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Pension fund asset allocation 

 

Q2 industry news and reports around asset allocation have included a large number of 

stories of local authority investments into alternatives including infrastructure, property 

and emerging markets. The London Pension Fund Authority, which has been in the 

news for other reasons (see below), made three senior appointments to help drive 

forward infrastructure investments within the London region. The London borough of 

Havering Pension Fund, not currently within the LPFA, is planning to increase its 

exposure to local property projects covering both residential and commercial. Beginning 

with a £10m ‘pilot’, the scheme will look to increase its allocation if it is successful. The 

London Borough of Enfield Pension Fund announced a £25m property investment 

with M&G and the London Borough of Camden has also expressed interest in similar 

investments.  

 

The London Borough of Islington was another borough to commit £20m to residential 

property through Hearthstone. The Strathclyde Pension Fund, one of the largest in 

the UK, has also increased their allocation to investing in infrastructure with a £100m 

investment into the Pensions Infrastructure Platform. This represents 0.8% of its 

£12.4bn assets. MandateWire reported that in Q1 local authority funds have 

significantly increased the number of searches made for multi-asset and global tactical 

asset allocation strategy funds. 21.4% of all searches were to these types of 

investment, compared with 8% in the same period in 2012. West Sussex Pension 

Fund were reported to be reducing its private equity allocation due to the asset class’s 

liquidity risk and ‘luck’ involved in manager selection. The £2bn fund currently has a 5% 

allocation but will not be investing in new opportunities. 65% of the fund is held in 

equities, 20% in bonds and 10% in property. Private equity investments have come 

under scrutiny in the period with MandateWire reporting 12 UK pension fund mandates 

to PE in H1 2013, compared with 15 across the full year 2012.  

 

 

 

In the News 
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From a European and global perspective on asset allocation, the appetite for alternative 

investments from institutional investors has been highlighted in three separate reports. 

Research released in May by Northern Trust found that alternatives are becoming 

more accepted as a proportion of investment portfolios. The firm surveyed a total of 51 

institutions, of which around 60% had increased their asset allocation to alternatives 

over the past two years.  

 

The primary reasons given for alternative investments were diversification and 

management of risk. Within Europe, Mercer released their annual Asset Allocation 

survey in May which suggested that the rise in alternative investment allocations had 

plateaued with nearly half of pension schemes surveyed having an alternatives 

allocation, the same figure as in 2012.  

 

Within the 700 UK schemes surveyed, around 75% responded that they had an 

exposure to alternatives. A survey conducted by Create Research, a UK-based 

consultancy, along with Principal Global Investors, found a large increase in 

allocations to ‘real assets’ such as property and infrastructure investments. The survey, 

which collected data from 700 pension schemes globally with combined assets of 

$27.4tn, found that around 43% of schemes have such an allocation compared with 

only 5% ten years ago. 

 

European and UK regulation 

 

News of the regulatory environment was dominated during the quarter by the imminent 

arrival of the Alternative Investment Fund Managers Directive (AIFMD) and the 

perceived cost to London’s position as global centre of finance. A number of US hedge 

funds are reported to be considering their London presence and those without one, are 

reported to be against the idea of establishing one. However, other proposed legislation 

from Europe has also proved controversial including the well-publicized Financial 

Transaction Tax (FTT), the Institutions for Occupational Retirement Provision Directive 

II (IORP), Ucits V and Mifid II. In May, the European Commission dropped the proposed 

pension fund solvency section of the IORP, the Solvency II-type requirements for 

pension funds.  
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The impact of this part of the regulation to UK pension funds was estimated at around 

£450bn, if it was passed into law. It is estimated that the proposed FTT would cost 

actively managed pension funds up to 8% of their total value and a number of 

associations have been vigorously opposing the plans. 

 

In the UK, two decisions by the Supreme Court will have an effect on UK pension funds. 

In early May, it upheld the Court of Appeal’s decision in the case of BNY Corporate 

Trustee Services v Eurosail UK, meaning it will be harder for creditors to successfully 

achieve the winding up of a ‘balance sheet insolvent’ business. It ruled that a pension 

fund deficit is insufficient in itself to wind up a company. The Supreme Court later in the 

month, scrapped the ability of pension fund trustees to undo previous tax errors, by 

upholding the Appeal Court’s ruling known as the ‘Re Hastings Bass’ rule. The 

Financial Times reported that this may lead to a wave of claims by members against 

pension fund trustees for mistakes made up to 15 years ago. 

 

ETFs continue their run 

 

As an increasing number of institutions turn to ETFs as part of their portfolios, 

BlackRock has predicted market growth in Europe of around 20% a year until 2022, 

with assets reaching over $2tn by this time. At the end of 2012, ETF assets totaled 

$367bn. The firm also reported in May that non-market-cap-weighted ETFs witnessed 

an inflow of $31.4bn year to date which accounted for 42% of all ETF inflows compared 

with 20% of inflows last year.  

 

In May, Vanguard launched four new Irish-domiciled ETFs into the European market to 

increase competition and choice. The firm reported inflows of $582m in the first four 

months of this year, making it the sixth fastest growing ETF provider in Europe. In other 

positive news to assist growth, the London Stock Exchange has cut its fees by 50% 

for its 26 registered ETF market makers, from 0.2 to 0.1 basis points. The LSE’s market 

share of European ETF trading has grown from 18% in January 2012 to 26% in April 

2013. 
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Research published by Greenwich Associates shows that 18% of US institutional 

funds are using ETFs, up from 14% a year ago. However, the figures for larger and 

more advanced schemes are even higher with 47% of endowments and almost 25% of 

pension funds with AUM of $5m+ using ETFs.  

