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1. EXECUTIVE SUMMARY 
 

1.1. The Department for Communities and Local Government (DCLG) and the 
Local Government Association (LGA) have issued a call for evidence on 
the future structure of the LGPS.  A tri-borough response is being 
prepared which sets out the view that it is possible to achieve the 
efficiencies sought through the tri-borough approach, in conjunction with 
the use of initiatives such as collective investment vehicles and national 
framework agreements. 
 

1.2. The Society of London Treasurers has been working on a proposal for a 
Collective Investment Vehicle targeted initially at London with the aim of 
pooling the buying power of Funds to achieve lower investment 
management fees.  Support and start up capital is now required to make 
this viable and a contribution of up to a maximum of £25,000 is being 
sought from all London LGPS Funds.  

 



 
2. RECOMMENDATIONS 
2.1. That the Committee support the production of a tri-borough response to 

the call for evidence on the future structure of the LGPS based on the key 
themes set out in this report. 
 

2.2. That the Committee give formal support to the principal of a Collective 
Investment Vehicle for the Local Government Pension Scheme, subject to 
the receipt of further details of the operation, and agree to commit up to a 
maximum of £25,000 to the start up costs of the initiative. 

 
3. REASONS FOR DECISION 
3.1. A positive consultation response to the call for evidence will highlight how 

the tri-borough approach is already delivering efficiency, as well as 
outlining the disadvantages of a merger of funds, and will ensure that the 
Tri-borough is viewed as being pro-active. 
 

3.2. Support for the Collective Investment Vehicles initiative demonstrates the 
Fund’s willingness to embrace new ways of seeking efficiency and will 
help ensure this initiative, which could in time save the Fund money, is 
able to proceed. 

 
4. INTRODUCTION AND BACKGROUND  
4.1. In 2011 the Independent Public Service Pensions Commission, set up by the 

government and chaired by Lord Hutton, reported on it’s review of public 
service pensions.  One of the “Hutton report” recommendations was: 

 
“Central and local government should closely monitor the benefits 
associated with the current co-operative projects within the LGPS, with a 
view to encouraging the extension of this approach, if appropriate, across 
all local authorities.” 
 

4.2. In following up this recommendation, the Department for Communities and 
Local Government (DCLG) and Local Government Association (LGA) have 
asked for views and evidence on how and why the current structure, with 
89 funds in England and Wales, might be made to work better through 
change.  The Minister (Brandon Lewis) has indicated that ”if it takes a 
smaller number of funds to improve the efficiency and cost-effectiveness 
of the scheme, I shall not shy away from pursuing that goal”. The complete 
call for evidence is attached at Appendix 1. This call for evidence will 
inform a subsequent consultation on the structure of the LGPS planned for 
later in the year. 
 

4.3. Aligned to this, the Society of London Treasurers has been working on a 
proposal for a Collective Investment Vehicle targeted initially at London 
funds with the aim of achieving reduced investment management fees 
through economies of scale without losing individual borough decision 
making and accountability. 



 
5. PROPOSAL AND ISSUES  

Response to Call for Evidence 
5.1. The call for evidence, attached at Appendix 1, closes on 27th September 

2013, and at the time of writing, a tri-borough response is in the process 
of being drafted.  Paragraphs 5.2 to 5.8 below set out the key themes 
which it is proposed to include in the response. 

 
5.2. The Tri-Borough response will argue that the Funds have dealt effectively 

with the high level objectives of the call (Dealing with deficits and 
improving investment returns) through careful management of the 
investment strategies and maintenance of sustainable employer 
contribution rates. 

 
5.3. The DCLG’s secondary objectives are: 
 

• To reduce investment fees; 
• To improve the flexibility of investment strategies; 
• To improve the cost effectiveness of administration; 
• To provide access to higher quality staffing resources; 
• To provide more in-house investment resource; 
• To provide for greater investment in infrastructure. 

 
5.4. The Tri-Borough arrangement, along with the initiative for a London 

Common Investment Vehicle (discussed below) and a number of national 
framework agreements, which the three Funds are participating in, are all 
intended to address the first five of these objectives.  By working together, 
the pension funds of the Tri-Borough councils have managed to address 
the efficiency argument while improving resilience and developing staff 
expertise in the area. 

