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Global equities: A world of opportunities

Our panel of experts asks what global equities can do for pension portfolios today and into the future

Global equities: General sentiment
Chair: Why should investors be looking
at global equities today?
Rossbach: When it comes to
investing, if you are looking to preserve
and increase the value of assets over
the long term, investing in the global
economy through companies that can
generate value by providing products
or services that people need or want, is
critical. So, equities have an extremely
important role to play in any portfolio
that has that kind of mandate.
For us, looking at global stocks has
always been core because of our core
conviction: by investing in quality and
value over time, you have a very good
chance of generating returns of 8-10 per
cent or more. And if you have a long
enough timeframe, bouts of volatility are
an opportunity not a risk.
A key lesson that we’ve learnt from
the financial crisis, which has been
reinforced by the single country risk that
we have seen here in the UK, is that a
global approach is extremely important
because diversification reduces the
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impact of specific adverse economic and
geopolitical events.
We see that many investors are
underinvested in growth assets because
they overestimate the risk of volatility, and
they underestimate the risk of not being
invested and of not generating the returns
that are necessary to offset their liabilities.
In different countries, including the UK,
there are still a lot of investors, including
pension investors, that are too focused
on their domestic markets and therefore
not exposed enough to the potential for
global growth.
Chair: How is current sentiment
around global equities among your
investors, Peter [Rutter]?
Rutter: The general long-term
sentiment is that global equities are
still popular, for the reasons outlined
above. They offer a great opportunity for
investors to tap into wealth creation that’s
happening all over the world, and there
are thousands of corporates globally
that are generating tremendous wealth
for shareholders; so global equities offer
an opportunity, especially for domestic

investors, to participate in that.
On a shorter-term basis, global
equities have continued to climb a wall
of relative worry. They look expensive
relative to themselves historically, but
cheap relative to a lot of other asset
classes, so there’s a tension there as people
worry about valuation in the cycle.
Chair: Do you consider your clients
to be underinvested in global equities?
Cole: From a UK pensions
perspective, there has historically been
a tendency to invest predominantly in
the UK or European equity markets,
and I agree that diversification is hugely
important. The other thing one needs
to look at is the journey plan one is on.
When looking for funding, what is the
risk that you’re likely to take? In different
markets, the risk versus reward varies.
But from my perspective, it’s worthwhile
looking at a global equity portfolio, for
the diversification it offers.
Lubbe: When we look at asset
allocation, our current house view is
that we are neutral on global equities.
What we have seen however is a decrease
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Head of Manager Research,
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Nick joined Redington in 2015 as
a director in the manager research
team. Now head of manager research, he leads
a team who help institutional and wealth
management clients around the world allocate
to the funds that get them closer to their
strategic goals. Nick is also a voting member
of Redington’s investment strategy committee
and works directly with a number of the firm’s
clients in the UK and Europe. Nick previously
worked at Schroders, Stamford Associates,
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and SEI Investments.

Reza Mahmud, Senior
Investment Consultant, PwC

Reza represents PwC’s pensions
investment consulting business,
which focuses on trustee and
corporate advice. He helped establish and
is a member of PwC’s multi-disciplinary
investment committee (pensions, insurance,
sovereign wealth funds, private wealth).
Prior to PwC he was a multi-asset investment
manager at Aviva Life and Pensions, and
before that he served with Brunei’s sovereign
wealth fund as a portfolio manager and
asset allocation analyst. Reza is a regular
commentator in the pensions and investment
press.
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Investments