 

Recent research by BlackRock also showed that ETF ownership had increased 30% 

year on year for 15 of the world’s largest asset managers. Fidelity, with $1.02bn AUM, 

has been granted permission to launch actively managed ETFs by the Securities and 

Exchange Commission and have been actively recruiting recognized industry heads into 

their Denver ETF HQ, as well as in other geographies. 

 

Deficits continue to make headlines 

 

Throughout the Q2 surveys, commentary and results continued to highlight the 

increasing deficits of a large number of Defined Benefit pension schemes in the UK. 

However the data from the PPF7800 index showed overall improvement across Q2. 

Although deficits rose in April from £236.6bn to £256.6bn (+£20bn, +11.83%), May 

showed a significant deficit reduction to £185.5bn (-£71.1bn, -28% month on month) 

and continued to fall in June to finish the period at £134.3bn (-£51.2bn, -28% month on 

month, -£122.3bn, 48% across the quarter). 

 

The volatility of pension scheme deficits across the period has been attributed to the 

turbulent economic environment. While the equity markets witnessed bullish and then 

bearish markets across May and June, global bond yields also fluctuated significantly. A 

number of surveys have outlined the headwinds facing DB schemes in the UK. 

  

Mercer’s research in June showed that FTSE350 DB scheme deficits had fallen by 

£10bn to a total of £98bn. However, although assets had risen by around 15% since the 

start of the year, liabilities had increased by 20% across the same period. It added that 

the increase in corporate bond yields contributed to deficit reductions in May but was 

offset by a rise in inflation expectations. At the end of May, according to the survey, total 

liabilities for these schemes stood at £655bn while assets were £557bn.  
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The same research for June showed deficits falling by the largest margin in ten months, 

decreasing by £16bn, from £98bn to £82bn. Unfortunately assets reduced by the largest 

value in over four  years, falling by £15bn from £557bn to £542bn. Liabilities fell by 

£31bn from £655bn to £624bn. 

 

A longer term view of UK pension scheme deficits was outlined within a five year survey 

produced by KPMG in their Pensions Accounting Survey released in May. 

 

The summary of the research showed that since 2008, a 40% rise in asset values has 

been offset by a 60% increase in liabilities. The 12th annual survey conducted by 

Barnett Waddingham found that during 2012, 96% of all FTSE 100 firms had 

increased the discount rate due to the yield values of corporate bonds and that despite 

continued scheme payments of around £12bn, the average funding ratio remained 

almost unchanged at around 89%. PwC’s research into FTSE 350 DB schemes 

reported in June that since 2007, the ability of companies to support their final salary 

schemes has reduced considerably from a score of 88 (in its index from 1 to 100) to 75. 

This reflects the challenges facing the majority of firms who have maintained deficit 

payments towards these schemes whilst liabilities have continued to grow at a faster 

rate. Finally, Buck Consultants reported in April that it expected aggregate deficits 

across all UK pension schemes to report increases of more than £100bn to their 

pension fund deficits, adding to the negative outlook for the country’s pensions. 

 

The effects of the UK government’s quantitative easing programme on pensions have 

also been prominent in the news. A detailed piece of research using an in-depth and 

complex calculation to model yield curves for 10 year gilts was released by JP Morgan 

Asset Management in April. Its results suggested that the first round quantitative 

easing; QE1, has reduced the average UK pension scheme’s funding level by up to 

16% but it also found that the second round; QE2, had no negative effect. However in 

June, Axa reported that annuity rates have fallen by 29% since the QE programmes 

introduced in 2009.  

 

In June, The Bank of England produced the results of a survey from 700 companies 

with DB scheme deficits. It sought to understand the effect on increased contributions to 

their schemes and the effect on their ability to invest in growing their business, 

employing new staff and raising finance. 
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 The results showed 25% of the respondents were suffering “major” effects to their 

investment decisions, with small and medium sized firms being the worst affected. 

However, the remaining approximate 75% responded that these increased contributions 

were having little effect with less than 10% reporting less hiring as a result and around 

10% having experienced a negative impact on their ability to raise finance.  

 

In a separate report, The Pensions Regulator reported in May that 40 of the largest 

schemes in the UK with significant DB deficits, continued to either maintain or even 

increase their recovery contributions during 2012.  

 

It highlighted that a number of employers had made one off lump sum contributions 

during the period for tax purposes and the use of contingent assets were increasing.  

 

Companies’ deficits in the news 

 

Following the Chapter 11 bankruptcy of Kodak, the company agreed a £1.75bn 

settlement with its UK subsidiary’s underfunded UK pension scheme; Kodak Pension 

Plan (KPP). The terms of the deal will see KPP take over the Personalised Imaging and 

Document Imaging business. The fund closed in March 2012 with assets of around 

£1bn and an estimated deficit of around £1.9bn. The 15,000 members of the scheme 

will however, still have to accept reduced benefits from the fund but the deal prevents 

the scheme from falling into the protection of the PPF. The deal was approved by the 

US bankruptcy court in New York in June. 

