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DERBYSHIRE COUNTY COUNCIL  
 

PENSIONS AND INVESTMENTS COMMITTEE 
 

14 December 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 adviser. 
 
2 Information and Analysis 
 
(i) Report of the External Adviser 

 
A copy of Mr Fletcher’s report, incorporating his view on the global economic 
position, factual information for 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 31 October 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 £136m at 
31 October 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. 

 
 
 
 

Agenda Item 5(a)  
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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 (*) 31/7/16 31/10/16  AF 
14/12/16 

DPF 
14/12/16 

AF 
14/12/16 

DPF 
14/12/16 

DPF 
14/12/16 

3 Months to 
31/10/16 

            
Equities 64.0% 60.0% 66.7% 67.5% +/- 8% +1.0% +6.4% 61.0% 66.4% 66.4% n/a 
UK Equities 34.0% 28.0% 29.7% 28.9% +/- 6% - +0.9% 28.0% 28.9% 28.9% 4.2% 
Overseas Equities 30.0% 32.0% 37.0% 38.6% +/- 6% +1.0% +5.5% 33.0% 37.5% 37.7% n/a 

N. America 9.0% 11.0% 11.8% 11.4% +/- 4% - - 11.0% 11.0% 11.0% 7.1% 
Europe 9.0% 9.0% 9.0% 10.0% +/- 4% - +1.0% 9.0% 10.0% 10.0% 7.2% 
Japan 5.0% 5.0% 6.7% 7.2% +/- 2% +1.0% +2.0% 6.0% 7.0% 7.0% 12.1% 
Pacific ex-Japan 4.0% 4.0% 5.5% 5.8% +/- 2% - +1.5% 4.0% 5.5% 5.5% 12.4% 
Emerging Markets 3.0% 3.0% 4.0% 4.2% +/- 2% - +1.0% 3.0% 4.0% 4.0% 11.3% 

Bonds 24.0% 22.0% 18.5% 17.6% +/- 5% -3.0% -2.3% 19.0% 19.7% 20.3% n/a 
Conventional  9.0% 6.5% 6.3% 5.8% +/- 3% -3.0% -0.2% 3.5% 6.3% 6.3% -3.6% 
Index-Linked 8.0% 6.5% 6.7% 6.5% +/- 3% -3.0%       - 3.5% 6.5% 6.5% 80% 
Corporate 7.0% 6.0% 5.2% 4.9% +/- 3% +2.0% -0.5% 8.0% 5.5% 5.5% -1.8% 
Multi-Asset Credit - 3.0% 0.3% 0.4% +/- 2% +1.0% -1.6% 4.0% 1.4% 2.0% 0.8%(***) 
Property 7.0% 9.0% 6.3% 6.1% +/- 3% - -2.6% 9.0% 6.4% 7.4% -0.3% (***) 
Direct 5.0% 5.0% 3.5% 3.4% +/- 2% +1.0% -1.3% 6.0% 3.7% 3.7% -1.2% (***) 
Indirect  2.0% 4.0% 2.8% 2.7% +/- 2% -1.0% -1.3% 3.0% 2.7% 3.7% 0.8% (***) 
Alternatives 3.0% 7.0% 3.6% 3.4% +/- 3% +1.0% -3.4% 8.0% 3.6% 4.9% n/a 
Infrastructure 1.5% 3.0% 1.9% 1.8% +/- 2% +1.0% -1.0% 4.0% 2.0% 2.6% 0.6% (***) 
Private Equity 1.5% 4.0% 1.7% 1.6% +/- 2% - -2.4% 4.0% 1.6% 2.3% 5.2% 
Cash 2.0% 2.0% 4.9% 5.4% 0 – 8% +1.0% +1.9% 3.0% 3.9% 1.0% 0.1% (***) 

 
(*)   The New Benchmark came into effect on 1 October 2015 
(**)  Recommendation adjusted for investment commitments at 31 October 2016 
(***) Benchmark Return for the three months to 30 September 2016 
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Relative to the benchmark, the Fund as at 31 October 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 August 2016 and 31 October 2016.  
The FTSE All share reported a gain of 4.2% in the three month period.  Whilst 
regional equities outperformed the FTSE All Share, this largely reflected 
further weakness in the value of Sterling. The devaluation of Sterling since 
the EU referendum has had a significant impact on equity returns.  Over the 
10 month to 31 October 2016, the FTSE All World return totalled 27.2%, with 
North American Equities delivering a return of 27.8% (4.8% on a local 
currency basis), Europe ex-UK 18.4% (-2.5% on a local currency basis), 
Japan 26.0% (-8.8% on a local currency basis) and Asia Pacific ex Japan 
32.6% (6.8% on a local currency basis). UK Equities were the best performing 
region on a local currency basis but  in Sterling terms were lower at 15.1%. 
The performance of Bonds in the three months to 31 October 2016 was more 
mixed.  Conventional and Investment Grade Corporate Bond returns fell (-
3.6% and -1.8%, respectively) on the expectation that UK inflation will rise 
following the EU referendum.  The expected rise in UK inflation pushed Index-
Linked Bond yields lower, driving a total quarterly return of 8.0%.    

 
Net divestment between 1 August 2016 and 31 October 2016 totalled £5.5m, 
reflecting continued divestment in respect of UK Equities (£12.2m) and the 
opportunistic sale of some Index-Linked Bonds (£11.3m). This was partly 
offset by investment into Multi-Asset Credit (£5.0m) and Property (£2.0m).  
There was also a £32m switch out of US Equities into European Equities.   

 
UK Equities 
 
At the last meeting it was agreed that the Fund’s weighting be reduced by 
0.5% to 29.2%, 1.2% overweight.  Divestment of £12.2m, combined with 
relative market weakness, reduced the weighting to 28.9% at 31 October 
2016. 
 
North American Equities 

 
It was recommended that the Fund reduce the weighting from 11.8% to a 
neutral weighting of 11.0%. Whilst there was a £32m divestment, relative 
market strength driven by the appreciation of the US dollar increased the 
weighting to 11.4% at 31 October 2016. 
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European Equities 
 
It was recommended that the Fund increase the weighting by 0.8% to 9.8%, 
0.8% overweight.  Investment of £32m together with relative market strength 
increased the weighting to 10.0% at 31 October 2016. 

 
Japanese Equities 

 
At the last meeting it was recommended that the Fund maintain its overweight 
position of 6.7%.  Whilst there were no transactions in the period, the strength 
of the Japanese Yen increased the weighting to 7.2% at 31 October 2016, 
0.2% higher than the top of the permitted range.  

  
Asia/Pacific ex-Japan Equities 
 
It was recommended that the Fund maintain a 1.5% overweight position of 
5.5%.  There were no transactions in the period but relative market strength 
increased the weighting to 5.8% at 31 October 2016. 

 
Emerging Markets Equities 

 
It was agreed that the Fund would maintain a 1.0% overweight position of 
4.0%. There were no transactions in the period but relative market strength 
increased the weighting to 4.2% at 31 October 2016. 
 
Bonds 

 
Conventional bonds 

 
At the last meeting the IFMT recommended that the Fund maintain a 0.2% 
overweight position of 6.3%.  Whilst there were minimal transactions in the 
period, relative market weakness reduced the weighting to 5.8% at 31 
October 2016. 

 
Index-Linked bonds 
 
It was recommended that the Fund maintain a 0.2% overweight position of 
6.7%.  Relative market strength provided a selling opportunity and net 
divestment totalled £11.1m, reducing the weighting to 6.5% at 31 October 
2016. 
 
Corporate bonds 
 
At the last meeting it was agreed that the Fund maintain its current weighting 
of 5.2%.  Whilst there were no transactions in the period, relative market 
weakness reduced the weighting to 4.9% at 31 October 2016. 
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Multi Asset Credit 
 
It was agreed to increase the weighting by 1.0% to 1.4% to reflect a specific 
opportunity. Delays in the completion of due diligence on a specific 
opportunity resulted in slippage, and the investment is now expected to take 
place in December 2016.  As a result, the weighting remained unchanged at 
0.4% at 31 October 2016.    

 
Property 
 
It was agreed that the Fund should increase its Direct Property weighting by 
0.4% to 3.9% to reflect a specific opportunity identified by the discretionary 
manager.  Whilst the transaction successfully completed it was delayed until 
November 2016.  This delay, combined with relative market weakness, 
reduced the weighting to 3.4% at 31 October 2016.  

 
It was recommended that the Indirect Property weighting remain unchanged 
at 2.8%.  Relative market weakness reduced the weighting to 2.7% at 31 
October 2016. 
.  
Alternatives 
 
It was recommended that the Infrastructure weighting be increased by 0.2% 
to 2.1%.  Delays in drawdowns together with relative market weakness 
reduced the weighting to 1.8% at 31 October 2016. 

 
It was agreed that the Private Equity weighting of 1.7% would be maintained.  
There were minimal transactions in the period, and the weighting fell slightly 
to 1.6% at 31 October 2016. 
 
