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Agenda Item 4(a) 
 

DERBYSHIRE COUNTY COUNCIL  
 

PENSIONS AND INVESTMENTS COMMITTEE 
 

1 June 2016  
 

Report of the Director of Finance 
 

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 approve the investment 
strategy in the light of recommendations from the Director of Finance and the 
Fund’s independent advisor. 
 
2 Information and Analysis  
 

(i) Report of the External Advisor 
 
The Director of Finance welcomes the Fund’s new Independent 
Adviser, Mr Anthony Fletcher of AllenbridgeEpic Investment Advisers 
Limited, to his role. A copy of Mr Fletcher’s first report, incorporating his 
view on the global economic position, factual information for both global 
market returns, the performance of the Fund and his recommendations 
on investment strategy and asset allocation, is attached in Appendix 1. 

 
(ii) Asset Allocation and Recommendation 

 
The Fund’s latest asset allocation as at 30 April 2016 and the 
recommendations of the Director of Finance and Mr Fletcher, in relation 
to the Fund’s benchmark, are shown in the table below.   
 
The table also shows the recommendations of the Director of Finance 
adjusted to reflect the impact of future investment commitments.  These 
commitments largely relate to Alternatives and Property and totalled 
£114m at 30 April 2016.  Whilst the timing of drawdowns is difficult to 
predict, the In-house Investment Fund Manager Team (IFMT) believe 
that these are likely to occur over the next 18 months. 
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Asset Category Benchmark Fund 
Allocation 

Fund 
Allocation 

Permitted 
Range 

Benchmark 
Relative 

Recommendation 

Recommendation Recommendation 
Adjusted for 

Commitments (**) 

Benchmark 
Return 

 Old New (*) 31/1/16 30/4/16  AF 
01/6/16 

DPF 
01/6/16 

AF 
01/6/16 

DPF 
01/06/16 

DPF 
01/06/16 

3 Months to 
30/4/16 

            
Equities 64.0% 60.0% 66.6% 66.5% +/- 8% +2.0% +5.9% 62.0% 65.9% 65.9% n/a 
UK Equities 34.0% 28.0% 32.0% 31.1% +/- 6% - +2.6% 28.0% 30.6% 30.6% 3.9% 
Overseas Equities 30.0% 32.0% 34.6% 35.4% +/- 6% +2.0% +3.3% 34.0% 35.3% 35.3% n/a 

N. America 9.0% 11.0% 11.2% 11.2% +/- 4% -2.0% +0.2% 9.0% 11.2% 11.2% 4.5% 
Europe 9.0% 9.0% 9.0% 9.0% +/- 4% +1.0% - 10.0% 9.0% 9.0% 3.8% 
Japan 5.0% 5.0% 6.4% 6.3% +/- 2% +1.0% +1.2% 6.0% 6.2% 6.2% 3.1% 
Pacific ex-Japan 4.0% 4.0% 5.0% 5.2% +/- 2% +1.0% +1.2% 5.0% 5.2% 5.2% 7.3% 
Emerging Markets 3.0% 3.0% 3.0% 3.7% +/- 2% +1.0% +0.7% 4.0% 3.7% 3.7% 10.9% 

Bonds 24.0% 22.0% 19.8% 18.6% +/- 5% -3.0% -3.2% 19.0% 18.8% 19.6% n/a 
Conventional  9.0% 6.5% 7.2% 6.4% +/- 3% -3.0% - 3.5% 6.5% 6.5% 0.1% 
Index-Linked 8.0% 6.5% 6.9% 6.7% +/- 3% -3.0%       - 3.5% 6.5% 6.5% (1.3%) 
Corporate 7.0% 6.0% 5.4% 5.3% +/- 3% +3.0% -0.7% 9.0% 5.3% 5.3% 2.6% 
Multi-Asset Credit - 3.0% 0.3% 0.3% +/- 2% - -2.5% 3.0% 0.5% 1.3% 3.5% 
Property 7.0% 9.0% 6.0% 6.7% +/- 3% - -1.3% 9.0% 7.7% 8.0% 1.0% (***) 
Direct 5.0% 5.0% 3.2% 3.7% +/- 2% +1.0% -1.1% 6.0% 3.9% 3.9% 1.0% (***) 
Indirect  2.0% 4.0% 2.8% 3.0% +/- 2% -1.0% -0.2% 3.0% 3.8% 4.1% 1.0% (***) 
Alternatives 3.0% 7.0% 3.5% 3.4% +/- 3% +1.0 -3.3% 8.0% 3.7% 4.6% n/a 
Infrastructure 1.5% 3.0% 1.7% 1.7% +/- 2% +1.0% -1.0% 4.0% 2.0% 2.1% 0.6% (***) 
Private Equity 1.5% 4.0% 1.8% 1.7% +/- 2% - -2.3% 4.0% 1.7% 2.5% 3.9% 
Cash 2.0% 2.0% 4.1% 4.7% 0 – 8% - +1.9% 2.0% 3.9% 1.9% 0.1% (***) 

 
(*)   The New Benchmark came into effect on 1 October 2015 
(**)  Recommendation adjusted for investment commitments at 30 April 2016 
(***) Benchmark Return for the three months to 31 March 2016 
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Relative to the benchmark, the Fund as at 30 April 2016 was 
overweight in equities and cash but underweight in bonds, property and 
alternative investments.   
 
(iii) Investment activity since the last meeting 

 
Equities outperformed Bonds between 1 February 2016 and 30 April 
2016.   Equities had started the year in a cautious mood following the 
US Federal Reserve’s first increase in interest rates in nine years in 
December 2015, with the prospect of more rises to come. However, the 
language from the US central bank became less hawkish at the time of 
the January meeting when policymakers agreed that tightening 
conditions in global financial markets may have changed the profile of 
the previously anticipated programme of rate increases. This more 
dovish language from the US was followed in March by the 
announcement of a bigger than expected stimulative move by the 
European Central Bank. The suggestion of a more accommodative 
stance from central banks, together with a reduction in concerns about 
growth prospects in China, gave a boost to commodities and equities. 
This had the impact of increasing the Fund’s weighting in Equities 
relative to Bonds before net investment. Sterling weakness on 
mounting Brexit concerns boosted returns from overseas equity 
markets. 
 
Net divestment between 1 February 2016 and 30 April 2016 totalled 
£10.2m, principally reflecting divestment in respect of UK Equities 
(£13.9m) and Conventional Bonds (£17.8m), together with capital 
returns of £6.8m in respect of Alternative assets. This was partly offset 
by investment into Emerging Market Equities (£16.1m) and Property 
(£15.1m).  
 
UK Equities 
At the last meeting it was agreed that the Fund’s weighting be reduced 
by 0.3% to 31.7%, 3.7% overweight.  Divestment of £13.9m combined 
with relative market weakness, reduced the weighting to 31.1% at 30 
April 2016. 

 
North American Equities 
It was recommended that the Fund maintain a broadly neutral weighting 
of 11.2%. There were minimal transactions in the period and the Fund 
reported a weighting of 11.2% at 30 April 2016. 
 
European Equities 
It was recommended that the Fund maintain a neutral weighting of 
9.0%.  There were no transactions in the period and the Fund reported 
a neutral weighting in line with that recommended at 30 April 2016. 
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Japanese Equities 
 At the last meeting it was recommended that the Fund maintain its 
overweight weighting of 6.4%.  Whilst there were no transactions in the 
period, relative market weakness reduced the weighting slightly to 6.3% 
at 30 April 2016.  
  
