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PURPOSE
The Heritage and Stabilisation Act, No. 6 of 2007 (hereinafter called “the
Act”) established the Heritage and Stabilisation Fund (hereinafter called “the
Fund”) with effect from 15th March, 2007, for the purpose of saving and investing surplus petroleum revenues derived from production business in order to:
(a) Cushion the impact on or sustain public expenditure capacity during periods of revenue downturn whether caused by a fall in prices of crude oil or
natural gas;
(b) Generate an alternate stream of income so as to support public expenditure capacity as a result of revenue downturn caused by the depletion of
non-renewable petroleum resources; and
(c) Provide a heritage for future generations of citizens of Trinidad and Tobago
from the savings and investment income derived from excess petroleum
revenues.
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Chairman’s
Foreword

I am pleased on behalf of the Board of Governors, to present the
Annual Report of the Trinidad and Tobago Heritage and Stabilisation
Fund for the year ended 30th September, 2013.
The Report for the period 2012/2013 details the continuing success of
the country’s national savings fund in a year marked by a significant
rebound in equity markets. Though volatility remained a prominent
feature in international financial markets, particularly at the start of
the year, continued monetary interventions spurred investor confidence and economic resurgence in Japan and the US, which resulted
in positive spinoffs in global stock markets as investors rushed to
capitalize on these trends.
Avyann Ferguson
Chairman

Financial Performance
With the Fund’s equity portfolios contributing the largest to the
composite return, the Fund recorded a total return of 8.6 per cent for
the year ended 30th September, 2013. This return was slightly below
the 10.73 per cent recorded for the equivalent period in the last
financial year but was some 1.3 per cent above the Fund’s composite
benchmark which returned 7.3 per cent in the current financial year.
Investors’ rapid flight from bond to equity markets in search of higher
returns occasioned a notable decline in the performance of the bond
markets to the extent that the Fund’s holdings detracted from the
overall return by 0.4 per cent.
A revitalized equity market contributed significantly to the growth of
the Fund over the past year. As a result, the income derived from the
Fund itself played a critical role in the increase in value of the Fund
contributing US$312.76 million to the Fund’s overall growth. The
deposit activity experienced some contraction as the statutory conditions for deposits were not met, in large part during the course of
the year. This, notwithstanding, and in keeping with Government’s
commitment to saving, even in challenging times, the Fund received
a deposit of US$42.5 million which served to augment the Fund.
To add to the commendable performance of the Fund, it is important
to recognize that the Fund surpassed a critical benchmark over this
financial year, as for the first time since the Fund’s inception, the Net
Asset Value exceeded the US$5 billion threshold. At the end of 30th
September, 2013 the Net Asset Value of the HSF stood at US$5,154.0
million, up from US$4,712.3 million as at 30th September, 2012.
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Chairman’s
Foreword

Legislative Review
During the year the Board was able to complete a thorough analysis of the Legislative, Technical and Operational aspects of the HSF
and made recommendations to the Honourable Minister of Finance
and the Economy in keeping with Section 22 of the Act. The Board
was happy to note that the majority of the recommendations were
accepted by the Honourable Minister and these were brought before
the Legislation Review Committee of Cabinet of the Government
of Trinidad and Tobago in late 2013; with finalization expected by
mid-2014.
It is our sincere belief that the recommendations will result in a
stronger institution which will allow the Board to not only operate
more efficiently in the coming years but also develop its capacity to
draft, assess and recommend broader policy options for the benefit of future generations of our island. We propose to maintain the
progressive attitude which guides all our discussions at the Board
level. Looking at the year ahead we remain optimistic on the outlook
for the Fund. Though we remain mindful that the HSF is invested in
risky assets, we believe that the Fund has attained the right asset mix
through our Strategic Asset Allocation which allows us to benefit from
favourable market conditions that are expected to persist in the short
to medium term.
Vote of Thanks
In closing I will like to thank all Governors on the Board for the
considerable time and effort expended on our activities over the
past year. Your insightful deliberations and contributions redounded to the continued success of the Fund. On behalf of the Board, I
would also like to thank the Minister of Finance and the Economy,
the Government of Trinidad and Tobago and all key stakeholders for
their unwavering support of the Fund. The Board looks forward to
their continued co-operation of all to ensure the growth and success
of the Fund.
Regards
Avyann Ferguson
Chairman
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Board of
Governors

Avyann Ferguson
Chairman

Alison Lewis
Jwala Rambarran

Ramcharan Kalicharan
Anushka Alcazar
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Board of
Governors
Ms. Avyann Ferguson
– Chairman
		Banker/Attorney-at-Law
Mrs. Alison Lewis
– Member
		 Permanent Secretary
		 Ministry of Finance and the Economy
Mr. Jwala Rambarran
– Member
		Governor
		 Central Bank of Trinidad and Tobago
Mr. Ramcharan Kalicharan – Member
		 Finance/Investment Specialist
Mrs. Anushka Alcazar
– Member
		
Human Resources Consultant

Board Secretariat
Mr. Michael L. Raymond - Economic Policy Analyst
		
Ministry of Finance and the Economy
		 assigned to perform duties as Corporate
		Secretary
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Governance
The Board of Governors
•

•

•

Investment Objectives of the Board) and reports
quarterly and annually to the Board.