Suzanne is a senior asset class
specialist within Mercer’s equity
boutique, and leads the research for global
and EAFE (Global ex-US) equity. In the role,
she prioritises and co-ordinates Mercer’s
research of global equity managers around
the world, as well as undertaking primary
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from all parts of Mercer’s worldwide business.
Suzanne is an experienced investment
professional, and before joining Mercer
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portfolio manager.
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Peter is head of equities at RLAM
as well as the global equities team,
and a senior portfolio manager
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joining Royal London Asset Management,
Peter was head of global equities at Waverton
Investment Management. Prior to this, he was
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Deutsche Asset Management. He is a regular
commentator in the financial press.
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in allocations from pension funds
to equities, and to global equities in
particular. What worries me is, if you
have a long enough time horizon, you
can weather the volatility that comes
with investing in global equities, but a
lot of pension fund trustees don’t have
a lengthy time horizon anymore for
various reasons.
That’s why we’ve seen allocations to
global equities come down from about 65
per cent 15 years ago to about 20 per cent
in UK pension funds.
Cole: A lot of that is probably due to
pension trustees looking to de-risk their
scheme – it’s not about the asset class per
se; they are looking to take some of the
volatility out of the scheme and therefore
looking to have less equity allocation in
general.
Mahmud: And some pensions need
jam i.e. cashflows now, as traditional
fixed income offers relatively low yields
these days.
Cole: But from a pensions
perspective, I don’t think it’s necessarily a
question of finding the jam now. To me,
that’s much more of a retail type view on
things. As a pension trustee, we have a
long-term view, so therefore we’re willing
to look at volatility within the market.
But it’s a question of what your journey
is going to be, where you want to be in
five, 10, 15, 20 years’ time, and therefore
ensuring that you have the correct asset
allocation within that.
Then, within that asset allocation, if
you’re going for global equities, what is
the right area to go in? Do you have a
general fund or do you have something
more specific? So, I don’t think we’re
driven by what markets are doing dayto-day because most pension trustees
will make their decision over a three, six,
12-month period of time. It tends to be a
very long, drawn-out process in terms of
making that kind of decision.
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Rossbach: But if you look at global
equities as an asset class, they can and
have generated 8-10 per cent p.a. returns
over time, be that through an overall
index in certain markets or through fund
managers who are able to find the right
investments. Global equities as an asset
class can generate the type of returns
that pension funds need to offset their
liabilities.
That is a very important point and
you have to balance the associated risks
of investing in global equities (volatility
being one of the key metrics) against the
risk of not generating the returns from the
one asset class that has demonstrated that
it can do it with, over time, moderate risk.
So, it goes back to the timeframe.
If pension funds and their trustees, by
their own conviction and within the
regulatory framework, can take a five, 10,
25-year view, then it becomes less about
the short-term volatility, or about current
valuations.
Even today, global equities – certainly
the stocks that we are invested in - offer
great value. If you look at some of
the large and mega-cap stocks in our
portfolios, many of them are trading at
18-20 times earnings and generating 2-3
per cent dividends. So they offer value
today, certainly in line with our target
return of 8-10 per cent or more over
time.
If you have that as the starting point,
it becomes less about volatility and more
about the businesses you are invested
in. Do they have enduring competitive
advantages and a long runway of growth
ahead? Are they going to get disrupted?
What kind of value can they generate
over time?
So, within the constraints of a
pension fund’s mandate and the
trustees’ specific objectives, the more
the conversation can shift away from
short-term volatility to long-term returns