 

In May, Morgan Stanley lowered their rating of BT Group on the basis of expectations 

of significant increases to its pension fund deficit. It estimates that the deficit will rise 

from £2.4bn in June 2011 to around £6bn at the next valuation in 2014. In Q2, BT had 

reported its 2012 Q4 and full year results which showed a rise of more than 100% in the 

aggregate deficits of its schemes, from £2.4bn in 2012 to £5.7bn this year. The firm 

blamed the “exceptionally low real discount rate of 0.87” for the rise, down from 1.84% 

in the previous period. Although assets rose by £3bn from £38.3bn to £41.3bn, liabilities 

rose by more than £6bn to £47bn.  
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Despite continuing contributions towards its deficit, Tesco reported an increase of 

£500m to its DB schemes to take its aggregate deficit to £2.4bn. Since 2012, the 

company has contributed £666m and has now allocated a further £525m for its 2013 

financial year. It attributed the increase in its deficit to the fall in the discount rate and a 

rising inflation outlook. 

 

Deficits for the London Government Pension Scheme (LGPS) have doubled in three 

years to around £80bn according to research from KPMG and the individuals local 

boroughs will likely see increased contributions as a result.  

 

Lloyds Banking Group has taken the decision to adopt a new accounting standard for 

its pension scheme 12 months early, resulting in a cost of £2.1bn to its balance sheet.  

It decided to use the revisions to IAS19 from 1st January 2013, a year earlier than when 

it comes into force. 

 

Dixons saw its UK pension fund deficit rise by 55% in the year to April 2013, increasing 

by £144.5m from £261.9m to £406.4m. The firm attributed the rise to the decrease in 

the discount rate and long term inflation expectations. In 2011 Dixons agreed a recovery 

plan of reducing the deficit to zero by 2021 and is increasing annual payments to £35m 

to achieve this goal. Assets grew in value during the period by £20m.  

 

In 2011 as part of an agreed private equity buyout of Comet, its parent company Darty 

assumed responsibility of The Comet Pension Scheme. Despite Darty increasing 

annual contributions to £10m, as well as one off contributions in 2012 totalling over 

£7m, its deficit has remained unchanged at £34m.  

 

Guiness Peat Group, an investment holding company with interests in Europe and 

Australia, reported in May on its three UK pension schemes; Coats UK Pension Plan, 

Brunel Pension Scheme and Staveley Industries Retirement Plan. The first two of these 

schemes are currently under investigation by The Pensions Regulator. The aggregate 

deficits grew in Q1 by £38m from £235m to £273m, although Brunel’s deficit reduced by 

£1m.  
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In April, Chivas Brothers, the Scottish producer of whiskies including Chivas Regal has 

made a one off payment of £60m into its DB scheme and expects to pay a further 

£9.4m this financial year. As at June 2012, the deficit stood at £20m (up from £3.7m in 

2011). 

 

WH Smith announced in April that it has agreed annual payments of £13m for seven 

years in a bid to clear its closed DB scheme deficit. 

 

In more encouraging news, Compass Group’s DB scheme deficit reduced from £361m 

to £309m in the six months to March 2013, after a one-off contribution of £72m from the 

company. Also, Debenhams announced in April that its deficit had more than halved 

from £57.3m to £26.8m in the previous six months. The scheme has been under a 

delegated consulting service with Aon Hewitt since 2011.  

 

Pearson Group Pension Plan announced a three year reduction in its recovery plan 

with a horizon of 2017 instead of 2020. Its deficit had fallen to £210m in 2012 and 

Pearson will continue to pay £40.8m per annum into the scheme, on top of the employer 

contribution for future accruals. 

 

Asset-backed funding 

 

A survey by KPMG and published by the Financial Times, shows that interest in this 

method of reducing pension deficits is increasing dramatically. The combined value of 

such deals in Q4 2012 and Q1 2013 was around £700m compared to only £600m 

during the whole of 2012 outside the UK. The results also showed that although 

property was still the most common asset used, covering 60% of deals, around 20% 

involved intra-group loans. In April, Dairy Crest announced an unusual asset-backed 

funding agreement with its pension scheme when it transferred ownership of maturing 

cheese worth up to £150m, to its UK pension scheme. The most recent calculation of its 

scheme’s deficit was around £84m in September 2012 and it is making an ongoing 

annual payment of £20m and also agreed a further one off payment of £40m in April. 

 

Whitbread, the UK's largest hospitality company which owns Costa Coffee, Premier Inn 

and Beefeater Grill, added a further £180m to its asset-backed funding arrangement 

with its pension scheme, reducing the deficit to £541m.  
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The company has previously transferred £225m to the scheme and the latest property-

based deal takes the total to £405m. 

 

In April, the IT and telecoms provider Kcom agreed an asset-backed contribution 

towards its £14m deficit through a £10m property partnership. Around £1m per annum 

is expected to be paid towards the fund from derived revenue. 

 The company had previously agreed annual contributions of £6.9m towards the deficit 

and made a £3.1m additional contribution in Q1 2012. The firm has previously closed its 

DB scheme to new accrual. 

 

Continuing DB scheme closures 

 

The period saw a number of firms announcing consultations on DB scheme closures 

including Sainsbury’s. They began the process in April and although the scheme 

closed to new members in 2002 the closure to future accrual will affect around 15,000 

members. In 2012, the company announced a 634% increase in its DB deficit to £763m. 

National Grid also announced in April that it is reviewing two DB schemes. Last year 

the company announced an aggregate deficit total of £1.061bn. Axa Group in the UK 

has proposed freezing its DB fund which showed a deficit of £1.04bn in 2012 and has 

been closed to new members since 2003. The firm is currently working to a recovery 

plan of £77m annually rising to £137m by 2022. Home Retail Group closed its defined 

benefit scheme to future accrual from January 2014. As at March 2012 the deficit of the 

scheme was around £158m and the company is working to a recovery programme of 

£22m annually.  