The Heritage and Stabilisation Fund Act provides
that the Fund be governed by a Board of
Governors who under Section 9 of the Act, has
the responsibility for the management of the
Fund. Section 10, however, provides for the
Board to delegate its management responsibility to the Central Bank of Trinidad and Tobago.

•

DEPOSITS AND WITHDRAWALS
The Act outlines the deposit and withdrawal rules,
which the Ministry of Finance must apply regarding
the Fund.

The Board decides on the investment objectives, and approves the manner in which the
funds are to be invested by the Central Bank.

Deposits

The Board submits to the Minister of Finance,
quarterly and annual investment reports on the
operation and performance of the Fund.

Sections 13 and 14 of the Act detail the conditions
under which excess petroleum revenues must be
deposited in the Fund.

The Minister of Finance
•

The Schedule to the Act details the responsibilities of the Central Bank.

Quantum:
• A minimum of sixty per cent of the total excess
(difference between estimated and actual)
revenues must be deposited to the Fund during
a financial year.

The Minister of Finance advises the President
on the appointment of the Board in accordance
with the Act, and is responsible for approving
deposits and withdrawals from the Fund in
accordance with the provisions of the Act.

•

Estimated petroleum revenues are calculated
based on defined international sources.

The Trinidad and Tobago Parliament
•

Parliament passed the enabling legislation and
continues to have ultimate oversight of the
Fund, which is exercised through the review
of annual reports and audited financial statements, no later than four months following the
end of the financial year.

•

This reporting requirement gives the people of
Trinidad and Tobago an opportunity to assess
the Fund’s performance, thereby fostering
transparency and accountability, and ensuring
effective ownership of the Fund by the population.

Timing:
• Deposits to the Fund are to be made quarterly,
no later than one month following the end of
the quarter in which the deposit was calculated. Quarter under the Act refers to the threemonth period ending December, March, June
and September of each year.
Withdrawals
Section 15 of the Act outlines the conditions under
which funds may be withdrawn from the Fund.
Quantum:
• Where the petroleum revenues collected in any
financial year fall below the estimated petroleum revenues for that financial year by at least
ten per cent, withdrawals may be made from
the Fund.

The Management of the Fund
•

The Central Bank is responsible for the dayto-day management of the Fund (to meet
pg 10
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Limitations on Withdrawals
•

The withdrawal is limited to sixty per cent of
the amount of the shortfall of petroleum revenues for the relevant year; or

•

Twenty five per cent of the balance of the Fund
at the beginning of that year, whichever is the
lesser amount.

•

The Act precludes any withdrawal where the
balance standing to the credit of the Fund
would fall below one billion US dollars if such
withdrawal were to be made.
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Overview of Activities
Reports to the Parliament

International Outreach

The Audited Financial Statements for the period
ending September 30, 2012 were presented to the
Parliament in January 2013.

In keeping with the thrust towards transparency
and ensuring the profile of the Fund remains on
par with similar Sovereign Wealth Funds internationally, the Board facilitated the publication of a
chapter in the widely circulated 2013 Central Bank
Publication. The paper was entitled “Sovereign
Investment: Volatility, Diversity, Sustainability”
and was edited by Mr. Donghyun Park of the Asian
Development Bank. The chapter outlined the
Fund’s development over the five year period from
2007 through the end of 2012. At the publishers
request the chapter focused on how the Fund was
able to manage the impact of the financial crisis
and the Fund’s response both operationally and
strategically.

Deposits to the Fund
The Fund commenced the year 2012/2013 with a
Net Asset Value of US$4,712.3 million. As per the
HSF Act (2007), the Government made a deposit
of US$42.5 million in respect of the quarter ended
June 30, 2013.
HSF Review
Continuing with the work commenced in the financial year 2011/2012, the Board completed its
activities on the Review of the HSF, as per section
22 of the HSF Act (2007). The Board delivered its
Report entitled “Policy Proposal Document on the
HSF with suggested amendments to the HSF Act
(2007)” on December 5, 2012 to the Honourable
Minister of Finance and the Economy.
Chief among the recommendations agreed to by
the Minister of Finance and the Economy is the
proposal to increase the floor of the HSF from US$1
Billion to US$3.5 Billion. This proposal effectively increases the Heritage component of the HSF,
increasing the availability of funds to pursue assets
which provide higher returns over the long term.
Adoption in law will also necessitate a review of
the Strategic Asset Allocation of the HSF to ensure
that the correct asset mix is selected to achieve the
optimal risk-adjusted return.
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Governance
The Board of Governors of the HSF met all legal and
statutory requirements in the discharge of its functions and maintained its governance oversight as
required by law during the review period.
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Investment Report
Executive Summary
The financial year ended 30th September, 2013
was yet another positive year in the history of the
Heritage and Stabilisation Fund. The Fund’s strong
performance was primarily attributed to robust
equity markets globally, which recovered to precrisis levels and in some cases, advanced to new
highs. A steadily progressing global economic
recovery, coupled with accommodative monetary
policies by the major central banks, particularly
Japan, resulted in an increased demand for riskier
assets by investors.

per cent. The Core US Equity portfolio also posted a
solid gain of 22.3 per cent.
As at the end of September 2013, the Fund’s Net
Asset Value stood at US$5,154.0 million, up from
US$4,712.4 million as at the end of September
2012. During the financial year, the Government
made one contribution to the Fund totaling US$42.5
million.

