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FOR PUBLICATION 
 

DERBYSHIRE COUNTY COUNCIL  
 

PENSIONS AND INVESTMENTS COMMITTEE 
 

8 September 2021 
 

Report of the Director of Finance & ICT  
 

Investment Report 
 
1. Purpose 
 
1.1 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 external adviser. 

 
2. Information and Analysis 
 
2.1 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 2. 

 
2.2 Asset Allocation and Recommendations Table 
 

The Fund’s latest asset allocation as at 31 July 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 
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commitments (existing plus any new commitments recommended in this 

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

and total around £380m.  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) 30/4/21 31/7/21 Inter (1) 
AF 

8/9/21 

DPF 

8/9/21 

AF 

8/9/21 

DPF 

8/9/21 

DPF 

8/9/21 

3 Months to  

30/6/21 

3 Months to 

31/7/21 

Growth Assets 57.0% 56.0% 55.0% 56.8% 57.4% +/- 8% - - 56.0% 56.0% 57.2% n/a n/a 

UK Equities 16.0% 14.0% 12.0% 15.2% 15.0% +/- 6% - +0.5% 14.0% 14.5% 14.5% 5.6% 1.8% 

Overseas Equities: 37.0% 38.0% 39.0% 37.9% 38.4% +/- 8% - (0.2%) 38.0% 37.8% 37.8% n/a n/a 

   North America 12.0% 6.0% - 6.3% 6.2% +/- 6% - (0.5%) 6.0% 5.5% 5.5% 8.7% 5.1% 

   Europe 8.0% 4.0% - 4.2% 4.3% +/- 4% - (0.2%) 4.0% 3.8% 3.8% 8.2% 5.5% 

   Japan 5.0% 5.0% 5.0% 4.7% 4.7% +/- 2% - - 5.0% 5.0% 5.0% (0.5%) (0.4%) 

   Pacific ex-Japan 4.0% 2.0% - 2.0% 1.9% +/- 2% - (0.1%) 2.0% 1.9% 1.9% 4.1% (5.4%) 

   Emerging Markets 

   Global Sustainable 

Private Equity 

5.0% 

3.0% 

4.0% 

5.0% 

16.0% 

4.0% 

5.0% 

29.0% 

4.0% 

4.6% 

16.1% 

3.7% 

4.7% 

16.6% 

4.0% 

+/- 2% 

+/- 16% 

+/- 2% 

- 

- 

- 

- 

+0.6% 

(0.3%) 

5.0% 

16.0% 

4.0% 

5.0% 

16.6% 

3.7% 

5.0% 

16.6% 

4.9% 

5.1% 

7.4% 

5.8% 

(4.5%) 

3.7% 

2.0% 

Income Assets 23.0% 24.0% 25.0% 20.1% 20.4% +/- 6% - (2.8%) 24.0% 21.2% 25.5% n/a n/a 

Multi-Asset Credit 6.0% 6.0% 6.0% 6.7% 6.8% +/- 2% - +0.8% 6.0% 6.8% 7.7% 1.3% 1.1%  

Infrastructure 8.0% 9.0% 10.0% 6.0% 6.2% +/- 3% -    (2.0%) 9.0% 7.0% 10.3% 0.5% 0.5% 

Direct Property (4) 5.0% 5.0% 6.0% 4.3% 4.3% +/- 2% - (0.7%) 6.0% 4.3% 4.3% 3.9% 3.9% (3) 

Indirect Property (4) 4.0% 4.0% 3.0% 3.1% 3.1% +/- 2% - (0.9%) 3.0% 3.1% 3.2% 3.9% 3.9% (3) 

Protection Assets 18.0% 18.0% 18.0% 15.9% 16.6% +/- 5% (2.0%) (1.0%) 16.0% 17.0% 17.0% n/a n/a 

Conventional Bonds 6.0% 6.0% 6.0% 4.6% 4.6% +/- 2% (1.0%) (1.0%) 5.0% 5.0% 5.0% 3.6% 4.0%  

Index-Linked Bonds 6.0% 6.0% 6.0% 5.3% 5.6% +/- 2% (1.0%) (0.4%) 5.0% 5.6% 5.6% 1.7% 9.1% 

Corporate Bonds 6.0% 6.0% 6.0% 6.0% 6.4% +/- 2% - +0.4% 6.0% 6.4% 6.4% 2.3% 3.8% 

Cash 2.0% 2.0% 2.0% 7.2% 5.6% 0 – 8% +2.0% +3.8% 4.0% 5.8% 0.3% 0.0% 0.0% 

 
Investment Assets totaled £6,035m at 31 July 2021. 
(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 July 2021, together with commitments placed post period-end. Presumes all commitments funded from cash. 
(3) Benchmark Return for the three months to 30 June 2021. 
(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 in November 2020. The 
intermediate benchmark came into effect 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 July 2021, was 

overweight Cash and Growth Assets and underweight in Protection Assets 

and Income Assets. However, if all of the Fund’s commitments were drawn-

down, the cash balance would reduce by 5.3% to 0.3%.  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.  

 

2.3 Total Investment Assets 
 

The value of the Fund’s investment assets increased by £151m (+2.6%) 

between 30 April 2021 31 July 2021 to £6.035bn, the first time the Fund has 

exceeded £6.0bn, comprising a non-cash market gain of around £136m and 

cash inflows from dealing with members & investment income of around 

£15m. Over the twelve months to 31 July 2021, the value of the Fund’s 

investment assets has increased by £893m (+17.4%), comprising a non-cash 

market gain of around £777m, an advance contribution of £56m from 

Derbyshire County Council in April 2021 and cash inflows from dealing with 

members & investment income of around £60m. A copy of the Fund’s 

valuation at 31 July 2021 is attached at Appendix 3.  
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The Fund’s valuation can fluctuate 

significantly in the short term, 

reflecting market conditions, and 

supports the Fund’s strategy of 

focusing on the long term. 
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2.4 Market returns over the last 12 months 
 

 

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

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

months to 15 August 2021. 

