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EDITOR’S NOTE  

The last couple of years have been 
challenging, with pestilence in the shape of 
COVID-19, multiple wars and quite possibly 
famine catalysed by global warming.

The LGPS, of course, has had its own 
challenges. We can expect a fairly sizeable 
investment consultation in the summer – 
no doubt timed just ahead of the summer 
recess for Parliament (although, as any LGPS 
officer knows, summer stretches well into 
the autumn in DLUHC terms). Just in time 
to clash with valuation work, annual benefit 
statements, McCloud, and not to mention 
ongoing audit for closedown, etc. So far, I 
calculate that we can expect something on:

• Investment pooling: will this long-awaited 
change provide additional flexibilities or 
tighten definitions?

• TCFD reporting and wider responsible 
investing: hopefully these will align 
with the private sector requirements; 
new ones will only complicate reporting 
requirements with managers!

• Boycotts: we assume this will be covered 
rather than confined to an amendment in a 
wider pensions bill.

• Good governance: it’ll be interesting to 
see which of the Scheme Advisory Board 
(SAB) recommendations they’ve taken on 
board and how these might tie into any 
new TPR single code.

• Levelling Up: will we see a bit more flesh 
on the bones of what was in the White 
Paper?

• Consolidation: could there be something 
further on consolidation/broader 
collaboration?

With all this in store, it’s probably wise to get 
your summer holidays booked in, and be sure 
to close your laptop when you head for the 
beach! 

Touching on the Levelling Up agenda, I 
recently joined Debbie Fielder (Clywd) and 
Jason Fletcher (LCIV) on a panel chaired by 
Jeff Houston for LGPS Live – if you missed it, 
you can catch up here. We had an interesting 

and lively debate on what might constitute 
a Levelling Up investment. The main 
conclusion was that local means national 
and that there are differing views on what 
constitutes ‘impactful’. 

At Redington, we’ve been doing quite a bit of 
work on impact investing, with research on 
affordable and social housing, among other 
areas such as natural capital (which you’ll 
hear more about later) and impact private 
lending. I’m also very grateful to our guest 
contributor Karen Shackleton, Founder of 
Pensions for Purpose, for explaining how 
attitudes to impact investing have evolved 
over the years. 

My colleague, Tom Pilcher, will touch on what 
the 2022 valuation might mean for LGPS 
funds. And, tying in with this, I thought it 
would be helpful to hear from our resident 
Head of Governance & Decision Research, 
Paul Richards, who has some valuable tips 
on tried and tested investment governance 
principles.

before you get stuck in...

Welcome to the first edition of LGPS Investment Spotlight for 2022. What a start to the year it’s been. Our thoughts 
and sympathies are with those affected by the tragic war in Ukraine, and other areas of the globe, perhaps not so 
pressing in our thoughts. 

Jill Davys  
Head of LGPS

https://lgps-live.com/seriessofar/2nd-march-2022/
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You’ll also hear from Paul Lee, our Head 
of Stewardship & Sustainable Investment 
Strategy, about stewardship in the context of 
the LGPS; and Sarah Miller, a Vice President 
within our Manager Research Team, about 
the work she’s been doing lately. 

On the topic of responsible investment, I’m 
pleased to say that we were able to host our 
first in-person LGPS responsible investing 
roundtable in February, where we had some 
good debates around setting net-zero 
targets and what stewardship really entails.  

It wouldn’t be right to finish my editorial 
without a special mention of Jeff Houston, 
who’s retiring from the LGA. With a massive 
thanks to all he’s done for the LGPS over 

the years, we wish him the very best for the 
future and hope to see him around. I sense 
that he’s handing over the baton to a very 
capable pair of hands in Jo Donnelly – many 
congratulations on the new role; we look 
forward to working together. 

Speaking of new roles, some of you may have 
heard that Redington has welcomed our 
new CEO, Sylvia Pozezanac, who joins with a 
wealth of experience – you can find out more 
here. 

That’s it from me, but I wish you all the best 
for the valuation, closedown, McCloud and 
whatever else comes your way. 

Editor’s note 
Before you get stuck in...

https://redington.co.uk/redington-names-sylvia-pozezanac-as-ceo/
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IMPACT INVESTING 
we’ve come a long way, baby

Pensions for Purpose was set up as a bridge between asset managers and 
pension funds and their professional advisers to encourage the flow of 
capital towards impact investing. When Pensions for Purpose launched 
in October 2017, the phrase ‘impact investing’ was unlikely to register 
recognition for many investors. Yet, over the next four and a half years, 
pension fund investors, led by the LGPS, began to realise that they could 
invest with the twin objective of delivering the financial goals of the scheme 
whilst having a positive impact on society and/or the environment. Impact 
investing, it seems, has finally come of age. 

Karen Shackleton  
Founder, Pensions For Purpose



Impact Investing 
We’ve come a long way, baby

Voting at the ‘Investing with Impact’ summit in 2019
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On the launch of the Pensions for Purpose 
platform back in 2017, only a handful of 
pension funds signed up, and just seven 
asset managers were sharing thought 
leadership content on the platform. 12 
months later, that number had grown to 
38 investment managers, with 30 pension 
funds and charities/foundations signing up 
to access their content. Roll on to 2022, and 
over 100 different asset owners now access 
the platform’s thought leadership or attend 
forum discussions, including 32 LGPS funds 
and pools. 