Cash 
 
It was agreed at the last meeting that the cash weighting be reduced by 1.2% 
to 3.7%.  The timing delays in respect of Multi-Asset Credit and Direct 
Property, together with the opportunistic sale of some Index-Linked Bonds, 
increased the cash weighting to 5.4% at 31 October 2016. 

 
Total Investment Assets 

 
The Fund’s investment assets increased by £194.9m (+4.9%) between 31 
July 2016 and 31 October 2016 reflecting the positive returns noted earlier. 
Over the twelve months to 31 October 2016, the Fund’s investment assets 
have risen by £631m (+17.6%).  
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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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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 6 December 2015 and 5 
December 2016.  
 
The chart demonstrates that despite some 
volatility over the last twelve months, 
market returns have been positive.   
 
Equity returns have performed strongly 
since the EU referendum in June 2016, 
principally reflecting the significant 
depreciation in sterling since that date.   
 
Bond returns have weakened (i.e. yields 
have risen) over the last few months, 
reflecting the run-up to, and outcome, of 
the US presidential election which has 
increased expectations of an expansion in 
US fiscal policy pushing-up US interest 
rates and inflation forecasts. 
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(vi) Longer Term Performance 
 

Figures provided by Portfolio Evaluation Limited show the Fund’s 
performance over 1, 3, 5 and 10 years to 31 October 2016.   

 
Per annum DPF Benchmark 

Index 
1 year 20.0% 19.1% 
3 year 9.6% 9.4% 
5 year 11.2% 10.9% 
10 year  7.2% 6.7% 

 
The Fund outperformed the benchmark over each of the periods.   
 
(v) Investment Recommendations 

 
UK Equities 

 
Mr Fletcher recommends a neutral weighting of 28.0% in UK Equities 
believing that until there is more certainty about the impact of the UK’s exit 
from the EU, a neutral stance is appropriate. Mr Fletcher believes that the 
short term outlook is very unclear, and whilst the future for the UK outside the 
EU could be very positive, the path to the new reality may prove difficult and 
take time.  The negotiations have yet to commence and many of the EU 
member states appear to have hardened their stance against the UK.  
However, Mr Fletcher notes that the relatively high dividend yield provides 
some support. The IFMT agree that the above average dividend yield 
provides support to the UK market, particularly in the current yield constrained 
environment, although current valuations appear elevated. The IFMT 
recommend that in the absence of suitable alternative investment 
opportunities, the current weighting of 28.9% is maintained. 
 
North American Equities  

 
Mr Fletcher has changed his recommendation in respect of North American 
Equities from a 2% underweight allocation of 9% to a neutral weighting of 
11%.  Mr Fletcher notes that US analysts have concluded that Mr Trump’s 
plans should be positive for the US economy, the US stock market and the 
US dollar, at the expense of US bonds and emerging markets.  As a result, 
Mr Fletcher believes that the investment landscape has changed markedly 
since his last report and a neutral position should now be adopted until more 
clarity is known about Mr Trump’s new economic plans.  The IFMT continue 
to believe that the US market is richly valued (particularly for Sterling 
investors following Sterling’s devaluation) with US stock trading above long 
term averages and with little room for disappointment.  The US stock market 
has reached all-time highs since the US election result, with sterling returns of 
almost 25% since the end of March 2016  The IFMT agree with Mr Fletcher’s 
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comments and recommend that the current weighting of 11.4% is reduced to 
a neutral weighting of 11.0%. 

 
European Equities  

 
Mr Fletcher recommends a neutral weighting of 9.0% in European Equities, 
although a 1.0% overweight position of 10.0% would be recommended if the 
portfolio was actively managed.  Mr Fletcher believes that the ECB is gaining 
traction with its policy of making it easier for companies to access credit, the 
impact of which has yet to be seen in market returns.  The IFMT believe the 
economic outlook for Europe remains muted, and uncertainty is increased by 
a significant number of upcoming elections.  However, they also believe that 
many of the companies forming part of the European market generate a 
significant proportion of their earnings outside Europe, where the relative 
economic outlook is brighter.  Monetary policy is likely to remain 
accommodative in Europe for quite some time and equity valuations are 
relatively attractive compared to other developed markets. As a result, the 
IFMT recommend maintaining a 1.0% overweight position of 10.0%. 
  
Japan 

 
Mr Fletcher recommends a 1.0% overweight allocation of 6.0% to Japanese 
equities.  Mr Fletcher highlights that Japanese companies are carrying large 
cash balances, which has led to a significant rise in share buybacks and 
dividends, providing support for Japanese equities. Also the pick-up in Asian 
regional domestic growth should help Japanese companies. As noted earlier, 
following a sharp rise in the value of the Japanese Yen, the weighting 
increased to 7.2% at 31 October 2016, 0.2% higher than the top of the 
permitted range. The IFMT recommend a weighting of 7.0% (bringing the 
weighting inside the permitted range), continuing to believe that trading 
conditions are supportive and the long awaited reallocation of the 
Government Pension Investments Fund’s target weighting to domestic 
equities from 12.5% to 25.0% should provide support.  To achieve the target 
would require up to £60bn of domestic equity purchases, although this is 
being implemented at a measured pace.  

   
Asia Pacific Ex Japan and Emerging Markets 

 
Mr Fletcher has reduced his allocations to both Asia Pacific and Emerging 
Markets by 1.0%, bringing them into line with neutral weightings of 4.0% and 
3.0%, respectively.  Mr Fletcher notes that both the Pacific Basin and 
Emerging Markets have produced very strong equity returns over the last 
twelve months, and strategically, ‘‘one has to go where the growth is’’, and on 
average emerging markets are growing on average twice as fast as 
developed markets.  However, Mr Fletcher believes that valuations are 
looking ‘‘average’’ and with the policy change expected in the US likely to 
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lead to higher US bond yields, interest rate, inflation and a stronger dollar, 
none of which, in the past, have been positive outcomes for emerging market 
or debt.  Mr Fletcher concludes that it may be better to take profits in these 
regions and return to a neutral allocation. The IFMT believes that, despite 
some upheavals, the long term investment case remains undiminished 
despite the US election result. The IFMT continue to recommend an 
overweight allocation to these regions but agree with Mr Fletcher that now is 
a good time to take some profits given the recent strong currency driven 
returns.  They recommend that the allocations are reduced by 0.3% and 
0.2%, respectively, to 5.5% (1.5% overweight) and 4.0% (1.0% overweight). 

 
Bonds 

 
Mr Fletcher continues to recommend a 3% underweight position for the bond 
portfolio which equates to an overall allocation of 19.0%.  The Fund’s 
allocation is currently 17.6%, and the IFMT recommend increasing this to 
19.7%, 2.3% underweight.  Whilst yields have risen since Mr Fletcher’s last 
report – largely reflecting the impact of the US presidential election which has 
increased expectations of an expansion in US fiscal policy pushing-up US 
interest rates and inflation forecasts – Mr Fletcher notes that the demand for 
bonds remains strong and expects this to continue for some time.  Central 
Banks remain active purchasers of bonds in the primary and secondary 
market and Japanese investors also remain big buyers of UK and US 
government bonds because of the yield pick-up over the domestic market. Mr 
Fletcher believes global bond yields will continue to remain low, although 
there may be further rises in the short term driven by the expected expansion 
in US fiscal policy. 
 
Mr Fletcher recommends a 3% underweight position in both Conventional and 
Index Linked Bonds.  Mr Fletcher states that he is ‘‘not a fan of UK 
government bonds’’ because the yield remains so low even after the recent 
pick-up.  Mr Fletcher also notes that despite the recent sell-off, UK Index-
Linked bonds remain some of the most expensive bonds in the world.  Mr 
Fletcher approves of the IFMT’s allocation to US Index Linked stocks due to 
their higher yields and shorter maturities compared to UK Index Linked.  The 
IFMT believe that interest rates will remain lower for longer.  There has been 
no change in the structural trends depressing bond yields (including ageing 
G20 populations building up savings in anticipation of longer retirement 
periods, and high saving rates in emerging markets, reduced labour 
bargaining power and increased price competition due to the increased 
transparency of the internet). The sharp back-up in Treasury yields, which 
has also been reflected in the UK bond market, presupposes a successful 
implementation through Congress of a substantial fiscal stimulus, a stronger 
fiscal multiplier to real growth and inflation than monetary policy has delivered 
since the Global Financial Crisis and an offsetting tightening in monetary 
policy.  These may prove to be challenging assumptions. The IFMT 
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recommend taking advantage of the weakness in Conventional Bonds (up 
just 3% since March 2016 against average overseas equity returns of around 
25%), and maintaining the Index-Linked Bonds weighting at 6.5% (neutral). 

