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1. EXECUTIVE SUMMARY 

 
1.1. The first of the fund manager monitoring sessions took place on 12th October 

2016 with five fund managers attending to brief the committee on their 
performance and outlook for the future.  The main issue arising was the 
negative outlook for equity markets and likely future returns.  The second 
session with the remaining fund managers will take place on Wednesday 30th 
November 2016. 

 
2. RECOMMENDATIONS 

 
2.1. That the report is noted. 

 
3. REASONS FOR DECISION 

 
3.1. Not applicable. 

 

4. PROPOSAL AND ISSUES  
 

4.1. At the sub-committee’s meeting on 22nd June 2016 it was agreed that 
members would meet with the fund managers managing the Fund’s 
investments on an annual basis.  It was agreed that two late afternoon/evening 
sessions be arranged where each manager would have 30 minutes to give a 
refresher of their mandate and updates on their people, processes and 
performance. 
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4.2. The first session took place on 12th October 2016 and the following managers 
attended: 

3.30pm    Majedie Asset Management – UK Equities 
4.15pm    Legal & General Investment Management – Passive Global Equities 
5.00pm    Ruffer – Absolute Return 
5.45pm    M & G – Inflation opportunities 
6.30pm    Standard Life – Long Lease property 
 

4.3. Attached at Appendix 1 are the notes of the meetings highlighting the key 
points discussed.  No fund manager specific issues were identified.  The main 
issue arising was a strategic matter relating to the negative outlook for equity 
markets and likely future returns, expressed by several of the managers.  This 
will input into the investment strategy review to commence once the actuarial 
valuation results are known. 
 

4.4. The second session will take place on Wednesday 30th November 2016 in 
Committee Room 3 and the schedule is: 

3.15pm    Briefing with officers re key questions and issues 
3.30pm    Partners Group – Infrastructure 
4.15pm    Partners Group – Multi Asset Credit 
5.00pm    Oak Hill Advisers – Multi Asset Credit 
5.45pm    Insight Investments – Absolute Return Bonds 
 

5. OPTIONS AND ANALYSIS OF OPTIONS  
 

5.1. The options for fund manager monitoring were discussed at the sub-
committee’s meeting on 22nd June 2016 and the questions the managers were 
asked to discuss were agreed at the sub-committee’s meeting on 21st 
September 2016. 

 

6. CONSULTATION 
 

6.1. Not applicable. 
 

7. EQUALITY IMPLICATIONS 
 

7.1. Not applicable. 
 

8. LEGAL IMPLICATIONS 
 

8.1. None. 
 

9. FINANCIAL IMPLICATIONS 
 

9.1. None. 
 

10. IMPLICATIONS FOR BUSINESS 
 



10.1. None. 
 
11. BACKGROUND PAPERS USED IN PREPARING THIS REPORT 

 
11.1. None. 
 
 
LIST OF APPENDICES: 
 
Appendix 1: Notes of meeting with fund managers 12th October 2016. 
 
 



APPENDIX 1 
 

LBHF Fund Manager monitoring meetings – 12th October 2016 
 
Attendees: 
Sub-committee members 
Cllr Cassidy – all  
Cllr Adam – meetings 1-4 
Cllr Botterill – meetings 1-4 
Cllr Vincent – meetings 1-2 
 
Officers 
George Bruce – all 
Nicola Webb – all 
 
Advisers 
Alistair Sutherland, Deloitte – all 
Kevin Humpherson, Deloitte – all 
 
 
1 Majedie Asset Management – represented by Rhiannon Collis and Chris Field 
 
People & business 

 Simon Hazlitt, one of the founding partners and Client Relationship Manager 

for LBHF is retiring.  Succession planning is in place and no impact on the 

management of the funds is expected. 

 
Process 

 No changes to process. 

 Majedie explained that in the Tortoise fund they take long positions in 

companies they like and short positions in those they don’t and continue to 

run this fund in a low risk way. 

 
Performance  

 Performance over the last 12 months has been below target, led mainly by the 

investments in banks. The lower performance in the Focus fund was due to 

an even larger position in banks.  Majedie’s view is that the banks are cheap 

and although fines remain a risk, on a 3-5 year basis they believe they are still 

a good investment, even though they have hurt on a short term basis. 

 Consumer staples have also been a headwind, because they have done well 

as they are defensive and investors are choosing them as an alternative to 

bonds while yields are low.  Majedie expect these companies to underperform 

as bond yields rise. 

 Mining stocks were the biggest positive contributor to performance over the 

12 months having had a difficult 2015. 



Outlook  

 See risks of European fracture following elections and do not believe this is 

factored into markets at present. 

 Expecting inflation in the UK and possible recession depending on Brexit 

negotiations. 

