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                 Agenda Item No. 4 (a) 
 

DERBYSHIRE COUNTY COUNCIL  
 

PENSIONS AND INVESTMENTS COMMITTEE 
 

3 March 2021  
 

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 January 2021 and the 

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

to the Fund’s new intermediate strategic asset allocation benchmark, are 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 £330m.  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 

 Old Inter (1) Final (1) 31/10/20 31/1/21 Inter (1) 
AF 

3/3/21 

DPF 

3/3/21 

AF 

3/3/21 

DPF 

3/3/21 

DPF 

3/3/21 

3 Months to  

31/12/20 

3 Months to 

31/1/21 

Growth Assets 57.0% 56.0% 55.0% 55.8% 55.4% +/- 8% - (0.5%) 56.0% 55.5% 57.0% n/a n/a 

UK Equities 16.0% 14.0% 12.0% 15.4% 14.4% +/- 6% - 0.5% 14.0% 14.5% 14.5% 12.6% 16.1% 

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

   North America 12.0% 6.0% - 11.3% 5.9% +/- 6% - (0.5%) 6.0% 5.5% 5.5% 6.8% 8.3% 

   Europe 8.0% 4.0% - 7.4% 4.0% +/- 4% - - 4.0% 4.0% 4.0% 9.0% 14.0% 

   Japan 5.0% 5.0% 5.0% 5.9% 4.9% +/- 2% - - 5.0% 5.0% 5.0% 8.5% 8.9% 

   Pacific ex-Japan 4.0% 2.0% - 3.9% 2.1% +/- 2% - - 2.0% 2.0% 2.0% 13.2% 13.7% 

   Emerging Markets 

   Global Sustainable 

Private Equity 

5.0% 

3.0% 

4.0% 

5.0% 

16.0% 

4.0% 

5.0% 

29.0% 

4.0% 

5.0% 

3.5% 

3.4% 

4.7% 

15.9% 

3.5% 

+/- 2% 

+/- 16% 

+/- 2% 

- 

- 

- 

- 

- 

(0.5%) 

5.0% 

16.0% 

4.0% 

5.0% 

16.0% 

3.5% 

5.0% 

16.0% 

5.0% 

11.2% 

8.5% 

12.8% 

11.7% 

10.3% 

16.3% 

Income Assets 23.0% 24.0% 25.0% 20.7% 20.7% +/- 6% - (2.7%) 24.0% 21.4% 26.5% n/a n/a 

Multi-Asset Credit 6.0% 6.0% 6.0% 6.2% 6.7% +/- 2% - 0.6% 6.0% 6.7% 7.7% 3.3% 3.5% 

Infrastructure 8.0% 9.0% 10.0% 6.7% 6.3% +/- 3% -    (2.0%) 9.0% 7.0% 11.0% 0.5% 0.5% 

Direct Property (4) 5.0% 5.0% 6.0% 4.5% 4.5% +/- 2% - (1.5%) 6.0% 4.5% 4.5% 2.1% 2.1% (3) 

Indirect Property (4) 4.0% 4.0% 3.0% 3.3% 3.2% +/- 2% - 0.2% 3.0% 3.2% 3.3% 2.1% 2.1% (3) 

Protection Assets 18.0% 18.0% 18.0% 17.4% 17.3% +/- 5% (2.0%) (0.6%) 16.0% 17.3% 17.3% n/a n/a 

Conventional Bonds 6.0% 6.0% 6.0% 5.1% 5.1% +/- 2% (1.0%) (0.5%) 5.0% 5.5% 5.5% 0.6% (0.6%)  

Index-Linked Bonds 6.0% 6.0% 6.0% 6.0% 5.8% +/- 2% (1.0%) (0.6%) 5.0% 5.4% 5.4% 1.2% (2.5%) 

Corporate Bonds 6.0% 6.0% 6.0% 6.3% 6.4% +/- 2% - +0.5% 6.0% 6.4% 6.4% 3.2% 2.1% 

Cash 2.0% 2.0% 2.0% 6.1% 6.6% 0 – 8% +2.0% +3.8% 4.0% 5.8% (0.8%) 0.0% 0.0% 

 
Investment Assets totaled £5,569m at 31 January 2021; adjusted to reflect a £30m MAC subscription instructed pre 31 Jan-21 but traded post 31 Jan-21. 
(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) Adjusted for investment commitments at 31 January 2021, together with commitments expected to be placed in the quarter to 30 April 2021. Presumes all commitments funded from cash. 
(3) Benchmark Return for the three months to 31 December 2020. 
(4) The maximum permitted range in respect of Property is +/- 3%. 
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The table above shows the old benchmark, together with the intermediate and 
final benchmarks approved by Committee November 2020. The intermediate 
benchmark came into 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 January 2021, 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 -0.8%.  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.  

 

The Fund’s new intermediate benchmark came into effect on 1 January 2021.  

The transition to the new benchmark resulted in gross trades in excess of 

£1.6bn across January 2021, largely reflecting switches out of UK (£129m), 

North American (£308m), European (£221m), Japan (£24m) and Asia Pacific 

Ex-Japan Equities (£95m) into Global Sustainable Equities (£649m).  

 
(iii) Total Investment Assets 
 

The value of the Fund’s investment assets increased by £357m (+6.9%) 

between 31 October 2020 and 31 January 2021 to £5.569bn, comprising a 

non-cash market gain of around £340m, and cash inflows from dealing with 

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

31 January 2021, the value of the Fund’s investment assets has increased by 

£350m (+6.7%), comprising a non-cash market gain of around £250m, and 

cash inflows from dealing with members & investment income of around 

£100m. A copy of the Fund’s valuation at 31 January 2021 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.   
 

 

 

 

 

(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 10 February 2021. 

 

Global Equities returned 13.3% in sterling terms in 2020 (16.6% in local 

currency). Global Equity markets have rebounded strongly following the Q1 

2020 sell off, following the emergence of the coronavirus pandemic. Much of 
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the rebound is attributable to the unprecedented size and scale of monetary 

and fiscal stimulus provided by central banks and national governments. 

Global Equities performed strongly in Q2 2020, returning 19.5% and 

recovering close to 85% of their Q1 2020 peak to trough decline.  

 

Global Equities reached a new all-time high in September, completely 

recovering from the Q1 2020 sell off. To put this into context, it took five years 

for equity markets to recover from the 2008 Global Financial Crisis. Despite 

reaching new highs, Q3 gains were relatively modest at 3.8% (local currency 

8.2%), with some of the muted performance driven by a weaker US dollar.  

Market sentiment deteriorated over the quarter as many developed market 

countries experienced a pick-up in new coronavirus cases.  

 

Q4 2020 was defined by two key events: the Pfizer/BioNTech vaccine 

announcement; and the outcome of the US Presidential election. Market 

sentiment remained weak in October as the spread of coronavirus continued, 

and national lockdowns were reintroduced. The outcome of the US 

Presidential Election was also uncertain and political tensions were running 

high. As a result, Global Equities lost ground in October, returning -2.7%.  

 

In November, Joe Biden won the US Presidential Election by 306 electoral 

college votes to 232. Many analysts had predicted a lukewarm market 

response to a Biden Presidency because of the risk of increased regulation 

and higher taxes, but the market response was positive on the back of 

expectations of a pick-up in fiscal stimulus. In the week following the US 

election, markets were caught off-guard as Pfizer/BioNTech announced that 

their vaccine trials had shown >90% effectiveness in preventing symptomatic 

cases of Covid-19.  The development of a successful vaccine offered hope 

that a return to normal could be achieved. Global Equities returned 8.8% in 

November (12.3% in local currency), with many regional markets reporting 

some of their best ever one month returns on the back of the positive news on 

vaccines and the prospect of greater fiscal stimulus in the US. Over H2 2020, 

Global Equities returned 12.6% in sterling terms, returning 13.3% over the 

course of the year. 

 

UK Equities underperformed in 2020, with the FTSE All-Share returning a 

loss of 9.7%, 23 percentage points lower than the FTSE All-World. The UK 

economy has been hard hit by the coronavirus pandemic because of its 

reliance on the service sector and the UK was relatively late in entering into a 

national lockdown in Q1 2020. Brexit uncertainty has also weighed on 

investor sentiment. 
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UK Conventional and Index-Linked bonds returned 8.3% and 11.0% in 2020, 

with bond yields hitting all-time lows (i.e. prices rose resulting in positive 

returns). Global bond valuations moved to unprecedented levels in 2020 as 

central banks attempted to offset the economic consequences of social 

distancing measures by easing monetary policy. The US Federal Reserve 

reduced its target interest rate from 1.50-1.75% to 0.00%-0.25% in March 

2020, with the Bank of England reducing the Bank Rate from 0.75% to 0.10%. 

Both central banks also increased their asset purchase facilities. The Bank of 

England increased the stock of assets held by a cumulative £450 billion 

during the year, bringing its total stock of  assets to £895 billion. The Federal 

Reserve has also increased the size of its balance sheet by more than $3 

trillion since the start of the pandemic. 

 

Increased investor demand for protection assets also flattened yield curves as 

the prices of long-dated government bonds rose, causing yields to fall. After 

finishing 2019 at 0.82%, the yield on the 10 Year Gilt fell below 0.10% in 

August 2020, an all-time low. However, bond yields have gradually risen from 

their August lows as investor focus shifted to the anticipated economic 

recovery. Bond yields jumped in November after the Pfizer/BioNTech 

announcement caused investors’ risk appetite to increase, with 10 Year Gilt 

yields hitting a high of 0.41%. Nevertheless, bond yields fell once again over 

the last seven weeks of the year, with the 10 Year Gilt yield ending December 

at 0.20%, as an increase in coronavirus cases and Brexit uncertainty weighed 

on investor sentiment (i.e. increasing demand for protection assets). Over the 

second half of the year, Conventional Gilts returned -0.6% and Index-Linked 

Gilts returned -1.0%.   