 
Mr Fletcher recommends a 2.0% overweight position in Corporate Bonds 
which represents an allocation of 8.0%, in part reflecting investment in more 
aggressive higher yield bond and emerging market debt (a 1% allocation to 
each), believing that the diversification, higher yield and shorter maturity of 
these asset types will offer protection to total return should government bond 
yields start to rise on a sustainable basis.  The IFMT continue to recommend 
an underweight position in Corporate bonds because there remains a risk that 
the yield pick-up compared with sovereign bonds is currently insufficient to 
compensate for the increased default risk. However, following a period of 
underperformance against Index-Linked Bonds and Equities, Corporate 
Bonds now offer better relative value, and the IFMT recommend increasing 
the allocation from 4.9% to 5.5%, 0.5% underweight, with the intention of 
maintaining a relatively defensive position within the asset class.  

 
Mr Fletcher recommends increasing the Multi-Asset Credit allocation to a 
1.0% overweight position of 4.0%, noting that this is a higher yielding asset 
class that has very good diversification characteristics in a rising rate 
environment.  The IFMT agree that the asset class has positive attributes and 
continue to assess new opportunities with the target of achieving a 3.0% 
committed weighting as soon as possible.  A £40m commitment to a global 
senior secured private debt loan fund was approved by the Pensions and 
Investments Committee in October 2016, and the IFMT are planning to invest 
a further £40m into a liquid defensively focused credit fund in December 2016 
(although due to Treasury Management considerations £10m may be 
deferred until the next quarter).  These investments should increase the 
committed weighting to 3.0% (current committed weighting of 2.0%), and the 
invested weighting to 1.4% in the next three months.  

 
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, the IFMT believe that the boost to the overall UK 
sector from falling yields has likely come to an end. 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 
3.7%, an increase of 0.3% on the current position, to reflect the impact of a 
transaction which successfully completed in November 2016.  
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Due diligence has now been completed on a number of Indirect Property 
investments and commitments totalled £41m at 31 October 2016.  However, 
no drawdowns are expected over the next quarter and the IFMT recommend 
that the current weighting of 2.7% is maintained.  Factoring in the existing 
commitments, the weighting increases to 3.7%, 0.3% lower than a neutral 
position of 4.0%.  The IFMT continue to assess investment opportunities 
focusing on funds with strong covenants, where rental growth (either from 
demand or inflation protection) look sustainable over the next few years.  The 
IFMT also plans to build the European property exposure to provide 
diversification (European yields continue to compress and the market 
provides protection against the liquidity issues faced by the UK market at the 
moment following the EU referendum).  After commitments, the European 
Indirect Property portfolio will represent 18% of the total Indirect Property 
portfolio. 
 
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.   

 
Whilst the Fund is currently 1.2% underweight in Infrastructure, commitments 
at 31 October 2016 totalled £23m, increasing the committed weight by 0.8% 
to 2.6%. The IFMT continue to assess an active pipeline of new opportunities 
and although the timing of future drawdowns is difficult to predict, the IFMT 
recommend increasing the weighting by 0.2% to 2.0%.   

 
The IFMT recommend maintaining the Private Equity weighting of 1.6%.  
Total commitments at 31 October 2016 totalled £30m, increasing the 
committed weighting to 2.3%. Several new opportunities are being assessed 
and it is anticipated that the level of commitments will increase over the next 
quarter but it is difficult to predict the level and timing of any drawdowns.  

 
Cash 

 
Mr Fletcher recommends a 1.0% overweight position of 3.0%.  The current 
weighting is 5.4%, 3.4% overweight.  Whilst it remains the long term objective 
to achieve a neutral weighting of 2.0%, this will take time and in the current 
environment of very high levels of political uncertainty, rich equity valuations 
and nervous bond markets, a short term overweight position in cash has 
defensive attractions. The IFMT forecast that the cash flow impact of the 
investment opportunities reflected in this report (partly offset by positive cash 
inflows from dealing with Members), 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, social value, 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 



 

14th November 2016                                                                                                                                                              
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Investment Report for Derbyshire County Council Pension Fund 
 
This report has been prepared by Anthony Fletcher “External Investment Advisor” of Derbyshire County Council 
Pension Fund (the Fund).  At the request of the Pension and Investment Committee the purpose of the report is 
to fulfil the following aims: - 

 
• Provide an overview of market returns by asset class over the last quarter and 12 months. 
• An analysis of the Fund’s performance by asset class versus the Fund specific benchmark for the last 

quarter and the last 12 months. 
• An overview of the economic and market outlook by major region, including consideration of the potential 

impact on the Fund’s asset classes 
• An overview of the outlook for each of the Funds asset classes for the next two years; and recommend 

asset class weightings for the next quarter together with supporting rationale. 
 
The report is expected to lead to discussions with the in-house team on findings and recommendations as 
required.  The advisor is expected to attend quarterly meetings of the Pensions and Investment Committee to 
present his views and actively advise committee members. 
 
Meeting date 14th December 2016 
Date of paper 14th November 2016 
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1. Market Background 
 
The global economy had a reasonable quarter with no surprises in terms of growth, inflation or politics.  In local 
currency terms, equity markets returned between 4 and 9% over the third quarter.  In Sterling terms non UK 
equity returns where again boosted by between 3 and 4% because of the weakness of the currency.  The FTSE 
100 index returned 7.1% and the FTSE All share 7.8% in the third quarter.  Bond markets with the exception of UK 
Index Linked Gilts significantly underperformed equities. 
 
The UK appears to have entered a period of “Phoney War” with the EU after the vote to leave.  The Prime 
Minister has announced that Article 50 will not be triggered before the end March 2017.  Although it does appear 
that the Government may (subject to appeal to the Supreme Court) have to follow British Constitutional Law and 
have a parliamentary debate and an Act of Parliament prior to triggering Article 50.  It probably will not change 
the outcome of the Referendum, but due process must be followed if the UK is to maintain its status as a country 
where the “rule of law” can be relied upon to be upheld.  In the meantime British Cyclists, Tennis players, 
Olympians and Paralympians made us all proud with their sporting prowess.  We had better than average 
summer weather, which was good for those many more of us that enjoyed a “staycation” this year.  The economy 
has proved to be stronger than expected, inflation is higher but Sterling has only weakened slightly. 
 
Table 1, below shows the total investment return in Pound sterling for the major asset classes; for the month of 
October 2016, 3 and 12 months to the end of September 2016. 

% Total return dividends reinvested 
 Market returns 
  Period end 31st September 2016 
 October 

2016 
3  

months 
12 

 months 
FTSE All-Share 0.6 7.8 16.8 
    
FTSE World ex UK 4.9 8.4 32.2 
North America 4.4 7.1 34.2 
Europe ex UK 3.9 9.0 21.1 
Japan 8.0 12.1 31.3 
Pacific Basin 4.9 12.4 38.2 
Emerging Equity Markets 7.9 11.3 36.6 
    
UK Gilts - Conventional All Stocks -3.9 2.3 12.6 
UK Gilts - Index Linked All Stocks -0.6 10.1 24.1 
Overseas Bonds* -1.3 -0.4 6.4 
    
Property IPD monthly  -2.5 3.3 
Cash 7 day LIBID 0.02 0.1 0.5 
* Citigroup WGBI ex UK hedged  
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Recent developments 

After the excitement of the August Inflation report the November report and press conference was a much more 
subdued affair. 

The November Inflation Report states that the Monetary Policy Committee (MPC) unanimously decided to keep 
the base rate at 0.25% and to continue to purchase Corporate and Government bonds.  The report reiterates the 
MPC’s central forecast of the economic impact of BREXIT, while recognising the degree of uncertainty.  
Furthermore the MPC, believes that the monetary policy action taken in August was consistent with achieving the 
2% inflation target and sustainable growth over the medium term. 

The MPC noted that 3rd quarter growth had recovered more strongly than expected post the uncertainty created 
by the referendum, because household spending was higher and the housing market was stable.  Although they 
did not seek to quantify how much was a rebound or how much was due to the policy actions taken in July and 
August.  They noted that this better news was partially offset by a further deterioration in the outlook for 
investment and the commercial property market. 

As expected CPI Inflation in September was 1%, double the rate reported in June, the increase is not just 
attributable to the weakness of the pound and the impact on imported goods prices, but also due to higher US$ 
oil prices.  

The report further refines the MPC’s expectations for growth and inflation over the next 3 years.  For the balance 
of 2016 growth is now expected to be around 0.4% compared to 0.1% in August (2.0% for 2016).  In 2017 growth 
has been revised up from 0.8% to 1.4% and 2018 revised down from 1.8% to 1.5%.  The MPC’s inflation forecasts 
have been revised higher from 1.2 to 1.3% for 2016; 2.0 to 2.7% for 2017 and 2.4% to 2.7% for 2018, falling back 
to 2.5% in 2019.  The unemployment forecast was unchanged at 5.5% for 2017 - 2019. 