The premise on which the platform was 
originally conceived was that pension funds 
were not comfortable allocating to impact 
investing due to a lack of knowledge. This 
understanding was based on responses 
from asset owners and was reinforced over 
subsequent years. 

Source: Pensions for Purpose, DG Publishing, 2019



Impact Investing 
We’ve come a long way, baby

It became clear that pension funds were also 
struggling to work out how to embed impact 
investing into their strategic decision-making. 
Hitherto, this had focused on risk/return 
criteria. How could ‘purpose’ be incorporated 
into that strategy? This dilemma led Pensions 
for Purpose to develop its ‘Investment Beliefs’ 
workshops – facilitated discussions focused 
on the Sustainable Development Goals, 
considered through an investment lens, 
which enabled pension funds to prioritise a 
set of beliefs. 

Some clear trends quickly emerged, with 
environmentally-led beliefs driving most 
pension funds’ priorities. This was off the 
back of the Paris Agreement in 2015 and 
new legislation in 2018 requiring the LGPS 
to include a policy statement on ESG and 
stewardship activities in their investment 
strategy statements. It was the beginning of  
a purposeful journey for many funds.
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SDG’s chosen by pension funds at Pensions for Purpose Investment Beliefs workshops

nearly all funds 
Environmental

most funds 
Economic

some funds 
Social/Governance



Impact Investing 
We’ve come a long way, baby

What we found interesting was that 
conversations with pension funds who were 
initially focused on climate change rapidly 
became a more holistic discussion around 
impact or purpose, spanning both social 
and environmental factors. The COVID-19 
pandemic broadened the minds of many, 
with stark press headlines of homelessness, 
domestic violence, mental health and key-
worker needs. Many LGPS committee 
members were being confronted by these 
issues in their constituencies, which led to 
a growing interest in ‘place-based’ impact 
investing. 

This coincided with a rapidly growing 
appetite by asset managers to develop their 
own impact investment funds, and investors 
began to express concern over ‘green-
washing’ or ‘impact-washing’. In response, 
the Impact Management Project developed 
a framework for managers to use when 
measuring their impact. Although we’re still 
some way off seeing standardised impact 
reporting across the industry, progress is 
being made.  

Industry trends are often fuelled by a political 
desire, and the government’s ‘Levelling Up’ 
agenda to address geographic disparities 
has dominated place-based impact investing 
discussions over the past six months. In 
February, the government announced that “if 
all LGPS funds were to allocate 5%” of their 
funds to local investing, this would “unlock 
£16bn in new investment” in place-based 
opportunities. The SAB has since clarified 
that this was “an ambition and was neither 
mandatory in scale nor a ceiling not to be 
breached”.

It remains to be seen what level of take 
up there will be among the LGPS towards 
place-based impact funds, but pension 
funds’ concerns remain over the capacity 
and scalability of such investments, how to 
map the universe of opportunities and how to 
avoid impact-washing. These are all topical 
discussions that will no doubt form the basis 
for future LGPS agenda items, particularly 
as we see further clarity on the Levelling Up 
agenda.  
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Despite a rapidly growing interest, 
existing allocations to place-based 
impact investing remain limited. 
A recent white paper (carried out 
by Pensions for Purpose and The 
Good Economy, in partnership with 
the Impact Investing Institute) 
found that the LGPS was investing 
around 1% in ways that could 
directly support local and regional 
economic development and positive 
place-based impact creation, but 
that this could grow rapidly over 
the next three to five years. What 
remains critical is having the 
knowledge and skills necessary to 
make well-informed decisions when 
considering an allocation to impact 
investing, as well as being able to 
assess the opportunities available. 

To learn more about Pensions 
for Purpose, please head to their 
website. For support around impact 
investing, whether that be receiving 
training or selecting mandates that 
align with your fund’s beliefs, please 
get in touch. 

so what?

https://thegoodeconomy.co.uk/resources/reports/Place-based-Impact-Investing-White-Paper-May-2021_2021-05-29-090621.pdf
https://www.pensionsforpurpose.com/
mailto:lgps%40redington.co.uk?subject=LGPS%20Investment%20Spotlight
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Whether to increase place-based 
impact investing or boost member 
engagement, climate-focused 
investment solutions are receiving 
increased attention from LGPS funds. 
An innovative climate-focused area 
that we believe presents a unique 
investment opportunity for our 
clients is natural capital – and so 
this asset class has been the focus 
of significant research over the past 
few months.

Natural capital refers to the world’s natural 
assets, including its geology, soil, air, water 
and all living things. For over 10,000 years, 
our planet’s natural carbon cycles have been 
in balance thanks to ecosystems such as 
forests, soils and oceans taking carbon in and 

cycling it back out again. However, human-
induced emissions and the destruction of 
these ecosystems have tilted the system 
out of kilter and curbed nature’s ability to 
sequester – or capture and store – carbon.

