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PENSIONS INVESTMENT SUB-COMMITTEE

Minutes of the meeting held at 7.00 pm on 13 September 2018

Present

Councillor Keith Onslow (Chairman)
Councillor Russell Mellor (Vice-Chairman)
Councillors Gareth Allatt, Simon Fawthrop, Simon Jeal, 
David Jefferys and Gary Stevens

Also Present

Councillor Graham Arthur, Resources Portfolio
John Arthur, MJ Hudson Allenbridge Investment Advisers

52  APOLOGIES FOR ABSENCE AND NOTIFICATION OF 
SUBSTITUTE MEMBERS

Apologies for non-attendance were received from Mr. Geoffrey Wright, 
Member Representative, Local Pensions Board. 

53  DECLARATIONS OF INTEREST

Cllr Russell Mellor, Cllr Simon Fawthrop, and Cllr David Jefferys each 
declared an interest as deferred Members of the Local Government Pension 
Scheme. 

54  CONFIRMATION OF MINUTES OF THE MEETING HELD ON 
24TH JULY 2018 EXCLUDING THOSE CONTAINING EXEMPT 
INFORMATION

The Minutes were agreed.

55  QUESTIONS BY MEMBERS OF THE PUBLIC ATTENDING THE 
MEETING

There were no questions.

56  RE-ORDER OF AGENDA ITEMS

Following the previous item, and with no members of the public present at the 
meeting, Members agreed to move into Part 2 proceedings at this point to 
take item 10 (London CIV – Governance Update and Due Diligence Review) 
and Item 9 (Confirmation of Exempt Minutes of the Meeting held on 24th July 
2018). This enabled Members to consider item 10 ahead of item 6 (London 
CIV Due Diligence - attendance by LCIV Representatives). 
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Members also agreed to take item 5 (Chairman’s Update) under Part 2 
proceedings to receive briefing on issues in preparation for item 6. 

Following item 5, Members agreed to move back to Part 1 proceedings and 
take item 6 and then item 7 (Pension Fund Performance Q1 2018/19).  

57  CHAIRMAN'S UPDATE

This item was considered under Part 2 proceedings so that the Director of 
Finance, with the Chairman’s agreement, could brief Members on issues in 
preparation for item 6. 

58  LONDON CIV DUE DILIGENCE - ATTENDANCE BY LONDON 
CIV REPRESENTATIVES

London CIV representatives attending for the item comprised Mr. Mark Hyde-
Harrison, Interim CEO, and Mr Kevin Cullen, Client Relations Director. 

John Arthur also returned to the room for all Part 1 proceedings of the 
meeting. 

Mr Hyde-Harrison began the presentation with a brief background on the 
history of LGPS Fund Investment pools, the primary purpose of which is to 
achieve cost savings for member funds. Pooling LGPS funds became 
mandatory in 2015/16. Some Pools are now established with others on the 
way to being so. The presentation slides were circulated to those at the 
meeting. 

Formerly having 33 Funds of London Boroughs, the LCIV now had 32 Funds 
as the L B Richmond and L B Wandsworth pension funds merged on 1st 
October 2016. Fund investments managed by the LCIV ranged from almost 
80% for L B Tower Hamlets to approximately 16% for the City of London 
authority, and currently nil for Bromley. 

The LCIV currently has £16.5bn of assets under management. The LCIV has 
equity products and other funds and has launched a number of fixed income 
funds. There is also a wide range of passive funds. Pooling began as soon as 
the LCIV started. Set up costs are therefore relatively low and savings are 
exceeding projected costs resulting in savings for boroughs.  

Through an extensive investment consultation over the previous quarter, the 
LCIV are obtaining an understanding of the current asset allocation of 
boroughs and what future allocations might look like. The consultations also 
covered a client engagement framework to ensure regular ongoing 
information updates from boroughs about their target asset allocations. 
Additionally the consultation covered working with a group of officers and 
Treasurers to define pooling methods. It is intended to use the asset 
allocation information to shape a product launch- programme which would 
then be used to work with boroughs to understand how best to meet individual 
borough pooling plans. All 32 boroughs had been contacted and meetings 
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had taken place with 30 boroughs since 1st May 2018.  A total of 22 boroughs 
had returned their current and target asset allocations in line with the new 
asset classes and strategies. Further boroughs are finalising this with 
consultants under the new definitions. The presentation also outlined 
information totalling asset allocation classes and strategies from those 
boroughs who had returned details along with information by strategy on 
assets currently pooled.  The allocations would be subject to ongoing 
discussions.

Additionally, the presentation referred to a new bespoke reporting system to 
provide commentary on a borough’s personalised investment mandate along 
with updates provided in LCIV newsletters. Borough LCIV Valuations are also 
updated daily on the LCIV client portal and Information sheets are updated 
quarterly. Meet the Manager Days had also taken place with LCIV Managers 
making presentations (16th May 2018 for Fixed Income and 16th August 2018 
for Equity with the LCIV Infrastructure manger likely to be present at a 
presentation on 15th November 2018). An organisation chart of the London 
CIV was included in the presentation.  

Details were provided of the new LCIV Governance Structure and Mr Cullen 
commented that the LCIV is regulated by the Financial Conduct Authority 
(FCA). In addition to the LCIV Board and Shareholder Committee, the LCIV 
also has an Executive Committee, Investment Oversight Committee, 
Compliance Audit and Risk Committee, and Remuneration Committee. The 
Leaders of L B Merton and L B Wandsworth are on the LCIV Board to ensure 
shareholder representation. The Shareholders Committee, comprising eight 
Councillors, four Treasurers, and the London CIV Chair (plus a Trade Union 
observer), meet quarterly with the Committee’s first meeting scheduled for 
October 2018. Decisions are taken at General meetings of the LCIV Board 
and the Shareholders Committee provides a key consultation forum for the 
Board’s AGM. 

Oversight of the LCIV is provided by:

 Independent non-executive directors on the LCIV Board acting in the 
interest of all shareholders and holding the Board to account;

 The FCA who had approved persons, permissions for business, and 
prospectus;

 The Depositary providing an independent oversight of assets to protect 
investors’ interests and providing confidence to them;

 Auditors auditing the LCIV (company) and ACS (pooling vehicle);
 The Ministry of Housing, Communities and Local Government 

(MHCLG) assessing progress against pooling criteria. 

Both the LCIV (company) and ACS (pooling) had received clean audits. 

Reference was also made to the current Fund offering and latest AUM for 
each fund along with its launch date. Details were also provided of planned 
launches for further fixed income funds and three other funds (LCIV 
Infrastructure Fund, LCIV Property Fund, and LCIV Global Equity Core Fund).

Page 5



Pensions Investment Sub-Committee
13 September 2018

4

The LCIV had established a Responsible Investment Policy which would be 
taken to the Shareholder Committee to be ratified. The LCIV had also become 
a UN PRI signatory and a member of the Local Authority Pension Fund Forum 
(LAPFF). The LCIV is also a signatory of the UK Stewardship Code and all 
LCIV Managers are required to have Responsible Investment policies 
(published on the LCIV client portal). When Boroughs are more activist, the 
LCIV will have products available for ethical investments for boroughs that 
wish to include such portfolios plus fund divestment (the LCIV already had low 
carbon trackers into which some boroughs had invested).  

Concerning finances, the LCIV budget is set by the Medium Term Financial 
Strategy (MTFS) which sets the organisation’s cost base. The MTFS is for the 
Shareholders Committee to approve. Most costs are fixed and not variable to 
assets (i.e. excluding individual investment activities). They are already 
committed and currently comprise £5m although this figure might change 
following the pooling strategy.    

Regulatory Capital is the largest asset for the LCIV balance sheet (required by 
the FCA to enable an orderly closure of the business). Unless action is taken 
to reduce the level of LCIV liabilities there will be insufficient Regulatory 
Capital - the staff LGPS Pension Fund in particular having a significant impact 
on the balance sheet. The amount of regulatory capital required is impacted 
by AUM, FCA permissions operated, the net pension liability, and the Profit 
and loss account. There is currently £12bn of AUM headroom. 

Gross savings of £8m p.a. were being achieved through fee reductions and 
tax benefits. Investments in LCIV funds result in lower fees paid to managers. 
These savings are then shared across boroughs through a lower fee to the 
investing borough and further fee reductions to existing investors in the LCIV 
fund. As the 2.5bps (on average) LCIV Management Fee doesn’t currently 
meet all LCIV costs, due to the slower pace of pooling than anticipated, the 
Development Funding Charge (DFC) has been introduced, which is shared 
amongst all shareholders. The DFC for 2017/18 was £75k, and the intention is 
that once all of London’s LGPS assets are pooled, the Management Fee 
earnings will negate the need for the DFC.

The management fee charge has varied by fund as it is perceived there is a 
need to ensure the LCIV fund is less expensive than the existing borough 
fund. As such there are lower charges for Passive and Fixed Income (the 
LCIV Fund management charge bearing no direct relation to costs).  

In discussion, the Chairman outlined the reason for inviting the LCIV and 
referred to the Sub-Committee’s request (at its previous meeting) for due 
diligence to be undertaken before deciding whether to transfer L B Bromley’s 
Baillie Gifford Global Equities to the equivalent Baillie Gifford fund held by the 
LCIV. As such, L B Bromley’s Investment Advisers, MJ Hudson Allenbridge, 
had submitted a proposal upon request to carry out the due diligence work.
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The Chairman asked about the LCIV’s approach to Environmental, Social and 
Governance (ESG) matters, having not seen ESG referenced in the 
presentation. 

Concerning the Willis Towers Watson review of LCIV Governance, a Member 
asked whether the FCA had been made aware of the review outcomes; 
whether any comments had been received back from the FCA; and had the 
review been discussed with the FCA. The Member noted a current vacancy 
for the role of Compliance Manager at the LCIV. He also enquired of the 
LCIV’s end goal and whether it aimed to be an asset manager or a vehicle for 
launching funds.

Mr Hyde-Harrison indicated that the review had not been shared with the FCA 
although it had been shared with the LCIV Depositaries providing the prime 
oversight. The LCIV’s objective is to pool assets of boroughs and deliver cost 
savings/efficiencies for funds, discharging what boroughs want on assets (and 
their allocation) and how the LCIV can help in this regard. To this end, the 
LCIV have launched funds for boroughs to invest their assets. There is no 
LCIV wish to dilute savings and increase costs for boroughs; it provided 
vehicles for pooling and will continue to pool assets for the next three to five 
years. Upon launch of the LCIV’s Investment Phase (Phase 3), different 
pooling vehicles will be included with a view to maximise fee savings and 
reduce costs for best efficiencies. Mr Hyde-Harrison also outlined the 
expected approach to infrastructure.

On matters such as operating procedures and LCIV staff job descriptions, 
core skills, calibre, competencies, and salaries, Mr Hyde-Harrison agreed that 
relevant documents would be provided to MJ Hudson Allenbridge when 
visiting LCIV offices (with personal data redacted), and that they would 
support the due diligence work.  

The LCIV made a profit last year of around £160k, details of which are on the 
LCIV client portal. The profit is not passed back to shareholders but instead 
goes to the LCIV’s reserves. A Member suggested that as L B Bromley had 
already contributed some £150k to the LCIV it had already invested in the 
LCIV. However, this is not shown as it is in the LCIV management accounts 
rather than the ACS. A loss of some £800k the previous year went from the 
LCIV reserves. 

