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EXECUTIVE SUMMARY 
 
1. This report introduces a presentation to be made at the committee meeting by 

Hymans Robertson on the initial results of the high-level investment strategy 
modelling linking to the triennial valuation of the pension fund. 

 
2. Following the presentation, members will be asked to agree the investment 

strategy to be adopted, and to agree the next steps for implementation. 
 
BACKGROUND 
 
3. At the committee meeting on 15 November 2019, members received a briefing 

from Hymans Robertson, the fund’s investment consultants, setting out the 
proposed range of investment strategies to be modelled as part of the high-level 
investment strategy review exercise. This report is represented at appendix 1. 
 

4. Members were advised that the aim of the review was to assess the effectiveness 
of the fund’s current investment strategy and to test the effectiveness of a variety 
of alternative strategic asset allocations in meeting the fund’s long-term objectives. 
 

5. This work is the first stage of the investment strategy review process and will aim 
to establish the overall optimal balance of expected returns and risk and the 
allocation between growth, income and protection assets supported by asset 
liability modelling (ALM). It will quantify the chances that the fund will achieve its 
long-term funding objective and the level of risk being taken under different 
investment and contribution strategies. 
 

6. The modelling has been extended to consider the potential impact of climate 
change on future funding outcomes. The modelling is designed to illustrate the 
potential scale of the risks posed by climate change and help provoke discussion 
at committee for how these risks can be addressed. 
 

7. The presentation to the committee will be supplemented by a development session 
following the meeting which will provide greater understanding of the asset classes 
being considered as part of the review (including the distinction between growth, 
income and protection assets; and the way in which equities, bonds, property, 
infrastructure, etc. contribute to balancing risk and return). 
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STRATEGIC CONTEXT 
 
8. The primary objective of the fund is to provide pension and lump sum benefits for 

members on their retirement and/or benefits on death, before or after retirement, 
for their dependents, in accordance with the Local Government Pension Scheme 
(LGPS) regulations and statutory provisions. The committee aims to operate the 
fund in such a manner that, in normal market conditions, all accrued benefits are 
fully covered by the value of the fund's assets and that an appropriate level of 
contributions is agreed by the employer to meet the cost of future benefits 
accruing.  

 
9. The fund has agreed the following investment beliefs, which underpin the strategic 

modelling exercise being undertaken: 
 

(a) The strategic benchmark should be consistent with the committee’s views 
on the appropriate balance between generating a satisfactory long-term 
return on investments whilst taking account of market volatility and risk and 
the nature of the fund’s liabilities.  
 

(b) Strategic asset allocation is the most important component of decision 
making and it is here that the optimum risk and return profile should be 
designed and monitored regularly, ensuring managers and mandates 
remain appropriate for the fund. 
 

(c) The fund's high-level investment strategy and asset allocation should be set 
by using asset liability modelling in conjunction with each triennial actuarial 
valuation. 

 
(d) Fees and costs incurred within investment manager mandates are 

important though the focus is on achieving the best returns net of fees. 
 

(e) Investors are rewarded for illiquidity in private markets.  Future liquidity 
needs must be assessed at each review of asset allocation combined with 
cash flow projections from the fund actuary. 
 

(f) High conviction active management can improve value over the long-term 
net of fees, but it is not guaranteed. 
 

(g) Global markets are likely to outperform domestic markets in the long term. 
 
CONSULTATION 
 
10. At this stage, the committee is seeking to agree the high level investment strategy 

and broad parameters within which the fund’s investment strategy will be managed 
based on the results of the asset liability modelling and advice received by the 
fund’s investment consultants.  Once the high level strategic asset allocation is 
agreed, and the investment strategy is finalised, the fund will consult with its 
stakeholders on the resulting investment strategy statement. 
 

11. Such stakeholders will include employers and scheme members, as well as 
members of the Pension Fund Committee and Pension Board, members and 
officers of the council. 
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FINANCIAL / BUDGET IMPLICATIONS 
 
12. The cost of the review of the investment strategy will be borne directly by the 

pension fund, and will have no impact on the council’s budget. The cost is 
consistent with the value included in the pricing considerations when the 
investment consultancy services contract was procured in 2018. 

 
13. The review of the investment strategy forms part of the outcome of the triennial 

valuation, a planning exercise for the fund, to assess the monies needed to meet 
the benefits owed to its members as they fall due. It estimates the cost of future 
liabilities for the members of the fund, and allows the fund to determine the 
appropriate investment strategy and employer contributions required to ensure 
that there are sufficient assets to meet those liabilities as they fall due.   
 

14. Setting an appropriate investment strategy forms part of this exercise. 
 
CARBON EMISSIONS 
 
15. The committee believes that the pension fund is a long-term investor and the 

investments should be able to generate sustainable returns to pay pensions for 
scheme members. Environmental, social and governance (ESG) issues can have 
a material impact on the long-term performance of its investments. 
 

16. Modelling of the investment strategy will include consideration of the potential 
impact of climate change on future funding outcomes. 

