
CUMBRIA PENSIONS COMMITTEE

Meeting date: 19th September 2017

From: Julie Crellin, Assistant Director - Finance 
(S151 Officer)

STRATEGIC INVESTMENT STRATEGY REVIEW

1.0 EXECUTIVE SUMMARY

1.1 Following a competitive tendering process, Mercer Ltd were appointed 
to undertake a review of the investment strategy of the Fund. This was 
intended to provide an independent opinion as to whether the 
investment strategy remains fit for purpose following the triennial 
valuation.

1.2 A briefing session was provided to all Committee Members prior to the 
commencement of the public meeting to assist the Committee in its 
consideration of this Agenda item.

1.3 In summary Mercer Ltd concluded that “The Fund’s investment 
strategy is in good shape with no material changes required”. However 
a number of options were proposed that may benefit the fund for 
consideration. These include:

 Considering options for “banking” a proportion of recent funding 
level improvements

 Maintaining the currently held index linked gilts despite the 
current high valuations

 Increasing the speed of building up the defensive allocation

 Adopting clearer definitions for the opportunistic and defensive 
portfolios

2.0 STRATEGIC PLANNING AND EQUALITY IMPLICATIONS

2.1 The Fund is required to publish an Investment Strategy Statement to 
set out the strategy that will be adopted to ensure the Fund achieves 
its  investment objective to meet long term liabilities of the Fund when 



due, to ensure appropriate cash flows are available to meet its short 
term requirements and to provide stability of employer contributions. 

2.2 It is considered to be good practice to continually monitor the 
investment strategy and formally undertake an independent review on 
a periodic basis e.g. after a triennial valuation of the Fund.   

2.3 There are no direct equality implications arising out of the 
recommendations in this report.

3.0 RECOMMENDATION

It is recommended that the Pensions Committee:

3.1 Note the report produced by Mercer Ltd to review the Fund’s 
Investment Strategy and the findings from this review.

3.2 Direct Officers and Advisors to undertake work to assess options to 
assist the management of the risk of potential employer contribution 
rate increases at the next valuation and in the longer term. 

3.3 Request the Investment Sub Group (ISG) to review this work and 
recommend a proposed course of action to address the risk to 
Pensions Committee in December 2017.

4.0 BACKGROUND

4.1 The Fund’s Investment Strategy Statement (ISS) states in section 4.3.1 “A 
full Strategic Investment Review will normally be undertaken by the Fund 
every three to five years by specialist professional advisors. The investment 
strategy (including the core investment objectives and asset allocations) will 
be sufficiently flexible to meet longer term prevailing market conditions and 
address any short term cashflow requirements. Interim reviews may be 
undertaken to ensure that the Strategy remains appropriate.” The ISS is 
presented as Appendix 1 to this report.

4.2 In accordance with this, in March 2017, Pensions Committee agreed that a 
review should be undertaken of the Investment Strategy of the Fund. 
Following a competitive tendering process, Mercer Ltd were appointed to 
provide an independent review of the Investment Strategy adopted by the 
Fund.

4.3 Mercer Ltd were requested to produce a report and present their findings to 
Members of the Pensions Committee in September 2017. This presentation 
was provided on 19th September prior to the commencement of the 
Pensions Committee meeting.

4.4 Officers and Advisors to the Fund met with Mercer Ltd in July to review their 
findings from the review and again in August to give further consider to the 
option of implementing an equity protection strategy for the Fund.



4.5 A presentation of the findings of the review produced by Mercer Ltd is 
presented as Appendix 2 to this paper. 

4.6 Having analysed the current investment strategy of the Fund Mercer’s 
review concluded that “The Fund’s investment strategy is in good shape with 
no material changes required”.

4.7 In relation to the main findings of the report, Mercer Ltd noted that:

 it is expected that the current strategy will generate sufficient returns as 
the expected return of CPI+2.2% pa is above the discount rate as at 31st 
March 2017 and broadly aligned to the minimum target return set out in 
the Investment Strategy Statement.

 equity risk is the key driver of risk and return which could be mitigated 
through an equity protection strategy.

 allocating a larger proportion of the portfolio to inflation sensitive growth 
assets should reduce the risk of the assets not keeping pace with the 
discount rate. 

4.8 Regarding growth assets, Mercer concluded that the Fund should:

 Consider “banking” some of the recent funding level improvements by 
reducing the target size of the higher risk and return assets and funding a 
Private Rental Property allocation which would provide improved inflation 
sensitivity.

 Consider equity protection strategies as another option for reducing future 
asset volatility.

 Adopt a clearer definition for the opportunistic portfolio – “generate an 
expected return of 6% p.a. with a low correlation to other portfolio assets”.

4.9 With respect of defensive assets, Mercer concluded that the Fund should:

 Maintain the current Index-Linked Gilts despite the current high 
valuations.

 Consider increasing the speed of building the Fund’s defensive allocation 
with one or two complementary Multi-Asset Credit managers with 
contrasting styles to Partners Group and/or a Secured Finance allocation.

 Adopt a clearer definition for the defensive portfolio - “generate an 
expected return of CPI+2% p.a. with a high degree of certainty, 
contractual cashflows and income generation”.

4.10 As at 30th June 2017, the Fund held £1.2 billion in equity across the UK and 
globally. These assets have increased in value by approximately 15% in the 
past 12 months due to an increase in the value of global equity markets and 
a decline in the value of sterling against equities held in other currencies 
(primarily the US dollar and the euro). 



