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    Agenda Item No. 4 (a) 
 

DERBYSHIRE COUNTY COUNCIL  
 

PENSIONS AND INVESTMENTS COMMITTEE 
 

9 December 2020  
 

Report of the Director of Finance & ICT 
 

INVESTMENT REPORT 
 

  
1 Purpose of the Report 

 
To review the Fund’s asset allocation, investment activity since the last 

meeting, long term performance analysis and to seek approval for the 

investment strategy in the light of recommendations from the Director of 

Finance & ICT and the Fund’s independent adviser. 

 
2 Information and Analysis  
 
(i) Report of the External Adviser 

 
A copy of Mr Fletcher’s report, incorporating his view on the global economic 

position, factual information for global market returns, the performance of the 

Fund and his recommendations on investment strategy and asset allocation, 

is attached as Appendix 1. 

 
(ii) Asset Allocation and Recommendations Table 
 

The Fund’s latest asset allocation as at 31 October 2020 and the 

recommendations of the Director of Finance & ICT and Mr Fletcher, in relation 

to the Fund’s new intermediate strategic asset allocation benchmark, is set out 

overleaf. 

 

The table also shows the recommendations of the Director of Finance & ICT, 

adjusted to reflect the impact of future investment commitments.  These 

commitments (existing plus any new commitments recommended in this 

report) relate to Private Equity, Multi-Asset Credit, Property and Infrastructure 

and total around £280m.  Whilst the timing of drawdowns will be lumpy and 

difficult to predict, the In-house Investment Management Team (IIMT) believes 

that these are likely to occur over the next 18 to 36 months. 
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Benchmark 

 

Fund 

Allocation 

Fund 

Allocation 

Permitted 

Range 

Benchmark 

Relative 

Recommendation 

 

Recommendation 

(1) 

Adjusted for 

Commitments  

(2) 

Benchmark 

Sterling 

Return 

Benchmark 

Sterling 

Return 

 Current Inter (1) Final (1) 31/07/20 31/10/20 Inter (1) 
AF 

9/12/20 

DPF 

9/12/20 

AF 

9/12/20 

DPF 

9/12/20 

DPF 

9/12/20 

3 Months to  

30/9/20 

3 Months to 

31/10/20 

Growth Assets 57.0% 56.0% 55.0% 54.6% 55.8% +/- 8% - (0.5%) 56.0% 55.5% 57.0% n/a n/a 

UK Equities 16.0% 14.0% 12.0% 15.3% 15.4% +/- 6% - 0.5% 14.0% 14.5% 14.5% (2.9%) (3.2%) 

Overseas Equities: 37.0% 38.0% 39.0% 36.2% 37.0% +/- 8% - (0.5%) 38.0% 37.5% 37.5% n/a n/a 

   North America 12.0% 6.0% - 11.2% 11.3% +/- 6% - (0.5%) 6.0% 5.5% 5.5% 4.5% 2.0% 

   Europe 8.0% 4.0% - 8.4% 7.4% +/- 4% - - 4.0% 4.0% 4.0% 1.5% (3.6%) 

   Japan 5.0% 5.0% 5.0% 5.6% 5.9% +/- 2% - - 5.0% 5.0% 5.0% 2.4% 9.0% 

   Pacific ex-Japan 4.0% 2.0% - 4.2% 3.9% +/- 2% - - 2.0% 2.0% 2.0% 4.6% 5.5% 

   Emerging Markets 

   Global Sustainable 

Private Equity 

5.0% 

3.0% 

4.0% 

5.0% 

16.0% 

4.0% 

5.0% 

29.0% 

4.0% 

4.6% 

2.2% 

3.1% 

5.0% 

3.5% 

3.4% 

+/- 2% 

+/- 16% 

+/- 2% 

- 

- 

- 

- 

- 

(0.5%) 

5.0% 

16.0% 

4.0% 

5.0% 

16.0% 

3.5% 

5.0% 

16.0% 

5.0% 

4.5% 

3.4% 

(2.6%) 

4.2% 

1.8% 

(2.9%) 

Income Assets 23.0% 24.0% 25.0% 20.7% 20.7% +/- 6% - (2.5%) 24.0% 21.5% 27.4% n/a n/a 

Multi-Asset Credit 6.0% 6.0% 6.0% 6.1% 6.2% +/- 2% - 0.5% 6.0% 6.5% 7.7% 2.7% 1.6% 

Infrastructure 8.0% 9.0% 10.0% 6.8% 6.7% +/- 3% -    (2.0%) 9.0% 7.0% 11.5% 0.5% 0.5% 

Direct Property (4) 5.0% 5.0% 6.0% 4.5% 4.5% +/- 2% - (1.3%) 6.0% 4.7% 4.7% 0.5% 0.5% (3) 

Indirect Property (4) 4.0% 4.0% 3.0% 3.3% 3.3% +/- 2% - 0.3% 3.0% 3.3% 3.5% 0.5% 0.5% (3) 

Protection Assets 18.0% 18.0% 18.0% 18.1% 17.4% +/- 5% (2.0%) (0.6%) 16.0% 17.4% 17.4% n/a n/a 

Conventional Bonds 6.0% 6.0% 6.0% 5.5% 5.1% +/- 2% (2.0%) (0.9%) 4.0% 5.1% 5.1% (1.2%) (2.2%)  

Index-Linked Bonds 6.0% 6.0% 6.0% 6.2% 6.0% +/- 2% - - 6.0% 6.0% 6.0% (2.2%) (2.3%) 

Corporate Bonds 6.0% 6.0% 6.0% 6.4% 6.3% +/- 2% - +0.3% 6.0% 6.3% 6.3% 1.6% (0.5%) 

Cash 2.0% 2.0% 2.0% 6.6% 6.1% 0 – 8% +2.0% +3.6% 4.0% 5.6% (1.8%) 0.0% 0.0% 

 
Investment Assets totaled £5,212m at 31 October 2020. 
(1) Intermediate benchmark effective 1 January 2021; Final benchmark effective by 1 January 2022 at the latest.  Recommendations are relative to the Intermediate benchmark 
(2) Recommendations adjusted for investment commitments at 31 October 2020, together with commitments expected to be placed in the quarter to 31 January 2021, and presumes all 
commitments are funded from cash. 
(3) Benchmark Return for the three months to 30 September 2020. 
(4) The maximum permitted range in respect of Property is +/- 3%. 
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The table above shows the current benchmark, together with the Intermediate 
and Final benchmarks approved by Committee November 2020. The 
Intermediate benchmark becomes effective from 1 January 2021, and the 
Final Benchmark will become effective by 1 January 2022 at the latest.   
 
The table above reflects the following three categorisations: 
 

 Growth Assets: largely equities plus other volatile higher return assets 
such as private equity; 

 Income Assets: assets which are designed to deliver an excess return, 
but with more stable return patterns than Growth Assets because income 
represents a large proportion of the total return of these assets; and 

 Protection Assets: lower risk government or investment grade bonds. 
 

Relative to the current benchmark, the Fund as at 31 October 2020, was 

overweight Cash, and underweight in Growth Assets, Protection Assets and 

Income Assets.  If all of the Fund’s commitments (existing plus any new 

commitments recommended in this report) were drawn-down, the cash 

balance would reduce by 7.4% to -1.8%.  However, in practice as these 

commitments are drawn-down, they will be partly offset by new net cash 

inflows from investment income, distributions from existing investments and 

changes in the wider asset allocation.  

 
(iii) Total Investment Assets 
 

The value of the Fund’s investment assets increased by £70m (+1.4%) 

between 31 July 2020 and 31 October 2020 to £5.212bn, comprising a non-

cash market gain of around £50m, and cash inflows from dealing with 

members & investment income of around £20m. Over the twelve months to 

31 October 2020, the value of the Fund’s investment assets has increased by 

£79m (+1.5%), comprising cash inflows from dealing with members & 

investment income of around £150m (includes an advance contribution of 

£58m), partly offset by a non-cash market loss of around £70m. A copy of the 

Fund’s valuation at 31 October 2020 is attached at Appendix 2. 
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The Fund’s valuation 
can fluctuate 
significantly in the 
short term, reflecting 
market conditions, and 
supports the Fund’s 
strategy of focusing on 
the long term.   
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(iv)  Market returns over the last 12 months 
 

 

The chart above shows market returns for Global Equities in Sterling and the 

US dollar, UK Equities, UK Fixed Income and UK Index Linked bonds for the 

twelve months to 20 November 2020.   

Global equities initially started 2020 on a positive note, posting sterling gains 

of 5.2% in the period to 19 February 2020, supported by an easing of political 

tensions and trade disputes between the US and China. However, over the 

next five weeks equities entered into a period of sharp decline as it became 

apparent that the Covid-19 virus, that had initially emerged as a localised 

health crisis in China, had developed into a global pandemic. Fixed income 

markets experienced significant fluctuations and by 23 March 2020 the FTSE 

All World had fallen almost 34% from its 19 February 2020 year-to-date peak  

Central banks acted decisively to unveil unprecedented levels of stimulus and 

liquidity to support financial markets and to maintain the flow of credit to 

businesses. National governments also announced sizeable fiscal stimulus 

packages to support their economies with the primary aim of protecting jobs 

and household incomes, that would otherwise have been severely impacted 

by national lockdowns and closure of non-essential businesses. 
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The unprecedented size of the stimulus measures, and the speed in which 

they were rolled out, gave a significant boost to financial markets and 

reversed investor risk-aversion in the second half of Q1 2020. In the final six 

trading days of March 2020, the FTSE All World gained +7.5% in sterling 

terms. Government bond yields fell (i.e. prices rose), and corporate credit 

spreads tightened significantly. Equities continued to perform strongly during 

Q2 2020, with the FTSE All World posting a gain of +19.5%. By 30 June 

2020, global equities had recovered just over 70% of their initial fall. 

Despite equities’ impressive rise during Q2 2020, the performance was 

largely detached from the underlying economic fundamentals. Many countries 

in the developed world were under some form of national or regional 

lockdown for most of the quarter and  large parts of the workforce in the 

United Kingdom, Europe and North America were out of work, furloughed or 

enrolled on some form of job support scheme. The economic outlook was 

highly uncertain, and it was too early to tell whether a successful vaccine 

could be developed to prevent Covid-19 infection. Investors focussed on the 

forecast post-Covid-19 recovery and the continued support of central banks. 

In Q3 2020, global equity markets continued to recover, albeit at a more 

moderate pace, returning 3.4% for sterling investors. Returns were higher in 

US dollar terms (+8.2%), reflecting sterling strength between June and 

September. Since late May, equity markets had benefitted from the gradual 

easing of lockdown restrictions and social distancing requirements, which had 

acted as a significant tailwind. Whilst this tailwind continued in Q3 2020, 

investors needed to factor in  the difficulties being experienced by authorities 

across Europe and North America as they  started to  reopen economies 

whilst still attempting to limit the spread of the virus. In Europe in particular, a 

direct relationship between the continued easing of restrictions and rising 

Covid-19 new cases emerged. 

Asia Pacific Ex-Japan, including Emerging Asia, was the strongest performing 

region in Q3 2020, reporting sterling gains of 4.6%. The region was boosted 

by fresh hopes for US stimulus, and was also pushed higher by China 

(+7.9%, Q3), where the economic recovery was making steady progress. 

China posted year-on-year GDP growth of 3.2% in Q2 2020, followed up by 

year-on-year growth of 4.9% in Q3.  

After being on an almost continuous path of tightening between March and 

June 2020, UK and US government bond yields began to rise from historic 

lows in early July.  Rising yields were supported by the continuing reopening 

of economies and the gradual removal of social distancing restrictions, 

leading government bonds to give up some of their year to date gains. 

Investment grade and high yield bonds continued to perform well, with 
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spreads tightening again, albeit at a slower pace. By the end of September 

2020, US investment grade spreads were only 40 basis points wider than at 

the start of the year, and 25 basis points wider in the UK, having been pushed 

out by as much as 250 basis points and 170 basis points respectively in 

March 2020.  