The Member also felt that LCIV staff costs are expensive and enquired on 
action to contain the costs. He asked whether all LCIV staff are in the LGPS.  
Mr Hyde-Harrison referred to a range of salaries and the LCIV was unable to 
close the LGPS to staff as the winding up debt would result in the closure of 
the organisation. It was necessary to ensure the LGPS has less input on LCIV 
regulatory capital. Should the last active LGPS member leave the scheme, 
protection is necessary (for the City of London fund) against liabilities for the 
scheme members (LCIV being an admitted employer to the City of London 
LGPS fund). All boroughs needed to contribute (through a pension guarantee 
agreement) to protect the LCIV and its responsibilities for liabilities to the City 
of London. 
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The Director suggested the LCIV would not necessarily have an immediate 
termination payment to make if the scheme was closed, but a repayment 
arrangement could be agreed. This would be less than the costs if the 
scheme was kept open (boroughs were also being asked to sign a pension 
recharge agreement to reduce the impact of any cessation of the scheme on 
LCIV regulatory capital). The bill to boroughs would be much more longer 
term (through contributing to the LCIV/City of London liabilities) and it is 
necessary for L B Bromley to know in full why the LGPS is needed at the 
LCIV. 

Mr Hyde-Harrison referred to some boroughs taking a different view and it is 
necessary for the LCIV to consider its staff and their remuneration. Moreover, 
the LCIV Board did not want to take decisions which jeopardise the 
company’s regulatory capital. If a cessation event occurred, arrangements are 
needed to smooth over (the liabilities issue) with all boroughs and to ensure 
the regulatory capital is not impacted. Should a cessation debt be in the order 
of £2m to £3m, the LCIV does not have the level of capital to pay such a 
liability and continue to manage the existing level of assets under 
management. A Member suggested that this reflected on LCIV governance 
and understood that LCIV Client Directors are also in the LGPS. He 
suggested the scheme can be stopped for new entrants and the whole 
position seemed akin to a monopoly situation; accountability is needed as is 
co-operation in bringing people together rather than by coercion. The 
Chairman added that he had raised the pension scheme at the Pensions CIV 
Sectoral Joint Committee (PCSJC) last November, recalling a suggestion that 
as a closed scheme, action could not be taken. He indicated disappointment 
that his concerns raised last November had not been taken up. The matter of 
LCIV Pension arrangements would be taken up further outside of the meeting.

The Vice-Chairman was unimpressed by the LCIV savings ratio and felt that a 
proposed infrastructure product aiming for a 4% return was inadequate for L B 
Bromley where the performance of some of its funds touched 8%. The LCIV 
organisation being set up is large and L B Bromley already has a good 
investment structure (direct with Fund Managers). He asked how the LCIV 
could improve on L B Bromley’s funding level at almost 100%.  

Mr Hyde-Harrison explained that he wanted to run the LCIV business without 
asking for more capital. With 27 staff the LCIV currently remained the lowest 
staffed pool. He conceded that savings at £8m across 32 funds was not 
particularly impressive and the LCIV was working to meet Government aims. 
A portfolio with 100% equities would achieve a higher return but some 
boroughs wanted different allocations/products in their portfolios. The LCIV 
tried to cater for a range of different views. When the Government required 
pools to be established there was a wide range of performance and the aim is 
to improve the performance of poorer funds being pooled. The Government 
initiated pooling to improve the average return across the whole. He added 
that the LCIV can offer fee savings but was unable to confirm that the LCIV 
can achieve more than that (for L B Bromley).   
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Mr Hyde-Harrison confirmed that all boroughs continue to hold their asset 
allocation strategy intact and the LCIV has no permission to move borough 
monies between funds. Additionally, it is not authorised by the FCA to direct 
funds.  The Chairman could envisage a pressure in future to consolidate the 
number of funds downwards. But for the moment, boroughs have complete 
authority for their allocations. 

Mr Hyde-Harrison also indicated that the LCIV aimed for the Development 
Fund Charge (DFC) to cease about 2023. Should substantial further levels of 
pooling not occur, this date would be difficult to achieve.  

Including the LCIV Chief Executive position (Mark Hyde-Harrison being 
interim Chief Executive), a Member noted eight current vacancies within the 
LCIV staff structure and asked whether the positions are on hold. Mr Hyde-
Harrison confirmed that the LCIV wanted to recruit for the positions and were 
actively doing so. On the Chief Executive and Chief Investment Officer 
vacancies Mr Hyde-Harrison understood that authority had been provided that 
afternoon to recruit for the two positions. It had been more difficult to recruit 
for some positions and the salary and LGPS benefit was not attractive for all. 
Appointments to the vacancies will cause costs to rise but as the pool 
increases savings will also rise. 

On composition of the LCIV Shareholders Committee, Mr Hyde-Harrison 
explained that London Councils organised this through nominations. It was 
suggested the composition comprise representatives from top performing 
funds so the Committee is not political. However, the nominations were 
accepted at the LCIV Board’s AGM with the aim of looking to represent views 
across London. Highlighting London Councils involvement with the process, 
the Chairman didn’t disagree with the Committee’s political representation, but 
as a governance issue felt that London Councils needed to see the LCIV as a 
separate organisation and he would pursue the matter. He also highlighted 
that a Councillor and Treasurer from the same borough can be represented 
on the Committee and suggested this might present a potential conflict of 
interest. In this scenario a Treasurer might be better appointed to another 
LCIV Committee. Another Member indicated that the Willis Towers Watson 
report made reference to having a Committee free from political interference 
and he again emphasised a need to represent best performing boroughs on 
the Committee. Mr Hyde-Harrison indicated that the current form of 
representation did not always have to remain the same should shareholders 
think differently. The Chairman suggested the matter be left to the 
Shareholders Committee to consider.

With the LCIV a company, Mr Hyde-Harrison confirmed that its meetings are 
not open to the public although it is subject to Freedom of Information (FOI) 
requirements. For transparency, it was suggested the meetings are open and 
Mr Hyde-Harrison explained that shareholders can express views on the 
matter. The Chairman felt that the Shareholders Committee should (at least) 
be open for other Councillors to observe. 
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Returning to the LCIV’s liabilities for its LGPS scheme, it was understood that 
a deficit in the order of £3.3m to £6.5m could be charged to boroughs under 
the LCIV’s proposals (should this become necessary). As boroughs would 
effectively underwrite such a level of deficit, the Director again suggested the  
LCIV provide a detailed analysis (for boroughs) of the LCIV’s case for keeping 
an “open” LGPS scheme, given the increasing liabilities from the scheme and 
other costs e.g. pension strain costs. This would be helpful along with the 
LCIV sharing its actuarial advice for the scheme. The deficit risk is a 
significant sum and the full business case is needed for transparency. On 
receipt of full information and costs, details can be provided to L B Bromley’s 
Full Council so that a decision can be taken by Members on whether to sign 
the agreements. Mr Hyde-Harrison confirmed that the LCIV wanted to be 
engaged and he would try to provide the information.   

In signing the Pensions Recharge agreement to protect the LCIV’s regulatory 
capital, the Director highlighted that boroughs would not want to forego 
significant financial savings in order to avoid increasing regulatory capital. The 
Director felt that it is essential that LCIV provide comprehensive information 
about the reasons for the LGPS scheme and this is key before L B Bromley 
considers the recharge issue and it is necessary to have the facts about the 
financial impact of closing the LGPS scheme and any cessation 
arrangements.  

The Director also enquired of any plans to obtain permissions to transfer 
between funds (e.g. in the event of a fund being overweight in a particular 
asset) and whether it will be possible to transfer between funds. Mr Hyde-
Harrison indicated that the LCIV is planning to extend its permissions as it is 
now on a firmer footing and it is necessary for the permissions to align with its 
business model. If permissions allowed the LCIV to do more an IMA 
agreement would be necessary with each borough. This would be a separate 
cost to any boroughs above the 2.5bps management fee which should cover 
existing planned costs.   
 
For Phase 3 (Investment), LCIV activity included looking at how borough 
investment strategies vary. Potential products will be shared with boroughs 
and the LCIV already has 140 possible funds. Boroughs can choose from the 
range. With the current phase about pooling resources, the Director sought 
confirmation that Phase 3 is not about managing investments. Mr Hyde-
Harrison explained that if the LCIV had an IMA with boroughs it is possible to 
do this. With boroughs providing an IMA, the LCIV can help a borough (in 
managing its investments) but without running their strategic allocation. 
Permissions would allow the LCIV to inter-alia advise on investments and the 
LCIV would have an IMA (to do so in such circumstances). The LCIV can only 
operate a pooled vehicle (under current permissions). Should the LCIV apply 
for and receive the additional permissions, Mr Hyde-Harrison indicated that it 
would then be able to do what Pension Funds undertake. These would 
increase LCIV costs but other factors would also increase costs e.g. having 
more funds. Although Mr Hyde-Harrison was unable to confirm LCIV costs in 
a further three years, the LCIV aimed to not ask for more capital; to reduce 
the Development Fund Charge (DFC); and to reduce costs. He envisaged 
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total costs in the region of £6m to £7m, much of which would be driven by 
investment and governance. Mr Hyde-Harrison also confirmed the LCIV’s 
Depositary as Northern Trust and it would be necessary to check whether a 
copy of the Depositary’s report can be provided.   

Mr Hyde-Harrison referred to a diverse range of needs amongst boroughs in 
the LCIV. Nationally, the LCIV is ahead of a number of other pools and 40% 
of assets from boroughs have already been pooled. However, the Minister for 
Local Government wanted the LCIV (and other pools) to develop faster. Mr 
Hyde-Harrison was not party to the Government’s policy decision on pooling 
but agreed with the Chairman that pooling is harder and more complicated 
than anticipated. The Government appeared committed to the principle of 
pooling and the LCIV existed to help boroughs and to achieve savings. 

In drawing the item to a close, the Chairman expressed his appreciation for 
the time of Mr Hyde-Harrison and Mr Cullen in attending the meeting. He 
thanked both for coming and for their openness in answers. Both Mr Hyde-
Harrison and Mr Cullen then left the room.  

Subsequently, Members briefly assessed comments made by the 
representatives. The Chairman felt that a robust report is needed to Full 
Council on the LCIV staff pension scheme and the request for agreements on 
liabilities. The Resources Portfolio Holder, Cllr Graham Arthur, also briefly 
addressed the meeting. Cllr Arthur referred to the Bromley fund’s history of 
good performance and was concerned about political involvement in LGPS 
developments over recent years. This included involvement by London 
Councils and ideally L B Bromley needed to be left alone to manage its Fund.   

A meeting had been planned for the end of October between the Chairman, 
Vice-Chairman, Portfolio Holder, Director, and John Arthur to consider the due 
diligence report from MJ Hudson Allenbridge. The Chairman hoped it would 
then be available for the Sub-Committee’s meeting on 7th November to inform 
any further consideration on transferring the Fund’s Bailie Gifford Global 
Equities to the equivalent Baillie Gifford portfolio at the LCIV. A Member 
suggested that it might be necessary to say to the LCIV that L B Bromley will 
only transfer upon confirmation that the report‘s recommendations have been 
implemented.
      
59  PENSION FUND PERFORMANCE Q1 2018/19

Report FSD18069

Details were provided of the Fund’s investment performance for the first
quarter of 2018/19. Additional detail was provided in an appended report from
the Fund’s external advisers, MJ Hudson Allenbridge. 

The market value of the Fund ended the June quarter at £1,017.9m (£970.7m 
at 31st March) and had further increased to £1,044.3m as at 31st July 2018. 
The quarter total fund return of +4.95% against a +4.43% benchmark, 
compared to a +4.9% average across the 61 LGPS funds in PIRC’s universe. 
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Detail on performance by individual fund managers was appended to Report 
FSD18069.  