Asia/Pacific ex-Japan Equities 
It was recommended that the Fund maintain a 1.0% overweight position 
of 5.0%.  There were minimal transactions in the period but relative 
market strength increased the weighing to 5.2% at 30 April 2016. 
 
Emerging Markets Equities 
It was agreed that the Fund would increase its weighting by 0.5% to 
3.5%. Net investment of £16.1m in the period, combined with relative 
market strength, increased the weighting to 3.7%. 

 
Bonds 
 
Conventional bonds 
At the last meeting the IFMT recommended reducing the weighting to 
6.7%, 0.2% overweight.  Net divestment of £17.9m together with the 
underperformance of Conventional Bonds against equities reduced the  
weighting to 6.4% at 30 April 2016. 
 
Index-Linked bonds 
It was recommended that the Fund maintain a weighting of 6.9%. There 
were no transactions in the period but relative market weakness 
reduced the weighting to 6.7% at 30 April 2016. 

 
Corporate bonds 
At the last meeting it was agreed that the Fund maintain its current 
weighting of 5.4%.  Whilst there was no net investment in the period, 
relative market weakness reduced the weighting to 5.3% at 30 April 
2016. 
 
Property 
It was agreed that the Fund should increase its Direct Property 
weighting by 0.2% to 3.4%.  Net investment of £7.9m, combined with 
the positive impact of a period end revaluation, increased the weighting 
to 3.7% at 30 April 2016. 
 
It was recommended that the Indirect Property weighting be increased 
by 0.3% to 3.1%.  Net investment totaled £7.2m, and the Fund’s 
weighting increased to 3.0% at 30 April 2016.  
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Alternatives 
It was recommended that the Infrastructure weighting of 1.7% be 
maintained. There were minimal transactions in the period and the 
weighting remained unchanged at 30 April 2016. 
 
It was recommended that the current Private Equity weighting of 1.8% 
be maintained.  There was a small capital return in the period and the 
weighting fell by 0.1% to 1.7% at 30 April 2016. 

 
 Cash 
It was agreed at the last meeting that the cash weighting be reduced by 
0.1% to 4.0%.  The actual cash weighting at 30 April 2016 was 4.7%, 
largely reflecting  a larger than expected divestment of UK Equities, as 
the IFMT locked in very sharp increases in certain commodity related 
equities, and a timetable slippage on an indirect property investment. 
 
Total Investment Assets 
 
The Fund’s investment assets at 30 April 2016 were valued at 
£3,666.4m, £137.5m higher than at 31 January 2016 largely reflecting 
the positive returns noted earlier. Over the twelve months to 30 April 
2016 the value of the Fund has been as follows: 
  

 
 
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.   
 
 



PUBLIC 
 
 

6 

Market returns over the last 12 months  
 

 

The chart opposite shows market returns 
for world equities together with UK Fixed 
Income and UK Index-Linked bonds 
between 20 May 2015 and 19 May 2016.  
 
The chart demonstrates that markets have 
been volatile over the last twelve months; 
a feature which the IFMT believe is likely 
to continue for the foreseeable future. 
 
As noted earlier, Equities outperformed 
Bonds over the three months to 30 April 
2016 reflecting the Fed’s more dovish 
language and a larger  than expected 
stimulative move by the European Central 
Bank. The suggestion of a more 
accommodative stance from central 
banks, together with a reduction in 
concerns about growth prospects in 
China, has also boosted commodities and 
equities.  
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(vi) Longer Term Performance 
 
Figures provided by the WM Company show the Fund’s performance 
over 1, 3 and 5 years to 31 March 2016.  Comparable performance for 
the 10 years to 31 March 2016 is not yet available, and the 
performance presented relates to the 10 years to 31 March 2015.   
 
Per annum DPF Benchmark 

Index 
1 year (0.7%) (0.7%) 
3 year 5.8% 5.6% 
5 year 7.0% 6.8% 
10 year  8.3% 7.9% 

 
The Fund performed in line with its benchmark over the one year period  
and outperformed over the 3, 5 and 10 year periods. 

 
(v) Investment Recommendations 
 

 UK Equities 
 
Mr Fletcher recommends a neutral weighting in UK Equities believing 
that the relatively high dividend yield should compensate for 
disappointing earnings growth. Mr Fletcher anticipates a possible 
market re-rating post the Brexit referendum, providing there is no 
setback in global growth. The UK market does not appear to offer 
particularly good value on a price earnings basis but earnings have 
been depressed by the heavy resource weighting in the index and if the 
sharp bounce back in commodity prices is sustained market earnings 
forecasts should improve. The internal team agree that the above 
average dividend yield provides support to the UK market, particularly 
in the current yield constrained environment and that a relief rally could 
follow the referendum in June. The IFMT continue to recommend 
reducing the exposure to UK Equities towards the neutral position, and 
would aim to take advantage of any market strength surrounding the 
forthcoming EU vote. A 0.5% reduction to 30.6% is recommended. 
 
North American Equities  
 
Mr Fletcher recommends a 9% allocation to US equities, which 
represents a 2% underweight position, highlighting that despite 
reasonable underlying economic growth, earnings per share and 
corporate profitability are in decline and the strength of the US dollar is 
a burden on exporters. With US equities trading on 18x earnings, the 
IFMT concur that the US market is richly valued with little room for 
disappointment, particularly given stretched corporate margins. The 
market in the US is also at the mercy of unpredictable pronouncements 
from the Federal Exchange and continued uncertainty surrounding the 
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Presidential Elections in November. However, better hiring and capital 
spending intentions are encouraging and the strength of the dollar 
against sterling continues to offer support to UK based investors. With a 
persisting restricted pot of attractive alternative investment 
opportunities, the IFMT recommend a maintained weighting of 11.2%. 
 
European Equities  
 
Mr Fletcher recommends a 10% position in European Equities, which 
would represent a 1% overweight allocation, noting that easing 
monetary policy in the region is aimed at making it easier for companies 
to gain access to credit. Mr Fletcher also points out that growth in the 
first quarter of 2016 has been strong in Europe. The IFMT believe that 
the increasingly accommodative stance of the European Central Bank 
is likely to continue to provide support to European markets. However, 
given the challenges that remain in the area, including continued 
tensions between member states of the eurozone, upcoming national 
elections and the on-going refugee crisis, a maintained neutral 
weighting of 9% is recommended by the internal team. 

  
Japan 
 
Mr Fletcher recommends an overweight allocation of 1% to Japanese 
equities, representing a weighting of 6%, encouraged by the large cash 
balances carried by companies in the region which have led to 
increased dividends and share buybacks. The IFMT recommend a 
slightly higher weighting of 6.2%, continuing to believe that the massive 
monetary easing implemented by the Bank of Japan will result in 
persisting weakness in the yen, which provides a boost to the earnings 
of the country’s exporters. Japanese equities should also be supported 
by increasing recognition that improving corporate governance is 
resulting in positive changes in corporate behaviour. 
 