In October 2020, global equities returns fell by -2.5% as coronavirus cases 

continued to rise, especially in the United Kingdom and Continental Europe. 

As October progressed it became apparent that further national lockdowns 

were becoming necessary. By the end of the month national lockdowns had 

been announced in France, Germany and the United Kingdom. Alongside 

this, political tensions were also rising in the United States ahead of the 

Presidential Election. The working relationship between Democrats and 

Republicans had broken down in the weeks prior to the election and hopes of 

a fresh stimulus deal faded with both parties unprepared to negotiate further.  

Global equities have performed strongly in November month-to-date1, 

returning +7.8% for sterling investors. The election result had a positive effect 

on the US equity market as investors digested the news that whilst Mr Biden 

had won the presidency, the Democratic party had not taken a controlling 

position (subject to two run-off elections in January 2021) in the Senate. The 

market assumed that this would mean that Mr Trump’s corporate taxation 

policies would largely remain intact, and that the potential for dramatic growth 

in public spending would be restricted. 

 

Markets were further supported on 9 November 2020 by the news that the 

vaccine being developed by Pfizer and BioNTech had proven to be 90% 

effective, and that pending further safety assessments the vaccine was being 

submitted for regulatory approval and could be rolled out before the end of 

the year. A week later, it was announced that the vaccine being developed by 

Moderna was 95% effective. 

 

On a year-to-date basis2, global equities have returned 9.4% in sterling, and 

9.8% in US dollar terms, reflecting a GB£/US$ exchange rate that was only 

slightly above where it had started the year, albeit this masked a significant 

strengthening of sterling between March and November. The FTSE All World 

Index also surpassed its previous February year-to-date peak (+5.5%) in 

October, demonstrating how global equities had fully recovered from the Q1 

2020 market sell-off.  

Asia Pacific Ex-Japan has been the best performing region on a year-to-date 

basis, followed by North America, returning 15.5% and 12.8% in sterling 

                                                 
1 Month-to-date: 1 November 2020 to 20 November 2020 
2 Year-to-date: 1 January 2020 to 20 November 2020 
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terms respectively. The UK equity market was the worst performing region in 

each of the three quarters to September, and was the only region to post a 

negative year-to-date return (-12.2%). However, in Q4 2020 to date, UK 

equities have returned  9.7%, outperforming other regional equity markets as 

confidence about the availability of reliable and effective Covid-19 vaccines 

grew. This boosted demand for value and cyclical stocks, favouring the UK 

equity market which has a relatively high proportion of these types of stocks. 

UK government bonds gave up some of their gains in Q3 and have lost 

further ground in Q4, but have performed strongly on a year-to-date basis 

despite the significant recovery in equity markets. UK Gilts have returned 

6.2% on a year-to-date basis, with Index-Linked bonds returning 8.2%, as a 

rise in Quantitative Easing (central bank purchases of bonds) and stagflation 

fears (stagnant economic activity coupled with higher inflation) pushed up 

inflation expectations.  

 

Looking ahead to 2021, the IIMT notes that although 2020 has been 

characterised by a strong recovery in risk assets, the outlook for 2021 is  

uncertain. Whilst the recent news on the effectiveness of several Covid-19 

vaccines is a very positive development, it will take time to roll-out the 

vaccines to material parts of the population. Varying degrees of social 

distancing are still likely to be required until vaccine treatments have been 

widely rolled out, meaning that many sectors and households will continue to 

face challenging circumstances whilst governments will continue to grapple 

with the challenge of dealing with the pandemic’s hit to economic activity and 

the historic levels of public sector debt. 

 

Capital Economics has recently forecast a global economic contraction of 

4.3% in 2020, a slight improvement on the 4.5% contraction forecast in 

October. Advanced economies are forecast to contract by 5.6%, with 

Emerging economies contracting by 3.4%. The global economy is forecast to 

rebound in 2021 with growth of 6.1%.  

 

The International Monetary Fund (IMF) also improved its global growth 

forecasts in its October report, although this report was released before 

several European countries entered a second wave of national lockdowns. 

The IMF projects a contraction of 4.4% in 2020, an improvement against the 

4.9% contraction projected in June. The improved forecast was mainly driven 

by upward revisions in the Unites States, Euro Area,  and China, partially 

offset by downward revisions across emerging markets. The IMF forecasts a 

5.2% rebound in the global economy in 2021 which would result in the level of 

global GDP in 2021 being 0.6% above 2019. However, advanced economy 

GDP is forecast to be around 2% below its level in 2019. 
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Asset class weightings and recommendations are based on values at the end 

of October 2020.  As shown in the charts below, equity markets have now 

largely recovered most of the March 2020 sell off, albeit this differs by market.  

For example, the US market is now higher than at any time in the last five 

years, whereas the recovery in the UK market has been much more muted 

but has picked-up in pace in November.  

 

  

  

 
(v) Longer Term Performance 
 
Figures provided by Portfolio Evaluation Limited show the Fund’s 

performance over 1, 3, 5 and 10 years to 30 September 2020.   

 
Per annum DPF Benchmark Index 

1 year 0.3% (0.6%) 

3 year 4.2% 3.9% 

5 year 8.6% 7.9% 

10 year  7.8% 7.4% 

 
The Fund out-performed the benchmark over all time periods.   
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(vi) Category Recommendations 
 

 
Current 

Benchmark 
Intermediate 
Benchmark 

Final  
Benchmark 

Fund 
Allocation 

Permitted 
Range 

Recommendation (1) 
Benchmark Relative 
Recommendation (1) 

    31 Oct-20  AF DPF AF DPF 

Growth Assets 57.0% 56.0% 55.0% 55.8% ± 8% 56.0% 55.5% - (0.5%) 

Income Assets 23.0% 24.0% 25.0% 20.7% ± 6% 24.0% 21.5% - (2.5%) 

Protection Assets 18.0% 18.0% 18.0% 17.4% ± 5% 16.0% 17.4% (2.0%) (0.6%) 

Cash 2.0% 2.0% 2.0% 6.1% 0 – 8% 4.0% 5.6% +2.0% +3.6% 

(1) Recommendation relative to the Intermediate benchmark effective 1 January 2021 

At an overall level, the Fund was overweight Protection Assets and Cash at 31 October 2020, marginally underweight Growth 

Assets and underweight Income Assets, although if commitments waiting to be drawn down were taken into account, the Fund 

would move to an overweight position in Growth and Income Assets. The table on page 2 assumes that all new commitments will be 

funded out of the current cash weighting; in practice as private market commitments are drawn down they are likely to be funded 

partially out of cash and partially by distributions (income and capital) from existing investments and sales of public market assets. 

The Fund has progressively reduced its exposure to Growth Assets over the last two years, as equity valuations have become 

increasingly stretched, and increased the allocation to Income Assets and Protection Assets.     

The IIMT recommendations reflected in this report: reduce Growth Assets by 0.3% to 55.1% (0.5% underweight), with a significant 

change in the regional composition reflecting the implementation of the new Intermediate benchmark: United Kingdom Equities -

0.9%; North American Equities -5.8%; European Equities -3.4%; Japanese Equities -0.9%; Asia Pacific Ex-Japan Equities -1.9%; 

and Global Sustainable Equities +12.5%; increase Income Assets by 0.8% (Infrastructure +0.3%; Multi-Asset Credit +0.3%; and 

Direct Property +0.2%); and maintain Protection Assets and Cash at current levels. The IIMT notes that the recommendations are 

subject to market conditions, which continue to be volatile. The IIMT continues to recommend a defensive cash allocation, reflecting 

both the general market uncertainty and cash held to fund existing commitment drawdowns.  
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Growth Assets 

At 31 October 2020, the overall Growth Asset weighting was 55.8%, up from 

54.6% at 31 July 2020, reflecting relative market strength.  The IIMT 

recommendations below reduce the weighting slightly to 55.5%; 0.5% 

underweight. 

The IIMT believes that a small underweight position of 0.5% in Growth Assets is 

justified because global equity markets are trading at close to all-time highs, 

largely due to substantial and unprecedented central bank monetary support. Any 

change in tone from the central banks is likely to have a marked effect on equity 

markets which have come to rely on extraordinarily supportive monetary policies. 

Whilst recent developments in respect of the effectiveness of coronavirus vaccines 

are very positive, the roll-out of the vaccines is likely to take time. Furthermore, the 

economic recovery from the Covid-19 pandemic is likely to be uneven, and 

markets appear to be ignoring significant headwinds including considerable 

uncertainty about the shape of the economic recovery; how long it will take for 

economic activity to return to pre-outbreak levels; rising new cases and localised 

lockdowns; and the potential uncertainty caused by the new Biden administration 

in the US.   

The Chart opposite shows the relative regional equity returns in Sterling terms 

over the last twelve months, and the charts overleaf show the sterling and local 

currency returns since the last Investment Report was presented to Committee in 

Q3 2020.  

 

 
 
Benchmark Return Currency Q4-20( *) Q3-20 1 Year 3 Year 5 Year

Sterling Returns

FTSE All World GB£ 5.1% 3.4% 5.7% 8.9% 14.4%

FTSE UK GB£ 9.7% (2.9%) (16.6%) (3.2%) 3.5%

FTSE North America GB£ 3.5% 4.5% 10.5% 13.6% 17.7%

FTSE Europe GB£ 5.8% 1.5% 0.5% 2.9% 10.0%

FTSE Japan GB£ 5.8% 2.4% 2.6% 5.4% 11.4%

FTSE Asia Pacific Ex-Japan GB£ 9.5% 4.6% 8.4% 5.9% 13.7%

FTSE Emerging Markets GB£ 8.5% 4.5% 4.6% 4.6% 12.7%

Local Currency Returns

FTSE All World US$ 8.1% 8.2% 10.9% 7.6% 10.8%

FTSE UK GB£ 9.7% (2.9%) (16.6%) (3.2%) 3.5%

FTSE North America US$ 6.4% 9.4% 15.9% 12.2% 14.0%

FTSE Europe € 7.6% 1.3% (2.7%) 2.0% 5.8%

FTSE Japan ¥ 7.0% 4.8% 5.1% 1.9% 5.2%

FTSE Asia Pacific Ex-Japan US$ 12.5% 9.5% 13.8% 4.6% 10.2%

FTSE Emerging Markets US$ 11.5% 9.3% 9.8% 3.3% 9.2%

Source: Performance Evaluation Limited

(*) 1 October 2020 to 20 November 2020  
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Equity markets trended upwards throughout 2019 but fell sharply in February and 

early March 2020 (Q1 2020 FTSE All World return -16.1%) as the coronavirus 

outbreak escalated and lockdown measures were introduced across the globe. 

Markets recovered strongly in April and May 2020 (Q2 2020 FTSE All World return 

+19.8%), driven by unprecedented levels of fiscal stimulus and a gradual easing of 

lockdown restrictions as the number of new cases fell in developed markets. 

Equity markets were more subdued in Q3 2020 returning +3.4%, while investors 

assessed the impact of a second wave of coronavirus cases and awaited the US 

presidential election in November 2020. Returns differed by region and there were 

bouts of sizeable market volatility. 

Equity markets have risen in Q4 2020 to date3 (FTSE All World +5.1%) as 

confidence about the availability of reliable and effective Covid-19 vaccines has 

grown. This particularly boosted demand for value and cyclical stocks, favouring 

the UK equity market which has a relatively high proportion of these types of 

stocks. US equity returns in Q4 to date have also been boosted by the result of the 

US Presidential election. However, some of the local currency regional gains over 

the period were offset by a stronger pound, which pushed down regional equity 

returns. This reduced the FTSE All World return from +8.1% in US dollars to 

+5.1% in sterling.  