By investing in natural capital, investors 
can promote more sustainable management 
practices that restore ecosystems 
and increase opportunities for carbon 
sequestration.

Unlike philanthropic conservation strategies, 
natural capital strategies target land used 
for commercial purposes (namely farmland 
and timberland). These strategies offer 
opportunities for attractive financial returns 
as well as positive environmental and social 
impact. In this article, we outline some of the 
key learnings from our research into natural 
capital so far. 

NATURAL CAPITAL    
what’s the investment opportunity?

Jaspal Phull 
Director, Manager Research
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Natural capital 
What’s the investment opportunity?    

What role does natural capital play in 
supporting net-zero goals? 

It’s expected that we’ll need to remove large 
quantities of carbon from the atmosphere 
to limit temperature increases to below 2°C. 
According to the Coalition for Negative 
Emissions, the estimated number is between 
6-10 billion tonnes of CO2 per year by 2050. 
However, current artificial carbon-capture 
technologies fall far short of the scale required 
and come at a very high cost. The world’s 
largest carbon-capture plant (recently opened 
in Iceland) is forecasted to capture 4,000 
tonnes of CO2 per year – just three seconds’ 
worth of humanity’s current emissions. 

The good news is that we already have access 
to a proven means of large-scale carbon 
capture – nature, which is anticipated to play 
a fundamental role in the path to net zero. 
With the right management practices, nature 
could provide over one-third of the CO2 
mitigation needed by 2030 to limit warming 
to within the 2°C threshold. This is illustrated 
by the diagram on the right from The Nature 
Conservancy:

Source: What the Paris Agreement means for carbon pricing and natural climate solutions: A business 
guide, Christopher Webb, The Nature Conservancy and Zubair Zakir, Anthropocene.io, March 2019.

https://coalitionfornegativeemissions.org/wp-content/uploads/2021/06/The-Case-for-Negative-Emissions-Coalition-for-Negative-Emissions-report-FINAL-2021-06-30.pdf
https://coalitionfornegativeemissions.org/wp-content/uploads/2021/06/The-Case-for-Negative-Emissions-Coalition-for-Negative-Emissions-report-FINAL-2021-06-30.pdf
https://www.pnas.org/content/114/44/11645
https://www.pnas.org/content/114/44/11645
https://www.pnas.org/content/114/44/11645
https://www.pnas.org/content/114/44/11645
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Natural capital 
What’s the investment opportunity?       

Is there an opportunity for private capital to 
get involved? 

We believe there is – through natural capital 
real-asset strategies. By investing in natural 
capital, private investors can support the 
transition towards more sustainable land 
management practices that enhance nature’s 
ability to sequester carbon, and improve 
biodiversity, while generating a positive 
financial return. At Redington, we define 
natural capital as investing in real assets that 
deliver both financial returns and nature-
based solutions for climate change and 
biodiversity loss.

What’s the financial opportunity?

Natural capital strategies invest in 
commercially viable land-based or ocean-
based activities, such as timber or farming. 
Income is typically generated through 
harvesting, but new forms of income streams 
such as carbon credit sales (whereby carbon 
credits are earned for sequestering carbon 
and are subsequently sold) are emerging. 
The yield varies based on the crop type, 
geography and quality of the carbon credit. 
This provides an opportunity for clients to 
diversify their income and gain exposure to 
commodities and carbon markets, to which 
they currently have little to no exposure.

As more companies and investors seek 
carbon offsets, the income from (and 
potentially the value of) carbon sink assets 
such as sustainably managed land is expected 
to rise.

The WWF defines nature-based 
solutions as: 

Ecosystem conservation, management 
and/or restoration interventions 
intentionally planned to deliver 
measurable positive climate adaptation 
and/or mitigation benefits that have 
human development and biodiversity 
co-benefits managing anticipated climate 
risks to nature that can undermine their 
long-term effectiveness.

https://wwf.panda.org/discover/our_focus/climate_and_energy_practice/what_we_do/nature_based_solutions_for_climate/
https://wwf.panda.org/discover/our_focus/climate_and_energy_practice/what_we_do/nature_based_solutions_for_climate/
https://wwf.panda.org/discover/our_focus/climate_and_energy_practice/what_we_do/nature_based_solutions_for_climate/
https://wwf.panda.org/discover/our_focus/climate_and_energy_practice/what_we_do/nature_based_solutions_for_climate/
https://wwf.panda.org/discover/our_focus/climate_and_energy_practice/what_we_do/nature_based_solutions_for_climate/
https://wwf.panda.org/discover/our_focus/climate_and_energy_practice/what_we_do/nature_based_solutions_for_climate/
https://wwf.panda.org/discover/our_focus/climate_and_energy_practice/what_we_do/nature_based_solutions_for_climate/
https://wwf.panda.org/discover/our_focus/climate_and_energy_practice/what_we_do/nature_based_solutions_for_climate/
https://wwf.panda.org/discover/our_focus/climate_and_energy_practice/what_we_do/nature_based_solutions_for_climate/
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Natural capital 
What’s the investment opportunity?       

What’s the impact opportunity? 