These developments adversely impacted sovereign
bond yields, as benchmark 10-year yields in many
G-10 countries increased during the year.
Markets were generally less volatile during the
2012/2013 financial year when compared to the
previous year. In fact, markets were to a large
extent impacted by the actions of the major central
banks, and in the case of the US, by the markets’
expectations with respect to these actions. Despite
improvements to the economic landscape, central
banks have continued their accommodative monetary stance of the previous year, and are expected
to maintain this posture in the coming year.
For the financial year 2012/2013, the Fund returned
8.6 per cent, compared with gains of 7.3 per cent
for the strategic asset allocation (SAA) benchmark.
The equity portion of the Fund contributed approximately 9.0 per cent to the total return, while the
fixed income portion detracted 0.4 per cent from
the total return. Among the four mandates, the US
Non-Core International Equities had the strongest
performance, producing an absolute return of 28.6
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Macroeconomic Environment
TThe global economy improved in 2013 as growth
prospects in the advanced economies of the United
Kingdom and Euro Area showed a mild recovery
during the period. During the year, uncertainty
regarding central bank policies in the developed
world added volatility to an otherwise stable environment. Potential tightening by the United States
Federal Reserve affected not only US rates, but
also resulted in higher interest rates in much of the
developed world. In addition, emerging economies
experienced significant capital outflows, which
created considerable challenges as policy makers
tried to defend their currencies. In its October World
Economic Outlook, the International Monetary Fund
(IMF) lowered its projection for global growth in
2013 and 2014 to 2.9 per cent and 3.6 per cent,
respectively. The largest downward revisions were
noted in the emerging and developing economies;
these economies are now forecasted to grow by 4.5
per cent in 2013, while in the advanced economies,
activity is projected to expand by 1.2 per cent.
The United States (US) economy continued its
moderate pace of recovery during 2013, despite
the federal government’s automatic spending cuts,
a potential reduction in the size of the Federal
Reserve’s asset purchase program and concerns
about another round of debt ceiling and budget
debates. According to the IMF, US economic activity is forecasted to increase by 1.6 per cent in 2013.
The labour market has been slowly improving and
the unemployment rate moved lower, coming in at
7.2 per cent as of September 2013.
In an unprecedented move, the Federal Open
Market Committee (FOMC), at its December 2012
meeting, linked its interest rate policy to threshold unemployment and inflation levels. The
exceptionally low interest rate environment was
anticipated to be appropriate as long as unemployment remained above 6.5 per cent, and inflation

pg 19

between one and two years ahead was projected
to be no more than a half percentage point above
the Committee’s 2 per cent longer-run goal.
Concerns surrounding the Federal Reserve’s quantitative easing program were ignited in May 2013,
when the Federal Reserve Chairman, Mr. Ben
Bernanke, introduced the possibility of reducing the Fed’s monthly bond purchases later this
year. The Fed surprised markets by not tapering in
September 2013, citing that it was the Committee’s
assessment that the U.S. economy was not strong
enough to warrant a modest reduction in its $85
billion monthly bond purchase program. Though
there remains uncertainty regarding exactly when
tightening will begin, the official nomination of
Ms. Janet Yellen for the next Fed Chairmanship
helped to calm markets, as she is widely expected
to continue the Fed’s accommodative monetary
policy stance.
The Euro zone continues to work through the fallout from the sovereign debt crisis, but European
Central Bank President Mario Draghi’s commitment
‘to do whatever it takes to preserve the euro’,
provided much needed stability to the region. The
ECB’s credibility strengthened over the period, as it
displayed both its willingness and ability to act as
a backstop to the euro area. Despite some challenges throughout the year, with political turmoil
in Italy and the threat of a banking crisis in Cyprus,
the Euro zone managed to emerge from its 18
month long recession during the second quarter of 2013. The recovery was broad-based, with
consumer, government and investment spending,
as well as both manufacturing and services sectors
showing signs of growth.
Though there are signs that the economy is slowly
improving, the recovery remains fragile with the
potential for downside risks. Improvements in the
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labour markets have been slow to materialize and
the unemployment rate is stubbornly high at 12.2
per cent as at September 2013, with a wide divergence among the member states. GDP expanded
at a slower pace during the third quarter of 2013
and inflation fell to 0.7 per cent in October, 2013
fueling deflationary fears. In a surprise move, the
ECB cut its main refinancing rate for the second
time this year in November, lowering it by 25 bps
to 0.5 per cent. While the euro zone is no longer
in crisis mode, austerity measures in its debt
burdened member states and the upcoming bank
stress tests, could dampen market sentiment over
the next 12 months.

In Japan, Prime Minister, Mr. Shinzo Abe embarked
on an ambitious plan to increase the country’s
long-term growth potential and end its 20-year
battle with deflation.
The proposed measures, labeled “Abenomics”,
encompasses a three-fold approach which includes
increased government spending, an increase in
monetary stimulus through central bank policy, and
an economic structural reform program. The first
two initiatives of fiscal and monetary stimulus have
been moderately successful thus far. Fiscal stimulus
coupled with the Bank of Japan’s (BOJ’s) aggressive
easing program launched in April 2013 helped to
spur growth and push price levels higher.

During the financial year 2012/2013, the United
Kingdom (UK) economy showed a marked improvement during the period. Though the stronger than
expected growth was initially met with cautious
optimism, with the economy expanding by 0.8 per
cent in the third quarter of 2013, there is increasing confidence in the sustainability of the recovery. In its October World Economic Outlook, the IMF
revised upward its GDP forecast for the UK. It now
projects the UK economy to expand by 1.4 per cent
in 2013, compared to its earlier estimate of 0.9 per
cent.