The Fund’s medium and long-term returns remained very strong overall - the 
Fund ranking third in the PIRC LGPS universe for the year to 31st March 
2018, first over three years, second over five years, first over ten years and 
second over 20 and 30 years.

Information on general financial and membership trends of the Pension Fund
was also outlined along with summarised information on early
retirements. Final outturn details for the 2017/18 Pension Fund Revenue 
Account, the first quarter position for 2018/19, and fund membership numbers 
were also appended to the report.

Where the assets of an employer exiting a Fund are greater than its pension 
liabilities as published in a revised rates and adjustments certificate (Exit 
Credits), Report FSD18069 advised that recent changes to the LGPS 2013 
Regulations required a Fund to pay any excess in credit to an exiting 
employer within three months of cessation of the admission agreement. 
Further information would be included in the LGPS 2018 (Amendment) 
Regulations to be considered by the General Purposes and Licensing 
Committee at its meeting on 26th September 2018.

The report also outlined future Fund Manager attendance as:

 Schroders (multi-asset income) on 7th November 2018 and 
 Baillie Gifford (global equities and fixed income) on 5th March 2019. 

The Chairman was pleased with the performance reported. Noting that the 
General Purposes and Licensing (GP&L) Committee will consider further 
information on Exit Credits to be included in the LGPS 2018 (Amendment) 
Regulations, the Chairman highlighted a preference to see the Sub-
Committee a Committee in its own right rather than as a Sub-Committee of 
the GP&L Committee. Another Member, also pleased with the report, thanked 
MJ Hudson Allenbridge for the Quarterly Review appended to Report 
FSD18069. 

A Member expressed concern at the continued underperformance of MFS. Mr 
Arthur indicated that MFS looked for certainty and hope in their approach 
whereas Baillie Gifford looked for more growth. Mr Arthur felt the two 
managers work well together in the Fund’s portfolio - the MFS investment 
philosophy and process suggested their approach is unlikely to change.   

A Member asked whether MFS are best placed to respond in the event of a 
downturn and whether there is an argument to reduce the MFS holding rather 
than Blackrock’s holding should the latter perform better over a year. Mr 
Arthur explained that most of the MFS portfolio is now cheaper with its 
holdings in Facebook and Tesla expected to fall further. There are concerns 
about the scale of MFS underperformance and the market is not rewarding 
their processes. However, markets go through cycles and investors are now 
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in a behavioural market. The market will rotate at some stage. Mr Arthur was 
not overly concerned with MFS but their underperformance is now noticeable. 
As such, he will have another meeting with MFS Managers. An important 
question is whether their way of performance is now outdated.  

RESOLVED that the contents of the report be noted.

60  LOCAL GOVERNMENT ACT 1972 AS AMENDED BY THE 
LOCAL GOVERNMENT (ACCESS TO INFORMATION) 
(VARIATION) ORDER 2006 AND FREEDOM OF INFORMATION 
ACT 2000

RESOLVED that the Press and public be excluded during consideration 
of the items of business referred to below as it is likely in view of the 
nature of the business to be transacted or the nature of the proceedings 
that if members of the Press and public were present there would be 
disclosure to them of exempt information.

The following summaries
refer to matters

involving exempt information 

61  CONFIRMATION OF EXEMPT MINUTES OF THE MEETING 
HELD ON 24TH JULY 2018

The exempt minutes were agreed.

62  LONDON CIV - GOVERNANCE UPDATE AND DUE DILIGENCE 
REVIEW

Report FSD18070

Members agreed that the Council’s contract with MJ Hudson Allenbridge 
should be varied so the company can undertake due diligence of the London 
CIV and its governance arrangements on behalf of the Sub-Committee. 

Members also noted that the Pensions CIV Sectoral Joint Committee had 
been formally dissolved and that Cllr Keith Onslow had been appointed to the 
new London CIV Shareholder Committee.

John Arthur left the room for the first part of discussion on this item and 
subsequently returned to provide clarification on some questions from 
Members before then leaving the room again in order for Members to 
conclude their discussion. 

The Meeting ended at 10.08 pm

Chairman
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Report No.
FSD18086

London Borough of Bromley

PART 1 - PUBLIC

Decision Maker: Pensions Investment Sub-Committee

Date: 7th November 2018

Decision Type: Non-Urgent Non-Executive Non-Key

Title: PENSION FUND PERFORMANCE Q2 2018/19

Contact Officer: James Mullender, Principal Accountant
Tel:  020 8313 4292   E-mail:  james.mullender@bromley.gov.uk

Chief Officer: Director of Finance

Ward: All

1. Reason for report

1.1 This report provides a summary of the investment performance of Bromley’s Pension Fund in 
the 2nd quarter of 2018/19. More detail on investment performance is provided in a separate 
report from the Fund’s external advisers, MJ Hudson Allenbridge, which is attached as 
Appendix 5. The report also contains information on general financial and membership trends 
of the Pension Fund and summarised information on early retirements. 

    ____________________________________________________________________________

2. RECOMMENDATION

2.1 The Pensions Investment Sub-Committee is asked to:

(a) Note the contents of the report.
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Corporate Policy

1. Policy Status: Existing policy.  The Council's Pension Fund is a defined benefit scheme operated 
under the provisions of the Local Government Pension Scheme (LGPS) Regulations, for the 
purpose of providing pension benefits for its employees. The investment regulations (The LGPS 
(Management and Investment of Funds) Regulations 2016) allow local authorities to use all the 
established categories of investments, e.g. equities, bonds, property etc, and to appoint external 
investment managers who are required to use a wide variety of investments and to comply with 
certain specific limits.

2. BBB Priority: Excellent Council.      
________________________________________________________________________________

Financial

1. Cost of proposal: No cost      

2. Ongoing costs: Recurring cost. Total administration costs estimated at £5.1m (includes fund 
manager/actuary/adviser fees, Liberata charge and officer time)

3. Budget head/performance centre: Pension Fund

4. Total current budget for this head: £40.7m expenditure (pensions, lump sums, etc); £52.5m 
income (contributions, investment income, etc); £1,046m total fund market value at 30th 
September 2018)

5. Source of funding: Contributions to Pension Fund
________________________________________________________________________________

Staff

1. Number of staff (current and additional): 0.4 FTE  

2. If from existing staff resources, number of staff hours: c 14 hours per week  
________________________________________________________________________________

Legal

1. Legal Requirement: Statutory requirement. Local Government Pension Scheme (LGPS) 
Regulations 2013, LGPS (Management and Investment of Funds) Regulations 2016 

2. Call-in: Call-in is not applicable.      
________________________________________________________________________________

Customer Impact

1. Estimated number of users/beneficiaries (current and projected): 6,071 current employees; 
5,256 pensioners; 5,729 deferred pensioners as at 30th September 2018 

________________________________________________________________________________

Ward Councillor Views

1. Have Ward Councillors been asked for comments?  No. 

2. Summary of Ward Councillors comments:  N/A
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3. COMMMENTARY

3.1 Fund Value

3.1.1 The market value of the Fund ended the September quarter at £1,045.5m, up from £1,017.9m 
as at 30th June. The comparable value as at 30th September 2017 was £955.9m. Historic data 
on the value of the Fund are shown in a table and in graph form in Appendix 1. 

3.2 Performance Targets and Investment Strategy

3.2.1 Historically, the Fund’s investment strategy was broadly based on a high level 80%/20% split 
between growth seeking assets (representing the long-term return generating part of the 
Fund’s assets) and protection assets (aimed at providing returns to match the future growth of 
the Fund’s liabilities). Between 1998 and 2012, Baillie Gifford and Fidelity managed balanced 
mandates along these lines, and, a comprehensive review of the Fund’s investment strategy in 
2012 confirmed this high-level strategy. It concluded that the growth element would, in future, 
comprise a 10% allocation to Diversified Growth Funds (DGF) and a 70% allocation to global 
equities, with a 20% protection element remaining in place for investment in corporate bonds 
and gilts.

3.2.2 The asset allocation strategy was reviewed again during 2016/17, mainly to address the 
projected cash deficit in future years, and a revised strategy was agreed on 16th May 2017. 
The revised strategy introduced allocations to Multi Asset Income Funds (20%) and Property 
(5%), removed Diversified Growth Funds, and reduced the allocations to Global Equities (to 
60%) and Fixed Income (to 15%). 

3.2.3 At the meetings on 21st November and 14th December 2017, the Sub-Committee appointed 
Schroders (60%) and Fidelity (40%) to manage the MAI allocations, and Fidelity to manage 
the property fund. The Fidelity MAI and initial drawdown of the property fund were completed 
in February 2018, the Schroders MAI investment completed in May 2018. A further drawdown 
of the Fidelity property fund was completed in August 2018, and Fidelity currently anticipate 
the final drawdown within the next 3 months, which will complete the implementation of the 
asset allocation strategy. 

3.3 Summary of Fund Performance

3.3.1 Performance data for 2018/19 (short-term)

A detailed report on fund manager performance in the quarter ended 30th September 2018 is 
provided by the fund’s external adviser, MJ Hudson Allenbridge, in Appendix 5. The total fund 
return for the third quarter was +2.84% against the benchmark of +3.36%. Further details of 
individual fund manager performance against their benchmarks for the quarter, year to date, 1, 
3 and 5 years and since inception are provide in Appendix 2.  

3.3.2 Medium and long-term performance data

The Fund’s medium and long-term returns have remained very strong overall, with returns of 
6.7% for 2017/18 and 26.8% for 2016/17 against the benchmark of 3.1% and 24.6% 
respectively. The overall Fund ranked third against the 61 funds in the PIRC LGPS universe 
for the year to 31st March 2018, first over 3 years, second over 5 years, first over 10 years and 
second over 20 and 30 years.

The following table shows the Fund’s long-term rankings in all financial years back to 2005/06 
and shows the medium to long-term returns for periods ended 31st March. The medium to 
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long-term results have been good and have underlined the fact that the Fund’s performance 
has been consistently strong over a long period.

Year Whole 
Fund 
Return

Benchmark 
Return

Local 
Authority 
average*

Whole 
Fund 
Ranking*

% % %
Financial year figures
2017/18 6.7 3.1 4.5 3
2016/17 26.8 24.6 21.4 1
2015/16 0.1 0.5 0.2 39
2014/15 18.5 16.4 13.2 7
2013/14 7.6 6.2 6.4 29
2012/13 16.8 14.0 13.8 4
3 year ave to 31/3/18 10.6 8.9 8.3 1
2014/15 14.6 13.4 11.2 1
2013/14 8.4 7.5 6.4 6
2012/13 14.2 12.1 11.1 5
2011/12 2.2 2.0 2.6 74
2010/11 9.0 8.0 8.2 22
5 year ave to 31/3/18 11.5 9.8 8.8 2
2012/13 13.6 12.0 10.7 1
2011/12 8.8 7.6 7.1 6
2010/11 10.7 9.2 8.8 11
2009/10 48.7 41.0 35.2 2
2008/09 -18.6 -19.1 -19.9 33
2007/08 1.8 -0.6 -2.8 5
2006/07 2.4 5.2 7.0 100
2005/06 27.9 24.9 24.9 5
10 year ave to 31/3/18 10.5 n/a 7.7 1
20 year ave to 31/3/18 7.8 n/a 6.5 2
30 year ave to 31/3/18 9.7 n/a 8.9 2

*The most recent LA averages and ranking as at 31/03/18 are based on the PIRC LA universe containing 61 of the 89 funds.

In addition to winning the LGPS Investment Performance of the Year in 2017, the Fund has 
also recently won the LGPS Fund of the Year (assets under £2.5bn) in 2018, recognising the 
consistent high performance of the Fund.