 

To date in 20211, risk markets have made a positive start to the year, with the  

FTSE All-World returning 3.7% in sterling terms, as investors anticipate that 

the global economy to normalise in the second half of 2021. UK government 

yields have risen sharply, with the 10 Year Gilt Yield doubling to 0.489%. The 

rise has been caused by a combination of higher yields in the US (on hopes 

of more stimulus) and the success of the UK vaccine rollout. Notwithstanding 

the recent rise, UK Government bond yields remain near historic lows, 

consistent with expectations for a prolonged period of near zero policy rates 

in response to the economic backdrop. 

 

Asset class weightings and recommendations are based on values at the end 

of January 2021.  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 
                                                 
1 To 10 February 2021 
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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 31 December 2020.   

 
Per annum DPF Benchmark Index 

1 year 6.5% 5.2% 

3 year 5.2% 4.8% 

5 year 9.1% 8.4% 

10 year  8.0% 7.6% 

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

 
Old 

Benchmark 
Intermediate 
Benchmark 

Final  
Benchmark 

Fund 
Allocation 

Permitted 
Range 

Recommendation (1) 
Benchmark Relative 
Recommendation (1) 

    31 Jan-21  AF DPF AF DPF 

Growth Assets 57.0% 56.0% 55.0% 55.4% ± 8% 56.0% 55.5% - (0.5%) 

Income Assets 23.0% 24.0% 25.0% 20.7% ± 6% 24.0% 21.4% - (2.6%) 

Protection Assets 18.0% 18.0% 18.0% 17.3% ± 5% 16.0% 17.3% (2.0%) (0.7%) 

Cash 2.0% 2.0% 2.0% 6.6% 0 – 8% 4.0% 5.8% +2.0% +3.8% 

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

At an overall level, the Fund was overweight Cash at 31 January 2021, underweight Growth Assets, Income Assets and Protection 

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 to three 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: increase Growth Assets by 0.1% to 55.5% (0.5% underweight), with some small 

changes to the regional composition: UK Equities +0.1%; North American Equities -0.4%; Japanese Equities +0.1%; Asia Pacific Ex-Japan Equities -0.1%; 

Emerging Market Equities +0.3%; and Global Sustainable Equities +0.1%; increase Income Assets by 0.7% (Infrastructure +0.7%); maintain Protection 

Assets at current levels, and reduce Cash by 0.8%. 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 January 2021, the overall Growth Asset weighting was 55.4%, down slightly 

from 55.8% at 31 October 2020. The IIMT recommends slightly increasing the 

weighting 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 because investors are anticipating a strong economic recovery to occur in 

the second half of 2021, driven by the deployment of Covid-19 vaccinations.  

Whilst the development of effective coronavirus vaccines is very positive and has 

improved the global economic outlook over the next 12 months, the IIMT notes 

that global equity markets are currently exposed to several uncertain variables. 

The speed of vaccine deployment differs by country, with some making quick 

progress than others. There is an currently a supply:demand imbalance as vaccine 

manufacturers scale up production to meet demand. Virus mutations have also 

emerged that are more transmissible. There is a risk that the vaccine deployment 

could take longer than expected, and the reopening of the global economy will be 

bumpy and differ by country. 

The IIMT further notes that the global economy was already facing headwinds 

before the Covid-19 pandemic, with global growth slowing and disruptive trade 

disputes. Whilst the global economy is expected to deliver strong growth in 2021 

and 2022, as countries ‘catch up’ the growth lost in 2020, these headwinds are still 

present and the pandemic has increased uncertainty. 

 

 
 
Benchmark Return Currency Q1-21( *) Q4-20 1 Year 3 Year 5 Year

Sterling Returns

FTSE All World GB£ 3.7% 8.5% 12.9% 10.1% 14.5%

FTSE UK GB£ 1.4% 12.6% (9.8%) (0.9%) 5.1%

FTSE North America GB£ 3.3% 6.8% 16.4% 14.1% 17.2%

FTSE Europe GB£ 0.5% 9.0% 8.7% 5.8% 10.6%

FTSE Japan GB£ 4.4% 8.5% 11.1% 5.6% 10.6%

FTSE Asia Pacific Ex-Japan GB£ 8.9% 13.2% 19.4% 7.7% 14.7%

FTSE Emerging Markets GB£ 9.4% 11.2% 11.9% 6.2% 14.5%

Local Currency Returns

FTSE All World US$ 5.0% 14.8% 16.5% 10.5% 12.8%

FTSE UK GB£ 1.4% 12.6% (9.8%) (0.9%) 5.1%

FTSE North America US$ 4.6% 13.0% 20.1% 14.4% 15.5%

FTSE Europe € 2.7% 10.9% 2.1% 5.6% 6.8%

FTSE Japan ¥ 7.2% 12.3% 8.9% 3.0% 5.7%

FTSE Asia Pacific Ex-Japan US$ 10.3% 19.7% 23.1% 8.1% 13.0%

FTSE Emerging Markets US$ 10.8% 17.6% 15.4% 6.6% 12.8%

Source: Performance Evaluation Limited

(*) 1 January 2021 to 10 February 2021  
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The chart on the previous page shows the relative regional equity returns in 

sterling terms over the last twelve months, and the charts opposite show the 

sterling and local currency returns since the last Committee meeting. 

 

Equity markets rose in Q4 2020 (FTSE All World 8.5%) as confidence about the 

availability of reliable and effective Covid-19 vaccines boosted investor sentiment. 

After losing ground in October (FTSE All World -2.8%) due to rising coronavirus 

caseloads, global equities bounced in November following the Pfizer/BioNTech 

announcement. This particularly boosted demand for value and cyclical stocks, 

favouring the stock composition of the UK equity market which outperformed in Q4 

(FTSE All Share 12.6%). 

 

To date in 2021, global equities have made a positive start to the year (FTSE All 

World +3.7%), with investors focussing on vaccine deployment and an expected 

economic recovery in H2 2021. However, concerns over vaccine supply increased 

market volatility in the final week of January 2021 (FTSE All World -3.7%), 

highlighting the risk that equity markets are vulnerable to losses should there be 

setbacks or delays in rollout of the global vaccination programme.  
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United Kingdom Equities 

 

DPF Weightings 

 

Intermediate Neutral 14.0% 

Final Neutral 12.0% 

Actual 31.1.21 14.4% 

AF Recommendation 14.0% 

IIMT Recommendation 14.5% 

  

Benchmark Returns (GB£) 

Q4 20/21 to 10 Feb-21  1.4% 

Q3 20/21 12.6% 

1 Year to Dec-20 (9.8%) 

3 Years to Dec-20 (pa) (0.9%) 

5 Years to Dec-20 (pa)  5.1% 

 

The Fund’s UK Equity allocation fell from 15.4% at 31 October 2020 to 14.4% 

at 31 January 2021 (0.4% overweight) reflecting net divestment of £129m, 

partly offset by relative market strength, as the Fund moved towards the new 

intermediate benchmark. 

 

Mr Fletcher notes that the implementation of the Fund’s new Investment 

Strategy Statement, and the Fund’s Responsible Investment Framework and 

Climate Strategy, remains at an early stage.  Mr Fletcher does not 

recommend overweighting or underweighting any particular country or 

strategy versus another at this stage. As markets evolve over 2021 towards 

the implementation of the final benchmark, Mr Fletcher believes that it may be 

worth paying attention to ‘events’ that may provide opportunities to change 

the asset allocation in line with the direction of travel to the new benchmark. 

These events could be economic, valuation based or the result of sector 

rotation as the global economy continues to re-open.    

 

UK GDP contracted 9.9% in 2020, more than twice the contraction 

experienced in Germany and almost three times the contraction in the US. 

The UK is expected to be worst performing G7 country in 2020. The UK 

economy has been hard hit by the coronavirus pandemic because of its 

reliance on the service sector and the fact that the UK was relatively late in 

entering into a national lockdown in Q1 2020. As a result, the spring lockdown 

remained in place for longer, leading to a sharp Q2 2020 GDP contraction. 

Brexit uncertainty also weighed on investor sentiment.  

 

UK growth is expected to contract further in Q1 2021, with the national 

lockdown, which was introduced in early January 2021, set to stay in place 
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until the end of the quarter. Whilst consensus forecasts indicate the UK 

economy will expand by 4.2% in 2021, the UK economy is still expected to be 

more than 6% below its pre-Covid-19 level at the year-end. It is likely that it 

will take several years for UK economy to fully recover from the pandemic. 

 

The IIMT continues to believe that UK Equity valuations are attractive on a 

relative basis. UK Equities have underperformed the global benchmark in 

each of the last six years but it is worth noting that that they have 

outperformed since November 2020 (FTSE All Share +18.8% versus FTSE 

All World +15.4%) as confidence about the availability of effective Covid-19 

vaccines boosted demand for value and cyclical stocks.  

 

Uncertainty over the UK’s future trading relationship with the European Union 

has adversely impacted market confidence in UK Equities since 2016. 

However, following the agreement of a Brexit trade deal in December 2020, 

there is a scope for the removal of some of this uncertainty going forward to 

create a tailwind for UK equities. Furthermore, UK Equities pay a higher 

dividend than most other regional markets. Whilst dividend pay-outs fell in 

2020 as revenues and earnings were impacted by the Covid-19 pandemic, 

dividends are expected to recover in 2021 and 2022.  As a result, the IIMT 

recommends a modest 0.5% overweight allocation of 14.5% to UK Equities. 

 

North American Equities 
 

DPF Weightings 

 

Intermediate Neutral 6.0% 

Final Neutral - 

Actual 31.1.21 5.9% 

AF Recommendation 6.0% 

IIMT Recommendation 5.5% 

  

Benchmark Returns (GB£) 

Q4 20/21 to 10 Feb-21  3.3% 

Q3 20/21 6.8% 

1 Year to Dec-20 16.4% 

3 Years to Dec-20 (pa) 14.1% 

5 Years to Dec-20 (pa)  17.2% 

 

The Fund’s North American Equity allocation fell from 11.3% at 31 October 

2020 to 5.9% at 31 January 2021 (0.1% underweight) reflecting net 

divestment of £315m, partly offset by relative market strength, as the Fund 

moved towards the new intermediate benchmark. 
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Mr Fletcher recommends a neutral weighting relative to the intermediate 

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

of North American Equities. 