The biggest recent surprise certainly for the mainstream media and pollsters was the victory of Donald Trump in 
the US Presidential Election.  Mrs Clinton won the most votes across the country as a whole, but it is victory in the 
Electoral College that determines the result.  While Mr Trump’s victory in the Electoral College was overwhelming 
the result was decided by the finest of margins between the numbers of votes cast in a few key states!   

At this stage (the count is not complete) the analysis seems to show that in those key states Mrs Clinton failed to 
mobilise democrats who voted in large numbers for Mr Obama in the last 2 presidential elections.  It also shows 
that Mr Trump failed in some states to win as many republican votes as Mr Rhomney in 2012.  One of the 
outcomes of the campaign and result is that it has enabled more authoritarian regimes around the world to pour 
scorn on the state of US politics and the democratic election process. 

It is too early to know what Mr Trump’s actual policies will turn out to be, we may know more by the time of the 
Pensions and Investment Committee meeting in December but we may not have a clear picture until after the 
inauguration in January 2017.  In the meantime the media and the markets have decided to focus on the 
possibility of a significant and unfunded Fiscal Policy expansion in the form of infrastructure spending and tax 
cuts.  The bond market in particular is becoming increasingly concerned about the implications of such an 
expansionary policy on the fiscal deficit and inflation. 

Infrastructure spending / planning was also a theme in the UK, with Hinkley point, Heathrow and the northern 
end of HS2 hitting the headlines.  The markets are keenly waiting to see what Mr Hammond will have to say on 
the matter in his “Autumn Statement” next week.  
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Bond Markets 

The third quarter turned out to be a bit of a roller coaster ride for yields in all conventional government bond 
markets.  Despite the yield volatility, UK non-government bond markets saw stronger returns as spreads 
narrowed, high yield and investment grade corporate bonds outperformed gilts. 

Over the quarter, the yield available from conventional UK government bonds (gilts), fell in all maturities.  10 year 
gilt yields fell from 0.87% on 30th June 2016, to an all-time low of 0.51% on the 12th August 2016, before rising to 
finish the third quarter at 0.75%.  At the time of writing a week after the US presidential election result, the 
benchmark 10 year gilt is yielding 1.38%.  The 30 year gilt yield fell by more, from 1.70% to 1.49% over the 
quarter and are currently yielding 2.02%. 

Index linked gilts outperformed as inflation expectations were revised higher.  The real yield on 10 year index 
linked gilts fell from -1.48% at the end of June to -2.11% at the end of September, 30 index linked yields fell 
slightly less from -1.29% to -1.72%.  Once again because of the longer duration (interest rate sensitivity) of this 
asset class the total return over the quarter was higher than many equity markets.  Since the end of the quarter 
Index linked gilt yields have also gone up and are currently yielding -1.74% for 10 years and -1.47% for 30 years. 

The yield available from other government bond markets increased slightly and as a result local currency total 
returns were lower and in many countries negative.  Taking 10 year benchmark yields for the following countries 
as a reference point, in the US they started the quarter at 1.47% rising to 1.59%, in Germany -0.13% rising to -
0.11% and in Japan -0.25% rising to -0.09%.   

The total returns available from representative indices for Investment Grade Credit, Global High Yield (sub 
investment grade) and Global Emerging Market Debt in the third quarter, all outperformed UK conventional 
government bond index returns, but could not match the return from Equity or Index Linked Gilts. 

Since the end of September and in particular since the US presidential election result, all bond yields have risen 
substantially.  The main driver of the increase has been the election of Donald Trump, Mr Trump is considered by 
the markets as unpredictable because he has no experience of political office and because of the divisive and 
provocative way he fought his electoral campaign.  Since the victory his tone has appeared more conciliatory but 
he continues to act in an “un-presidential” way and send mixed messages through social media.  The main 
conclusion that the US government bond market has come to, is that he is planning to announce a debt funded 
expansion of Fiscal Policy.  The main components of which appear to be up to US$ 1 trillion of spending on 
infrastructure and huge tax cuts for companies and higher earners.  At the moment this is all talk, but it has 
spooked the US bond market pushing the yield on the 10 year US government bond 0.65% higher to 2.24%. 

Equity markets 

With the BREXIT vote out of the way equity markets gently cruised through the third quarter on a fairly benign 
set of economic data reports.  In the third quarter, in local currency, Asia ex Japan and emerging market indices 
produced the strongest returns, closely followed the UK all share index.  Year to Date in local currency terms the 
UK market indices produced the highest total return compared to the rest of the world.   

Once again when currency is taken into consideration, the weakness of Sterling over the quarter and 12 months 
results in higher foreign equity market total returns.  The only equity market in sterling terms that 
underperformed the UK in the third quarter was, not surprisingly the USA, as it braced itself for the outcome of 
the presidential election.  Over 12 months indices for Pacific ex Japan, followed by emerging, US, Japan and then 
Europe produced the stronger total returns, than the UK.  
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2. Investment Performance 

Table 2, shows the performance of the Derbyshire Pension Fund versus the fund specific benchmark for the 3 and 
12 month periods to the end of September 2016.  The performance data has been provided by Portfolio 
Evaluation Limited (PEL) using their own data for the 6 month period since the end of March 2016 and a 
combination of PEL and WM data over 12 months and longer periods.  The analysis shows that the fund 
outperformed the fund specific benchmark in both periods.  The PEL attribution data shows that asset allocation 
was positive for both Equity and bonds, stock selection was also positive in equity but it was negative for bonds in 
the 3 months to end of September 2016. 

Table 2, Derbyshire Pension Fund and Benchmark returns 

% Total return  
30th September 2016 

3 months 12 months 

 Derbyshire  
Pension Fund 

Benchmark Derbyshire  
Pension Fund 

Benchmark 

     
UK Equity 8.7 7.8 17.5 16.8 
     
Overseas Equity 9.9 9.5   
North America 8.0 7.1 33.4 34.1 
Europe 9.1 9.1 21.1 21.0 
Japan 12.7 12.1 32.2 31.3 
Pacific Basin 11.7 12.4 37.2 38.2 
Emerging markets 10.9 11.2 36.8 36.6 
     
UK Gilts 2.4 2.3 12.4 12.6 
UK and Overseas Inflation Linked 7.5 10.1 21.2 24.0 
UK Corporate bonds 6.2 7.3 13.4 16.2 
Multi-asset Credit 7.2 (*) 0.8   
     
Alternatives (all sectors) 8.6 4.8 21.3 11.1 
Property (all sectors) 2.1 -0.3 14.4 4.6 
Cash 0.1 0.0 0.9 0.3 
     
Total Fund 7.6 6.8 20.1 19.1 
     

(*) Includes a catch-up and comprises two quarters of performance 

Equity performance 

The largest allocation in the Fund is to the UK equity market representing 29.3% of total assets under 
management at the end of the quarter.  Relative to the FTSE All Share index, this element of fund outperformed 
the benchmark over the quarter and 12 month periods.  The 3, 5 and 10 year results are also well ahead of 
benchmark. 

The Fund's policy of holding overseas equity unhedged has made a very strong positive contribution to the total 
return of this portion of the portfolio, since Sterling started to weaken in November 2015. 
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The next largest allocation is to North American equity, this portion is actively managed in a segregated portfolio, 
by Wellington Asset Management.  In the third quarter this component of the Fund outperformed the 
benchmark, however the poor first quarter 2016 returns have dragged down the 12 month returns.  Rolling 3, 5 
and 10 year results are excellent and remain well ahead of benchmark. 

The continental European equity portfolio is passively managed by UBS.  The 3 and 12 month returns are in-line 
with the benchmark.  

The other equity assets are invested in Japan, the Pacific Basin and Emerging Markets, via pooled funds selected 
by the in-house team.  Over the 12 months to the end of September 2016 these 3 regions produced an average 
absolute return of 35% with only the investments the Pacific Basin underperforming its benchmark.  Over the 3 
year period the annualised relative returns for Japanese and Emerging equities are below benchmark and the 
same is true for Emerging equity over 5 years.  Over 10 years all of these regional equity investments have 
produced returns that are more than 1% above their respective benchmarks. 

Fixed Income Performance 

After the exceptional performance of the UK government bond market in the second quarter it would have been 
difficult to see similar returns in the third quarter.  The Fund remains 3% underweight its benchmark allocation 
and underweight interest rate sensitivity (duration).  Over the quarter the aggregate total return from all bond 
sectors was 0.7% behind benchmark, as in the second quarter this does hide some marked deviations between 
sectors.   

UK and US government bonds are managed by the in-house team, investment in Gilts produced a positive return 
over 3 months, slightly ahead of benchmark.  Over 12 months total return is slightly below benchmark and is just 
ahead on 3 and 5 years. UK Index Linked Gilts, because of their very high duration, outperformed again with a 
total return of over 10% in the third quarter.  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 duration, as a result the absolute and relative returns of this combination was lower on both 
the 3 and 12 months to the end of September, and continues to drag down longer term relative returns. However 
it should be remembered that the TIPS market is a “truer” play on inflation expectations than the demand driven 
UK linker market. 