3.3.3 Performance Measurement Service

As previously reported, in April 2016, the Council was informed that WM Company (State 
Street) would cease providing performance measurement services to clients to whom they do 
not act as custodian, with effect from June 2016. There are currently no providers offering a 
like for like service, so the Council is using its main custodian, BNY Mellon, to provide 
performance measurement information, and the 2nd quarter summary of manager performance 
is provided at Appendix 2. PIRC currently provide LA universe comparator data, and at the 
time of writing has 61 of the 89 LGPS funds (69%) signed up to the service, including the 
London Borough of Bromley.

3.4 Early Retirements

3.4.1 Details of early retirements by employees in the Fund are shown in Appendix 3.

3.5 Admission agreements for outsourced services

3.5.1 As part of the Council’s commissioning programme, all of its services are being reviewed, 
which may result in the outsourcing of further services. There are no further updates at this 
point, but the position will continue to be monitored and updates provided for future meetings.
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3.6 Fund Manager attendance at meetings

3.6.1 Meeting dates have been set for 2018/19, with Schroders attending this meeting. While 
Members reserve the right to request attendance at any time if any specific issues arise, the 
timetable for subsequent meetings is as follows:

Meeting 5th March 2019 – Baillie Gifford (global equities and fixed income)
23rd May 2019 - MFS

4. POLICY IMPLICATIONS

4.1.1 The Council's Pension Fund is a defined benefit scheme operated under the provisions of the 
Local Government Pension Scheme (LGPS) Regulations, for the purpose of providing pension 
benefits for its employees. The investment regulations (The LGPS (Management and 
Investment of Funds) Regulations 2016) allow local authorities to use all the established 
categories of investments, e.g. equities, bonds, property etc, and to appoint external 
investment managers who are required to use a wide variety of investments and to comply 
with certain specific limits.

5. FINANCIAL IMPLICATIONS

5.1.1 Details of the final outturn for the 2017/18 Pension Fund Revenue Account and the position 
after the second quarter of 2018/19 are provided in Appendix 4 together with fund membership 
numbers. A net deficit of £0.7m occurred during 2017/18 and total membership numbers rose 
by 516. In the first half of 2018/19, a net surplus of £6.2m has arisen, and membership 
numbers increased by 136.

5.1.2 It should be noted that the net deficit of £0.7m in 2017/18 includes investment income of 
£8.8m which was re-invested in the funds, so in cashflow terms, there would have been a 
£8.1m cash deficit for the year. Similarly, the £6.2m surplus in the first half of 2018/19 would 
be cash a surplus of only £0.3m excluding reinvested income. With the Schroders MAI 
investment now completed, the distributed income should increase significantly, and a cash 
surplus of around £3m is expected for the year.

6. LEGAL IMPLICATIONS

6.1.1 The statutory provisions relating to the administration of the Local Government Pension 
Scheme are contained in the Local Government Pension Scheme (LGPS) Regulations 2013. 
The investment regulations (The LGPS (Management and Investment of Funds) Regulations 
2016) set out the parameters for the investment of Pension Fund monies.

Non-Applicable Sections: Personnel Implications, Impact on Vulnerable Adults and 
Children, Procurement Implications

Background Documents:
(Access via Contact Officer)

Monthly and quarterly portfolio reports of Baillie Gifford, 
Blackrock, Fidelity, MFS and Standard Life.
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Appendix 1
MOVEMENTS IN PENSION FUND MARKET VALUE SINCE 2002

Date Blackrock MFS
Standard 

Life
Schroder

s CAAM
Balanced 
Mandate DGF

Fixed 
Income

Global 
Equities Total

Balanced 
Mandate

Fixed 
Income MAI

Propert
y Total

Global 
Equities

Global 
Equities DGF MAI

LDI 
Investment

GRAND 
TOTAL

£m £m £m £m £m £m £m £m £m £m £m £m £m £m
31/03/2002 113.3 113.3 112.9 112.9 226.2
31/03/2003 90.2 90.2 90.1 90.1 180.3
31/03/2004 113.1 113.1 112.9 112.9 226.0
31/03/2005 128.5 128.5 126.7 126.7 255.2
31/03/2006 172.2 172.2 164.1 164.1 336.3
31/03/2007 156.0 156.0 150.1 150.1 43.5 349.6
31/03/2008 162.0 162.0 151.3 151.3 44.0 357.3
31/03/2009 154.4 154.4 143.0 143.0 297.4
31/03/2010 235.4 235.4 210.9 210.9 446.3
31/03/2011 262.6 262.6 227.0 227.0 489.6
31/03/2012 269.7 269.7 229.6 229.6 499.3
31/03/2013# 315.3 26.5 341.8 215.4 215.4 26.1 583.3
31/03/2014@ 15.1 26.8 45.2 207.8 294.9 58.4 58.4 122.1 123.1 27.0 625.5
31/03/2015 45.5 51.6 248.2 345.3 66.6 66.6 150.5 150.8 29.7 742.9
31/03/2016 44.8 51.8 247.9 344.5 67.4 67.4 145.5 159.2 28.3 744.9
31/03/2017 49.3 56.8 335.3 441.4 74.3 74.3 193.2 206.4 28.5 943.8
31/03/2018$& 58.0 380.0 438.0 75.6 79.2 15.9 170.7 155.2 206.8 970.7
30/06/2018£ 57.1 408.4 465.5 75.8 79.7 16.1 171.6 44.0 217.8 119.0 1017.9
30/09/2018^ 56.8 421.8 478.6 75.2 79.8 35.2 190.2 26.6 230.6 119.5 1045.5

# £50m Fidelity equities sold in Dec 2012 to fund Standard Life and Baillie Gifford DGF allocations.
@ Assets sold by Fidelity (£170m) and Baillie Gifford (£70m) in Dec 2013 to fund MFS and Blackrock global equities. 
$ £32m  Blackrock global equities sold in July 2017 to pay group transfer value re Bromley College. 
& Assets sold by Baillie Gifford (£51m), Standard Life (£29m) and Blackrock (£19m) in Feb 2018 to fund Fidelity MAI and Property funds. 

£ Assets sold by Blackrock (£120m) in May 2018 to fund Schroder MAI fund. 

^ Assets sold by Blackrock (£20m) in August 2018 to fund Fidelity Property fund. 

Baillie Gifford Fidelity
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Appendix 2

PENSION FUND MANAGER PERFORMANCE TO SEPTEMBER 2018

Portfolio Month 
%

3 Months 
%

YTD 
%

1 Year 
%

3 Years 
%

5 Years 
%

Since 
Inception 

%

Baillie Gifford Global Equity -1.29 3.28 11.01 15.69 23.65 16.28 8.92
Benchmark 0.14 5.70 13.11 13.53 19.85 13.74 7.96
Excess Return -1.44 -2.42 -2.10 2.16 3.80 2.54 0.96

Baillie Gifford Fixed Income -0.79 -1.76 -2.24 -0.04 3.95 5.18
Benchmark -0.94 -0.90 -1.22 0.04 4.16 5.03
Excess Return 0.15 -0.86 -1.02 -0.08 -0.21 0.15

Blackrock Global Equity 0.00 5.73 11.65 14.11 20.15 14.50
Benchmark 0.14 5.70 13.11 13.53 19.85 14.04
Excess Return -0.14 0.04 -1.45 0.58 0.30 0.46

Fidelity Fixed Income -0.86 -0.92 -0.69 0.73 5.05 6.24 6.51
Benchmark -1.26 -1.07 -1.07 0.38 3.79 5.25 5.67
Excess Return 0.40 0.15 0.38 0.35 1.26 0.99 0.84

Fidelity MAI -0.25 1.11 2.32 1.09
Benchmark 0.38 1.13 2.17 2.51
Excess Return -0.62 -0.02 0.15 -1.42

Fidelity Property 0.60 -2.72 -1.48 -0.88
Benchmark 1.57 -1.78 0.01 1.91
Excess Return -0.97 -0.94 -1.49 -2.79

MFS Global Equity -0.32 5.87 11.53 9.60 18.40 14.41
Benchmark 0.10 5.57 12.77 12.94 19.20 13.32
Excess Return -0.43 0.30 -1.24 -3.34 -0.80 1.09

Schroder MAI -0.09 1.31 0.38
Benchmark 0.41 1.23 1.64
Excess Return -0.50 0.08 -1.26

Total Fund -0.71 2.84 7.93 9.98 16.72 12.56 9.00
Benchmark 0.06 3.36 7.94 9.25 14.74 11.12
Excess Return -0.77 -0.53 -0.01 0.73 1.98 1.43

PIRC universe average n/a n/a n/a n/a n/a

N.B.  returns may differ to fund manager reports due to different valuation/return calculation methods

P
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Appendix 3

EARLY RETIREMENTS

A summary of early retirements and early release of pension on redundancy by employees in 
Bromley’s Pension Fund in the current year and in previous years is shown in the table below. With 
regard to retirements on ill-health grounds, this allows a comparison to be made between their actual 
cost and the cost assumed by the actuary in the triennial valuation. If the actual cost of ill-health 
retirements significantly exceeds the assumed cost, the actuary will be required to consider whether 
the employer’s contribution rate should be reviewed in advance of the next full valuation. In the last 
valuation of the Fund (as at 31st March 2016), the actuary assumed a figure of 1.2% of pay (approx. 
£1.2m p.a from 2017/18), compared to £1m in the 2013 valuation, and £82k p.a. in the 2010 
valuation. In 2015/16 there were nine ill-health retirements with a long-term cost of £1,126k, in 
2016/17 there were six with a long-term cost of £235k, in 2017/18 there were five with a long-term 
cost of £537k, and in the first half of 2018/19 there were two with a long-term cost of £214k. Provision 
has been made in the Council’s budget for these costs and contributions have been and will be made 
to reimburse the Pension Fund, as result of which the level of costs will have no impact on the 
employer contribution rate. 

The actuary does not make any allowance for other (non-ill-health) early retirements or early release 
of pension, however, because it is the Council’s policy to fund these in full by additional voluntary 
contributions. In 2015/16 there were 23 non ill-health retirements with a total long-term cost of £733k, 
in 2016/17 there were 22 with a total cost of £574k, in 2017/18 there were ten with a long-term cost of 
£245k, and in the first half of 2018/19 there three with a long-term cost of £209k. Provision has been 
made in the Council’s budget for severance costs arising from LBB staff redundancies and 
contributions have been and will be made to the Pension Fund to offset these costs. The costs of 
non-LBB early retirements are recovered from the relevant employers.