 

 

 

 

                                                 
3 Quarter-to-date: 1 October 2020 to 20 November 2020 
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United Kingdom Equities 

 

DPF Weightings 

 

Current Neutral  16.0% 

Intermediate Neutral 14.0% 

Final Neutral 12.0% 

Actual 31.10.20 15.4% 

AF Recommendation 14.0% 

IIMT Recommendation 14.5% 

  

Benchmark Returns (GB£) 

Q3 20/21 to 20 Nov-20  9.7% 

Q2 20/21 (2.9%) 

1 Year to Sept-20 (16.6%) 

3 Years to Sept-20 (pa) (3.2%) 

5 Years to Sept-20 (pa)  3.5% 

 

The Fund’s UK Equity allocation increased from 15.3% at 31 July 2020 to 

15.4% at 31 October 2020 (0.6% underweight) reflecting net investment of 

£31m, partly offset by relative market weakness. 

 

Mr Fletcher notes that the new Investment Strategy Statement, which 

together with the Fund’s Responsible Investment Framework and Climate 

Strategy, will lead to some significant changes in the way in which the Fund’s 

Growth Assets are managed.  As the changes are so significant, it has been 

agreed that the implementation of the new benchmark will be phased in over 

time, with an intermediate benchmark coming into effect on 1 January 2021. 

The final change to the benchmark is expected to take place by 1 January 

2022 at the latest.  

 

Mr Fletcher notes that for the purposes of this quarter’s asset allocation 

recommendations he has used the intermediate benchmark, and at an overall 

level, there is a 1% switch from Growth assets to Income Assets. Within 

Growth Assets, the main changes are to transition from a regional country 

based allocation to a global sustainable based allocation.   

 

Mr Fletcher notes that the IIMT have been keen to enhance the growth, 

performance and diversification characteristics of the new benchmark and to 

incorporate the Responsible Investment Framework and Climate Strategy 

without sacrificing potential risk adjusted returns. Mr Fletcher further notes 

that as the scale of the changes are significant, he does not recommend 

attempting to overweight or underweight any particular country versus 

another at this stage. The capacity and speed of the transition into Global 
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Sustainable Equities will probably govern on the pace of the reallocation. 

However, Mr Fletcher recommends that the Fund should start by selling the 

most expensive country allocations first, which for Mr Fletcher would be  

phased and executed in the following order: North America; Europe; Asia 

Pacific Ex-Japan, and finally, the United Kingdom.   

 

UK GDP increased by 15.5% in Q3 2020 (following the record breaking fall of 

19.8% in Q2 2020) as the UK emerged from lock-down and consumer 

spending increased. However, UK growth is expected to weaken again in Q4 

2020, following the reintroduction of a national lock-down in November 2020, 

stemming from a second wave of coronavirus cases.  Latest consensus 

forecasts indicate that the UK economy will contract by 11.0% in 2020 before 

growing by 4.7% in 2021, indicating that it will take several years for the UK 

economy to fully recover from the Covid-19 pandemic. 

 

The IIMT believes that whilst UK Equity returns are likely to be volatile in the 

short-term as the uncertainty caused by the Covid-19 pandemic and on-going 

Brexit negotiations weigh on investor confidence, UK equity valuations are 

attractive on a relative basis.  UK Equities have outperformed other regional 

equity markets in the month to 20 November 2020 (FTSE All Share +14.0% 

versus +7.8% FTSE All World), as confidence about the availability of 

effective Covid-19 vaccines boosted demand for value and cyclical stocks. 

The IIMT also notes that UK Equities also pay a higher dividend than most 

other regional equity markets, albeit these are likely to be lower in the short to 

medium terms as companies preserve cash.  As a result, the IIMT 

recommend a modest 0.5% overweight allocation of 14.5% to UK Equities.
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North American Equities 

 

DPF Weightings 

 

Current Neutral  12.0% 

Intermediate Neutral 6.0% 

Final Neutral - 

Actual 31.10.20 11.3% 

AF Recommendation 6.0% 

IIMT Recommendation 5.5% 

  

Benchmark Returns (GB£) 

Q3 20/21 to 20 Nov-20  3.5% 

Q2 20/21 4.5% 

1 Year to Sept-20 10.5% 

3 Years to Sept-20 (pa) 13.6% 

5 Years to Sept-20 (pa)  17.7% 

 

There were no transactions in the period and relative market strength 

increased the weighting from 11.2% at 31 July 2020 to 11.3% at 31 October 

2020; 0.7% underweight. 

 

Mr Fletcher recommends a neutral weighting relative to the new intermediate 

benchmark across all of the Fund’s regional equity allocations; 6% in respect 

of North American Equities. 

 

The US equity market has recovered sharply since the March 2020 sell off, 

and is now higher than at the start of the calendar year, hitting an all-time high 

in November 2020 following the announcement of the effectiveness of the 

Pfizer BioNTech vaccine. US Equities in local currency terms have returned 

+13.1% YTD, well ahead of global markets (FTSE All World +9.8%), although 

there has been significant sector performance dispersion (e.g. technology and 

online retailers have driven the increases).   

 

The IIMT continues to believe that the shape of the economic recovery from 

the Covid-19 pandemic is uncertain, albeit the development of reliable and 

effective vaccines has reduced this risk. However, daily new cases in the US 

have been rising sharply since October 2020, and it will take time to establish 

the key priorities for the new Biden administration, including which party will 

control the US Senate following some run-off elections in January 2021. 

Given the strong relative performance of the US Equity market over the last 

twelve months, the IIMT continues to believe that an underweight position 

remains justified, and recommend a 0.5% underweight allocation relative to 

the new intermediate benchmark of 5.5%.  
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European Equities 

 

DPF Weightings 

 

Current Neutral 8.0% 

Intermediate Neutral 4.0% 

Final Neutral - 

Actual 31.10.20 7.4% 

AF Recommendation 4.0% 

IIMT Recommendation 4.0% 

  

Benchmark Returns (GB£) 

Q3 20/21 to 20 Nov-20  5.8% 

Q2 20/21 1.5% 

1 Year to Sept-20 0.5% 

3 Years to Sept-20 (pa) 2.9% 

5 Years to Sept-20 (pa)  10.0% 

 

Divestment of £36m in September 2020, together with relative market 

weakness, reduced the Fund’s allocation to European Equities to 7.4% at 31 

October 2020; 0.6% underweight. 

 

Mr Fletcher recommends a neutral weighting relative to the new intermediate 

benchmark across all of the Fund’s regional equity allocations; 4% in respect 

of European Equities. 

 

Eurozone GDP increased by 12.7% in Q3 2020 (the largest quarterly rise in 

the Eurozone’s history), rebounding from the 11.8% contraction in Q2 2020. 

Similar to the United Kingdom, Q4 2020 economic activity is expected to be 

weaker reflecting a second wave of coronavirus cases, with significant 

country-by-country dispersion.  Latest consensus forecasts indicate that 

Eurozone economic activity will contract by 7.3% in 2020 before growing by 

+4.5% in 2021. 

 

The IIMT notes that the economic backdrop in the Eurozone was weak even 

before the Covid-19 pandemic despite continued European Central Bank 

monetary support.  Several Eurozone countries have been badly impacted by 

the Covid-19 pandemic, and the ongoing second wave of new cases, means 

that the shape of the economic recovery across Europe is unclear.  The IIMT 

recommends a 4% neutral allocation relative to the new intermediate 

benchmark.  
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Japanese Equities  

 

DPF Weightings 

 

Current Neutral 5.0% 

Intermediate Neutral 5.0% 

Final Neutral 5.0% 

Actual 31.10.20 5.9% 

AF Recommendation 5.0% 

IIMT Recommendation 5.0% 

  

Benchmark Returns (GB£) 

Q3 20/21 to 20 Nov-20  5.8% 

Q2 20/21 2.4% 

1 Year to Sept-20 2.6% 

3 Years to Sept-20 (pa) 5.4% 

5 Years to Sept-20 (pa)  11.4% 

 

Relative market strength (partly offset by net divestment of £9m – monies that 

were switched into Global Sustainable Equities), increased the Fund’s 

weighting in Japanese Equities to 5.9% at 31 October 2020; 0.9% overweight. 

 

Mr Fletcher recommends a neutral weighting relative to the new intermediate 

benchmark across all of the Fund’s regional equity allocations; 5% in respect 

of Japanese Equities. 

 

The Japanese economy was suffering from weakness prior to the Covid-19 

pandemic, and fell into recession in Q1 2020 with a 2.2% contraction. The 

economy fell by a further 8.2% (an annualised fall of 28.8%) in Q2 2020, 

wiping-out the benefits brought by former Prime Minister Abe’s ‘Abenomics’ 

stimulus policies employed since late 2012, before partly rebounding by 5%  

in Q3 2020 (annualised growth of 21.4%). Latest consensus forecasts, expect 

the Japanese economy to contract by 5.5% in 2020, before growing by 2.5% 

in 2021. Similar to other developed markets, the Japanese government has 

provided significant levels of financial stimulus in response to the pandemic. 

Notwithstanding the 2020 economic slowdown, the IIMT believes that the long 

term story in Japan remains intact supported by attractive relative valuations, 

improving corporate governance, and the diversifying and defensive qualities 

of the Japanese market (e.g. the safe-haven status of the ¥).   

 

The IIMT recommends a neutral allocation of 5.0%. 
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Asia Pacific Ex-Japan and Emerging Market Equities 

 

DPF Weightings Asia-Pac EM 

 

Current Neutral  4.0% 5.0% 

Intermediate Neutral  2.0% 5.0% 

Final Neutral  - 5.0% 

Actual 31.10.20  3.9% 5.0% 

AF Recommendation  2.0% 5.0% 

IIMT Recommendation  2.0% 5.0% 

    

Benchmark Returns 
(GB£) 

Asia-Pac EM 

Q3 20/21 to 20 Nov-20   9.5% 8.5% 

Q2 20/21  4.6% 4.5% 

1 Year to Sept-20  8.4% 4.6% 

3 Years to Sept-20 (pa)  5.9% 4.6% 

5 Years to Sept-20 (pa)   13.7% 12.7% 

 

Divestment of £26m into market strength reduced the Fund’s allocation to 

Asia Pacific Ex-Japan Equities to 3.9% at 31 October 2020 (0.1% 

underweight).  Net investment of £11m, together with relative market strength, 

increased the Fund’s allocation to Emerging Market Equities to a neutral 

weighting of 5.0% at 31 October 2020.  

 

Mr Fletcher recommends a neutral weighting relative to the new intermediate 

benchmark across all of the Fund’s regional equity allocations; 2% in the case 

of Asia Pacific Ex-Japan and 5% in Emerging Market Equities. 

 

The IIMT continues to believe in the long-term growth potential of these 

regions, noting that these regions have accounted for well over half of global 

growth over the last ten years.  However, the economic impact of the Covid-

19 pandemic remain unclear, and whilst it appears likely that the new Biden 

administration will seek to de-escalate US – Chinese trade tensions, there is 

a risk that following the pandemic, political agendas and supply chains will 

become much more domestically focused (e.g. at the expense of further 

globalisation). As a result, the IIMT recommends neutral allocations relative to 

the new intermediate benchmark in respect of both Asia Pacific Ex-Japan 

Equities (2%) and Emerging Market Equities (5%). 
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Global Sustainable Equities 

 

DPF Weightings 

 

Current Neutral 3.0% 

Intermediate Neutral 16.0% 

Final Neutral 29.0% 

Actual 31.10.20 3.5% 

AF Recommendation 16.0% 

IIMT Recommendation 16.0% 

  

Benchmark Returns (GB£) 

Q3 20/21 to 20 Nov-20  5.4% 

Q2 20/21 3.4% 

1 Year to Sept-20 5.7% 

3 Years to Sept-20 (pa) 8.9% 

5 Years to Sept-20 (pa)  14.4% 

 

Net investment in the three months to 31 October 2020 totalled £63m, taking 

the asset class weighting to 3.5% at end of October 2020; 0.5% overweight. 