 

Over the twelve-month period, Global Equities (as measured by the FTSE All 

World Index in Sterling) returned +25.3%, with the index now more than 18% 

higher than its pre-pandemic level. In US$ terms, the return was even higher 

at +39.8% but sterling returns were lower as sterling strengthened relative to 

the US$ (£1:US$1.31 to £1:US$1.38).  

 

Global Equities have returned 13.7% year to date (YTD)1 (15.3% in US dollar 

terms). The Covid-19 Equity ‘bull-run’ is now into its seventeenth month. 

Coronavirus caseloads and vaccination rates continue to act as the main 

driver of market sentiment. Many of the world’s major economies have made 

significant progress in administering vaccines, particularly in the United 

Kingdom, United States and European Union. Whilst cases generally remain 

elevated due to the emergence of new and more contagious variants, the 

vaccine roll-out programmes appear to have significantly reduced hospital 

admissions and death rates.  

 
1 YTD to 15 August 2021 
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As the pressure on health services has fallen, economic restrictions and 

social distancing measures have been gradually lifted. Regional YTD equity 

returns have been closely correlated to vaccination rates. Those countries 

that have managed to deploy vaccines faster have been able to lift restrictions 

earlier, which has acted as a catalyst for an economic recovery. In the United 

Kingdom, over 77% of adults have now been fully vaccinated, while over 60% 

of adults have also been fully vaccinated in the United States and Europe. 

These regions have unsurprisingly delivered the strongest equity returns so 

far in 2021 (15.3%, 18.0% and 16.4%, respectively, in sterling terms), 

outperforming the FTSE All World’s return of 13.7%. 

 

In contrast, where countries have struggled to source or deploy vaccines, 

which has consequently resulted in restrictions being tightened or 

reintroduced, equity returns have been weaker.  For example, this has been 

the case in both Japan and Emerging Markets, where the sterling YTD 

equivalent return sits at only 1.9% and 0.7%, respectively.  Furthermore, 

Emerging Market returns have been negatively impacted by the introduction 

of a new and stricter regulatory regime in China for much of its economy. 

Chinese Equities represent almost 40% of the Emerging Market index and 

have fallen by 15% in sterling terms YTD. 

 

In the government bond markets, there has been much debate about whether 

rising inflation will be transitory or a long-lasting feature. The Bank of England 

(BoE) has significantly under-estimated the rise of inflation this year, with the 

official rate consistently running ahead of BoE forecasts. For example, the 

BoE forecast in both February 2021 and May 2021, that the annual inflation 

rate would level out at around 2% to 2½% in 2021, before increasing its 

forecast to 4% in its August 2021 Monetary Policy Report. 

 

Consistent with the messaging from both the US Federal Reserve (the FED) 

and European Central Bank (ECB), Andrew Bailey, BoE Governor, believes 

that the rise in inflation will be temporary. The annual inflation rate is expected 

to gradually fall back towards the BoE’s long-term 2% target between 2022 

and 2024. However, given the rapid rise in inflation this year, the BoE has 

noted that “some modest tightening of monetary policy is likely to be 

necessary” over the next two years to keep inflation under control.  

 

UK Conventional and Index-Linked bonds have returned -2.8% and +4.3% 

YTD. There have been two key driving forces in the UK government bond 

market this year. Firstly, government bond yields fell to all-time lows in 2020 
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as Central Banks reduced interest rates and expanded quantitative easing 

programmes (creating excess demand) to stimulate the economy. Many 

investors also rotated into low risk investments because the outlook for the 

pandemic was so uncertain. As a result, UK Conventional and Index-Linked 

bonds achieved strong returns in 2020; +8.3% and +11.0%, respectively.  

However, the development of efficient coronavirus vaccines has significantly 

improved the global economic outlook, increasing investor appetite for risk. 

Demand for government bonds, which act as protection assets, has reduced, 

and some of the strong gains achieved in 2020 have unwound. Secondly, as 

inflation rises, the real return (the nominal rate less the inflation rate) of a 

bond is reduced. As Central Banks have specific inflation targets, the market 

has anticipated that action will be taken to raise short-term interest rates, with 

the intention of reducing the demand for credit and preventing the economy 

from overheating. Higher short-term interest rates typically result in higher 

intermediate and long-term bond yields. 

 

At the beginning of the year, 10-year UK conventional bonds yielded 0.20%. 

By the end of February, this had risen to 0.82%, before peaking at 0.90% in 

May. Although the 10-year yield has subsequently fallen back to 0.57% by 15 

August 2021, bond yields remain elevated across the yield curve relative to 

the beginning of the year. As a bond’s yield and price move in opposite 

directions, this has resulted in a negative YTD return from UK Conventional 

Bonds of -2.8%.  In contrast, UK Index-Linked bonds have returned +4.3% 

YTD, reflecting strong investor demand driven by rising inflation expectations. 

Index-Linked Bonds offer protection against rising inflation by linking coupon 

payments and principal repayment to an inflation index. 

 

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

of July 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 years, 

whereas the recovery in the UK market has been much more muted but has 

picked-up over the last six months, and is now back close to the level 

reported immediately before the Covid-19 pandemic.  
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2.5 Longer Term Performance 
 
Figures provided by Portfolio Evaluation Limited show the Fund’s 

performance over 1, 3, 5 and 10 years to 30 June 2021.   