 

600 Group which is diversified engineering group including machine tools, precision 

engineered components and laser marking systems, announced the closure of its DB 

scheme to future accrual, despite it being 111% funded with £203m of assets. Buck 

Consultants is going through consultation on closing its DB scheme by the end of 

2014.   
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Buy-ins, buy-outs and de-risking 

 

A number of reports and surveys were produced during the second quarter surrounding 

the volume and value of de-risking deals for UK pension schemes. According to LCP’s 

buyout report, 2012 saw a rise in the number of £100m+ de-risking deals to pre-crisis 

levels. The year saw a total of 14 deals of this size, although the total value was below 

the £5bn level. Towers Watson released a survey in April suggesting a number of 

reasons that the market did not achieve the boom levels many had predicted last year. 

Uncertainty surrounding implications of Solvency II regulations, inflation considerations 

and also frustration at poor data resulting in potential deals falling through.  

 

In April, JLT Employee Benefits predicted that de-risking deals would increase by 50% 

in 2013 when compared to 2012 as insurers were expecting to write around £6bn in the 

year.  

 

A report by Hymans Robertson in May forecast that half of the FTSE 100 firms will 

have transferred some part of their pension risk to an insurer by 2017 and that by the 

same year, over £100bn of liabilities would have been transferred.  

 

The data released for Q1 showed an 80% rise in year on year bulk annuity transaction 

values to £876m, up from £492m in Q1 2012. Aon Hewitt predicted in June that the 

2013 de-risking transaction value will likely exceed the £5bn seen across the past few 

years, thanks in part to such a successful start to the year. 

 

In May, Smith & Nephew agreed a £190m buy-in deal for liabilities from two of its DB 

schemes (UK Pension  Fund and UK Executive Scheme), with Rothesay Life. UK 

drinks retailer First Quench which operated Threshers, Wine Rack and Victoria Wines 

and went into administration has agreed a £160m buy-in with Pension Insurance 

Corporation (PIC). The scheme with around 2000 members was at risk of falling into 

the PPF, however the deal sees an expectation of improved benefits for the members. 

PIC has also agreed a £63m deal with the NSPCC, the children’s charity founded in 

1884. The charity’s most recent accounts in 2012 showed assets of £155.2m and 

liabilities of £160.7m. The largest longevity-swap deal announced in the quarter was 

between the car manufacturer Bentley and Abbey Life for £400m, although it was 

agreed and finalised at the end of Q1.  
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PPF Takes over UK Coal 

 

The two pension schemes of UK Coal with a combined 7,000 members, has been taken 

over by the PPF after the owner of most of the UK’s remaining active mines went into 

administration. A complex restructure of the firm in Q4 2012 was designed to avoid this 

fate by splitting the business into two, however the company was beset with major 

operational difficulties including a fire at one if its largest facilities. It is estimated that the 

PPF may have to absorb a loss of up to £550m which would be their single largest loss 

to date.  

 

Local Authority Mergers 

 

Following a number of valuations and a number of related articles in the period, local 

authority pension schemes in the UK are continuing to suffer from rising liabilities and 

increased pressures on cash flows to meet payment requirements. 

 

 According to Hymans Robertson, such schemes have fallen from an average funding 

level of 75% in 2010 to just 70% in 2013. The London Borough of Brent Pension 

Fund was highlighted as suffering a deterioration from 61% to 56% but this picture is 

becoming more common.  

 

The continued news and reports of local authority schemes’ deficits and poor funding 

ratios, have precipitated further discussions of mergers to reduce costs. Brandon 

Lewis MP, Parliamentary Under Secretary at the Department for Communities and 

Local Government, is currently pushing an agenda to overhaul the 89 local government 

schemes and is reported to be in favour of mergers. Whilst some local authority 

schemes are in favour of such moves in principle, there are still disagreements between 

others. Wandsworth Council has been through a well-publicized disagreement with 

the London Pension Fund Authority over merger plans and Norfolk Pension Fund 

reacted negatively to the suggestion of mergers saying they could be detrimental to 

trustee stewardship and fund services. 

 

Adding to the discussion surrounding local authority mergers has been the research 

from the Financial Times showing the disparity between fees charged by asset 

managers.  
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The survey, conducted by Investor Data Services, showed that the local authority 

scheme for Staffordshire, with £2.62bn AUM, was paying three times the level of fees 

paid by Devon who have £2.68bn AUM. This means that Staffordshire is paying around 

£3.9m per year more on average.  

 

This is despite both having similar asset allocations and Staffordshire’s performance 

showing an average 5.7% annual gain over 10 years, compared to 6% for Devon. 

Further statistics from the findings of the survey highlighted a general gulf between 

costs for funds and added to the weight of discussion supporting local scheme mergers. 

 

Asset manager and pension fund investor activism 

 

The period saw another increase of institutional investor activism with Legal and 

General, M&G and Standard Life, as well as USS and Railpen pension funds, being 

perceived as becoming more ‘aggressive’ in their management of investee companies. 

According to the Financial Times, LGIM increased its efforts against what it perceives 

as excessive boardroom pay by voting against 126 remuneration policies and 22 

remuneration committee chairmen within investee firms in 2012. This included votes 

against WPP, Barclays, Pendragon, Novartis, UBS, Credit Suisse and UniCredit. LGIM 

announced it was paying £9.4m to its former Chief Executive Tim Breedon.  