The UK corporate bond market strongly outperformed the gilt market as the yield spread between these sectors 
narrowed.  Corporate bonds have now outperformed gilts over the last 5 years.  The in-house team remains 
underweight corporate bonds for reasons of narrow credit spread and fundamental valuation. Looking at the 
returns over 12 months, the underperformance can be attributed to this underweight allocation.  Over longer 
time periods asset allocation does not fully explain the underperformance, it appears that fund selection may 
have been more defensive than the benchmark. 

Investment in “Multi Asset Credit” has proved to be a good decision.  The in-house team has made a commitment 
of £40 million to the Babson Global Private Loan Fund, over the quarter Babson have invested more of their 
allocation.  At the end of September total investment stands at £15.4million, despite this low allocation the 
investment has made a positive contribution to return through stock selection in the second quarter.  More funds 
are being drawn down, once fully invested this will represent 1.1% of total DPF assets under management. 
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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 stood at 3.5% with further cash 
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 
are committed to increasing the allocation. 

Property  

Over the longer term Property has produced strong positive returns, the performance of the asset class did dip 
slightly in the second quarter and was negative in the third quarter as a result of the referendum.  The in-house 
team’s assets however produced a positive return, the team uses a mixture of indirect property investment 
vehicles and an external manager, Colliers Capital, for direct investments in “bricks and mortar”.  The aggregate 
allocation to property has performed well ahead of the benchmark on a 3 and 12 month time horizon and it is 
ahead of the strong 3 and 5 year absolute returns of the Benchmark.  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. 
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3. Economic and Market outlook 

Economic background 

Since my last report very little has changed with regard to the UK leaving the EU, so I do not plan to the rake over 
the ground already covered on this subject.  As I mentioned above the High Court has given the government a 
reminder of the Law with respect to the British Constitution and the Sovereignty of Parliament, but whether the 
government chooses to appeal to the Supreme Court or just get on and pass an Act of Parliament, the outcome 
of the referendum is highly unlikely to be changed.  

Needless to say everything that is being discussed in government is coloured by BREXIT as is every piece of 
economic data published.  The inflation report of the Bank of England published on the 3rd of November noted 
that recent data had been on balance better than expected since June but the Bank continues to highlight the 
uncertainty over the medium term outlook. The next event where we may get some further insight into the 
governments thinking is Mr Hammond’s Autumn Statement.  This has been previewed as an infrastructure 
spending bonanza with the media being especially upbeat since the announcements on Hinkley, Heathrow and 
HS2 and of course the excitement about Mr Trump’s plans for the US economy. 

In my last report I said the following; 

 “Growth in developed and emerging markets alike is now expected to remain low in 2016 and beyond.  With the 
exception of the UK, growth forecasts have not become materially worse but global productivity and consumption 
levels continue to fall.  On average over the next 5 years, Emerging economies are expected to grow by 4.5%pa 
and Developed economies by no more than 2%pa.  The USA is expected to be the strongest followed by Europe the 
UK and Japan.  Central Banks are likely to remain accommodative as a result.”   

This was based on my belief that global economic activity and inflation would remain sub-trend because of a 
combination of relative fiscal austerity, the debt burden and the long term trend in demographics.   

So what has changed? The Short answer is nothing has actually changed.  The demographic factors are long term 
and the projections remain the same, the debt burden is still huge and if anything is getting bigger and as yet 
fiscal policy has not changed and even if it did the other 2 factors have a greater long term influence on potential 
growth and how high yields can go.  

The Long answer lies with the rise of “populism”, as demonstrated by a rejection of establishment views in the 
UK on membership of the EU and probably more importantly with the election of Mr Trump in the USA.  The 
pressure for change among electorates appears to be increasing.  There is a growing perception that it is current 
central bank and government policies that have failed to protect the jobs and the real incomes of all but the 
already super-rich. And not factors such as globalisation and the secular economic shift from low tech 
manufacturing to high tech, the service sector and the “electronic” economy.  

Equally for a while now a growing number of financial market commentators have suggested that monetary 
policy as expressed through QE and ultra-low interest rates may have stopped working (indeed some argue that 
QE has never worked), and that new supply side policies and a fiscal policy expansion are required to take over 
from interest rate cuts and QE to stimulate higher economic activity. 

So what is the US bond and equity market getting so excited about?  And why does it matter?  The media and the 
markets have decided to largely ignore what Mr Trump said on Trade, Immigration and Geopolitics and focus 
instead on what he said about big tax cuts for companies and the rich and a huge infrastructure investment 
programme, both of which will be mainly funded with government debt.  He has also proposed financial 
deregulation, health care reform and a modified stance on energy and the environment. 
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It matters for the following reasons; all of the above are perceived as pro-growth but an unfunded fiscal 
expansion implies higher US bond yields and steeper curves and with the economy close to full employment, 
higher inflation.  Easier fiscal policy and higher inflation implies a more activist US Federal Reserve Bank and 
higher US interest rates.  All this is bad for US bonds, on the other hand lower taxes and deregulation are very 
positive for US equities.  Companies could also start using their cash for investment in productivity and capacity 
rather than share-buybacks and higher dividends.  Real assets such as infrastructure and property should also be 
beneficiaries 

For the rest of the world higher US yields means a stronger US dollar, it makes US assets more attractive which 
tightens global financial conditions putting pressure on interest rates and bond yields in other developed 
economies and has in the past been especially bad for emerging economies. 

Finally another consequence of BREXIT and Mr Trump’s victory could be an increase in “populism” in Europe, 
where there are a series of important political events over the next 12 months.  Starting in December with a 
referendum on the constitution in Italy, the vote is about improving the structure of National and Regional 
government, with the aim of improving the stability of parliament.  But is it likely to be treated as an opportunity 
to vote on the success of the EU project since 1999.  Further off but just as important we have elections in France 
that could lead to Marine Le Pen being president and after the summer there are elections in Germany.  So for 
the next 12 months at least “Politics is the new Macro” influence on markets. 

Government bonds 

Since the end of September all bond markets have produced negative returns as yields have risen.  From the end 
of September to the 14th November UK 10 gilt yields are 0.7% higher at 1.46% mainly a reflection of the news 
from the US but also due to higher growth and inflation in the UK over the period.  It is difficult to see how much 
higher UK gilt yields can rise for domestic reasons given the forecast for growth in 2017 and 2018 and the 
uncertainty over BREXIT. While the chance of further cut in rates now looks less likely an increase is equally 
unlikely during the BREXIT negotiations, despite the higher inflation forecast and the weakness of sterling.  As the 
Bank of England reminded us they have decided to look through the weakness of sterling, preferring instead to 
keep rates low to help smooth the path to EU exit.   

It is possible for gilt yields to rise further as they get dragged higher by yields in the US.  Mr Trump’s fiscal policies 
even if only partially passed into law could lead to an increase in 10 year US Treasury bond yields from 2.25% 
currently to between 2.5 and 3%, they will almost certainly lead to a steeper yield curve, meaning that long dated 
bond yields will move even higher over the coming year.  A FED hike is already priced in for December and a 
further 2 rate hikes are likely as US inflation is forecast to go over 2% next year.  As a result it is entirely likely that 
the total return from gilts will be negative for 4q16 and that we could get further negative quarterly returns from 
government bonds in 2017 especially the long dated and duration sensitive sectors of the market.  As mentioned 
at our last meeting I believe it is sensible to remain underweight and short of duration in government bond 
markets.     

Given what I have said about government bond markets it may seem counter intuitive to continue to recommend 
diversifying into other higher yielding, income generating assets but I believe the extra yield and lower duration 
of these assets means they are still worth considering; although this approach does increase risk and accordingly 
would need to be assessed against the investment objectives of the Scheme. 
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Non-government bonds 

Non-government bond yield spreads narrowed by 0.4% over the quarter from 1.8% to 1.4% making the all in yield 
for the average Investment grade UK corporate bond 2.2% at the end of the quarter, up from the low of 1.9% in 
August.  Since the end of the quarter yields have risen a further 0.7% all because of the change in gilt yields, the 
yield spread on investment grade corporates is unchanged so the yield is now 2.9% double that of the yield 
available from gilts.  The average high yield bond is yielding around 6%, more than 4 times higher than gilts 
admittedly the credit risk is also much higher but the duration is much lower.   

As predicted in my last report when government bond yields start to rise, all asset classes will see rising yields, 
however because this is not a credit event and because both the Bank of England and the European Central Bank 
have expanded their QE bond purchase programmes to include corporate bonds, non-government bond yield 
spreads, may not widen significantly even if government yields continue to rise.  The main driver is not defaults or 
a worsening credit situation but a rise in US Government bond yields in response to an expected change in fiscal 
policy. 