 Expect to continue to see very unsettled markets and rising bond yields. 

 As a result expect equities will fall and so to protect against this, plan to 

continue to invest in large, liquid, cash generative companies. 

 
 
2 Legal & General Investment Management – represented by James Sparshott 
and Colm O’Brien 
 
People & business 

 LGIM are represented in all the LGPS pools. 

 The lower fees implemented across London CIV were discussed and from 

LGIM’s perspective the fees ensure they protect their scale in the LGPS 

market. 

 Index assets across the firm £344bn.  

 
Process 

 No changes to process. 

 
Outlook  

 View is that the market will remain volatile due to European elections, the US 

election, emerging market debt concerns and possible interest rate rises. 

 
Corporate Governance 

 LGIM own on average 4% of UK companies. 

 Engage with companies and are listened to because of the large ownership 

and as an index manager are in for the long term. 

 The engagement is rarely public, but an exception was made for Sports Direct 

due to the extent of the concerns. 

 
 
3 Ruffer – represented by Steve Russell and Alex Lennard 
 
People & business 

 LBHF now contract with the London CIV and not directly with Ruffer. 

 No change to the managers responsible for the portfolio despite the move to 

the CIV. 

 Recent growth in Ruffer’s AUM is due to performance as they remain closed. 



Process 

 The process and philosophy have not changed – the focus on capital 

preservation continues.  

 
Performance  

 Positive annual returns have been achieved since inception, although they do 

sometimes lose in a quarter, most notably in Q3 2015. In that quarter when 

equities fell, the offsets did not work. Ruffer examined what had happened 

and saw that when similar events occurred in Q1 2016, capital was protected. 

 Positive contributions to performance have come from index linked bonds and 

gold and the negative contribution from Japanese equities in the first half of 

the year was partially reversed in Q3. 

 
Outlook  

 Although the LBHF annualised return up to the move to the CIV was 9.9%, 

Ruffer do not expect to be able to continue to deliver at this level in current 

markets, however they do expect to deliver high single digit performance. 

 They are expecting inflation to rise, initially in the UK but also globally in time, 

because they expect monetary policy being replaced by fiscal stimulus.  In 

response they are holding 35% in equities – the lowest level since pre-

financial crisis. 

 Ruffer expect bond yields to fall further, driving up the price of index linked 

bonds with no shortage of buyers.  They intend to sell the index linked bond 

portfolio following an expected further distortion forcing prices up. 

 They think Japan remains the best value stock market and will stick with the 

13-14% allocation, despite it being disappointing in the last six months. 

 
 
4 M and G – represented by Andrew Swan and William Nicoll 
 
People & business 

 No changes to management of Inflation Opportunities Fund. 

 No plans to launch Fund VI until Fund V fully invested. 

 
Process 

 The original plan for the fund was to invest all the index linked gilts into other 

inflation linked assets within 2-3 years of launch. 

 It is proving difficult to find suitable investments particularly in the 

infrastructure debt market and it is now expected to invest more than originally 

anticipated in ground rents, income strips and long lease property. 

 In answer to questions about risks of rising inflation on caps, M and G do not 

see this as an issue in the short term as the caps are considerably higher than 

current inflation levels, however said they could consider using derivatives to 

hedge if necessary. 



 In a discussion about whether the fund should continue to hold the index 

linked gilts, given the positive performance, M and G expressed concern 

about this strategy.  They are mindful of the target of RPI + 2.5%, that the 

future return on index linked gilts is not guaranteed and that the investments 

they are making give contractual income streams. 

 
Performance 

 Performance has been significantly higher than target, with the index linked 

gilts being the main driver of performance. 

 
Outlook 

 Of the approximately 50% remaining in index linked gilts, it is anticipated that 

20% will be invested in property and 30% will remain in index linked gilts for 

the time being. 

 
 
5 Standard Life – represented by Euan Baird 
 
People & business 

 No changes to management. 

 Looking at the possibility of an income distribution option for the fund to 

address clients’ need for cash. 

 
Process 

 No changes to process. 

 
Performance  

 Fund has a record high unexpired lease of 25.9 years and a record high % of 

fixed or RPI linked income of 90.9%. 

 Supermarket exposure has reduced with an offsetting rise in exposure to the 

“other” category which includes student accommodation, car parks and hotels. 

 Long lease property remains attractive on an income basis compared with 

bonds. 

 Discussion of the suitability of the gilts related benchmark took place – SL 

have no plans currently to review it as they believe all clients understand the 

“apples and oranges” comparison. 

 
Outlook  

 Anticipate high single digit returns in future.  

 Currently have £24m in the queue for the Fund with the possibility of a further 

£60m.  Expect to deploy this in 4-6 months. 

 


