LCP investment
snapshot
Quarter to 30 June 2017 at a glance
A summary of our in-depth quarterly investment update
on markets, macroeconomic outlook, topical investment
issues and environmental, social and governance issues.

Global growth “better, but not good enough”...
Global growth – “better, but not good
enough”; Brexit – more Camembert
than Cheddar?; Bonds – shaken and
stirred; Equities – no such thing as a
passive option.
“Better, but not good enough” is the view expressed in the
OECD’s June 2017 Economic Outlook. It now predicts – as does
the IMF – slightly improved global growth for 2017, of +3.5%.
While it isn’t exactly roaring ahead, global growth is at least firing
on more than one engine, with the EU, China and Japan taking up
the slack left by a flagging US (and UK) consumer.
With growth still trailing 0.5% pa behind its 20-year pre-crisis
average, the pick-up remains fragile, threatened in the near-term
by protectionism and in the longer-term by stubbornly low
productivity.

Although labour markets are buoyant and / or improving, wage
growth is anaemic, contributing to lower than expected core
inflation. While Central Banks would no doubt love to (start)
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Continue reading... request a copy of the
in-depth LCP investment update here

Market commentary
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At a glance

Conditions in Europe picked
up sharply, with the EU and
Japan agreeing an FTA after
4 years of negotiation and
Eurozone consumer confidence
reaching a 16-year high.
• June always spells the end of May. What’s true temporally was
almost true politically, to the surprise of many, following the snap
UK election result
• The result saw Prime Minister May remain in government but,
some might argue, not necessarily in power. The outcome has
added to the Government’s difficulties in articulating a clear
position in the forthcoming Brexit negotiations
• The vote seems to have paved the way for a softer – more
Camembert than Cheddar – Brexit. Either way, negotiations will
be long and gruelling
• New French President Emmanuel Macron pledges to “make the
planet great again”. How about starting with France suggest
some of his critics

• Overall Eurozone unemployment dropped to 9.3% in May
(although job quality remains below that enjoyed pre-crisis). The
first half of the year saw Spain and Portugal power ahead, leaving
in their wake a recession-hit Greece and an Italian economy
hamstrung by an ongoing bad debt banking crisis. (could go after
the point starting new French President
• Donald Trump’s first 100(+) days in office came… and went.
Arguably little progress has been made
• Republican infighting perhaps lends truth to the observation made
by US political satirist P J O’Rourke that “The Republicans are the
party who say that government doesn’t work and then get elected
to prove it”
• Investors now seem to be discounting the pro-business Trump
reflation trade while the OECD has downgraded US growth from
2.4% to 2.1% in 2017, and from 2.8% to 2.4% in 2018
• A potential US/EU trade war focussed on whisky and orange
looms – quite a lethal combination
• “Abenomics” is declared a success as the country experiences five
consecutive quarters of growth
• Emerging markets hold steady ahead of the Chinese Communist
Party’s 19th National Congress (autumn 2017)..read more

In the UK, the ratio of savings to disposable
income has nose-dived to 1.7%, its lowest
level since records began in 1963.
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Bond performance

Equity performance

Alternative asset performance
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• Sovereign bond prices fell and yields rose, as central bankers
sowed the seed – of more expensive money – in investors’
minds

• Equity markets ticked upwards, shrugging off the
disappointment of President Trump’s failure to launch promised
reflationary stimuli

• A significant and growing gap is emerging in monetary
conditions between the US and the rest of the developed
world. But for how long? Maybe not very

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

• Long-term investors prepared to tie their money up may
wish to consider private markets, where prices in some areas
at least continue to offer value

• And let’s not forget, choosing an index-tracking option is
anything but passive

• Oil dropped c20% from its peak in March. The near-term
sustained weakness is unlikely to reverse anytime soon

• MSCI’s decision to include China A-shares in its global and
emerging markets index could impact materially the world’s
capital flows

• Longer term, as the secular trend towards renewables
continues to accelerate, it’s worth recalling William
McDonough’s famous aphorism: “The Stone Age did not end
because humans ran out of stones.” Oil will go the same way.