 

Mr Fletcher recommends a neutral weighting relative to the new intermediate 

benchmark across all of the Fund’s regional equity allocations; 16% in respect 

of Global Sustainable Equities. 

 

The new intermediate benchmark results in a significant increase in the 

Fund’s allocation to Global Sustainable Equities (3% to 16%). The IIMT 

recommends a neutral allocation of 16.0%. 

Private Equity 

 

DPF Weighting 

Current Netural  Final Neutral 
Actual 

31.10.20 
Committed 
31.10.20 

AF Recommendation IIMT Recommendation 

4.0% 4.0% 3.4% 5.0% 4.0% 3.5% 

      

Benchmark Returns (GB£) 

Q3 20/21 to 20 
Nov-20 

Q2 20/21 
1 Year to  
Sept-20 

3 Years to  
Sept-20 (pa) 

5 Years to  
Sept-20 (pa) 

 

10.0% (2.6%) (15.6%) (2.2%) 4.5%  

 

The Private Equity weighting increased from 3.1% at 31 July 2020 to 3.4% at 

31 October 2020 reflecting the flow through of June 2020 valuation reports 

which started to see the reversal of the previous quarter’s losses caused by 

the Covid-19 pandemic. 
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Mr Fletcher recommends a neutral weighting of 4% in Private Equity. 

 

The IIMT continues to assess private equity opportunities, and notes that the 

Fund’s outstanding private equity commitments of around £90m are well 

position to benefit from any market opportunities resulting from the recovery 

from the coronavirus outbreak with a strong focus on small and mid-cap 

deals.  The IIMT recommends that the Private Equity weighting is increased 

by 0.1% to 3.5% (0.5% underweight) in the forthcoming quarter, in 

anticipation of existing commitment drawdowns. 

 

Income Assets 

 

At 31 October 2020, the overall weighting in Income Assets was 20.7%, in 

line with the weighing at 31 July 2020.  The IIMT recommendations below 

would take the overall Income Asset weighting to 21.0%, and the committed 

weighting to 24.7%. 

 

Multi Asset Credit 

 

DPF Weighting 

Current Neutral  Final Neutral Actual 31.10.20 AF Recommendation IIMT Recommendation 

6.0% 6.0% 6.2% 6.0% 6.5% 

     

Benchmark Returns (GB£) 

Q3 20/21 to  
20 Nov-20 

Q2 20/21 
1 Year to  
Sept-20 

3 Years to  
Sept-20 (pa) 

5 Years to  
Sept-20 (pa) 

2.5% 2.7% 1.4% 3.0% n/a 

 

There were minimal net transactions in the three months to 31 October 2020, 

with commitment drawdowns being matched by distributions, and the asset 

class weighting increased slightly to 6.2% at 31 October 2020. Adjusting for 

commitments, the weighting increases to 7.7%. Whilst this implies the 

pension fund will be 1.7% overweight should all the commitments be drawn-

down, in practice it is unlikely that the commitments will be fully drawn, and 

some of the existing closed-ended investments have now entered their 

distribution phase (i.e. returning cash to investors).  

 

Mr Fletcher has reduced his previous 2% overweight allocation to Multi-Asset 

Credit to 6% neutral noting that the spread available from high yield bonds 

and loans is not as attractive as it was before. 

  
The IIMT continues to be positive about the long-term attractions of the asset 

class, and favours a strong bias towards defensive forms of credit (e.g. senior 
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secured debt and asset backed securities).  The IIMT recommends increasing 

the invested weighting by 0.3% to 6.5% in the upcoming quarter (0.5% 

overweight) to cover anticipated commitment drawdowns. 

 

Property 

 

DPF Weighting 

Current Neutral Final Neutral Actual 31.10.20 AF Recommendation IIMT Recommendation 

9.0% 9.0% 7.8% 9.0% 8.0% 

     

Benchmark Returns (GB£) 

Q3 20/21 to  
20 Nov-20 

Q2 20/21 
1 Year to  
Sept-20 

3 Years to  
Sept-20 (pa) 

5 Years to  
Sept-20 (pa) 

Not Available 0.5% (2.6%) 2.4% 4.0% 

 

The allocation to Property remained flat at 7.8%. Direct Property accounted 

for 4.5% (0.5% underweight) and Indirect Property accounted for 3.3% (0.7% 

underweight).  The committed weight was 8.0% at 31 October 2020.  

 

Mr Fletcher recommends that the property allocation remains neutral overall, 

but notes that the uncertainty over the future use of buildings created by 

Covid-19 has increased the potential volatility of the returns from this asset 

class.  Certain types of building may need to be re-purposed, at a minimum 

property could see a medium term downward re-rating and the income lower 

generated by rents that could have an impact beyond the short term.  Mr 

Fletcher notes that as a long term investor, the Fund can afford to “look 

through” the volatility and in a low yield environment, property probably 

remains an attractive income asset class.  

 

Colliers Capital, the Fund’s Property Manager, notes that although the UK 

economy began to recover during the summer months following the initial 

lockdown, the second wave of cases and a second national lockdown is 

expected to have a further damaging effect on the economy. Although the 

Government furlough scheme is being extended, the unemployment rate is 

nevertheless rising steadily. Rent collection continues to be challenging for 

landlords. The total return from all property as measured by the MSCI 

Quarterly Index was 0.1% in Q3 2020, with an income return of 1.1% and a 

capital value decline of -0.9%. The total return for the year to 30 September 

2020 was -2.9%, comprising an income return of 4.4% combined with a 

capital value decline of -7.1%. The Fund’s portfolio continues to perform well 

relative to its benchmark. The current void rate within the portfolio is 6.4%, 

lower than the benchmark rate of 7.4%.  
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Colliers Capital note that further investment into the UK commercial property 

market is likely to focus on additional investment in the industrial sector. In 

light of the effect of the coronavirus on the retail and leisure sectors, further 

investment in those areas is less likely for the time being, with the possible 

exception of properties let on long leases to strong tenants with rents 

reviewed in line with RPI or CPI. The manager continues to monitor the effect 

that working from home has had on demand for offices and how this will 

translate into investment demand, yield movement and performance in the 

medium and longer term. 

 

The IIMT recommends that the Fund’s current allocation to Direct Property is 

increased by 0.2% to 4.7% (1.3% underweight relative to the new 

intermediate benchmark) to reflect the purchase of a single let industrial unit 

in Leamington Spa for £12.5m in November 2020. The IIMT recommends that 

the Indirect Property allocation is maintained at 3.3%; 0.3% overweight 

relative to the new intermediate benchmark. 

 

Infrastructure 

 

DPF Weighting 

Current 
Neutral 

Intermediate & 
Final Neutral 

Actual 
31.10.20 

Committed 
31.10.20 

AF Recommendation IIMT Recommendation 

8.0% 
Intermediate: 9.0% 

Final: 10.0% 
6.7% 11.5% 9.0% 7.0% 

      

Benchmark Returns (GB£) 

Q3 20/21 to  
20 Nov-20 

Q2 20/21 
1 Year to  
Sept-20 

3 Years to  
Sept-20 (pa) 

5 Years to  
Sept-20 (pa) 

 

0.3% 0.5% 2.5% 2.6% 2.6%  

 

Relative market weakness reduced the Fund’s allocation to Infrastructure 

from 6.8% at 31 July 2020 to 6.7% at 31 October 2020; 11.5% on a 

committed basis. 

 

Mr Fletcher recommends a neutral weighting relative to the new intermediate 

benchmark of 9% allocation.  

 

The IIMT continues to view Infrastructure as an attractive asset class, and 

favours a bias towards core infrastructure assets. Core infrastructure assets 

can offer low volatility; low correlation to equity and fixed income; and reliable 

long-term cash flows.  Notwithstanding the noted favourable characteristics of 

the asset class, the IIMT continues to believe that infrastructure assets are 

exposed to increased political and regulatory risk, and this risk is managed 

through asset type and geographical diversification.   
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The IIMT continues to assess investment opportunities, which are in line with 

these objectives, and expects to make around £140m to £150m of 

commitments to infrastructure funds over the next three to six months, to 

support the transition towards the new final benchmark weighting of 10% (9% 

on an intermediate basis). It is expected that over 75% of these commitments 

will relate to renewable energy assets. As a result, the IIMT recommends that 

the invested weighting is increased by 0.3% to 7.0% in the next quarter, and 

the committed weighting is increased to 11.5%. Whilst this implies that the 

Fund is over-committed to the asset class, the draw-down of these 

commitments will take up to five years, and as these commitments are drawn-

down, they will be partly offset by distributions from existing infrastructure 

investments.
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(ix)  Protection Assets 

 
 

 

The weighting in Protection Assets at 31 October 2020 was 17.4%, down from 18.1% at 31 October 2020, reflecting relative market 

weakness. The IIMT recommendations below maintain the weighting at 17.4%.  

Government bond yields generally traded sideways in September and October 2020 before rising sharply in early November 2020 

following the positive announcement about the effectiveness of the Pfizer BioNTech vaccine. Notwithstanding the recent rise, UK 

Government bond yields remain near historic lows, consistent with expectations for a prolonged period of zero-or-below policy rates 

in response to the economic backdrop. 
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Conventional Bonds 
 

DPF Weightings 

 

Current  Neutral 6.0% 

Intermediate Neutral 6.0% 

Final Neutral 6.0% 

Actual 31.10.20 5.1% 

AF Recommendation 4.0% 

IIMT Recommendation 5.1% 

  

Benchmark Returns (GB£) 

Q3 20/21 to 20 Nov-20  (1.3%) 

Q2 20/21 (1.2%) 

1 Year to Sept-20 3.4% 

3 Years to Sept-20 (pa) 5.7% 

5 Years to Sept-20 (pa)  5.1% 

 
There were no transactions in the period, and relative market weakness 

reduced the Fund’s allocation to Conventional Bonds by 0.4% to 5.1% at 31 

October 2020; 0.9% underweight. 

 

Mr Fletcher has increased his recommended allocation to Conventional 

Bonds from 3% to 4% (2% underweight) with the 2% being allocated to an 

increase in the Cash weighting. Mr Fletcher believes that government bonds 

will not provide as much protection as they have done in the past, and at the 

current extremely low levels of yield, increasing the level of cash provides the 

Fund with more flexibility. 

 

The IIMT continues to believe that whilst conventional sovereign bonds do not 

appear to offer good value at current levels with yields around historic lows,  

they are diversifying assets and continue to afford greater protection than 

other asset classes in periods of market uncertainty as evidenced during the 

Covid-19 pandemic.  

 

The IIMT recommends that the current 0.9% underweight allocation of 5.1% 

is maintained. 
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Index-Linked Bonds 

 

DPF Weightings 

 

Current Neutral 6.0% 

Intermediate Neutral 6.0% 

Final Neutral 6.0% 

Actual 31.10.20 6.0% 

AF Recommendation 6.0% 

IIMT Recommendation 6.0% 

  

Benchmark Returns (GB£) 

Q3 20/21 to 20 Nov-20  (1.4%) 

Q2 20/21 (2.2%) 

1 Year to Sept-20 0.4% 

3 Years to Sept-20 (pa) 6.4% 

5 Years to Sept-20 (pa)  7.5% 

 
There were no transactions in the period, and relative market weakness 

reduced the Fund’s allocation to Index-Linked Bonds by 0.2% to 6.0% at 31 

October 2020; neutral weight. 

 

Mr Fletcher recommends a neutral 6% allocation to Index-Linked Bonds (UK 

Linkers). In terms of the allocation to Index Linked Bonds Mr Fletcher prefers 

to remain 2% underweight UK Index Linked with a 2% allocation to US 

Treasury Inflation Protected Bonds (TIPS). TIPS have continued to 

outperform UK Index Linked. Mr Fletcher believes that UK Index Linked 

bonds remain overvalued relative to UK conventional bonds and UK 

inflationary expectations.  

