidential  
Investment advice and consulting services provided by Aon Investments USA Inc.

Performance as of September 30, 2021
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Core Views

More defensive credit 
views

Emerging market debt 
views downgraded, 
whilst the high yield view 
is downgraded further

View shifts

Downgraded equities 
view

More defensive regional and 
style views too.  Value and 
emerging markets 
downgraded, low volatility 
upgraded

We stress that our less constructive view on the 
markets is not a prediction of a large market fall 
imminently.  Timing such an event accurately is, in 
any case, impossible.  Our view reflects the 
gradual erosion of market supports rather than a 
sudden step change in conditions.

Large market falls may not be 
imminent

Production costs, including wages are a 
problem going into 2022. If pressures 
remain this will create:   

• Margin pressures

• US yield curve shifts as rate expectations 
shift higher and liquidity starts to shrink

• Expectations of a step down in economic 
and profits growth

Persistent inflation risk is key to 
market turbulence

The market is trying to digest the prospect of higher 
inflation and lower growth looking into 2022. 

The outlook is more challenging
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Actions

Being sparing with equity risk in portfolios
‒ Dependent on equity exposure, there are several options 

available. Reducing equity exposure for those with high 
weightings, adding direct equity protection and exploring 
diversifiers are all on the table.

Be selective in credit markets 
‒ Rising yields and spread risks are bringing return challenges so 

selectivity is essential.

Diversifiers review
‒ This is a good time to see which of the existing diversifiers in a 

portfolio might be expected to perform well and whether some 
reinforcing is required.

Objective
Portfolios should focus on managing the risk/reward challenge of current high asset 
valuations and high correlations between assets.
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Recommended actions
Total Return Cross Asset Class Views

Relative Asset Class Views

Equity Styles

Alternatives

Core Fixed Income Duration*

Currencies versus USD

Regional views neutralised as the 
outlook for equities becomes more 
uncertain

We still lean negative on 
duration

Non-correlated alternatives still 
generally preferred 

US dollar may be supported 
near-term by growth and interest 
rates, but we are less positive 
over the next few years

Chinese slowdown and global 
headwinds prompt a 
downgrade in the EM view

No preference between nominal 
and inflation-linked bonds

* Please refer to Page 11 for detailed global views
Please refer to the end of the document for interpretation guidelines

Equity Regions Credit

We favor uncorrelated sources of 

return.  Holding some cash is 

reasonable now given return profiles 

for stocks and bonds

Equity view downgraded due to 

increasing headwinds from 

inflation, tightening policy and a 

weakening recovery

Value downgraded and 
Low volatility upgraded 
amid a more defensive 
stance

EM assets downgraded. Cooling 
Chinese growth and US dollar 
strength mean overseas 
investors will have lower appetite 
to invest in EM despite higher 
yield levels

Credit spreads remain very 
tight and our updated macro 
view has prompted a further 
HY downgraded
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Equities
The key supports for equities are slowly losing their potency – view downgraded

▪ Equity markets have found the going increasingly difficult as the
summer months have given way to autumn. Rising inflation,
coupled with mounting concern that monetary and fiscal policy are
moving firmly into tightening mode, have hurt momentum. We
think that the medium-term outlook has darkened.

▪ We think that the key pinch-point for equities is a changing
macroeconomic growth-inflation balance. The persistence of
inflationary pressures into 2022 could squeeze margins, threaten
a higher interest rate trajectory and weaken spending by
consumers and businesses. Consensus market views are only
now beginning to allow for these risks.

▪ Conversely, if interest rates fall from here, the likely trigger will be
weaker economic conditions, confirming that the recovery from
the pandemic is already over. Equity investors will not greet this
positively, of course.

▪ Analyst earnings revisions look like they have peaked and, while
earnings forecasts (and results) have been strong this year,
expectations are at much more normal levels. We feel that the
risks to these expectations are towards the downside.

▪ It is important to note that we are not necessarily expecting an
imminent strong market downturn. There are still important
supports in the form of market sensitive central banks, pent-up
demand and the prospect of further virus control progress.

▪ However, we believe that the balance is no longer clearly in
favour of equities now, hence our view downgrade.

Yields are becoming less of a tailwind for stocks

Earnings revisions look likely to have peaked

Source: Bloomberg, Aon

Source: Factset, Aon
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Equities
Moving more defensive by downgrading value view and upgrading low volatility

▪ As overall equity performance has struggled over Q3, so have the
regions, with most developed markets delivering very muted or
negative returns. The clear underperformer was Emerging
Markets, which suffered from rising yields, supply chain issues, a
global risk off environment and, most recently, the Chinese
regulatory crackdown.

