Glasgow City Council, ltem 10

Strathclyde Pension Fund Committee 19th March 2024

Report by Director of Strathclyde Pension Fund

CITY COUNCIL

Contact: Jacqueline Gillies, Ext: 75186

Investment Update

Purpose of Report:

To provide the Committee with an investment update including a summary of:
* investment performance to 315 December 2023
* distribution of portfolios and DIP investments as at 315' December 2023
* the Investment Advisory Panel meeting of 14" February 2024 and
* stewardship activity during Quarter 4 2023.

Recommendations:

The Committee is asked to NOTE the contents of this report.

Ward No(s): Citywide: v

Local member(s) advised: Yes 00 No 0 consulted: Yes O No O

PLEASE NOTE THE FOLLOWING:

Any Ordnance Survey mapping included within this Report is provided by Glasgow City Council under licence from the
Ordnance Survey in order to fulfil its public function to make available Council-held public domain information. Persons
viewing this mapping should contact Ordnance Survey Copyright for advice where they wish to licence Ordnance Survey
mapping/map data for their own use. The OS web site can be found at <http://www.ordnancesurvey.co.uk>"

If accessing this Report via the Internet, please note that any mapping is for illustrative purposes only and is not true to
any marked scale




Background

The Fund’s investment objective is to support the funding strategy by adopting
an investment strategy and structure which incorporate an appropriate balance
between risk and return. The Fund’s current investment objectives and strategy
are detailed in Appendix 1. The strategy is reflected in the Fund’s strategic
benchmark and individual portfolio benchmarks. Investment performance is
measured by the Fund’s global custodian, Northern Trust.

Market Performance

October was a challenging month for global equities amid fears about war in the
Middle East and the consequential risks to oil supplies. Markets rallied in
November and December buoyed by the prospect that the US Federal Reserve
is likely to cut interest rates in 2024, and in fact enjoyed their best year since
2019. The best performing sectors over the quarter were IT and real estate while
energy was the worst performer. In 2023, IT was the strongest performing sector,
while the worst performing sector was utilities.

Global government bond yields fell over the quarter. In the UK, inflation fell
significantly and the Bank of England held the base rate at 5.25%. Despite hints
from the Bank of England that it is too soon to be thinking about reducing interest
rates, 10-year bond yields fell. In the US, yields on the 10-year treasury fell as
the Fed signalled that it is potentially prepared to cut rates before inflation falls to
target. In Europe, the 10-year German bund yield fell as the ECB held interest
rates. In global credit markets, yields fell in the US, UK and eurozone and credit
spreads tightened.
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e The FTSE All Share Index returned +3.2%, the FTSE World ex UK index
+7.1% and the MSCI Emerging Markets index +3.3%, compared with Q3
returns of +1.9%, +0.7% and +1.3% respectively.

e The FTSE All Stock Index returned +8.1% compared with -0.6% in Q3.

e Sterling rose by +0.1% against the euro and +4.4% against the dollar.

e The MSCI All property monthly return index returned -1.3% largely driven
by a decline in capital values of -2.6%. Only the industrial sector recorded
positive returns, while the office sector was the weakest performer.



3 Fund Performance
The Fund’s value at 315 December 2023 was £29,150m. (Fund value at 30™
September 2023 was £27,988).

Fund and Benchmark Returns
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The Fund’s total return for Quarter 4 2023 was +4.4%, behind the benchmark
return of +4.7%. Over 1 year, 3 years and 5 years the Fund’s total return has
been positive but behind benchmark, while over 10 years it has outperformed.
Further analysis of Fund and asset class performance can be found in Appendix
2.

Each of the Fund’s investment managers has an individual portfolio benchmark.
In Quarter 4:

¢ 11 managers outperformed their benchmark; and

e 10 managers underperformed.

Further analysis of manager performance can be found in Appendix 3.