 

The outcome of the consultation on the change to CPIH from RPI indexation 

was announced at the same time as the Autumn Statement.  The change will 

be implemented from 2030 and not from an earlier date between 2025 and 

2030 as considered. This is positive for inflation accruals between 2025 and 

2030. However, it was also announced that the government will not offer 

compensation to the holders of index-linked gilts which was not good news for 

the longer end of the index linked market.  

 

In line with the IIMT’s recommendation in respect of Conventional Bonds, the 

IIMT notes that whilst Index-Linked Bonds appear expensive at current levels, 

it is too early to call the bottom of the Covid-19 pandemic. The IIMT believes 

that inflation expectations in the short-term are muted reflecting the 

deflationary effects of weaker demand and lower oil prices but in the medium 

term inflation is likely to pick-up driven by the enormous policy stimulus (both 
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fiscal and monetary) and tighter global supply chains. The IIMT recommends 

a 6% neutral allocation to Index-Linked Bonds, and that the current exposure 

to US TIPS (around 20% of the Index-Linked portfolio) is maintained. 

 

Corporate Bonds 

 

DPF Weightings 

 

Current Neutral 6.0% 

Intermediate Neutral 6.0% 

Final Neutral 6.0% 

Actual 31.10.20 6.3% 

AF Recommendation 6.0% 

IIMT Recommendation 6.3% 

  

Benchmark Returns (GB£) 

Q3 20/21 to 20 Nov-20  1.6% 

Q2 20/21 1.6% 

1 Year to Jun-20 (1) n/a  

3 Years to Jun-20 (pa) (1) n/a  

5 Years to Jun-20 (pa) (1) n/a  

(1) Benchmark returns for the LGPS Central Limited Investment Grade Bonds Sub-Fund only available since the launch of 

the product in February 2020  

 

Relative market weakness reduced the Fund’s allocation to the asset class 

from 6.4% at 31 July 2020 to 6.3% at 31 October 2020; 0.3% overweight. 

 

Mr Fletcher has reduced his previous 1% overweight allocation to Corporate 

Bonds to a neutral allocation of 6% noting that non-government yield spreads 

have narrowed recently, and as such an overweight position is no longer 

warranted. 

 

The IIMT concurs that investment grade bond spreads have narrowed 

significantly since spiking in March 2020, and it is unclear whether the current 

level of spread is sufficient to compensate for the increased default, 

particularly when the shape of the recovery is unknown, and the recovery 

cannot easily be benchmarked to previous trends. Whilst the impact of the 

current situation on corporate profitability, balance sheets and cash flows 

remains unclear, the IIMT believes that the current modest overweight 

allocation of 6.3% should be maintained. 

 

(x) Cash 

 

The Cash weighting at 31 October 2020 was 6.1% (4.1% overweight relative 

to the benchmark). 
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Mr Fletcher has increased his previous 2% neutral allocation to Cash to 4% 

noting that ,given the amount of change the Fund is about to transact, a 

higher cash balance is prudent.  

 

The IIMT notes that global markets have recovered strongly following the 

sharp sell-off in Q1 2020, with the recovery heavily dependent on substantial 

and unprecedented central bank monetary support. Any change of tone from 

the central banks is likely to have a material effect on markets. Whilst recent 

announcements in respect of the effectiveness of coronavirus vaccines are a 

very positive development, the roll-out of the vaccines is likely to take time. 

Furthermore, the recovery from the Covid-19 pandemic is likely to be uneven, 

and markets appear to be ignoring significant headwinds including 

considerable uncertainty about the shape of the economic recovery; 

uncertainty about how long it will take for economic activity to return to pre-

outbreak levels; rising new cases and localised lockdowns; and the potential 

uncertainty caused by the new Biden administration in the US.   

 

The IIMT recommends a defensive cash allocation of 5.6% (3.6% overweight 

relative to the benchmark) due to the uncertain economic outlook. This will 

also ensure that the Fund has sufficient operational headroom after adjusting 

for term-loan maturities (i.e. short-term loans provided by the Fund to other 

public sector bodies) to cover upcoming investment commitment drawdowns 

(expected to be in excess of £120m over the course of 2020-21), and to cover 

the likelihood that cash inflows into the Fund, particularly, from investment 

income, reduce as a result of the Covid-19 pandemic. 

 

3 Other Considerations  

 

In preparing this report the relevance of the following factors has been 

considered: financial, legal and human rights, human resources, equality and 

diversity, health, environmental, transport, property and prevention of crime 

and disorder. 

 

4 Background Papers  
 

Files held by the Investment Section. 
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5 Officer’s Recommendations 
 

5.1 That the report of the external adviser, Mr Fletcher, be noted.   
 
5.2 That the asset allocations, total assets and long term performance 

analysis in this report be noted.  
 
5.3     That the strategy outlined in the report be approved. 
 
 

PETER HANDFORD 
 

 
 

Director of Finance & ICT 
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Investment Report for Derbyshire County 

Council Pension Fund 

This report has been prepared by Anthony Fletcher “External Investment Advisor” of Derbyshire 

County Council Pension Fund (the Fund).  At the request of the Pension and Investment Committee 

the purpose of the report is to fulfil the following aims: - 

 Provide an overview of market returns by asset class over the last quarter and 12 months. 

 An analysis of the Fund’s performance by asset class versus the Fund specific benchmark for the 

last quarter and the last 12 months. 

 An overview of the economic and market outlook by major region, including consideration of the 

potential impact on the Fund’s asset classes 

 An overview of the outlook for each of the Funds asset classes for the next two years; and 

recommend asset class weightings for the next quarter together with supporting rationale. 

The report is expected to lead to discussions with the in-house team on findings and recommendations 

as required.  The advisor is expected to attend quarterly meetings of the Pensions and Investment 

Committee to present his views and actively advise committee members. 

Meeting date 9th December 2020 

Date of paper 23rd November 2020 
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1. Market Background (Third quarter 2020) 

The development of the Covid 19 pandemic remains the main driver of economic activity.  In the 3rd 

quarter the governments of the UK and Europe released their populations from the tightest of 

domestic restrictions, but foreign travel restrictions remained in place with travellers having to 

quarantine for 14 days upon return to their home countries. 

There were no changes in the level of monetary support provided by central banks over the quarter.  

While there were no changes in policy rates, they were the main buyers of newly issued government 

bonds and continued to buy corporate bonds in the secondary markets.  Following the Fed’s virtual 

Jackson Hole meeting in August it announced that in future they would move to rate setting based on 

average inflation.  This opens the way for inflation to move above the 2% target and could herald an 

extended period of low policy rates.  The Bank of England suggested that along with negative policy 

rates an average inflation rate target was being considered. 

With the upswing in economic activity over the summer The UK and US governments were willing to 

reduce the amount of fiscal help being provided to support incomes and the retention of workers.  In 

the US, Congress failed to agree a reduced package of measures as political tensions increased with 

the run up to the congressional and presidential elections.  Across Europe many countries chose to 

extend their domestic support packages and the EU agreed a Euro 750 billion package of grants and 

loans aimed at supporting the poorer member states as they seek to recover from the pandemic.  The 

recovery fund will be backed by increased member contributions and by the issue of bonds in the 

name of the European Commission, this could be the 1st step on the path to fiscal union. 

Reported economic data showed a sharp recovery in manufacturing activity in the 3rd quarter but 

consumer activity especially in the leisure and hospitality sectors remains well below pre-covid levels 

despite the good summer weather and “eat out to help out”.  Leading indicators however were 

showing a marked slowing in the pace of recovery and aggregate inflation has remained very low.   

In local currency terms, US and Emerging equities had a strong quarter as their tech and growth heavy 

indices produced out-sized returns as the sector dispersion witnessed in the 2nd quarter continued.  In 

Sterling terms returns were more subdued due to the strength of the currency. Other risk assets, like 

investment grade and high yield bonds also had a strong quarter with prices rising as spreads 

narrowed to extremely low yielding government bonds.  Oil prices along with most other commodity 

prices were pretty much unchanged as the recovery has yet to broaden out across the whole of the 

economy.  Gold on the other hand had a very strong quarter making a new high as these investors 

worried about central bank monetisation of debt and the risk of inflation.  
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Table 1, below shows the total investment return in pound Sterling for the major asset classes, using 

FTSE indices except where noted; for the month of October 2020 and the 3 and 12 months to the end 

of September 2020. 

% TOTAL RETURN DIVIDENDS REINVESTED 

 
MARKET RETURNS 

 

  Period end 30th September 2020 

 

 October 2020 

 

3 months 12 months 

Global equity ACWI^ -3.1 3.3 5.8 

    

Regional indices    

UK All Share -3.8 -2.9 -16.6 

North America -2.7 4.5 10.5 

Europe ex UK -2.4 3.7 6.9 

Japan -1.8 2.4 2.6 

Pacific Basin -0.2 2.3 1.1 

Emerging Equity Markets 2.4 4.5 4.7 

    

UK Gilts - Conventional All Stocks -0.5 -1.2 3.4 

UK Gilts - Index Linked All Stocks 0.7 -2.2 0.4 

UK Corporate bonds* 0.2 1.6 4.3 

Overseas Bonds** -0.1 0.8 3.6 

    

UK Property quarterly^ - -1.1 0.7 

Sterling 7 day LIBOR 0.01 0.02 0.4 

    
 

^ MSCI indices * iBoxx £ Corporate Bond; **Citigroup WGBI ex UK hedged 

 

Chart 1: - UK bond and equity market returns - 12 months to 30th September 2020

 

Source: - Bloomberg 
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Table 2: - Change in Bond Market yields over the quarter and 12 months. 

BOND MARKET           

% YIELD TO 

MATURITY 

30th June 

2020 

30th 

September 

2020 

Quarterly 

Change 

% 

30th 

September 

2019 

Current 14th 

November 

2020 

UK GOVERNMENT BONDS (GILTS) 

 
10 year 0.17 0.23 0.06 0.50 0.33 

30 year 0.64 0.78 0.14 0.96 0.92 

Over 15y Index linked -2.36 -2.25 0.11 -2.22 -2.11 

OVERSEAS 10 YEAR GOVERNMENT BONDS 

US Treasury 0.66 0.69 0.03 1.69 0.89 

Germany -0.46 -0.53 -0.07 -0.57 -0.56 

Japan 0.02 0.02 0.00 -0.22 0.02 

NON-GOVERNMENT BOND INDICES 

UK corporates 1.95 1.78 -0.17 2.05 1.70 

Global High yield 6.61 5.74 -0.87 5.48 5.08 

Emerging markets 4.38 3.76 -0.62 4.45 3.45 

 
Source: - Bloomberg, G8LI, UC00, HW00, EMGB, ICE indices 14th November 2020.  

 

Chart 2: - UK Bond index returns, 12 months to 30th September 2020. 

 

Source: - Bloomberg 
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Chart 3: - Overseas equity markets returns in Sterling terms, 12 months to 30th September 2020. 

 

Source: - Bloomberg 

Recent developments (October and November 2020)  

As we headed into October markets were dominated by two topics: the resurgence of Covid 19 in the 

UK and Europe, and the upcoming US elections.  Equity markets spent much of the month in wait-

and-see mode, before the announcement of widespread restrictions across Europe in the final days of 

the month that caused prices to fall. 

While the region has seen a marked up turn in the infection rate, this has not been accompanied to 

same extent by increased hospitalisations and deaths.  This could be because more young people are 

being infected and because we know more about the virus now than we did in March and treatments 

have been found that can reduce the number of critical cases.  The containment response was 

originally much more targeted, with governments imposing local restrictions in a bid to avoid national 

lockdowns. Unfortunately, in the UK this approach appears to have failed to limit the spread of the 

virus and we are now in national lockdown2.0.  After some delay and much argument, the 

government decided to reinstate employment and income support measures.   