▪ We have decided to move our regional views further into an
agnostic stance, downgrading our Emerging Markets view. If our
outlook of weakening equity supports is correct, EM equities will
not be spared from the headwinds in our opinion. At the same
time, China dominates the EM indices, and all the signs point to a
material growth slowdown there now.

▪ In terms of styles, we think it is now appropriate to move to a
more defensive stance. Value stocks tend to perform better in a
rising yield environment, but we believe that higher yields will be
driven more by inflation than growth expectations. Such a
backdrop could help energy and financial stocks, but this would
likely be in the context of struggling markets in general. This is
why we have downgraded our value view to be in line with our
growth stock view. At the same time, the chances of spikes in
volatility have risen, which has prompted the upgrade to our low
volatility equity view.
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Government bonds
Further yield rises likely

▪ Nominal yields have moved sharply higher in most developed
economies, with the move in the UK being particularly elevated.
Since Q2, bond markets seem to have largely been relaxed about
the spike in inflation, with the view that it is transitory largely
dominant. Forward starting inflation swaps which avoid the impact
of the spike in recent inflation remain subdued.

▪ We believe that the Fed will start ‘tapering’ in November and finish
asset purchases in the summer of 2022. The interest rate hiking
process remains planned for late next year at the earliest but Fed
officials have become a little more uncomfortable with inflation
and have already stated that it may persist longer than previously
thought.

▪ There could be a return to term premia in order to attract a private
sector bid in the market. There is also the danger that markets
over-extrapolate the first few hikes by central banks and this also
leads to sharply higher yields. Offsetting this in the near-term is
the risk of lower than expected fiscal stimulus – the Democrats’
infrastructure bill is looking increasingly likely to be watered down
and debt ceiling talks are going to the wire once again – and a
surprisingly weaker economy next year.

▪ We think that Treasury bonds are likely to continue to
underperform over the medium term and we maintain a moderate
short-duration preference.

10Y Yields Rebound as Inflation Remains High

Outside the Euro-Area Longer-term Inflation Remains Subdued

Source: Bloomberg

Source: Bloomberg
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Credit
We are downgrading EM debt as part of our more defensive stance. 
We still prefer loans to HY bonds.

▪ Local EM bond underperformance has partly occurred due to
Emerging economies’ inflation sensitivity to rising energy and
agricultural prices which offsets the beneficial impact of rising
commodity prices to EM exporters. Cooling Chinese growth and
US dollar strength also mean that overseas investors have little
appetite to invest in EM in spite of higher yield levels.

▪ In line with our more defensive stance, we expect risk aversion to
continue and we are therefore downgrading EM debt in spite of
relatively cheap valuations, improved EM fundamentals than in
the past and our view that inflation, US yield rises and a strong
dollar are not big threats over the next few years. We are keeping
a neutral view between riskier local and US$ EM debt as we think
that local EM debt yields and currency valuations already price in
a defensive position.

▪ US high yield (HY) bond credit spreads have continued to narrow
to ever tighter levels although concerns over the delta virus,
supply chain issues and wage inflation have caused the pace of
compression to slow over the summer. The sectors that suffered
most in the pandemic have more than fully recovered as reflected
by their credit spread level which underlines to us that HY bonds
offer little appeal in this environment.

▪ Tighter US monetary policy expectations are resulting in strong
US retail and CLO inflows into bank loans given their lower
duration than HY bonds. This should offset record high PE-
backed issuance in the demand/supply tug-of-war. We continue to
prefer loans to HY bonds for this reason and their greater
defensiveness in risk-off periods.

Covid-19-hit US HY sector credit spreads are now tighter 

vs other sectors than pre-pandemic

Local EM debt yields have risen above US$ credit sector yields

Source: BofA Securities

0

500

1000

1500

2000

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Energy Transportation Technology Financials

Source: Factset, JPMorgan

4.68

5.30
5.13

4.0

4.5

5.0

5.5

6.0

6.5

Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug SepUS High Yield Local EM Sovereign

US$ EM Sovereign

%



23
Proprietary & Confidential  
Investment advice and consulting services provided by Aon Investments USA Inc.

Alternatives

▪ The standard balanced 60-40 portfolio has delivered 
very strongly in the past 5 years, annualised returns 
exceeding double digits.

▪ However, we may be in a period when pressures on 
bonds and equities lead to a period of much lower 
returns for this 60-40 mix.

▪ This benefits the relative outlook for defensive or 
diversifying hedge funds.  The HFRI conservative index, 
a combination of defensive hedge fund strategies like 
equity market neutral and fixed income arbitrage (which 
are less dependent on rising markets) is a good point of 
comparison with the traditional 60/40 index –
underperforming in absolute (though equivalent on a 
risk-weighted) terms over several years, but now on a 
better relative footing looking ahead (see chart). 

