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Attached is a Background Document (UK Local Authority Annual Review 2013-14) for item D1 on
the agenda for Friday, 29 August 2014 meeting of the Superannuation Fund Committee.
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Bonds

Chart 12 shows that UK fixed income still makes up the majority of the average fund'’s
total bond investment. At the end of the year, the split was two-thirds corporate/one-third

government bonds, a split that has remained broadly unchanged over the recent past.

Table 8 shows that corporate bond returns were the strongest of the sector at 2%, some

4% above the return generated from investing in gilts. Long-dated gilts fell further than

shorter-dated. This is reflected in the continued outperformance of funds’ gilt investments

relative to the FTSE UK Gilts All Stocks Index.

Overseas bonds remain a relatively small part of the average bond portfolio and last year

the performance was relatively poor. Table 10 shows the range of results within this asset

class. For most funds these investments remain an off-benchmark investment decision.

The absolute return bond portfolios (where the bond assets are tasked with returning a

cash/cash-plus type return rather than a return based on a bond index) that we had

begun to see in 2012/13 continued to gain traction in the latest year.

Table 8: UK Bond Performance 2013/14 (%)*

Table 9: Index-Linked Performance 2013/14 (%)*

UK Government Bonds 2.1 FTSE UK Gilts Index-Linked All Stocks -3.8

FTSE UK Gilts All Stocks 28 FTSE UK Gilts Index-Linked <5 Years 1.5
FTSE UK Gilts <5 yrs - -0.7 FTSE UK Gilts Index-Linked >5 Years 4.4

FTSE UK Gilts 5 — 15 yrs . 36 BAMLUSTIPS . -18.1
FTSE UK Gilts>15ys ~ -31

UK Corporate Bonds 20

BAML Corporate Bonds - - 16

Table 10: Overseas Bond Performance 2013/14 (%)*

L £ Hedged
Overseas Bonds ] - . e1 OO
JPM Global Government ex UK -85 1.5
JPM US Government -3 (16
BAML US Corporate . -76 14
JPM Euro Government B 37 13.8
BAML Euro Corporate _ 18 118
JPM Japan Government _ -l64 0.5

JPM Japan Corporate ____-160 10

Chart 12: Bond Allocation at End March 2014*

Pooled
5%

Index-Linked
22%

Overseas
15%

UK**
58%

* Source: State Street Investment Analytics, 2014.

** |JK Bonds were allocated to 33% Government Bonds/67% Corporate Bonds at the end of March 2014.
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he new ‘alternative’ mandate is pooled multi-asset (also known as diversitied growth).
his is gaining considerable traction across funds prepared to give up some of their
Juity premium in order to reduce overall fund volatility. Again we would caution that
Inds should understand the risk/return tradeoff that they are hoping to achieve. The
serage pooled multi-asset return over the last three years of 4% p.a. is considerably
slow the 8% p.a. that was delivered by equities.

{OPERTY

ible 15 shows that property returns over the last twenty years were good although some
“this added value was given up in the period 2007-2009, Over all periods funds are
1derperforming the IPD benchmark index although they are ahead of the AREF/IPD UK
| Property Index. This reflects the markediy different returns that have been achieved
1 direct and indirect investments (as represented by the AREF index) over the period.

ble 15: Property Performance Relative to Market Indices (%)*

2005

2006

2007

2008

2009

Year to End March

2010

Annualised % p.a.

2011 2012 2013 2014 3¥rs 5¥rs 10Y¥rs 20 Yrs

182 214 162 -96 -27.1 9.9 9,7 h.5 2.8 11.0 L.A. UK Property 6.4 7.7 4.8 7.5

180 209 156 -10.7 -255 16.3 10.7 6.6 2.5 14.0 IPD UK Monthly Ali Property 7.6 9.9 5.8 8.2

0.2 0.4 0.5 1.2 21 55 09 -L0 0.3 -2.6 Relative Return -1l 20 -09 -06

18.7 234 174 -13.4 -359 139 108 5.3 1.1 11.4 AREF/IPD UK All Property 5.9 8.4 3.6 -

0.4 -16 -1.0 44 137 -35 -1.0 0.2 1.7 -0.4 Relative Return 0.5 -06 1.2 -
wree: State Street Investment Analvtics, 2014,
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ilossary™

WHAT IS THE LOCGAL AUTHORITY UNIVERSE?
ined benefit pension funds. Funds'

» The Universe is a survey of UK pubiic sector def
et weightings, income and

data is brought together o create aggregate returns, ass
cash flows.
hined asset value of £175 billion.