Long-term cost of early retirements Ill-Health          Other

No £000 No £000
Qtr 2 – Sep 18 - LBB 2 214 2 188
                        - Other - - 1 21
                        - Total 2 214 3 209

2018/19 to date - LBB 2 214 2 188
                          - Other - - 1 21
                          - Total 2 214 3 209

Actuary’s assumption - 2016 to 2019 1,200 p.a. N/a
                                    - 2013 to 2016 1,000 p.a. N/a
                                    - 2010 to 2013 82 p.a. N/a

Previous years – 2017/18 5 537 10 245
                         – 2016/17 6 235 22 574
                         – 2015/16 9 1,126 14 734
                         – 2014/15 7 452 19 272
                         – 2013/14 6 330 26 548
                         – 2012/13 2 235 45 980
                          - 2011/12 6 500 58 1,194
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Appendix 4

PENSION FUND REVENUE ACCOUNT AND MEMBERSHIP

Final 
Outturn 
2017/18

Estimate 
2018/19

Actuals to 
30/09/18

£’000’s £’000’s £’000’s
INCOME

Employee Contributions 6,284 6,400 3,187

Employer Contributions
- Normal 20,385 22,600 10,840
- Past-deficit 2,569 2,600

Transfer Values Receivable 3,568 3,500 1,167

Investment Income
- Re-invested 8,805 8,800 5,949
- Distributed to Fund 8,600 4,388

Total Income 41,611  52,500 25,531

EXPENDITURE

Pensions 26,332 26,800 13,538

Lump Sums 5,801 6,000 2,845

Transfer Values Paid 3,842 2,500 1,014

Administration
- Manager fees 3,654 3,900 1,456
- Other (incl. pooling costs) 1,114 1,200 296

Refund of Contributions 171 300 146
Total Expenditure 40,914  40,700 19,291

Surplus/Deficit (-) 697  11,800 6,240

MEMBERSHIP 31/03/2018 30/09/2018

Employees 6,198 6,071
Pensioners 5,185 5,256
Deferred Pensioners 5,537 5,729

16,920 17,056
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Contacts:  

John Arthur      Joanne Job 

Senior Analyst      Head of Research 
+44 20 7079 1000     +44 20 7079 1000 
John.Arthur@mjhudson.com    Joanne.Job@mjhudson.com 
 

This document is directed only at the person(s) identified on the front cover of this document on the basis of our investment advisory agreement. No liability is 
admitted to any other user of this report and if you are not the named recipient you should not seek to rely upon it. 

This document is issued by MJ Hudson Allenbridge. MJ Hudson Allenbridge is a trading name of MJ Hudson Allenbridge Holdings Limited (No. 10232597), MJ Hudson 
Investment Advisers Limited (04533331), MJ Hudson Investment Consulting Limited (07435167) and MJ Hudson Investment Solutions Limited (10796384). All are 
registered in England and Wales. MJ Hudson Investment Advisers Limited (FRN 539747) and MJ Hudson Investment Consulting Limited (FRN 541971) are Appointed 
Representatives of MJ Hudson Advisers Limited (FRN 692447) which is Authorised and Regulated by the Financial Conduct Authority. The Registered Office of MJ 
Hudson Allenbridge Holdings Limited is 8 Old Jewry, London EC2R 8DN. 

 

Performance Summary 
The Fund reached a value of £1.047bn and returned 2.8% in the third quarter of 2018, this was driven by 5% plus 
returns from developed equity markets led by the US and Japan. UK and Emerging Market equities finished the 
quarter lower along with Investment Grade Bonds. Returns from the latter are now flat over the last year and 
slightly down year to date as interest rates have started to rise in the US and UK. The Multi Asset Income Funds 
produced small positive returns over the quarter (in line with expectations) whilst Property was slightly down. 

The Fund underperformed its benchmark by 0.5% in Q3. This was driven by underperformance from the Baillie 
Gifford Global Equity portfolio which accounts for over 40% of the Fund’s assets and underperformed its benchmark 
by -2.4%, returning 3.4% over the quarter. Over the long term this portfolio has performed very well and continues 
to hit its long term performance target despite the poor quarter.  The Funds other Global Equity portfolio, managed 
by MFS, invests in a very different manner to Baillie Gifford and was selected because of this diversification of 
investment philosophy and approach, it is therefore pleasing to see the MFS Global Equity portfolio outperform its 
benchmark over the third quarter following a period of poorer performance. 

Globally, equity markets ended Q3 on a weaker note as US interest rates continued to rise and worries about the 
US economy overheating increased, this has continued into the fourth quarter with some commentators predicting 
a global economic recession as early as next year. This is not my central expectation and whilst returns are likely 
to stay low going forward, I do not expect this to be the start of a major market fall. 

During the quarter a further £20m was invested into the Fidelity UK Property Fund with the money taken from the 
Blackrock Global Equity Fund.  A further £16m is expected to be invested into this Property Fund by year-end with 
the money again taken from the Blackrock Global Equity Fund. 

Asset Class Strategic Benchmark 
(31/3/18) 

Current position 
(30/9/18) 

Post final property 
investment of £16m 

Global Equities 60% 65.0% 63.5% 
Multi Asset Income 20% 19.0% 19.0% 
Investment Grade Bonds 15% 12.6% 12.6% 
UK Property 5% 3.4% 4.9% 

 

This shows the Fund slightly overweight Global Equities and underweight Investment Grade Bonds. 
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Executive Summary 

 The global economy remains resilient albeit less synchronised and growing at a slightly slower pace than 
previously as many major economies are advancing towards the later stages of the business cycle. 

 The US-China trade tensions continued to escalate, with ramifications for emerging markets. This could have 
a more major influence on global growth if the situation escalates further. 

 In September, the Federal Reserve increased rates by 25 basis points, to a range of 2.0%-2.25%, with one further 
increase expected later this year and a further 2 or 3 rises predicted for 2019. The Bank of England also 
increased interest rates in the period to 0.75% - the highest level since 2009! 

 Global equities posted positive gains as the MSCI World returned 5.1% over the quarter, driven mainly by US 
economy growth and boosted by the Trump tax cuts driving a strong corporate earnings season.  

 UK equities continued to underperform as uncertainty surrounding Brexit acts as a drag on the market. Despite 
this, GDP growth was revised slightly upwards, underpinned by consumer spending and tourism, with the 
economy recovering from its weather related drop in Q1.  

 Treasury and Investment Grade Bond prices fell and yields rose mainly due to the strength of the US economy. 
This lead the US Fed and Bank of England to raise interest rates.  High yield bonds continued to perform better 
than the rest of the fixed income markets, but rising interest rates and high levels of corporate debt are 
concerns. 

 Italian bond yields increased further as concerns grew that the new populist coalition government planned to 
cut taxes and boost spending undermining a previous commitment to the EU to run a balanced budget and 
reduce government debt, which is already over 130% of GDP and the highest in the EU. This balance between 
the authority of domestically elected politicians to set a budget and the rights of the EU to manage the 
Eurozones finances will define the EU going forward making it an important development to watch.  

 The dollar strengthened in the beginning of the quarter due to the strong US economic data. Sterling remains 
volatile in light of ongoing Brexit negotiations. It is the strength of the dollar which causes problems for some 
emerging economies as often much of their debt is borrowed in dollars. 

 The UK property market returned mixed results, particularly in the residential sector, as house price growth 
slipped.  Commercial property values returned their weakest quarterly performance of 2018, while in the retail 
sector values remained subdued and pressure on lease terms increased. 

 The price of oil continued to rise, reaching $82 per barrel due to strong demand, as disruptions in the Middle 
East and Venezuela hindered supply. Metal prices fell over the quarter as the dollar strengthened and the Fed 
increased interest rates. Industrial and precious metals were most affected as the US-China trade tensions 
waged on. Gold prices continued to fall from Q2.  

 Q3 saw lower levels of volatility compared to the beginning of the year; however, with central banks tightening 
monetary policy and escalating trade tensions between the US and China, and, as we move through the 
business cycle, more analysts are forecasting a likely market correction and a flight to quality on the horizon. 

 

Outlook 
The 10-year anniversary of the collapse of Lehman Brothers and the significance of reaching the longest bull 
market run in modern times makes clear that we are closer to the end of an economic cycle than to the 
beginning. Market participants can still point to contrasting economic data to make their case on whether 
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investors should look more to the short or to the medium term for market conditions to turn and for the cycle to 
truly end. 

While geopolitics continued to make its mark on the third quarter – with a crisis in Turkey and continuing fallout 
from Argentina’s economic troubles joining longer-running issues like US-China trade tensions and the mismatch 
between Eurozone economics and political pressures – worst-case scenarios like widespread emerging market 
contagion or a Eurozone confrontation and unravelling failed to materialise. In the fourth quarter of 2018 
policymakers will hope for a similar outcome from managing events, given the likelihood of further high-profile 
political developments before the end of the year, with a US-China trade meeting planned, UK Brexit negotiations 
hanging in the balance, and midterm elections in the US all likely to see robust political differences on display. 

While geopolitics hogs all of the headlines, turbulence may well be more likely to come from a combination of the 
weakening effects of fiscal policy and central banks’ efforts at monetary normalisation. Moves to unwind QE and 
raise rates are designed to give central bankers more ammunition for the next downturn and also to encourage 
the debt deleveraging that has only partially taken place in the low interest rate environment of the last ten years. 
Fears of missteps from policymakers are likely to rile markets, but going too far too fast may well spark off the 
very end of the cycle that Central Banks are trying to prepare for.  

While policymakers face questions of how quickly to normalise policy, indicators point in differing directions. 
While government spending during recessions is designed to socialise debts onto the public balance sheet from 
companies and households, historically low interest rates have instead enabled companies around the world to 
take on cheap debt. In the ten years since the global financial crisis, the debt held by nonfinancial corporations 
has grown by $29 trillion – almost as much as government debt – according to new research by the McKinsey 
Global Institute1. However, this rise in debt has largely been driven by companies in emerging economies: 
Turkey’s corporate debt has doubled in the past ten years, with many loans denominated in US dollars. Chile and 
Vietnam have also seen large increases in corporate borrowing. Rising US rates may well pose a threat to these 
companies’ ability to pay or rollover these debts. Over the next five years, a record $1.5 trillion worth of 
nonfinancial corporate bonds will mature each year and as some companies struggle to repay, defaults will most 
likely rise. However, rather than a simpler story of emerging economies with dollar-denominated debts, it has 
actually been China who has been the biggest driver of this growth. At 163 percent of GDP, China now has one of 
the highest corporate-debt ratios in the world.  

In light of this data on corporate debt levels, while some analysts argue that rising US rates might start an 
emerging market crisis that could spread globally, some argue that the Dollar is overvalued and fears are 
overblown, while others forecast a likely recession in 2019 due to a global dollar shortage. 

Unemployment and participation rates indicate developed economies might be close to overheating yet median 
real wages across the OECD remain stubbornly flat while households have done better than corporates in paying 
down pre-2008 debt levels. 

Thus, the continued navigation towards “normality” ten years after the need for extraordinary measures is 
fraught with contrasting signals and fragilities are still endemic in the global economic system. Market 
participants will hope that policymakers can navigate a course that does not tip too far in any one direction. We 
may well be late cycle, but investors continuing economic growth will drive markets higher yet. 

 

 

 

 

 

 

 
1 Lund, S., Mehta, A., Manyika, J. and Goldshtein, D. (2018). A decade after the global financial crisis: What has (and hasn’t) changed?. [online] 
McKinsey & Company. Available at: https://www.mckinsey.com/industries/financial-services/our-insights/a-decade-after-the-global-
financial-crisis-what-has-and-hasnt-changed [Accessed 26 Oct. 2018]. 
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Performance report  

 

The manager underperformed their benchmark by 2.4% in the third quarter as a number of high profile growth 
names in the technology sector retraced some of the very strong performance of the past year, this was driven 
more by concern over the high valuations of a number of these stocks rather than a real deterioration in the 
underlying businesses.  The manager had sensed the strong rally in high growth stocks coming to an end and noted 
last quarter that they were selling some of the strong performers and broadening out the portfolio slightly. 
Turnover within the portfolio is at the higher end of historic ranges with the average holding period of stocks in 
the portfolio coming down from 7 towards 5 years. With equity markets remaining weak into the fourth quarter 
this portfolio may underperform further in the short term but I remain impressed by the investment philosophy 
and focus of the manager and the portfolio continues to hit its performance target over 1, 3 and 5 years and has 
outperformed since inception in 1999. 