Asia Pacific Ex Japan 
 
Mr Fletcher recommends a weighting of 5% in this region, representing 
an overweight allocation of 1%, with markets showing interesting levels 
of valuation following a difficult period. The IFMT believes that, despite 
some upheavals, the outlook in this area remains positive with the long 
term investment case undiminished. An overweight position of 5.2% is 
recommended.  
 
Emerging Markets 
 
Mr Fletcher recommends a 1% overweight allocation to Emerging 
Market equities, representing a weighting of 4%. Regional growth of 
twice the rate experienced in the developed economies is highlighted 
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by Mr Fletcher. Following the recent addition of funds to this asset 
class, the IFMT recommend a slightly smaller overweight position of 
3.7%, particularly in light of the strong recent bounce in the region’s 
equity markets.  
 
Bonds 
 
Mr Fletcher recommends a 3% underweight weighting for the overall 
bond portfolio which equates to an allocation of 19.0%. The Fund’s 
allocation is currently 18.6% and the IFMT recommend increasing this 
to 18.8%.  
 
Mr Fletcher regards the current low level of bond yields as a reflection 
of market positioning going into the market turmoil and the extreme risk 
aversion generated in credit and equity markets, with low yields offering 
little more than protection against the need for liquidity. Mr Fletcher, 
therefore, recommends a 3% underweight position in both Conventional 
and Index Linked Bonds. Within the Index Linked allocation, Mr 
Fletcher approves of the IFMT’s allocation to US Index Linked stocks 
due to their higher yields and lower maturities compared to UK Index 
Linked.  The IFMT continue to recommend neutral positions of 6.5% for 
both Conventionals and Index Linked given the difficulty of sourcing 
attractive alternative investments at the present time.  
 
Mr Fletcher recommends a 3% overweight position in Corporate Bonds 
which represents an allocation of 9%, believing that the higher yield and 
shorter maturity of the asset class will offer protection to total return 
when government bond yields start to raise on a sustainable basis. Mr 
Fletcher also recommends investment in a more aggressive Investment 
Grade Corporate Bond fund, and consideration of High Yield Bonds 
and Emerging Market Debt. The IFMT continues to recommend an 
underweight position in Corporate Bonds of 5.3% and maintenance of 
the relatively defensive position within the asset class. While spreads 
over sovereign bonds are wide of all-time lows, absolute yields have 
continued to fall and offer little protection against the withdrawal of 
stimulus caused by quantitative easing, which many commentators 
view as having deferred the usual default cycle.  
 
Mr Fletcher recommends increasing the Multi-Asset Credit allocation to 
the neutral position of 3% as soon as possible whilst acknowledging the 
higher level of due diligence required to source such investments. The 
IFMT team continue to assess new opportunities in this sector with the 
aim of achieving a neutral position within twelve months. In the 
meantime, the IFMT recommend an increase in the Multi-Asset Credit 
weight to 0.5%. The recommended weighting including commitments 
made but not yet drawn is 1.3%.  
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Property 
 
Mr Fletcher recommends a neutral weighing of 9% in property as a 
whole with a preference for a 1% overweight position in Direct Property 
and a 1% underweight position in Indirect Property. The IFMT believe 
that property continues to look attractive for those investors seeking 
income. With property yields near to historic lows, it is expected that the 
boost to the sector from falling yields is now over. Property returns from 
this point are likely to be driven by development surpluses and rental 
growth. The IFMT continue to recommend moving towards a neutral 
position in property. The external Discretionary Manager for Direct 
Property is actively assessing potential new investments and the 
recommended near term weighting is 3.9%, an increase of 0.2% on the 
current position.  
 
Due diligence has now been completed on a number of Indirect 
Property investments. The IFMT recommend increasing the weighting 
in this asset class to 3.8%. Factoring in existing commitments, this 
would take the weighting in Indirect Property to 4.1% against a neutral 
position of 4%. 
 
Alternatives 
 
Mr Fletcher recommends a 1% overweight position in Alternatives with 
a preference for a 1% overweight position in Infrastructure and a 
neutral position in Private Equity. The Fund is currently underweight in 
Infrastructure reflecting the introduction of the new benchmark in 
October 2015. Following completion of the due diligence on a new 
investment, the IFMT recommend a 0.3% increase in the Infrastructure 
weighting to 2.0%; existing commitments increase the recommended 
weighting to 2.1%. Two further potential Infrastructure investments are 
in the pipeline which would increase the allocation to this asset class by 
a further 0.8%, although at this stage these commitments have not 
been finalized and are not included in the recommendations table. 
 
The IFMT recommend maintaining the current Private Equity weighting 
of 1.7% while new opportunities continue to be assessed. Future 
commitments will increase this allocation to 2.5%. 
 

 Cash 
 
Mr Fletcher recommends a neutral position of 2.0%.  The current 
weighting is 4.7%, 2.7% overweight.  Whilst it remains the long term 
objective to achieve a neutral weighting of 2.0%, this will take time.   
The IFMT forecast that the cash flow impact of the investment 
opportunities reflected in this report should reduce the cash weighting 
to 3.9% over the upcoming quarter. 
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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. 
 
5 Officer’s Recommendations 

 
5.1 That the report of the external advisor, Mr Fletcher, be noted.   

 
5.2 That the asset allocations, investment activity and long term 

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

PETER HANDFORD 
 

Director of Finance 
 
 



Investment report for Derbyshire Pension fund 

Meeting date 1st June 2016 

Date of paper 13th May 2016 

1. Market Background 

The table below shows the total investment return in Pounds sterling for the major asset classes; 
year to date as at the 12th May 2016, 3 months and 12months to the end of March 2016. 

% Total return dividends reinvested 
 Market returns 
  Period end 31st March 2016 
 Year to date  

12th May 2016 
3 months 12 months 

FTSE All-Share -1.0 -0.4 -3.9 
    
FTSE World ex UK 2.2 3.2 0.4 
North America 3.7 4.2 3.6 
Europe ex UK -0.6 0.6 -4.2 
Japan -2.9 -4.3 -3.3 
Pacific ex Japan 3.2 7.2 -5.4 
Emerging Equity Markets 4.1 8.6 -9.0 
    
UK Gilts - Conventional All Stocks 5.2 4.9 3.2 
UK Gilts - Index Linked All Stocks 4.2 5.7 1.7 
Overseas Bonds 10.5 9.8 9.8 
    
Property IPD monthly - 1.1 11.7 
Cash 7 day LIBID 0.1 0.1 0.3 
 

The Monetary Policy Committee (MPC) of the Bank of England decided to leave the Base Rate 
unchanged at each of its monthly policy meetings so far this year.  The decision to keep the base rate 
and the asset purchase facility unchanged at £375 billion was agreed by all 9 of the voting members. 

Compared to the February quarterly inflation report, the report published on the 12th May 2016 has 
again revised down the forecast for GDP in 2016, 2017 and 2018.  It also pushes out into the first 
quarter of 2018 the likelihood of CPI inflation hitting the 2% target, indeed it now projects a lower 
outcome for inflation in 2017.  Having set out the MPC’s central case forecasts for Inflation and 
growth, the report and Mr Carney’s commentary at the press conference highlight the main risk to 
the forecasts as being the outcome of the EU Referendum. 

