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Investment Strategy  
Introduction The purpose of this short paper is to provide an update on the Fund's 

current investment strategy including expected return and risk as at 31 
March 2016.  

 
Current strategy The Fund currently targets a portfolio of 87% growth assets, comprising of 

global equities, private equity, UK property and diversified growth funds 
and 13% matching assets which consists of index-linked gilts and 
corporate bonds. As at 31 January 2016, the Fund had £674.8m invested 
in the following target strategy: 
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Asset Class Fund £m as at 
31 January 

2016 

% as at 
31 

January 
2016 

Strategic 
target % 

Global Equities 

Longview – Equity Total Return 69.9 11 11 
State Street – Index Tracking Equities 208.3 32 31 
GMO Emerging Domestic Opportunities 
Strategy 

67.7 11 10 

Oldfield – Global Equity 67.6 11 10 

Private Equity Pantheon (Europe Fund V, Global 
Secondary Fund III, USA Fund VII) 

21.3 3 5 

UK Property Aviva – UK Fund of Funds 53.5 8 10 

Diversified 
Growth Funds  

Insight – Broad Opportunities Fund  26.6 4 5 
Standard Life – Global Absolute Return 
Strategy 

29.6 5 5 

UK Bonds 

BlackRock – Corporate Bonds (iBoxx 
Over 10 Year Non-Gilt Index)  

67.2 11 10 

BlackRock – Index-Linked Gilts (FTSE 
UK Gilts Index-Linked Over 5 Years 
Index) 

17.5 3 3 

TOTAL  638.4 100 100 
 

Quantitative 
assessment of current 
strategy 

Our quantitative assessment provides an overview of the expected risk 
and return profile of the strategy.  

The portfolio has been modelled over a 10 year period, in order to provide 
a headline assessment of the expected return and volatility for each 
strategy.  

The following assumptions have been used in our modelling: 

 Liability duration has been approximated from a 0.5% stress test 
resulting in a duration of 16 years.  

 The split between the Pension Fund's fixed and inflation-linked 
liabilities have been assumed to be approximately 18% and 82% 
respectively.  

 The liabilities have been approximated using a combination of gilts 
and index-linked gilts with a similar duration and nature as described 
above.  
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50th percentile results 

 Current strategy 

10yr absolute return (% p.a.) 7.6 

10yr absolute return volatility (% p.a.) 15.6 

10yr return relative to 20yr gilts (% p.a.) 5.9 

10yr volatility relative to 20yr gilts (% p.a.) 18.1 

Efficiency (Absolute return per unit of risk) 48.7% 

Efficiency (Relative return per unit of risk) 32.6% 

 

Absolute performance 

 The very high level of absolute volatility for the strategy is driven by 
the significant proportion of assets in the growth portfolio.  

Performance relative to gilts 

 The relatively low efficiency of the strategy relative to gilts is 
illustrative of the low level of interest rate and inflation hedging within 
the Fund. 

Additionally, we have provided below the returns for the 25th and 75th 
percentiles: 

 75th 
percentile 

25th 
percentile 

10 yr absolute return (% p.a.) 4.0 11.1 

10yr return relative to 20yr gilts (% p.a.) 2.1 9.6 
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Disclaimer 
This document and any enclosures or attachments are prepared on the understanding that it is solely 
for the benefit of the addressee(s). Unless we provide express prior written consent, no part of this 
document should be reproduced, distributed or communicated to anyone else and, in providing this 
document, we do not accept or assume any responsibility for any other purpose or to anyone other 
than the addressee(s) of this document. 

Notwithstanding the level of skill and care used in conducting due diligence into any organisation that 
is the subject of a rating in this document, it is not always possible to detect the negligence, fraud, or 
other misconduct of the organisation being assessed or any weaknesses in that organisation's 
systems and controls or operations. 

This document and any due diligence conducted is based upon information available to us at the date 
of this document and takes no account of subsequent developments. In preparing this document we 
may have relied upon data supplied to us by third parties (including those that are the subject of due 
diligence) and therefore no warranty or guarantee of accuracy or completeness is provided. We 
cannot be held accountable for any error, omission or misrepresentation of any data provided to us by 
third parties (including those that are the subject of due diligence). This document is not intended by 
us to form a basis of any decision by any third party to do or omit to do anything. 

Any opinions or assumptions in this document have been derived by us through a blend of economic 
theory, historical analysis and/or other sources. Any opinion or assumption may contain elements of 
subjective judgement and are not intended to imply, nor should be interpreted as conveying, any form 
of guarantee or assurance by us of any future performance. Views are derived from our research 
process and it should be noted in particular that we cannot research legal, regulatory, administrative 
or accounting procedures and accordingly make no warranty and accept no responsibility for 
consequences arising from relying on this document in this regard. 

Calculations may be derived from our proprietary models in use at that time. Models may be based on 
historical analysis of data and other methodologies and we may have incorporated their subjective 
judgement to complement such data as is available. It should be noted that models may change over 
time and they should not be relied upon to capture future uncertainty or events. 
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