 

US Equities were the best performing region in 2020, with returns 

concentrated in technology stocks and online retailers. After falling sharply in 

Q1 2020, US Equities staged a strong recovery across the remainder of 2020, 

setting new all-time highs in September and December. 

 

US Equities have underperformed since the Pfizer/BioNTech announcement 

in November 2020 as investors rotated from growth stocks into value and 

cyclical stocks. However, with the Biden administration pushing to pass a new 

$1.9 trillion stimulus package, the outlook for the US economy appears 

positive. The latest consensus forecast is for 4.7% growth in 2021, following a 

relatively minor contraction of -3.5% in 2020. 

 

Given the strong relative performance of US Equities over the last twelve 

months, and the recent shift away from growth stocks, the IIMT believes that 

an underweight position is justified, and recommends a 0.5% underweight 

allocation relative to the new intermediate benchmark of 5.5%.  

 

European Equities 

 

DPF Weightings 

 

Intermediate Neutral 4.0% 

Final Neutral - 

Actual 31.1.21 4.0% 

AF Recommendation 4.0% 

IIMT Recommendation 4.0% 

  

Benchmark Returns (GB£) 

Q4 20/21 to 10 Feb-21  0.5% 

Q3 20/21 9.0% 

1 Year to Dec-20 8.7% 

3 Years to Dec-20 (pa) 5.8% 

5 Years to Dec-20 (pa)  10.6% 

 

Divestment of £221m in January 2021 reduced the Fund’s allocation to 

European Equities to 4.0% at 31 January 2021 (neutral) reflecting the move 

towards the new intermediate benchmark. 
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Mr Fletcher recommends a neutral weighting relative to the intermediate 

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

of European Equities. 

 

For much of Q4 2020, Germany and France, the Eurozone’s two largest 

economies, were under a state of national lockdown which restricted 

economic activity. As a result, Eurozone Q4 GDP contracted by 0.7% quarter 

on quarter, and by 6.8% over the full year. Similar to the United Kingdom, 

GDP in the Eurozone is expected to weaken in Q1 2021 as strict social 

distancing restrictions remain in place whilst vaccines are deployed. GDP is 

forecast to pick-up thereafter, growing by 4.4% over the full year. 

 

The IIMT notes that the economic backdrop in the Eurozone was weak 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, meaning 

that the shape of the economic recovery across Europe is unclear. Vaccine 

deployment currently lags behind the United Kingdom and United States. 

 

European Equities have outperformed the global benchmark since November 

because of their greater exposure to value and cyclical stocks. The IIMT 

recommends a 4% neutral allocation relative to the new intermediate 

benchmark.  

 

Japanese Equities  
 

DPF Weightings 

 

Intermediate Neutral 5.0% 

Final Neutral 5.0% 

Actual 31.1.21 4.9% 

AF Recommendation 5.0% 

IIMT Recommendation 5.0% 

  

Benchmark Returns (GB£) 

Q4 20/21 to 10 Feb-21  4.4% 

Q3 20/21 8.5% 

1 Year to Dec-20 11.1% 

3 Years to Dec-20 (pa) 5.6% 

5 Years to Dec-20 (pa)  10.6% 

 

Divestment of £60m, partly offset by relative market strength, reduced the 

Fund’s weighting in Japanese Equities to 4.9% at 31 January 2020, 0.1% 

underweight. 
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Mr Fletcher recommends a neutral weighting relative to the intermediate 

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

of Japanese Equities. 

 

The Japanese economy entered a technical recession in Q1 2020 when GDP 

fell by -2.2%. 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 5.0% in Q3 2020 (annualised growth of 21.4%). Consensus 

forecasts indicate that GDP expanded by 2.3% (annualised growth of 9.5%) 

in Q4 2020, as Japan’s relatively successful management of the Covid-19 

pandemic allowed looser restrictions. Across the full year GDP is expected to 

have fallen by -5.1%. 

 

GDP is forecast to increase by 2.3% in 2021. Households and businesses are 

well supported; stimulus pledges by the Bank of Japan and the Japanese 

government equate to over 40% of GDP, much higher than the percentage 

amounts committed by the governments and central banks of the UK, US and 

Europe. 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%. 

 

Asia Pacific Ex-Japan and Emerging Market Equities 

 

DPF Weightings Asia-Pac EM 

 

Intermediate Neutral  2.0% 5.0% 

Final Neutral  - 5.0% 

Actual 31.1.21  2.1% 4.7% 

AF Recommendation  2.0% 5.0% 

IIMT Recommendation  2.0% 5.0% 

    

Benchmark Returns 
(GB£) 

Asia-Pac EM 

Q4 20/21 to 10 Feb-21   8.9% 9.4% 

Q3 20/21  13.2% 11.2% 

1 Year to Dec-20  19.4% 11.9% 

3 Years to Dec-20 (pa)  7.7% 6.2% 

5 Years to Dec-20 (pa)   14.7% 14.5% 

 

Divestment of £115m reduced the Fund’s allocation to Asia Pacific Ex-Japan 

Equities to 2.1% at 31 January 2021 (0.1% overweight), and divestment of 
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£29m reduced the Fund’s allocation to Emerging Market Equities to 4.7% at 

31 January 2021 (0.3% underweight).   

 

Mr Fletcher recommends a neutral weighting relative to the 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. The Chinese economy expand by around 2% 

in 2020, benefitting from being first into, and first out of, the Covid-19 

pandemic. Whilst China experienced its first ever decline in GDP in Q1 2020, 

it went on to post positive growth in the remaining three quarters of the year. 

 

The economic impact of the Covid-19 pandemic remains unclear, and whilst it 

appears likely that the new President 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%). 

 

The IIMT is currently reviewing the Fund’s benchmark in respect of Emerging 

Market Equities. The Fund currently uses a gross of tax benchmark (i.e. 

assumes that all withholding and transfer taxes are recoverable) but it is not 

uncommon for pension funds and investment managers to use a net of tax 

benchmark because of irrecoverable tax leakage. The IIMT believes that it is 

highly likely that a net of tax benchmark is a more appropriate benchmark for 

the Fund to use, and recommends that the authority to approve a change in 

the Fund’s Emerging Market Equity benchmark from gross of tax to net of tax 

is delegated to the Director of Finance & ICT.  
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Global Sustainable Equities 

 

DPF Weightings 

 

Intermediate Neutral 16.0% 

Final Neutral 29.0% 

Actual 31.1.21 15.9% 

AF Recommendation 16.0% 

IIMT Recommendation 16.0% 

  

Benchmark Returns (GB£) 

Q4 20/21 to 10 Feb-21  3.7% 

Q3 20/21 8.5% 

1 Year to Dec-20 12.9% 

3 Years to Dec-20 (pa) 10.1% 

5 Years to Dec-20 (pa)  14.5% 

 

Net investment in the three months to 31 January 2021 totalled £699m, taking 

the asset class weighting to 15.9%; 0.1% underweight.  

 

The net investment of £699m comprised £298m invested through two active 

managers with a strong ESG focus (sourced through a collaborative LGPS 

Central Pool framework), and £401m invested through a low carbon index 

product.  The use of a low carbon index product significant increases the 

portfolios diversification (i.e. dampening down volatility) relative to the active 

managers who generally run high conviction portfolios.  The IIMT estimate 

that the carbon footprint of these investments is at least 60% lower than the 

benchmark. 

 

Mr Fletcher recommends a neutral weighting relative to the intermediate 

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

of Global Sustainable Equities. 

 

The IIMT recommends a neutral allocation of 16.0% relative to the new 

intermediate benchmark. 

The Fund’s current benchmark for Global Sustainable Equities is the FTSE All 

World Index Index. The IIMT believes that a 50:50 blend of the FTSE All 

World Index (developed markets plus emerging markets) and FTSE 

Developed Index (developed markets) is a more reflective of the actual 

composition of the Fund’s portfolio, and recommends that the Fund’s 

benchmark is changed accordingly. 
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Private Equity 

 

DPF Weighting 

Intermediate 
Netural  

Final Neutral Actual 31.1.21 
Committed 

31.1.21 
AF Recommendation IIMT Recommendation 

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

      

Benchmark Returns (GB£) 

Q4 20/21 to 10 
Feb-21 

Q3 20/21 
1 Year to  
Dec-20 

3 Years to  
Dec-20 (pa) 

5 Years to  
Dec-20 (pa) 

 

1.6% 12.8% (8.8%) 0.1% 6.1%  

 

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

3.5% at 31 January 2021; 5.0% on a committed basis. 

 

Mr Fletcher recommends a neutral weighting of 4% in Private Equity. 

 

The IIMT notes that the Fund is overweight to Private Equity on a committed 

basis and is not reviewing further opportunities at this stage. The IIMT 

believes that the Fund’s outstanding private equity commitments of around 

£90m are well positioned 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 maintained at 3.5% (0.5% underweight) in the forthcoming quarter. 
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Income Assets 

 

At 31 January 2021, the overall weighting in Income Assets was 20.7%, in 

line with that reported at 31 October 2020.  The IIMT recommendations below 

would take the overall Income Asset weighting to 21.4%, and the committed 

weighting to 26.5%. 

 

Multi Asset Credit 

 

DPF Weighting 

Intermediate Neutral  Final Neutral Actual 31.1.21 AF Recommendation IIMT Recommendation 

6.0% 6.0% 6.7% 6.0% 6.7% 

     

Benchmark Returns (GB£) 

Q4 20/21 to  
10 Feb-21 

Q3 20/21 
1 Year to  
Dec-20 

3 Years to  
Dec-20 (pa) 

5 Years to  
Dec-20 (pa) 

0.9% 3.3% 3.8% 3.8% 3.6% 

 

Net investment of £45m (diversified multi-credit funds of £30m and private 

debt fund drawdowns of £15m) increased the Fund’s allocation to Multi-Asset 

Credit from 6.2% at 31 October 2020 to 6.7% at 31 January 2021. 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 recommends a neutral weighting of 6.0%, noting the spread 

available from high yield bonds and loans, and emerging market debt, has 

continued to narrow.  Whilst there are still opportunities in certain sectors of 

credit markets, Mr Fletcher believes that the asset class 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 

secured debt and asset backed securities).  The IIMT recommends 

maintaining the current allocation of 6.7% (0.7% overweight). 
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Property 

 

DPF Weighting 

Intermediate Neutral Final Neutral Actual 31.1.21 AF Recommendation IIMT Recommendation 

9.0% 9.0% 7.7% 9.0% 7.7% 

     

Benchmark Returns (GB£) 

Q4 20/21 to  
10 Feb-21 

Q3 20/21 
1 Year to  
Dec-20 

3 Years to  
Dec-20 (pa) 

5 Years to  
Dec-20 (pa) 

Not Available 2.1% (0.9%) 2.2% 3.9% 

 

The Fund’s allocation to Property fell by 0.1% to 7.7% at 31 January 2021 

reflecting relative market weakness, partly offset by net investment of £13m. 