▪ Other alternatives, though illiquid in comparison to 
hedge funds, are also likely to provide some 
diversification to portfolios – private real estate and 
infrastructure are two of our favoured choices at 
present.

Challenged returns from 60/40 portfolio helps the relative outlook for diversifying hedge funds
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Legal Consulting & Compliance Update
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Economic highlights

Economic growth continued to be reasonably robust over the quarter, with Europe outpacing the US in
response to the easing of restrictions and a rapidly accelerating vaccination programme. In contrast,
whilst the US has lived with lower restrictions for longer, a lower vaccination rate has so far resulted in
sharply rising infections from the delta variant. Meanwhile, inflation has risen further to multi-year highs
as supply chain problems continue to reverberate around the world. Central banks did not change their
view that these problems would settle down over time but they also clearly moved closer to tightening
monetary policy, first by tapering Quantitative Easing, then raising interest rates. In terms of fiscal policy,
the period of significant net spending is coming to a close and the talk is beginning to turn towards tax
rises in some economies. Whilst a recession is unlikely, we think that developed world growth will lose
further momentum over the coming year. Emerging market activity, by contrast, will be driven by the
pandemic and the easing of supply chain bottlenecks.

Has the recovery peaked? Supply chain issues remain significant Wage growth has accelerated in recent months

Sources for charts: Factset
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Economic highlights

Emerging Markets
▪ The Chinese economy remained relatively

strong over the summer but there have been
mounting issues in the housing, energy and
technology sectors that are becoming an
increasing headwind to future growth. Much
of this has been triggered by new regulations
and priorities from the government but these
have triggered a probable default by a major
property firm and energy shortages that have
closed some factories. It is possible that
these headwinds continue in the coming
months.

▪ The slowdown in the Chinese economy will
have an important impact on Asian activity
and emerging markets in general, given its
dominance. Counterbalancing these negative
trends will likely be higher commodity prices
for exporters and possible higher demand
from the developed countries. Nonetheless,
high inflation is also a threat to domestic
demand and central banks will be faced with
the conundrum of supporting growth and
reacting to the rising cost of living. The
Turkish central bank’s decision to cut its
policy rate despite rapidly rising inflation is a
case in point, which triggered a sharp
depreciation in the currency.

USA
▪ The recovery continued apace through Q2,

with GDP growth reported to have grown at a
quarterly annualised rate of 6.6%, compared
with Q1’s 6.4%. Over Q3, there have been
some signs of peaking in the rate of recovery,
as could be seen in the ISM manufacturing
and services indexes. The August payrolls
report also disappointed expectations, amid
evidence that consumers were reducing their
spending on the hospitality and travel sectors.

▪ Meanwhile, inflation remained near a multi-
year high at 5.3% in August, but this still
represented a small fallback compared with
July. It is likely that inflation remains elevated
for several more months but, assuming that
supply chain issues are resolved over time
and demand moderates, it likely to trend
lower. The risk is that inflation remains higher
than currently expected, however.

▪ The Fed also continues to believe that
inflation will moderate and remained in no
hurry to tighten policy, but it did bring forward
the date of tapering and interest rate
increases a little. Tapering may begin in
November, whilst the first interest rate hike is
now pencilled in for the end of next year.

EAFE
▪ The Eurozone economy bounced back in the

second quarter, growing by 2.2% following
two consecutive quarters of decline. Indeed,
Europe has suffered especially from the
pandemic and lockdowns. However, a rapid
vaccination programme and the lowering of
restrictions have boosted consumer
spending, which has continued in Q3. With
inflation rising sharply, the ECB has inched
closer to tightening monetary policy.

▪ In Japan, PM Yoshihide Suga decided to step
down after only 1 year in the job due to low
popularity ratings. Meanwhile, restrictions
were set to be reduced across the country in
response to falling infection rates. Japan’s
recovery has so far been muted and will be
further challenged by the likely slowdown in
China and continued chip shortages.

▪ In the UK, the economy expanded by 4.8% in
Q2 – the fastest rate in the G7 – but the
recovery already seems to be fading. GDP
grew by only 0.1% in July and logistical and
energy cost issues are likely to persist into
the winter. The Bank of England stands
ready to tighten policy in response to surging
inflation, but also acknowledges weaker
economic growth, so tightening will likely be
very gradual, just like elsewhere.
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Third party data disclaimer – 1 of 2

IPD
IPD data was used for benchmarking purposes, but the fund performance was not 
calculated by IPD.