As noted above bond returns are likely to be negative in the 4th quarter.  Looking forward from here, in table 3 
below I have given some estimates of the total return from government and non-government bond indices based 
on their yield and interest rate sensitivity (Duration) over certain time horizons.  The estimates do not take into 
consideration any widening of spread over the holding period.  If the yield spread on investment grade 
corporates and global high yield widened by 0.3% and 2% respectively then all 3 indices would have a similar 
negative return to gilts over 12 months. 

Table 3, Total returns from representative bond indices  

Index Yield to 
Maturity % 

Duration Yield increase 
% 

% Total return, holding period 

    3 month 12 Month 

All Stock Gilts 1.4 10.9 0.5 -5.1 -4.1 

UK Corporate Bonds 2.8 8.4 0.5 -3.5 -1.4 

Global High Yield 6.2 4.0 0.5 -0.45 4.2 

Source: - BofA Merrill Lynch Indices 14th November 2016 

 

 Equities 

As noted above, on a local currency basis UK equity markets had a good quarter with the All Share outperforming 
the FTSE 100 index.  Local currency returns for the rest of the world equity markets were higher than in the 
second quarter but with the exception of Asia-Pac and Emerging equity lower than the UK.  Equity market 
valuations in developed markets are above average and expensive relative to the rest of the world, because of 
the US and Switzerland.  Japan is cheap globally and the cheapest market relative to the last 12 years, on average 
European equity markets remain cheap relative to the rest of the world.  The strong performance of all emerging 
market equities over the third quarter now leaves valuations around their average for the last 12 years.  The 
average does hide a wide dispersion with Mexico (surprisingly) and India very expensive but Asia-Pacific, Brazil 
and Russia cheap.  
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Monetary accommodation remains an important support for countries outside of the US.  As I mentioned in my 
last report, “In order to see stronger returns, either profits and or productivity need to pick up or we need to see a 
re-emphasis of fiscal expansion and structural reform”.   

It would appear that there is a strong possibility that we will get fiscal expansion and structural reform from Mr 
Trump even if we don’t get much from Mr Hammond.  Ironically in sterling terms equity markets have been 
volatile since the beginning of the month and at the time of writing most have delivered negative month to date 
returns.  However the bond markets and asset allocators have identified the combination of tax cuts, 
deregulation and the potential for the repatriation of overseas earnings as powerful positive drivers of US equity 
market performance.  A strong US equity market and in particular higher US yields and a strong US dollar has not 
been good news for emerging bond and equity markets.  
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GDP Forecasts 

Table 4, shows the consensus forecasts for GDP growth in calendar 2016 and 2017 and my expectations in August 
and November 2016.   

Table 4, GDP forecasts - Consensus versus Advisor expectations 

% Change 
yoy 

2016 2017 

August November August November 
 Consensus AF Consensus AF Consensus AF Consensus AF 

US 1.6 2.0 1.5 2.0 2.3 2.3 2.2 2.5 
UK 1.5 1.5 2.0 2.0 0.6 0.8 1.1 1.5 

Japan 0.5 0.7 0.6 0.7 0.8 0.9 0.9 1.0 
EU 28 1.5 1.7 1.8 2.0 1.2 1.5 1.4 1.7 

 

At this stage in the year and with the growth we have already seen I am rather surprised that the consensus for 
2016 is not higher.  I am pretty confident that we will see at least the level of growth for 2016 set out in table 4 
above.   Consensus estimates for 2017 have been revised up for most developed markets, even for the UK!  This 
reversal is not surprising because growth outcomes while mixed continue on balance to be slightly better than 
previously forecast.  The estimates were probably published too early to contain the impact of the expected 
spending plans of Mr Trump.  In the rest of the world, the Bank of England, the ECB and the Bank of Japan are 
likely to remain in easy money policy mode.  While the FED is now fully expected to raise rates in December this 
is unlikely to have any impact on GDP.  I believe the renewed optimism in the US and the potential for a lean 
towards more fiscal stimulus means GDP forecasts could be revised generally higher with the possible exception 
of the UK.  

The US economy grew by 0.8% annualised in the 1st quarter of 2016, and was revised higher from 1.2% to 1.4% in 
the second quarter.  The third quarter advance estimate is 2.9% an increase in inventories and higher exports 
were cited as the main reasons for the higher third quarter growth.   

We now know that despite the EU Referendum, UK GDP was estimated at 2.0% annualised in the third quarter, as 
in the 1st half of the year services were responsible for most of the growth with manufacturing, construction and 
agriculture all weaker.  The 4th quarter is estimated to be lower at 1.6% annualised despite this GDP should be 
close to 2% for the whole of 2016.  Growth in 2017 is widely expected to be lower, with the BREXIT negotiations 
cited as the main reason for uncertainty.  This is a reasonable assumption because spending and investment 
plans for 2016 would have been made long before we knew the result of the referendum and were unlikely to be 
curtailed.  Whereas plans for 2017 are being made post the referendum and because to be honest nobody really 
knows how the negotiations will go it is possible that these decisions could be scaled back  

In Japan second quarter GDP was unchanged at 0.8% annualised, but growth in third quarter jumped to 2.2% on 
stronger exports despite the stronger Yen, government spending and private residential investment were also 
stronger although household consumption was lower.  Eurozone GDP grew by a confirmed 1.6% annualised in the 
second quarter, and an estimated 1.6% in the third quarter.  Growth was weaker in Germany, Belgium and Spain 
but stronger in France, Italy and unchanged in the Netherlands.  BREXIT is still expected to impact growth in the 
Netherlands, Belgium and the Republic of Eire next year as these are the UK’s largest EU trading partners but it is 
unlikely to have much of an effect on the rest of Europe. 
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Consumer Price Inflation 

Table 5, shows the consensus forecasts for Consumer Price Inflation and my expectations in calendar 2016 and 
2017 as stated in August and November 2016.  

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

% Change 
yoy 

2016 2017 

August November August November 
 Consensus AF Consensus AF Consensus AF Consensus AF 

US 1.2 1.2 1.2 1.2 2.3 2.0 2.3 2.5 
UK 0.7 0.7 0.7 1.3 2.4 2.5 2.5 2.7 

Japan -0.1 -0.2 -0.2 -0.2 0.6 0.6 0.4 0.6 
EU 28 0.2 0.1 0.3 0.3 1.3 1.0 1.5 1.5 

 

The only significant change to consensus inflation forecasts is in the UK, where the weakness of Sterling and the 
Bank of England’s decision not to respond it, means UK inflation is likely to exceed 2%.  Given the expectations on 
tax cuts etc. and the tight labour market, US inflation is very likely to be higher however this is not contained in 
the consensus data as it was published before the US Presidential Election result.  With the election out of the 
way the US FED can get on with raising rates in December and given the focus on fiscal expansion the FED has 
little incentive to keep rates down. In Japan and Europe the inflation forecasts are pretty much unchanged.  I 
believe with the rise of populist policies in the US and UK we may have reached a turning point on inflation and 
that we could now see sustainable increases in inflation however because of the debt burden in developed 
economies and the resultant lower potential growth, aggregate inflation is unlikely to rise to the levels we have 
seen in the past. 

The Bank of England now expects UK inflation to be 2.7% in 2017, 2018 and 2.5% 2019.  In September UK 
inflation ticked up to 1.0% annualised with the most significant contributions coming from recreational services 
and transportation.  In October US CPI rose by 1.6% yoy and 2.1% excluding food and energy.  In the Eurozone 
headline CPI is expected to hit 0.5% in October and excluding Food and energy 0.7% yoy.  In Japan, October 
headline CPI rose for the 1st time in 8 months to 0.1% annualised but core inflation excluding food and energy 
was -0.4% annualised. 

 

 

 

 

 

 

 

 

 



 

  

14th November 2016 15 

Q
ua

rt
er

ly
 In

ve
st

m
en

t R
ep

or
t 

4. Outlook for the securities markets 

Bond Markets 

In table 6, below I have set out my expectations for 3 month LIBOR interest rates and benchmark 10 year 
government bond yields, in March and December 2017.   They are not meant to be accurate point forecasts, 
more an indication of the likely direction of yields from where they are in mid-November 2016 and to reflect the 
impact of the potential change in US economic policies post the presidential and congressional elections.  

The current level of bond yields and the forecasts for next year are a reflection of 3 different forces; optimism 
about the potential for a change in fiscal policy in America, pessimism around the prospects for a post BREXIT UK 
economy and weak growth and low inflation in Europe and Japan. Outside of the US, central banks are 
determined to keep interest rates and bond yields low; in the UK to smooth the path of BREXIT, in Europe and 
Japan to try and achieve a sustainable improvement in economic growth and a return to target inflation.  The 
bank of Japan’s latest policy initiative is to target Japanese 10 year bond yields at 0.1%, in an effort to create a 
positively sloped yield curve aimed at improving commercial bank profitability. 

In August the Bank of England (BoE) stated that it stood ready to cut rates further and to use “unconventional” 
measures if required.  Recent economic data does not justify further monetary policy action but the BoE believes 
the level of uncertainty around the future path of growth does justify it’s current policy. 