Direct Property accounted for 4.5% (1.5% underweight) and Indirect Property 

accounted for 3.2% (0.2% overweight).  The committed weight was 7.8% at 

31 January 2021. Net investment related to a freehold single let 

manufacturing unit located in Leamington Spa.  

 

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, Mr Fletcher 

notes that property could see a medium term downward re-rating and the 

lower income generated by rents could have an impact beyond the short 

term.  However, he 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.  

 

The Fund’s Direct Property Manager notes that whilst the Covid-19 vaccine 

roll-out has offered the potential for much improvement in the coming months, 

the current lockdown is significantly impacting on the economy, as well as on 

people’s everyday lives. For the third quarter in a row, rent collection 

remained a challenge, with many tenants requesting rental assistance or 

simply being unable to adhere to their rental commitments, particularly in the 

retail and leisure sectors. Returns from commercial property are currently low, 

although there are tentative signs that these are bottoming out. The Fund’s 

property portfolio continues to perform well relative to its benchmark. The 

current void rate within the portfolio is 5.1%, 2.4% lower than the benchmark 

rate of 7.5%.  

 

The Direct Property Manager notes that there has been no change to the 

current investment strategy, with the focus remaining on additional investment 

into the industrial sector which continues to offer the best performance 
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prospects in the medium term. In light of the effect of the coronavirus crisis on 

the retail, office and leisure sectors, further investment in those areas remains 

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 

retail warehouse sector is now trading at historically attractive yields, but with 

rents still under pressure, the manager considers it too early to consider 

further investment in this sector at present.  

 

The IIMT recommends that in the short term the Fund’s current allocations to 

Direct Property (4.5%; 1.5% underweight) and Indirect Property (3.2%; 0.2% 

overweight) are maintained but liquidity of up to £50m is made available to 

the Direct Property manager to make further investments at the right time 

should suitable investment opportunities be identified.  

 

Infrastructure 

 

DPF Weighting 

Intermedidate 
Neutral 

Final            
Neutral 

Actual 
31.1.21 

Committed 
31.1.21 

AF Recommendation IIMT Recommendation 

9.0% 10.0% 6.3% 11.0% 9.0% 7.0% 

      

Benchmark Returns (GB£) 

Q4 20/21 to  
10 Feb-20 

Q3 20/21 
1 Year to  
Dec-20 

3 Years to  
Dec-20 (pa) 

5 Years to  
Dec-20 (pa) 

 

0.3% 0.5% 2.3% 2.6% 2.5%  

 

Relative market weakness reduced the Fund’s allocation to Infrastructure 

from 6.7% at 31 October 2020 to 6.3% at 31 January 2021. The Fund 

finalised a commitment of $65m to a global renewable energy infrastructure 

fund in the period, taking the committed weighting to 9.6%. 

 

Mr Fletcher recommends a neutral weighting relative to the 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.   

 

The IIMT continues to assess investment opportunities, which are in line with 

these objectives, and proposes subject to Committee approval, to make a 
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commitment of around £75m to a renewable energy infrastructure fund in the 

next few months, to support the transition towards the new final benchmark 

weighting of 10% (9% on an intermediate basis).  

 

As a result, the IIMT recommends that the invested weighting is increased by 

0.7% to 7.0% in the next quarter, and the committed weighting is increased to 

11.0%. 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. 

 

Income Asset Currency Hedging 

The Fund’s Investment Strategy Statement which was approved by 

Committee in November 2020, notes that the Fund’s currency exposure in 

respect of Income Assets and Protection Assets should be hedged back to 

sterling.  Previously the currency hedge related to solely to the Fund’s 

Protection Assets. 

 

The current quarterly operational transaction limit for currency hedging 

purposes is £100m. For transactions above that level, approval is sought from 

the Director of Finance & ICT.  The limit was set several years ago, when the 

Fund’s investments assets were significantly lower, and the currency hedge 

only covered Protection Assets.  As noted above, the currency hedge now 

covers both Income Assets and Protection Assets, and the IIMT estimate that 

the transaction value of the Fund’s quarterly currency hedge is likely to be in 

the region of £350m. 

 

The IIMT recommend that the quarterly operational transaction limit for 

currency hedging is increased from £100m to £350m.
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(ix)  Protection Assets 

  

 

The weighting in Protection Assets at 31 January 2021 was 17.3%, 0.1% lower than that reported at 31 October 2020. The IIMT 

recommendations below maintain the weighting at 17.3%.  

After rising sharply in November following the Pfizer/BioNTech announcement, UK Government bond yields fell in December as a 

No-Deal Brexit appeared increasingly likely, pushing investors back into protection assets. To date in 2021, yields have risen 

sharply, with the yield on a 10 year gilt more than doubling to 0.489%. The rise has been caused by a combination of higher yields in 

the US (on hopes for more stimulus) and the success of the UK vaccine rollout. Notwithstanding the recent rise, UK Government 

bond yields remain near historic lows, consistent with expectations for a prolonged period of near zero policy rates in response to 

the economic backdrop. 
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Conventional Bonds 
 

DPF Weightings 

 

Intermediate Neutral 6.0% 

Final Neutral 6.0% 

Actual 31.1.21 5.1% 

AF Recommendation 5.0% 

IIMT Recommendation 5.5% 

  

Benchmark Returns (GB£) 

Q4 20/21 to 10 Feb-21  (3.7%) 

Q4 20/21 0.6% 

1 Year to Dec-20 8.3% 

3 Years to Dec-20 (pa) 5.2% 

5 Years to Dec-20 (pa)  5.5% 

 
The Fund’s allocation to Conventional Bonds remained flat with net 

investment of £25m in the period being offset by relative market weakness; 

0.9% underweight. 

 

Mr Fletcher has increased his recommended allocation to Conventional 

Bonds from 4% to 5% (1% underweight). 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. Recent market movements have increased the 

attractiveness of conventional bonds relative to index-linked bonds. 

 

The IIMT recommends that the weighting in conventional bonds is increased 

to 5.5%, with the increase in the weighting funded by a switch from index 

linked bonds. 
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Index-Linked Bonds 

 

DPF Weightings 

 

Intermediate Neutral 6.0% 

Final Neutral 6.0% 

Actual 31.1.21 5.8% 

AF Recommendation 5.0% 

IIMT Recommendation 5.4% 

  

Benchmark Returns (GB£) 

Q4 20/21 to 10 Feb-21  (4.7%) 

Q3 20/21 1.2% 

1 Year to Dec-20 11.0% 

3 Years to Dec-20 (pa) 5.6% 

5 Years to Dec-20 (pa)  8.4% 

 
The Fund’s allocation to Index-Linked Bonds fell by 0.2% to 5.8% at 31 

January 2021 (0.2% underweight), with relative market weakness being partly 

offset by net investment of £17m. 

 

Mr Fletcher has reduced his allocation to Index-Linked Bonds (UK Linkers) by 

1% to 5% (1% underweight), with the 1% being allocated to an increase in the 

Cash weighting. Mr Fletcher continues to believe that UK Linkers are 

overvalued and long term investors should look elsewhere for inflation 

protection. Mr Fletcher has also reduced his tactical recommendation to hold 

US Treasury Inflation Protected Bonds (US TIPS) from 2% to 0%. Mr Fletcher 

notes that US TIPS have delivered strong returns as the risk of higher 

inflation in the US has been priced in, and as such, US TIPS are no longer 

cheap relative to expected inflation.   

 

Supply chain constraints and base effects suggest there will be a spike in 

inflation in 2021, however, there is little evidence of longer term inflation 

pressures. Following the particularly strong performance of US TIPs 

compared to US conventional bonds, the IIMT recommends locking in some 

of the outperformance in US index linked bonds and switching the proceeds 

into US Treasuries (conventional bonds). The IIMT, therefore, recommends 

that the weighting in index-linked bonds is reduced to 5.4%.   
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Corporate Bonds 

 

DPF Weightings 

 

Intermediate Neutral 6.0% 

Final Neutral 6.0% 

Actual 31.1.21 6.4% 

AF Recommendation 6.0% 

IIMT Recommendation 6.4% 

  

Benchmark Returns (GB£) 

Q4 20/21 to 10 Feb-21  (1.3%) 

Q3 20/21 3.2% 

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

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

5 Years to Dec-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  

 

Net investment of £25m increased the Fund’s allocation to the asset class 

from 6.3% at 31 October 2020 to 6.4% at 31 January 2021; 0.4% overweight. 

 

Mr Fletcher has maintained his 6% neutral allocation to Corporate Bonds, 

noting that over the last year credit markets have become more duration 

sensitive as issuers have extended the average maturity of their debt. With 

the current level of non-government bond yield spreads so low, Mr Fletcher 

expects that these yields may also start to rise as government yields rise 

which could lead to lower returns from this asset class as well. 

 

The IIMT concurs that investment grade bond spreads are low and have 

narrowed significantly since spiking in March 2020. 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 6.4% should be maintained. 

 

(x) Cash 

 

The Cash weighting at 31 January 2021 was 6.6% (4.6% overweight relative 

to the intermediate benchmark). 

 

Mr Fletcher has maintained his 4% (2% overweight) overweight to Cash, 

funded from underweight positions in Conventional Bonds (1%) and Index-
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Linked Bonds (1%), reflecting the extremely low yield and high duration risk 

currently attached to these asset classes.  Mr Fletcher notes that given the 

current valuation of all investment markets, he is not in a hurry to reduce the 

cash allocation. 