 

USS and Railpen have outlined their positions as regards voting against the 

reappointments of audit firms for large companies after the European Union changed 

the rules to insist on a change of auditors after 25 years. The Local Authority Pension 

Fund Forum has also been active against the remuneration report of AstraZeneca, 

advising its members to vote against. 

 

Corporate access 

 

The Financial Times continued to highlight the perceived “dark art” of corporate access 

payments, claiming that fund managers were allocating around $1.25bn a year to 

brokers in order to access senior executives at firms. According to the Thomson 

Reuters Extel survey of 5,400 portfolio managers worldwide, around 25% of the $5bn 

client commissions are spent on corporate access. A number of affiliated publications 

and group took up the story and continued to publish comments on the findings. 
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Recent mandates, results and news in brief 

 

Aon Hewitt has had a busy quarter of mandate appointments. The firm has been 

appointed as Fiduciary Manager of Global Marine Systems, a £90m, 450 member 

scheme based in Essex. The company provides submarine cable laying and 

maintenance and Aon Hewitt was not previously its investment consultant. The 

consultancy was also appointed to provide actuarial 

advice and administration services by the £110m, 2,200 member scheme of University 

of Leicester Pension Scheme.  

 

Middlesborough Borough Council, the administering authority to the £2.5bn, 60,000-

member Teeside Pension Fund as appointed Aon Hewitt to provide actuarial 

consulting services and The Royal National Institute of the Blind has also appointed 

the firm to provide administration and  

brokerage services. 

 

SEI has won the fiduciary management mandate for the £51.6m Metroline bus 

company. There are two schemes appointing the firm; Metroline London Northern 

Pension Scheme (£26m) and Metroline Pension Scheme (£25.6m). The University 

of Cambridge is to use the SEI Master Trust as its DC solution for scheme members.  

The West Midlands Pension Fund has appointed F&C, Fisher Investments Europe, 

Investec, AGFIA, Martin Currie Investment Management and Mondrian Investment 

Partners to its £830m global emerging markets equity portfolio. This represents 

approximately 8.5% of the fund’s £8bn assets. 

 

Cambridge Strategy has been appointed to manage the £1.5bn currency overlay 

programme for The Royal Borough of Windsor and Maidenhead. 

 

Buck Consultants has been appointed to provide actuarial and administration services 

to the new £100m scheme to the Manchester Airports Group, for the employees of 

Stansted Airport  

 

LloydsTSB Group Pension Scheme sold its £1.6bn share of a portfolio of US 

residential mortgage-backed securities, described by one of the deal’s advisers as the 

largest ever single transaction for this type of asset. 
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The proposed takeover of Severn Trent by the UK’s USS and Canada’s Ontario 

Municipal Employees Retirement System is in doubt after the company dismissed 

the pre-conditional offer.  

 

BlackRock have announced it is to close 250 funds in order to focus on more profitable 

products. The firm’s top 50 percent of funds account for 99% of fund revenues and after 

the closures, have around 3,000 funds left on offer. The company also announced a 

jump in profit thanks to record inflows into ETFs with net income up around 10% to 

$632m. AUM was up 7% on Q1’12 to $3.94tn. 

 

Standard Life reported impressive results for the first quarter, adding £1bn of new 

business to its corporate pensions platform over the period which was more than the 

previous two quarters combined. Corporate pensions AUM increased by £2bn to 

£26.5bn, made up of £300m of net inflows and £1.7bn of positive market movements. 

The company was reportedly considering moving away from its status as a life insurer, 

one that it has held for 188 years, as it increases its focus on asset management. 

 

Legal and General were well reported for their business development and acquisitions.  

Financial News reported the firm as preparing to enter the €800bn Dutch pension fund 

market as a bulk-annuity buyout provider. The company completed its first non-UK deal 

in the bulk-annuity market with the £114m deal to reinsure the existing pension book of 

New Ireland Assurance as well as a proportion of its future business. L&G also paid 

£151m in June for Lucida, a close UK bulk-annuity firm. 

 

Schroders announced the highest net quarterly inflows since 2010 according to the 

Financial Times, adding £5.6bn in Q1 2013. The same period in 2012 saw inflows of 

£1.6bn. Total AUM stood at £236.5bn at the end of the period, up 11% with pre-taz 

profits of £115m. 

 

Aberdeen Asset Management reported pre-tax profits of £222.8m for Q1 2013 up 37% 

on the period in 2012 with revenues rising by 25% to £516m. AUM also rose by 15%to 

£212.3bn.  
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The AIM-listed Milton Group has announced the acquisition of Psigma Asset 

Management from Punter Southall Group for an initial cash consideration off £5.25m 

and a total purchase price of between £6.75m and £13m in cash and shares, depending 

upon the company’s ability to retain assets over two years. Psigma’s AUM on 30th June 

2013 stood at around £750m. 
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KPMG LDI report 

 

A recent report by KPMG has shown that LDI now covers over £446bn of liabilities, 

representing an 11% increase on the market in 2012 with 686 UK pension scheme 

mandates now employing LDI. On the whole the market remains dominated by the ‘big 

three’ LDI players of Blackrock, Insight and LGIM, who between them control some 

90% of the market. However this dominance, while still there, became less marked 

when examining the ‘pooled’ funds market, accounting for 61% of notional liabilities 

hedged. 