If managed appropriately, natural capital 
strategies can positively affect several unique 
environmental and social issues. Moving away 
from industrial methods and towards more 
sustainable land management practices can 
lead to higher carbon sequestration, improved 
biodiversity around and within the farm, better 
water management (including water filtration 
and flood defences), improved soil health and 
a positive impact on local communities.

The impact opportunities vary and are highly 
dependent on the management practices 
adopted by the local operators. Therefore, 
impact due diligence must consider the 
underlying operators to understand how their 
philosophy and practices affect the land from 
a social and environmental perspective.

Impact metrics and tools to track 
deforestation, carbon sequestration, 
biodiversity improvements and soil health 
are being developed, with new technologies, 
such as precision satellite imagery, rapidly 
emerging. Investors can also ask for greater 

transparency on the management practices 
used through metrics like employment, 
chemical usage, tilling regime, felling regime 
and water usage.

Overall, we expect managers in this space 
to be able to target 8 out of the 17 UN 
Sustainable Development Goals:

Internal

DRAFT

Private and Confidential 24th September 2021

NATURAL CAPITAL IMPACT PROFILE

1

Transition towards a more resilient 
food system, with greater crop 
diversity and lower pesticide usage.

Address water scarcity and quality issues 
through effective water management 
and conservation practices.

Enhance the carbon sequestration 
ability of natural systems through 
afforestation and regenerative 
farming practices.

Promote the restoration of biodiversity within 
agricultural land and managed forests. Reduce reliance 
on synthetic fertilisers and pesticides to reverse 
biodiversity loss and nutrient runoff into waterways.

Grow healthy, 
nutritional and 
chemical-free 
food and create 
a healthier 
environment for 
local 
communities.

Provide a better working 
environment for 
farmers/foresters, empowering 
local communities.
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Natural capital 
What’s the investment opportunity?        

The carbon sequestration opportunity through forestry has been attracting attention recently, 
and for good reason. A diversified portfolio of forestry (including afforestation) can represent 
2.3x higher net-negative carbon emissions versus renewables. Another nuance worth 
highlighting is that forestry enables carbon sequestration (removal from the atmosphere) while 
renewables avoid carbon (by displacing more carbon-intensive technologies).

Source: Redington, 2020 and Gresham House, 2021.
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Natural capital 
What’s the investment opportunity?      

What’s the liquidity profile of these assets? 

A key consideration of natural capital is the 
investment time horizon, which is typically 
10+ years. We expect natural capital solutions 
to be particularly well suited to long-term 
investors seeking to benefit from the 
expected rise in carbon pricing, align their 
portfolio with their net-zero objectives and/or 
address biodiversity loss.

The opportunity set for investing in natural 
capital has grown significantly over the past 
few years, with a surge in fund launches as 
client interest rises. The universe of natural 
capital funds consists of both existing 
farmland and timber managers launching 
impact-oriented strategies, as well as 
boutique impact firms who have always 
focused on sustainable land management 
practices. The strategies vary by geography, 
asset type and impact approach – namely 
a manager’s approach to carbon reporting, 
biodiversity, carbon credits and other 
environmental and social factors.

Our Manager Research team 
are currently looking at over 20 
different strategies in this space to 
create a high-conviction Preferred 
List of managers for our clients 
to invest with. Over the coming 
months, we’ll be conducting 
detailed research into this specialist 
manager universe – undertaking 
site visits and assessments of their 
impact and financial credentials. 
We expect to have a finalised list 
of best-in-class managers to take 
to our clients in the first half of 
this year. For more information on 
whether natural capital is a suitable 
investment for your scheme or to 
find out more about our research, 
please get in touch. 

Redington’s Scottish 
       forest trip

so what?

mailto:lgps%40redington.co.uk?subject=Manager%20Research%20team%20query
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RESPONSIBLE INVESTING Q&A

How does the LGPS prioritise ESG without 
risking accusations that it damages 
financial performance?

Responding to climate change, and indeed 
addressing ESG matters more generally, is 
simply good long-term business sense. It 
has to be worthwhile to seek to avoid the 
erosion of value that would arise from failing 
to manage key business risks – which is what 
ESG investing seeks to do, as well as uncover 
opportunities. The thought process around 
investments taking into account ESG risks 
shouldn’t be that returns are being sacrificed. 
Of course, in certain markets, any approach 
will underperform at times and offer 
opportunities for outperformance in others. 
Still, ESG investing seeks to spot businesses 
that are well run for the long term, and 
identify sectors that’ll enjoy structural 
growth. That’s just another way of saying 
that ESG represents good sense in long-term 
investment.

Responsible investing (RI) is the 
term on every investor’s lips. So, 
to ensure you’re well-versed with 
the latest happenings in this space, 
each quarter, we’ll be speaking 
to a member of our Sustainable 
Investment Team about RI in the 
context of the LGPS. This quarter 
we spoke with Paul Lee, Redington’s 
Head of Stewardship and Sustainable 
Investment Strategy, about 
stewardship.

stewardship for the LGPS
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Paul Lee 
Head of Stewardship &  
Sustainable Investment Strategy

1
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Responsible investing Q&A 
Stewardship for the LGPS

What do you think are the key components 
for effective stewardship?