Atend March 2014, it comprised 85 funds with a cam

All fund sizes are included.

o The Universe is estimated to represent somewhere in the region of 90% of the UK
defined benefit pension market by value.

« The Universe has around 30 years of history.
WHY USE THE UNIVERSE?

e As a temperature check of the industry's current performance.

« As a temperature check of the industry’s current asset allocation.
e To capture trends and changes over time.

e |t provides an extensive historical return sefries.

e |t tells us how asset classes a

e Fund performance and risk can be evaluated against the Universe backdrop.

e Asset manager performance and risk can be reviewed against the Universe

backdrop.

¢ Data mining.

re performing in isolation and relative to market indices.

* Source: State Street Invesiment Anaiytics, 2014,
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The UK Local Authority Annual Review is produced by State Street Investment
Analytics (SSIA), part of State Street Bank and Trust. We have more than 30
years of experience providing performance evaluation for a wide range of asset
owners and managers.

We provide exciusive and unigue information to support the decision-making
of institutional investars. Qur innovative range of perfermance and risk services
combined with our industry-leading fund databases bring transparency to the
entire investment process, enabling owners and managers to measure, -
evaluate, interpret and objectively report their performance.

The aim of this review is io record the key events of 2013/14 from our uni-que
perspective on the UK local auinarity fund industry. Our database, which is the
mast comprehensive of its type, has been analysed to supply information on
rates of return and asset allocation.

The significance of 2013/14 figures is highlighted in a number of commen-
taries. These put the data into context and also examine a number-of factors
that have gained importance during the year.

SO0 Shate Sleact Towesltont Ayl (SS1A) + STATDSTREET BUSINESS. Mo psark it s gantbhe atl iy Due pepaennin e,
alorend 1 e el systons o bransonter], i eny Tormea by ary meanss el fonae, e bens al plu ey revondug o
atheraees, g hoib SSIAS por wanlbes consent,

Wil o] oernsabile offorks b bose v o ersnre thie aeosaey of e inforat-an catstenres ] s e e, ere s o
ey, R s of pher s Tots accirary ofrntapleleticss. Aty it vapreseerh i b docament are sulipen Ehchnge
bt Bt v Thps i Qe 1 er gencral oo g rrpeoses by Stalc Sreet Corporation o ik afhiliates Gn g, the

She Strcel T miend Al s iaont aceept peeresponsihiliy for sy b anisinng e ety acimn Fabosre o rad Yaken by
At vt s nieternsal,

Al bt oquntsng ane sotreed by e Slate Steeel bsestinent Avalyties divisen B odnerase st Bhate Sheel Bank
ol Trusd s et Ly e Tt bl Condnet Authonty (FCA) Thie pavaepe et al Waey e trecrt s Qo e tse ol Prodessmnal
Cierits sy, esodefines adoe thoe £ SA Cent categesalin ks,

STATE STREET
(GLOBAL SERVICES.

State Street Investment Analytics
525 Ferry Road

Edinburgh

EHG 2AW

+44 131 315 2000

THE STATE STREET ADVANTAGE

State Street Corporation (NYSE: STT) is one
of the world’s leading providers of financial
services to institutional investors including
investment servicing, investment manage-
ment and investment research and trading.
With $27.5 trillion in assets under custody
and administration and $2.4 trillion in
assets under management” at March 31,
2014, Slate Streef operates in more than
100 geographic markets worldwide,
including the U.S., Canada, Europe,

the Middle East and Asia. For more
information, visit State Street's web site at
www.statestreet.com.

ABOUT STATE STREET
INVESTMENT ANALYTICS

State Streel's Investment Analytics (SSIA)
aroup provides performance and analytics
services and employs a staff of 798 dedi-
cated investment performance professionals
across 18 offices worldwide.

SSIA serves approximately 1,277 global
clients with asset volumes exceeding $12.2
trillion, offering comprehensive services in
performance, risk and strategic analysis that
help them monitor and measure the success
of their investment strategies in any market
and in any asset class, including alternative
investments {March 31, 2014).

Assets under management include the assels of 1he
SPOR Gold FEF (approximately $34 billion as of March

31, 2010, for which Stale Street Global Markets, LLC.
an alfiliate of SSgA. serves as the dislribution agent.

For questions or camments about our
Annual Review, contact:

Karen Thrumble
Head of WM Local Auihority Fund Service
karen thrumble@slatestrest.com

NYSE: STT:
www.statestreetglobalservices.com



	Agenda
	D1 Fund Position Statement
	cover
	1
	2
	3
	4
	5
	6
	7
	8