and sustainability and the risk or not of
disruption, the more value can be added
to pension fund portfolios.
Chair: What we find with some of
our clients is that they’re so well-funded
now that they don’t need to take the
risk in equities. In fact, a number of
them don’t have any equities at all. As
an equities specialist, I don’t necessarily
agree with that.
When you’re doing your asset
allocation work with a well-funded
scheme, do you think there should still
be an allocation to global equities for
diversification purposes?
Mahmud: We do have some clients
who are still keen on equities, partly for
diversification reasons but also some
just have a preference for and belief in
equities. Also, there has been a trend for
illiquid assets, which is appropriate for
many circumstances, but it’s not a free
lunch – there is risk associated with any
investment and these are less transparent
compared to investing in equities,
requiring a higher level of governance.
Cole: A lot of it, therefore, comes
down to what your time horizon is. To
me, that’s the critical decision that one
has to make. If you have the flexibility
to take a long-term view, I’d absolutely
go into global equities, but when you
look at it from a pensions perspective,
you have a couple of factors that need
to be considered. One is The Pensions
Regulator – what is the regulator looking
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for? Clearly, there is a theme of de-risking
coming from the regulator.
Secondly, there’s the sponsor. A lot of
schemes are now closed, so it’s becoming
a pure liability for the sponsor. As a result,
they want to try and take out the volatility,
which hits their earnings if they have to
increase the funding into the scheme.
So, a lot of it is moving in the
direction of reducing asset allocation to
the equities market in general, whether it’s
global or local equities, which may be the
wrong thing because equities may indeed
outperform over the long-term cycle, but
again, we’re subject to constraints. We
must be aware of what those constraints
are as well as the journey that each
scheme is trying to take.
Chair: So, we’ve seen equity
allocations fall in pension portfolios. In
five years’ time, is anybody going to be
investing in equities?
Rossbach: If you have a defined
benefit plan that’s closed and is fully
funded, I can understand that you would
want to de-risk it because you have
fulfilled your mandate.
If you are managing a defined
contribution plan that is still open-ended,
then presumably the equation is very
different in terms of asset allocation. How
are those two different types of plans
looking at global equities?
Lubbe: There are differences, but
often they both end up having quite
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short time horizons because, for the DC
space, there’s much more focus on the
individual and on individuals seeing
their returns and seeing what they are
getting, and not every individual out
there understands the nature of the
markets, that in the short term they
may be volatile, but in the long term,
actually, there’s going to be better return
from equities than from traditional fixed
income.
There’s also this cost pressure and the
cost cap. So those are aspects of the DC
space that are creating different pressures,
but resulting in similar outcomes to the
DB space.
Mahmud: It’s also interesting to note
where the money is going, because it’s
not necessarily going into traditional
fixed income. It’s diversifying into a wider
variety of investments – higher-yield,
higher returns products, lower volatility
assets or smart beta for example.
Chair: Is this peculiar to the UK – are
your European or global clients investing
in equities while we are not?
Lubbe: We do an asset allocation
survey on an annual basis, which is
European-focused, and just in that
comparison, in aggregate, the European
pension funds tend to have slightly
higher allocations to equities.
But it depends on the region. When I
speak to US clients, they tend to have far
more allocations to equities than the UK
clients I speak to. Possibly they have an
optimism that it is always going to work
out in the end, or maybe they are just
prepared to take a longer time horizon.
Having said that, they struggle to
make the transition from US and ex-US
to global.
Then in Australia, you’ve got the
superfunds, which are DC plans, but they
are long term partly because they are
larger pools. Then, in other regions, they
have other issues. In emerging markets,

for example, inflation’s higher so they
tend to be in equities because they need
to be. It really does depend on the region.
Rutter: I agree. I do notice some very
big differences globally, say, between
Australia and the UK and the US – there
are quite big variances. But generally,
the trend is slightly down in terms of the
equity allocation.
Identifying opportunities
Chair: For those UK pension schemes
that are investing or looking to invest
in global equities, where should they be
looking? Where are the opportunities
now, whether that’s from a style or a
geographical point of view?
Rossbach: We take a five, 10,
25-year view and, with that kind of
perspective, we think there are a lot of
great opportunities. That’s true in the
short, medium and long-term. In general,
valuations are, for good companies, still
attractive. You can find stocks in great
businesses that have the kind of criteria
we look for in terms of quality and that
can deliver long-term value.
We look at things from a bottomup perspective. We look for quality and
value for every business that we invest
in. If it doesn’t have a strong competitive
position in a good and growing industry
with a track record of value creation
and a balance sheet so robust that it can
weather any kind of adversity, it’s not
something that we would invest in. We
then look for growth in value of 8-10 per
cent or more.
Adapting what we do is, of course,
also of tremendous importance,
particularly over the long term because
disruption is the issue.
Traditionally, we have been involved
in companies with recurring revenues
like consumer stocks, healthcare and life
sciences businesses, as well as others.
There are some very attractive investment
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opportunities here, because if you have
businesses with strong competitive
positions in these globally growing
industries, they can grow at a decent pace
for extended periods of time.
Then there are different themes like
ageing, consumer spending, innovation
and so forth, which are great drivers of
value creation. They are important in
large, developed markets and are further
accelerated in emerging markets where
you have population growth and faster
economic growth.
Also, one of the important ways
that we’ve adapted our approach in
recent years is to recognise that digital
transformation is of tremendous
importance. If you look at the big digital
companies like Amazon, Google and
Facebook – we like platforms more than
hardware businesses - they are extremely
attractive.
These great internet platforms
have generated tremendous amounts
of value so far. They have the capacity
to deliver further tremendous value
and that is something that is still not
fully recognised. If you look at their
valuations, they’re trading at something
like 18-20 times earnings, which is just in
line with the market.
Rutter: Thinking about the
opportunities in global equities, you can
come at this from two angles. The first is
the bottom-up, stock-picking angle and
the permanent opportunity in global
equities is that there’s 5,000-plus liquid
companies. It’s an amazing opportunity
– if you can find the right companies and
you’ve got a skilled manager to find those
companies – to do something special.
That’s easier said than done but you can
view global equities as an opportunity
to access things you just couldn’t buy in
your domestic market.
So, the first thing is this permanent
opportunity in stock-picking and finding