 
Per annum DPF Benchmark Index 

1 year 15.5% 13.8% 

3 years 6.9% 6.3% 

5 years 8.9% 8.1% 

10 years  8.3% 7.9% 

 
The Fund out-performed the benchmark over all time periods.    
 

The IIMT note that the one-year return of 15.5% to 30 June 2021 reflected a 

catch-up following a sharp market sell-off in response to the outbreak of the 

Covid-19 pandemic.  This has been supported by unprecedented levels of 

fiscal and monetary support provided by national governments and central 

banks. The IIMT does not believe that these levels of returns are sustainable 

in the long-term and going forward market returns are likely to be much lower.  

The Fund’s Investment Strategy Statement is based on an assumed average 

market return of 3.6% per annum over the next 20 years.  
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2.6 Category Recommendations 
 

 
Old 

Benchmark 
Intermediate 
Benchmark 

Final  
Benchmark 

Fund 
Allocation 

Permitted 
Range 

Recommendation (1) 
Benchmark Relative 
Recommendation (1) 

    31 Jul-21  AF DPF AF DPF 

Growth Assets 57.0% 56.0% 55.0% 57.4% ± 8% 56.0% 56.0% - - 

Income Assets 23.0% 24.0% 25.0% 20.4% ± 6% 24.0% 21.2% - (2.8%) 

Protection Assets 18.0% 18.0% 18.0% 16.6% ± 5% 16.0% 17.0% (2.0%) (1.0%) 

Cash 2.0% 2.0% 2.0% 5.6% 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 and Growth Assets at 31 July 2021, underweight 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 4 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: reduce Growth Assets by 1.4% to 56.0% (neutral), with some small changes to 

the regional composition: UK Equities -0.5%; North American Equities -0.7%; European Equities -0.5%; Japanese Equities +0.3%; Emerging Market Equities +0.3% 

and Private Equity -0.3%; increase Income Assets by 0.8% (Infrastructure +0.8%); increase Protection Assets by 0.4% (conventional bonds +0.4%), 

and increase Cash by 0.2%. 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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2.7 Growth Assets 

At 31 July 2021, the overall Growth Asset weighting was 57.4%, up from 56.8% at 

30 April 2021, reflecting relative market strength. The IIMT recommends reducing 

the weighting to 56.0%; neutral. 

The near-term economic outlook continues to appear supportive of equity markets, 

with growing evidence that vaccines significantly reducing hospitalisation and 

death rates. This is supporting the lifting of economic restrictions and social 

distancing measures, which in turn is driving a strong economic recovery. 

However, Global Equities are trading at all-time highs and valuations are generally 

expensive relative to long term averages. There are also some signs emerging 

that the pace of recovery is starting to slow. For example, US retail sales data has 

weakened relative to its April 2021 peak, and the latest US Consumer Confidence 

survey fell more than 13% (month-on-month) to a pandemic era low and its lowest 

level since 2011.  

Furthermore, the Covid-19 threat has not completely diminished. The Delta variant 

continues to spread globally, and while vaccines appear to offer protection from 

serious side effects, they seem less effective at preventing people from catching 

the virus and transmitting it to others. The longer that the virus is spreading, the 

more likely that additional variants will emerge, the impact of which on 

hospitalisation and death rates is unknow. With equity prices and valuations 

stretched, the IIMT believes it is prudent to take a cautious approach to the Fund’s 

Growth Assets allocation.  

 

 

 
 
Benchmark Return Currency Q3-21(*) Q2-21 YTD (*) 1 Year (**) 3 Year (**) 5 Year (**)

Sterling Returns

FTSE All World GB£ 2.1% 7.4% 13.7% 25.3% 13.3% 14.4%

FTSE UK GB£ 3.8% 5.6% 15.3% 21.9% 2.0% 6.5%

FTSE North America GB£ 3.5% 8.7% 18.0% 27.3% 17.2% 17.0%

FTSE Europe GB£ 4.5% 8.2% 16.4% 22.7% 10.0% 11.9%

FTSE Japan GB£ 1.2% (0.5%) 1.9% 12.0% 5.7% 9.9%

FTSE Asia Pacific Ex-Japan GB£ (5.7%) 4.1% 0.2% 25.9% 10.8% 13.2%

FTSE Emerging Markets GB£ (6.0%) 5.1% 0.7% 24.4% 10.3% 12.0%

Local Currency Returns

FTSE All World US$ 2.4% 7.4% 15.3% 39.8% 15.0% 15.0%

FTSE UK GB£ 3.8% 5.6% 15.3% 21.9% 2.0% 6.5%

FTSE North America US$ 3.8% 8.8% 19.6% 42.3% 19.0% 17.8%

FTSE Europe € 5.4% 7.6% 22.2% 30.2% 11.3% 11.4%

FTSE Japan ¥ 0.5% 0.1% 10.0% 28.8% 7.4% 12.4%

FTSE Asia Pacific Ex-Japan US$ (5.5%) 4.3% 1.6% 40.7% 12.5% 14.0%

FTSE Emerging Markets US$ (5.7%) 5.3% 2.0% 39.2% 12.0% 12.8%

Source: Performance Evaluation Limited & DPF analysis

(*) To 15 Aug-21

(**) To 30 Jun-21  
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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 were generally stable in Q2-21, rising steadily throughout the 

quarter, apart from a week-long sell off in early May as fears mounted that Central 

Banks would be forced into taking early action to contain rising inflation. The sell-

off was short lived, as key monetary policy figures reassured markets that existing 

policy was appropriate for the current conditions (i.e. no early action required) and 

that higher inflation would be transitory. A near record breaking Q1-21 earnings 

season also drove a rotation into growth stocks, after value and pro-cyclical stocks 

had dominated during Q4-20 and Q1-21. The FTSE All-World returned +7.4% in 

Sterling in Q2-21 (7.4% US$), supported by strong returns from North America 

(+8.7%, sterling return) and Europe (+8.2%, sterling return). 