Japan’s annualized GDP rose from 0.6 per cent in
the fourth quarter of 2012 to 1.9 per cent in the
third quarter of 2013, and inflation now stands at
1.1 per cent as of September 2013 compared to a
decrease of 0.3 per cent in September 2012.
Though there are signs that Japan’s economy is
recovering, the rate of expansion slowed towards
the end of the 2012/2013 financial year. GDP
moderated in the third quarter of 2013, partly due
to a decline in export growth and weaker consumer spending. Households have grown increasingly
concerned about the rising cost of living, given
that income growth has lagged behind inflation
combined with the upcoming sales tax hike in
2014. The BOJ’s pledge to double its monetary base
by the end of 2014, and plans for another stimulus
package next year have helped bolster markets in
the short-term. In order to improve Japan’s longterm outlook, Prime Minister Abe will need to
deliver much needed structural reforms.

Positive economic data in the UK coupled with
taper talk in the United States placed upward pressure on interest rates and prompted the Bank of
England (BOE) to break from tradition and engage
in forward guidance. Mr. Mark Carney, the Governor
of BOE, has maintained that monetary policy will
remain accommodative at least until unemployment reached 7 per cent, and cautioned that the
stated threshold is not an automatic trigger. In an
effort to ensure that the UK’s recovery takes hold,
the BOE re-iterated its accommodative stance,
keeping the bank rate at 0.5 per cent and the stock
of asset purchases at £375 billion.
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Table 1

GDP GROWTH: SELECTED DEVELOPED ECONOMIES
QUARTER OVER QUARTER
/PER CENT/
PERIOD

US1

EURO ZONE

UK

JAPAN

Mar-09

-5.3

-2.8

-1.5

-4.0

Jun-09

-0.3

-0.3

-0.2

1.5

Sep-09

1.4

0.4

0.4

0.2

Dec-09

4.0

0.4

0.4

1.7

Mar-10

2.3

0.5

0.6

1.3

Jun-10

2.2

1.0

0.7

1.2

Sep-10

2.6

0.4

0.6

1.1

Dec-10

2.4

0.3

-0.4

-0.3

Mar-11

0.1

0.6

0.5

-2.1

Jun-11

2.5

0.2

0.1

-0.5

Sep-11

1.3

0.1

0.5

2.3

Dec-11

4.1

-0.3

-0.4

-0.3

Mar-12

2.0

0.0

-0.3

1.3

Jun-12

1.3

-0.2

-0.4

0.1

Sep-12

2.0

-0.1

1.0

-0.9

Dec-12

0.1

-0.5

-0.3

0.1

Mar-13

1.1

-0.2

0.4

1.1

Jun-13

2.5

0.3

0.7

0.9

Sep-13

2.8

0.1

0.8

0.5

Source: Bloomberg

1

US Data are annualized

2

Preliminary data may be subject to revisions
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Table 2

UNEMPLOYMENT AND INFLATION RATES:
SELECTED DEVELOPED ECONOMIES UNEMPLOYMENT RATES
/PER CENT/
PERIOD END

US

EURO ZONE

UK

JAPAN

Mar-09

8.7

9.3

7.1

4.8

Jun-09

9.5

9.6

7.8

5.2

Sep-09

9.8

9.9

7.9

5.3

Dec-09

9.9

10.1

7.8

5.2

Mar-10

9.8

10.1

8.0

5.1

Jun-10

9.4

10.1

7.9

5.1

Sep-10

9.5

10.1

7.7

5.1

Dec-10

9.4

10.1

7.8

4.9

Mar-11

8.9

9.9

7.8

4.7

Jun-11

9.1

9.9

7.9

4.7

Sep-11

9.0

10.3

8.3

4.2

Dec-11

8.5

10.7

8.4

4.5

Mar-12

8.2

11.0

8.2

4.5

Jun-12

8.2

11.4

8.0

4.3

Sep-12

7.8

11.6

7.8

4.2

Dec-12

7.8

11.9

7.8

4.3

Mar-13

7.6

12.0

7.8

4.1

Jun-13

7.6

12.1

7.8

3.9

Sep-13

7.2

12.2

7.6

4.0
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INFLATION RATES
YEAR-ON-YEAR
/PER CENT/
PERIOD END

US

EURO ZONE

UK

JAPAN

Mar-09

-0.4

0.6

2.9

-0.3

Jun-09

-1.4

-0.1

1.8

-1.8

Sep-09

-1.3

-0.3

1.1

-2.2

Dec-09

2.7

0.9

2.9

-1.7

Mar-10

2.3

1.4

3.4

-1.1

Jun-10

1.1

1.4

3.2

-0.7

Sep-10

1.1

1.8

3.1

-0.6

Dec-10

1.5

2.2

3.7

0.0

Mar-11

2.7

2.7

4.0

-0.5

Jun-11

3.6

2.7

4.2

-0.4

Sep-11

3.9

3.0

5.2

0.0

Dec-11

3.0

2.7

4.2

-0.2

Mar-12

2.7

2.7

3.5

0.5

Jun-12

1.7

2.4

2.4

-0.2

Sep-12

2.0

2.6

2.2

-0.3

Dec-12

1.7

2.2

2.7

-0.1

Mar-13

1.5

1.7

2.8

-0.9

Jun-13

1.8

1.6

2.9

0.2

Sep-13

1.2

1.1

2.7

1.1

Source: Bloomberg.
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Financial Market Review