 

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; continuing high levels of coronavirus 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 5.8% (3.8% overweight 

relative to the benchmark) due to the uncertain economic outlook, and the 

current rich valuations across most asset classes. 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, will 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 IIMT strategy outlined in the report be approved. 
 
5.4     That the quarterly operational transaction limit for currency hedging is 

increased from £100m to £350m. 
 
 
 

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 3rd March 2021 

Date of paper 18th February 2021 
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1. Market Background (Fourth quarter 2020) 

The Covid news flow continued to dominate the economic and market performance in the fourth 

quarter of 2020.  At the beginning of the quarter it became clear that a second wave of infections was 

accelerating in the US, UK and Europe.  To start with the increased infection rate did not seem to be 

resulting in higher hospitalisations or deaths, but sadly by the end of the quarter both these rates were 

surpassing the highs experienced in the first wave and the emergence of new more infectious variants 

of the virus were causing concern.  In mid-November Pfizer, Moderna and Oxford AstraZeneca 

announced that their vaccines had passed 3rd stage trials, with very high levels of efficacy.  This news 

was quickly followed by the authorisation for use by the UK and US drug agencies and the rolling out 

of the vaccination programme in the UK on the 8th December. 

The next most significant event of the quarter was the US Congressional and Presidential elections.  

In the House of Representatives, the Democrats held on to a slightly reduced majority, but the Senate 

election race in Georgia was so close that it led to a “re-run” in January the result of which has led to 

a 50:50 split in Senators for each party, this means that in the unlikely event of a vote ending in a tie, 

the Vice President will have the casting vote. 

The Presidential Election result quickly descended into farce as Mr Trump claimed he had won the 

election and refused to accept defeat.  As the count continued it became clear that Mr Biden had 

clearly won both the popular vote by more than 6 million votes and the all-important Electoral 

College by 306 to 232 votes.  To this day Mr Trump and many of his supporters believe that Mr Biden 

and the Democratic party stole the election by committing widespread voter fraud.  Despite numerous 

appeals and investigations in many of the key swing states, no evidence has been found to support 

these claims. 

On the back of the Covid news and the re-imposition of travel and activity restrictions, the global 

economy outside of China and South East Asia has been weaker, but not as weak as during the first 

lockdown in the spring.  This is because more of the economy and schools remained open until mid-

December, when many governments had to announce that Christmas had been cancelled!  Because of 

a surge in new infections, hospitalisations and deaths mainly as a result of the new, more 

transmissible, Kent variant.   

Given the above it would have been reasonable to expect that equity market performance would have 

been negative.  But despite some initial weakness in October and in the run up to the US elections, 

equity markets have chosen to look at the positive news on the vaccines, a “normalisation” of US 

politics and the continued support provided by central banks and government; to rally strongly and in 

the case of many markets achieve new all-time highs.  Even in those markets that did not see new 

highs a rotation from “new” economy stock price performance to “old” economy stock price 

performance has begun. 

At the last possible moment, the UK and EU agreed a tariff free / quota free, trade deal on goods, that 

came into force on the 1st of January 2021.  The agreement is not “frictionless” as it requires customs 

paperwork to be completed on both sides of the border.  Something that neither side has had to do 

since the reduction in most customs paperwork in 1988 and its complete elimination by the 

establishment of the Single Market on 1st January 1993.  While this is an important development 

because over 50% of UK trade in goods is with the EU, the deal does not as yet extend to services.  
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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 December 2020. 

% TOTAL RETURN DIVIDENDS REINVESTED 

 
MARKET RETURNS 

 

  Period end 31st December 2020 

 

 January 2021 

 

3 months 12 months 

Global equity ACWI^ -1.4 7.9 12.9 

    

Regional indices    

UK All Share -0.8 12.6 -9.8 

North America -1.4 6.8 16.5 

Europe ex UK -2.2 9.4 7.8 

Japan -1.4 8.5 11.1 

Pacific Basin +0.4 19.4 15.2 

Emerging Equity Markets +2.8 11.3 11.9 

    

UK Gilts - Conventional All Stocks -1.7 0.6 8.3 

UK Gilts - Index Linked All Stocks -3.1 1.2 11.0 

UK Corporate bonds* -1.1 4.0 8.6 

Overseas Bonds** -0.7 0.1 5.4 

    

UK Property quarterly^ - 2.1 -0.9 

Sterling 7 day LIBOR 0.01 0.01 0.19 

    
 

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

 

 

Chart 1: - UK bond and equity market returns - 12 months to 31st December 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 

September 

2020 

31st 

December 

2020 

Quarterly 

Change 

% 

31st 

December 

2019 

Current 5th 

February 

2021 

UK GOVERNMENT BONDS (GILTS) 

 
10 year 0.23 0.19 -0.04 0.75 0.49 

30 year 0.78 0.75 -0.03 1.26 1.07 

Over 15y Index linked -2.25 -2.35 -0.10 -1.84 -2.11 

OVERSEAS 10 YEAR GOVERNMENT BONDS 

US Treasury 0.69 0.91 0.22 1.88 1.16 

Germany -0.53 -0.57 -0.04 -0.19 -0.45 

Japan 0.02 0.02 0.00 -0.02 0.05 

NON-GOVERNMENT BOND INDICES 

Global corporates 1.63 

 

1.35 -0.28 2.24 1.44 

Global High yield 5.74 4.32 -1.42 5.10 4.19 

Emerging markets 3.76 3.20 -0.56 4.39 3.26 

 
Source: - Bloomberg, Trading economics and ICE Indices G8LI, G0BC, HW00, EMGB, 5th February 2021.  

 

Chart 2: - UK Bond index returns, 12 months to 31st December 2020. 

Source: - Bloomberg 
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Chart 3: - Overseas equity markets returns in Sterling terms, 12 months to 31st December 2020. 

 

Source: - Bloomberg 

Recent developments (Year to 12th February 2021)  

January 2021 has seen some remarkable events:  The excellent news of a rapid roll out of vaccinations 

in Israel, followed by the UK and the US, sadly against a backdrop of increased hospitalisations and 

deaths, as Winter and the more infectious regional variants of the virus spread globally.  The 

ignominious end of the Trump era marked astonishingly with a riot and invasion of the centre of 

government, on the 6th January and his low-key departure from Washington on inauguration day 

without the normal civilities of the hand over of Presidential power. Economic growth has been 

negatively impacted by new Lockdown’s and reduced activity, which is likely to result in negative 1st 

quarter 2021 GDP growth in many developed economies.   

Yet despite this year to date equity markets in local currency terms have continued to advance.  

Choosing to look through the current events and problems to a “re-opening” post vaccination recovery 

in growth later in 2021, fuelled by low interest rates, high savings and “pent-up” demand.  Coupled 

with a fiscal expansion which in large part is expected to be aimed at delivering a green and 

sustainable economic future. 

The optimism created by the prospect of vaccination is understandable but the markets response does 

seem somewhat detached from the experience of the real economy during the pandemic.  Many equity 

indices and bond market prices are higher than they were before the pandemic.  On further inspection 

the rally in equity markets has been driven by certain sectors and a narrow sub-set of companies 

within them.  These companies have been winners during the pandemic and therefore may be able to 

justify their very high valuations, but more recently the prices of some companies seem to be driven 

by rumour and price momentum, rather than earnings and valuations and we know how that ends!  
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2. Investment Performance 

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

for the 4th quarter and year to the end of December 2020.  At the end of the calendar year, 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 8.0% 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 11.1 10.3 7.2 5.1 

     

UK Equity 14.0 12.6 -8.4 -9.8 

Total Overseas Equity 10.2 9.0 15.3 13.8 

North America 8.5 6.8 18.8 16.4 

Europe 9.0 9.0 8.7 8.7 

Japan 8.3 8.5 14.3 11.1 

Pacific Basin 12.7 13.2 18.8 19.4 

Emerging markets 14.2 11.2 9.4 11.9 

Global Sustainable Equity 13.2 8.5 60.6 13.0 

Global Private Equity 8.7 12.8 6.1 -8.8 

     

Total Protection Assets 1.8 1.7 8.5 8.6 

     

UK Gilts 0.3 0.6 6.6 8.3 

UK & Overseas Inflation Linked 1.0 1.2 10.7 10.0 

Global Corporate bonds 3.8 3.2 - - 

     

Total Income Assets 2.0 1.9 3.8 1.5 

     

Multi-asset Credit 3.1 3.3 3.3 3.8 

Infrastructure 0.6 0.5 6.0 2.3 

Property (all sectors) 2.3 2.1 2.6 -0.9 

     

Internal Cash 0.0 0.0 0.3 0.1 

     

Total Fund 7.0 6.6 6.5 5.2 
 

Total fund value at 31st December 2020 £5,610 million 

 

Equity markets produced the strongest returns in the fourth quarter of 2020.  The positive news about 

the Covid vaccines and the roll-out of the vaccination programme in the UK, led to a sector rotation, 
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with those sectors and countries where performance had lagged catching up some but not all of the 

relative underperformance over the year. 

Growth assets – Equity performance 

In the 4th quarter and calendar year most of the regional portfolios outperformed their indices. 

North American equity performance was 1.7% ahead of the market in the fourth quarter, and 2.4% 

ahead over 12 months.  The recovery in relative performance means the 3 and 10 year annualised 

returns are now ahead of benchmark with only the 5 year annualised returns slightly behind.  Over 10 

years North American equity has delivered 16.6% p.a. which is an outperformance the benchmark 

index by 1.7% p.a. 

Most of the UK and all of the continental European equity allocations are passively managed by 

LGIM and UBS.  The 3 and 12 month returns of these funds are in line with the benchmark.  

However, part of the UK allocation is invested in Investment Trust’s selected by the in-house team, 

this part of the Fund performed so strongly that it improved the aggregate return of the overall UK 

allocation.  As a result, overall performance was positive over 1 year and 3 years unlike the FTSE All 

share index where returns were negative.  

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, Private 

equity has delivered the next highest absolute returns and the largest relative outperformance over the 

benchmark. 