 

In Q3-212 to date, Global Equities have been relatively stable. The FTSE All-World 

posted a modest gains of +2.1% in sterling terms (2.4% in US$). However, there 

has been volatility in the Asia-Pacific region. Whilst Japanese Equities have 

stabilised on improving vaccination rates they have underperformed significantly 

YTD, and a regulatory tightening in China has weighed on the region’s equity 

returns. 

 

 

 

 

 
2 1 July 2021 to 15 August 2021 
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2.8 United Kingdom Equities 

 

DPF Weightings 

 

Intermediate Neutral 14.0% 

Final Neutral 12.0% 

Actual 31.7.21 15.0% 

AF Recommendation 14.0% 

IIMT Recommendation 14.5% 

  

Benchmark Returns (GB£) 

Q2 21/22 to 15 Aug-21  3.8% 

Q1 21/22 5.6% 

1 Year to Jun-21 21.9% 

3 Years to Jun-21 (pa) 2.0% 

5 Years to Jun-21 (pa)  6.5% 

 

The Fund’s UK Equity allocation reduced from 15.2% at 30 April 2021 to 

15.0% at 31 July 2021 (1.0% overweight) reflecting relative market weakness. 

 

Whilst Mr Fletcher has maintained his overall neutral weighting to Growth 

Assets, Mr Fletcher would be supportive of being underweight US Equities 

and overweight UK Equities on a relative valuation basis. 

 

Mr Fletcher notes that as markets evolve over 2021 and the Fund gets closer 

to the final benchmark,  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 Equities have strongly performed YTD; the FTSE All Share has returned 

+15.3% so far this year. The UK’s vaccination programme has been one of 

the most successful in the world, with 89.6% of adults having now received at 

least one vaccine dose and 77.2% being fully vaccinated. The UK 

Government began lifting Covid-19 restrictions in March 2021, with 

restrictions fully lifted in July 2021. The rapid deployment of vaccines and 

easing of restrictions has resulted in economic growth expectations being 

revised upwards. In August 2021, the BoE increased its 2021 GDP 

expectations from 5.0% in May 2021 to 7.3%.   

 

Despite its strong performance this year, the FTSE All Share is the only 

regional equity market that the Fund invests in which has yet to recover to its 
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pre-pandemic level. UK Equities significantly underperformed in 2020, 

reflecting a combination of the Covid-19 pandemic and Brexit uncertainty. 

However, uncertainty surrounding Brexit has now faded, and the economic 

outlook is improving. In terms of valuation, the FTSE All Share appears to 

offer value relative to its global peers. 

 

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

relative basis and recommends a modest 0.5% overweight allocation of 

14.5%, with a modest tilt towards small and mid-cap stocks. 

 

2.9 North American Equities 
 

DPF Weightings 

 

Intermediate Neutral 6.0% 

Final Neutral - 

Actual 31.7.21 6.2% 

AF Recommendation 6.0% 

IIMT Recommendation 5.5% 

  

Benchmark Returns (GB£) 

Q2 21/22 to 15 Aug-21  3.5% 

Q1 21/22 8.7% 

1 Year to Jun-21 27.3% 

3 Years to Jun-21 (pa) 17.2% 

5 Years to Jun-21 (pa)  17.0% 

 

The Fund’s North American Equity allocation reduced from 6.3% at 30 April 

2021 to 6.2% at 31 July 2021 (0.2% overweight) reflecting an increase in the 

cash balance (classified as Cash) held by the investment manager. 

 

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, albeit Mr Fletcher would be supportive of being 

underweight US Equities and overweight UK Equities on a relative valuation 

basis. 

 

US Equities were amongst the best performing regions in 2020, and they 

have continued to perform strongly in 2021. The FTSE North America Index 

has returned +18.0% in sterling terms YTD (19.6% in US$). The US 

vaccination programme appears to have been successful, with over 61% of 

adults fully vaccinated, allowing the US to lift restrictions, driving a strong 

economic recovery. A near record breaking Q1-21 earnings reporting season 

provided strong evidence of a corporate recovery. Furthermore, US Equities 
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appear to have benefitted from actions taken by President Biden. In his first 

100 days in office, President Biden managed to push  a new $1.9 trillion 

stimulus package through the Senate, and more recently a $1 trillion 

infrastructure spending package. These packages are expected to add a 

material uplift to US GDP growth expectations. Notwithstanding these positive 

tailwinds, US equity valuations appear to be stretched relative to both long-

term averages and to other regional peers. 

 

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

(+27.3% in GB£ and +42.3% in US$), which has resulted in high valuation 

levels, particularly in respect of the dominant IT sector, the IIMT believes that 

an underweight position in US Equities is justified, and recommends a 0.5% 

underweight allocation relative to the new intermediate benchmark of 5.5%.  

 

2.10 European Equities 

 

DPF Weightings 

 

Intermediate Neutral 4.0% 

Final Neutral - 

Actual 31.7.21 4.3% 

AF Recommendation 4.0% 

IIMT Recommendation 3.8% 

  

Benchmark Returns (GB£) 

Q2 21/22 to 15 Aug-21  4.5% 

Q1 21/22 8.2% 

1 Year to Jun-21 22.7% 

3 Years to Jun-21 (pa) 10.0% 

5 Years to Jun-21 (pa)  11.9% 

 

The Fund’s European Equity weight increased by 0.1% to 4.3% at 31 July 

2021, reflecting relative market strength. 

 

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. 