The Chicago Board Options Exchange Volatility Index
(VIX), a widely used measure of market risk, often
referred to as the “investor fear gauge”, pointed to
a decline in volatility in the US during the financial
year, when compared to the previous year. Over
the twelve month period ended 30th September
2013, the index averaged 15.28 points compared
to the previous year’s average of 21.19 points. The
index peaked at 23.48, on August 30, 2013 (Chart
1 overleaf, refers). At that time, the possibility of
a U.S.-led military strike on Syria, concerns around
the Federal Reserve’s plans to begin tapering its
$85 billion a month bond buying program, and the
budget and debt ceiling debates in Washington,
all helped push the VIX to its highest level for the
twelve month period.

The financial year ending 30th September, 2013
was particularly challenging time for fixed income
investors as benchmark 10-year yields in many
G-10 countries increased over the period. Positive
economic data and the maintenance of accommodative monetary policies in the US, UK and Euro
zone, spurred investor demand for riskier assets.
As a consequence, fixed income asset classes
experienced very low to negative returns throughout the year, while equity markets rallied to new
highs. In the US, the Standard and Poor’s (S&P) 500
index surpassed its pre-crisis level to reach new
highs, while equity markets in other developed
markets also posted strong returns. Japan was the
best performing non-US developed market as the
Nikkei 225 index advanced by 62.97 per cent from
the previous year.

Chart 1
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in the range 0 to 0.25 per cent for the twelvemonth period, while short-term rates fluctuated somewhat during the year but generally
trended downward. The US 3-month London
Inter-Bank Offered Rate (LIBOR) declined to
0.25 per cent, from 0.36 per cent in September
2012, while the US 3-month Treasury bill rate

Money market yields remained low over the
financial year ended September 2013 as the
central banks in the advanced economies
maintained their accommodative monetary
policy stance. The Federal Funds rate remained
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fell by 8.5 basis points to 0.005 per cent at
the end of September 2013. Accordingly, the
TED spread, which represents the difference
between the 3-month US Treasury bill rate and

the 3-month LIBOR rate, narrowed slightly to
24.4 basis points from 26.7 basis points over
the financial year (Chart 2 overleaf, refers).

Chart 2
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(b) Fixed Income Market
Over the year, the US treasury curve steepened
77 basis points between the 2-year and the
30-year sectors. Though yields were slowly
trending higher at the beginning of the financial year, the possibility of taper, which was
first introduced in May 2013, pushed up rates
considerably. Taper talk intensified over the
summer months and treasury investors had to
contend with significant volatility, as markets
speculated when and by how much the Federal
Reserve might reduce its asset purchases
program.
The 30-year yield peaked in August but pulled
back in September, mostly due to the surprise
no taper announcement by the Fed, the fiscal
gridlock in Washington, and Mr. Lawrence
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un-13

Sep-13

3-month LIBOR

Summers’ announcement to withdraw his name
from consideration for the Fed Chairmanship.
The next likely candidate, Ms. Janet Yellen, was
officially nominated on October 9th 2013 and is
widely expected to maintain the Fed’s current
easy monetary stance. Though the 30-year
retreated from its August high, rates still
managed to end the year up 86 basis points,
closing at 3.68 per cent. Front-end yields (less
than one year) declined, as the 3-month yield
fell to 0.01 per cent from 0.09 per cent a year
earlier. The short-end of the curve moved
lower, partly due to Fed taper talk, which may
have weighed on yields, as investors preferred
to place their money in shorter-term instruments. Towards the latter part of the financial
year, downward pressure on rates accelerated
due to falling supply and debt-limit concerns.
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The financial year 2012/2013 was a very tough
year for fixed income markets in general, with
most segments yielding negative returns. The
broader US fixed income market, as represented by the Barclays US Aggregate Index3,
generated a total return of -1.68 per cent for
the year ending September 30, 2013. Spread
products generally outperformed similar-duration Treasuries with the top performing sector,
Commercial Mortgage Backed Securities
(CMBS), returning 0.91 per cent, compared
with a gain of 11.71 per cent in the previous

year. Stable to rising property prices and strong
supply/demand dynamics aided the performance of the CMBS sector. The worst performing sectors for the financial year 2012/2013
were the US Treasury, US Corporate and US
Agency sectors which yielded total returns of
-2.09 per cent, -1.58 per cent and -1.30 per
cent, respectively (Chart 4, refers).

3
A market-value-weighted index of taxable investment-grade fixed-rate debt issues, including government, corporate, asset-backed, and mortgage
backed securities, with maturities of one year or more.
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The performance of the sovereign bonds of
other G7 countries was mixed over the year, as
central-bank policies started to decouple given
increasing signs of the IMF managing director, Christine Lagarde’s three-speed world. The
yield on the benchmark UK Gilt rose by 99 basis
points to 2.72 per cent, with gains in manufacturing, construction and services indicating that
the UK economic recovery was gaining momentum. The yield on the benchmark German
bund rose by 34 basis points to 1.78 per cent,
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as stronger economic data out of the euro zone
prompted investors to move out of safe haven
assets. In addition, yields on Italian bonds fell
by 66 basis points over the period, helped in
part by the formation of a new government.
Meanwhile, yields on Japanese bonds moved
lower by 9 basis points over the period, as the
Bank of Japan (BOJ) promised to maintain its
pledge to purchase some $70 billion JGB bonds
every month.
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(c) Equity Market

improvements in the US labour, housing and
manufacturing sectors, better than expected
corporate earnings and generally positive
economic data supported the positive outturn
in the equity market. However, by the end of
June 2013, some of the gains were eroded due
to market speculation regarding the continuation of the Fed’s asset purchase program as
well as evidence of a slowdown in China.