 

Key findings from their report include: 

� The strongest growth being in hedging inflation risks 

� There is an increasing appetite for pension schemes to use wider derivative 

strategies to capture return seeking exposures such as equity and credit to drive 

returns as well as hedge risks 

� 80% of LDI managers believe their greatest source of new business will be from 

pension schemes new to LDI 

 

When commenting on the report, Barry Jones, head of LDI research at KPMG said: 

‘Pension schemes continue to look for ways in which to reduce funding level risk. In an 

environment where cash is king, derivative based strategies appear to be a popular way 

of controlling key risks whilst freeing up assets that can earn a premium invested 

elsewhere.’ 

 

Redington 

 

May saw Redington looking to expand their advisory offering to small and medium 

sized pension funds with the launch of a new platform for designing and implementing 

investment solutions tailored to the needs of schemes with £100m to £1bn in AUM.  

 

 

 

The LDI Landscape 
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Commenting on the development, Robert Gardner, founder and co-chief executive of 

the consultancy said: ‘A lot of pension funds continue to face the volatility of the market 

– the uncertainty of whether it is the smoothing or the liabilities, or the change in the 

inflation rate, and so on’.  

 

At present, the majority of their client base is large pension funds with over £2bn AUM. 

The new seven step framework they are looking introduce will aim to attract smaller to 

medium sized ones through defining a pension funds objectives; gaining access to an 

‘LDI hub’; defining liquid and semi-liquid credit strategies; defining illiquid credit 

strategies; defining illiquid market strategies; and introducing ongoing monitoring. 

 

The purpose of the new offering is to act as an implemented consultancy business, with 

the appointment of a dedicated implemented asset manager for the pension scheme 

and then using RedCIO to deliver the seven steps framework developed by Redington 

over the years. 

 

National Grid 

 

April saw the National Grid, the gas and electricity supply company, preparing to de-

risk a substantial pension scheme with an LDI approach, according to a report by the 

Financial News. Their £1.7bn share of the £25bn industry wide Electricity Supply 

Pension Scheme has reviewed its investments and is looking to introduce the 

approach within the fixed-income portfolio. The potential contract could be significant for 

one of the new players looking to enter the market – including Schroders, F&C, AXA 

Investment Management and Ignis Asset Management - who could also pitch in for the 

business.  
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The Financial Times campaign 

 

The Financial Times continued to drive the story that the UK’s investment consultants 

are unfairly directing their existing clients towards a Fiduciary Management solution 

without advising them to conduct the process through an open invitation tender and 

bidding process. The reports have citied a wealth of data and commentary from KPMG 

highlighting that investment consultants manage 80% of the fully delegated fiduciary 

mandates in the UK and during the 12 months to June 2012, were appointed to 30 of 

the 39 fiduciary mandates awarded in the market. KPMG had previously reported that in 

the 12 months to June 2011, more than 50% of the fiduciary mandate awards were 

effectively not put to competitive tender. The UK’s three largest investment 

consultancies have been very vocal that the processes they run are fair and in the best 

interests of the client. 

 

The paper also reported on research carried out by AllenbridgeEpic which focused on 

the fees and interests of 11 leading UK fiduciary management providers including 

consultancies, asset managers and specialist providers. The results of the survey 

suggested a lack of transparency and a conflict of interests amongst some of the largest 

providers. The report classed a firm as having a conflict of interest if they offered an 

investment consulting service and a fiduciary management service. Both sides of the 

debate were well represented in the various reports. 

 

Fiduciary Appointments 

 

Lafarge UK Pension Plan, the 37,000 member £2.6bn plan for the cement and 

aggregates Plc, has appointed Towers Watson as its fiduciary manager. The scheme 

ran a competitive, formal selection process and was advised by KPMG’s investment 

advisory team. SEI have been appointed as Fiduciary Manager for Avery Dennison UK 

Pension Plan’s £90m defined benefit scheme. The firm is a global leader in labeling 

and packaging materials and solutions. Five potential providers were invited to tender at 

the first stage, which was subsequently shortlisted to three.  

Fiduciary Management 
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The services included will be a de-risking strategy, ongoing monitoring of the plan’s 

funding level, strategic investment consulting and day to day management of 

investment strategy. As outlined earlier in this review, SEI has won the fiduciary 

management mandate for the £51.6m Metroline bus company. There are two schemes 

appointing the firm; Metroline London Northern Pension Scheme (£26m) and 

Metroline Pension Scheme (£25.6m). 
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Towers Watson DC Survey 

 

The June edition of the Towers Watson Defined Contribution Survey reported on the 

changing pensions landscape in the light of auto-enrolment. In the survey they found 

that 50% of FTSE 100 employers were already auto-enrolling their employees, with 

many of them having started doing this before they legally had to. Amongst those 

employers who did auto enrol their employees, the take up rates are typically in excess 

of 90%. 

 

2013 also saw the emergence of the master trust which now accounts for 5% of DC 

schemes for new hires. Interest in master trusts is increasing as employers look for an 

option to act as a half way house between contract and trust based schemes. The 

survey revealed that DC is still the predominant form of pension provision amongst 

FTSE 100 employers, with 34% now offering only DC to all employees, up from 30% 

last year. DB schemes were shown to be closing to future accrual at the rate 27% in 

2013; if this rate continues it is thought that all DB schemes currently open to future 

accrual will be closed in as little as 10 years. 