 

European Equities struggled to keep pace with the FTSE All World throughout 

Q1-21, as the region’s vaccination programme was adversely impacted by 

manufacturing and supply issues. However, the vaccination programme has 

since picked up pace and the regions vaccination rate is now broadly in line 

with that reported by the United States. As a result, European Equities have 
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recovered, performing strongly across Q2-21 and Q3-21 (QTD), to be the 

second-best performing region YTD (16.4% in sterling terms, 22.2% in €). 

European companies have also been reporting strong earnings growth, and 

the ECB has recently revised 2021 GDP growth forecasts up to 4.6%, from 

4.0% in March 2021. 

 

The IIMT recommends that given the strong YTD performance of European 

Equities that the Fund’s allocation to the asset class is reduced by 0.5% to 

3.8% (0.2% underweight) to ‘lock-in’ some of the YTD profit.  

 

2.11 Japanese Equities  
 

DPF Weightings 

 

Intermediate Neutral 5.0% 

Final Neutral 5.0% 

Actual 31.7.21 4.7% 

AF Recommendation 5.0% 

IIMT Recommendation 5.0% 

  

Benchmark Returns (GB£) 

Q2 21/22 to 15 Aug-21  1.2% 

Q1 21/22 (0.5%) 

1 Year to Jun-21 12.0% 

3 Years to Jun-21 (pa) 5.7% 

5 Years to Jun-21 (pa)  9.9% 

 

Net investment of £10m was offset by relative market weakness and the 

Fund’s allocation to Japanese Equities remained flat at 4.7%.  

 

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. 

 

Japanese Equities have under-performed the FTSE All World YTD (1.9% vs. 

13.7% in sterling terms), reflecting general market weakness and a weaker 

Japanese Yen (JP¥). Since the start of 2021, the JP¥ has fall by 10.5% 

relative to the sterling. 

 

Whilst Japan initially successfully contained the spread of Covid-19 (despite 

its high population density), it has struggled to roll-out its vaccination 

programme. By the end of May 2021, Japan had only managed to vaccinate 

10% its population.  As a result, the Japanese government has been forced 
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into announcing an ongoing state of emergency to control rising caseloads.  

However, since May 2021, the roll-out of the vaccination programme has 

picked-up pace, and over one million doses are now being administered 

every day. Fifty percent of adults have now received at least one dose and 

thirty nine percent are now fully vaccinated.  

 

The IIMT believes that Japanese Equities have been oversold YTD and the 

pick-up in the speed of the vaccination programme should support a recovery 

in the equity market (i.e. similar to that recently experienced in Europe). As a 

result, the IIMT recommends that the Fund’s allocation to Japanese Equities 

should be increased from 4.7% to a neutral allocation of 5.0%. 

 

2.12 Asia Pacific Ex-Japan and Emerging Market Equities 

 

DPF Weightings Asia-Pac EM 

 

Intermediate Neutral  2.0% 5.0% 

Final Neutral  - 5.0% 

Actual 31.7.21  1.9% 4.7% 

AF Recommendation  2.0% 5.0% 

IIMT Recommendation  1.9% 5.0% 

    

Benchmark Returns 
(GB£) 

Asia-Pac EM 

Q2 21/22 to 15 Aug-21   (5.7%) (6.0%) 

Q1 21/22  4.1% 5.1% 

1 Year to Jun-21  25.9% 24.4% 

3 Years to Jun-21 (pa)  10.8% 10.3% 

5 Years to Jun-21 (pa)   13.2% 12.0% 

 

Relative market weakness across the three months to 31 July 2021, reduced 

the Fund’s allocation to Asia Pacific Ex-Japan Equities from 2.0% at 30 April 

2021 to 1.9% at 31 July 2021 (0.1% underweight), whereas the Fund’s 

allocation to Emerging Market Equities increased from 4.6% to 4.7% over the 

comparable period (0.3% underweight), reflecting net investment of £23m, 

partly offset by market weakness.  

 

Over the three months to 31 July 2021, the Fund transitioned around £200m 

of the legacy Emerging Market Equity portfolio into LGPS Central Limited’s 

Emerging Market Equity sub-fund.   

 

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. 



  PUBLIC 

 

PHR-1243              17 
 

 

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. Several factors have, however, driven the 

region’s YTD underperformance: 

  

1. The recovery from the pandemic has been uneven in Emerging Markets, 

largely due to a lack of access to vaccines;  

2. Chinese and Asia-Pacific Ex-Japanese Equities were the strongest 

performers in 2020, returning 25.9% and 19.9% respectively, versus a 

return of 13.3% for the FTSE All World and 15.8% for FTSE North 

America. There has been general profit taking from these regions, with the 

proceeds recycled into western developed market equities, whose 

economies have been expected to perform strongly in this year’s recovery, 

supported by successful vaccination campaigns; and  

3. Regulatory intervention by the Chinese government across a number of 

sectors has weighed on Chinese Equities.  

 

The recovery from the pandemic is likely to take longer in Emerging Markets, 

and the situation developing in China needs to be assessed for its potential 

long-term impact on equity performance in the region. As a result, the IIMT 

recommends neutral allocations relative to the new intermediate benchmark 

in respect of both Asia Pacific Ex-Japan Equities (2.0%) and Emerging 

Market Equities (5.0%). 

 

2.13 Global Sustainable Equities 

 

DPF Weightings 

 

Intermediate Neutral 16.0% 

Final Neutral 29.0% 

Actual 31.7.21 16.6% 

AF Recommendation 16.0% 

IIMT Recommendation 16.6% 

  

Benchmark Returns (GB£) 

Q2 21/22 to 15 Aug-21  2.1% 

Q1 21/22 7.4% 

1 Year to Jun-21 25.3% 

3 Years to Jun-21 (pa) 13.3% 

5 Years to Jun-21 (pa)  14.4% 
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Relative market strength increased the Fund’s allocation to Global 

Sustainable Equites from 16.1% at 30 April 2021 to 16.6% at 31 July 2021. 