CPI inflation rose to 0.5% in March, although it probably fell back to 0.3% in April. The low rate of 
inflation mainly reflects the effects of past falls in energy and food prices, but it also reflects the 
effects of the past appreciation of sterling on other imported goods and services prices, and 
subdued domestic cost growth. Inflation is projected to rise gently over the summer months as the 
effects of those external factors continue to fade, with the recent pickup in oil prices supporting that 
rise. Further ahead, domestic cost pressures are expected to pick up gradually. Inflation expectations 
are judged to remain broadly consistent with the MPC’s 2% target. 

 



Bond Markets 

The end of 2015 pretty much marked the peak in bond yields in all countries and sectors.  Since then 
bonds have produced strong positive returns, outperforming most developed equity markets.  Some 
of the strongest returns have come from government rather than non-government bonds. 

Over the first quarter, the yield available from conventional UK government bonds (gilts), fell in all 
maturities.  10 year gilt yields fell the most from 1.99% on the 31st December 2015 to 1.41% at 31st 
March 2016 and while yields did rise in April, as at the time of writing the benchmark 10 year gilt is 
yielding 1.38%, which is close to the all-time low in yield of 1.23% recorded on 11th February 2016.  
Similarly 30 year gilt yields fell from 2.69% to 2.29% over the quarter and are currently yielding 
2.25%. 

Index linked gilts saw a similar if more muted fall in their real yield.  The real yield on 10 year index 
linked gilts fell from -0.6% on the 31st of December 2015 to -1.0% at the end of March 2016, 30 index 
linked yields fell slightly less from -0.64% to -0.9%.  However because of the longer maturity of this 
asset class the total return over the quarter is higher.  Index linked gilts are currently yielding -0.92% 
for 10 years and -0.8% for 30 years, possibly reflecting the higher uncertainty of the outcome for 
inflation expressed by the MPC in the run up to the referendum. 

Before moving on to Equity returns over the quarter, I would like to reflect on the performance of 
other bond markets around the world.  In the US, Europe and Japan, government bond yields have 
followed a similar path to those in the UK, the only difference being the nominal level of yield.  
Taking 10 year benchmark yields for these countries as a reference point:- in the US they started the 
quarter at 2.27% falling to 1.77%, in Germany 0.63% falling to 0.15% and in Japan, the most indebted 
nation, in the world +0.27% falling to -0.03%. 

Representative indices for Investment grade UK non-government, Global Emerging Market debt and 
Global High Yield (sub investment grade) bonds show a similar performance pattern, but because of 
the linkage of these asset classes to the performance of companies, the returns are more volatile 
and, with the exception of Emerging Market debt, lower than the total return achieved by 
Government bond markets over the first quarter of 2016. 

Equity markets 

Equity Markets were extremely volatile over the first quarter with prices for the majority of indices 
falling sharply to mid-February before making a dramatic recovery to finish the quarter 3 to 4% 
ahead of where they started.  The currency translation effect of the weakness of sterling had a 
marked effect on the performance of non UK market indices.  As a result these indices, with the 
exception of Japan, significantly outperformed the -0.4% total return of the FTSE All share index.   

The 12 month returns for equity market indices, with the notable exception of North America, are 
negative.  While it is true that the US equity market did outperform the UK, about 4% of the total 
return difference can be accounted for by the strength of the US dollar over the last year.  The FTSE 
all Share index achieved a total return of -3.9% over the period. 

To echo what Philip Williams mentioned in his last report, an actuarial valuation based on the 31st 
March 2016 valuation and the level of gilt yields is unlikely to be favourable. 

   

  



2. Investment Performance 

The table below shows the performance of the Derbyshire Pension Fund versus the fund specific 
benchmark for the 3 and 12 month periods to the end of March 2016.  The WM data shows that the 
fund performed in line with the fund specific benchmark in both periods.  Furthermore the WM 
attribution data suggests that asset allocation was very slightly negative whereas stock selection was 
positive in both periods.     

% Total return  
31st March 2016 

3 months 12 months 

 Derbyshire  
Pension 

Fund 

Benchmark Derbyshire  
Pension Fund 

Benchmark 

     
UK Equity -1.0 -0.4 -3.5 -3.9 
     
Overseas Equity     
North America 1.2 4.2 3.2 3.6 
Europe 0.1 0.2 -4.3 -4.4 
Japan -3.5 -4.3 -3.9 -3.3 
Pacific 3.4 4.6 -8.1 -8.2 
Emerging markets 8.4 8.8 -7.1 -8.9 
     
UK Gilts 4.9 4.9 3.7 3.2 
UK and Overseas Inflation Linked 5.9 5.7 1.0 1.7 
UK Corporate bonds 2.6 3.0 0.1 0.2 
Overseas bonds   2.0# n/a 
Pooled bonds* 0.0 0.9   
     
Alternatives (all sectors) 7.3 0.2 14.2 -0.7 
Property (all sectors) 8.3 1.0 14.6 11.4 
Cash 0.3 0.1 0.8 0.3 
     
Total Fund 1.6 1.6 -0.7 -0.7 
     
*pooled bonds = multi asset credit 
# not invested over whole period, no benchmark available 

Equity performance 

The largest allocation in the fund is to the UK equity market representing 31% of the total fund 
assets at the end of the quarter.  Relative to the FTSE All Share index, this element of fund 
underperformed its benchmark over the quarter, but more importantly it continues to show strong 
outperformance of the benchmark on rolling 1, 3 and 5 year periods. 

The next largest equity allocation is to North America in an active segregated portfolio managed by 
Wellington.  In the first quarter this component of the fund significantly underperformed its 
benchmark with a negative impact on 12 month returns.  However the rolling 3 and 5 year results 
are very good and remain well ahead of benchmark in what is one of the more difficult markets to 
outperform. 



The continental European equity portfolio is passively managed by UBS.  The 3 and 12 month returns 
are slightly behind benchmark.  As noted by Philip Williams it is unlikely that this component of the 
fund will have any chance of recouping the 3 and 5 year underperformance until it is returned to 
active management. 

The other equity assets in the Pacific Basin, Japan and Emerging Markets are managed in-house via 
pooled vehicles.  In the latest quarter the absolute return from Japanese investments was negative 
but much better than benchmark.  Relative to the benchmark, the 12 month returns continue to 
improve and the returns over rolling 3 and 5 years are excellent.  The underperformance of the 
Pacific ex Japan in the first quarter has dragged down the 12 month result, but the 3 year and 5 year 
result remains excellent. Turning to Emerging Markets, equity performance in this area remains 
challenging, investment returns were slightly behind a the strong absolute returns in the 1st quarter, 
but very strong relative returns in the 2nd half of 2015 have helped produce an excellent positive 
relative return for the 12 month to end March 2016.  However the 3 year numbers have some way 
to go to recover into positive territory. 

Fixed Income Performance 

Turning to the performance of the fixed income investments, as mentioned above bonds enjoyed a 
strong rebound in performance over the quarter as the outlook for growth declined and the 
prospect of an imminent increase in interest rates receded.  UK conventional government bonds 
(gilts) managed by the in-house team produced strong positive returns albeit only in line with the 
market.  However the 12 month outperformance of the benchmark is significant and a 0.7%pa 
outperformance of the benchmark over 5 years can only be described as excellent.  Another difficult 
to outperform market segment is UK Index Linked Gilts.  These bonds tend to perform based more 
on “demand and supply” rather than economic or inflationary expectations, as result it is difficult to 
judge their true relative value.   The in-house team has invested in a combination of UK Index Linked 
Gilts and their equivalent, US Treasury Inflation Protected Securities (TIPS).  The TIPS market 
provides a higher yield at lower yield sensitivity and is more driven by economic fundamentals than 
UK index Linked.  Over the quarter this combination outperformed the benchmark.  Longer term 
results remain behind the benchmark reflecting the stronger performance of UK inflation protected 
bonds. 