 

Confederation of British Industry 

 

The Confederation of British Industry (CBI) has reported the Government plans to 

encourage large employers to offer collective DC schemes would require a 

‘fundamental culture change’ in UK pensions. Speaking on the schemes, CBI Director 

for Employment and Skills Neil Carberry said an ‘absolute maximum’ of 12 large 

employers could be interested in collective DC. He said: ‘It is certainly true that, if a 

more permissive legal structure existed, there are a small number of very large firms 

who might choose to play a ‘halfway house’ between DB and DC. ‘You would have to 

get the structure right and it would involve things that, at the moment, are relatively alien 

to the UK pensions debate. ‘Most notably a collective DC scheme is, in essence, a large 

with-profits scheme with all the strengths and weaknesses of with-profits.  

 

DC News 
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That means you have to have an environment where, in tough times, it is tolerable for 

members’ fund values to drop. ‘That is something that has not been the case in the UK, 

outside of where a sponsor has gone bust and entered the PPF. ‘There is a 

fundamental culture change that will be required if collective DC is going to work in the 

UK market. That is both a political and business culture change.’ 

 

Schroders 

 

In light of the Pensions Minister Steve Webb’s upcoming defined ambition paper in 

which he suggested Collective DC (CDC) schemes would feature heavily, Schroders’ 

Head of Global Strategic Solutions Lesley-Ann Morgan commented that paying 

pensions directly from the CDC assets will result in funding requirement similar to those 

of a DB plan or life insurer. However, they believe as the UK’s shrinking work population 

will have to take on the burden of an aging population, CDC schemes could quickly 

become underfunded. While Morgan did concede that there were some benefits to 

CDC’s including the smoothing of investment returns and overall better results, she 

believed this requires inter-generational subsidies and ‘by definition there will be 

winners and losers in such an arrangement’, with the ‘apparent alchemy’ only lasting for 

a short period. 
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� Aon Hewitt. Stephanie Valles has been appointed as Business Development 

Manager within their benefits solutions team, reflecting their expansion to cope with 

clients’ demands for their services. In May, Karen McWilliams joined as Aon 

Hewitt’s Head of Public Sector Benefits consultancy, joining from Hyman Robertson 

in Glasgow. Phil True has also joined the firm as its head of UK-based equity 

manager research team within its investment consulting business. He will be leading 

the equity team in research and recommendations for asset managers working with 

regional and global clients. True previously worked as Head of UK Institutional 

Equities at Credit Suisse Asset Management and Sun Life Financial of Canada prior 

to Credit Suisse’s acquisition of the firm.  

 

� Amundi has strengthened its UK business with two new recruits. Mark Miller joins 

as Head of UK Institutional from Blackstone Alternative Asset Management, while 

Jerry Devlin becomes Head of UK Distribution, moving from Macquarie, where he 

was Head of UK Wholesale Sales.  

 

� Ashburton Investments. Shalin Bhagwan has been appointed as Head of 

Solutions for Institutions, where he will be responsible for risk management 

solutions for the firm’s institutional clients, including pension schemes and insurers. 

He will be based in South Africa. His most recent role was at Axa Investment 

Managers, where he was Head of LDI in the UK.  

 

� Aviva Investors. Euan Munro , who previously ran Standard Life Investment’s 

fixed income and multi asset management operations has been appointed as Chief 

Executive of Aviva, and will join in January next year. He will report to Aviva Group 

Chief Executive Mark Wilson.  

 

� AXA Investment Management. Shalin Bhagwan is to step down as AXA IM’s first 

ever Head of LDI, and plans to return home to his family in South Africa. No 

announcement as to his replacement has yet been made, but a spokesperson for 

the firm said recruitment was well underway.  

People Watch 
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� Blackrock has appointed David Blumer into the newly created position of Head of 

EMEA. He joins from Swiss Re, where he was the CIO.  

 

� Barclays Corporate and Employer Solutions (C&ES) have appointed Richard 

Hilton as a Director and Head of Business Development. Hilton will report to Head 

of Employee Benefits Consulting Paul Wilson. 

 

� Barnett Waddingham will be welcoming Simon Taylor into their corporate 

consulting practice. He joins them from JLT Consulting, having spent the past 4 

years there. Prior to this he worked at HSBC’s actuarial business and Hewitt 

Associates. Barnett Waddingham have also made a key hire of Damian 

Stancombe from rivals Punter Southall. Replacing the retiring Clive Grimley, 

Stancombe will be a Partner and lead the firm’s defined contribution and employee 

benefits team. The firm has also promoted Ben Harris, Debra Jackson, Mark 

Roberts and Ian Ward to partners. They will be responsible for trustee and 

corporate consulting, as well as self administered schemes, in the consultancy’s 

regional offices. 

 

� Buck Global Investment Advisors will be joined by Ian Peart as a senior 

investment consultant. Peart moves from Aon Hewitt after leading the consultancy’s 

global investment management research team for 10 years.  

 

� Franklin Templeton. Jill Barber has been appointed into the newly created 

position of Head of Institutional for UK and Ireland at the firm. She will be joining at 

the end of August from Hermes Fund Managers, where she was Head of Consultant 

Relations. 

 

� F&C. Nick Woodward joined the business in May as a structurer in the LDI team 

from KPMG’s investment advisory division where he was Head of Modelling and 

Head of LDI.  F&C have also appointed Kristy Barr, previously a founding partner 

and Head of Marketing and Investor Relations for Callanish Capital Partners, as 

Director, Sales and Client Relationships. 
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� Friends Life has appointed John Van Der Wielan as Chief Executive of its UK and 

International divisions. This comes after the departure of David Hynam who held 

the role for just 8 months. Hyman was hired as UK Chief Executive in November 

2012 and was responsible for corporate benefits, retirement income and protection. 