4 Asset Allocation
The Fund’s asset allocation can be summarised as follows:

30 Sep 30 Sep 31 Dec 31 Dec Target
2023 2023 2023 2023
Asset Class (£m) (%) (Em) (%) (%)
Equlty 15,915 56.9 16,624 57.0
-m-m-}:
Credit 1,901 2,073
Short term enhancedyield | 4550 1771 5% 18| 200]
Long term enhanced yield 5 221 18.7 5 258 18.0 20.0

27,988 100.0 29,150 100.0 |  100.0

In November 2023 LGIM were instructed to divest £150m from the market cap
equity portfolio, with the proceeds being held in cash. All other changes to asset
allocations over the quarter were as a result of market movements or cash flows
to and from private market programmes. A summary of allocations to investment
manager portfolios at quarter end is provided in Appendix 4.



Direct Impact Portfolio (DIP)
A summary of the performance and activity of the Fund’s Direct Impact Portfolio
and a schedule of current investments can be found at Appendix 5.

Investment Advisory Panel
The Fund’s Investment Advisory Panel met on 14" February 2024. A note of the
Panel’s meeting is set out in Appendix 6.

Stewardship: Responsible Investment
A summary of responsible investment activity is included at Appendix
7. Highlights include:

The Fund received the results of its 2023 PRI assessment during Quarter 4.
The Fund submitted information for 5 assessment areas or ‘modules’ which
can receive possible star scores from 1 star (lowest) to 5 stars (highest). The
Fund scored 5 stars for 3 of the modules assessed, and 4 stars for the
remaining 2 modules.

The Fund’s infrastructure manager, JP Morgan and UK property manager,
DTZ, both reported improved scores from the Global Real Estate
Sustainability Benchmark (GRESB) annual assessments. GRESB assesses
ESG performance at the asset level for asset operators, fund managers and
investors that invest directly in real assets, such as infrastructure and real
estate. The JP Morgan company, Sonnedix, which develops and operates
utility-scale solar projects globally, ranked 1% of all the 681 assets covered in
the infrastructure assessment.

Policy and Resource Implications

Resource Implications:

Financial: None. Monitoring report.
Legal: None.
Personnel: None.
Procurement: None

Council Strategic Plan: SPF supports all Missions within the Grand
Challenge of: Enable staff to deliver essential
services in a sustainable, innovative and
efficient way for our communities. The LGPS
is one of the key benefits which enables the
Council to recruit and retain staff.

Equality and Socio-
Economic Impacts:

Does the proposal Equalities issues are addressed in the Fund'’s
support the Council’s Responsible Investment strategy. A summary
Equality Outcomes of responsible investment activity is included at
2021-25? Please Appendix 7.

specify.
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10 Recommendation
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Climate Action Plan.
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SDGs to some degree. A summary of
responsible investment activity is included at
Appendix 7.
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Appendix 1
Investment Objectives and Strategy

The Fund’s investment objective is to support the funding strategy by adopting

an investment strategy and structure which incorporate an appropriate balance

between risk and return. The current objectives of the investment strategy should

be to achieve:

e a greater than 2/3 probability of being 100% funded over the average future
working lifetime of the active membership (the target funding period); and

e aless than 10% probability of falling below 70% funded over the next three
years.

The Fund’s investment strategy broadly defines the types of investment to be
held and the balance between different types of investment. The strategy reflects
the Fund’s key investment principles, is agreed by the Committee and reviewed
regularly. The Fund has adopted a risk-return asset framework as the basis for
modelling and agreeing investment strategy.
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Target allocations to each of the 5 asset categories are outlined below. The Fund
implemented strategy Step 1 between the 2014 and 2017 actuarial valuations.
After the 2017 valuation Step 2 was adopted as the strategic target model and
retained following a further review of investment strategy alongside the 2020
valuation. Step 3 and Step 4 may be considered alongside the 2023 actuarial
valuation.

Hedging & insurance
Credit

Short term enhanced yield

Long term enhanced yield

Return (% p.a.) . :
Volatility (% p.a.) 2 | 1 [ 0 | o |




Appendix 2
Fund and Asset Class Performance

1. Returns by Asset Class

Latest Quarter 1 Year 3 Years 5 Years

Fund B'mark  Relative Fund B'mark  Relative B'mark  Relative B'mark  Relative
Asset Class ) ) ) ) % ) % ) ) %
Equit 5.6 (W) (1.0) 11.7 15.6 (3.4) . 7.8 (1.3) 104 (0.1)
Hedging & Ins - - - - - - - -

