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Outcome from Investment Beliefs Session 

Q – Define market stress regimes. 

Unigestion defines Market Stress regimes as episodes where there are shocks in market prices that may not be 

fuelled by a fundamental deterioration in the developed market economies that are looked at. There were 13 such 

periods in the history that were looked at between 1974 and 2014. On average, each period lasted 3 months. 

Appropriate examples of such periods are the Dotcom bubble in 2000; the Russian Financial Crisis and devaluation 

of the rouble in 1998; the Asia Financial Crisis in 1997. 

Q – How would the “proposed assets” (alternative risk premia and private equity) have performed during the same 

periods as noted in the report? 

Unigestion confirmed that the Alternative Risk Premia would have achieved returns of +2.3% and +0.4% 

respectively. Private Equity would have delivered -19.3% and -2.6% respectively. During the same periods, global 

equities were down -39% and -16%. 

Deloitte comment: We would add that as well as the performance of these assets over certain periods of market 

stress, there are other issues which can be affected by market shocks, particularly with illiquid investments. Timing 

can be a big risk with illiquid investments given the structure of these funds and investors could be exposed to risks 

associated with the vintage of the fund (i.e. trying to sell/buy assets at a point of market stress). Finally we would 

stress the fact that past performance is no guide to the future. 

Q – What protection can be purchased? 

Deloitte comment: 

Some investment managers offer the facility to limit the extent of any downside experienced in periods of market 

declines – these strategies can be implemented at nil cost to the investor by “selling away” any rises in the market 

above a certain level.  These strategies are typically implemented using over the counter derivatives implemented 

with an investment bank with a set term.  A key consideration with these structures is that while the structure can 

be implemented effectively at nil cost, the investor will only derive the full benefit if the market decline coincides 

with the term of the option.  While it is possible to revise the structure of the initial protection strategy during its 

life to reflect more up to date market conditions, there will potentially be costs associated with cancelling the initial 

structure (usually achieved by matching offsetting derivative positions). 
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ESG Options 

The table below summarises the Fund’s managers and their approach to ESG. 

Investment 
manager 

Do they have 
an ESG policy? 

Are they a 
signatory of 
UNPRI?** 

Are there any 
exclusion 
policies? 

Can schemes ask 
for restrictions? 

How do they 
report on ESG? 

Insight Yes Yes 
Yes – Cluster 
munitions* 

Restrictions can be 

implemented 
through a bespoke 

solution. 

An annual report 
detailing voting 

results and 
select case 

studies. 

LGIM Yes Yes 
Yes – Cluster 

munitions 

LGIM run a 
number of ethical 
funds that avoid 

investing in certain 
companies and 

industries. 

A quarterly 
report detailing 

voting results 
and select case 

studies. 

M&G Yes Yes 
Yes – Cluster 

munitions 

Restrictions can be 

implemented 
through a bespoke 

solution. 

No formal report 
but have a 
responsible 
investment 

website. 

Majedie Yes Yes 
Yes – Cluster 

munitions 

Restrictions can be 
implemented 

through a bespoke 
solution. 

An annual report 
detailing voting 

results and 
select case 

studies. 

Oakhill Yes Yes 
Yes – Cluster 

munitions 

Restrictions can be 
implemented 

through a bespoke 
solution. 

No formal 
report. 

Partners Group Yes Yes 
Yes – Cluster 
munitions, 

weapons, tobacco 

Restrictions can be 
implemented 

through a bespoke 
solution. 

Annual report 

and quarterly 
update on ESG 

integration 
highlights. 

Ruffer Yes Yes 
Yes – Cluster 

munitions 

Restrictions can be 
implemented 

through a bespoke 
solution. 

An annual report 
detailing voting 

results and 
select case 

studies. 

Standard Life Yes Yes 
Yes – Cluster 

munitions 

SLI run a number 
of ethical funds 

that avoid 
investing in certain 

companies and 

industries.  

A quarterly 
report detailing 
voting results 

and select case 

studies. 

 

*Cluster Munitions. In 2008 the Convention on Cluster Munitions was adopted by over 100 countries to 

completely ban the use of this weapon. This was due to these weapons having a “wide-area effect” making them 

inherently inaccurate when used and causing unacceptable harm to civilians, as well as leaving behind large 

numbers of unexploded ordnance. The Convention prohibits the use, production, transfer and stockpiling of cluster 

munitions. 

**United Nations Principles for Responsible Investment (UNPRI). In 2005, then UN Secretary-General Kofi 

Annan invited some of the world’s largest institutional investors to develop the Principles for Responsible 

Investment. Since being launch in 2006, the list of signatories has grown from 100 to over 1600. In implementing 

the principles, investors contribute to developing a more sustainable global financial system and can incorporate 

ESG issues into their investment practice. The six principles for responsible investment are listed below: 

1. We will incorporate ESG issues into investment analysis and decision-making processes. 
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2. We will be active owners and incorporate ESG issues into our ownership policies and practices. 