His replacement Van Der Wielan has over 25 years experience in financial services 

across a range of roles in pensions, general insurance, wealth management and 

banking. 

 

� HSBC Global Asset Management has announced two appointments and a 

structural reorganisation to strengthen the firm’s institutional team. Stuart White 

has become Head of Institutional, UK, while Laura Bell becomes Head of 

Consultant Relations, Europe. They have also welcomed Michael Wright as their 

Head of Institutional Sales for North Africa. He joins from AXA Investment 

Managers, and will report to Christian Deseglise, HSBC’s Head of Sales for the 

Americas.  

 

� Ignis Asset Management. Mira Bhogaita has joined the Ignis UK equity team as a 

portfolio manager. She will be reporting directly to Graham Ashby, and was most 

recently a portfolio manager at LV= Asset Management.  

 

� Insight Investment has appointed Philip Anker as Global Head of Distribution. He 

moves from Paloma Partners, a US- based hedge fund group, where he was Head 

of Investor Relations and Business Development. Paul Trickett has also joined the 

firm as a non-executive director. He previously held the role of EMEA Head of 

Investment Practise at Towers Watson, and was also formerly Chief Executive of 

the British Coal Pension Scheme.  

 

� LCP has announced nine new promotions to partner. They include Michelle Butler, 

Andy Cheseldine, John Clements, James Fermont, Wendy Hawes, Helen 

Howell, Matt Mandelbaum, Stacy O’Sullivan and Emma Watkins.  
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� Legal and General Investment Management. Emiel van den Heiligenberg has 

been appointed as Head of Asset Allocation. He will be joining the firm later in the 

year from BNP Paribas Investment Partners, where he was previously Chief 

Investment Officer of the multi-asset solutions group. Following a recent restructure 

and the development of the client strategy team, Chris de Marco has joined as 

Head of Client Strategy. He joins from Aon Hewitt, where he was an investment 

consultant.   

 

� Prior to this, he was Managing Director and Head of Insurance and Pension 

Solution Sales at HSBC. He will report to LGIM’s Global Head of Solutions Aaron 

Meder. De Marco will be supported by newly appointed strategists Matthew Webb 

and Toby Baldwin. Webb joins LGIM from BDO where he was a Director in their 

Pensions Advisory Team. Baldwin meanwhile has transferred internally to the client 

solutions team from LGIM’s product strategy and development team. He has 

worked there since 2011 when he joined as an investment consultant from Towers 

Watson. They will both report to De Marco.  

 

� Mercer has appointed Niall Clifford as a principal and actuary within its expanding 

financial strategy group (FSG) in one of five appointments in the team.  Clifford, who 

has more than 11 year’s insurance experience, joins the firm from KPMG, where he 

was a Principal. Other appointments include Tom Geraghty who replaces Paul 

O’Faherty as Mercer’s Chief Executive in Ireland; this appointment took effect from 

1st July. Geraghty was formerly head of Mercer’s investment business, with Andrew 

Kirton taking over this role.  

 

� Natixis Global Asset Management 

Natixis today (1st July) announced the appointment of Marie Teo as Director of 

Institutional Sales, Southeast Asia. Based in Singapore, her remit will be to drive the 

overall development of NGAM’s business in the region across institutional channels. 

She joins the organisation from Amundi where she was Director and Head of 

Institutions for Southeast Asia.  
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• Partnership 

Partnership has appointed Richard Willets as Director of Longevity, to develop its 

research and development capability. He joins from Friends Life, where he was also 

Director of Longevity. Willets will report to CFO David Richardson , and will work 

alongside the research and development team to develop pricing and risk 

management techniques. 

 

� PineBridge Investments has hired Jason Fisher as their Head of Consultant 

Relations for the Americas and Europe. He joins from JP Morgan Asset 

Management. 

 

� Redington have promoted Philip Rose into the newly created position of CIO of 

Strategy and Risk. He previously held the position of Head of ALM and Investment 

Strategy at the consultancy, having joined from Morgan Stanley in 2008. 

Separately, Dan Mikulskis and Steven Yang Yu have been named co-heads of 

asset and liability modelling.  

 

� Royal Mail Pension Trustees had announced the appointment of Chris Hogg as 

Chief Executive  following the departure of Gerry Degaute, who recently announced 

his retirement from the role. Hogg, who was formerly Head of Funding at the Royal 

Mail Pension Trustees board, took up his new role in May.  

 

� Schroders have hired two new people into the UK Equity team. Phillip Matthew 

will manage the UK Alpha Plus fund, while Alex Breese will manage the UK Equity 

and ISF UK Equity funds. Matthews joins from Jupiter, where he managed the 

Growth & Income fund. Breese joins from Neptune, where he was Head of UK 

Equities.  Schroders have also made two senior appointments in their LDI business. 

Dan Morris joins as an LDI Solutions Manager from Towers Watson , and will be 

tasked with working with new and existing clients and advisors to develop effective 

strategies. Lef Sigalos comes from F&C where he had spent the last ten years, 

most recently working as Head of Investment Risk. They will be reporting to 

Schroders’ Head of LDI, Andrew Connell.  
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� Schroders have also appointed Bogdan Popovici as Fund Manager, Global Fixed 

Income. He joins from Wellington Management where he had been a Macro 

Portfolio Manager on Global Rates and FX since 2011. 

 

� Spence Johnson will be welcoming Philip Robinson as Director at the UK based 

consultancy. He will be tasked with developing the research consultancy business. 

Robert Holford has also been appointed as a senior consultant.  

 

 

 

 