 

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 remains confident about the long-term investment case for the 

Fund’s allocation to Global Sustainable Equities, which typically favour growth 

stocks relative to value stocks.  A growth stock relates to a company that is 

forecast to growth at a rate significantly above the average growth rate for the 

market (e.g. high growth information technology stocks), whereas a value 

stock relates to a company that appears to trade at a lower price relative to its 

fundamentals (e.g. pro-cyclical stocks such as industrials). The chart below 

shows that growth stocks have significantly out-performed value stocks over 

the last three years, particularly since the start of the Covid-19 pandemic, as 

investors favoured quality growth stocks over pro-cyclical stocks, in part 

supported by low forward interest rate expectations.   

 

Value stocks enjoyed a rally in Q1-21 (outperforming growth stocks by 7.2% 

in sterling terms), as economic activity increased and forward interest rate 

expectations picked-up. However, this largely reversed in Q2-21, as fears 

over the Delta variant and falling bond yields supported growth stocks relative 

to value stocks. 
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Value stocks typically out-perform at the start of an economic cycle (as 

investors position portfolios for the uptick in economic activity) but the period 

of out-performance tends to be relatively short-lived (generally less than 

twelve months), and investors start to rotate back into growth stocks.  Whilst 

the IIMT believes that equity markets may experience a further value rally in 

the next six to twelve months (which potentially will have an adverse short-

term performance impact), the IIMT remains confident that the Fund’s 

allocation to Global Sustainable Equities will out-perform over the long-term. 

The IIMT recommends maintaining the current overweight position of 16.6% 

in Global Sustainable Equities in anticipation of the move towards the 29.0% 

allocation included the Fund’s Final Benchmark by the end of 2021. 

2.14 Private Equity 

DPF Weighting 

Intermediate 
Netural  

Final Neutral Actual 31.7.21 
Committed 

31.7.21 
AF Recommendation IIMT Recommendation 

4.0% 4.0% 4.0% 4.9% 4.0% 3.7% 

      

Benchmark Returns (GB£) 

Q2 21/22 to 15 
Aug-21 

Q1 21/22 
1 Year to  
Jun-21 

3 Years to  
Jun-21 (pa) 

5 Years to  
Jun-21 (pa) 

 

4.0% 5.8% 22.9% 3.0% 7.5%  

 

The Private Equity weighting increased from 3.7% at 30 April 2021 to a 

neutral weighting of 4.0% at 31 July 2021 reflecting relative market strength; 

4.9% 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 

£75m 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 Fund’s listed private equity investments (around 40% of the total private 

equity portfolio) have performed strongly over the last 12 months, and the 

IIMT recommends that the Fund ‘locks-in’ some of these profits, and reduces 

the overall Private Equity allocation by 0.3% to 3.7% (0.3% underweight). 
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2.15 Income Assets 

 

At 31 July 2021, the overall weighting in Income Assets was 20.4%, 0.3% 

higher than that reported at 30 April 2021, reflecting net investment of £34m, 

partly offset by relative market weakness.  The IIMT recommendations below 

would take the overall Income Asset weighting to 21.2%, and the committed 

weighting to 25.5%. 

 

2.16 Multi Asset Credit 

 

DPF Weighting 

Intermediate Neutral  Final Neutral Actual 31.7.21 AF Recommendation IIMT Recommendation 

6.0% 6.0% 6.8% 6.0% 6.8% 

     

Benchmark Returns (GB£) 

Q2 21/22 to  
15 Aug-21 

Q1 21/22 
1 Year to  
Jun-21 

3 Years to  
Jun-21 (pa) 

5 Years to  
Jun-21 (pa) 

0.1% 1.3% 9.0% 4.1% 3.8% 

 

The Fund’s allocation to Multi-Asset Credit increased from 6.7% at 30 April 

2021 to 6.8% (0.8% overweight), reflecting net investment of £12m, partly 

offset by relative market weakness. 

 

Mr Fletcher notes that the spread available from high yield bonds and loans, 

and emerging market debt, widened slightly in July 2021 as government 

bonds outperformed.  However, Mr Fletcher further notes that overall spreads 

have narrowed significantly over the last twelve months.  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 and recommends maintaining 

a neutral weighting for the time being.  

  

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 6.8% (0.8% overweight); 7.7% on a 

committed basis.  Whilst this implies that the Fund is 1.7% over-committed to 

the asset class, the draw-down of these commitments will take several years, 

and as these commitments are drawn-down, they will be partly offset by 

distributions/realisations from existing investments. 
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2.17 Property 

 

DPF Weighting 

Intermediate Neutral Final Neutral Actual 31.7.21 AF Recommendation IIMT Recommendation 

9.0% 9.0% 7.4% 9.0% 7.4% 

     

Benchmark Returns (GB£) 

Q2 21/22 to  
15 Aug-21 

Q1 21/22 
1 Year to  
Jun-21 

3 Years to  
Jun-21 (pa) 

5 Years to  
Jun-21 (pa) 

Not Available 3.9% 9.1% 3.1% 4.7% 

 

The Fund’s allocation to Property remained flat at 7.4% at 31 July 2021. 

Direct Property accounted for 4.3% (1.7% underweight against the Final 

benchmark) and Indirect Property accounted for 3.1% (0.1% overweight 

against the Final benchmark).  The committed weight was 7.5% at 31 July 

2021.  

