
Trump trips as rhetoric meets politics; 
bond investors – growth’s a blip;  
equities investors – growth’s a trend; 
investors queue “round the block” for 
long-lease property; volatility – it’s  
too quiet out there.
The OECD’s March 2017 global growth forecasts, of +3.3% in 2017 

and +3.6% in 2018, were unchanged from its November projections. 

The IMF expects similar, but slightly stronger growth, having 

upgraded its 2016 figure. Two quarters of positive news. Is this 

more optimistic outlook cyclical or structural? Quite frankly, it’s too 

soon to tell. Much depends upon the choices to be made by voters, 

central banks and politicians which have the capacity to entrench or 

derail the nascent global recovery. 

On the domestic front, both organisations marked up 2017 UK 

growth projections but remain relatively gloomy about the 

prospects for 2018.  However, both sets of forecasts pre-dated 

Theresa May’s shock 18 April announcement of a snap election on 

8 June 2017. Sterling rose sharply, to a five-month high. With polls 

indicating a sizeable Conservative majority and a clear mandate for 

the prime minister, currency traders at least appear more hopeful of 

a constructive outcome to Brexit negotiations. We shall see.

The triggering of Article 50

On 29 March 2017, Theresa May wrote to European Council 

President, Donald Tusk, triggering Article 50 and the start of the 

UK’s exit from the EU. As Tusk rather wryly tweeted on receipt of 

May’s letter; “After 9 months [following the June 2016 Referendum 

result], the UK has delivered.” If its gestation was difficult, then 

Brexit’s path to maturity looks much more fraught. On the current 

two year exit trajectory, the teenage “years” loom around about 

September 2017. You have been warned.

Trump goes back to the drawing board

Immediately post his inauguration, US president Donald Trump 

perhaps felt that life was sweet (or maybe that should be tweet), 

entering the Oval Office armed with a long “to do” list with “now” 

marked against each of them. However, as the German Chancellor 

(Otto von Bismarck and not, perhaps surprisingly, Mrs Merkel) once 

remarked: “Politics is the art of the possible, the attainable – the art 

of the second best”. 

After an early burst of activity, Trump is finding that out...read more

Global growth holds steady for 
two quarters – a trend or a blip?

LCP investment snapshot
A summary of our in-depth quarterly investment update on markets, 
macroeconomic outlook, topical investment issues and environmental,  
social and governance issues.

QUARTER TO 31 MARCH 2017 AT A GLANCE

Continue reading... request a copy of the  
in-depth LCP investment update here

Election-wise, 
investors are worried 
about the French 
one, calm about the 
German one and, 
possibly, complacent 
about the Italian one.
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Bond performance

• Bond investors seem a bit pessimistic, not confident that 
voters, central banks and politicians will get the big calls “right”

• So bond prices rose and yields fell over the quarter

• The BoE’s £10bn corporate bond purchase programme is 
nearing completion, much sooner than anticipated

• The ECB continues its quantitative stimulus – March saw the 
first ‘”tapered” purchase amount,  of €80bn rather than €60bn 
a month

Equity performance Alternative asset performance

2.6%
Q1 highest returns 
(GBP)

Fixed gilts 
>15 years

0.1%
Q1 lowest returns 
(GBP)

Cash & Overseas 
bonds (unhedged)

• Equity markets rose on the back of the Trump “reflation” trade

• Emerging markets rose strongly as investors focussed on the 
benefits of higher growth and firmer commodity prices

• However, in the run-up to quarter end and beyond, markets 
started to flag, as investors started to question Trump’s ability 
to deliver on his pro-growth election commitments

• We continue to favour strategies not wholly reliant on “the 
market”

11.7%
Q1 highest returns 
(GBP)

Asia Pacific  
ex Japan

3.6%
Q1 lowest returns 
(GBP)

Japan

• Overall, alternative asset performance for the first quarter of 
2017 was disappointing

• DGFs failed to capture much market upside. At such times, 
it’s worth remembering the other reason to hold them, 
namely the potential downside protection they can provide

• This seems relevant now, with asset classes generally trading 
expensively and measures of volatility such as the VIX index 
at eerily subdued levels

• UK property continued its slow recovery following last 
summer’s Brexit shock.  Investors are queuing “round the 
block” for long-lease property allocations

6.5%
Q1 highest returns 
(GBP)

Infrastructure
-5.1%
Q1 lowest returns 
(GBP)

Commodities (USD)
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• The French presidential election will be contested between far-
right Marine Le Pen and the centrist Emmanuel Macron with the 
expectation being that the latter will emerge victorious. Markets 
remain nervous though, with the difference between French and 
German short-term government bond yields rising to a 5-year 
high on fears of a Le Pen win. 