4.11 Protecting the value of these assets from a decline in equity values may 
support the Fund in providing stability to future employer contributions at the 
next actuarial valuation.

4.12 Given the recent growth (including foreign exchange gains) in the value of 
equities held by the Fund, it is considered that Pensions Committee should 
primarily give consideration to the option of protecting these gains as a 
means of reducing future asset volatility and assisting the management of 
the stabilising employer contributions at the next actuarial valuation.

4.13 Three options for offering stability to future employer contributions are set 
out below together with examples of how this could be achieved.

 Reduce the current level of equities held by transferring to index linked gilts. 
The impact of this would be to reduce exposure to volatile equity markets 
and increase the Fund’s exposure to inflation sensitive assets – thus 
reducing financial risk. However, this approach may reduce expected 
returns.

 Reduce the current level of equities held and re-investing the proceeds in a 
portfolio of non-equity assets.  This could involve increasing allocations to 
existing portfolios or seeking out alternative investment opportunities.  The 
aim here would be to reduce risk while maintaining a sufficiently attractive 
level of return.  The challenge with this approach is that the Officers have 
already explored a number of options and in the current market environment 
there is a scarcity of attractive opportunities which could be funded in a 
timely manner.

 Consider a structured equity solution. This would involve retaining the 
existing equity exposure but then seeking to mitigate the downside risk from 
the equity assets.  Such an approach can be tailored to meet the needs of 
the Fund and would act as an overlay over the existing equity portfolio (e.g. 
no need to sell physical assets).  This strategy could be structured to 
coincide with the next actuarial valuation with a view to locking in recent 
equity market gains, materially reducing equity downside risk and hence 
improving the chance that contributions can be maintained in 2020.

4.14 It is recommended that Pension Committee direct Officers and Advisors to 
undertake work to assess the various options to reduce the risk of potential 
employer contribution rate increases at the next valuation or in the longer 
term. These could include the three options above.

4.15 Investment Sub Group is requested to review this work and recommend a 
proposed course of action to address the risk to Pensions Committee in 
December 2017.

5.0 OPTIONS

5.1 Pensions Committee could note the findings from Mercer Ltd and direct 
Officers and Advisors to undertake work to assess options to reduce the risk 
of potential employer contribution rate increases at the next valuation and in 
the longer term. The Investment Sub Group would review this work and 



recommend a proposed course of action to address the risk to Pensions 
Committee in December 2017.

5.2 Alternatively Pensions Committee could consider the findings from Mercer 
Ltd but consider that no amendments are required to the Investment 
Strategy of the Fund at this stage.

5.3 Alternatively Pensions Committee could request further information from 
Mercer Ltd.

6.0 RESOURCE AND VALUE FOR MONEY IMPLICATIONS

6.1 The overarching objective of Cumbria LGPS is to manage a sustainable and 
solvent Local Government pension fund on behalf of current and future 
members of the fund.

6.2 In line with this overarching objective the fund invests assets in a portfolio of 
investments, having assessed the suitability of particular investments; the 
investment objectives, the impact of different economic scenarios on 
achieving required total Fund returns, and the resulting diversity across the 
whole Fund.

6.3 As at 30th June 2017, the fund held assets valued at £2,493m across a 
diverse portfolio of investments in accordance with the fund’s approved 
investment strategy.

7.0 LEGAL IMPLICATIONS

7.1 Under Part 2H of the Constitution 2.2 (f) provides that it is a function of the 
Pensions Committee to annually review the Investment Strategy Statement 
and oversee the performance of all investment managers in the delivery of 
the Investment Strategy 

7.2 Under 2.2 (l) it is a function of the Committee to formulate and review 
tolerance ranges to delegate to the Pensions Investment Sub-Group to allow 
them to implement tactical changes to the investment strategy or asset 
allocation. 

8.0 CONCLUSION

8.1 Following a review of the Fund’s Investment Strategy, Mercer Ltd concluded 
that the Fund’s investment strategy is in good shape with no material 
changes required. However Mercer also made a number of other 
conclusions including that the Fund should consider investing in equity 
protection strategies as an option for reducing future asset volatility.

Julie Crellin
Assistant Director – Finance (S151 Officer)

19th September 2017



APPENDICES

Appendix 1 - Investment Strategy Statement
Appendix 2 - Investment Strategy Review September 2017 – Mercer Ltd

Electoral Division(s): All divisions

Executive Decision No*

Key Decision No*

If a Key Decision, is the proposal published in the current Forward Plan? N/A*

Is the decision exempt from call-in on grounds of urgency? No*

N/A*If exempt from call-in, has the agreement of the Chair of the relevant 
Overview and Scrutiny Committee been sought or obtained?

No*Has this matter been considered by Overview and Scrutiny?
If so, give details below.

N/A*Has an environmental or sustainability impact assessment been 
undertaken?

N/A*Has an equality impact assessment been undertaken?

N.B. If an executive decision is made, then a decision cannot be implemented until the 
expiry of the eighth working day after the date of the meeting – unless the decision is 
urgent and exempt from call-in and necessary approvals have been obtained.

PREVIOUS RELEVANT COUNCIL OR EXECUTIVE DECISIONS

No previous relevant decisions.
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