www.pensionsage.com

particular stocks that you can’t find
domestically.
The second thing is that, as I look
around at global equities, I see amazing
diversity of opportunities. There’s the
potential for them to offer solutions that
are far more than just the index exposure.
Whilst there is the beta in the
index and the benchmarks, right now
we’re finding very different exposures
in different places. In Japan, in the
mid-cap spectrum that are companies
with 40 per cent of the market cap
in cash and the operating business
trading on five or six times earnings;
so there are value pockets. There are
also parts of the market where there’s
true innovation; high-growth tech
type stocks in the US. So you don’t just
have to have the benchmark. There are
pockets of exposure to wealth creation,
valuations and risk-rewards that are quite
interesting, potentially, to look at and
may solve specific problems for different
types of pensions and different types
of investor, including those with a very
long-term view.
So, it’s not just about stocks. You can
create valuable propositions by ignoring
benchmarks and thinking about a group
of companies intrinsically, and what
that provides you as a diversifier or an
investment proposition. An innovation
exposure or a deep value manager, for
example – that’s an interesting angle.
Chair: How do the consultants assess
which managers stand out from the rest?
Lubbe: For global equities we have
over 1,300 strategies on our database and
the number of strategies with quality
growth or quality with a valuation
discipline has increased in the past five to
10 years phenomenally.
So, if you are a global equity manager
with, for example, a quality growth
mandate, we have to ask, what are you
doing differently? What are you doing

that creates an edge?
Cole: That’s an interesting point.
What is it that a lot of fund managers are
doing differently and what is the edge
that they have? Being on the pension
side of things, sometimes it’s very hard
to get to grips with exactly what is the
value-added that a manager is bringing.
You have a lot of fund managers that are
performing to a benchmark, for which
you pay relatively high fees, so why
not just buy the benchmark? That’s the
challenge the fund management industry
is facing – where is the value-added
they’re bringing?
Chair: This rise of passive – is that an
opportunity or a threat?
Rossbach: In conversations with
large institutional investors, consultants
and advisers there seems to be an
evolution of thinking around the issue of
benchmarking.
What we are finding is that there’s
a bifurcation. Where there is a desire
for benchmark returns at great scale,
it’s going into passive – large index
funds and so forth. But for the so-called
active share, people are looking for
concentrated managers and there appears
to be a category of owner-managed,
concentrated stock-picking funds –
which is a category that we would be
part of. So the passive share should be
managed at very low-cost, but for the
proportion that is active, they will look
for specialists.
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We’re completely un-benchmarked.
We have concentrated portfolios of 25
to 30 stocks that we manage without
concern for any kind of benchmark,
so it’s entirely based on a fundamental,
bottom-up, stock-picking philosophy.
It ends up being about 35-40 per
cent digital stocks; 45 per cent consumer,
healthcare and life science related and
only about 20 per cent cyclical. So 80 per
cent in non-cyclical businesses, which is
one of the reasons why I’m not worried
about where exactly we are in any cycle
because we’re not invested in those kinds
of companies. Also, it’s completely global,
so even though we invest in companies
that are listed in developed markets, the
underlying business exposure is entirely
global – 40 per cent US, 30 per cent
Europe and 30 per cent rest of the world,
predominantly Asia.
Chair: Do clients have the governance
bandwidth these days to do that?
Cole: It depends on the size and scale
of the scheme. If you’re a relatively small
scheme, then to go for passive funds
makes sense. If you are a sizeable scheme,
then having focused, active managers can
add value, with guidance from our skilled
investment advisers as to which sectors
are going to outperform.
So, certain schemes of a size do need
to have part of their portfolio in speciality
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areas and the rest in a passive tracking
type environment.
I have no problem paying for value,
but it’s being convinced that there’s going
to be value from a particular sector that’s
the challenge the asset management
industry has.
Chair: Smart beta is something that
lots of people talk about, but have you
seen much allocation from pension
funds?
Cole: I haven’t seen huge amounts of
allocation, but I do think there’s value in
it. I imagine the consultants have?
Lubbe: We have seen quite a bit and
that’s partly driven by disappointment
with active management.
What worries us about smart beta
is whether it has taken into account the
changing world. We spoke earlier about
disruptive technology and a lot of the
value in smart beta is very much about
looking back at the evidence and using
historical metrics, but is there a rise in
value traps in the world today because of
disruptive technology? So that, actually,
mean reversion isn’t as clear-cut as it
used to be. These are the things that we’re
thinking about and discussing with our
clients.
Also, certainly around benchmark
and active management being
benchmarked, what we found is often
active management will also have that
factor exposure and they’ll be delivering
factor exposure to clients, but without
adding value over and above that.
So, we need to tease out what
clients are actually getting from active
management? Is it just smart beta dressed
up with active fees, or is it something
that’s really active and giving them true
alpha?
Rutter: It’s incumbent upon us as
asset managers to know, what is it that’s
beta, what is it that’s factor exposure and
what is it that’s true idiosyncratic stock-