Good stewardship takes two key forms, 
monitoring and engagement. Monitoring 
supports better investment, while 
engagement helps drive better performance 
by the companies you invest in:
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Stewardship 
Preserving and enhancing the 
value of the assets, operates 
in the context of the overall 

investment approach

Monitoring is a  
one-way dialogue, in 
the form of investors 
questioniong 
portfolio companies. 
The aim is to 
understand the 
company and 
performance. 

Engagement is  
two-way, as investors 
express opinions 
with the aim of 
encouraging change.

Resulting in...

• Changed investor decision-
making.

• Efficient capital allocations 
by investors.

• Appropriate risk-adjusted 
returns for clients.

Resulting in...

• Changed company 
behaviours.

• Efficient capital allocations 
by companies.

• Appropriate risk 
management by companies.

1. Monitoring

Dialogue is purely for 
investment purposes to 
understand a company, 
its stakeholders and 
performance.

Typified by detailed and 
specific questioning to gain 
insights as an investor.

2. Engagement

Purposeful dialogue with a 
clear objective to achieve a 
certain change.  
 
Typified by two-way dialogue 
– investors express their 
opinions.

Stewardship is supported by 
two forms of dialogue 

Based on Defining Stewardship and Engagement, The Investor Forum.

2
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Responsible investing Q&A 
Stewardship for the LGPS

What’s the best approach to active 
stewardship?

It very much comes down to scale and how 
active you want to be, but there are typically 
three ways in which LGPS funds and pools 
can deliver stewardship:

• Holding asset managers more fully to 
account: assessing managers on their 
stewardship activity on the fund’s behalf, 
and challenging them to do better. This 
action is best suited to individual LGPS 
funds, but also to investment pools that 
have sufficient RI resource. It means not 
taking the first answer that managers give, 
and not simply listening to the positive 
anecdotes they choose to tell about their 
actions. It requires cutting through the 
noise from managers and probing the 
quality of what they’re delivering – in terms 
of real change at companies – through 
their engagement activities.

• Hiring outsourced stewardship overlay 
providers: appointing an overlay provider 
to deliver stewardship (engagement and 
perhaps voting) across all assets. This 
action tends to be used more frequently 
by investment pools to support in-house RI 
teams. Sharing the expense across a pool 
helps defray the higher costs.

• Building an in-house team: developing 
an internal resource that engages directly 
with the companies (and other assets) in 
which the fund invests. This action tends 
to be carried out by some of the larger 
in-house private sector schemes. It’s less 
prevalent in the LGPS space, although 
we recognise that many LGPS funds are 
signatories of the Local Authority Pension 
Fund Forum (LAPFF), which does engage 
with companies directly on behalf of 
LGPS members. As with asset managers, 
the quality of the work done and the real 
consequential change delivered needs to 
be probed and challenged. LGPS INVESTMENT SPOTLIGHT  |  16

3



LGPS INVESTMENT SPOTLIGHT  |  17

Responsible investing Q&A 
Stewardship for the LGPS

Is stewardship the preserve of active 
managers, or is engagement possible in 
passive vehicles too? 

Some of the best engagement is done by 
passive managers. They don’t have the 
option of walking away from companies that 
aren’t responsive to change, so they often 
need to be more persistent and pressing 
in their engagement activities. Some 
active managers are great at integrating 
stewardship into their investment processes, 
with portfolio managers pressing their 
holdings to improve across various ESG 
measures. Others are less successful, 
usually due to a divide between portfolio 
management conversations and engagement 
dialogues, which risks undermining the 
message. 

There are good and bad stewards among 
both active and passive managers. The 
challenge is to spot the difference, and to 
award mandates with an awareness of the 
performance that might arise from good 
engagement as well as good investment. 

The recent reporting under the new UK 
Stewardship Code 2020 provides a useful 
window into the quality of engagement, but 
as investors are exposed at the fund level 
rather than the firm level, we shouldn’t stop 
at firm-level reporting. We must get under the 
skin of delivery within funds, as performance 
at that level can often look rather different 
from the headlines.
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Responsible investing Q&A 
Stewardship for the LGPS

We’ve seen a few LGPS funds of different 
sizes being successful in achieving 
signatory status on the UK Stewardship 
Code 2020. What’s the secret?

It’s good to see a range of funds applying 
to be signatories of the Stewardship Code 
2020, recognising that it’s not as easy as the 
earlier 2012 Code – even some of the larger 
asset managers didn’t make the initial cut. 
However, the Financial Reporting Council 
adopts a pragmatic approach to assessing 
delivery, recognising that the nature and 
scope of stewardship needs to reflect the 
scale and resources of the investor. Thus, the 
hurdle for LGPS funds is not as high as the 
expectations of larger schemes and asset 
managers. 

Having said that, the key is to focus on 
demonstrating practical actions in terms of 
stewardship and the outcomes delivered by 
them; merely outlining policy documents is 
no longer enough. A lot can be achieved from 
leaning on pool resources, particularly where 
they’re successful signatories themselves. 
The best approach is to look at those who’ve 
been successful and assess whether this is 
something that you can demonstrate when 
applying to be a signatory. Of course, your 
advisers can support you. Still, ultimately it 
does come down to whether you’re genuinely 
able to demonstrate your fund’s active 
delivery of stewardship within the context of 
your scale and resourcing. 
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THE 2022 VALUATION IS UPON US!  
how’s it best navigated?