3. We will seek appropriate disclosure on ESG issues by the entities in which we invest. 

4. We will promote acceptance and implementation of the principles within the investment industry. 

5. We will work together to enhance our effectiveness in implementing the principles. 

6. We will each report on our activities and progress toward implementing the principles. 

As can be seen, all the Fund’s investment managers have an ESG policy and are a signatory of UNPRI. They all also 

report on their ESG business, in most cases by producing an annual report.   

 

What can the Fund do? 

Monitor their investment managers’ ESG considerations. 

 

All the Fund’s investment managers have an ESG policy and are a signatory of UNPRI. They all also report on their 

ESG business on an annual basis as a minimum. We note below a few examples of highlights where ESG has been 

incorporated by the investment managers: 

 Partners Group Private Infrastructure Fund invests in Japan Solar, which is one of Japan’s leading independent 

solar power producers, with over 400MW of projects under construction or development. Solar power 

contributes to the carbon emissions goals agreed on at the December 2015 Paris climate change conference. 

Through the Private Infrastructure Fund, 400,000 metric tons of carbon dioxide emissions have been avoided 

by direct low-carbon power assets as at June 2015. 

 Oakhill Advisors recently invested in a company called Grifols, a leading provider of blood-plasma derived 

products and transfusion medicine. They produce plasma products that are required for providing beneficial 

healthcare outcomes for a range of patients. In addition, this company has an Environmental Program with 

specific goals related to the reduction of electricity, gas and water consumption, a goal of reducing CO2 

equivalent emissions and increasing recycling.  

 M&G implemented an improved management regime at Minster Court, their large multi-let office building in 

London and managed to improve CO2 efficiency by 22% and significantly reduce water consumption between 

2009 and 2013. This was brought about by a number of small interventions rather than the undertaking of a 

major project. 

 

The Fund could collect this data from the investment managers, as well as a full breakdown of all corporate actions 

and how the manager voted on such actions over the 12 months and review to ensure each manager is fulfilling its 

ESG duties appropriately, and to the Fund’s satisfaction. 

If the Fund is to implement monitoring of adherence to a stated policy, there needs to be agreement for how the 

Committee would react in situations where the manager has not followed their policy.  

 

Fossil Fuel exposure. 

A topic within ESG which is attracting particular attention is carbon/fossil fuels/climate change. Theory would 

suggest that given the non-sustainability of fossil fuels, companies which are run with “carbon-intensive” 

operations are at risk of sustaining their operations in the future. When this point in the future may be is unknown, 

as it is hard to measure the rate at which societies around the world will make the transition to a clean or low 

carbon energy mix. However, if a company’s sustainability is in question, the investment return of its shares are 

directly affected. 

Major indices are overexposed to fossil fuels, and under-exposed to renewable energy i.e. the representation of 

renewable energy in stock markets is significantly lower than its share in the economy. This partly reflects the 

relative maturity of the associated businesses, with a lot of the renewable energy investment sitting within 

infrastructure related strategies rather as listed entities.  Therefore a policy action to promote the transition 
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towards a low-carbon economy could cause a significant impact to the share price of the affected companies and 

the index as a whole. 

Should this be of particular importance, the Committee could conduct a review of the Fund’s fossil-fuel exposure.   

While the outcomes of this review would dictate any appropriate actions, one option may be to alter the benchmark 

which the Fund’s passive equities replicate to a “carbon-free” benchmark – over the last 12 months or so, we have 

seen some of the passive providers launching strategies with a bias towards companies with a lower carbon 

footprint and reducing the relative weighting of organisations with a high footprint. 

 

Deloitte Total Reward and Benefits Limited 

March 2017 
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Risk Warnings 
 

 

 Past performance is not necessarily a guide to the future. 

 The value of investments may fall as well as rise and you may not get back the amount invested. 

 Income from investments may fluctuate in value. 

 Where charges are deducted from capital, the capital may be eroded or future growth constrained. 

 Investors should be aware that changing investment strategy will incur some costs. 

 Any recommendation in this report should not be viewed as a guarantee regarding the future performance of 

the products or strategy.  

 

Our advice will be specific to your current circumstances and intentions and therefore will not be suitable for use at 

any other time, in different circumstances or to achieve other aims or for the use of others.  Accordingly, you 

should only use the advice for the intended purpose. 
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Other than as stated below, this document is confidential and prepared solely for 

your information and that of other beneficiaries of our advice listed in our 

engagement letter. Therefore you should not refer to or use our name or this 

document for any other purpose, disclose them or refer to them in any prospectus 

or other document, or make them available or communicate them to any other 

party. If this document contains details of an arrangement that could result in a tax 

or National Insurance saving, no such conditions of confidentiality apply to the 

details of that arrangement (for example, for the purpose of discussion with tax 

authorities).  In any event, no other party is entitled to rely on our document for 

any purpose whatsoever and thus we accept no liability to any other party who is 

shown or gains access to this document. 
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