The UK corporate bond market underperformed the government market over the quarter and 12 
month periods.  The in-house team’s fund selection is clearly more defensive and probably higher 
quality than the benchmark.  While performance is broadly in line with the benchmark over 12 
months, over the longer term it continues to underperform. 

In the new benchmark there is a 3% benchmark allocation to “Multi Asset Credit”.  This is a new area 
of investment for the fund and one which offers significant return and diversification characteristics.  
Yields available from assets in this sector are significantly higher than from traditional markets, 
however they tend to be less liquid and require intensive research.  The in-house team has made an 
investment commitment of £40 million to the Babson Global Private Loan Fund, so far £10 million 
has been drawn by the manager.  Once fully invested this will represent 1.1% of total DPF assets 
under management.  The team is working hard on increasing this allocation through examination of 
other opportunities.  This will take time because investment in the area is resource intensive and is 
essential to ensure good quality assets are purchased. 

 

 



Alternatives 

The in-house team’s portfolio of investments in Private Equity and Infrastructure continues to enjoy 
excellent absolute returns in all periods.  At the end of the quarter the allocation had increased to 
3.4% with a further 1.0% committed but as yet uninvested by the selected Private Equity managers.  
Investment in this area is a resource intensive exercise and once a manager has been identified the 
DPF is reliant on funds being invested. In addition to these investments the team remains extremely 
active in researching new opportunities in this asset class and committed to increasing the 
allocation. 

Property  

Property remains one of the strongest performing asset classes.  Taking the performance of Real 
Estate Investment Trusts (REITS) as a guide; the absolute return of the market was very strong in the 
first quarter and 12 months to the end of March 2016.  The in-house team uses a mixture of indirect 
property investment vehicles and an external manager Colliers Capital, for investments in “bricks 
and mortar”.  The aggregate allocation to property has performed in line with REITS and is well 
ahead of the WM measure on a 3 and 12 month time horizon, and it is in line with the strong 3 and 5 
year total returns of the WM universe.  Asset Allocation is increasing but remains below benchmark, 
the team continues to seek good investments in this area.  Investment in Property, as with 
Alternatives and Multi Asset Credit is resource intensive and requires high quality due diligence to 
ensure good quality assets are purchased. 

 

3. Economic and Market outlook 

Economic background 

The first quarter of 2016 has been marked by a substantial increase in financial market volatility, as 
concerns about growth in China spilled into lower commodity prices, higher non-government bond 
yields, sharply lower global equity markets and increased fear of recession in the developed 
economies.  It was quite a turn around after the relative optimism of the fourth quarter of 2015 
which saw the US Federal Reserve choose to increase the key policy Funds Rate by 0.25% for the first 
time in 10 years. 

By the middle of February the equity markets were, in some cases, more than 10% below the start of 
the year and looking like they were about to enter a more meaningful period of negative price 
movement.  Government bonds were at, or approaching new all-time lows in yield, volatility was 
high and sentiment pessimistic.  From this extreme, markets quickly rebounded on the back of policy 
action from the Bank of Japan, the ECB, the Bank of China and better than expected Chinese 
economic data.  The US Federal Reserve softened its tone and lowered the path for US interest rates 
increases over the balance of the year.  This was accompanied by the February UK inflation report 
that lowered the expectation for UK growth and inflation.   

While this degree of volatility turned out to be excessive, there is no escaping the fact that growth, 
in developed and emerging markets alike, is now expected to be lower in 2016.  This is reflected in 
the Global Purchasing Managers’ Index (PMI) for manufacturing; which as of the end of April is now 
reading 50.1.   The component indices show a further contraction in new orders, and global trade, in 
both developed and emerging market economies. 



The UK economy continues to grow; outperforming Japan and the US, but underperforming the 
Eurozone.  However all the major economies are expected to grow at a slower rate in 2016 than they 
did in 2015.  The Bank of England’s Inflation report, published in May, shows a further downward 
revision in UK growth and inflation expectations.  Even the chancellor Mr Osborne had to accept, in 
his Budget Speech in March, that the projections of growth and the prospects for an improvement in 
the Government’s fiscal positon had deteriorated somewhat since the Autumn Statement in 
November 2015. 

Commentators are in broad agreement that the uncertainty about the outcome of the referendum 
on Europe has had an impact on economic activity and sentiment.  Growth in retail sales, 
employment and service sector activity have all slowed since the beginning of the year and some 
investment plans seem to have been shelved until after the vote.  Indeed the Governor of the Bank 
of England rightly pointed out in his inflation report press conference that “The MPC judges that the 
most significant risks to its forecast concern the referendum.” He even went so far as to estimate 
that around 50% of the fall in the value of Sterling since November can be attributed to this 
uncertainty.  Equally the UK equity markets have underperformed the rest of the world, in the year 
to date (12th May 2016) and in their recovery from the February 2016 lows.  A vote to “remain” by a 
significant majority could unwind this pessimism and cause a significant rally post the 23rd of June, 
but at the moment the opinion surveys put the outcome within the margin of error of the 
calculations.  A narrow result either way could potentially be the worst of all possible outcomes as 
the clamour for further renegotiations of our settlement with Europe and the ramifications for our 
political class pan out in public, thereby further increasing the uncertainty and volatility for the 
economy and investment markets. 

Government bonds 

The decline in in both conventional government and inflation protected yields since the beginning of 
the year brings them close to their recent all-time lows.  As noted  by Philip Williams in his last 
report some consultant continue to advise corporate pension clients to “de-risk” by locking 
themselves into some form of LDI structure.  I cannot see the value of this decision except for the 
finance director and the shareholders, at the cost of the other stakeholders.  On the contrary I see 
this as an opportunity to sell potentially over valued government bonds and diversify into high 
yielding income generating assets. 

Non-government bonds 

As noted by Philip Williams, investment grade corporates and other non-government bonds have 
underperformed since the beginning of the year.  It is true that when government bond yields start 
to rise this asset class will also see rising yields, however the extra yield that is available from some 
sectors of the non-government market amply compensates for that risk.  And an increased exposure 
to these sectors should be considered as part of a move out of government bonds in general. 

Equities 

Global Equity markets have had a torrid time of things since the beginning of the year, declining in 
value by more than 10% to the middle of February before recovering to finish the quarter in 
moderately positive territory, with the exception of the UK and Japan.  Over the 12 months to 31st 
March developed market returns were around -4% with the exception of the US at 4% and emerging 
equity returns at -9%.  The higher sensitivity of the emerging markets can be understood but the 
correlation of the direction suggest that markets are still dependent on the “opium” of free money 
provided by the global central banking community and momentum rather than focusing on value or 



fundamental opportunity.  It is true that both dividend and earnings growth estimates have fallen, 
with the exception of Japan, however economic growth has been maintained and overall equity 
prices are lower.  Generalised price falls in this kind of market environment should provide investors 
with a long term value approach the opportunity to buy overly discounted high quality earnings 
growth. 