Global equity markets posted yet another
strong performance over the financial year
ended September 2013. On-going monetary
stimulus measures by the major Central Banks,
particularly the Bank of Japan, fuelled investor
optimism and appetite for risk.
The highest returns were observed in Japan,
where the equity market was boosted by Prime
Minister Shinzo Abe’s pledge to end deflation,
the Bank of Japan’s stimulus policies, and the
country’s successful bid for the 2020 Olympic
Summer Games.

In the final quarter of the financial year, equity
market returns fluctuated as investors tried to
discern the amount and timing of a Fed taper.
The Fed’s ultimate decision to maintain its
bond purchase program coupled with positive
economic data in the UK and Euro zone helped
to lift markets.

In addition, a sharp decline in value of the yen,
vis-à-vis the US dollar, benefitted Japanese
stocks as this movement led to increased
exports.

For the twelve month period, the Standard
and Poor’s (S&P) 500 and Russell 3000 Indices
increased by 16.7 per cent and 19.1 per cent,
respectively, compared with gains of 27.3 per
cent and 27.5 per cent, respectively for the
corresponding period one year earlier. Japan’s
Nikkei 225 rose 62.97 per cent, outperforming
all other markets during the period. In the Euro
zone, the French CAC index advanced 23.5 per
cent, whilst Germany’s DAX 30 index returned
19.1 per cent. (Chart 5, refers).

During the first quarter of the financial year, US
equity markets experienced negative returns.
Risk appetites were somewhat dampened by
the presidential election, concerns about the
likely impact of the “fiscal cliff” and disappointing corporate revenue reports. Investor
sentiment improved during the second
quarter following the dissipation of the US
fiscal cliff concerns. Additionally, continued
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(d) Currency Market

being lower for longer and the fiscal impasse in
Washington.

At the start of 2013, the US dollar index strengthened due to positive US economic data, which
reflected improving growth prospects when
compared to Europe and the UK. The prospect
of the Federal Reserve tapering was introduced
in May and pushed the US dollar higher, while
adding volatility to the market. The US dollar
index peaked at 84.75 in July, before trending
lower, closing the fiscal year at 80.22 compared
to 79.93 a year earlier. The USD depreciated
during the last quarter of the fiscal year due to
relatively better economic news in the UK and
the euro zone, the increased likelihood of rates
pg 29

Over the 2012/2013 financial year, the
Japanese Yen was the worst performing G10
currency. Japan’s new leadership in the government and central bank resulted in co-ordinated
accommodative efforts on the fiscal and monetary front. The Yen depreciated by 20.67 per
cent vis-à-vis the US dollar over the year, as
fiscal stimulus coupled with the BOJ’s pledged
to double the monetary base to 270 trillion yen
by the end of 2014 placed downward pressure
on the Yen.
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Strategic Asset Allocation
a) Portfolio Desired Allocation
In 2008, the Board of Governors approved
the Strategic Asset Allocation (SAA) for the
Fund. Given the onset of the financial crisis,

b) Portfolio Composition
During the financial year ended September
2013, the asset classes of the Fund deviated
from their Strategic Asset Allocation (SAA)2 but
these deviations were within the allowable
range. Such deviations occurred as a result of
changes in assets’ market values. Throughout
the financial year, the Fund had an overweight allocation to US Core Domestic Equities

the three-year implementation of the SAA
was delayed until August 2009. By January
2011, the Fund’s investment portfolio was fully
invested in the four major asset classes shown
in Chart 7 below.

and Non-US Core International Equities. As at
September 30, 2013, these overweight positions were 3.57 per cent and 2.67 per cent
respectively. Conversely, the fixed income
asset classes carried allocations below their
target weights throughout the year. The Fund’s
SAA and the portfolio composition over the
2012/2013 financial year are shown overleaf
(Table 3, refers).

The approved Strategic Asset Allocation (SAA) is considered to be the optimal mix of assets that is expected to meet the long term
investment objective of the Fund, both in terms of risk and return.
3
Section 4 of the HSF Operational and Investment Policy states that the Central Bank may hold cash and cash equivalent in order to
cover day-to-day liquidity needs and the remaining portion called the Investment Portfolio would be invested in accordance with the
strategic asset allocation (SAA) approved by the Board.
2
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Table 3

PORTFOLIO COMPOSITION RELATIVE TO THE APPROVED SAA

PORTFOLIO WEIGHTS

/PER CENT/
ASSET CLASS		

Sep-12

Dec-12

Mar-13

Jun-13

Sep-13

Target

Actual

Actual

Actual

Actual

Actual

Weight SAA

% of Fund

% of Fund

% of Fund

0.00

2.37*

0.00

0.00

0.00

0.00

US Short Duration Fixed Income

25.00

23.46

24.09

23.38

23.30

22.61

US Core Domestic Fixed Income

40.00

38.13

39.14

37.92

37.11

36.15

US Core Domestic Equity

17.50

18.82

18.57

19.86

20.64

21.07

Non-US Core International Equity

17.50

17.22

18.20

18.84

18.95

20.17

Cash

% of Fund % of Fund

*This cash represents the contribution made by the Government on September 28, 2012.

c) Fund Value

September 2012. The increase in the value of
the Fund reflected positive investment returns
and a contribution of US$42.5 million made by
the Government in July 2013.