Table 6, Interest rate and Bond yield forecasts 

% Current March 2017 December 2017 
    
United States    
3month LIBOR 0.91 1.0 1.5 
10 year bond yield 2.21 2.5 3.0 
    
United Kingdom    
3month LIBOR 0.40 0.4 0.4 
10 year bond yield 1.36 1.5 1.7 
    
Japan    
3month LIBOR -0.07 -0.1 -0.1 
10 year bond yield -0.02 0.1 0.1 
    
Germany    
3month EURIBOR -0.33 -0.25 -0.25 
10 year bond yield 0.31 0.35 0.50 
    

 

Until very recently Japanese and German government bond yields (the benchmark for Europe) were negative out 
to 15 years.  The rise in US bond yields and the announcement by the bank of Japan to target 10 year JGB yields 
at +0.1% has led to an increase in 10 year yields but 2 year and 5 year benchmark yields are still negative. 

The US Federal Reserve Bank (FED) is expected to increase its Fed Funds and Official Discount rates by 0.25% in 
December and 2 further 0.25% increases are priced in by the market for 2017.  There is little prospect that official 
interest rates in the UK, Japan and Europe will rise in 2017 but that will not stop global government yields rising if 
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US yields continue to go up.  A lot has been priced into the US yield curve since the election result but such is the 
potential for change that 10 year US yields could rise to 3% at some point over the next year.  

Recommendations 

My last set of recommendations were written at a time when yields were at or around what has turned out to be 
their all-time lows. In the US and UK 10 year government yields have risen to 2.3 and 1.4% respectively.  All other 
bond yields have increased but government bond yields in Germany and Japan remain close to their lows, a 
significant stock of global government bonds are trading at yields below 1% and close to 30% still have negative 
yields.  Demand remains positive as Central banks are active purchasers of bonds in the primary and secondary 
markets.  As are Pension Funds and regulated buyers such as insurance companies, indeed these investors may 
see the increase in yields as an opportunity to satisfy pent up demand.  Japanese investors remain big buyers of 
UK and US government bonds because of the yield pick-up over their home market with the recent moves making 
new purchases even more attractive. This demand dynamic looks likely to continue for some time, as a result 
global government bond yields in general are likely to remain low.  While it is possible for US government yields 
to go higher from here the debt burden and the demographics don’t really support a sustainable move much 
above 3% for 10 year yields before the impact of higher yields puts pressure on economic activity. 

Even the small increases in yield seen in some government bond markets has resulted in negative returns 
because the yield to maturity was so low.  As noted from my last 2 reports I am not a fan of UK government 
bonds mainly because the yield was and remains so low.  I was not anticipating the recent large increase in yields 
and the resulting negative returns, I did however believe that diversifying into other bond sectors would provide 
higher yields and better protect total return should government yields start to rise. I continue to believe that 
diversification away from gilts into other bond sectors has merit and should be considered.  In table 3 above you 
can see the different total return out comes for gilts, UK corporate and global high yield bonds in an environment 
where yields rise by 0.5% over 3 and 12 month periods.  

Because investment in government bonds does provide a hedge for the DPF’s liabilities, it is difficult to 
recommend further reducing the total bond allocation.  I also know that if the DPF is underweight duration, these 
2 measures should have reduced the impact of the increase in yields on the Fund since the summer of 2016 
relative to the scheme benchmark allocation.  However I continue to believe an increased allocation to 
Investment grade and an allocation to sub-investment grade credit and emerging market debt has merit from a 
total return and diversification point of view and is worthy of further consideration.  I have trimmed to +1% each, 
my recommendation to buy high yield and emerging debt through the sale of gilts, I also recommend increasing 
the investment grade corporate bond allocation to neutral. 

Despite the recent sell off, Index Linked gilts remain some of the most expensive bond assets in the world, in 
absolute terms and when compared to inflation linked government bonds elsewhere.  As I mentioned in my last 
report US Treasury Inflation Protected Securities (TIPS) are undervalued from a relative value and inflation point 
of view, therefore holding duration equivalent TIPS instead of Linkers remains an attractive tactical opportunity.  

As noted in the last report the scheme benchmark has an allocation to Multi-Asset Credit and I note that the 
allocation has increased by drawdown of funds by the manager.  This is a higher yielding fixed income asset class 
that has very good diversification characteristics especially in a rising yield environment.  Given the potential for 
change coming from the US I believe that the in house team should increase this allocation to 1% overweight as 
soon as is reasonably possible. 
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Equity Markets 

Table 7, below I have shown the dividend yield, earnings growth and price / earnings ratio forecasts, for 2016 and 
2017 provided by Citi Research, via the DPF in house investment team. 

Table 7, Dividend yield, Earnings growth and Price/Earnings Ratios 

 
Country Dividend 

Yield 
Earnings Growth Price/Earnings Ratio 

Forecast period 2016 2016 2017 2016 2017 
      
United Kingdom 4.3 1.4 20.6 17.5 14.5 
United States 2.2 2.0 12.5 18.5 16.4 
Europe ex UK 3.7 2.0 11.7 15.8 14.2 
Japan 2.3 8.7 8.6 15.0 13.8 

     Source: Citi Research, Global Equity Quarterly, 3rd November 2016 

Citi Research have increased their estimates for dividends, except in Japan and revised up earnings growth in all 
regions for 2016.  Earnings growth forecasts for 2017 have been revised up in the US and lowered in all other 
regions. 

Over the year local currency equity markets have produced mixed returns, against a backdrop of low growth and 
inflation.  The support of easy money from the central banks has been essential in underpinning the performance 
of the markets.  After intervention from the Peoples bank of China the negative returns of the 1st quarter were 
reversed, as a result emerging and commodity driven indices have recovered strongly to produce the highest 
positive returns.  In the US where earnings per share has been falling and valuation has become ever more 
stretched, inaction by the FED resulted in modest returns.  In Europe the ECB has tried it’s hardest to support the 
recovery in the banking sector and the southern states, but returns are still negative.  Finally in Japan where 
monetary policy has been most innovative equity performance is sharply negative due to the unintended 
consequence of a high current account surplus and a strong Yen. 

Given the above in an environment where growth remains sub trend and there is little or no inflation a medium 
term relative value investor may be minded to underweight the US, think more carefully about which emerging 
countries to remain invested in and only stay if the higher growth case is convincing.  That same investor would 
be looking for opportunities to add selectively to Europe and Japan because of the relative underperformance. 

Then along comes Mr Trump and “disrupts the status quo” in more ways than one! The US analysts then crunch 
the numbers on what Mr Trump said he would do for the economy during the election campaign and come to the 
conclusion that in broad terms Mr Trump’s policies are positive for the US economy and stock market, good for 
the US dollar and bad for US bonds and inflation and as a result bad for emerging markets. 

Voilà, overnight the investment landscape is changed, yes a republican president working with a republican 
congress can quickly cut taxes and deregulate the banking, healthcare and environmental sectors.  But the follow 
on company and infrastructure investment will take longer to achieve.  In the meantime higher borrowing costs 
from the bond market and the already high debt burden and inflation from the tight labour market could tighten 
monetary conditions causing the project to stall. 
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Recommendations 

Before all the excitement of Mr Trump, I would have been happy to stick with my recommendations from August 
2016 noted in table 8.  However because of I have the Luxury of a blank piece of paper I believe it may be worth 
outlining some tactical changes that could be considered in the light of the changes that the new US 
administration and congress are pledged to put in place.  The markets have already moved a long way so these 
suggestions may not be worthy of consideration by the time we meet in December. 

On a local currency basis UK equity markets had another good quarter, with a recovery in domestic stocks helping 
the FT All share outperform the FTSE 100.  However the UK has not even started it’s negotiations with the EU and 
while the upswing in populism may make it easier for the UK to get a deal, the officials at the EU and many of the 
elected representatives of the member state governments appear to have hardened there stance against the UK.  
The Autumn Statement did not really have anything significant to say on fiscal policy or structural reform and the 
government has decided that to talk about what it’s strategy is going to be on our future relationship with Europe 
would undermine it’s negotiation position.  Therefore the uncertainty remains and makes any investment 
decision at the current time a difficult one.  In the meantime investment intentions and business confidence 
continue to deteriorate.  Dividend yield is attractive and remains high compared to bonds despite the sell off and 
the weakness of Sterling could also help the adjustment.  The short term outlook remains uncertain, the future 
for the UK outside of EU can be very positive, however the path to the new reality may prove difficult and take 
time. Until we know more I believe it is appropriate to have a neutral stance to UK Equities. 

Even before the election result the US economy was showing reasonable underlying growth.  Consumption and 
labour markets remain strong, but rising wages are putting pressure on profit margins and valuations are 
elevated. In light of the election result I believe it is probably worth sticking with the current position rather than 
continuing with my previous recommendation to be 2% underweight at least until January 2017 when we will 
know what the new economic policies will be. 