 
5.5. Importantly for the three Councils themselves, in the implementation of 

the tri-borough approach, there has been no merging of responsibility or 
loss of local accountability.  Any merger would remove local accountability 
and in particular, risk penalising taxpayers in an authority who’s Fund has 
been well managed to pay for deficits elsewhere. 

  
5.6. The response will also make the point that higher performing funds 

generally close to new business when they reach a size beyond which 
they cannot remain anonymous in the market: there is a capacity issue in 
good fund management companies.  If “super funds” were to be created 
through merging, access to these good fund managers would no longer 
be possible. However, while there is scope for reducing fees by pooling 
across funds (the Collective Investment Vehicle should achieve this for 
core assets), in Tri Borough a rate based on the combined value of the 
three funds (about £2.3 billion) can be sought across all asset classes, 
with a view to securing a more competitive arrangement and reduced 
management fees. 

 
 



5.7. With regard to the final objective regarding infrastructure investment, 
there is considerable appetite amongst pension funds, should a suitable 
vehicle become available.  The reason that investment in the asset class 
in the UK has not been as swift as many would like, is that funds are not 
prepared to risk their reputations for fiduciary responsibility in over-risky 
projects.  Making changes to the structure of the LGPS would not alter the 
availability of investment opportunities in the asset class. 

 
5.8. In summary the response will argue that the tri-borough approach, has so far 

worked very well and may be something which colleagues in other 
boroughs and DCLG would wish to consider going forward. 

 
Collective Investment Vehicle (CIV) 

5.9. The aim of a collective investment vehicle is for Funds to combine buying 
power and achieve reduced investment management fees as a result.  A 
limited range of investment managers would be available to select from 
for each asset class and with sufficient commitment from funds, reduced 
investment management fees could be achieved.  This approach would 
best suit core equity or bond portfolios, where capacity is not an issue for 
a fund manager.     

 
5.10. The key with the CIV is that the decisions about asset allocation and 

investment managers would remain local ones, thus retaining local 
accountability for the Pension Funds.  An individual fund could decide to 
invest some, all or none of their monies through the CIV. 

 
5.11. The work to develop a London LGPS CIV is being led by the Society of 

London Treasurers and has reached a point where start up funding is 
required in order to proceed further.  Every London borough has been 
asked to consider contributing up to a maximum of £25,000 each to 
ensure this can happen.   

 
6. OPTIONS AND ANALYSIS OF OPTIONS  

Response to the call for evidence 
6.1. The Tri-borough response to the call for evidence will be a proactive 

response which highlights how the Funds in the tri-borough arrangement 
are embracing initiatives to continually seek to be more efficient and 
ensure there are sufficient assets available to meet liabilities.  This is 
considered to be a better option than supporting the merger of LGPS 
funds, as it maintains local accountability to council taxpayers.  In addition 
to the as yet undefined costs, which would inevitably be incurred in a 
merger, a merger would inevitably lead to some element of cross-subsidy 
across boroughs, as a set of funds, with quite different characteristics, are 
brought together. 

 
Collective Investment Vehicle (CIV) 

6.2. It is recommended that the Committee support the development of the 
London LGPS CIV.  The CIV once up and running would be a good option 
to consider for core investments.  The CIV and the tri-borough approach 
are not mutually exclusive and could be used together to maximise 



efficiency and value for money.  The start up contribution is a small 
amount in the context of the size of the Fund and therefore it is 
recommended that this is agreed, as it demonstrates a willingness to 
embrace new ways of working and will help ensure the CIV proceeds with 
the potential to save the Fund money in the long run.  

 
7. CONSULTATION 
 
7.1. Not applicable. 
 
8. EQUALITY IMPLICATIONS 
8.1. Not applicable. 
 
9. LEGAL IMPLICATIONS 
9.1. Not applicable. 
 
10. FINANCIAL AND RESOURCES IMPLICATIONS 
10.1. The comments of the Executive Director of Finance and Corporate 

Governance are contained within this report. 
 
11. RISK MANAGEMENT  
 
11.1. Not applicable. 
 
12. PROCUREMENT AND IT STRATEGY IMPLICATIONS 
 
12.1. Not applicable. 
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