 

Mr Fletcher recommends that the property allocation remains neutral overall, 

but notes that the uncertainty around property right now and Covid-19 has 

accelerated the changes that were already being seen in the retail sector and 

now the office sector has also come under pressure.  Mr Fletcher believes 

that uncertainty over the future use of buildings created by the energy 

transition and Covid-19 will increase the potential volatility of returns from this 

asset class. In terms of sectors, Mr Fletcher expects the residential and 

industrial sectors to be most resilient. As a long-term investor, Mr Fletcher 

believes that 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 the UK economy continues to 

recover as the vaccine roll-out reduces Covid-19 case numbers and 

hospitalisations.  The manager notes that returns from commercial property 

are on an improving trend and benchmark returns in the quarter 30 June 2021 

totalled 3.9%. The current void rate is 8.8% (+0.8% relative to the 

benchmark), up from 3.3% in the previous quarter. The increase reflects the 

vacation of the main tenant from a London office property.  The property is 

currently being refurbished and the manager is confident that once the 

refurbishment is complete, the property should be readily relet.  Forward 

investment focus is on industrial; retail warehouse; and alternatives. 

 

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

Direct Property (4.3%; 1.7% underweight) and Indirect Property (3.1%; 0.1% 
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overweight) are maintained but liquidity of up to £75m is made available to 

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

should suitable investment opportunities be identified.  

 

2.18 Infrastructure 

 

DPF Weighting 

Intermedidate 
Neutral 

Final            
Neutral 

Actual 
31.7.21 

Committed 
31.7.21 

AF Recommendation IIMT Recommendation 

9.0% 10.0% 6.2% 10.3% 9.0% 7.0% 

      

Benchmark Returns (GB£) 

Q2 21/22 to  
15 Aug-21 

Q1 21/22 
1 Year to  
Jun-21 

3 Years to  
Jun-21 (pa) 

5 Years to  
Jun-21 (pa) 

 

0.3% 0.5% 2.1% 2.5% 2.5%  

 

The Fund’s allocation to Infrastructure increased from 6.0% at 30 April 2021 

to 6.2% at 31 July 2021 reflecting net investment of £21m, partly offset by 

relative market weakness. 

 

Mr Fletcher recommends a neutral weighting relative to the intermediate 

benchmark of 9% allocation, although Mr Fletcher acknowledges that 

because of the nature of the infrastructure investment process, it takes time to 

deploy capital to the asset class. 

 

The IIMT continues to view Infrastructure as an attractive long-term asset 

class and favours a bias towards core infrastructure assets or renewable 

energy assets. These assets can offer low volatility; low correlation to equity 

and fixed income; and reliable long-term cash flows.  Notwithstanding the 

noted favourable long-term 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.  It should also be noted that the current market 

valuation of some infrastructure assets, particularly renewable infrastructure 

assets, are becoming increasingly stretched driven by strong investor 

demand. 

 

The IIMT recommends that the invested weighting is increased by 0.8% to 

7.0% in the next quarter; 10.3% on a committed basis. Whilst this implies that 

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

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

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

investments.
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2.19 Protection Assets 

 
 

 

The weighting in Protection Assets at 31 July 2021 was 16.6%, 0.7% higher than that reported at 30 April 2021 reflecting net 

investment of £23m, together with relative market strength. The IIMT recommendations below increase the weighting to 17.0%.  

UK Government bond yields have fallen since the last Committee meeting (i.e. higher prices) reflecting strong issuance demand  

and fears over the spread of the Delta variant. UK Government bond yields remain low compared to historic levels, consistent with 

expectations for a prolonged period of near zero policy rates, albeit increasing inflationary concerns increases the risk that Central 

Banks, in particular the US FED, may be forced to tighten monetary conditions sooner than expected. 
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2.20 Conventional Bonds 
 

DPF Weightings 

 

Intermediate Neutral 6.0% 

Final Neutral 6.0% 

Actual 31.7.21 4.6% 

AF Recommendation 5.0% 

IIMT Recommendation 5.0% 

  

Benchmark Returns (GB£) 

Q2 21/22 to 15 Aug-21  3.0% 

Q1 21/22 1.7% 

1 Year to Jun-21 (6.2%) 

3 Years to Jun-21 (pa) 3.0% 

5 Years to Jun-21 (pa)  2.0% 

 
The Fund’s allocation to Conventional Bonds remained flat at 4.6% between 

30 April 2021 and 31 July 2021; 1.4% underweight. 

 

Mr Fletcher has maintained his recommended allocation to Conventional 

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

the Cash weighting. Mr Fletcher believes that government bond yields have 

further to rise (i.e. lowering prices), particularly following the reduction in yields 

from their March 2021 high, leading to the possibility of negative returns from 

the asset class. Whilst Mr Fletcher recognises the benefit of holding 

government bonds as protection against an equity market sell-off, he believes 

that at their current low level of yield, these bonds provide neither income or 

the level of protection as they have in the past. 

 

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. Furthermore, with Global Equities trading at all-time 

highs, Growth Assets look potentially vulnerable to a correction, especially 

with the uncertainty surrounding the Delta variant. The recent increase in YTD 

bond yields has also increased the attractiveness of conventional bonds, and 

the IIMT recommends that the weighting in conventional bonds is increased to 

5.0%, 1.0% underweight. 
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2.21 Index-Linked Bonds 

 

DPF Weightings 

 

Intermediate Neutral 6.0% 

Final Neutral 6.0% 

Actual 31.7.21 5.6% 

AF Recommendation 5.0% 

IIMT Recommendation 5.6% 

  

Benchmark Returns (GB£) 

Q2 21/22 to 15 Aug-21  7.5% 

Q1 21/22 3.6% 

1 Year to Jun-21 (4.0%) 

3 Years to Jun-21 (pa) 4.9% 

5 Years to Jun-21 (pa)  4.6% 

 
The Fund’s allocation to Index-Linked Bonds increased from 5.3% at 30 April 

2021 to 5.6% at 31 July 2021 (0.4% underweight), reflecting relative market 

strength. The Fund’s allocation at 31 July 2021 comprised 80% UK Index-

Linked Bonds (UK Linkers) and 20% US Treasury Inflation Protected Bonds 

(US TIPS). 