• While October’s German Chancellor election pits two Europhile 
candidates against one another, Italy’s 2018 elections should be 
of much more concern to investors, given the level of populist 
support and the sclerotic state of the economy.

• Despite the BoJ’s best efforts, Japan remains stuck with low 
inflation. Although the core rate rose 0.1% over the year to 
February 2017, household spending contracted and wage  
growth was flat. 

Market commentary
At a glance

The OECD and IMF remain 
relatively upbeat on the 
outlook for global economic 
recovery although both see 
plenty that could derail it.

• There is danger that recent US policy failures reduce the likelihood 
of Trump enacting the policy reforms investors really care about, 
such as tax cuts and infrastructure spending. It’s early days 
though.

• With the US furthest down the track, global monetary policy 
divergence brings challenges.

• Emerging markets continued to recover, helped by higher 
commodity prices and a slightly weaker US Dollar..read more

Source: Thomson Reuters Datastream

Emerging market equities (local)

Trump rally

Source: Thomson Reuters Datastream

Emerging markets continued to recover, 
helped by higher commodity prices and 
a slightly weaker US Dollar.  

https://insight.lcp.uk.com/acton/form/20628/0040:d-0001/0/-/-/-/-/index.htm
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Macroeconomic outlook
At a glance

Growth asset views

DOWNSIDE 
15-25%

Crises, political 
risks and 
economic 
stagnation

UPSIDE 
10-15%

Acceleration of 
global growth 
as consumer 
and business 
confidence 
returns

CENTRAL
60-70%

Positive, but 
modest, growth in 
global economy

++ Emerging markets -  
multi-asset

Long-lease property

Private credit

+ Absolute return bonds

Alternative risk-premia

Commodities (active) 

Diversified growth funds

Emerging market bonds 

Equities – emerging 
markets 

Equities – global 
developed markets

Equities – global small cap 

Equities – UK

Listed infrastructure 

Multi-asset credit

Opportunistic absolute 
return

Opportunistic credit 

Property – UK commercial

Property – UK residential

Protection strategies 

Secured loans

Timberland

Unlisted infrastructure

- Corporate bonds

High yield debt

Insurance-linked securities

Property – European

-- Fund of hedge funds Private equity

It is important to note that some of the above asset classes represent a broad 
range of approaches.Please contact your investment consultant to discuss the most 
appropriate approach for your Scheme.
All non-Sterling denominated assets are assessed on an unhedged currency basis.
Rankings of asset classes represent LCP’s views of their attractiveness over a 
medium-term timeframe (2 to 3 years) informed by our central case economic 
scenario for the next 12-18 months. They do not take account of scheme-specific 
circumstances. The order within each group is alphabetical.

Economic scenarios

DOWNSIDE 
Scenario 3

UK downturn 
led by inability 
to agree trade 
terms

UPSIDE 
Scenario 1

Negotiations 
calm markets

CENTRAL 
Scenario 2

Uncertainty 
dampens UK 
growth
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We recommend that 
investors consider 
using the full toolkit 
to enhance returns 
while managing risk.

Strategic asset 
allocation

Economic scenarios - 
Brexit

Property – UK commercial

Property – UK residential 

– to +

We expect emerging markets 
to continue to contribute the 
most to global GDP growth.

Government bond yields 

• UK yields have fallen since 
December 2016, whilst US 
yields have remained more 
steady

• German and Japanese 
yields have continued to 
rise 

• Japanese and German 10 
year government bond 
yields remain in positive 
territory following a period 
of negative yields

Interest rate expectations 

• Expectations of UK base 
rates for the next 1-5 years 
remain below expectations 
one year earlier

• UK base rates were cut in 
August 2016, but markets 
are not currently expecting 
further cuts in 2017

Comparing swap and gilt yields

• As yields on both swaps and gilts have begun to rise from record 
lows over recent months, clients should consider carefully the 
timing of hedging implementation 

• Where appropriate, we recommend that clients consider an LDI 
approach that can dynamically switch from one hedging asset to 
another, selecting from a range of different hedging instruments 
including swaps and gilts

• Despite the recent volatility, we believe that clients should add 
hedging to move towards their long-term strategic hedging 
targets

Hedging asset views

10 year government bond yields (%)

Market expectations for UK interest 
rates

Source: Thomson Reuters Datastream

Source: Bank of England

The yield on UK commercial property 
continues to be attractive relative to 
equities and gilts.

0.0%

1.0%

2.0%

3.0%

4.0%

2016 2021 2026 2031

Market expectations for UK interest rates

Mar-16

Mar-17

Source: Bank of England
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Diversity – monoculture or biodiversity

The notion of diversity, particularly “diversity of 
thought” is an increasingly topical issue within 
the investment and pensions industries.  Research 
highlights some of the “pros” of diversity while 
the PLSA recent annual investment conference 
had the topic as a central theme.