picking based on alpha from looking
at things that the market can’t easily
price, like the quality of management
or the long-term sustainability of a
franchise or where mean reversion may
not happen for good reason. These are
the things that machines or quantitative
techniques won’t easily pick up. In a way,
the emergence of passive, the emergence
of smart beta is making active managers
put more effort into discerning those
different pockets of value-add.
I do think within the mix there’s a
bit of room for everything. I say this
as a fundamental stock-picker, but
there are things that can’t be priced
based on backward-looking data and
machines and simple raw publicly known
information. The key is to make sure
you have a process that focuses on the
bits that are hard to do elsewhere, and
you’ve got a portfolio where most of the
residual risk is built on unique insights,
rather than on some form of basic factor
exposure.
Rossbach: I’d agree with that. Again,
it goes back to the timeframe. One of
Warren Buffett’s great quotes is that “risk
comes from not knowing what you’re
doing”. For portfolios, a component of
that is not knowing what you’re invested
in, and that is one of the aspects of overall
index investing.
One of the main risks that comes
from smart beta is that you are making
an active bet that could be right or
wrong. Because the main indices, first
and foremost the S&P and the MSCI
World, are market-cap weighted, there
is a process by which you will effectively
eventually get the most successful
companies having greater weights and
contribution and the ones that are not so
successful dropping out. That is the virtue
here.
But if you go down the route of
smart beta, you are then taking very
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active investment decisions about
which constituents of an index will do
better or worse. You basically negate
the whole point of investing in an index
given that it’s very diﬃcult to beat the
market overall and it’s even diﬃcult for
professionals who spend their time doing
that. So you need to question whether
you can really make those decisions as an
asset allocator.
It goes back to finding where the
competitive advantage comes from.
Index investing is about mean reversion.
We are looking to find companies where
it is not about mean reversion.
That is why value investing as in
value or growth has become so diﬃcult.
In a world where there’s less active
management, there’s also going to be
less mean reversion for lower quality
companies. Value investing is about
finding things that are 20 per cent or 40
per cent cheap for some reason, because
of a problem in the business, or often
because of where it is in the cycle in
terms of earnings and valuation. You
hope that the valuation will close that gap
and then you move on to the next thing.
But you do need that gap to close.
We are seeing that it hasn’t and there
are reasons for that. For us, the way
companies and good companies generate
value is exponential. They don’t mean
revert. The good companies don’t end up
having a period of competitive advantage
that ends after three or five years in the
way that systematic frameworks like
CFROI or Holt assume. On the contrary,
they prosper over a much longer period
of time.
We’ve had a stock like Nestlé in
family portfolios since the mid 1950s.
Depending on the timeframe and how
you look at it, it has generated between
12 per cent and 14 per cent a year in total
return. Nestlé today is trading at a mid20s multiple, has good growth ahead,
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is still generating a 3 per cent dividend
yield and still essentially has no debt. It is
a very compelling long-term investment.
Mahmud: On the point about
passive, I would argue that indices and
benchmarks are automatically evolving
and adapting. Several hundred years
ago half the index was railroads. Now
there’s a lot of tech companies. Who
knows what it might be in 50 years’ time.
Small companies can grow into large
caps, large caps can become smaller, but
it keeps that churn eﬃciently. However,
there is some scope to try to get one step
ahead and forecast those trends.
Rossbach: Picking up on the
disruption point that was made earlier,
I do think the pace of disruption has
always been high if you think about it –
you mentioned the railway companies for
example – so it may be accelerating but
disruption has always been a risk and an
opportunity.
There are two ways you can go about
investing in that. You could try to identify
the disruptors. You could walk around
Shoreditch and try to see what people
are doing on their laptops. They could be
writing some new software or launching
a brand for their millions of followers
on Instagram. If you are going to do that
from an institutional perspective though
you need a portfolio approach, because
if you’re walking around Shoreditch,
you’d better find 20 or 50 people with
their laptops, and that might not even be
enough in terms of diversification.
Or you can invest in great global
companies that already have competitive
advantage, that have scale and positive
cashflows, and that know better which of
the 50 ideas are going to work so they go
out and buy them.
If you look at all the large digital
companies, they’ve done just that.
Think of Oracle over the past 20 years
or Facebook buying WhatsApp and