M 9.0 9.0 0.0 8.1 81  (0.0)| (56) (5.6
STEY 4.2 2.7 1.5 7.2 8.6 (1.3) 2.5 4.8 (2.2) 3.5 4.6 (1.0)
LTEY (0.4) 0.4 (0.9) 0.9 (2.2) 3.1 5.5 5.6 (0.1) 3.6 4.3 (0.7)
Total Fund 4.4 4.7 (0.2) 8.5 9.9 (1.2) 4.8 5.8 (0.9) 7.4 7.5 (0.1)
2. Performance Attribution 3. Performance vs Actuarial Assumption
Policy Level Attribution Performance v Actuarial Assumption

Growh (%)

Relatrve Return (%)

o I ® Manage \1
WAt Al atine

e In Q4, STEY outperformed while Equity and LTEY underperformed. In terms of absolute performance, Credit was the strongest asset
class, while LTEY was the weakest due to negative returns on property portfolios.

e Equity has underperformed over 1 year, 3 years and 5 years but in absolute terms it is the best performing asset class over the longer
term, mainly due to the performance of private equity portfolios.

e Over Q4, 1, 3 and 5 years, investment manager performance has detracted from Fund return, while asset allocation has added value.

¢ Fund performance remains comfortably ahead of the assumed actuarial return and inflation.

e 1] w— e nchimark Actuary’'s assumed return Inflation



Appendix 3
Manager Performance

1 Equity
1.1 Manager Performance Summary

Manager Current ERCET 5 Years Since
Quarter . (% p.a.) (% p.a.) Inception
(%) (% p.a)

Baillie Gifford Actual 8.8 . (1.0) 9.0 8.7
Relative 2.3 . (8.7) (0.9) 1.0

Lazard Actual 5.7 9.0 6.9 12. 4 9 6
Relative (0.6) (5.5) (1.3)

Oldfield Actual 3.0 6.7 6.0 4.3 7.9
Relative (3 1) (7.5) (2 3) (6.9) (3.8)

Veritas Actual 16 7 10.5 12 0
Relative (1 5 (1 4) (2.0)

Lombard Odier Actual 8.1 (3 6) 0.5 10.5 7. 0
Relative 2.4 (1 8) 2.9 6 1 2.7

JP Morgan Actual (4.1) 114
Relative (O 5) (3 2) (6.0)

Active EM Actual 5.3 4.5 (6.8) 3 0 8 6

Equity* Relative 1.8 (1.3) (6.0) (1.7) 1.2

Pantheon Actual (3.4) (2.7) 16 4 12 4 13 6
Relative (9.2) (14.7)

Partners Group Actual 1.9 4.0 14. 3 13 3 11. 8
Relative (4 2) (9.8) 5.1 6.1 5.9

L&G Equity Actual 18.6 10.6
Relative (0 1) (0.1) (0 1) (0.1)

L&G RAFI Actual 6.2 15.1 11.7 10.6 9 7

-

L&G EM Equity Actual (3 5)

Relative (0 0

Total Actual 5.6 11.7 10.3 8 9
Relative (1.0) (3.4) (0.1) 0.5
1 Portfolio was originally held in 2 funds managed by Genesis: GEMIC and GEMF. In 2021, Fidelity replaced
Genesis as the manager of GEMF and the fund was renamed Fidelity Emerging Markets Limited.

1.2 Manager Performance Commentary

Overall, Equity underperformed the benchmark over the quarter, with 6 out of 9 active
managers underperforming. In both relative and absolute terms, Baillie Gifford and
Lombard Odier were the strongest performers, while Pantheon and Partners Group
were weakest.

Over 5 years, Baillie Gifford, Oldfield, Veritas and Active Emerging Markets
(Genesis and Fidelity) are behind benchmark. The allocation to private assets
(managed by Pantheon and Partners Group) has been beneficial. Lombard Odier
has also performed well over the long term.

Baillie Gifford outperformed the benchmark over the quarter as aggregated earnings
growth forecasts for the portfolio as a whole accelerated, and companies that have
adapted to the new technological environment are reaping the benefits of efficiency
gains from recent investment in growth. The portfolio remains behind the benchmark



Appendix 3
Manager Performance

over 1, 3 and 5 year periods, reflecting significant underperformance in late 2021 and
early 2022.