• The potential benefits of diversity, particularly diversity of thought, 
is gaining traction within the investment and pensions industries 

• Diversity seems to improves business and investment performance

• Some progress has been made with initiatives such as the 
Diversity Project

• Next time you’re sat in a trustee meeting, take a look around.  
Just how diverse is it?...read more

Inflation protection – the Swiss army knife approach

Global inflation appears to be on the up.   
In the first quarter of this year, both the UK  
and Eurozone saw rates rise, with UK CPI 
exceeding the BoE’s 2% target for the first time 
since 2013.  For investors who want some 
inflation proofing, there are options. 

• Investments can provide mark-to-market (MMM) and cashflow 
inflation matching (CFM) – some offer both, others only one   

• All of them have their features and uses – like the Swiss army 
knife, use the best tool for the job

• Derivatives (MMM and CFM) - they are often accessed via 
packaged solutions (Liability Driven Investment)

• Index-linked bonds (MMM and CFM); Long-lease property (CFM); 
Floating-rate loans (MMM and CFM, but not at the moment); 
Traditional property (CFM); Equities (CFM); Commodities 
...read more 

DC investment strategies – working up a sweat

It’s clear that delivering a good retirement 
outcome for DC members is a challenge.  With 
financial markets generally trading on rich 
valuations and many predicting low(er) and 
more volatile returns ahead, we need to give 
members as much of a helping hand as we can. 

• Multifactor indexation Typically, during the growth phase of a DC 
investment strategy, a significant allocation, appropriately enough, 
will be invested in equities.  In many cases, those equities will be 
invested on a market cap indexed, or passive, basis.  For market 
cap indexation, the rule is that the bigger the stock, the more 
money is invested in it and that determines how the portfolio in 
structured.  

• Better diversification Schemes trustees / sponsors typically 
diversify in one of two ways – by either creating a bespoke 
multi asset fund via their platform’s blending capabilities or by 
delegating the asset allocation decision by using a pre-packaged 
diversified growth fund – often a DGF.  So whilst most schemes 
diversify, the question is, can we improve on what is offered and 
thus improve member outcomes.

• You can book a demo at www.lcphorizon.com if you want know 
how your DC investments are performing. 

The fee paradox – our 2017 survey

On 10 April 2017 we published our sixth fee 
survey on investment management fees.  A key 
finding is the “fee paradox” – managers’ fee 
rates are down but investors are paying more.  
Manager fees are a drag on investment returns. 
Therefore, ensuring you are getting value for 
money is key. 

Read the full report here

Barclays Equity Gilt Study & Credit Suisse Global 
Investment  Returns Yearbook 

The 2017 editions of the Barclays Equity Gilt 
Study and the Credit Suisse Global Investment 
Returns Yearbook have been released.  Both 
reports provide data, analysis and commentary 
on global investment market themes. 

• The Barclays study looks at the reasons behind current low global 
economic growth. The authors point to a slowdown in productivity 
growth due to four main factors: worsening demographics, a lack 
of capital investment, increased regulation and a reduced supply 
of credit.  

• The Credit Suisse review also considers the return of inflation and 
the benefits of holding equities in such an environment (given the 
inflation-linkage inherent in their earnings and dividend streams)...
read more

Topical investment issues
At a glance
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Visit Our Viewpoint  
for more of our latest 
thinking.

Reserve your seat for LCP Annual Conference 
29 September 2017LCP fee survey data room

View investment management 
fees by asset class

investfeesurvey2017.lcp.uk.com/

Early registrations are now open for our 
Annual Pensions Conference.
Join us on Tuesday 19 September for a half-day conference 
at the Hilton Park Lane from 8:30am onwards.

Watch the highlights from last year

https://insight.lcp.uk.com/acton/form/20628/0040:d-0001/0/-/-/-/-/index.htm
https://insight.lcp.uk.com/acton/form/20628/0040:d-0001/0/-/-/-/-/index.htm
http://www.lcphorizon.com
https://insight.lcp.uk.com/acton/attachment/20628/f-0549/1/-/-/-/-/LCP%20Investment%20Management%20Fees%20Survey%20Report%202017.pdf
https://insight.lcp.uk.com/acton/form/20628/0040:d-0001/0/-/-/-/-/index.htm
https://insight.lcp.uk.com/acton/form/20628/0040:d-0001/0/-/-/-/-/index.htm
https://www.lcp.uk.com/our-viewpoint/
https://www.lcp.uk.com/events/2017/09/annual-pensions-conference-2017/
http://investfeesurvey2017.lcp.uk.com
https://www.lcp.uk.com/events/2017/09/annual-pensions-conference-2017/
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Environmental, social and governance issues
At a glance

If you would like more
information on the
Stewardship Code or the UN
PRI, please let us know

Thomas Cook’s executive leadership suffers another AGM blow with 
around a third of shareholders voting against the company’s strategic 
share incentive plan. This is the second year in a row the company 
has faced protest; around 25% of shareholders voted against the 
company’s remuneration report in 2016. As a peace offering, the travel 
firm agreed to cap the maximum pay-out under the plan to 200% of 
salary rather than 225%. Meeting shareholders’ demands partway was 
a result – but could the company have journeyed a bit further?