The following table shows the consensus forecasts for GDP growth in calendar 2016 and 2017 as 
expected in February and May 2016.  In addition it shows my expectations in May and Philip 
Williams’ in February.   

GPD forecasts - Consensus versus Advisor expectations 

% Change 
yoy 

2016 2017 

February May February  May 
 Consensus PJW Consensus AF Consensus PJW Consensus AF 
US 2.4 2.5 2.0 2.0 2.5 2.5 2.4 2.1 
UK 2.3 2.3 2.0 1.5 2.3 2.3 2.2 2.3 
Japan 1.2 1.0 0.6 1.0 0.6 0.5 0.5 0.6 
EU 19 1.7 1.2 1.5 1.7 1.7 1.0 1.6 1.7 
 

As you can see in the table of GDP forecasts consensus estimates for 2016 and 2017 have been 
revised down for all the major developed markets.  The downgrade for growth in 2016 probably 
reflects economists trimming their expectations as a result of the tumultuous 1st quarter 
performance of the markets.  But it has to be noted that early reports for growth, economic activity 
and inflation are tending to come in lower than expected in the 4th Quarter of 2015.  The latest 
round of “unconventional” measures, negative interest rates and further asset purchases announced 
by the Bank of Japan and the ECB respectively are not a reflection of confidence in the outlook for 
their economies. 

My expectations for UK growth in 2016 reflect the current uncertainty over the referendum, 1st 
quarter growth has been reported lower than expected and I believe 2nd quarter growth could 
surprise on the downside.  As suggested above,  a clear vote to remain will probably lead to a 
bounce in activity in the 2nd half of 2016 and that will go some way to offsetting the weak 1st half, 
but I feel it is right to err on the downside.  In the US the decision by the FED to be more cautious on 
the number of rate hikes and their historical unwillingness to raise rates in a presidential election 
year leaves me comfortable with the consensus.  As for Europe and Japan, I would imagine given the 
amount of central bank stimulus announced, that growth should be higher than the consensus.  At 
this stage, provided fiscal and monetary policy is adhered to, and we have no surprises, the GDP 
forecasts for 2017 seem reasonable. 

The US economy grew by only 0.5% annualised in the 1st quarter of 2016, this is the 3rd year in a row 
that GDP has been recorded as low in the first quarter.  Business investment and domestic 
consumption were cited as the main reasons for the weak report.  It should be noted that this is only 
the advance reading of US 1Q2016 GDP, it is based on incomplete data and there will be 2 further 
revisions to the estimate before coming a final estimate in June.  At the same time the Commerce 
Department confirmed that calendar year 2015 US GDP rose by 2.4%. 

To quote the Governor of the Bank of England, commenting on the May inflation report.  “In the first 
quarter of this year, growth slowed further to around 1½% annualised and now appears to be 



decelerating again. This most recent weakness reflects in part the forthcoming referendum on the 
UK’s membership of the European Union, which has pushed up uncertainty measures to levels not 
seen since the euro-area crisis.” Later in his comments he states that provided government policy is 
followed, i.e. the UK remains in the EU, this uncertainty will unwind.  Furthermore under these 
circumstances the MPC would expect excess capacity in the UK economy to be used up by the end of 
2016. 

Japan 4th quarter GDP was revised to -1.1% annualised from -1.4%, personal consumption was cited 
as the main reason for the decline.  The 1st quarter estimate is expected to show a marked rebound 
from the 4th quarter data.  The domestic economy remains resilient and the recent monetary 
stimulus is expected to increase inflation expectations and potentially increase wage demands in this 
year’s negotiations. 

The Eurozone surprised by growing the fastest in the first quarter of 2016, with GDP growth of 0.6%, 
or 2.4% annualised, helped specifically by France which grew at 0.5%.  This result take the Eurozone 
above it’s 2008 pre-crisis peak in GDP.  Furthermore it suggests that Mr Draghi’s unconventional 
monetary policy and pledge to save the Euro may finally be paying dividends.  However 
unemployment remains double that of the UK and the US and growth is by no means evenly 
distributed across the Eurozone member states. 

 

The following table shows the consensus forecasts for Consumer Price Inflation in calendar 2016 and 
2017 as expected in February and May 2016.  In addition it shows my expectations in May and Philip 
Williams in February.  

Consumer price inflation forecasts - Consensus versus Advisor expectations 

% Change 
yoy 

2016 2017 

February May February  May 
 Consensus PJW Consensus AF Consensus PJW Consensus AF 
US 1.5 1.8 1.3 1.6 2.3 2.2 2.2 1.8 
UK 1.0 1.5 0.7 0.4 1.8 2.0 1.7 1.5 
Japan 0.6 0.8 0.0 0.5 2.0 1.2 1.6 1.0 
EU 19 0.8 1.0 0.3 0.3 1.5 1.5 1.4 1.0 
 

In general I have to say that I am an original subscriber to the “Lower for Longer” club; it is one of my 
core beliefs that the financial crisis has led to an extended period of low growth and in particular low 
inflation.  All the nations’ central banks cited in the table above have inflation targets which require 
them to set interest rates to achieve:- first, a 2% rate of inflation, and secondly, a sustainable rate of 
growth in the economy and employment,  or at least something similar in the case of the second 
clause.  However the policy response of the major global economies has failed to deal with the main 
problem, namely the huge outstanding debt burden.  Until this is tackled interest rates will remain 
lower than they should, growth will remain lower than it could be, and while inflation will pop up in 
some areas at certain times, it is unlikely to take root and flourish in the way in which it did in the 
past.  Hence my forecasts for inflation are likely to be lower than the consensus. 

 



In the UK the Bank of England now expects inflation to be only 1.7 in 2017, only hitting the 2% target 
in 2018.  Inflation did hit 0.5% in March mainly due to a rise in travel costs, but the bank expects 
March inflation to fall back to 0.3% in April.  In April US PI rose by 1.1% yoy and 2.1% excluding food 
and energy.  Judging by the decision of the FED to slow the rate of increase in key policy interest 
rates, they have softened their expectations for inflation overshooting its 2% target this year.  In 
Japan, CPI in March fell to 0.0% from 0.3% in February and the Bank of Japan was forced to revise 
down its expectation for inflation in fiscal year 2015 and 2016 to 0.0% and 0.5% respectively.  One of 
the features of “Abenomics” was that inflationary expectations would rise and force wage demands 
higher, thereby sustaining a higher rate of inflation and growth. In the euro zone inflation fell to -
0.2% yoy in April from 0.0% in March.  At the moment global inflation seems to be fairly benign, 
however oil prices have been rising for over a month, which would suggest some of the benefit of 
lower energy costs could begin to unwind. 

 

4. Outlook of the securities markets 

Bond Markets 

In the table below I have set out my expectations for 3 month LIBOR interest rates and benchmark 
10 year government yields, in September 2016 and June 2017.   They are not meant to be accurate 
point forecasts, more an indication of the likely direction of travel from where we are today in mid 
May 2016. 

The current level of bond yields is more a reflection of market positioning going into the market 
turmoil and the extreme risk aversion it generated in Credit and Equity markets.  Other factors that 
have kept yields from rising have been: recent economic data that has been weaker than expected 
and the decision by the Bank of Japan, European Central Bank and the Peoples Bank of China to 
further ease monetary policy.  Thereby making the higher yielding US and UK government markets 
appear more attractive. 