Over the quarter the allocation to global sustainable equity was not increased from 3.1% but due to 

the strong performance of the fund the allocation finished the quarter with a weight of 4.6%. 

Protection assets - Fixed Income Performance 

Over the quarter the bond portfolio delivered a return of 1.8% compared to the benchmark of 1.7%, 

Gilts and Index Linked Gilts underperformed the benchmark but the allocation to global corporate 

bonds outperformed.  Over 12 months protection assets delivered 8.5% compared to 8.6% for the 

benchmark. 

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 

continued to recover in the 4th quarter and is now only slightly behind benchmark over 1 year.  Over 3 

and 5 years returns are positive and better than benchmark.  
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3. Economic and Market outlook 

Economic outlook 

As I suggested in my last report Covid is still the dominant factor driving the global economy.  The 

increased infection rate has led to increasingly severe restrictions on activity and a number of 

countries closing their borders.  Even in China and the far east there have been localised lockdowns 

but these outbreaks have been so small by comparison that they have not impacted the aggregate level 

of growth.  The same cannot be said for developed economies, while the US may avoid negative 

growth in 1q21, it now appears very likely in Europe and the UK. 

Beyond the first quarter, the roll out of vaccinations gives reason for optimism that into the second 

quarter and the second half of 2021, developed economies can start to re-open and experience a 

sustained return to normality.  This is because the vaccines, not only impart a high degree of 

protection to the vaccinated they also seem to reduce the rate of transmission.  Early data from Israel, 

(see chart 4, right hand side) the country with the highest vaccination rate shows a marked fall in 

infection rates across the 60+ year old population.  Despite the “nay-sayers” and worriers, vaccination 

is the path to economic recovery and unless one had a valid medical reason for not getting vaccinated 

the entire population should be strongly encouraged to have their doses as soon as they are invited. 

Chart 4: - LHS. Vaccinations per 100 people.       RHS. Reported infection rate, 7day ma per million 

 

 Source: - JPM Asset Management February 2021 

Vaccination is the game changer that is expected to release pent-up demand, funded by increased 

household savings accumulated over the last year.  This spending combined with the agreed fiscal 

spending already agreed by the UK and by the EU recovery plan and the anticipated US$ 1.9 Trillion 

Infrastructure package from the Biden administration, should lead to a strong and sustained economic 

recovery. 
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In the longer term I believe global trade could become more regional in nature for 2 reasons: First the 

desire for domestic economies to be more resilient, because as we have seen global, supply chains, in 

the face of a crisis, can be subject to disruption and hoarding.  This could lead to more domestic 

production, reversing the trend in offshoring to “benefit” from lowest cost production.  And secondly 

because China and its hinterland is now reaching “critical mass”, where increasingly it will not need 

to trade with the US and Europe to achieve sustainable growth.  In the meantime, we could see a 

return to higher total global trade as the trend to increased tariffs and trade tensions may have reached 

an inflection point with the departure of Mr Trump. 

Inflation 

As can be seen in chart 6 below the reported rate of inflation has been trending sideways to lower for 

the last 10 years.  However, it is feared that this period of low inflation may be about to come to an 

end. 

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

Source: - Bloomberg 

During the period between the Global Financial Crisis and the Covid pandemic, while monetary 

policy was exceptionally loose, fiscal policy was probably too tight.  The commonly held view is this 

combination of policies has kept inflation under control.  I believe that while this has contributed to 

keeping inflation low, there were other secular disruptive trends at work keeping inflation low such as 

globalisation, automation and digitisation, all of which led to a stagnation in household incomes.  The 

huge level of debt, an aging population and increased regulation has also played its part in keeping 

inflation low. 
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One of the main reasons for the change in sentiment is governments have changed their attitude 

towards fiscal policy, openly talking about debt funded; Infrastructure projects, Levelling Up, a Green 

Economic Revolution and the EU Covid recovery plan.  The fear is that with government borrowing 

already very high, further fiscal spending funded by debt, combined with increased personal spending 

funded by household savings, is going to create “supply-side” issues that will ignite inflation and then 

central banks will be too slow to respond, leading to permanently higher rates of inflation.  

Other investors have become concerned about how inflation targets are interpreted by central banks 

and how they will respond to rising inflation in future.  As mentioned here before the US Fed has 

explicitly stated that in future it will seek to have an average inflation rate of 2% rather than target a 

rate of 2%.  It could be argued that this is the same thing, but in the past the Fed has raised rates in 

anticipation that it could stay above the 2% target.  Whereas in future they will tolerate a rate above 

2%, to offset against periods when it was below 2% in order to achieve a medium term average of 2%.  

In other words, they will be re-active to actual inflation rather than pro-active to the risk of inflation.  

The reason the Fed can do this, is because it has a “Dual mandate, Maximum employment and Stable 

prices”.  Their research and observations at least over the last 10 years has led them to the conclusion 

that the link between low unemployment and higher inflation, through higher wage costs is either at a 

much lower level of unemployment than historically believed or it has been broken by a more flexible 

and adaptive labour market.  Hence with at least an extra 10 million people unemployed in the USA at 

the moment and the time it may take them to get new jobs in a post Covid economic landscape, they 

can’t see any sustained above average inflation that will require a monetary response in the short or 

medium term.  

I can see the potential risks especially as it is generally accepted by many economists that high levels 

of government spending can lead to mis-allocation of capital and lower efficiency, which they believe 

is inherently inflationary.  But I believe the disruptive and secular trends mentioned above will have a 

bigger impact. 

The government spending, we have seen over the last year has been used to replace the money that 

would have been created by the economy, it is therefore not inflationary.  As economies re-open this 

support will be withdrawn and be replaced partly by money created by economic activity and the 

spending of savings built up during the pandemic.  This could lead to higher inflation caused by 

shortages in goods or labour, or the changes required to adapt business activities to a post covid 

working environment, and these upticks in inflation could be accentuated by “base effects” from the 

collapse in the economy last year, but I believe these will prove to be short term in nature.  Also, for 

the most part the fiscal expansion that is being discussed is for long term investment to replace worn 

out or old infrastructure and to kick start the changes required to re-engineer the global economy to a 

more sustainable future.  These projects will take a long time to be deployed and while certain aspects 

could turn out to be short term inflationary in nature, this “inflation” is some way off and ultimately, 

these projects could be disinflationary on completion.  In my opinion, either way by the time these 

projects are underway and completed I believe the economy should be in a better place to cope with 

the higher interest rates, if required, to combat inflation. 

I do believe that inflation will be higher over the next 12 months and may generate some surprise 

prints, especially compared to what we have become used to over the last 10 years, but I would be 

surprised to see annualised rates of inflation above 3 to 4% for any sustained period of time. 
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Central Banks 

Central Banks have been very quiet over the last few months.  Their announcements have all been 

consistent with a no change to the current easy money policy.  In February at the Fed press conference 

Jerome Powell confirmed that the Fed would keep its low interest rate policies in place even well after 

the economy has sustained a recovery from the viral pandemic.  The Bank of England, ECB and Bank 

of Japan pretty much said the same thing at the most recent meetings.  The BoE seems to have 

decided to move away from the idea of using negative interest rates as a tool for monetary policy. 

Politics 

At the time of writing this report Mr Trump has still not conceded that he lost the US Presidential 

Election.  Both he and his hard core of supporters still maintain that election was stolen by the 

Democrats.  After a historic 2nd attempt by the Democrats to impeach the former president, the US 

Senate voted broadly along party lines, in deciding that there was insufficient evidence to link Mr 

Trump to the riot and invasion of the Capitol building by his supporters, as Senators gathered to 

formalise the Electoral College vote on the 6th January 2021.  The failure to impeach, means that Mr 

Trump is free to stand for public office in the USA and even run again for President in 2024.  The 

Biden administration already had an uphill task to try and repair the division within the USA and this 

decision can only make that task more difficult.  Internationally while America’s allies will take some 

comfort from Mr Trump’s departure, western democracy’s underminers and enemies will be happy 

with the reduced influence America will have going forward. 

President Biden has as expected hit the ground running, he has pledged to unify the response to the 

Covid pandemic and targeted 100 million vaccinations in the first 100 days of his office.  Among 

other things, he has re-joined the Paris Accord on Climate Change and withdrawn Federal funding for 

construction of the wall along the US / Mexican border.  In addition, the administration is working on 

a new Covid relief package that could see new payments of up to US$1,400 being paid directly to US 

taxpayers and he is seeking to pass a US$1.9 trillion (9% of GDP) infrastructure spending 

programme.  

At almost the last minute the UK and EU agreed a tariff free / quota free, trade deal on goods, that 

came into force on the 1st of January 2021.  The late confirmation of the deal and the tetchy 

relationship with the EU has already had an impact.  The EU chose to immediately, fully impose 

customs rules and this has caught out many exporters of fresh produce from the UK who have been 

caught up in technical / paperwork disputes which has led to food shortages in Northern Ireland, the 

spoiling of shellfish and even the confiscation of sandwiches, bought in the UK, from drivers on entry 

to the EU.   The UK on the other hand decided to give 6 months grace to those bringing goods into the 

UK, to get their paperwork in order, yet despite this some goods are getting stuck on their way into 

the UK.  But perhaps the most incendiary decision of the EU was to invoke article 16 of the 

agreement, which effectively imposes a Hard Border between the Republic of Eire and Northern 

Ireland in an attempt to prevent the export of pre-ordered Covid vaccines to the UK.  As part of a vain 

effort to cover up for the Commission’s failure to place early vaccine orders, approve their use and to 

begin distribution.  Such behaviour does not bode well for future negotiations over Services, which 

are a far more important to the UK economy and the arguments the UK may get into as the economy 

diverges from the EU’s perception of the regulatory framework and a “level playing field”.  
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Government bonds 

As can be seen in table 2 above Government bond yields, even in Germany and Japan have started to 

rise in the first quarter of 2021.  In chart 7 below it can be seen that the rising trend began in US, in 

November following the good news on the vaccines and the Democrat election victory. 