Instagram, for example. But it is not
just tech, it’s equally true for the Nestlés,
L’Oréals or Diageos of the world. These
companies can use their financial
strength and global scale to buy out
smaller companies. And it is the job of
investors to try to identify the industry
leaders with the skills, financial flexibility
and capability to buy out smaller
disruptive competitors, generating
further value for their own shareholders,
and not be invested in the companies that
are going to fall victim to disruptors.
That to me is very important. It’s
also a differentiator to some of the IPOs
that we’re seeing, because those leading
companies don’t have to spend money to
build their businesses. Instead they have
the resources to buy the ones that are
doing the disrupting. The global stocks
that are well managed will survive and
prosper.
Innovation
Chair: What’s the best way for a pension
scheme to play that innovation theme?
Cole: It’s very diﬃcult for a pension
scheme to play that innovation theme,
because we’re not necessarily in the best
position to understand what is going
on. It’s interesting, when you look at the
advent of the internet and how things
have changed from a retail perspective,
the firms that have done well are the ones
that have embraced internet sales.
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But what are trustees looking for?
First, I don’t think we can get involved in
fintech or the tech bubble per se. How do
we know which of the 20 or 50 ideas is
going to make it? You need to be looking
at those companies that are embracing
technology, that are doing the research
in their specific sector to ensure they can
bring in value; can bring in technology to
make their businesses more streamlined,
to access different markets. That’s the
important thing – to understand which
of those companies are embracing the
future, and that’s a challenge.
Rutter: On the point about accessing
innovation in funds, it almost hurts
your head too much trying to predict
the winners. It can be easier to think
about who is definitely on the losing
end and avoiding them – that can be as
good a strategy. For example, buying
certain types of mature stocks might be
an example of something to avoid in a
pension fund as their business models
get competed away. It’s not just about
predicting the winners.
Rossbach: From a pension fund
perspective, it goes back to the argument
for having an exposure to global
equities. For the portion that has to be
benchmarked for whatever reason it’s
about being in the global index. That’s a
reality and there are good reasons for it as
we’ve said.
For the component that does not
have to benchmarked, however, there
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are two ways to approach it. You have to
ask, what do you want to have more of, in
order to better that benchmark?
Do you want to have more of
specialised areas? Do you want to have
more of innovation? Do you want to have
more exposure to particular countries
that you think are going to grow more?
Or, do you want to have more capital in
thematic areas of the market like value
or momentum which you think will do
better?
Or you can say, I want to have more
of the good stuff. I want to have more of
global leading companies that have great
business models, financial strength and
management skills. They have a more
stable profile, the ability to reinvest and to
consolidate their industries and because
of that they can grow faster and to deliver
higher value.
That’s the way I can generate greater
value for the pension fund. If you’re
going to have more of those great global
companies, you are actually making
things easier for yourself. It’s about the
simplicity of investing as well.
Cole: From a trustee’s perspective
simplification is better. The more one
can simplify it, while making sure you’re
getting diversity, the better.
Currency hedging
Rossbach: Exactly. Investing in global
equities doesn’t just help with single
country risk and exposure to global
growth, it also hedges currency.
How you invest in global equities
is an important question. We meet
some investors who invest in global
equities then hedge the (often) complex
exposures back into their local currency
and, in particular, into sterling. Often
this is when they don’t invest directly but
through multi-asset solutions. It seems
to me that negates much of the point of
investing in global companies. If they