As at September 30 2013, the Fund’s Net Asset
Value stood at US$5,154.0 million, compared
with US$4,712.4 million as at the end of
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PORTFOLIO PERFORMANCE

markets, particularly Non US Core International
equities, was the main driver of the overall portfolio return. The fixed income portion, however,
detracted a modest 0.4 per cent from the overall
portfolio performance.

Over the financial year ended September 2013, the
Fund’s investment portfolio gained 8.6 per cent,
compared with returns of 7.3 per cent for the SAA
benchmark. The strong performance of equity

Table 4

CONTRIBUTION TO ANNUAL RETURN
FY 2012/2013
/PER CENT/
Percentage
of Portfolio as at
September 30 2013

Portfolio
Weighted
Return

Benchmark
Weighted
Return

100.00

8.63

7.26

COMPOSITE PORTFOLIO

FIXED INCOME:			
US Short Duration Fixed Income

22.61

0.01

-0.01

US Core Fixed Income

36.15

-0.43

-0.66

EQUITY:			
US Core Domestic Equity

21.07

4.09

3.70

Non US Core International Equity

20.17

4.87

4.19

**Portfolio and Benchmark returns may not sum to the Composite Return as they are geometrically-linked.
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The Equity portion of the Fund posted yet another
strong performance over the financial year ended
September 2013 as ongoing monetary stimulus
measures by the major central banks fuelled investor optimism and appetite for risk. Both the US
and Non-US equity portfolios generated doubledigit returns. As at September 30, 2013, the net
asset value of the equity holdings were US$2,124.7
million, compared with a value of US$1,697.6
million one year earlier.

This underperformance of the portfolio relative to its
benchmark was as a result of stock selection decisions. The greatest detractors from performance
came from stock selection within the financials,
consumer discretionary and materials sectors. The
losses made on these selections did not compensate for the positive contribution from other stock
selection decisions. Additionally, the managers’
allocation to the materials and telecommunication
services sectors also detracted from performance.

The US Core Domestic Equity portfolio gained 22.2
per cent, compared with a return of 22.5 per cent
for its benchmark, the Russell 3000 ex Energy
Index.

The other equity mandate, the Non-US International
Equity portfolio, returned 28.6 per cent to outperform, the MSCI EAFE ex Energy Index by 3.1 per
cent. Excess returns can mainly be attributed to
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favourable security selection decisions within countries such as Finland, U.K. Australia and Japan and
within industries such as materials and industrials.
The managers’ currency selections also added to
excess returns over the period.
The Fixed Income portion of the Fund posted negative returns over the financial year as US Treasury
yields between the 2-year and 30-year segment of
the curve increased. While the prices of US Treasury
securities declined over the period, exposure to
spread products and the corporate bond sector
proved beneficial for the sub-portfolios. As at the
end of September 2013, the net asset value of the
two fixed income mandates totaled US$3,027.4
million, up from US$2,900.8 million one year
earlier. This increase in value reflected in part, the
transfer of US$40.6 million to this mandate during
the financial year.
The US Short Duration Fixed Income mandate
returned 0.02 per cent, compared with a loss
of 0.05 per cent for its benchmark, the Bank of
America Merrill Lynch 1- 5 year US Treasury Index.
The slightly better performance of the portfolio relative to its benchmark was attributed to its
exposure to foreign government securities whose
spreads, relative to US Treasuries, tightened over
the financial year
The other fixed income mandate, the US Core
Domestic Fixed Income portfolio, lost 1.2 per cent
over the financial year ended September 2013.
This compares with a loss of 1.7 per cent for its
benchmark, the Barclays Capital US Aggregate
Bond Index.

expenses arising from the management of the
Fund, amounted to US$1.9 million as at September
30, 2013.

Portfolio Risks
The main risks for the HSF portfolio are Credit,
Concentration, Interest rate, and Currency risks.
Below indicates how these risks are mitigated.

(a) Credit Risk
For the money market portion of the Fund,
Credit risk is minimized by the strict adherence
to the following standards: (i) all counterparties must have a minimum credit rating of
either A-1 from the Standard and Poor’s rating
agency or P-1 from Moody’s; and (ii) a maximum exposure limit for counterparties of no
more than 5.0 per cent of the market value of
the portfolio.
For fixed income instruments, credit risk is mitigated by the use of credit concentration limits
as well as minimum credit quality ratings.
Bonds must have an implied investment grade
rating as defined by Standard and Poor’s,
Moody’s or Fitch. Should the required ratings
on an existing fixed income security fall below
the minimum standards, the security must be
sold within an agreed upon timeframe. Over
the financial year, the average credit quality
was “AA+” and “AA-” for the US Short Duration
and US Core Fixed Income Portfolios, respectively.