I expect government bonds yields to continue to rise over the next couple of years and in the case of 

the US they could easily reach 1.5% to 2% by this time next year.  Yields will rise either because of 

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

At the moment the main objective of all central banks is to keep government bond yields low.  It 

should be remembered that even if US 10 year yields reached 2%, that is still below the average of the 

last 10 years and close to the lowest yield in US recorded history.  Prior to the recent period, the only 

time that yields were around 2% before was in 1940. 

It is highly likely that government bonds could deliver a near zero or even negative return in 2021. 

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

 

Source: - Bloomberg  
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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 4th quarter.  Mainly because central banks continued 

to buy investment grade corporate debt. 

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

Source: - Bloomberg 

Yield spreads have continued to narrow in 2021 but this is mainly because government yields have 

started to rise rather than because Investment grade non-government yields have fallen.  However, the 

all-in yield, for the average of global high yield bonds is now close to a new all-time low. 

On average it is fair to say that yield spreads are becoming unattractive, there is still some scope for 

spread narrowing but the opportunity is now limited.  Investment grade all in yields are close to their 

all-time lows and their interest rate sensitivity has increased as companies have issued longer dated 

debt.  But as always, and especially for a MAC manager in the high yield market, there are relative 

value opportunities in the sectors that don’t qualify to be bought by central banks, such as corporate 

hybrid debt and sub-ordinated bank capital bonds. 

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 and lower interest rate sensitivity, than government bonds provided they have a 

lower default experience. 

At this level of yields returns are highly dependent on active management and manager skill, but I still 

believe returns from non-government bonds will be higher than from government bonds. 
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Equities 

As can be seen in Chart 9 below and in table 1 above, after a fairly weak start the fourth quarter equity 

markets finished the year with strong broad-based rally.  So far in 2021 after a sideways January most 

equity markets have continued to rise, with only the UK and broader European stock indices not 

making new all-time highs.  However, the rotation that was seen into “value” from “growth” sectors 

in the fourth quarter has run out of steam and those mega-cap stocks that were big contributors to the 

rally of stock indices in 2020 have again powered ahead on better than expected earnings. 

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

Source: - Bloomberg 

Looking at markets in general many are expensive to their respective valuations since 1992, but much 

of the valuation premium can be explained by the index composition, see charts 10 and 11 below.  

Nonetheless the performance of equity markets, even after discounting the support provided by 

government and central banks and the optimism of a vaccination driven reopening of the developed 

economies, seems slightly detached from reality and prices are potentially vulnerable to bad news.  

Chart 10: - Equity market valuations Premium and discount relative to P/E ratios since 1992.
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As can be seen in chart 10 above, The Price / Earnings ratio compared to history since 1992, are at 

least 20% more expensive for country indices outside the UK and Japan.  Chart 11 below, shows 

which sectors have the highest valuation premium, and explains why these country indices are 

relatively expensive.  For example, the US has a much higher sector weight in IT and consumer 

discretionary than the UK, which also has a much higher weight in Energy and Financials. 

Chart 11: - LH Axis, Sector Premium relative to P/E ratio since 1995; and Dividend yield, RH Axis.  

 

While I am delighted that the UK and the US are making such huge strides on vaccinating the 

population, before we can get back to a semblance of normality the rest of the world needs to catch 

up.  And that assumes the virus does not mutate in such a way that the current vaccines become less 

effective. 

Finally, as the monetary aggregates show there is a lot of money “sloshing” about in the system and 

some of this money is driving price movements in certain assets like crypto currencies and equities 

linked to technology that cannot be justified by any normal valuation methodology.  This kind of 

behaviour is often linked to manias and bubbles.  I could be wrong and we are about to embark on a 

new multi-year expansion that will ultimately justify some of these extreme valuations, but this 

activity is making me increasingly cautious about equity markets in the short term. 
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GDP 

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

expectations in November 2020 and February 2021. 

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

% CHANGE YOY 

 2020 2021 

 
NOVEMBER JANUARY NOVEMBER JANUARY 

 Consensus AF Consensus AF Consensus AF Consensus AF 

US -3.7 -4.0 -3.5 -3.5 3.8 4.0 4.4 4.6 

UK -11.0 -11.0 -10.7 -11.0 4.7 5.0 4.3 4.5 

Japan -5.5 -6.0 -5.3 -5.8 2.5 2.5 2.4 2.4 

EU 28 -7.3 -8.0 -6.9 -5.1 4.5 5.0 4.3 4.5 

China 2.0 2.5 2.1 2.5 7.9 8.0 8.3 8.5 

SE Asia -4.4 -3.2 -1.4 -1.2 5.6 6.0 6.3 6.5 

 

Source: - Consensus Economics January 2021 

 

Based on the advance reports of 2020 GDP currently available growth turned out better than expected 

in China, South East Asia, the USA and the EU and worse than expected in the UK and Japan.  As 

more actual data becomes available these estimates will be revised, but the overall story will remain 

the same, 2020 will record the lowest aggregate global growth rate in our lifetimes. January’s 

consensus forecasts are more optimistic for 2021 and I believe these may be revised even higher 

outside of the EU where the slow rollout of the vaccination programme is likely to slow the pace of 

the recovery and growth.   

Last year the infection rate was the clearest indicator of the pace of economic growth.  In 2021 the 

rate of vaccination, may turn out to be the best indicator of the pace of economic recovery.  

Vaccination not only imparts a high level of protection to those that receive it, it also seems to reduce 

the transmission rate.   Both of these factors should reduce hospitalisations and mortality.  Which in 

turn will speed up the pace of economic re-opening and the release of pent-up demand. I remain more 

optimistic on growth than the consensus.   

This optimism of course may be dampened by the ability of the virus to mutate, thus far the scientific 

evidence appears to suggest that while the new variants are more transmittable, they may not be more 

deadly.  At the moment we do not know what the long term effects of the virus will be on those it 

does not kill, nor do we know if the population will require a regular vaccination. 

Chinese growth has returned to pre-covid levels and the economy finished the year 2.3% bigger than 

it was at the end of 2019.  It is likely to be the only major economy to avoid contraction in 2020.  

Third quarter growth was revised higher from 2.7%, to 3%.  In the fourth quarter growth was slightly 

weaker at 2.6%.  Growth in the economy continues to broaden out from manufacturing into personal 

consumption including leisure and hospitality. 
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In the US, third quarter growth was confirmed at +33.4%, the fourth quarter was a much more muted 

+4% as covid related restrictions reduced personal consumption.  In 2020 as a whole the US economy 

contracted by -3.6%, the worst performance since 1946.  The outlook for 2021 looks better due to the 

vaccine roll-out and the expected Biden Covid support package. 

In the UK, further revisions to the quarterly growth rates showed a revised -3.0% contraction in first 

quarter from -2.5%, second quarter growth was revised to -18.8% from -19.8% and third quarter 

growth was revised slightly higher to +16%.  Based on the most recent ONS data the UK economy 

was estimated to be 9.9% smaller at the end of 2020. 

Revisions to data show the Japanese economy was slightly stronger growing at a revised +5.3% 

compared to a previously reported +5% in the third quarter, but second quarter growth was revised 

down again to -8.3% leaving the economy 5.8% smaller than it was 12 months ago. 

In the Euro-area growth was revised down in the second quarter to -11.7%, and third quarter growth 

was +12.4%.  The latest data shows the economy at the end of 2020 was -5.1% 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 November 2020 and February 2021.   

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

% CHANGE YOY 

 2020 2021 

 
NOVEMBER JANUARY NOVEMBER JANUARY 

 Consensus AF Consensus AF Consensus AF Consensus AF 

US 1.2 0.7 1.3 1.0 2.0 1.8 2.1 2.0 

UK 0.9 0.6 0.9 0.6 1.5 1.3 1.5 1.3 

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

EU 28 0.5 0.5 0.6 0.5 1.1 1.0 1.1 1.0 

China 2.7 2.5 2.6 2.4 1.9 2.0 1.4 1.5 

SE Asia 1.0 0.9 2.0 0.9 2.0 2.0 1.5 1.6 

 

Source: - Consensus Economics January 2021 

 

The consensus forecasts for inflation in calendar 2020 and 2021 are broadly unchanged.  There is a lot 

of concern about higher inflation at the moment, but it does not seem to be reflected in the consensus 

estimates in the table above.  I continue to expect aggregate inflation to be lower than forecast in 

2021, except possibly in China and South East Asia where economies seem to have completely 

recovered from the pandemic. 
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The annual rate of US headline inflation picked up to 1.4% in December, from 1.2% in October and 

November.  The increase was caused by higher petrol and food prices.  Ex food and energy, core 

inflation was also higher than in November but it fell to an annual rate of 1.4% from 1.6% the third 

quarter of 2020. 

The UK headline inflation rate (CPIH) which includes housing costs was 0.6% p.a. in December 

compared to 0.3% in November due to higher transportation costs.  Most other components were 

lower, continuing the trend seen over 2020 as a whole.  At 0.6% the annual inflation rate was 1.2% 

lower than it was in January.  In December the core inflation rate which excludes food, energy, 

alcohol and tobacco, was 1.4% p.a. 

Euro Area inflation fell by -0.3% p.a. again in December this marks the fifth month of deflation.  The 

core rate also remained at its record low rate of +0.2%. 

The inflation rate in Japan fell again in December, headline deflation is now running at -1.2% p.a. and 

the core rate that excludes fresh food was -1.0% p.a.  
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4. The outlook for the securities markets 

When I was writing my last report in November the US had just voted for Mr Biden as their new 

President but it appeared that the Democrats had made no gains in the Senate.  Covid infection rates 

were rising but it appeared that hospitalisations and mortality were not.  Equally there had been no 

reduction in the support being provided by monetary and fiscal policy. 

Since then hospitalisation and death rates have surpassed their second quarter highs. Outside of China, 

economic activity has slumped again as Covid restrictions have been re-introduced.  The former 

President of the US has maintained his false claims of winning the election and incited his supporters 

to invade the Capitol building, the heart of US government.  The Democrats have won the 2 Georgia 

Senate seats that were re-run due the “to close to call” result in the November election, which means 

with the casting vote of the Vice-President, the Democrats have a technical majority throughout 

government that may enable them to pass new legislation. 

