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Investment Strategy Update  

 
 
Investment Strategy 
 
It is a time of significant change for our investment strategy and how we manage it. We have made a 
number of changes to our investment strategy during the last two years and the project to pool our 
investment assets with nine other funds, Brunel Pension Partnership, has developed further. 
 
In the Local Government Pension Scheme, the pension benefits that accrue over time are funded in two 
ways, by the contributions paid in by members and employers and from the income and capital 
appreciation of the investment assets. As member contribution rates are set out in the regulations, the 
investment strategy is the main tool we have to keep employer contributions affordable.  
 
Investment Strategy Review 2017  
 
As the pension benefits that have accrued will be paid out to members over many decades in the future, 
pension fund assets are invested over a long time horizon; however, we periodically review our investment 
strategy to ensure it remains relevant and will achieve the expected returns.  Such reviews consider 
economic drivers such as what is happening in stock markets, to interest rates and inflation, and whether 
there are any other risks or opportunities to evaluate, for example, political events or wider issues such as 
climate change. 
 
In 2017 the Pension Fund Committee completed such a review. It was against a positive background of 
strong investment markets.  As a result when we considered the asset allocation, our assets were c. £4.6 
billion and the funding level was c. 95%, meaning our assets would fund about 95% of the pension 
payments estimated to be due in the future. The aim is to be fully funded (or 100% funded) as at this point 
there would be enough assets in the fund to meet all the accrued pension benefits. 
 
There were a number of key outcomes from the review:  
 

1. Reduce the allocation to equities from 50% to 43% 
Why? 
Equities are highly volatile assets, yet are the largest component of the Fund. As a pension fund 
approaches 100% funding level it can afford to take less risk within its asset allocation.  However, to 
keep employer contributions low our funding plan requires us to retain a significant allocation to 
higher returning assets such as equities. 
 

2. Insure against falls in equity markets 
Why? 
Despite reducing the allocation to equities, they remain the largest asset exposure within the Fund 
and the main driver of returns. The funding position is well ahead of the funding plan that was set in 
2016, due mainly to the rise in equities. However, this gain will be lost if markets retreat.  As a 
result, the Fund has implemented an equity protection strategy (similar to having insurance) to 
protect against significant market falls.  
 

3. Sell out of Corporate Bond and invest in Credit strategies 
Why? 
Like equities, corporate bonds have performed very strongly over the last few years.  Companies 
issue corporate bonds to raise capital and in return give the investor an income or “coupon”. Their 
return is linked to government bonds yields and interest rates. We anticipate interest rates will rise 

http://www.avonpensionfund.org.uk/
mailto:avonpensionfund@bathnes.gov.uk


over the medium turn and if so, corporate bond yields will also rise and their capital value will fall so 
we have sold our assets.  We have switched in to Credit which includes assets such as company or 
government agency loans which are less sensitive to rises in interest rates.  Often their “coupon” is 
linked to very short term interest rates that are repriced frequently so are less sensitive to rising 
bond yields and interest rates. The credit counterparty (or borrower) is similar to the corporate bond 
counterparty so the risk of default has not altered significantly as a result of this switch.  
 

4. Invest in Low Carbon equities 
Why? 
The Fund has identified Climate Change as a possible risk to the portfolio as products and services 
could be affected or become obsolete, or the assets held by companies become ‘stranded’, that is, 
they are not productive and have no intrinsic value. The part of our portfolio most at risk are the 
equities that are managed passively, where the portfolio simply replicates the stock market index 
such as the FT All Share in the UK. Where managers actively manage our assets, they can take a 
view as whether to invest or not in any particular company.  As a result the equities currently 
managed passively (c. 10% of the total fund) have been switched into a Low Carbon Global Equity 
index fund. This fund is structured to have c. 70% less carbon exposure than the mainstream index 
but without significantly increasing volatility. 
 
The asset allocation after all these changes has been implemented can be seen in the table below.   

 
Table 1: Asset allocation 

 

  
 

Liability Matching Investing 
 
Over the last 3 years, the Fund has focussed on implementing investment strategies that will address 
affordability for employers over the long term. This is particularly important given the background of a 
deteriorating funding environment for many of the employers. This strategy is called ‘Liability Driven 
Investing’ as the strategy is designed to match or mirror the value of the liabilities (which are the pension 
benefits that have accrued). 
 
What does this mean?  
Put simply, this means we are using our assets more effectively to manage the change in the value of the 
liabilities. 
 
What are we trying to achieve? 
An increase in the type of assets held that move in lockstep with either an increase or decrease in the value 
of the liabilities will mean we have a greater chance of being able to meet future cash outflows.     
 
What have we done? 
The Fund already has c.12% of its assets in Index Linked Government bonds that are a “match” or “hedge” 
to the liabilities, as they move in line with inflation and interest rates. However, because they have a low 



return or yield, we cannot invest in more without sacrificing the overall return for the Fund, which would 
then require higher contributions from employers.   
  
The liability strategy uses interest rate and inflation derivatives to increase our “matching” of the liabilities. 
By having more of these assets whose returns are driven by the same characteristics as those that 
determine the value of the liabilities, the Fund has more certainty that it will be able to meet its pension 
payments as they fall due.  
 
Brunel Pension Partnership 
Project Brunel started as a response to the government’s call for LGPS fund to pool their investments back 
in 2015. There are now eight pools established across the LGPS with Brunel Pension Partnership (Brunel) 
being one of them. The following funds are members of Brunel; Avon, Buckinghamshire, Cornwall, Devon, 
Dorset, Environment Agency, Gloucestershire, Oxfordshire, Somerset and Wiltshire. The combined assets 
of Brunel are around £28billion. 
 
In July 2017, Brunel Pension Partnership Ltd was established, owned by each of the ten funds equally.  
The company is now staffed and is in process of applying for Financial Conduct Authority authorisation in 
order to manage the assets of the ten underlying funds. 
 
Under the pooling arrangements, the Avon Pension Fund Committee will continue to be responsible for all 
strategic decisions and policy; Brunel will implement the strategy and manage all related investment 
operations for the Fund. 
 
A governance framework has been created to ensure the underlying Funds can monitor and control the 
company and the services it provides, that they receive value for money and that each underlying Fund’s 
investment strategy can be implemented within the solutions offered by Brunel.   
 
The pool is developing the timetable for transitioning the assets from our current portfolios to Brunel.  This 
is an enormous task given the number of mandates across the pool and will take 2-3 years to complete. 
 
From the Fund’s perspective the creation of this model is beneficial.  It means there will be a greater 
resource available to the Fund due to the combined resources of Avon and Brunel. Greater economies of 
scale should drive overall costs lower, once the assets have transitioned to Brunel, especially in relation to 
investments fees. Lower costs means better net returns from the assets. There will be other benefits such 
as enhanced analysis of investments and risk and quicker and more timely changes to our asset allocation.   
 
We provide a lot of investment information on the website, please go to 
www.avonpensionfund.org.uk/finance-and-investments  
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