Across the country, LGPS funds, 
actuaries and consultants will once 
again be psyching themselves up for 
valuation time. As always, there’s a 
lot of work to be done. But is 2022 
the year for optimism (in funding 
terms at least!), despite those long 
hours poring over numbers? 

Well, maybe not, judging by how the year has 
kicked off. 2022 has been a difficult time to 
be an investor in any sphere. As I write (only 
a matter of days before 1st April), equities 
and bonds have had a shaky start. Higher, 
future (base) interest rates are very likely, 
and inflation (stagflation?) has little chance 
of being transitory now. We don’t know how 
these forces will play out.

But let’s zoom out and look at the last 
valuation cycle as a whole. Should we be 
more optimistic?

Equity markets have dipped recently, but this 
is in the context of a remarkable run since the 
2019 valuation – despite the crippling effects 
of COVID-19-enforced lockdowns globally. By 
my rough calculations, LGPS assets will be 
down something like 5-10% year-to-date. But 
we’re still probably looking at 15-25% higher 
since 2019 (inclusive of 2022 YTD). This is 
primarily thanks to the strong performance 
of risk assets – equities, bonds, property 
and infrastructure are broadly all up pretty 
meaningfully. 

We’ve also seen many LGPS funds taking 
proactive steps to make portfolios more 

robust. Since 2019, the LGPS has reduced 
its dependence on equities (undoubtedly 
its largest source of risk) and sought 
diversifying sources of return, such as in 
private markets. So, there’s definite cause 
for optimism here. But let’s not get ahead of 
ourselves – all is not done and dusted! Key 
decisions are taken at valuations; decisions 
that can have a material impact on the 
likelihood of keeping contribution rates 
stable. And 2022 is no exception. 

Tom Pilcher 
Senior Vice President,
Investment Consulting



LGPS INVESTMENT SPOTLIGHT  |  20

So, how can the LGPS best navigate the 2022 valuation? Here are three suggestions:

The 2022 valuation is upon us! 
How’s it best navigated?

Acknowledge this may be an inflection point

Most funds have been putting pressure on investment strategies 
and contribution rates to close their deficits. In this light, is your 
funding ratio now in a good enough position to enable you to pursue 
a different strategy? Perhaps your fund could afford to tighten 
up its investment risk budget such that you’re less exposed to a 
structural sell-off in markets? Or could you allow for more affordable 
contribution rates from sponsors (although acknowledging that once 
reduced, these will be very hard to increase)? 

These suggestions won’t be suitable for everyone. But, remember 
– the best investment strategies will take no more risk than is 
necessary to achieve objectives. The key is not to assume that your 
current mix of investment returns/risk and contributions is optimal – 
ask your actuary and consultant which lever(s) can be pulled.

Focus on what matters

A valuation provides a great opportunity to review investment 
strategies. Our view is that the best results will be driven by a single, 
simple and clearly defined set of objectives that govern decision-
making. Therefore, ensuring you remain focused on the decisions 
that really matter will most likely require a review of your strategic 
objectives. 

Here are some questions that pensions committees could (re-)ask:
• How much return do I need from my investments? 
• How much risk am I willing to take? 
• To what extent do I need to generate regular cashflows from 

assets? 
• What ESG/impact objectives do I have? 
• Do we have a target for the amount of assets that are pooled and a 

timeframe in mind?

Knowing whether you’re on or off track versus your objectives 
will give you confidence that you’re focusing on the parts of your 
investment strategy that will really ’move the dial’.

1 2
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The 2022 valuation is upon us! 
How’s it best navigated?

With valuations underway, now’s the perfect time to revisit 
some important strategic questions. It’s not enough to trust 
that what’s got you to this point will serve you well going 
forward. So, reviewing your investment strategy is crucial – 
especially if you’ve made gains over the last few years that 
you’re able to bank. For assistance in reviewing your objectives 
and investment strategy, please get in touch. 

so what?

Strategy evolution, not revolution

During these unsettling times, it’s important to remember the success 
of any investment strategy is judged by meeting its objectives, not by 
calling the direction of the market (in any case, it’s probably apparent 
that the latter is very hard to do). With this in mind, most LGPS funds 
should consider making relatively small portfolio changes rather than 
repositioning in order to take bets on short-term trends. Side note 
– making meaningful portfolio changes requires a lot of governance 
bandwidth!

Instead, you might want to ask to what extent your fund can:
• Diversify away from more ‘traditional’ risk premia.
• Add style/geographical diversification in equities.
• Effectively use illiquidity budget to drive risk-adjusted return and/

or ESG and impact objectives.
• Increase contractual cashflow generation from assets.

3
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With valuations underway, LGPS 
funds will no doubt be faced with 
a flurry of difficult decisions: ‘Are 
our objectives still relevant?’, ‘Are 
we running the right level of risk in 
our investment strategy?’, ‘Do we 
need to consider place-based impact 
investing?’. But sometimes, even 
the most sensible and considered 
choices can lead to unexpected and 
unwelcome outcomes. 