 

Mr Fletcher has maintained his recommended allocation to UK Linkers at 5% 

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

weighting. Mr Fletcher continues to believe that UK Linkers are over-valued 

and long-term investors should look elsewhere for inflation protection.  Mr 

Fletcher also notes that US TIPS are no longer cheap relative to US inflation 

expectations, and the Fund should take ‘profits’ on these bonds.  

 

Markets have become increasingly concerned about higher inflation over the 

last few months’ driven by the ‘post Covid-19’ economic recovery; high-

savings rates (which could reverse and lead to a spending surge), and US 

policy stimulus. However, it is unclear whether this will be a short-term 

increase or lead to longer term inflation pressures. The IIMT believes that the 

potential for higher inflation, either in the short or longer term, supports the 

Fund’s current Index-Linked bonds allocation, and therefore recommends that 

the weighting is maintained at 5.6%.  The IIMT also recommends maintaining 

the Fund’s current exposure to US TIPS, noting that these offer diversification 

and protection against rising US inflation expectations. 
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2.22 Corporate Bonds 

 

DPF Weightings 

 

Intermediate Neutral 6.0% 

Final Neutral 6.0% 

Actual 31.7.21 6.4% 

AF Recommendation 6.0% 

IIMT Recommendation 6.4% 

  

Benchmark Returns (GB£) 

Q2 21/22 to 15 Aug-21  1.4% 

Q1 21/22 2.3% 

1 Year to Jun-21  2.9%  

3 Years to Jun-21 (pa) (1) n/a  

5 Years to Jun-21 (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 £23m in May 2021 increased the Fund’s allocation to Global 

Investment Grade bonds from 6.0% at 30 April 2021 to 6.4% at 31 July 2021; 

0.4% overweight.   

 

Mr Fletcher notes that in light of low level of yield spread relative to 

government bonds, he recommends that the Fund maintains a neutral 

allocation of 6% to Corporate Bonds (i.e. investment grade bonds). Mr 

Fletcher believes that should government yields rise, corporate bond yields 

are likely to rise at roughly the same pace, which could lead to negative 

returns. 

 

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

narrowed significantly since spiking in March 2020. Furthermore, it is unclear 

whether the current level of yield spread compared to government bonds 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. However, investment grade bonds are likely to be more 

defensively positioned relative to Growth Assets, should markets experience 

any further weakness.  As a result, the IIMT recommends maintaining the 

current 0.4% overweight allocation of 6.4% to the asset class. 
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2.23 Cash 

 

The Cash weighting at 31 July 2021 was 5.6% (3.6% overweight relative to 

the intermediate benchmark), down from 7.2% at 31 July 2021, reflecting 

cumulative net investment of around £77m over the three months to 31 July 

2021. 

 

Mr Fletcher has maintained his 4% weighting in Cash (2% overweight) funded 

from underweight positions in Conventional Bonds (1%) and Index-Linked 

Bonds (1%), reflecting the extremely low yield and high duration risk currently 

attached to those asset classes.  Mr Fletcher notes that given the current 

valuation of all investment markets, together with the Fund’s upcoming 

contractual commitments, he is not in a hurry to reduce the cash allocation. 

 

The IIMT notes that whilst global markets have recovered strongly following 

the sharp sell-off in Q1-20, the recovery has been heavily dependent on 

substantial and unprecedented central bank monetary support and national 

government fiscal support. Any change of tone from the central banks is likely 

to have a material effect on markets. Furthermore, whilst the roll-out of 

vaccines appears to be progressing well, particularly in developed markets, 

the speed of rollout is uneven, and a number of countries continue to face 

rising new cases, and the impact of new variants remains a sizeable risk. 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 in some countries (including the risk of new 

variants); rising inflationary pressures; rising geopolitical uncertainty; 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 £180m over the course of 2021-22), 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. 
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3 Implications 
 
3.1 Appendix 1 sets out the relevant implications considered in the 

preparation of the report. 
 
4 Background Papers 
 
4.1 Papers held in the Investment Section. 
 
5 Appendices 
 
5.1 Appendix 1 – Implications. 
5.2 Appendix 2 – Report of independent external adviser. 
5.2 Appendix 3 – Portfolio Valuation Report at 31 July 2021. 
 
6 Recommendation(s) 
 
That Committee:  
 
a) note the report of the independent external advisor, Mr Fletcher. 
b) note the asset allocations, total assets and long-term performance 

analysis set out in the report. 
c) approve the IIMT outlined in the report. 
 
7 Reasons for Recommendation(s) 
 
7.1 Both Mr Fletcher’s report and the analysis set out in this report in 
respect of asset allocation, total assets and long-term performance provide an 
overview of the Fund’s investment strategy and performance track-record on 
which to assess the asset allocation positioning for the Fund for the upcoming 
quarter. 
 
7.2  The rationale for each of the IIMT asset allocation recommendations 
included in this report is set out in Section 2.  
 
 
Report Author: Peter Handford  

Director of Finance & ICT    
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Appendix 1 
 
 
Implications 
 
Financial  
 
1.1 None 
 
Legal 
 
2.1 None 
 
Human Resources 
 
3.1 None 
 
Information Technology 
 
4.1 None 
 
Equalities Impact 
 
5.1 None 
 
Corporate objectives and priorities for change 
 
6.1 None 
 
Other (for example, Health and Safety, Environmental Sustainability, 
Property and Asset Management, Risk Management and Safeguarding) 
 
7.1 None 
 
 
 
 
 
 
 
 
 
 
 