IHS Markit (iBoxx)
Neither Markit, its Affiliates nor any third party data provider makes any warranty, 
express or implied, as to the accuracy, completeness or timeliness of the data 
contained herewith nor as to the results to be obtained by recipients of the data. 
Neither Markit, its Affiliates nor any data provider shall in any way be liable to any 
recipient of the data for any inaccuracies, errors or omissions in the Markit data, 
regardless of cause, or for any damages (whether direct or indirect) resulting there 
from.

Opinions, estimates and projections in this report do not reflect the opinions of 
Markit Indices and its Affiliates. Markit has no obligation to update, modify or amend 
this report or to otherwise notify a reader thereof in the event that any matter stated 
herein, or any opinion, projection, forecast or estimate set forth herein, changes or 
subsequently becomes inaccurate.

Without limiting the foregoing, Markit, its Affiliates, or any third party data provider 
shall have no liability whatsoever to you, whether in contract (including under an 
indemnity), in tort (including negligence), under a warranty, under statute or 
otherwise, in respect of any loss or damage suffered by you as a result of or in 
connection with any opinions, recommendations, forecasts, judgments, or any other 
conclusions, or any course of action determined, by you or any third party, whether 
or not based on the content, information or materials contained herein.

Copyright © 2020, Markit Indices Limited.

J.P. Morgan
Information has been obtained from sources believed to be reliable but J.P. Morgan 
does not warrant its completeness or accuracy. The index level data is used with 
permission. The index level data may not be copied, used, or distributed without 
J.P. Morgan's prior written approval. Copyright 2021, JPMorgan Chase & Co. All 
rights reserved.

Bloomberg
BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its 
affiliates (collectively "Bloomberg"). BARCLAYS® is a trademark and service mark 
of Barclays Bank Plc (collectively with its affiliates, "Barclays"), used under license. 
Bloomberg or Bloomberg's licensors, including Barclays, own all proprietary rights in 
the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or 
endorses this material, or guarantees the accuracy or completeness of any 
information herein, or makes any warranty, express or implied, as to the results to 
be obtained therefrom and, to the maximum extent allowed by law, neither shall 
have any liability or responsibility for injury or damages arising in connection 
therewith.

FTSE Russell
Source: London Stock Exchange Group plc and its group undertakings (collectively, 
the “LSE Group”). © LSE Group 2020. FTSE Russell is a trading name of certain of 
the LSE Group companies. “FTSE®” “Russell®”, “FTSE Russell®”, “MTS®”, 
“FTSE4Good®”, “ICB®”, “Mergent®, The Yield Book®,” are trade marks of the 
relevant LSE Group companies and are used by any other LSE Group company 
under license. All rights in the FTSE Russell indexes or data vest in the relevant 
LSE Group company which owns the index or the data. Neither LSE Group nor its 
licensors accept any liability for any errors or omissions in the indexes or data and 
no party may rely on any indexes or data contained in this communication. No 
further distribution of data from the LSE Group is permitted without the relevant LSE 
Group company’s express written consent. The LSE Group does not promote, 
sponsor or endorse the content of this communication.

Hedge Fund Research
The Hedge Fund Research indices used are being used under license from Hedge 
Fund Research, Inc., which does not approve of or endorse the contents of this 
report.
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Third party data disclaimer – 2 of 2

Credit Suisse
▪ The CS indices are the exclusive property of and currently sponsored by CS as 
Index Creator which has contracted with the relevant Index Calculation Agent to 
maintain and calculate the CS indices. Neither the Index Creator nor the relevant 
Index Calculation Agent has any obligation to take the needs of any person into 
consideration in composing, determining or calculating the CS Indices (or causing 
the CS Indices to be calculated). In addition, neither the Index Creator nor the Index 
Calculation Agent makes any warranty or representation whatsoever, express or 
implied, as to the results to be obtained from the use of the CS Indices and/or the 
level at which any of the CS Indices stands at any particular time on any particular 
day or otherwise, and neither the Index Creator nor the relevant Index Calculation 
Agent shall be liable, whether in negligence or otherwise, to any person for any 
errors or omissions in the Index or in the calculation of the Index or under any 
obligation to advise any person of any errors or omissions therein.