We believe that, in just three simple 
steps, you can create a practical and 
effective decision-making framework 
that’ll help you make good choices 
now, and react appropriately if and 
when the unexpected occurs.

STEP 1
 
This will form the heart of your decision-making 
process. The challenge is creating a definition 
that encapsulates enough detail to be useful 
without becoming too unwieldy. We’ve set out 
a definition below that should form a suitable 
starting point.

The decision:

Is consistent with our investment beliefs 
We believe that a clearly articulated set of 
investment beliefs is useful. It’ll provide your 
committee with a consistent framework for 
taking decisions and an objective basis for 
helping assess the quality of past decisions.

Is within our ‘circle of competence’ or, if not, 
appropriate advice has been taken 
As Warren Buffet notes, you’re likely to get 
better outcomes when making decisions where 
you have good knowledge. In today’s complex 
investment environment, that’s difficult for 
many asset owners. So, when operating outside 
your circle, ensure that you get appropriate 
advice that’s framed in a way that helps you 
understand the choice you’re making. 

Is appropriately debated 
The level of debate should be broadly 
proportional to the level of impact the 
decision will have, i.e. more time spent on 
more important decisions. The discussion 
needs to cover all the practical issues, e.g. 
have we considered diverse perspectives and 
alternative courses of action and what are the 
key risks? 

Is taken in a timely manner 
The timing should be ‘right-sized’ – relevant to 
the importance of the decision and how time-
bound the opportunity or risk is. 

Can be explained clearly to stakeholders 
Every asset owner 
has important 
stakeholders. 
Being able 
to clearly 
explain why 
choices 
were made 
helps to build 
trust and a 
supportive 
relationship.

defining a good decision

THREE STEPS TO BETTER 
DECISION-MAKING it’s as easy as 1, 2, 3

Paul Richards 
Head of Governance  
& Decision Research
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A CheckLog is a tool that helps you implement good decision-making and capture why your decisions were made. 
It can be paper or electronic, simple or complex. The checklist helps ensure that you meet your criteria for good 
decision-making. The log element captures your reasoning for future analysis. We’ve set out an example below.

What is the decision?
To fully hedge our exposure to currency risk 
in our international bond portfolio.

Why was the decision taken?
To mitigate an uncompensated risk.

Is it consistent with our investment 
beliefs?
Yes – we have expressed a belief that the 
Fund should not be running investment 
risks, unless there is clear evidence that 
these are rewarded over the long-term.

Is it in our ‘circle of competence’,
and if not, what action have we taken?
A supporting recommendation was received 
from our investment consultant.

Has an appropriate level of debate
taken place?
Yes – the issue was debated at length by
the Investment Committee and approved by 
the Trustee Board.

 
 

Did we take this decision in a timely 
manner?
Yes – the decision was taken and 
implemented before the Brexit referendum 
to limit exposure to market volatility.

Can our decision be explained clearly
to stakeholders?
Yes – as noted above, the decision is 
consistent with a clearly articulated 
investment belief and professional advice.

What other options were considered?
We considered a range of potential currency
hedge ratios and debated their pros/cons.

What are the key risks?
In taking the decision – ‘regret risk’ if 
Sterling falls and the hedge loses money 
following the referendum result. Potentially 
losing diversification benefit from currency 
exposure. 

In not taking the decision – ‘regret risk’ 
if Sterling rises following the referendum 
result; running a strategy which is 
inconsistent with our beliefs.

What are the alternatives?
Continuing to run with unhedged currency
exposure.

Who is accountable for getting the
decision implemented, and by when?
Our investment consultant has overall
accountability for project managing the 
transition. Our LDI manager will execute the 
necessary trades. Target implementation 
is within four weeks of the Investment 
Committee meeting. 

Does this decision necessitate work in
any other areas?
The hedging programme will have collateral 
requirements. These have been reviewed 
and accounted for within our wider approach 
to collateral management.

Three steps to better decision-making 
It’s as easy as 1, 2, 3

STEP 2
building a checkLog
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Three steps to better decision-making 
It’s as easy as 1, 2, 3

STEP 3
reviewing outcomes

With this information captured, you can populate a log that provides a clear summary of your decision. This provides 
a detailed chain of reasoning to help you analyse past decisions. For most board records, capturing a simple summary 
of your decision will suffice.

Decision Hedging currency risk in the international bond portfolio

Date December 2021

Relevant paper Redington paper November 2021 - presented to Investment Committee December 2021

Why is the decision being taken? N/A Remove an uncompensated risk

Is this consistent with our beliefs? Yes

In our circle of competence/other actions? No Advice taken from the Fund’s consultant

Has an appropriate level of debate taken place? Yes Discussions at December 2021 meeting

Were other options/alternatives considered? Yes Do nothing, plus a range of other hedge ratios

What are the key risks? N/A Regret risk impacts all choices

Did we take this in a timely manner? Yes

Is there a clear implementation plan? Yes
Redington overseeing, LDI manager executing trades.
Target for completion four weeks from decision

Does this decision impact other areas? Yes Potential for collateral impacts – has been assessed and fits within current framework

You can rarely control unwelcome investment outcomes, but by understanding what led to them, you’ll be in a better position to 
respond effectively. The starting point is defining a good decision and consistently measuring yourself against it. With a simple 
framework, and a little bit of work to build it into your existing operations, you can maintain a disciplined decision-making 
process and interpret and communicate outcomes more effectively. Knowing that a good decision was made will give you the 
confidence to apply the same disciplined process to future decisions, or understand where your process needs to evolve.