 
RESPONSIBLE INVESTMENT 
 
17. The fund has adopted the following investment beliefs in respect of environmental, 

social and governance investment considerations: 
 
(a) The fund is a long term investor and the investments should be able to 

generate sustainable returns to pay pensions for scheme members. ESG 
issues can have a material impact on the long-term performance of its 
investments. 

 
(b) The committee should focus on meeting its financial obligations to pay 

benefits to members. Financial considerations carry the same weight as 
non-financial considerations. 

 
(c) Long-term sustainable investment returns are an important consideration, 

even to the extent that the sustainability of returns extends beyond the 
expected investment horizon of the committee. 
 

(d) Responsible ownership of companies benefits long term asset owners. 
Companies with a clear responsible investment policy are expected to 
outperform companies without a responsible investment policy, over the 
longer term. 
 

(e) Once pooled the fund will work closely with ACCESS on stewardship and 
engagement issues including ESG issues and voting rights. 
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LEGAL IMPLICATIONS 
 
18. Regulation 12 of the Local Government Pension Scheme (Management and 

Investment of Funds) Regulations 2009 required each administering authority to 
prepare, maintain and publish a written statement of investment principles. With 
effect from 1 April 2017, following amendments to the 2009 regulations, the 
statement of investment principles was replaced by an investment strategy 
statement (ISS). 

 
EQUALITY AND DIVERSITY 
 
19. The council, as a public body, is required to meet its statutory obligations under 

the Equality Act 2010 to have due regard to eliminate unlawful discrimination, 
promote equal opportunities between people from different groups and to foster 
good relations between people who share a protected characteristic and people 
who do not share it.  The protected characteristics are: age, disability, gender 
reassignment, marriage and civil partnership, pregnancy and maternity, race, 
religion or belief, sex and sexual orientation. 

 
20. Determining the high-level strategic investment asset allocation has no 

implications for any of the protected characteristics.  
 
OPTIONS 
 
21. Following the presentation of the modelling results by the investment consultants 

at the meeting, members have two options: 
 
(a) Option 1: to retain the existing strategic asset allocation. 
 
(b) Option 2: to make a change to the strategic asset allocation in accordance 

with the recommended model. 
 
RISK MANAGEMENT 

22. The fund has adopted the following investment beliefs in respect of risk 
management: 
 
(a) Adopt a strategy to generate sufficient returns to keep the cost of new 

benefits accruing reasonable and maintain a balance of stable employer 
contributions and investment risk.  
 

(b) Risk should be employed efficiently with a view to generating a required 
level of risk adjusted return.  While risk should be rewarded in the long-term 
current market conditions should also be a consideration. 

 
(c) Appropriate diversification reduces the overall level of dependence on any 

particular market or asset class and helps manage volatility, particularly in 
respect of equity markets. 

 
(d) The committee believes that it is appropriate to be aware of potential 

downside risks and consider the role of low risk matching assets within the 
strategy. 
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(e) Foreign currency exposure is part of managing a global portfolio of 
investments.  There is no strategic hedging of currency exposure from 
volatile asset classes such as equities as the fund believes this to be of 
limited benefit to long term investment returns. 

 
(f) Pooling represents significant risk to the fund and decisions made should 

aim to minimise this risk where possible.  
 
(g) Transitions between managers and asset classes can result in considerable 

transaction costs and market risks.  It is important such transitions are 
carefully managed the fund aims to have this managed by the ACCESS 
pool. 

 
23. Aspects of risk and return will be discussed at the committee meeting in respect of 

all scenarios considered, with a view to the committee adopting the most 
appropriate scenario for implementation.  

 
EVALUATION 
 
24. The range of investment strategies and asset classes considered as part of this 

modelling exercise and strategy review are outlined in the scoping document 
provided as an appendix to this report. 
 

25. It is not possible to present a preferred strategic asset allocation at the time of 
publication of this report, as this will be subject to the outcomes of the modelling 
and deliberation at the committee meeting 
 

26. The results of the strategy modelling will be presented at the committee meeting, 
and a recommendation will be made to members on the preferred strategic asset 
allocation.  
 

27. Members will be asked to adopt the strategic asset allocation which is deemed 
most appropriate as discussed at the meeting. 

 

RECOMMENDATION 
 
28. The committee is asked to receive the presentation from the fund’s investment 

consultants and review the results of the asset liability modelling exercise. 
 

29. Following the presentation and discussion, the committee is asked to adopt the 
preferred strategic asset allocation as recommended at the meeting.  

 
APPENDICES ATTACHED 
 
30. Appendix 1: Investment strategy review scope document.  
 
Contact Point: Jo Thistlewood, Technical Finance Manager,  821000  
e-mail jo.thistlewood@iow.gov.uk 
 

CHRIS WARD 
Director of Finance  

and Section 151 Officer  

COUNCILLOR ADRIAN AXFORD 
Chair of the Isle of Wight 

 Pension Fund Committee  
 

https://www.iow.gov.uk/Meetings/committees/IW%20Pension%20Fund/14-2-20/PAPER_F_Appendix1.pdf
https://www.iow.gov.uk/Meetings/committees/IW%20Pension%20Fund/14-2-20/PAPER_F_Appendix1.pdf