(b) Concentration Risk
The portfolio’s overweight exposure to the
commercial mortgage backed securities and corporate bonds were the primary contributors to excess
returns.
The Fund received a cash contribution by the
Government on July 26, 2013 of US$42.5 million.
The cash balance held to meet the day-to-day
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Concentration or Diversification Risk is minimised by investing across various asset types.
The portfolio is currently invested across four
asset groupings as follows - US Short Duration
Fixed Income, US Core Domestic Fixed Income,
US Core Domestic Equity and Non-US Core
International Equity. The Asset classes in which

TRINIDAD AND TOBAGO HERITAGE AND STABILISATION FUND • Annual Report 2013

Investment Report
the Fund invests react differently under a given
market condition.

as a maximum sector deviation relative to the
benchmark of 5.0 per cent.

(c) Interest Rate Risk

As such, it is likely that when one asset class
has strong returns, another may have lower
returns. The Fund’s investments are also diversified across a number of assets with the aim
of securing a positive return under a range of
market conditions and to lower the total risk of
the portfolio. In addition, Concentration Risk is
minimised within asset groups. For the equity
portfolios, this Risk is managed by imposing a
maximum percentage holding of 3.0 per cent
of any security’s outstanding shares, as well

Interest Rate Risk is managed using a weighted
average effective duration limit on the respective portfolios, with an allowable range of one
(1) year longer or shorter than the weighted
average duration of the respective benchmarks.
Table 5 shows the weighted average duration
for the US Short Duration and US Core Domestic
Fixed Income portfolios as at September 30,
2013.

Table 5

WEIGHTED AVERAGE DURATION
/Years/
Mandate

Portfolio

Benchmark

US Short Duration

2.69

2.64

US Core Domestic Fixed Income

5.40

5.30

(d) Currency Risk

can be invested in securities which are denominated in currencies other than the US Dollar.

Currency risk is managed by containing and
managing the exposure to non-US dollar instruments. The Fund is invested in twelve currencies in addition to the US dollar. These currencies
include the Euro, Japanese Yen, Pound Sterling,
Australian dollar, Swiss Franc dollar and
Swedish Krona. For the Fixed Income and US
Core Domestic Equity mandates, no more than
10 per cent of the market value of the portfolio

The Non-US Core International Equity Portfolio
is comprised primarily of non-US dollar denominated securities, and the Fund accepts the
currency risk inherent in the relevant benchmark. For this mandate, currency hedging
is permitted up to 15 per cent of the market
value of the portfolio using the US dollar as the
base currency.
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Table 6

IMPLIED CURRENCY EXPOSURE
CURRENCY

Per Cent

US DOLLAR

82.46

EURO CURRENCY

5.37

POUND STERLING

4.67

JAPANESE YEN

2.52

SWISS FRANC

1.82

AUSTRALIAN DOLLAR

1.06

HONG KONG DOLLAR

0.91

SWEDISH KRONA

0.70

DANISH KRONE

0.22

SINGAPORE DOLLAR

0.12

NEW ZEALAND DOLLAR

0.06

ISRAELI SHEKEL

0.06

NORWEGIAN KRONE

0.02

COMPOSITE TOTAL

100.00
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Heritage and Stabilisation Fund
Financial Year Portfolio Valuation
/USD/
			Accumulated
Net Asset
Financial
Surplus &
Valuation Date
Value
Year Income
Unrealized
			Capital
			Gains/Losses

Contributions

September 30, 2007

1,766,200,701

42,217,837

41,966,361

321,706,043

September 30, 2008

2,888,421,556

67,894,134

110,379,131

1,054,174,457

September 30, 2009

2,964,686,478

35,807,757

186,755,766

-

September 30, 2010

3,621,984,041

88,381,935

364,361,226

477,344,263

September 30, 2011

4,084,016,158

179,748,798

374,074,067

451,400,519

September 30, 2012

4,712,376,278

125,221,977

794,770,772

207,550,846

5,154,027,747

312,776,304

1,193,778,722

42,519,782

September 30, 2013
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HSF Portfolio
Historical Performance Since Inception
Financial
Year End

Financial Year Return
Portfolio
Benchmark
%		%

Annualised Return Since Inception
Excess
bps

Portfolio
%

Benchmark
%		

Excess
bps

September 2007*

2.97

2.95

1.89

5.48

5.44

3.50

September 2008

3.62

3.50

12.12

4.34

4.25

9.37

September 2009

2.80

3.18

-37.81

3.81

3.91

-10.01

September 2010

6.07

5.75

31.93

4.61

4.59

2.29

September 2011

0.79

1.14

-34.89

3.80

3.87

-7.13

September 2012

10.73

10.18

55.01

5.38

5.33

5.20

September 2013

8.63

7.26

137.06

5.40

5.16

24.01

						

Note: * These returns are for the period March 2007 to September 2007.
(1) In May 2008, US Treasury instruments were added to the HSF portfolio. As a result, the performance benchmark for the HSF
portfolio became a blended benchmark which comprised of 2.5% Merrill Lynch US Treasury 1-5 Years Index and 97.5% US Onemonth LIBID Index.
(2) In August 2009, International Equities and Fixed Income Securities were added to the HSF portfolio. The performance benchmark
for the HSF portfolio became a blended benchmark which comprise, Bank of America/Merrill Lynch US Treasury 1-5 Years Index,
US One-month LIBID Index, Barclays US Aggregate, Russell 3000 ex Energy, and MSCI EAFE ex Energy.
(3) In January 2011, the HSF Portfolio achieved its Strategic Asset Allocation where the portfolio was invested in four assets classes.
US Short Duration Fixed Income (25%), US Core Fixed Income (40%), US Equity (17.5%) and Non-US International Equity (17.5%).
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