are global they have revenues and costs
and balance sheets that are aligned, and
they effectively do a lot of the currency
hedging for you; and that’s the benefit
you want to have.
Cole: If you’re buying an asset class,
if you’re buying global equities, then
you want the exposure to the various
currencies. That’s part of what you’re
getting. The thing that slightly concerns
me though is how you hedge out that
risk?
Rutter: We see that a lot of our clients
decide not to hedge their global equity
exposure unless there are incredibly
specific reasons for that. Equities in and
of themselves are a natural hedge in
terms of global revenues, global expenses.
A lot washes out. The other problem
with hedging is you sometimes don’t
know the extent to which a company you
are invested in has already hedged its
currency exposure.
So, there’s a natural hedge, and you
are investing to participate in global
purchasing power rather than just your
own domestic arena.
Therefore, to hedge out often doesn’t
make much sense.
Mahmud: For me, the first line of
defence is diversification. Then when you
have specific requirements, you can use
hedging as an instrument, but otherwise
the costs and operational risks are less
transparent and more governance is
needed so it’s a bit more complicated
than just diversification.
Lubbe: When we’re speaking to
fund managers, we often see that they
don’t hedge because they’re not currency
experts, they are equity experts. Also,
what the actual underlying pension client
is doing might be different.
Mahmud: Currency hedging is not
straightforward. I’ve seen fund managers
try to be clever in currency hedging and
get burnt.
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ESG
Chair: I would like to explore whether
the increased focus on ESG from pension
schemes will bring people back to equity
markets. It’s the obvious place to manage
ESG risks.
Cole: The world is evolving and ESG
is important. It’s important to understand
the assets that we’re buying and what the
fund managers’ world view is on ESG.
However, I would also look at, from a
pensions perspective, what the sponsor’s
particular view is. If you’re managing
a fund and the underlying sponsor is a
nuclear company, they may have a very
different view on ESG than if you’re
managing a fund for Greenpeace.
Mahmud: I completely agree. There’s
always reputational risk if you’re an
institutional investor. For example, if
you passively invest in an index, and
that index invests in companies that are
contrary to your organisational values. So
this is where active managers can come
back in. There is no standard ESG view.
When you can have a bespoke exposure
to whatever your values align to, that’s
where it comes in handy.
Rossbach: I agree – and I think
that is one of the big issues with index
investment that we’re facing. It is not
yet fully understood that if you invest
in an index then you have substantial
exposure, for example, to fossil fuels.
You have exposure to the financial
services industry in ways that you may
not want to have, and you have exposure
to other types of businesses that do not
comply with ESG-type requirements.
For example, in the US institutions are
already being confronted with what
they own through indices. When the
President of Harvard goes jogging he gets
followed around by students with a sign
saying “divest from prison management
companies”, which the university
endowment owns through an index ETF.
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With our approach, we manage
separate portfolios as well as a fund, and
where we manage separate portfolios with
concentrated positions in selected stocks,
we have very strong views about what
constitutes long-term sustainability.
For us, in most cases, that long-term
sustainability is actually aligned with
ESG, because if you have been following
ESG principles it will more likely than
not make your business more sustainable.
Exactly how those are defined depends
on the circumstances, of the sponsor,
of the investor and of the company.
That’s a very important aspect of active
management and for fundamental stock
pickers, because we know the companies
that we invest in. We have strong views
of it ourselves based on our own values.
We can have a discussion with the people
who entrust us with their assets as to say,
which of these companies fulfil the ESG
requirements and which do not?
Lubbe: I expect every active manager
I see to have some level of responsibility;
they are fiduciaries of client capital and
they should be managing that client
capital in a responsible way. Some will
engage more with management. Some
will vote proxies and just look at one
aspect. But whether they invest in plastics
as an example, or not, that depends on
their underlying mandate and what
they’re trying to achieve.
But every manager has a fiduciary
duty and they should be investing
responsibly. Some will see things like
culture and social and
environmental impact as
intangible assets or liabilities,
so they take it further out the
spectrum and incorporate
it into their approach – we
don’t expect every manager
to invest in this way, but
at the minimum we’re
expecting investors to be