% Current September 2016 June 2017 
    
United States    
3month LIBOR 0.625 0.6 1.0 
10 year bond yield 1.78 2.0 2.5 
    
United Kingdom    
3month LIBOR 0.59 0.6 0.8 
10 year bond yield 1.39 1.7 2.0 
    
Japan    
3month LIBOR -0.03 -0.03 0.0 
10 year bond yield -0.10 -0.1 0.3 
    
Germany    
3month EURIBOR -0.28 -0.3 0.0 
10 year bond yield 0.15 0.3 0.5 
    
 



Notwithstanding the comments above, and the difficult investment market conditions in the year to 
date, the underlying drivers of US economic growth remain robust. In particular, strong disposable 
income growth continues to support household consumption; at the same time the negative 
influence of the manufacturing and energy sectors is in decline.  The decision by the FED to go slow 
on rates should also help.  As we get into the summer the Presidential election campaign will 
become more of a focus and this could slow investment as the registered voting population trys to 
choose between Mrs Clinton and Mr Trump!  

If the FED has not moved by the end of June 2016, I do not believe they will move until after the 
election result in November.  I have forecast a rising bond yield environment as a reflection from the 
extreme lows we are currently experiencing. 

Like the US, the underlying UK economy is doing OK, with disposable incomes and wages continuing 
to rise and, albeit at a slower rate, further growth in employment.  The recent weakness in sterling 
should also help exports. 

Recommendations 

All bond yields are low, but government yields are extremely low and currently offer little more than 
protection against the need for liquidity (Cash).  As the Derbyshire Pension Fund is still cash flow 
positive it seems to me that it does not need to hold government bonds for this reason.  While I 
would not recommend further reducing the -3% allocation to bonds overall; I would recommend 
reducing the allocation to both Conventional and Index Linked Gilts to -3% for each sector.  Within 
Index Linked I note that some of the allocation is invested in US TIPS, this seems a good idea to me 
as US real yields are higher and have a lower maturity.  Also variation in valuation between these 
market sectors can provide some opportunities for tactical gains.  I would therefore recommend, 
subject to relative valuation, maintaining this position. 

In the case of non-government bonds, I note the fund has a neutral allocation to this sector and I 
also note that the allocation is through funds that appear to be cautious in terms of their investment 
approach.  This has clearly served the Derbyshire Pension Fund well during the recent sell off in 
credit spreads.  Notwithstanding the fact that when yields start to rise all bond yields will rise,  I 
believe there is a strategic argument for having a higher weight to non-government bonds.  The 
higher yield and shorter maturity of the asset class will go a long way to protecting total return when 
government yields do start to rise on a sustainable basis.  Currently, with credit spreads somewhat 
wider, there is a tactical opportunity to increase allocation as well.  I therefore would like to 
recommend an overweight to this sector by 3%.  I also suggest the DPF fund managers look at using 
some of this allocation to invest in a more aggressive Investment grade corporate bond fund, and 
examine the opportunity of investing in High Yield bonds and Emerging market debt. 

As noted in the last report, and above in my commentary, the benchmark has an allocation to Multi-
asset Credit.  This is a higher yielding fixed income asset class that also has very good diversification 
characteristics in a potentially rising yield environment.  It does require a higher level of due 
diligence but I strongly recommend that the in house team increase this allocation to neutral as soon 
as reasonably possible. 

Equity Markets 

In the table below I have shown the dividend yield and earnings growth and p/e ratio forecasts for 
2016 and 2017 provided by Citi Research, via the DPF in house investment team. 

 



 

Dividend yield, Earnings growth and Price/Earning Ratios 
Country Dividend 

Yield 
Earnings Growth Price/Earnings Ratio 

Forecast period 2016 2016 2017 2016 2017 
      
United Kingdom 4.2 -4.9 17.7 17.0 14.4 
United States 2.2 1.8 14.0 18.0 15.8 
Europe ex UK 3.6 3.7 12.2 15.3 13.6 
Japan 2.4 11.4 8.8 13.0 11.9 
 

Not surprisingly after the 1st quarter Citi Research have lowered their estimates for Dividends and 
Earnings in 2016, except for Japan.  The standout revisions are to the UK and US earnings growth 
forecasts which have been revised lower by around 3.5%. 

According to JP Morgan all equity markets in their All Country Equity Index valuations are slightly 
above average with developed markets expensive and emerging markets cheap.  Of course these 
averages hide a huge range of valuations, with the US the most expensive and European countries 
among the cheapest developed countries.  In emerging markets, India is the most expensive and 
Russia is the cheapest. I believe that as global growth is okay and now that the National People’s 
Congress in China is more focussed on a return to growth than other objectives, this should be 
positive for growth and especially positive for growth in commodity exporting economies. 

Recommendations 

The UK equity market has been a marked underperformer relative to the rest of the world and in 
particular to the US over the last year which is possibly a reflection of its relatively high weight to 
global energy and commodity companies.  Either way while earnings growth this year looks set to 
disappoint, the dividend yield remains high.  Once the referendum is out of the way and provided 
global growth remains on track the market could see a re-rating.  I believe it is therefore appropriate 
to have a neutral stance to UK Equity. 

The US economy as mentioned before is showing reasonable underlying growth; however earnings 
growth, earning per share and corporate profitability are in decline; and the strength of the US dollar 
is a further burden on exporters.  I would therefore recommend an underweight allocation of -2%. 

In Europe earnings have also been revised down but by nothing like as much as in the UK and US. 
The easing of monetary policy is aimed at helping the recovery by making it easier for companies to 
access credit.  Growth in the first quarter was strong and construction companies are fairly upbeat 
about prospects. I recommend an overweight of 1%. 

In Japan, dividend yield and earnings growth are unchanged.  Japanese companies are carrying huge 
cash balances which they seem to have problems deploying, hence share buybacks and increased 
dividends have increased significantly.  Equally, given the proximity of Japan to China growth should 
pick up they are ideally place to benefit. I recommend an overweight position of 1%. 

Pacific ex Japan and Emerging equity markets have had a pretty difficult time of it over the last year, 
but are now showing some interesting levels of valuation from a strategic and tactical point of view.  
Strategically, one has to go to where the growth is, and emerging markets are growing on average 
twice as fast as developed markets.  Some of the macroeconomic indicators provide supporting 



evidence; price to Book and external debt are the lowest for 10 years; currency reserves the highest 
for 10 years.  At the company level, yields are high and poor earning are largely factored into 
expectations.  It would, therefore, be reasonable to have an overweight allocation of capital to the 
sector, with a careful eye on country and stock specific selection. I recommend building an 
overweight position and would start with +1%. 

Rightly so, from a diversification point of view, the benchmark contains an allocation to Alternatives 
and Property.  These areas of investment tend to be less liquid (more difficult to buy and sell) and 
require high levels of due diligence to ensure only the best opportunities are acquired.  The process 
is resource intensive, can be slow and potentially disappointing if another buyer is willing to outbid a 
reasonable valuation to gain the investment. 