Crest Nicholson, the FTSE 250 listed house building group, faced 
a shareholder revolt at its March 2017 AGM. 58% of voters rejected 
the company’s remuneration report. The firm does not plan to make 
any changes to the pay scheme in response to the vote.  Not the 
most constructive of responses; but then, the firm is used to building 
houses, not bridges.

Snapchat US (Snap Inc) has gone public issuing voteless shares. The 
company’s founders retain full control of the organisation in a wide 
range of circumstances, but not on their death, shareholders may be 
relieved to know. FTSE/Russell have initiated a consultation regarding 
Snap’s inclusion in the Russell indices (especially Russell 3000). 
The US decision to list the shares could create a race to the bottom, 
with other stock exchanges being pressured to relax their listing 
requirements.

Goldman Sachs met 77 investors over 150 meetings to discuss 
corporate governance, following a 33% “no” vote on 2016 executive 
pay. The result?  A 4% pay cut for CEO Lloyd Blankfein, but also a 
simplified and better aligned executive reward package.

Reckitt Benckiser cut CEO pay by a third in an effort to clear the air 

with shareholders upset with executive pay levels...read more

Corporate engagement

New DB investment guidance from tPR

Questions to consider

We recommend clients make themselves familiar with the 
guidance, and consider whether any changes may be needed to 
existing investment and governance arrangements

The guidance does assume prior knowledge on some complex 
investment issues – contact your usual LCP adviser if any further 
help is needed

The Pensions Regulator (TPR) unveiled its much-
anticipated investment guidance for DB pension 
schemes in March.  The comprehensive publication 
comes as part of a wider push to improve scheme 
governance and to encourage trustees to take a 
long-term view of investment risks, governance 
and strategy.  

• The Pensions Regulator has issued new investment guidance for 
DB pension schemes

• The guidance is set out in six sections: 

1. Governance

2. Investing to fund defined benefits

3. Matching assets

4. Growth assets

5. Implementation 

6. Monitoring 

• The guidance is a reminder to trustees of the key issues they 
should be considering and contains some helpful examples 
highlighting how theory can be put into practice

• TPR has used the guidance as an opportunity to provide clarity 
to DB trustees on what is expected of them in relation to ESG 
issues...read more

LCP Fund Governance Survey – could the Caymans 
teach the UK a thing or two?

Questions to consider

We would be pleased to share with you the detailed survey 
responses for the funds you invest in and help you challenge  
your managers on the specific issues affecting your scheme

Given the recent headlines pitching the Financial 
Conduct Authority (FCA) against the asset 
management industry – the latter being 
accused of high fees, lack of transparency and 
low accountability – we thought it was worth 
spending some time introducing the LCP Fund 
Governance Survey results, soon to be published 
separately in more detail.  

• We have surveyed 300 investment funds to assess their boards’ 
degree of independence from the funds’ service providers – eg 
investment manager

• Over 50%” of UK-domiciled funds do not have any independent 
directors

• On this basis, UK fund governance fell well short of that of the 
Cayman Islands, a jurisdiction often maligned for its perceived 
permissive off-shore tax haven status 

• This is a key issue, since funds should be governed in the best 
interests of investors, not of any service provider...read more

We welcome the FCA’s involvement in 
this debate.  Our desire is to see greater 
levels of independence on fund boards, 
and more evidence of boards acting in 
the interest of unit / shareholders.  We 
will continue to monitor the situation.

https://insight.lcp.uk.com/acton/form/20628/0040:d-0001/0/-/-/-/-/index.htm
http://tpr.gov.uk/guidance/db-investment.aspx
http://tpr.gov.uk/guidance/db-investment.aspx
https://insight.lcp.uk.com/acton/form/20628/0040:d-0001/0/-/-/-/-/index.htm
https://insight.lcp.uk.com/acton/form/20628/0040:d-0001/0/-/-/-/-/index.htm
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For further information please contact our team.
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paul.gibney@lcp.uk.com

+44 (0)20 7432 6653
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Investment Consultant

natalie.brain@lcp.uk.com

+44 (0)20 7432 7756

Ken Willis - Partner
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+44 (0)20 7432 6701
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At LCP, our experts provide clear, concise advice focused on your needs. We use innovative technology to give you real time insight 
& control. Our experts work in pensions, investment, insurance, energy and employee benefits.
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Continue reading... request a copy of the  
in-depth LCP investment update here
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