fiduciaries; to be responsible.
Rutter: The way we’ve done it is split
out three areas. There’s incorporating ESG
analysis into what you are doing – for
us it’s an assessment of wealth creation
and valuation at the stock level. I think
it has tremendous value. It’s always had
tremendous value and it’s more and more
topical, but whether it’s the sustainability
of returns for compounders, whether
it’s obsolescent risk environmentally for
turnarounds, it’s a critical piece of any
fundamental piece of stock analysis.
For us that’s quite separate from the
second area, which is to build systems,
processes, data where you can deliver a
bespoke solution for a client. Some will
want nuclear, some won’t. Some will
want coal to be excluded, some will want
something else screened or to be reported
on. So, ESG-related but separate, that
infrastructure to deliver client-specific
solutions.
The third angle is engagement,
voting and so on. Equities is a great space
because effectively you’re an owner of
a company as an equity holder. It’s a
great space for capital owners to have an
influence on corporate behaviour globally.
That has got to be of huge value to equity
owners and investors today.
Mahmud: Also, in the past, ESG was
sold as a returns-enhancing product,
which limits its purpose. As a risk
management issue, ESG is also valuable
in terms of managing broader and longer
term risk.
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Summary
• A lack of opportunity, financial risk and safety concerns could have been putting UK pension funds off investing in nuclear
energy.
• However, new techniques and funding methods may have made nuclear power a more enticing investment option.
• Pension funds are increasingly looking to diversify their investment portfolios into renewable energy, and nuclear could be a
part of the greener future.

New finance for
new energy

Although the pensions industry is increasingly looking
to be more sustainable in its investment strategies,
few seem to be talking about nuclear energy. Jack Gray
investigates this much-debated form of low-carbon energy
and whether pension funds should consider investing in it

W

hen discussing
sustainable energy,
people usually think of
wind farms popping up
offshore or fields of solar panels out of
their windows as they drive down the
motorway. What many don’t realise that
is that around 20 per cent of the UK’s
electricity is produced through its nuclear
power stations.
All the active nuclear power stations
in the UK, which were predominantly
built in the 1970s and 80s, are due to
close between 2023-2030. However,
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construction has begun on Hinkley
Point C and plans are in place for a
second, Sizewell C. The projects are
being undertaken by EDF Energy, the
government and state-owned Chinese
company CGN.
With sustainable investment and
portfolio diversification hot topics
across the industry, there appears to be
scepticism surrounding nuclear energy as
an investment option. Concerns over risk
and previous disasters may be impacting
investor’s confidence, but there are many
nuclear success stories, and renewables

such as solar and wind may only
be able to carry the country
so far in the pursuit of carbon
neutrality.
Investment consideration
“UK pension funds are a
good match for the long term,
regulated and reliable returns
which nuclear power at Sizewell C
can provide,” begins EDF Energy
director of nuclear development,
Julia Pyke. “Pension funds have a
strong track record of investing in
national infrastructure assets and
energy.”
Pension funds may be
concerned at the risk associated
with investing in nuclear power
stations, but Pyke wants to assure
potential investors that risk
has been reduced after EDF’s
experiences with Hinkley Point C, and
that changes have been made to address
concerns.
She says: “Two things have changed
– first a new regulated finance model is
being developed with government, which
allows for income during construction,
and secondly, the risk of construction has
been reduced because Sizewell C will be
a close replica of the power station being
built at Hinkley Point C in Somerset.”
In its Sizewell C project, EDF has
adopted a regulated asset base (RAB)
funding model, which allows for
payment during construction, aiming
to provide a secure payback and return
on investments. Energy companies
manage the infrastructure project, taking
ownership of the assets and operating
costs. The regulator sets the rate of return
and agrees the cost of the project.
“Nuclear power stations in the UK
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