Globally forward looking economic indicators were already softening in September and this trend 

continued in October, with the new lockdown measures it is possible that growth will again decline in 

the 4th quarter, further extending the period to recovery.  As we get closer to the end of the year the 

UK-EU trade negotiations are intensifying, but the same issues remain, as a result the potential for no 

deal increases. 
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In the US the last month has been dominated by the US elections and for a while the increasing covid 

infection rate across the country was eclipsed by a breakout of infections in the White House and the 

hospitalisation of President Trump, followed by his miraculous recovery.  Even so this was not 

enough for Mr Trump to beat Mr Biden for the role of President.  At the time of writing Mr Biden has 

won 6 million more votes than Mr Trump and appears to have secured 306 electoral college votes 36 

above the 270 votes needed to secure the presidency.  As yet Mr Trump has not conceded that he lost 

and continues to make baseless accusations of widespread electoral fraud.  Sadly, the behaviour of Mr 

Trump, while president and especially in the aftermath of the election result has possibly done even 

more permanent damage to the global reputation of US. 

As the results were coming out the US equity market stabilised and then rallied as it became clearer 

that while Mr Biden had won the presidency, the Democratic party had not taken a controlling 

position in the Senate and was if anything slightly weaker in the house of representatives.  This should 

have two benefits from the markets point of view, lower corporate tax hikes and less deficit funded 

infrastructure spending. 

But the news that has supported the equity markets in November is the news from Pfizer / BioNtech 

on the 9th, then Moderna on the 16th and now today 23rd, Astra Zeneca / Oxford University; on the 

efficacy of their respect Covid 19 vaccines.  While the overall indices have not made new highs on the 

news there has begun a rotation from “new” economy stock price performance to “old” economy 

stock price performance.  
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2. Investment Performance 

Table 3 shows the performance of the Derbyshire Pension Fund versus the fund specific benchmark 

for the 3 months and year to the end of September 2020.  The Fund’s value continued to increase but 

at a more subdued rate after the sharp rebound in the second quarter of 2020.  At the end of September 

2020, relative performance was well ahead of the benchmark over 3 and 12 months, with all the broad 

asset class categories and most of Derbyshire’s selected asset managers outperforming their respective 

benchmarks. 

Over 10 years the Fund has achieved a total return of 7.8% per annum. 

Table 3: - Derbyshire Pension Fund and Benchmark returns 

% TOTAL RETURN (NET) 

30 TH SEPTEMBER 2020 3 MONTHS 12 MONTHS 

 Derbyshire 

Pension Fund Benchmark 

Derbyshire 

Pension Fund Benchmark 

     

Total Growth Assets 2.7 1.3 -1.1 -2.3 

     

UK Equity -2.5 -2.9 -15.5 -16.6 

Total Overseas Equity 4.4 3.6 6.0 6.1 

North America 4.6 4.5 11.5 10.5 

Europe 1.6 1.5 0.6 0.5 

Japan 5.3 2.4 6.0 2.6 

Pacific Basin 6.1 4.6 5.7 8.4 

Emerging markets 3.5 4.5 -1.0 4.6 

Global Sustainable Equity 12.8 3.4 32.8 5.7 

Global Private Equity 8.2 -2.6 -0.6 -15.6 

     

Total Protection Assets 0.4 -0.6 3.3 2.2 

     

UK Gilts -0.6 -1.2 2.7 3.4 

UK & Overseas Inflation Linked 0.0 -2.2 2.5 0.4 

Global Corporate bonds 1.7 1.6 - - 

     

Total Income Assets 1.4 1.1 2.0 0.2 

     

Multi-asset Credit 3.5 2.7 1.2 1.4 

Infrastructure 0.5 0.5 4.3 2.5 

Property (all sectors) 0.6 0.5 0.7 -2.6 

     

Internal Cash 0.1 0.0 0.3 0.3 

     

Total Fund 1.8 0.9 0.3 -0.6 
 

Total fund value at 30th September 2020 £5,252 million 
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As can be seen from the table asset class returns were lower and more mixed in the 3rd calendar 

quarter of 2020.  Also as noted last quarter those country indices which were technology sector heavy 

like the US and South-east Asia had the strongest returns and those with high weights to cyclical, 

energy and financial sector stocks like the UK and Europe have lagged. 

Growth assets – Equity performance 

Once again in the 3rd quarter most of the regional portfolios outperformed their indices, over 12 

months the performance is more mixed but in aggregate growth assets outperformed the benchmark.  

The negative absolute performance of the UK over 12 month continues to dominate the overall 

performance contribution.  Relative to benchmark all regions outperformed, with the exception of 

Pacific basin and Emerging equity. 

North American equity performance was just ahead of the market performance in the quarter, and 1% 

ahead over 12 months, 3 and 5 year performance numbers are still behind benchmark but continue to 

improve.  North American equity has delivered the highest annualised returns over 10 years at 17% 

p.a. and the highest outperformance of the benchmark index at +1.6% p.a. 

The UK and continental European equity portfolios are passively managed by LGIM and UBS.  The 3 

and 12 month returns are in line with the benchmark.  In the UK the investment trust portfolio 

managed by the in house team outperformed, improving the overall performance.  

The other equity assets are invested in Japan, the Pacific Basin and Emerging Markets equities, via a 

number of pooled funds selected by the in-house team.  All 3 regional portfolios continue to deliver 

mixed performance over shorter periods but over the long term they have in aggregate delivered 

reasonable returns and they have been an overall diversifier of risk, especially Japan. 

Private equity continues to deliver strong positive absolute and relative returns that are significantly 

ahead of the benchmark over the more meaningful 3, 5 and 10 year periods, after US equity this is the 

second strongest performing equity allocation, but with the largest outperformance of the benchmark. 

Over the quarter the allocation to global sustainable equity, increased from 1.7% to 3.1% compared to 

an index neutral allocation of 3%. 

Protection assets - Fixed Income Performance 

Over the quarter the bond portfolio delivered a return of 0.4% compared to the benchmark of -0.6%, 

all components of the portfolio outperformed the benchmark, except gilts over 12 months which on 

their own only returned 2.7% whereas the benchmark returned 3.4%.  The total return of the whole 

bond portfolio over 12 months was 3.3% compared to the benchmark return of 2.2%. 

Income assets – Property, Infrastructure and MAC  

Over the year, the combined portfolio of income assets has outperformed the benchmark.  

Infrastructure and total property delivered another positive and above benchmark return.  MAC 
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continued to recover in the 3rd quarter and is now only slightly behind benchmark over 1 year, over 3 

years returns are positive and better than benchmark. 

Over 3 years the performance of Property and Infrastructure is well ahead of benchmark delivering 

4.8% pa and 7.8% pa respectively. 
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3. Economic and Market outlook 

Economic outlook 

Covid 19, the support given by governments and the actions of central banks remain the primary 

driver of the economic outlook at least in the developed world. In the emerging economies the 

situation is much more diverse, China and South-east Asia, seem to have been able to move Covid to 

a secondary issue and get their economies back to pre-covid levels of activity without anything like 

the amount of fiscal and monetary stimulus.  Whereas countries like India and some countries in Latin 

America it remains a primary concern. Another factor that may be driving outcomes is demographics, 

in general and in particular in Africa, the Middle East and South- east Asia, the average age of the 

population is very low compared to developed Europe for instance. 

Chart 4: - LHS. Covid Infections per million 7dma.  RHS. Reported deaths per million 7dma. 

 

Chart 4 above shows the 7 day moving average (7dma) growth rates for infections and deaths in 

Europe and the US per million of population.  The left hand chart of infections looks terrible but is 

slightly mis-leading because many more people are being tested now than in the 1st wave.  Also, it 

would appear that the vast majority of people becoming infected are younger people better able to 

cope with the virus.  This is probably because they are more socially active and older people have 

changed their social behaviour as well.  The right hand chart shows the 7 day moving average death 

rate is more accurate as the data is at least consistent.  This is clearly the good news fewer people are 

dying as the medical profession have improved practices and the treatment of patients. 

Chart 5 below shows leading economic indicators such as, Manufacturing purchasing managers 

indices (PMI’s) and mobility as a proxy for personal activity.  After a sharp rebound, the pace of 

recovery had slowed even before the return of increased travel restrictions and Lockdown2.0 were 

imposed by European governments and US States. 
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Chart 5: - LHS. Global PMI’s.    RHS. Mobility data as a proxy economic activity 

 

Source: - ICG 

These charts only go to mid-October so it is likely that in the Europe and the US, where new 

restrictions are in place that these leading indicators have turned down.  From our own personal 

observations, it would also be reasonable to suggest a weaker economic outlook in the 4q20 and a 

sluggish pace of recovery in the first half of 2021.  The news on the efficacy and availability of 

vaccines is a positive but even with a rapid roll-out it is likely to be the middle 2021 before actual 

activity returns to near normal levels and it could still be 2022 before developed economies are above 

their pre-covid levels of activity. 

As mentioned above and in my last report, China and the South-east Asian economies appear largely 

unaffected by Covid compared to those of Europe and the USA where domestic consumption and 

leisure activities dominate the mix of economic activity.  Technology and communications services 

which have been major beneficiaries of the pandemic and are at the core of future economic 

development.  Aggregate demographics still favour emerging markets and I expect the “fulcrum” of 

global economic power will continue to shift east towards Asia.  The time until China overtakes the 

US as the worlds largest economy is getting shorter. 

While for the Developed world Covid is a short to medium term issue that needs to be dealt with the 

long term secular issues of debt and demographics, lower productivity and aggregate growth have 

been made worse by the virus.  In general, Emerging markets should do better because of the 

development of their own domestic markets, creating consumption for themselves rather than for the 

developed countries, as a result trade in goods could become more regional.  The new Asia-Pacific 

regional trade deal signed on the 11th November will only enhance this. 
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Inflation 

In the 3rd quarter the rate of inflation fell outside the US but as chart 6 below shows the trend for all 

developed countries remains down and below the central bank’s target rate of 2% p.a.  In aggregate I 

expect it to remain low for a very long time, but there could be localised, short term hotspots resulting 

from supply issues and extra costs caused by the implementation of Covid protection measures. 

Chart 6: - Inflation – Annual rate versus Central Bank Target 

 

Source: - Bloomberg 

Central Banks 

As observed in my last report central banks have been pretty quiet since they announced their 

unprecedented levels of support for markets in March, mainly because they have worked.  Since April 

the US Fed and the Bank of England (BoE) have bought most if not all of the new debt issued by their 

respective governments. 

In the US, the Fed announced in August that it would adopt a more flexible approach to rate setting.  

In future they will target an average rate for inflation of 2%, rather than seeking to stop it going above 

2%.  This means they will allow inflation run above 2% before they begin to act and it suggests that if 

this policy had been in place in the last 30 years there would have only been 1 tightening cycle instead 

of 4!  They also emphasised that the Fed funds rate could remain unchanged until 2025, the vaccine 

may change that, but a rate hike would indicate good news on growth at least. 

Andrew Bailey, governor of the BoE, expressed support for the Fed’s policy on inflation, even 

suggesting the BoE could do something similar, but in the case of the BoE it is HM Treasury that set 

the target for inflation.  In November the BoE surprised the market by announcing an extra £150 

billion of bond buying but it has gone very quiet on negative base rates. 
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Politics 

As of writing this report Mr Trump has still not conceded that he has lost the US Presidential Election.  

According to the Electoral College preliminary count, each state has its own ratification process for 

confirming those votes, Mr Biden has won 306 votes.  Only 270 electoral college votes are needed to 

win the presidency, in terms of the popular vote Mr Biden got 6 million more votes than Mr Trump.  

In the past in any US presidential election the loser would have conceded by now.  Mr Trump and his 

administration through the way they have behaved in this election and the way he behaved as 

president has seriously undermined, western democracy, the rule of law and the political capital of 

USA in the world, especially with authoritarian regimes and quasi-democracies. 