Asset Class/ Manager Global Equities/MFS 

Fund AuM £231m Segregated Fund; 22.1% of the Fund 

Benchmark/ Target MSCI All Countries World Index 

Adviser opinion underperformance over the last year is quite marked 

Last meeting with manager 2/10/18 John Arthur / Rob Almeida; David Holding 

Fees 0.6% on first £25m; 0.45% on next £25m; 0.4% thereafter 

 

The MFS Global Equity portfolio returned 5.9% in the third quarter, outperforming its benchmark by 0.3%. This was 
a welcome improvement in the relative performance of the recent past. MFS have an investment philosophy which 
concentrates on companies with defendable business models on attractive stock market valuations and this acts as 
a good balance to the Baillie Gifford, growth orientate, portfolio covered above. The poor performance of the last 
12 months has come as many companies have seen their business models undermined by new technology and the 
opportunities enabled by the internet. MFS seem to have struggled to fully understand the impact of some of these 
changes and recent meetings I have had with the Fund Manager have made me wonder about the Investment 
Manager’s ability to analyse this level of change when they do not monitor the high growth technology companies 
themselves as they rarely fit the valuation criteria of the investment process. 

I intend to meet again with the manager post year end and will continue to monitor the portfolio closely. The 
portfolio should prove defensive if equity markets fall further and defendable valuations become more of a positive. 
The manager remains focused on the long term and has not altered their investment process or focus following the 
poor performance of the last 12 months. The manager has outperformed since inception in 2013 but has 
underperformed their benchmark over 1, 3 and 5 years. 

 

 

Asset Class/ Manager Global Equities/ Baillie Gifford 

Fund AuM £423m Segregated Fund; 40.4% of the Fund  

Benchmark/ Target MSCI All Countries World Index +2-3% p.a over a rolling 5 years 

Adviser opinion Manager continues to exceed their performance target 

Last meeting with manager No meeting this quarter 

Fees 0.65% on first £30m; 0.5% on next £30m; 0.35% thereafter 
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This portfolio is being realised to finance the Fund’s investment into UK Property. A further £20m was realised from 
this portfolio during the quarter and the final allocation of £16m to the Property Fund should be made by year end 
which will lead to a further sale from this portfolio.  Any monies remaining after this will be realised and the cash 
reinvested into the Funds Fixed Interest mandates.  The portfolio performed in-line with its benchmark over the 
quarter and has marginally outperformed its benchmark since inception.  

 

The portfolio has a composite benchmark weighted 44% UK Government Bonds (GILTS) and 44% Non-Government 
Investment Grade Bonds with a 6% allocation to both Emerging Market Bonds and to High Yield Bonds.  The portfolio 
has an average credit rating of single A, a duration of 9.0 years and is currently yielding 3.2%.   

There is some discrepancy between the return calculated by the Fund’s Custodian and the manager this quarter, 
this is not uncommon in the Fixed Interest and it most likely stems from the differing pricing sources used. Taking 
the Custodian’s figures, the portfolio underperformed over the quarter returning -1.8% against the benchmark 
return of -0.9%. The portfolio has now underperformed its benchmark over 1 and 3 years, albeit marginally. The 
manager’s calculation of performance figures show marginal outperformance over the longer term.  

The portfolio is positioned close to the benchmark at present reflecting the manager’s cautious view given the 
uncertainties over the final Brexit terms. They believe global growth remains reasonably robust and whilst the US 
may be nearing the end of the current economic cycle, other world economies are relatively early in the cycle and, 
therefore, there should be room for reasonable economic growth for some time from here. 

A greater issue perhaps is the expected rate of return from this portfolio going forward. With Bond yields at historic 
lows, the global economy growing, (albeit with a US bias) and Central Banks looking to unwind the monetary 
stimulus of the last decade, returns are likely to be little different from the current portfolio yield of 3% going 
forward.  The portfolio provides a good level of diversification from the Funds equity holdings so the challenge is 
to retain this diversification whilst targeting a higher level of return. 

Asset Class/Manager Global Equity/ Blackrock  

Fund AuM £27m Pooled Fund; 2.5% of the Fund 

Benchmark/ Target MSCI All Countries World Index 

Adviser opinion Further sales expected to finance the investment into UK Property 

Last meeting with manager No meeting this quarter 

Fees 0.3% of fund value 

Asset Class/Manager Fixed Interest/ Baillie Gifford 

Fund AuM £57m Pooled Fund; 5.4% of the Fund 

Benchmark/ Target Tailored benchmark 

Adviser opinion Benchmark performance over the medium term 

Last meeting with manager No meeting this quarter 

Fees 0.3% of fund value 

Asset Class/Manager Fixed Interest/ Fidelity 

Fund AuM £76m Unit Trust; 7.4% of the Fund 

Performance target 50% Sterling Gilts; 50% Sterling Non-Gilts; +0.75 p.a rolling 3 year 

Adviser opinion Manager continues to meet long term performance targets 

Last meeting with manager 30/8/18 John Arthur / Paul Harris, Ian Fishwick 

Fees 0.35% on first £10m; 0.3% on next £10m; 0.21% on next £30m; 0.18% thereafter 
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The Fund has a current duration of 9.7 years and a yield of 2.3% both of which are close to the benchmark. The 
uncertainties around an eventual Brexit deal have caused the manager to move very close to the benchmark in 
terms of yield, duration and credit quality. 

A Brexit deal which gives access to tariff free trade with the EU (The UK’s biggest trading partner) will likely see a 
short term improvement in the economy and hence give the Bank of England the opportunity to raise rates further 
into this stronger growth outlook, under this scenario UK Bond yields would be expected to rise reflecting the 
stronger economy (Bond prices fall).  A ‘harder’ Brexit could create some short term impedance to trade and weigh 
on economic growth in the short term which will likely see bond yields fall (Bond prices rise). Longer term the true 
impact of Brexit remains a point of strong discussion. 

As with the Baillie Gifford Fixed Interest portfolio discussed above, a bigger question is the future level of returns 
from this portfolio in the current low interest rate environment. 

 

This mandate was funded on 20th February 2018. It invests across multiple asset classes including Alternatives e.g. 
property, infrastructure, leasing and direct lending, via a Fund of Funds approach. It has a target yield of 4% over 
time and is designed to help cover the cash flow requirements of the Fund into the future. 

The manager returned 1.1% in Q3 matching the benchmark return of 1.1%. Remember the index return is based on 
LIBOR and as such will not move with the main asset markets of equities and bonds. The investment performance 
of the two Multi Asset Income managers can only be properly assessed over the long term and it is too early to 
comment on this element at present except that the yield requirement of 4% is being achieved and the portfolio is 
now invested across a sufficiently diverse range of assets.  

The manager has maintained their cautious stance over the quarter and has reduced the equity holding marginally 
in favour of Emerging Market Hard Currency (USD) Bonds and Asian High Yield Bonds. The portfolio contains a high 
level of diversification and targets generating the income requirement whilst protecting capital and where possible 
generating investment returns. 

Asset Class/Manager Multi Asset Income / Schroders 

Fund AuM £119m Pooled Fund; 11.4% of the Fund 

Performance target LIBOR +5% 

Adviser opinion  

Last meeting with manager 5/9/18 John Arthur / John Griffiths, Remi Olu-Pitan  

Fees 0.35% of fund value 

 

£120m was invested into this fund during the second quarter of 2018 and, as such, it is too early to comment on 
performance at the current time. The portfolio is generating the required level of yield and returned 1.3% over the 
quarter which was very marginally ahead of the equivalent Fidelity portfolio. The new Manager, Remi Olu-Pitan is 
looking to make greater use of the broad range of expertise available within Schroders, developing more of a true 
multi-asset approach perhaps than her predecessor. They are gently increasing the portfolio’s exposure to equities 
during the current market pullback believing that the global economy has further to run despite the short term 

Asset Class/Manager Multi Asset Income/ Fidelity 

Fund AuM £80m Pooled Fund of Funds; 7.6% of the Fund 

Performance target LIBOR +4% p.a. 

Adviser opinion  

Last meeting with manager 30/8/18 John Arthur /Paul Harris, Eugene Philalithis, Chris Forgan 

Fees 0.4% on first £20m; 0.3% on next £30m; 0.25% on next £100m; 0.18% thereafter 
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political headwinds. At the margin I would expect this portfolio to be slightly more volatile than the corresponding 
Fidelity Multi-Asset portfolio 

 

There was limited change from the previous quarter. The initial investment was made into this fund on 22nd 
February 2018.  A further investment has been made of £20m on 22nd August 2018 taking the Fund’s total investment 
as at the time of writing to £36m against a commitment of £50m, the remaining investment is expected to be called 
by year end and the manager has a couple of properties under active negotiation at the current time. The fund now 
holds 45 properties spread across the UK and across all major property types. It has a 5% exposure to retail assets 
which is significantly below the index weighting and whilst it is seeing some pressure on lease terms in this area 
these are within current expectations.  The fund has scope for rents to rise as vacancies are filled and rent free 
periods expire and although their view of the market is becoming more cautious in the shorter term they do still 
expect the fund to return 7-8% per annum over the medium term. 

  

Asset Class/Manager UK Property/ Fidelity 

Fund AuM £34m Pooled Fund;  3.4% of the Fund 

Performance target IPD UK All Balanced Property Index 

Adviser opinion  

Last meeting with manager 30/8/18 John Arthur / Paul Harris, Alison Puhar 

Fees 0.75% of fund value 
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Global Economy 

While global expansion continues, albeit less synchronised than last year and at a slightly reduced pace from the 
summer, many major economies are now heading towards more advanced stages of the business cycle. The US 
Fed’s less accommodative monetary policy stance, the US-China trade tensions and China’s economic slowdown as 
it shifts towards consumption rather than investment, are putting pressures on the global economy.  

 
GDP:  In the US, GDP numbers came in strong at 
3.5%, slightly higher than expected as consumer 
spending underpinned growth, offsetting weak 
business investment and a drop in exports which  
widened the US trade deficit. The latter rose to a 
five-month high in July, as a result of the 
administration’s protectionist trade policy - 
although towards the end of Q3, the trade deal 
between the US, Mexico, and Canada had been 
agreed. 

In the UK, GDP figures were revised upwards as 
the economy grew faster than expected over the 

summer. However, there was still cause for concern as economic growth flat-lined in August. 

CPI: US inflation fears calmed in Q3, as 
consumer prices rose less than expected. 
Inflation figures reached 2.3%, slowing down 
from 2.9% in Q2 2018. Slower increases in 
rental costs and energy prices contributed to 
the decline. However, low unemployment and 
wage increases in the US, which helped to 
boost consumer spending, also contributed to 
the Fed’s decision to tightening its monetary 
policy stance.  

In the UK, inflation generated by the fall in 
sterling following the EU referendum abated; 
however, households were squeezed further 
as CPI inflation unexpectedly rose to 2.7% in 
August - up from 2.4% in the second quarter. 
The inflation rate still remained above the 
Bank of England’s 2% target, leading to an 
increase in interest rates to 0.75% – the second 
rate rise in 2018. 

Central Banks: Central banks took further steps to slow or reverse their monetary stimulus programmes. The Bank 
of England increased rates due to the strengthening economy, underpinned by low unemployment levels, 
increasing consumer spending, and wage inflation. The Federal Reserve raised rates again in September by 25 basis 
points, to a range of 2.0%-2.25%, with a further rate rise expected later this year. In the Eurozone, the ECB is looking 
to keep rates constant at least through the summer of 2019 as its programme of quantitative easing comes to an 
end. 

Political Headlines: Political turmoil continued to trouble markets as trade tensions between the US and China 
escalated. The Italian government set next year’s budget deficit to 2.4%, which was more than expected by the 
market. In Mexico, the socialist candidate won the election by a landslide but seemed eager for better relations 
with the United States and Trump administration regarding NAFTA issues. 