For support in designing your own decision-making process or CheckLog, please get in touch. 

so what?
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WATER COOLER CHATS     
meet our private markets specialist 

Which asset classes do you cover?

My core focus is on private markets, which 
includes low and high-risk corporate lending, 
illiquid structured solutions (we call this 
opportunistic illiquid credit) and infrastructure. 
Within that market, I’m spending an increasing 
amount of time looking at positive impact 
strategies. These funds target social and/or 
environmental objectives alongside a financial 
return.

My work also includes assessing and 
developing the inclusion and diversity (I&D) 
capabilities of a wider universe of managers.

What ideas have you been working on lately?

Recently, I’ve been spending most of my time 
researching renewable infrastructure and 
energy efficiency – exploring how our industry 
can use its influence to affect positive change 
and help move the world closer to net zero 
whilst generating attractive returns at the 
same time.

I’ve also been investigating how we can 
measure impact in private debt. It’s not as 
straightforward as it is in the equity space 
as investors in these strategies don’t have 
ownership of the underlying assets, but 
instead issue a loan.

Outside of impact strategies, I’ve been 
researching private debt strategies that are 
able to avoid the highly competitive areas of 
the market. These strategies have a higher 
barrier to entry, requiring specialist expertise 
to invest in niche sectors, or the ability to build 
out a large and mature sourcing network.

To keep you up-to-speed on all things 
asset class, we’re pulling one of our 
manager research specialists aside 
each quarter to have a chat over the 
(virtual) water cooler to find out what 
they’re up to. 

This quarter we spoke to Sarah Miller, 
our private markets specialist. 

Sarah Miller  
Vice President,  
Manager Research

LGPS INVESTMENT SPOTLIGHT  |  25

1 2



LGPS INVESTMENT SPOTLIGHT  |  26

What’s gone well over the past 12 months?

We’ve seen far more open engagement from 
asset managers on I&D, both in their own 
teams and within their investment processes. 
As an example, an increasing number of 
asset managers are now considering board 
composition or C-suite diversity when 
determining whether to invest in a business. 
You can read more about this in our 2021 
Sustainable Investment Survey (see pages 39 
onwards for I&D).

Aside from this, a specific project I’ve 
enjoyed working on is the construction of 
the LCIV Renewable Infrastructure Fund, 
where we helped LCIV to identify best-in-
class managers. This has been one of LCIVs 
most successful fund launches to date, with 
c.£700m in committed assets.  

What hasn’t gone so well over the past 12 
months?

It’s been a challenge trying to figure out a 
routine during the pandemic as we’ve moved 
into a hybrid working environment. I attend 
in-person meetings wherever possible to 
conduct onsite due diligence: it makes it easier 
to get into the detail of teams and research 
processes. 

On the net-zero front, we’ve noticed that 
asset managers, regardless of their size, are 
struggling to access and report the carbon 
data we and our clients need. This will be a 
core area of engagement for us going forward 
and involve significant collaboration – it’s a 
‘work in progress’.

What does the next 12 months look like?

I’ll be seeking out more private impact 
investment opportunities and funds that sit 
outside of the highly competitive private debt 
markets. We’ll also continue our engagement 
with asset managers on ESG, impact and I&D. 

Water cooler chats 
Meet our private markets specialist 
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What makes you tick outside of work?

Coming from a large family, spending time with 
them – usually while eating – is a big priority of 
mine! I’m also very into my sport – I try to play 
netball weekly where I can. 

Water cooler chats 
Meet our private markets specialist 
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WANT TO HEAR MORE 
OF OUR THINKING?

grab yourself a cuppa and  

   have a read of these...

What LGPS schemes should 
expect when they are fully funded

Manager Research Update –  
Q4 2021

Redington names  
Sylvia Pozezanac as CEO

Thoughts From the Loft –  
March 2022

THOUGHTS 
FROM THE 
LOFT

Pete Drewienkiewicz

Climate change is harming the 
planet faster than we can adapt

Impact private lending,  
at a glance

https://www.pensions-expert.com/Special-Features/CPD/What-LGPS-schemes-should-expect-when-they-are-fully-funded?ct=true
https://redington.co.uk/publication/manager-research-update-q4-2021/
https://redington.co.uk/redington-names-sylvia-pozezanac-as-ceo/
https://redington.co.uk/publication/thoughts-from-the-loft-march-2022/
https://redington.co.uk/climate-change-is-harming-the-planet-faster-than-we-can-adapt/
https://redington.co.uk/publication/impact-private-lending-at-a-glance/
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Jill Davys 
Head of LGPS

   

Tom Pilcher 
Senior Vice President,  
Investment Consulting 

   

WANT TO DISCUSS 
FURTHER?

get in touch
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