• Argentina’s newly issued 8% 100-year bond was met with
investor enthusiasm. Are they mad to gobble it up? Probably
not. But for a country that’s defaulted 8 times, the danger of
severe indigestion is real enough

• Most alternatives continued to perform modestly over the
second quarter
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Macroeconomic outlook
At a glance

Economic scenarios
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Acceleration of
global growth
as consumer
and business
confidence
returns
Positive, but
modest, growth in
global economy

Crises, political
risks and
economic
stagnation

Strategic asset
allocation
We recommend that
investors consider
using the full toolkit
to enhance returns
while managing risk.
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Growth asset views

Hedging asset views

++
+

Government bond yields

Negotiations
calm markets

Uncertainty
dampens UK
growth

Emerging market multiasset

Long-lease property

Absolute return bonds

Multi-asset credit

Alternative risk-premia
Diversified growth funds

Opportunistic absolute
return

Emerging market bonds

Opportunistic credit

Equities – emerging
markets

Property – UK commercial

Equities – global
developed markets

Protection strategies

Equities – global small cap

Unlisted infrastructure

Private credit

Property – UK residential
Timberland

Listed infrastructure

10 year government bond yields (%)

• German yields have
continued to rise, whilst
Japanese yields have
remained flat
• Japanese and German 10
year government bond
yields remain in positive
territory following a period
of negative yields

Source: Thomson Reuters Datastream

Interest rate expectations

Market expectations for UK interest
• Expectations of UK base
ratesMarket expectations for UK interest rates
rates for the next 1-5 years
3.0%
are close to expectations one
year earlier

Commodities (active)
Equities - UK
Secured loans

UK downturn
led by inability
to agree trade
terms

• UK and US yields have
begun to move higher
following a period of falls
since March 2017

+ to We expect muted UK equity returns
amidst uncertainty surrounding
Brexit negotiations.

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

Insurance-linked securities

Comparing swap and gilt yields

Corporate bonds

Property – European

Equities – UK

Secured loans

• 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

Private equity

• 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

High yield debt

--

Fund of hedge funds

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.

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

Equity valuations are generally
above, or close to, historical
levels, and most regions look
expensive compared with long
term averages.

4

Topical investment issues
At a glance

Visit Our Viewpoint
for more of our latest
thinking.

The consequences of cyber-security breaches
could be far reaching. It does not appear alarmist
to suggest that an asset management firm
that succumbs to a major cyber attack could
subsequently disappear.
• Cyber attacks have a wide range of motivations, none of them
good.
• Many fund managers have detailed cyber-risk policies and
procedures that not only prevent attacks but also limit damage.
• It does not seem alarmist though to suggest that a manager could
face an existential threat from a major cyber breach. After all, if a
firm whose job is to look after money can’t, well, look after money,
why should investors trust it.
• Next time you see one of your managers, why not quiz them
about this (starting with some basic stuff) and the remedies they
have in place if things go wrong. It might just prove a bit more
worthwhile that hearing about yet another stock or market view!...
read the blog

Market volatility low, political risk high – how come?
The past year has seen a raft of political upheavals
and surprises both domestically and across the
globe. One key indicator, the Economic Policy
Uncertainty Index, has reached, and has since
remained close to, never-before-seen highs.
• Despite historically high levels of global
political uncertainty, investment market volatility has hit record
lows – in equities and in other asset classes.
• But Central Banks appear generally keen to wean investors off the
soothing effects of cheap money.
• The volatility this could induce in bond markets as these price
insensitive buyers withdraw is likely to ripple out across other
asset classes...read more

FCA final report on the asset management industry – LCP Vista – our investment views
did it bottle it?
Discover our most recent ideas from our Investment team with LCP
Compared with the preliminary report, the final
version was relatively conciliatory, towards asset
managers. Did the FCA bottle it? Well, quoted
asset management firms’ share prices rose slightly
on publication of the report. Investors seem to
think that while the FCA had bared its teeth, it
didn’t bite, at least not where it hurts.
• The report recommended a “package of remedies” addressing
three main areas: to help protect investors, to drive competition
amongst asset managers and to enhance the role of market
intermediaries...read our full response

Increased consolidation in the asset management
industry – it’s only just begun
In June this year, the Competition and Markets
Authority cleared the way for the planned
merger of Standard Life Investments and
Aberdeen Asset Management. The merger,
which had been announced in March, followed
a year in which both managers had experienced
performance “challenges”.

Vista. Some of our ideas have broad-based appeal; others are a little
more niche. We hope you enjoy the read - click on the image below.

TO HAVE A
GREAT IDEA,
HAVE A LOT
OF THEM.
Thomas A. Edison

#LCPVista

Topical investment issues

Cyber security – could (the lack of) it take down an
asset manager?

