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Investment Steering Committee (ISC) Quarterly Report
Report by the Head of Investments & Insurance
Enquiries to Martin Quinn on 01245 431412
1. Purpose of the Report
1.1
To provide a report on ISC activity since the last Board meeting. There has been one meeting of the ISC during that period on 30 July 2009.

2. Recommendation.
2.1 That the Board should note the report.

3. Report of meeting on 30 July 2009

This was the annual strategy meeting of the ISC and, in line with previous practice, in order that the Committee could give the matters their undivided attention it was held away from County Hall at Channels Golf Club.

The Committee received a report from Hymans Robertson, the Fund’s investment consultants, on the Fund’s Investment Performance for the year 2008/9. This highlighted that in world markets generally it had been another bad year for risky assets (equities, property and corporate bonds) and that the longer term returns (over 5, 10 and 25 years) had substantially deteriorated from those reported last year. Details were provided of the performance of the individual investment managers to the Fund and the reasons for their performance analysed. In summary for the Fund as a whole investment performance was as follows:

	
	1 year (%) to 31/3/09
	5 years (%) to 31/3/09

	
	Absolute
	vs. Benchmark
	Absolute
	vs. Benchmark

	Fund
	-21.0
	-1.4
	+3.0
	-0.5


Equity allocation had hurt short term performance but longer term returns remain positive although the recent poor manager performance has detracted from these returns. That underperformance had also led to 3, 5 and 10 year relative underperformance. A comparison of the Fund’s investment performance against the asset return (liability discount rate), assumed by the Actuary in his valuation report, and the performance of a peer group of all funds and local authority funds was as follows:

	Fund
	1 year (%) to 31/3/09
	3 years (% p.a.) to 31/3/09

	Essex
	-21.0
	-6.6

	Surrey
	-24.7
	-8.3

	Lancashire
	-20.5
	-6.1

	Kent
	-19.8
	-7.1

	WM LA Median
	-20.3
	-6.1

	Liability Discount Rate
	6.3
	6.4


It was commented that performance over the past year had generally been poor and that the unprecedented market conditions were to blame. However, the recent performance of the Fund has seen significant improvements.

Hymans Robertson concluded their report by saying that the “credit crunch” caused unprecedented dislocation to the financial system.  They believe that markets will continue to be volatile with inflationary conditions more likely than deflationary and suggested that Trustees of all pension funds will need to be more flexible in their decision making in the future and more cognisant of drivers to manager returns.

The Committee received a presentation from Blair Read, Stephanie Cretts and Anna Roads of Goldman Sachs Asset Management giving details of their market outlook in the coming months.

The Committee then went on to consider what their investment strategy should be for the future. They re-examined the core investment beliefs adopted in September 2008 to ensure that they were still valid. In summary these were:

· Long term approach

· Diversification

· Benchmarks

· Active vs. passive 

Long term approach

The Committee’s view remained that as a local authority with a relatively immature membership profile a long term view could be taken.  A high allocation to equity over bonds was therefore deemed to be desirable as, despite recent volatility, higher risk assets should outperform other asset classes in the long term.  In addition liquidity was not a concern of the Fund it was estimated that over the next 10 years cash receipts would exceed benefits paid out.

Diversification

It was considered that diversification was required in order to reduce volatility.  Hymans Robertson reminded the Committee that UK equity bias was historic rather than preference.  Holding approximately 35% of the Fund in overseas equities was an optimal level before currency risk significantly increased.  
Benchmarks   

The Committee continued to believe that benchmarks should represent the full opportunity set and that market cap benchmarks should be treated with caution as they can have unintended biases but do represent the full opportunity set.  Hymans Robertson expected emerging markets to outperform in the longer term.  In particular a forecast was made that China, India, Brazil and Russia, relatively minor players in respect of their level of world GDP at present, would become major contributors to total world GDP by 2030. 

Active vs. passive management

In 2008 an ‘annus horribilis’ was experienced by many managers.  Active management remains cyclical so there is an argument for ‘sticking to our guns’.  However, passive management remains appropriate for some markets.  By definition, some active managers can be expected to experience periods of under performance, diversification is therefore used to limit this.  While this philosophy did not work in 2008 it is still believed to be valid over the long term.

Having reaffirmed the above beliefs, the Committee then reviewed the existing fund asset allocation and investment management structure and considered a report by Hymans Robertson which discussed recent trends and changes to the pension world as a whole and the implications for LGPS. Hymans Robertson proposed some further changes to the Fund’s asset allocation and investment management structure and having considered and debated the proposals the Committee decided:

· that the GSAM mandate be changed to a 100% allocation in corporate bonds and that the L&G benchmark be changed to 75% in Index Linked bonds and 25% in Gilts;
· that the currency benchmark be reduced from 3.3% to 3%;
· that the allocation to Financing be increased to 1% of the fund to reflect the investment already made and that further consideration be given to increasing the allocation to 2% of the Fund in December 2009;
· that officers and advisers have discussions with Aviva to understand their future plans to re-invest the large cash holding held as at 31 March and what Aviva’s investment intentions would be if the mandate were to be increased from 12% to 15% of the Fund; 
· that the benchmark allocation to Activism be reduced from 4% to 2%.  The decision to disinvest from this asset class was deferred to a later meeting unless specific issues or opportunities arose;  

· that officers and advisers should investigate and report back to the ISC on the proposal to increase the allocation to infrastructure to up to 4% of the Fund;

· that officers and advisers should investigate and report back to the ISC the possible investment opportunities in timber and engagement and arrange suitable presentations for consideration by the Committee;

· that the current consultations underway on proposed changes to the LGPS be reported to the Pension Board; and

· that the SIP be revised to reflect the decisions taken.

The Committee also received the full report requested by the Board on Pension Fund cash and Treasury Management arrangements.  The report gave details of the recent developments in the introduction of separate banking arrangements for the Pension Fund and proposed that separate treasury management arrangements should also be introduced. It was agreed that a further report should be prepared with detailed proposals for Pension Fund cash and treasury management for consideration, first by the ISC and then the Essex Pension Board. 

4. Background Papers
4.1 ISC meeting 30 July 2009 – Agenda and draft minutes
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