 
US     

GDP 
UK     

GDP 
Eurozone 

GDP 
Japan 
GDP 

Q3 2018 3.50% 0.40%* 0.40%* 0.70%* 

Q2 2018 4.20% 0.40% 0.40% 3.00% 

Q1 2018 2.20% 0.10% 0.40% -0.90% 

Q4 2017 2.30% 0.40% 0.70% 0.90% 

Source: Bloomberg. *Forecasts based on leading indicators. 
Notes: UK Real GDP (Ticker: UKGRABIQ Index), US Real GDP (Ticker: EHGDUS Index, 
Eurozone Real GDP (Ticker: EUGNEMUQ Index), Japan Real GDP (Ticker: EHGDJP Index) 

     

Source: Bloomberg.   
Notes: UK: UK CPI EU Harmonised YoY NSA (Ticker: UKRPCJYR Index); US: US CPI Urban 
Consumer YoY NSA (Ticker: CPI YOY Index); Eurozone: Eurostat Eurozone MUICP All Items YoY 
Flash Estimate  
 
NSA (Ticker: ECCPEST Index); Japan: Japan CPI Nationwide YoY (Ticker: JNCPIYOY Index) 

Chart 1: 5-year CPI to September 2018 

Table 1: Quarterly GDP Growth Rate 
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Equities  

Global equities registered gains in Q3 partly due to the strength of the US economy; however, political uncertainties 
and fear of further trade tension escalations still dominated market concerns across the board with emerging 
markets enduring the most of the volatile conditions. The MSCI World returned 5.6%2 in Q3, compared to 1.4% in 
the previous quarter.  

UK: In addition to the above, continuing 
Brexit uncertainty contributed to the 

negative returns in Q3. UK financial and mining stocks 
were particularly affected due to their strong exposure 
to emerging markets. The FTSE 100 fell by -0.7% and 
FTSE-All share by -0.9%. 

 

 
 Japan: The MSCI Japan Index and the Nikkei 
both posted positive returns of 6.3% and 

8.8%, as the Japanese Yen fell against the US Dollar 
boosting exports. Economic growth rebounded 
strongly as corporate earnings continued to improve in 
line with market expectations. 
 

Emerging Markets: Emerging markets had 
another volatile quarter, due to the strength 

of the US dollar, global trade tensions, and an increase 
in risk aversion. South Africa and Turkey 
underperformed, the latter suffering the most with the 
sell-off in the Lira, as geopolitical tensions escalated 
with the US. However, Mexico outperformed following 
a decisive Presidential election result and an agreement 
with the US on the renegotiation of NAFTA. Russian 
equities benefited from strength in crude oil prices. The 
MSCI EM Index posted a return of -1.0% over the quarter. 

 
2 All return figures quoted are Total Return, calculated with gross dividends reinvested. Source: Bloomberg.  

US: Performance in US equities remained 
robust over the period thanks to strong 

economic growth and corporate earnings. Further 
trade tariffs were introduced targeting China. Despite 
this, the US reached the milestone of the longest bull 
market in history, as the S&P 500 returned 7.7% and the 
Dow Jones Industrial Index rose by 9.6% over the 
quarter. 

 

 
EU: Worries over potential US tariffs on EU 
goods plagued the markets; this later cooled 

as an agreement to work towards zero tariffs on non-
auto industrial goods materialised, while car tariffs 
were put on hold.  Stock market returns were positive 
but financial stocks, and in particular Italian banks, 
weighed on performance, as there were worries over 
the Italian budget. 
 

China: Further trade tensions with the US 
caused the MSCI China Index to fall by 7.7%. 

The US implemented tariffs on Chinese goods and, in 
September, announced a 10% tariff on $200 billion of 
Chinese goods, which resulted in the Chinese retaliating 
by enforcing their own tariffs on US imports. The central 
bank also introduced measures to try to stabilise the 
currency (Renminbi). 
 

Source: Bloomberg. All in local currency.   FTSE All-Share Index (Ticker: ASX Index)  S&P 500 Index (Ticker: SPX Index) 
Nikkei 225 Index (Ticker: NKY Index)   MSCI World Index (Ticker: MXWO Index)  MSCI Emerging Markets (Ticker: MXEF Index) 
   

Chart 2: Global Equity Markets Performance
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Fixed Income 

Global bond markets were resilient over Q3: government bond yields rose due to positive macroeconomic data, mainly 
from the US, and corporate bonds registered positive total returns in local currency. However, the number of 
geopolitical issues continued to weigh on bond investor sentiment.   

Government Bonds: Government bond yields 
rose over the quarter: US 10-year yields rose 
from 2.86% to 3.06%, Bund yields rose from 0.30% 

to 0.47% and UK Gilt 10-year yields rose from 1.42% to 1.57%. 
Another rate rise by the US Fed at the end of the year is 
widely expected while base rates in the UK reached their 
highest level since 2009.  Italian 10-year bond yields rose 
from 2.68% to 3.06%, as concerns remained with the populist 
coalition as they announced a target budget deficit higher 
than market expectations and previous agreements with 
the EU. 

 

 

 
Investment Grade Corporate Bonds: Global 
Investment Grade (IG) bonds registered 
positive total returns after two negative 
quarters, as credit spreads narrowed in 

response to the improving US macroeconomic data from 
a strong corporate earnings season. In Q3, the Bloomberg 
Barclays US Corporate Statistics returned 1.98%, up from 
-2.15% in Q2. However, the increase in interest rates and 
the high levels of corporate debt present risks to 
corporate creditworthiness in the long term.  
 
 
 

 

 

High Yield Credit: High Yield (HY) credit 
registered higher positive returns over the 
quarter outperforming government bonds 
due to a strong corporate earnings season, 

rising inflatio, and steady economic growth. In Q3, the 
Bloomberg Barclays Pan-European High Yield bond index 
returned 1.56%, up from -2.15% in Q2. High yield bond 
issuance was low in the quarter which helped returns. The 
high coupon and relatively short duration gave HY credit 
opportunities to outperform the market, but volatility 
could quickly return, particularly with rising interest 
rates. 
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Chart 5: High Yield Corporate Bonds 
Indices   

Chart 4: US Corporate Bond Spreads 

Indices   

Source: Bloomberg.  
Notes: US Generic Govt 10 Year Yield (Ticker: USGG10YR Index) 
UK Govt Bonds 10 Year Note Generic Bid Yield (Ticker: GUKG10 Index) 
Euro Generic Govt Bond 10 Year (Ticker: GECU10YR Index) 
   

Source: Bloomberg. Notes: Bloomberg Barclays US Corporate Total Return Value 
Unhedged USD (Ticker: LUACTRUU INDEX) 
Option-Adjusted Spreads (OAS) represent the difference between the index 
yield and the yield of a comparable maturity treasury.  

(A)    

Source: Bloomberg. Notes: Bloomberg Barclays Pan-European High Yield: Sterling 
Total Return Unhedged GBP (Ticker: I05892GB Index) 
Bloomberg Barclays US Corporate High Yield Total Return Index Value Unhedged US 
(Ticker: LF98TRUU index) 
Bloomberg Barclays Pan-European High Yield (Euro) TR Index Value Unhedged EUR 
(Ticker: LP02TREU Index) 
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Currencies 

Earlier in the quarter, the dollar strengthened on the back of the strong US economic performance, which exposed 
frailties in emerging markets (EM), as EM currencies tend to move against the dollar. However, the dollar started to 
weaken as the Fed raised interest rates, despite ardent criticism from the White House while US trade talks with China 
did not materialise. Sterling remained volatile as the government continues to negotiate the terms of leaving the 
European Union and the weaker-than-expected economic data from August remained a concern.        

Table 2: Currency Rates as At September 2018            Chart 6: 1-Year Currency Rates of Major Currency Pairs 
 Quarter-end 

Value 
% Quarter 
Change 

GBP/EUR 1.12 -0.7% 

GBP/USD 1.30 -1.3% 

EUR/USD 1.16 -0.7% 

USD/100JPY 1.14 2.7% 

 

UK Property 

Commercial property saw growth of 1.6% in the third quarter but, according to the CBRE, it was the weakest 
quarterly performance of 2018. Residential property remained flat, with continuing fears over household disposable 
income and debt servicing if interest rates were to venture higher. 

Commercial Property: CBRE reported that UK commercial property values increased by 0.3%, down from the last 
quarter, with rental growth also lower at 0.1%. CBRE data showed that the industrial sector continued to outperform 
other sectors with capital values increasing by 
0.9% and rental values by 0.4% over the last month 
of the quarter. The retail sector contracted 
further in Q3 in terms of both rental values (-0.6%) 
and capital values (-0.4%).   

 

 

 

 

 

 

 

 

Source: Bloomberg.  
Notes:  
GBPEUR Spot Exchange Rate (Ticker: GBPEUR Currency) 
GBPUSD Spot Exchange Rate (Ticker: GBPUSD Currency) 
EURUSD Spot Exchange Rate (Ticker: EURUSD Currency) 
USDJPY Spot Exchange Rate (Ticker: USDJPY Currency) 
   

Chart 7: 1-Year UK House Price Index 

Source: Bloomberg.  
Notes:  
UK House Price Index – Average Price for All Dwellings (Ticker: UKLHUK Index) 
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Commodities 

Oil: In the second quarter, Brent Crude went above 
$80 per barrel for the first time since November 
2014. Earlier in the quarter, Brent crude prices dipped 
after the US-China trade war caused volatility in 
emerging markets. Since then, Brent Crude oil prices 
have rallied to $82 per barrel due to steady demand 
and geopolitical tensions. A sharp drop in Venezuelan 
production, Libyan outages and US sanctions against 
Iran’s oil imports helped to boost crude oil prices. 

Gold: The price of gold continued to tumble and 
declined by 5% in the third quarter. Rising interest 
rates in the US and the strength of the dollar were the 
major contributors to the price fall. With the Fed 
looking to increase interest rates again in 2018 and in 
2019, the bearish outlook on gold looks set to 
continue.  

Chart 8: Gold and Brent Crude Oil Prices 

Source: Bloomberg.  
Notes:  
Generic 1st Gold, 100oz (Ticker: GC1 Comdty) 
Generic 1st Crude Oil, Brent (Ticker: CO1 Comdty)  
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Report No.
FSD18081

London Borough of Bromley

PART ONE - PUBLIC

Decision Maker: LOCAL PENSION BOARD
PENSIONS INVESTMENT SUB COMMITTEE 
GENERAL PURPOSES & LICENSING COMMITTEE
COUNCIL 

Date: 
6th November 2018
7th November 2018
27th November 2018
10th December 2018

Decision Type: Non-Urgent Non-Executive Non-Key

Title: LOCAL PENSION BOARD – ANNUAL REPORT

Contact Officer: Fahar Rehman, Pensions Manager
Tel: 020 8461 7024   E-mail: fahar.rehman@bromley.gov.uk 

Chief Officer: Director of Finance 

Ward: Borough Wide 

1. Reason for report

1.1 The Local Pension Board Terms of Reference require that an Annual Report is produced and 
provided to the Pensions Manager each year. In a report to the Pensions Investment Sub 
Committee, General Purposes and Licensing Committee and Council in February 2015, it was 
also confirmed that the Local Pension Board’s Annual Report, would be provided to Council via 
the Pensions Investment Sub-Committee and the General Purposes and Licensing Committee. 