The election result did not deliver the landslide that the Democrats were hoping for.  They lost ground 

in the House of Representatives and did not secure a majority in the Senate, which means that 

corporate taxes may not rise much and infrastructure spending may be lower.  However, Biden can 

influence federal regulation and foreign policy, which means the US is highly likely to repair much of 

the damage the Trump administration has caused over the last 4 years.  It is expected that the US will 

re-join the Paris accord on climate change and the nature of trade negotiations will be less belligerent.   

In the UK the end game on a trade deal with the European Union is getting closer and the same issues 

remain unresolved; fishing rights in UK waters, a level playing field for state aid and the border with 

the Republic of Eire.  At the same time with 6 only weeks to go for a trade deal with our largest and 

most integrated trading partner, PM Johnson has reorganised his team of special advisers in the 

Cabinet office. 
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Government bonds 

As can be seen in table 2 above and chart 7 below, Government bond yields have broadly tracked 

sideways close to their all-time lows since their dramatic falls in March and April.  The good news on 

vaccines has pushed yields higher in the last few days (see left hand side of chart 10 below).  I expect 

government bonds yields to remain low for some time, but ultimately, they will rise either because of 

higher inflation, the size of deficits or because the global economy is in recovery. At the moment the 

main objective of central banks is to keep government bond yields low. 

Chart 7: - Government bond yields, last 10 years. 

 

Source: - Bloomberg  

Non-government bonds 

As can be seen in Chart 8 below, the excess yield spread for both investment grade non-government 

and high yield bonds continued to narrow in the 3rd quarter.  Mainly because of the policy measures 

put in place by central banks, buying significant amounts of mostly investment grade corporate debt.   

Yield spreads are now less attractive, there is still some scope for spread narrowing but the 

opportunity is now limited.  If my comments above, about an extended period of low interest rates and 

government bond yields are correct then both investment grade and sub-investment grade bonds will 

deliver better returns because of their higher yield, than government bonds provided they have a lower 

default experience. 



  

 

16 

 

Chart 8: - Credit spreads, extra yield over government bonds, last 10 years.

Source: - Bloomberg 

Equities 

As can be seen in Chart 9 below and in table 1 above, after a very strong second quarter, returns have 

been more muted in the 3rd quarter and in October equity market returns were negative as it became 

clear that the developed economies were heading into new Covid restrictions due to the increased 

infection rate.  This was reversed in November partly because of the US election result but mainly 

because of the announcements on 2 of the vaccine candidates.  This good news has also had the effect 

of widening out the equity market rally into sectors outside of technology.  If the optimism on the 

vaccines can be confirmed then this could be the beginning of a broader based recovery in equity 

markets as economic activity becomes closer to what we were used to in the past.  It could possibly go 

some way to reversing the underperformance of the value versus growth style of investment.  This 

could especially benefit markets indices like the FTSE 100 and All-Share, which have a very low 

sector exposure to technology and a high exposure to financials, energy and resource sectors. 

Chart 9: - Global equity indices, last 10 years.

 

Source: - Bloomberg 
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As chart 10 shows below the vaccine news has caused a reasonably significant swing the relative 

performance of government bonds and country equity indices with a lower weight to the technology 

sector. 

Chart 10: - Bond and equity market performance since the Pfizer announcement. 

 

As mentioned last time the recovery in markets remains highly differentiated by sector.  Chart 11 is 

for the US S&P 500, but it is a similar story for all other equity indices.  While one swallow doesn’t 

make a summer the rotation in performance since the Pfizer announcement has been significant, as 

shown by the blue diamond plots on chart 11. 

Chart 11: - S&P 500 sector returns calendar year to date, and since the Pfizer announcement. 
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GDP 

Table 4 shows the consensus forecasts for GDP growth in calendar 2020 and 2021 and my 

expectations in August and November 2020.   

Table 4: - GDP forecasts - Consensus versus Advisor expectations. 

% CHANGE YOY 

 2020 2021 

 
AUGUST NOVEMBER AUGUST NOVEMBER 

 Consensus AF Consensus AF Consensus AF Consensus AF 

US -5.2 -6.0 -3.7 -4.0 4.0 4.0 3.8 4.0 

UK -9.9 -10.0 -11.0 -11.0 6.4 6.4 4.7 5.0 

Japan -5.3 -6.0 -5.5 -6.0 2.5 2.5 2.5 2.5 

EU 28 -7.8 -8.0 -7.3 -8.0 5.3 5.3 4.5 5.0 

China 2.1 2.5 2.0 2.5 7.8 8.0 7.9 8.0 

SE Asia -3.6 -3.2 -4.4 -3.2 5.7 6.0 5.6 6.0 

 

Source: - Consensus Economics November 2020 

 

As we get closer to the year end with more actual data available the estimates for 2020 growth should 

be reasonably close to the actual outcome we will see.  The weakening of the November expectations 

relative to August in the UK reflects increased uncertainty on the UK/EU trade negotiations and the 

re-imposition of lockdowns in the north of England and probably the national lockdown imposed in 

November, but not the optimism generated by the vaccine news from Pfizer.  The main message 

remains the same, weakness in 2020 followed by a rebound in 2021, with most economies still weaker 

at the end of 2021 than they were at the beginning of 2020.   

The news on the leading vaccine candidates is good, but there are a number of milestones still to be 

reached.  In the meantime, the pace of economic activity and recovery from the pandemic will be 

dependent upon the measures required to slow the infection rate.   

China continues to recover strongly from the pandemic induced -10% first quarter of 2020.  In the 

second quarter growth was revised higher to 11.7%, while third quarter growth was below 

expectations at 2.7%, the growth recovery has broadened out from manufacturing into personal 

consumption. 

In the US, first quarter growth was confirmed at -5%, second quarter was revised slightly to -31.4% 

but remains the worst ever recorded.  The third quarter advance estimate was 33.1%, this huge 

rebound was driven by personal consumption.  Unlike in the UK and Europe where most of the 

government cash to support the economies was channelled through companies in the USA it was 

given directly to the unemployed and furloughed workforce.  Over 12 months the US economy is 

about 11% smaller. 

In the UK, the growth rate in the first quarter was revised down to -2.5% and second quarter 2020 

growth was -19.8%.  Like the US third quarter growth was bolstered by personal consumption as we 
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were encouraged to “eat out to help out” but the advance data only suggests a 15.5% growth rate.  

Over the year the UK economy is about 10% smaller. 

The Japanese economy recovered by 5% in the third quarter, but second quarter growth was revised 

down to -8.2% leaving the economy nearly 6% smaller than it was 12 months ago. 

In the Euro-area second quarter growth was revised slightly to -11.8%, but third quarter growth was a 

healthy 12.6%.  This still leaves the economy about 4% smaller than it was 12 months ago. 

Consumer Price Inflation 

Table 5 shows the consensus forecasts for Consumer Price Inflation in calendar 2020 and 2021 and 

my expectations in August and November 2020.   

Table 5: - Consumer Price Inflation forecasts - Consensus versus Advisor expectations 

% CHANGE YOY 

 2020 2021 

 
AUGUST NOVEMEBR AUGUST NOVEMBER 

 Consensus AF Consensus AF Consensus AF Consensus AF 

US 0.8 0.7 1.2 0.7 1.7 1.6 2.0 1.8 

UK 0.7 0.6 0.9 0.6 1.4 1.2 1.5 1.3 

Japan -0.1 -0.2 0.0 -0.2 0.2 0.0 0.0 0.0 

EU 28 0.6 0.5 0.5 0.5 1.2 1.0 1.1 1.0 

China 2.7 2.5 2.7 2.5 2.0 2.0 1.9 2.0 

SE Asia 1.0 0.9 1.0 0.9 2.1 2.0 2.0 2.0 

 
Source: - Consensus Economics November 2020 

 

The consensus forecasts for inflation in calendar 2020 and 2021 have ticked up slightly, whereas most 

inflation prints have been lower than in the second quarter.  Despite the recovery in activity energy 

prices have remained broadly unchanged.  As I mention in my last report anecdotal evidence would 

suggest some service prices have been marked higher due to Covid induced capacity constraints but 

these are being more than offset elsewhere.  I continue to expect inflation to be lower than the 

consensus forecasts for some time to come. 

The annual rate of US headline inflation picked up to 1.4% in September, before falling back to 1.2% 

in October.  Food, new vehicle and shelter prices were higher but energy prices along with most other 

goods were lower.  Ex food and energy, core inflation also fell to an annual rate of 1.6%. 

In September the UK headline inflation rate (CPIH) which includes housing costs was 0.7%, slightly 

higher than the 0.5% recorded in August, mainly due to the end of the “eat out to help out scheme”.  

Since January the annual rate of inflation has fallen by 1%.  Core inflation which excludes food, 

energy, alcohol and tobacco in the UK, was also higher at 1.3% p.a. 
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The October “flash” report of inflation in the Euro Area remained at -0.3% p.a. and the core rate, 

which had been rising is now at a record low 0.2% down from 1.2% in March. 

The Japanese inflation rate was unchanged in September and the core rate that excludes fresh food 

was -0.3% p.a.  
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4. The outlook for the securities markets 

The underlying influences of monetary and fiscal policy support to plug the gap caused by the 

restrictions put in place to combat the covid pandemic remain in place.  Recently markets have been 

concerned about the increased rate of infections but had taken some solace form the fact that mortality 

rates had not picked up at the same pace.  These factors had kept all markets broadly stable at the 

current level but increasingly vulnerable to bad news. 

This appears to have changed in November:  First, with the election of Mr Biden as President, but just 

as importantly the failure of the Democrats to take control of the Senate and no real change in the 

House of Representatives.  Domestically this reduces the chance of big corporate tax hikes and 

reduces the size of deficit funded infrastructure spending.  It probably means more regulatory impact 

on “big Tech”, which could lead to anti-trust legislation, more competition and an end to the 

avoidance of taxation.  On healthcare it should see the end of pressure to roll-back the Affordable care 

act, which should reduce the excessive profits of the healthcare sector in general and pharmaceutical 

companies in particular.   On energy and climate change there could be a tightening of regulations and 

an end to the squeeze on the Environmental Protection Agency.  Internationally there will still be 

tension between China and the USA, especially as China becomes both more important economically 

and in terms of its influence regionally, but there is likely to be change in the tone of the negotiations.  

The US is likely to re-join the Paris accord on climate change.  This will bring the US back into line 

with most of the rest of the world on the action that needs to be taken.   

While the taxation and spending issues should be a consideration mainly for the US economy and 

markets.  The changes on the international stage are major reasons for optimism on global growth, 

trade and in particular the possibility of a more sustainable future, they should also go some way to 

reducing the headwind on the development of emerging markets. 

Secondly, in the last couple of weeks the news on the efficacy of 3 of the 6 leading Covid vaccines, 

holds out the possibility of a return to a more normal life.  In terms of markets it has widened out the 

price recovery to those sectors that were more impaired by lower global demand, travel restrictions 

and lockdowns.  However, “we are only at the end of the beginning”.  The new vaccines need to be 

produced in sufficient quantities, at a price that is affordable and they need to be distributed.  As a 

result, there is still scope for disappointment in terms of availability, efficacy in the actual population 

and how long the protection lasts. 

Notwithstanding, my last comments about the scope for disappointment in the medium term the news 

in November should be good for global sustainable equity and emerging markets and bad ultimately 

for developed market government bonds.  Mainly because as the economy recovers the time until 

inflation rises and / or interest rates have to rise has become shorter.  
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Bond Markets 

In table 6, below I have set out my expectations for 3 month LIBOR interest rates and benchmark 10 

year government bond yields, over the next 3 and 12 months.   They are not meant to be accurate 

point forecasts, more an indication of the possible direction of yields from November 2020. 