Yet despite this essentially bad news, after a bit of volatility in January many equity markets have 

continued to trend higher in local currency terms and in some cases are making new all-time highs!  

Buoyed by the consistent support of monetary and fiscal policy and optimism about vaccines and the 

roll-out of vaccination programmes.  I suggested in my last report that equity markets could be 

vulnerable to bad news, but it would appear my caution was mis-placed.   

However, I feel compelled to remain cautious, for the following reasons; it is difficult to see what else 

central banks can provide by way of monetary stimulus; fiscal stimulus plans have already been 

outlined and may not be delivered; further virus mutation can be expected; and even if we all get 

vaccinated, global re-opening remains someway off.  Therefore, I believe the scope for 

disappointment and a correction in equity markets in the short term at least has increased.  

Government bond yields have already started to rise, partly because they had become over-extended 

but more so, because while they do not know when, bond investors now expect monetary policy to 

become tighter, as the recovery progresses, the risk of higher inflation increases and then there is the  

supply of government debt and concern over how it will be repaid.       

Over the medium term the financial support provided during the pandemic, the measures announced 

to stimulate the recovery and the release of pent-up demand should be positive for equity markets in 

general.  In the long term, the more constructive and engaging approach of the new Biden Presidency 

and the changes in the global economy that have been accelerated by Covid remain constructive for 

global sustainable equity, emerging markets and to a lesser extent credit markets, but remain negative 

developed market government bonds.  
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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 February 2021. 

Table 6: - Interest rate and Bond yield forecasts 

% CURRENT SEPTEMBER 2021 MARCH 2022 

UNITED STATES 

3month LIBOR 0.20 0.25 0.25 

10 year bond yield 1.17 1.50 2.00 

UNITED KINGDOM 

3month LIBOR 0.04 0.10 0.10 

10 year bond yield 0.50 0.75 1.00 

JAPAN 

3month LIBOR -0.09 -0.10 -0.10 

10 year bond yield 0.06 0.10 0.10 

GERMANY 

3month EURIBOR -0.56 -0.50 -0.50 

10 year bond yield -0.47 -0.25 -0.25 

    
Source: - Trading Economics; 5th February 2021 

 

I have very little to add to the comments I made in my last report.  Since government bond yields 

achieved new all-time lows (0.07% for 10 year Gilts) in August 2020, they have steadily risen most 

recently on the good news related to the vaccines.  As can be seen in table 6 above they are still very 

low, but I believe we have seen the nadir in government bond yields for this cycle. 

I expect government bond yields to remain low for several reasons, central banks are unlikely to 

increase rates until they are certain about the recovery, because inflation is likely to remain low by 

historical standards and because they have given themselves more flexibility around the 2% target rate 

of Inflation.  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 

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. 
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Bond Market (Protection Assets) Recommendations 

The total allocation to Protection assets in the strategic benchmark is 18%.  As last quarter I suggest 

that this is reduced to 16%, and the 2% balance held as cash, because I believe government bond 

yields have further to rise, leading to further negative returns from the asset class.  Last quarter I 

suggested a neutral allocation to global corporates down from 1% overweight.  Over the last year 

credit markets have become more duration sensitive as issuers have extended the average maturity of 

their debt.  With the current level of non-government bond yield spreads so low, I expect that these 

yields may also start to rise as government yields rise which could lead to lower returns from this 

asset class as well. 

I recognise the benefit of holding government bonds as protection against a selloff in equity markets 

and Scheme’s liabilities but at their current low level of yield these bonds neither provide the income 

or the level of protection they did in the past. 

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 is 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 0.59 12.9 0.5 -6.3 -5.9 

 

Over 15 year Linkers -2.11 24.2 0.5 -12.1 -11.9 

 

Global IG Corporate 1.44 7.3 0.5 -3.3 -2.2 

 

Global High Yield 4.19 3.7 0.5 -0.8 +2.3 

      
Source: - ICE Indices 5th February 2021 
 

The tactical decision to hold US TIPS instead of UK Index Linked Gilts (ILG) may have played out 

and it could be worth considering closing this position.  US TIPS have delivered strong returns as the 

risk of higher inflation in the US has been priced in, as a result TIPS are no longer cheap relative to 

expected inflation.  Equally the decision by the Chancellor in the UK to change the indexation of ILG 

from RPI to CPIH has slightly reduced their overvaluation.  I have not changed my mind on UK ILG, 

I still believe they are overvalued and long-term investors should look elsewhere for inflation 

protection, but I believe the relative value of US TIPS over UK ILG has fallen significantly, hence I 

would take profits on this position. 

There still remains the possibility of a legal challenge for compensation over the change in ILG 

indexation from Pension Fund investors, but I do not believe it will be successful. 
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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 3.4 -35.1 38.1 20.3 14.7 

 

United States 1.5 -8.9 20.7 28.1 23.3 

 

Europe ex UK 2.4 -28.7 31.8 23.3 18.3 

 

Japan 2.0 -11.6 28.3 23.9 18.6 

 

      
 
Source: - Citi Research, Global Equity Strategist, January 2021 

 

Citi research have lowered their expectations for dividends in 2020 and earnings growth in both 2020 

and 2021.  But they are still expecting Earnings to recover very strongly in 2021, especially in the 

UK, hence the lower forecast P/E ratios for 2021.   Dividends remain an important source of return 

and while not guaranteed like coupons on bonds, at these levels they are very attractive in the UK, 

Europe and Japan especially compared to the respective government bond yields.  The exception is 

the US where a dividend yield of 1.5% compares poorly to the 1.2% available from risk free average 

maturity government bonds and over 2% for average investment grade credits. 

Despite the pandemic periodically shutting down huge parts of the economy, earnings growth in the 

US has surprised to the upside in the fourth quarter, with 81% of the 59% of S&P 500 companies that 

have reported by 5th February, achieving higher than expected earnings.  While this data needs to be 

considered carefully because estimates could have been set low!  On the basis of the same sample it 

appears that actual revenues are also 2.7% higher year over year.  Admittedly the increased revenues 

are probably confined to the IT, Communications services and Healthcare sectors but it does suggest, 

that combined with the increased savings and pent-up demand of US households, that once the 

economy re-opens and activity broadens out, the double digit earnings growth forecast by analysts 

may be justified.  As yet we do not have much data for the UK and Europe but similar arguments on 

savings and demand are being made.  It is also suggested that the pickup in global activity, in a “post 

Trump” trade environment will favour the more cyclical European stock markets and the commodity 

and energy sector heavy UK stock markets.  

Add to this the already passed European recovery plan, the UK green and levelling up agenda and 

now the likelihood of a larger than expected US infrastructure spend there is plenty for equity markets 

to feel comfortable with, even if a lot of this good news has already been priced in. 



  

 

24 

 

Equity Market (Growth Assets), Recommendations 

It was agreed in November that the allocation to growth assets should be reduced by 1% in favour of 

an increased allocation to Infrastructure.  Furthermore, it was agreed that substantial changes in the 

investment strategy and geographic distribution within growth assets should be made to fit with the 

Funds new Investment Strategy Statement, Climate Strategy and the Responsible Investment 

Framework. 

In order to smooth the path of change 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.  The in-house team 

working with their external managers has moved quickly to change the asset allocation to fit with the 

new interim benchmark and the asset allocation report at the end of January 2021 shows these 

changes in asset allocation have been achieved. 

At this early stage the quanta of the changes are so large that I would not suggest trying to overweight 

or underweight any particular country or strategy versus another.  As markets evolve over the year 

and the Fund gets closer to the next change in the strategic benchmark, I believe it may be worth 

paying attention to “events” that may provide opportunities to change the asset allocation in line with 

the direction of travel to the new benchmark.  These events could be economic, valuation based or the 

result of sector rotation as the global economy continues to re-open.  I would encourage the in-house 

team to use the ranges around the strategic benchmark to take advantage of these tactical 

opportunities. 

At the moment I believe developed equity markets are expensive relative to the state of the economy, 

but I also do not expect the support provided by central banks and governments to be significantly 

reduced in the next couple of years, so for now I would keep the overall growth asset allocation at 

neutral.   

 

Income Assets 

The allocation to income assets has been increased from 23% to 24%, funded by a reduction in 

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 a new fund or increasing the current commitments to an existing fund if possible, 

should be considered as soon as reasonably possible. 

The spread available from high yield bonds and loans, and emerging market debt has continued to 

narrow as can be seen in table 2 above.  There are still opportunities in certain sectors of credit 

markets but overall, it 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 
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rents that could have an impact beyond the short term.  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.  

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 

January, the Fund was still holding around 6% in cash, more than 3% of this figure is already 

promised for future private market investments.  Given the current valuation of all investment markets 

I am not in hurry to reduce the cash allocation. 

The asset allocation set out in table 9 below, shows the new Interim Benchmark and my suggested 

asset allocation weights relative to this benchmark as of the 13th November 2020 and the 12th 

February 2021.  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. 

Table 9: - Recommended asset allocation against the Strategic Benchmark. 

The 2 righthand columns show my suggested allocations relative to the interim benchmark that came 

into effect on the 1st January 2021. 

% ASSET 

CATEGORY 

DERBYSHIRE 

STRATEGIC 

WEIGHT 1S T  

JANUARY 2021 

ANTHONY 

FLETCHER 13 T H  

NOVEMBER 

 2020 

ANTHONY 

FLETCHER 

12 T H  FEBRUARY 

2021 

    

Growth Assets 56 0 0 

UK Equity 14 0 0 

Overseas Equity 42 0 0 

North America 6 0 0 

Europe ex UK 4 0 0 

Japan 5 0 0 

Pacific ex Japan 2 0 0 

Emerging markets 5 0 0 

Global Sustainable 16 0 0 

Private Equity 4 0 0 

    

Income Assets 24 0 0 

Property 9 0 0 

Infrastructure 9 0 0 

Multi-asset Credit 6 0 0 

    

Protection Assets 18 -2 -2 

Conventional Gilts 6 -2 -1 

UK index Linked 6 -2 -1 

US TIPS 0 +2 0 

UK corporate bond 6 0 0 

    

Cash 2 +2 +2 
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