________________________________________________________________________________

2. RECOMMENDATIONS

2.1   Members of the Local Pension Board are asked to approve the draft LPB Annual Report 
at Appendix A.

2.2   Members of the Pensions Investment Sub Committee, General Purposes and Licensing 
Committee and Council are asked to note the contents of the report. 
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Corporate Policy

1. Policy Status: Existing Policy: The Council’s pension fund is a defined benefit scheme operated 
under the provisions of the Local Government Pension Scheme (LGPS) Regulations for the 
purpose of providing pension benefits for its employees.   

2. BBB Priority Excellent Council 
________________________________________________________________________________

Financial

1. Cost of proposal: No Cost: 

2. Ongoing costs: Not Applicable: 
3. Budget head/performance centre:  Any costs associated with the reimbursement to Board 

Members of directly incurred expenses are chargeable to the Pension Fund

4. Total current budget for this head: £40.7m expenditure (pensions, lump sums, etc); £52.5m
income (contributions, investment income, etc); £1,018m fund market value (at 30th June 2018)

5. Source of funding: Contributions to Pension Fund
________________________________________________________________________________

Staff

1. Number of staff (current and additional): The Local Pension Board comprises of 2 Employer 
Representatives and two Member Representatives. The Board is supported by the Pensions 
Manager.    

2. If from existing staff resources, number of staff hours:  n/a 
________________________________________________________________________________

Legal

1. Legal Requirement: Statutory Requirement The Local Government Pension Scheme 
Regulations 2013 (as amended) 

2. Call-in: Not Applicable: 
________________________________________________________________________________

Customer Impact

1. Estimated number of users/beneficiaries (current and projected): 6,030 current employees;
5,220 pensioners; 5,627 deferred pensioners as at 30th June 2018

________________________________________________________________________________

Ward Councillor Views

1. Have Ward Councillors been asked for comments? Not Applicable 

2. Summary of Ward Councillors comments:  Council Wide
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3. COMMENTARY

3.1 The London Borough of Bromley Local Pension Board was established by Council on 23rd 
February 2015. The Board held an introductory meeting on 27th July 2015 and its first formal 
annual meeting on 26th October 2015.   

3.2 In accordance with the Terms of Reference the Board are required to produce a single annual 
report to the Pensions Manager. This report should include: 

 A summary of the work of the Local Pension Board and a work plan for the coming year 
 Details of areas of concern reported to or raised by the Board and recommendations 

made 
 Details of any conflicts of interest that have arisen in respect of individual Local Pension 

Board members and how these have been managed 
 Any areas of risk or concern the Board wish to raise with the Scheme Manager 
 Details of training received and identified training needs 
 Details of any expenses and costs incurred by the Local Pension Board and any 

anticipated expenses for the forthcoming year. 

3.3 Members are asked to note the contents of the Local Pension Board Annual Report. 

    
4. POLICY IMPLICATIONS

4.1 The Council’s Pension Fund is a defined benefit scheme operated under the provisions of the 
Local Government Pension Scheme (LGPS) Regulations for the purpose of providing pension 
benefits for its employees. 

5. FINANCIAL IMPLICATIONS

5.1 Although permitted under Regulations, Local Pension Board members are not paid an 
allowance. As set out in the terms of reference, remuneration for Board members is limited to a 
refund of actual expenses incurred in attending meetings and training. 

5.2 As the administering authority the Council is required to facilitate the operation of the Local 
Pension Board including providing suitable accommodation for Board meetings as well as 
administrative support, advice and guidance. This is currently done within existing in-house 
resources. 

5.3 Any costs arising from the establishment and operation of the Local Pension Board are treated 
as appropriate administration costs of the scheme and, as such, are chargeable to the Pension 
Fund. 

5.4 There were reimbursement claims for cost of travel totalling £8.30 within the relevant period.
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6. LEGAL IMPLICATIONS 

6.1 The Public Service Pensions Act 2013 provides primary legislation for all public service 
schemes including the LGPS 2014. A requirement is the establishment of Local Pension 
Boards. 

7. PERSONNEL IMPLICATIONS

7.1 All Local Government Pension Scheme employers and members must have an equal 
opportunity to be nominated to become Board members through an open and transparent 
process.  

Non-Applicable Sections: Procurement Implications
Impact on Vulnerable Adults and Children 

Background Documents:
(Access via Contact 
Officer)

Public Service Pensions Act 2013; 
Local Government Pension Scheme (Amendment) 
(Governance) Regulations 2015; 
Local Government Pension Scheme Regulations 2013; 
Local Pension Board Report, Supplementary Report and 
Appendices to Pensions Investment Sub-Committee, 
General Purposes & Licensing Committee and Council 3rd, 
10th and 23rd February 2015; 
Local Pension Board – Appointment of Board Members, 
General Purposes and Licensing Committee and Council 
27th May and 29th June 2015. 
Local Pension Board – Appointment of Board Members to 
General Purposes & Licensing Committee 14th September 
2016
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1. Foreword 

1.1 The purpose of this London Borough of Bromley Local Pension Board Annual 
report is to provide information regarding the activities and role of the Board 
for Scheme Members, Scheme Employers and the Scheme Manager 
(Administering Authority).  

1.2 The Local Pension Board was established by the London Borough of Bromley 
Pension Fund in response to new regulatory requirements introduced into the 
Local Government Pension Scheme Regulations 2013 

1.3 The role of the Local Pension Board is to provide assistance to the London 
Borough of Bromley in its role as an Administering Authority within the Local 
Government Pension Scheme in ensuring it remains compliant with the 
relevant legislation and requirements of the Pensions Regulator.  
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2. Background 

2.1 The Local Government Pension Scheme Regulations 2013 (as amended) 
required that the Local Pension Board be established by 1st April 2015 to 
assist the Administering Authority (London Borough of Bromley) to:

 
 Secure compliance with the Local Government Pension Scheme 

(LGPS)     regulations and the requirements imposed by the Pensions 
Regulator.

 Ensure effective and efficient governance and administration of the 
LGPS

2.2      The Local Pension Board is not a decision making body but is expected to 
support the Council’s current committee structure. 

2.3      The London Borough of Bromley Local Pension Board was approved at Full 
Council on 23rd February 2015.

3. Board Membership 

3.1     The London Borough of Bromley Local Pension Board requires a total of four 
members. The membership is constituted as follows: 

 2 members representing the interests of the Fund’s employers – 
Employer Representatives. 

 2 members representing the interests of the Fund’s scheme members 
– Member Representatives. 

3.2      At the last meeting of Local Pension Board held on 10th April 2018, the board 
members were:

 
Employer Representatives:  
 Josepha Reynolds
 Pinny Borg

      Member Representatives
 Leslie Rickards
 Geoffrey Wright

3.3      On the 20th April 2018 Josepha Reynolds resigned from her role as an      
Employer Representative owing to her ceasing her employment with the 
Council.

3.4      In accordance with the Local Pension Board Terms of Reference, applications 
were invited from all Employers for the vacant role of Employer 
Representative and the closing date for expressions of interest was 10th June.

3.5      One application was received from Emma Downie (Head of HRIS & Reward   
for LBB.
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3.6      On the 25th of July, the General Purposes and Licensing Committee were 
asked to make a recommendation to Full Council for Emma Downie to be 
formally appointed to the role of an Employer Representative at their meeting 
of 8th October 2018. Full Council approved Emma Downie for the role of 
Employer Representative.  

4. Board Meetings        

4.1 Following an introductory meeting of the Local Pension Board Members which 
took place on Monday 27th July 2015, formal meetings of the Board took place 
on Monday 26th October 2015, Thursday 10th November 2016 and Tuesday 
10th April 2018. The table below shows the attendance of those meetings: 

Employer Representatives Member Representatives
Mr B 
Toms 

Ms J 
Harding

Ms J 
Reynolds

Ms P 
Borg

Mr G 
Kelly 

Mr T 
Conboy

Mrs L 
Rickards

Mr G 
Wright

Introductory 
Meeting 
27/07/2015

  N/A N/A  N/A  N/A

Formal 
Meeting 
26/10/2015

  N/A N/A X N/A  N/A

Formal 
Meeting 
10/11/2016

  N/A N/A N/A X  N/A

Formal 
Meeting 
10/04/2018

N/A N/A   N/A N/A  

 4.2 At the Local Pension Board meeting held on 10th November 2016, Mrs Lesley 
Rickards was elected by the members of the Board to act as its Chair for a 
period of 12 months, succeeding Mr Brian Toms, in line with the requirements 
of the Terms of Reference. 

4.3 A meeting of the Local Pension Board was held on 10th April 2018 at which 
Pinny Borg was elected the new Chair of the Pension Board.

5. Board Activity 

5.1 Members of the Board are also invited to attend meetings of the Pensions 
Investment Sub-Committee and where appropriate meetings of the General 
Purposes and Licensing Committee. 
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5.2 In accordance with the work plan agreed by the Local Pension Board 
members, members have been provided throughout the year with monthly 
Pensions Administration Reports for review. These reports are produced by 
Liberata UK Ltd, and include a monthly summary of activity, and details of key 
Performance Indicators (KPI’s). To date no issues have been raised by Board 
members in connection with such reports. 

5.3 The Pension Act 2004 and the Public Service Pensions (Record Keeping and 
Miscellaneous Amendments) Regulations 2014 require the Administering 
Authority to hold accurate data on scheme members. It is also essential to 
hold accurate data for efficient administration. 

5.4     The Pensions Regulator is due to carry out Data Quality checks as part of the 
Annual Scheme Return. For the 2017/18 Scheme Return, we are asked to 
provide the completeness of Common Data (i.e. member name, member dob, 
member address) and the completeness of Scheme Conditional Data (i.e. 
Contributions, Employer, Job title).

5.5     The Local Pension Board will be asked to assist in reviewing the quality of 
data report to ensure compliance. 

6. Training

6.1 It is a requirement of the Public Service Pensions Act that Board members 
have the capacity to become conversant with the rules governing the Local 
Government Pension Scheme and the policy documents of the Administering 
Authority. 

6.2 The following training has been made available to the Local Pension Board 
members:

 The Pensions Regulator e-learning package, covering Conflicts of 
Interest, Managing risk and internal controls, maintaining accurate 
member data, Maintaining member contributions, Providing 
Information to members and others, Resolving internal disputes and 
Reporting breaches of the law.

 A presentation on the Introduction to the LGPS will be carried out at 
the next Local Pension Board Meeting on Tuesday 6th November 
2018 by the Pensions Manager.

 The Board are invited to a members pension seminar on the 5th of 
November led by the Director of Finance. 

6.3   Members have also been provided with the following documentation;
 The Local Government Pension Scheme Regulations 
 Administration, HR, Payroll and Member Guides to the Local 

Government Pension Scheme
 Guidance on the creation and operation of Local Pension Boards
 Mercer Newsletters ‘Local Government Pension Scheme – Current 

Issues’ 
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 Agendas and reports for the Pensions Investment Sub-Committee 
meetings 

7. Board Observations and Comments 
  
7.1 The Local Pension Board terms of reference set out that the Board should 

raise any areas of risk or concern with the Scheme Manager in the first 
instance, no such matters have been raised.      

 

8. Conflicts of Interest

8.1 It is explained to each Board member that they are required to observe both 
the Code of Conduct for Councillors/Co-opted Members and Data Protection 
policies of the London Borough of Bromley. Members are also required to 
complete ‘The Notification of Disclosable Pecuniary Interests Form’, ‘The 
Notification of Non-Pecuniary Interests Form’ and a ‘Declaration of 
Acceptance of Office Form’ 

8.2 No declarations of interest were made at the formal meeting of the Board on 
10th April 2018. 

9. Expenses and Costs

9.1 All costs regarding the administration of the Local Pension Board have been 
contained within existing resources. There were reimbursement claims for 
cost of travel totalling £8.30 within the relevant period. 
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