Table 6: - Interest rate and Bond yield forecasts 

% CURRENT JUNE 2021 DECEMBER 2021 

UNITED STATES 

3month LIBOR 0.22 0.25 0.25 

10 year bond yield 0.89 1.0 1.0 

UNITED KINGDOM 

3month LIBOR 0.04 0.10 0.10 

10 year bond yield 0.34 0.50 0.50 

JAPAN 

3month LIBOR -0.10 -0.10 -0.10 

10 year bond yield 0.03 0.10 0.10 

GERMANY 

3month EURIBOR -0.54 -0.50 -0.50 

10 year bond yield -0.55 -0.25 -0.25 

    
Source: - Bloomberg, Trading Economics; 13th November 2020 

 

In August government bond yields achieved new “All Time Lows” as markets responded to the 

economic slowdown and the amount of bond buying that central banks continued to carry out.  

Almost all the new supply of bonds from the developed world’s governments have been bought by 

their respective central banks!  However, since the end of the quarter yields have drifted higher and 

with the optimistic news on the efficacy of 2 of the potential vaccine candidates, UK and US 10 year 

government yields have increased by 50%.  As can be seen in table 6 above they are still very low, but 

unless the optimism turns out to be misplaced, I believe we may have seen the nadir in government 

bond yields for this cycle.  As I mentioned last time, I still expect interest rates and yields to remain 

low for 3 main reasons.  Central banks are unlikely to increase rates until they are certain about the 

recovery, because inflation is likely to remain low and because they have given themselves more 

flexibility around the 2% target rate of Inflation.  The vaccine may have shortened the period of near 

zero / zero rates, but I still do not expect central bank policy rates to change for the next 12 to 18 

months.  Over the long term I expect government bond yields to rise and there is the risk that yield 

curves could continue to steepen if inflation becomes more of a concern, but for now central banks 

will continue to do all they can to keep government yields around their current levels. 

With a background of very low central bank policy rates and low refinancing costs, the extra yield 

spread for non-government bond and high yield bonds and loans remains attractive, but spreads have 

already narrowed significantly.  As the global economy recovers, it is highly likely that the level of 

defaults in credit markets could increase, especially in those sectors of the economy that are more at 
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risk from the pace of recovery.  Active management, dynamic asset allocation and security selection 

skills will now, more than ever will be the key to success for investment in this asset class. 

Bond Market (Protection Assets) Recommendations 

The total allocation to Protection assets in the strategic benchmark remains 18%.  I continue to 

suggest that this is reduced to 16%, but whereas last quarter I would have used this money to increase 

the exposure to MAC in the Income asset portion of the Fund, I now believe it should be allocated to 

cash.  MAC has had a good run and from here the spread may not compensate for the extra risk of 

default from high yield bonds and loans, equally UK gilt yields are negative out to around 5 years 

whereas cash yields are positive. Because non-government yield spreads have narrowed so much, I 

would also reduce the global corporate bond allocation from 1% overweight to neutral. 

I believe this underweight recognises the value of owning protection assets against the risk of another 

sell off in growth assets, but it also reflects my view that government bonds will not provide as much 

protection as they have done in the past at these extremely low levels of yield and increasing the level 

of cash gives the Fund more flexibility. 

As usual in table 7 below I have updated the data and recalculated my estimates of the total return 

impact of rising yields for government and non-government bond indices based on their yield and 

interest rate sensitivity (Duration) over 3 and 12 months.  The estimates show that there very little 

income protection even for small increases in yield at current durations and spreads. 

Table 7: - Total returns from representative bond indices  

INDEX 
YIELD TO 

MATURITY 

% 

DURATION 

YIELD 

INCREASE 

% 

% TOTAL RETURN, 

HOLDING PERIOD 

    
3  

MONTH 

12 

MONTHS 

All Stock Gilts 0.49 13.2 0.5 -6.5 -6.1 

 

All Stock Linkers -2.36 17.7 0.5 -8.8 -8.6 

 

Global IG Corporate 1.51 7.3 0.5 -3.3 -2.1 

 

Global High Yield 5.08 3.7 0.5 -0.6 +3.2 

      
 
Source: - ICE Indices 14th November 2020 

 

In terms of the allocation to index linked gilts I would prefer to remain 2% underweight UK linkers 

with a 2% allocation to US TIPS.  TIPS have continued to outperform index linked gilts partly 

because of their higher yield but also because this market is not subject to the potential change of 

inflation indexation.  UK Linkers remain overvalued relative to UK gilts and UK inflationary 

expectations.  The consultation on the change to CPIH from RPI indexation closed in August and the 

chancellor is expected to announce what changes he wishes to make on 25th November 2020.  At the 
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moment the Linker market has only priced in about 50% of the change in the market valuation, but 

Linkers continue to underperform conventional gilts and the yield curve continues to steepen.  As I 

mentioned last time, asset managers lobbied for compensation for the change, but Corporate Pension 

Fund trustees with RPI liabilities appear much more relaxed about the change.  Broadly speaking 

there is an increasing consensus that the Chancellor will endorse the change without compensation to 

bond holders.  

 

Equity Markets 

Table 8 below, shows the dividend yield for 2020 and the earnings growth and price / earnings ratio 

estimates, for 2020 and 2021 provided by Citi Research. 

Table 8: - Dividend yield, Earnings growth and Price/Earnings Ratios 

COUNTRY 
DIVIDEND 

YIELD % 
EARNINGS GROWTH PRICE/EARNINGS RATIO 

FORECAST 

PERIOD 
2020 2020 2021 2020 2021 

      

United Kingdom 3.9 -38.3 39.3 17.6 13.1 

 

United States 1.7 -14.5 23.5 26.3 21.3 

 

Europe ex UK 2.7 -32.1 37.6 21.8 16.4 

 

Japan 2.3 -16.1 30.1 21.4 16.6 

 

      
 

Source: - Citi Research, Global Equity Strategist, October 2020 
 

Citi research have again tweaked their expectations for dividends and earnings.  Despite high profile 

announcements of passed and lower dividends, the dividend yield in the UK has not changed.  

Whereas yields have fallen in other regions, probably because of the better performance of the 

respective indices.  Dividends are an important source of return and while not guaranteed like 

coupons on bonds, at these levels they are multiples higher than the yield on government bonds. 

Earnings growth has been revised higher in the USA and lower elsewhere.  If these growth rates are 

realised then earnings will be 5% higher in the US and 9% higher in Japan at the end of 2021 than 

they were at the start of 2020 but in UK and Europe earnings will be 14% and 6% lower.  This seems 

a bit pessimistic for the UK and Europe and would suggest a continuation of the tech/growth rally and 

dispersion with value/old economy stocks.  It also takes no account in my opinion of the fundamental 

valuation characteristics of companies. 

In the last couple of weeks, the US election result with its potential for lower increases (if any) in US 

corporate taxes and the optimism around efficient vaccines has reignited a market that was looking a 

bit detached from reality.  The news on the vaccines has also triggered interest in those sectors that 
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have lagged the rally since April, causing a rotation in the performance of growth and value sectors of 

the market.  This could prove to be short lived but if the vaccines do work as efficiently as the latest 

trial results suggest the main beneficiaries could be the country indices and sectors of the market that 

have been left behind. 

Equity Market (Growth Assets), Recommendations 

The new Investment Strategy Statement which along with the Climate Strategy and the Responsible 

Investment Framework were adopted by the PFC in November, will lead to some significant changes 

in the way in which the Fund’s Growth Assets are managed.  Because the changes are so significant it 

has been agreed that the new strategic benchmark should be phased in over time, with an interim 

benchmark coming into effect 1st January 2021.  The final change to the new strategic benchmark is 

expected to take place on 1st January 2022. I have used the interim benchmark as set out in table 9 

below when making my recommendations on the allocation of growth assets. 

Overall Growth assets are being reduced by 1% and this asset class change is being used to increase 

exposure to income assets and will be allocated to infrastructure.  Within the growth asset class, the 

main changes are to move from a regional country based allocation to a global sustainable based 

allocation.  The in-house team have been keen to enhance the growth, performance and diversification 

characteristics of the new benchmark and to incorporate the climate strategy and the responsible 

investment framework without sacrificing potential risk adjusted returns. 

The quanta of the changes are so large that I would not suggest trying to overweight or underweight 

any particular country versus another.  The capacity and speed of entry into global sustainable will 

probably be the governor on the pace of the reallocation.  Having said that I would start by selling the 

most expensive country allocations 1st, which for me would be a phased and executed in this order; 

North America, Europe, Asia Pac and finally the UK.  This fits with my opinions expressed above 

about fundamental valuations and the possibility of a rotation from tech heavy indices to the rest of 

the economy as the activity broadens with the rollout of vaccination. 

Income Assets 

The allocation to income assets has been increased from 23% to 24%, funded by a reduction in the 

growth assets.  The extra money will be used to increase the exposure to Infrastructure. Because of the 

nature of the investment process and the time taken to get invested I would recommend that 

commitment to new fund or increasing the current commitments if possible, should be considered as 

soon as reasonably possible. 

In my last report I suggested being overweight MAC funded from Gilts.  However, the spread 

available from high yield bonds and loans is not as attractive as it was before so I would recommend a 

neutral allocation at this current time. 

I continue to believe Property should remain neutral overall, but over the next couple of years, I 

believe the uncertainty over the future use of buildings created by Covid has increased the potential 

volatility of the returns from this asset class.  Certain types of building may need to be re-purposed, at 

a minimum property could see a medium term downward re-rating and the lower income generated by 

rents that could have an impact beyond the short term.  As a long term investor, the Fund can afford to 
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“look through” the volatility and in a low yield environment, property probably remains an attractive 

income asset class.  

As noted above in “protection assets” I would suggest a 2% overweight to cash from Gilts because of 

the extremely low yield and high duration risk currently attached to the asset class.  At the end of 

October, the Fund was holding 6.1% in cash, however more than 3% of this figure is already 

promised for future private market investments.  Given the amount of change the Fund is about to 

transact a higher cash balance is probably a good idea. 

The asset allocation set out in table 9 below, shows the old strategic benchmark allocations for the 

Derbyshire Pension Fund and my suggested relative weights as of 17th August 2020.  The Interim 

Benchmark and my suggested asset allocation weights relative to this benchmark as of the 13th 

November 2020.  These allocations represent an ideal objective for the Fund based on my 

expectations for economic growth and market performance, but they do not take into consideration the 

difficulty in reallocating between asset classes and the time needed by the In-house Team and their 

investment managers to find correctly priced assets for inclusion in the Fund. 
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Table 9: - Recommended asset allocation against the Strategic Benchmark. 

The 2 righthand columns set out the interim benchmark allocations that comes into effect on the 1st 

January 2021 and my recommended allocations. 

% ASSET 

CATEGORY 

DERBYSHIRE 

STRATEGIC 

WEIGHT 1S T  

JANUARY 

2019 

ANTHONY 

FLETCHER 

17 T H  AUGUST 

2020 

DERBYSHIRE 

STRATEGIC 

WEIGHT 1S T  

JANUARY 

2021 

ANTHONY 

FLETCHER 

13 T H  NOVEMBER 

 2020 

     

Growth Assets 57 0 56 0 

     

UK Equity 16 0 14 0 

     

Overseas Equity 41 0 42 0 

     

North America 12 0 6 0 

Europe ex UK 8 0 4 0 

Japan 5 0 5 0 

Pacific ex Japan 4 0 2 0 

Emerging markets 5 0 5 0 

Global Sustainable 3 0 16 0 

Private Equity 4 0 4 0 

     

Income Assets 23 +2 24 0 

Property 9 0 9 0 

Infrastructure 8 0 9 0 

Multi-asset Credit 6 +2 6 0 

     

Protection Assets 18 -2 18 -2 

Conventional Gilts 6 -3 6 -2 

UK index Linked 6 -2 6 -2 

US TIPS 0 +2 0 +2 

UK corporate bond 6 +1 6 0 

     

Cash 2 0 2 +2 

 

 

 

Anthony Fletcher 

Senior Adviser 

DD: +44 20 7079 1000 
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