BofA (Ice Data Indices)
▪ Source Ice Data Indices, llc (“Ice Data”), is used with permission. Ice® is a 
registered trademark of ice data or its affiliates and Bofa® is a registered trademark 
of Bank of America corporation licensed by Bank of America Corporation and its 
affiliates (“BOFA") and may not be used without BOFA's prior written approval. Ice 
data, its affiliates and their respective third party suppliers disclaim any and all 
warranties and representations, express and/or implied, including any warranties of 
merchantability or fitness for a particular purpose or use, including the indices, index 
data and any data included in, related to, or derived therefrom. Neither v.6 071320 
ice data, its affiliates nor their respective third party suppliers shall be subject to any 
damages or liability with respect to the adequacy, accuracy, timeliness or 
completeness of the indices or the index data or any component thereof, and the 
indices and index data and all components thereof are provided on an “as is” basis 
and your use is at your own risk. Ice data, its affiliates and their respective third 
party suppliers do not sponsor, endorse, or recommend Aon, or any of its products 
or services.

MSCI ESG Research
▪ Although Aon's information providers, including without limitation, MSCI ESG 
Research LLC and its affiliates (the "ESG Parties"), obtain information from sources 
they consider reliable, none of the ESG Parties warrants or guarantees the 
originality, accuracy and/or completeness of any data herein. None of the ESG 
Parties makes any express or implied warranties of any kind, and the ESG Parties 
hereby expressly disclaim all warranties of merchantability and fitness for a 
particular purpose, with respect to any data herein. None of the ESG Parties shall 
have any liability for any errors or omissions in connection with any data herein. 
Further, without limiting any of the foregoing, in no event shall any of the ESG 
Parties have any liability for any direct, indirect, special, punitive, consequential or 
any other damages (including lost profits) even if notified of the possibility of such 
damages.

MSCI Equity Indices
▪ The MSCI information may only be used for your internal use, may not be 
reproduced or redisseminated in any form and may not be used as a basis for or a 
component of any financial instruments or products or indices. None of the MSCI 
information is intended to constitute investment advice or a recommendation to 
make (or refrain from making) any kind of investment decision and may not be 
relied on as such. Historical data and analysis should not be taken as an indication 
or guarantee of any future performance analysis, forecast or prediction. The MSCI 
information is provided on an “as is” basis and the user of this information assumes 
the entire risk of any use made of this information. MSCI, each of its affiliates and 
each other person involved in or related to compiling, computing or creating any 
MSCI information (collectively, the “MSCI Parties”) expressly disclaims all 
warranties (including, without limitation, any warranties of originality, accuracy, 
completeness, timeliness, non-infringement, merchantability and fitness for a 
particular purpose) with respect to this information. Without limiting any of the 
foregoing, in no event shall any MSCI Party have any liability for any direct, indirect, 
special, incidental, punitive, consequential (including, without limitation, lost profits) 
or any other damages. (www.msci.com)
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Legal Disclosures and Disclaimers

Investment advice and consulting services provided by Aon Investments USA Inc. The information contained herein is given as of the date hereof 
and does not purport to give information as of any other date. The delivery at any time shall not, under any circumstances, create any implication 
that there has been a change in the information set forth herein since the date hereof or any obligation to update or provide amendments hereto.

This document does not constitute an offer of securities or solicitation of any kind and may not be treated as such, i) in any jurisdiction where such 
an offer or solicitation is against the law; ii) to anyone to whom it is unlawful to make such an offer or solicitation; or iii) if the person making the 
offer or solicitation is not qualified to do so. If you are unsure as to whether the investment products and services described within this document 
are suitable for you, we strongly recommend that you seek professional advice from a financial adviser registered in the jurisdiction in which you 
reside. We have not considered the suitability and/or appropriateness of any investment you may wish to make with us. It is your responsibility to 
be aware of and to observe all applicable laws and regulations of any relevant jurisdiction, including the one in which you reside. 

This document is not intended to provide, and shall not be relied upon for, accounting, legal or tax advice. Any accounting, legal, or taxation 
position described in this presentation is a general statement and shall only be used as a guide. It does not constitute accounting, legal, and tax 
advice and is based on Aon Investments’ understanding of current laws and interpretation.

Aon Investments disclaims any legal liability to any person or organization for loss or damage caused by or resulting from any reliance placed on 
that content. Aon Investments reserves all rights to the content of this document. No part of this document may be reproduced, stored, or 
transmitted by any means without the express written consent of Aon Investments.

Aon Investments USA Inc. is a federally registered investment advisor with the U.S. Securities and Exchange Commission. Aon Investments is also 
registered with the Commodity Futures Trading Commission as a commodity pool operator and a commodity trading advisor and is a member of 
the National Futures Association. The Aon Investments ADV Form Part 2A disclosure statement is available upon written request to:

Aon Investments USA Inc.

200 E. Randolph Street
Suite 700
Chicago, IL 60601
ATTN: Aon Investments Compliance Officer

© Aon plc 2021. All rights reserved.