In Europe the ECB seems to getting traction with its policy of making it easier for companies to access credit.  
Year to date growth has been stronger than expected but this is yet to be seen in the markets performance. If the 
DPF had an active European equity manager/fund I would continue to recommend building to an overweight of 
1%.  As the assets are managed passively I believe it is appropriate to remain neutral. 

On a valuation basis the Japanese market remains cheap relative to the rest of the world and as cheap as it has 
ever been, relative to its own history since 2004.  Also companies are carrying the largest cash balances of any 
companies in the developed world, hence share buybacks and dividends have increased significantly.  Also the 
pick-up in Asian regional domestic growth should help Japanese companies, therefore I continue to recommend 
an overweight position of 1%. 

Pacific Basin and Emerging Market Equity markets have produced very strong returns over the last 12 months 
and I still believe strategically, one has to go to where the growth is, and emerging markets are growing on 
average twice as fast as developed markets.  Macroeconomic indicators provide supporting evidence; Price to 
Book and external debt are the lowest for 10 years and currency reserves the highest for 10 years.  At the 
company level EM Asia yields are high and poor earnings are largely factored into expectations.  However 
valuations are looking “average” and with the policy changes expected in the US likely to lead to, higher US bond 
yields, interest rates, inflation and a stronger dollar, none of which have in the past have been positive outcomes 
for Emerging equity or debt, I therefore conclude that it may be better to take profits in these regions and return 
to a neutral allocation. 
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Property, Alternatives and Cash 

The Strategic benchmark is well diversified and contains an allocation to Property and Alternatives.  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. 

The Property market has had a difficult time so far this year with negative returns in the third quarter.  This 
emphasises for me the need to be more long term in the approach to investment in property, to avoid these 
short term bouts of volatility.  I continue to 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. 

Alternatives; I continue 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 “shovel ready 
projects” remains low, the supply of good quality assets is low, difficult to find and demand is high.  However the 
“market” for infrastructure assets is becoming broader and deeper with many new opportunities coming to 
market from both existing and new managers.  The change of government in the US could lead to an increase in 
supply of projects but maybe not in the near term. 

Finally cash, with valuations in bond and equity markets very high carrying a higher cash balance has dampened 
the impact of asset price falls.  I also understand that some of the cash held is already allocated to investments 
that have yet to be “drawn down” by the fund managers and I don’t want to force these managers to invest if 
they are not comfortable doing so. In my opinion the level of cash in the fund is too high and should be allocated 
to investment in equity and alternatives.  With the sell-off in bonds maybe some cash could be allocated to boost 
non-government bond exposure rather than by selling government bonds to achieve at least a neutral exposure 
to corporate bonds. 

Table 8, below shows the Derbyshire Strategic benchmark allocations and my relative weights as of 16th August 
and the 14th November 2016 
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Table 8, Recommended Asset allocation 

 

% Asset Category Derbyshire 
Strategic weight 

Anthony Fletcher  
16th August 2016 

Anthony Fletcher  
14th November 2016 

    
Total Equity 60 +2 +2 
    
UK Equity 28 0 0 
    
Overseas Equity 32 +2 +2 
    
North America 11 -2 0 
Europe ex UK 9 +1 (0) +1 (0) 
Japan 5 +1 +1 
Pacific ex Japan 4 +1 0 
Emerging markets 3 +1 0 
    
Total Bonds 22 -3 -3 
    
Conventional Gilts 6.5 -3 -3 
UK index Linked 6.5 -5 -5 
US TIPS 0 +2 +2 
Non-government 
Bonds* 

6 +3 +2 

Multi-asset Credit 3 0 +1 
    
Total Alternatives 16 +1 +1 
    
Infrastructure 3 +1 +1 
Private Equity 4 0 0 
Direct Property 5 +1 +1 
Indirect Property 4 -1 -1 
     
Cash 2 0 0 

*Non-government bonds, for AF a mixture of 6% corporate, 1% global high yield and 1% emerging market debt. 

 

 Anthony Fletcher 

14th November 2016 
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	INVESTMENT REPORT
	At the last meeting it was agreed that the Fund’s weighting be reduced by 0.5% to 29.2%, 1.2% overweight.  Divestment of £12.2m, combined with relative market weakness, reduced the weighting to 28.9% at 31 October 2016.
	North American Equities
	It was recommended that the Fund reduce the weighting from 11.8% to a neutral weighting of 11.0%. Whilst there was a £32m divestment, relative market strength driven by the appreciation of the US dollar increased the weighting to 11.4% at 31 October 2...
	European Equities
	It was recommended that the Fund increase the weighting by 0.8% to 9.8%, 0.8% overweight.  Investment of £32m together with relative market strength increased the weighting to 10.0% at 31 October 2016.
	Japanese Equities
	At the last meeting it was recommended that the Fund maintain its overweight position of 6.7%.  Whilst there were no transactions in the period, the strength of the Japanese Yen increased the weighting to 7.2% at 31 October 2016, 0.2% higher than the ...
	Asia/Pacific ex-Japan Equities
	Emerging Markets Equities
	Bonds
	Conventional bonds
	It was recommended that the Fund maintain a 0.2% overweight position of 6.7%.  Relative market strength provided a selling opportunity and net divestment totalled £11.1m, reducing the weighting to 6.5% at 31 October 2016.
	Property

	It was agreed that the Fund should increase its Direct Property weighting by 0.4% to 3.9% to reflect a specific opportunity identified by the discretionary manager.  Whilst the transaction successfully completed it was delayed until November 2016.  Th...
	It was recommended that the Indirect Property weighting remain unchanged at 2.8%.  Relative market weakness reduced the weighting to 2.7% at 31 October 2016.
	.
	Alternatives
	It was recommended that the Infrastructure weighting be increased by 0.2% to 2.1%.  Delays in drawdowns together with relative market weakness reduced the weighting to 1.8% at 31 October 2016.
	It was agreed that the Private Equity weighting of 1.7% would be maintained.  There were minimal transactions in the period, and the weighting fell slightly to 1.6% at 31 October 2016.
	Cash
	It was agreed at the last meeting that the cash weighting be reduced by 1.2% to 3.7%.  The timing delays in respect of Multi-Asset Credit and Direct Property, together with the opportunistic sale of some Index-Linked Bonds, increased the cash weightin...
	UK Equities
	Mr Fletcher recommends a neutral weighting of 28.0% in UK Equities believing that until there is more certainty about the impact of the UK’s exit from the EU, a neutral stance is appropriate. Mr Fletcher believes that the short term outlook is very un...
	North American Equities
	Mr Fletcher has changed his recommendation in respect of North American Equities from a 2% underweight allocation of 9% to a neutral weighting of 11%.  Mr Fletcher notes that US analysts have concluded that Mr Trump’s plans should be positive for the ...
	European Equities
	Mr Fletcher recommends a neutral weighting of 9.0% in European Equities, although a 1.0% overweight position of 10.0% would be recommended if the portfolio was actively managed.  Mr Fletcher believes that the ECB is gaining traction with its policy of...
	Japan
	Mr Fletcher recommends a 1.0% overweight allocation of 6.0% to Japanese equities.  Mr Fletcher highlights that Japanese companies are carrying large cash balances, which has led to a significant rise in share buybacks and dividends, providing support ...
	Asia Pacific Ex Japan and Emerging Markets
	Bonds
	Mr Fletcher continues to recommend a 3% underweight position for the bond portfolio which equates to an overall allocation of 19.0%.  The Fund’s allocation is currently 17.6%, and the IFMT recommend increasing this to 19.7%, 2.3% underweight.  Whilst ...
	Mr Fletcher recommends a 3% underweight position in both Conventional and Index Linked Bonds.  Mr Fletcher states that he is ‘‘not a fan of UK government bonds’’ because the yield remains so low even after the recent pick-up.  Mr Fletcher also notes t...
	Mr Fletcher recommends a 2.0% overweight position in Corporate Bonds which represents an allocation of 8.0%, in part reflecting investment in more aggressive higher yield bond and emerging market debt (a 1% allocation to each), believing that the dive...
	Mr Fletcher recommends increasing the Multi-Asset Credit allocation to a 1.0% overweight position of 4.0%, noting that this is a higher yielding asset class that has very good diversification characteristics in a rising rate environment.  The IFMT agr...
	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 and commitments totalled £41m at 31 October 2016.  However, no drawdowns are expected over the next quarter and the IFMT recommend that the current weighting of 2.7% is ...
	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.
	Whilst the Fund is currently 1.2% underweight in Infrastructure, commitments at 31 October 2016 totalled £23m, increasing the committed weight by 0.8% to 2.6%. The IFMT continue to assess an active pipeline of new opportunities and although the timing...
	The IFMT recommend maintaining the Private Equity weighting of 1.6%.  Total commitments at 31 October 2016 totalled £30m, increasing the committed weighting to 2.3%. Several new opportunities are being assessed and it is anticipated that the level of ...
	Cash
	5.3 That the strategy outlined in the report be approved.
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