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

• In the context of industry consolidation, the ongoing switch from
DB to DC is significant. While DB investors (trustees and sponsors)
are not price insensitive, there is no direct link between DB
scheme member benefits and investment costs. There is for DC.
As the £ amount of investment management charges becomes
clearer, and the impact of these on members’ retirement prospects
become clear, the pressure to lower them will continue to rise.
• And, let’s not forget, every DC investor is a voter, with a
constituency MP’s ear to bend...read more

Reserve your seat for LCP Annual Conference
19 September 2017
LCP investment snapshot — quarter to 30 June 2017
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Environmental, social and governance issues
At a glance

Task Force releases recommendations on
Climate-related Financial Disclosures
The Task Force on Climate-related Financial
Disclosures (TCFD) has issued its final disclosure
recommendations for all types of organisations
– including pension schemes and investment
managers.
• The recommended disclosures cover governance, strategy,
risk management, metrics and targets. They are supported by
implementation guidance and a technical supplement about
scenario analysis
• Organisations face “physical” risks from climate change itself
and “transition” risks from measures to reduce greenhouse gas
emissions...read more

“…warming of the planet caused by
greenhouse gas emissions poses serious
risks to the global economy and will have
an impact across many economic sectors” .

Access to Medicine – are investors starting to take
notice?
With AstraZeneca, GlaxoSmithKline and Shire
making up 9% of the FTSE100 by market
cap, the financial significance of any potential
backlash to drug pricing policies is readily
apparent.

• Sixty institutional investors support the biennial Access to
Medicine Index (ATMI), which rates pharmaceutical companies’
efforts to increase access to medicine in the developing world
• Access to medicine creates both financial and reputational risks
and opportunities to pharmaceutical companies
• The detailed analysis underlying the ATMI can help investors
consider the issue of access when assessing companies in the
pharmaceutical sector, so is a useful tool to aid integration of ESG
in the investment process...read more

Given the significant weighting of
pharmaceutical companies in many
equity indices and the emphasis that the
index places on long-term value creation,
we expect this initiative to be of interest to
pension schemes and those who manage
money on their behalf.

Michael Bloomberg, TCFD Chair

Questions to consider

Questions to consider

What is your view on the financial relevance of climate change to
your scheme? The Pension Regulator’s investment guidance says
you should decide on this, to inform your investment strategy.
Contact your usual LCP adviser if you would like help with this

What proportion of your portfolio is invested in the
pharmaceutical sector?

How are your investment managers responding to these
recommendations? What information can they give you
about your investments’ exposure to climate-related risks and
opportunities?

Corporate engagement

Are your investment managers signed up to the Investor
Statement on the ATMI? How do they assess the risks and
opportunities posed to your portfolio from access to medicine
issues?

Balfour Beatty (UK)’s executive leadership pay was again under
the spotlight at the company’s AGM. The remuneration committee
believes the firm’s pay policy is in the interests of shareholders –
around a quarter of investors thought otherwise. The result is an
improvement over 2015 when 32% voted against the remuneration
report. The proposals for double-digit percentage increases in the
CEO’s and Finance Director’s pay came amidst a return to marginal
overall profitability. One wonders what demands strong profits
growth might have generated?
ExxonMobil (US) management suffered a major defeat over climate
change. Investors owning around 62% of shares voted to force
management to report on the impact on the company of global
measures to limit climate change. However, the company’s reports
show that it donated over a £1m pounds to groups opposed to the
Paris climate Agreement. Shareholders still have their work cut out.
Barclays (UK) has had a challenging decade and a lot of it appears to
be self-inflicted. Most recently, CEO Jess Staley has become embroiled
in scandal, following not one, but two unsuccessful attempts to
identify a whistle-blower. And fund raising during the financial crisis
has come back to haunt the firm involving as it did, alleged criminal
activity… designed, some say, to avoid accepting UK taxpayers’ money
and therefore UK government input in setting senior executive pay.
Really?
ConvaTec (UK) defended its all-male executive stance by suggesting
it was private equity’s fault (sort of) and by noting… that its industry
(workforce not user base presumably) is male dominated – yes, but
isn’t it the Board’s job to set a lead...read more
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If you would like more
information on the
Stewardship Code or the UN
PRI, please let us know
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Continue reading... request a copy of the
in-depth LCP investment update here

Contact us
For further information please contact our team.

Paul Gibney - Partner

Natalie Brain - Associate
Investment Consultant

paul.gibney@lcp.uk.com

natalie.brain@lcp.uk.com

+44 (0)20 7432 6653

+44 (0)20 7432 7756

Ken Willis - Partner
ken.willis@lcp.uk.com
+44 (0)20 7432 6701

Produced as at 4 August 2017.

At LCP, we 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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