I recommend that a neutral overall weight to property be maintained and express a preference for 
being 1% overweight direct against being 1% underweight indirect property.  I realise this is more 
difficult to achieve but attractive opportunities can still be sourced.  Indirect Property, principally 
funds, that use a swing price methodology have also moved from premium to discount, possibly 
reflecting the recent purchase of poorer quality assets and or supply and demand from shorter term 
investors. 

Regarding alternatives, I appreciate that the benchmark has recently changed from 3 to 7% but I 
would like to recommend a +1% overweight position in the asset class.  My preference would be for 
a 1% overweight to Infrastructure and a neutral allocation to Private Equity.  The problem remains 
that supply of good quality assets is low, suitable investments are difficult to find and demand is 
high.  However the “market” for this type of asset is becoming broader and deeper. 

Finally cash, I believe there is no central case scenario that would merit holding a strategic or tactical 
allocation to cash above 2%.  There are a few risk scenarios involving inflation and bond markets that 
could merit holding more cash but I would give this a very low probability in my forecast horizon. 

In summary I feel I have been lucky to be writing my first report following a period of market 
turmoil, not least because with my blank piece of paper I can propose an asset allocation that is 
based on clear relative value after what has been a very difficult 12 months for investment markets. 

The table below shows the Derbyshire Strategic benchmark allocations, Philip Williams’ relative 
weights as at the 25th February 2016 and my relative weights as of 16th May 2016. 

Anthony Fletcher 

18th May 2016 

Recommended Asset allocation 

% Asset Category Derbyshire 
Strategic weight 

Phillip Williams  
26th February 2016 

Anthony Fletcher  
16th May 2016 

    
Total Equity 60 0 +2 
    
UK Equity 28 0 0 
    
Overseas Equity 32 0 +2 
    
North America 11 -1 -2 
Europe ex UK 9 -1.5 +1 



Japan 5 0 +1 
Pacific ex Japan 4 +1 +1 
Emerging markets 3 +1.5 +1 
    
Total Bonds 22 -2 -3 
    
Conventional Gilts 6.5 -3 -3 
US Treasuries 0 +1  
UK index Linked 6.5 -3 -5 
US TIPS 0 +2 +2 
Non-government Bonds* 6 +1 +3 
Multi-asset Credit 3 0 0 
    
Total Alternatives 16 +1 +1 
    
Infrastructure 3 0 +1 
Private Equity 4 0 0 
Direct Property 5 -1 +1 
Indirect Property 4 +2 -1 
     
Cash 2 +1 0 
    
*Non-government bonds, for AF a mixture of 6% corporate, 1.5% global high yield and 1.5% 
emerging market debt. 
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	PENSIONS AND INVESTMENTS COMMITTEE
	Report of the Director of Finance
	INVESTMENT REPORT
	At the last meeting it was agreed that the Fund’s weighting be reduced by 0.3% to 31.7%, 3.7% overweight.  Divestment of £13.9m combined with relative market weakness, reduced the weighting to 31.1% at 30 April 2016.
	North American Equities
	It was recommended that the Fund maintain a broadly neutral weighting of 11.2%. There were minimal transactions in the period and the Fund reported a weighting of 11.2% at 30 April 2016.
	European Equities
	It was recommended that the Fund maintain a neutral weighting of 9.0%.  There were no transactions in the period and the Fund reported a neutral weighting in line with that recommended at 30 April 2016.
	Japanese Equities
	At the last meeting it was recommended that the Fund maintain its overweight weighting of 6.4%.  Whilst there were no transactions in the period, relative market weakness reduced the weighting slightly to 6.3% at 30 April 2016.
	Asia/Pacific ex-Japan Equities
	Emerging Markets Equities
	Bonds
	Conventional bonds
	It was recommended that the Fund maintain a weighting of 6.9%. There were no transactions in the period but relative market weakness reduced the weighting to 6.7% at 30 April 2016.
	Property

	It was agreed that the Fund should increase its Direct Property weighting by 0.2% to 3.4%.  Net investment of £7.9m, combined with the positive impact of a period end revaluation, increased the weighting to 3.7% at 30 April 2016.
	It was recommended that the Indirect Property weighting be increased by 0.3% to 3.1%.  Net investment totaled £7.2m, and the Fund’s weighting increased to 3.0% at 30 April 2016.
	Alternatives
	It was recommended that the Infrastructure weighting of 1.7% be maintained. There were minimal transactions in the period and the weighting remained unchanged at 30 April 2016.
	It was recommended that the current Private Equity weighting of 1.8% be maintained.  There was a small capital return in the period and the weighting fell by 0.1% to 1.7% at 30 April 2016.
	Cash
	It was agreed at the last meeting that the cash weighting be reduced by 0.1% to 4.0%.  The actual cash weighting at 30 April 2016 was 4.7%, largely reflecting  a larger than expected divestment of UK Equities, as the IFMT locked in very sharp increase...
	UK Equities
	Mr Fletcher recommends a neutral weighting in UK Equities believing that the relatively high dividend yield should compensate for disappointing earnings growth. Mr Fletcher anticipates a possible market re-rating post the Brexit referendum, providing ...
	North American Equities
	Mr Fletcher recommends a 9% allocation to US equities, which represents a 2% underweight position, highlighting that despite reasonable underlying economic growth, earnings per share and corporate profitability are in decline and the strength of the U...
	European Equities
	Mr Fletcher recommends a 10% position in European Equities, which would represent a 1% overweight allocation, noting that easing monetary policy in the region is aimed at making it easier for companies to gain access to credit. Mr Fletcher also points...
	Japan
	Mr Fletcher recommends an overweight allocation of 1% to Japanese equities, representing a weighting of 6%, encouraged by the large cash balances carried by companies in the region which have led to increased dividends and share buybacks. The IFMT rec...
	Asia Pacific Ex Japan
	Emerging Markets
	Bonds
	Mr Fletcher recommends a 3% underweight weighting for the overall bond portfolio which equates to an allocation of 19.0%. The Fund’s allocation is currently 18.6% and the IFMT recommend increasing this to 18.8%.
	Mr Fletcher regards the current low level of bond yields as a reflection of market positioning going into the market turmoil and the extreme risk aversion generated in credit and equity markets, with low yields offering little more than protection aga...
	Mr Fletcher recommends a 3% overweight position in Corporate Bonds which represents an allocation of 9%, believing that the higher yield and shorter maturity of the asset class will offer protection to total return when government bond yields start to...
	Mr Fletcher recommends increasing the Multi-Asset Credit allocation to the neutral position of 3% as soon as possible whilst acknowledging the higher level of due diligence required to source such investments. The IFMT team continue to assess new oppo...
	Property
	Mr Fletcher recommends a neutral weighing of 9% in property as a whole with a preference for a 1% overweight position in Direct Property and a 1% underweight position in Indirect Property. The IFMT believe that property continues to look attractive fo...
	Due diligence has now been completed on a number of Indirect Property investments. The IFMT recommend increasing the weighting in this asset class to 3.8%. Factoring in existing commitments, this would take the weighting in Indirect Property to 4.1% a...
	Alternatives
	Mr Fletcher recommends a 1% overweight position in Alternatives with a preference for a 1% overweight position in Infrastructure and a neutral position in Private Equity. The Fund is currently underweight in Infrastructure reflecting the introduction ...
	The IFMT recommend maintaining the current Private Equity weighting of 1.7% while new opportunities continue to be assessed. Future commitments will increase this allocation to 2.5%.
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