Lombard Odier outperformed the benchmark over the final quarter of 2023. The
market saw a rise in mergers and acquisitions, with the portfolio benefiting from the
surprising bid by Mars for Hotel Chocolat at almost a 170% premium. The portfolio is
behind benchmark over the year, but comfortably ahead over the longer term.

The most significant underperformers over the quarter were the private equity
portfolios, with Pantheon underperforming by -9.2% and Partners Group by -4.2%.
Both managers are behind benchmark for the year but have outperformed over the
longer term. The most recent Total Value / Paid In multiples, which compares the total
value (funds distributed and residual value) with capital called, were 1.80x for
Pantheon and 1.77x for Partners Group.

As a value investor, Oldfield underperformed the benchmark, having little to no
exposure to the high growth companies that have dominated market returns over the
past quarter and indeed year. Over the longer term, Oldfield have underperformed,
being the weakest performer over five years and the only active equity manager to
underperform since inception.

2  Short Term Enhanced Yield
2.1 Manager Performance Summary

Short term enhanced yield

Manager Current 3 Years 5 Years Since
Quarter . (% p.a.) (% p.a.) Inception
(%) (% p.a)
PIMCO Actual 4.3 . 2.2 4.2 2.8
Relative 2.2 . (3.1) (0.7) 0.0
Ruffer Actual 2 2 (6.1) 3.5 n/a 5 5
Relative (12.9) (1.6) n/a
Barmgs (Multi Actual 4.5 11.4 2.0 2.9 2.7
Oak Hill Actual 13 9
Relative (1 8) (0 7) (1 4)
Barings (Private Actual 2. 7 8.8 7.3 5.8 5.6
Alcentra Actual
Relative (O 2) (4 4)
Actual 1. 8 7.7 5. 6 n/a 3 7
-
Partners Group Actual 10 9 n/a
(Private Debt) Relative 1 5 n/a (1 8)

Ashmore Actual
Relative

Total Actual
Relative
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2.2 Manager Performance Commentary

Short-term enhanced yield was the only actively managed asset class to outperform
the benchmark in Q4, with 7 out of 9 managers outperforming their benchmarks.
Ashmore was the strongest performer while Alcentra and ICG Longbow
underperformed their benchmarks.

The strategy is behind benchmark over the longer term, with only Ruffer, Alcentra and
Barings Private Debt outperforming since inception.

Ashmore outperformed over the quarter. External debt and local currency contributed
positively to returns while corporate debt detracted. The top performing countries were
Venezuela, Argentina, and Mexico. Over the longer term, Ashmore’s performance
has been disappointing, being the only manager to deliver a negative absolute return
since inception.

Private debt manager Alcentra and real estate debt manager ICG Longbow
underperformed their benchmarks over the quarter. However, Alcentra reports that
despite subdued market activity, they continue to have access to high quality deals
and that they are exploring exit options for older investments. ICG Longbow expect
that private capital providers are likely to see attractive investment opportunities with
high market volatility reducing companies’ access to public market funding.

3 Long Term Enhanced Yield
3.1 Manager Performance Summary

Long term enhanced yield

Manager Current Since
Quarter Inception
(%) (% p.a)
DTz Actual (2.5) . . 6.0
Relative (2.9) . . . (0.2)
Partners Group Actual (1.4) (11.9) 3.7 1.4 6.2
RE @ Relative (2.0) (16.9) (5.7) (6.4) (2.3)

JP Morgan IIF Actual
Relative

Total Actual
Relative

3.2 Manager Performance Commentary

Overall, long term enhanced yield underperformed the benchmark in Q4. The only
manager to deliver positive absolute performance and outperform the benchmark was
the JP Morgan Infrastructure Investments Fund. DTZ and Partners Group
produced negative returns and underperformed their benchmarks.

The strategy has underperformed over the longer term, with only DTZ outperforming
the benchmark over 5 years.

The JP Morgan Infrastructure Investments Fund outperformed the benchmark over
the quarter and is ahead of benchmark over 1 year. The fund further diversified its
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exposure across sectors and geographies through platform investments. Portfolio
highlights include a US energy services company commencing a joint venture to
construct, own and operate facilities to capture naturally occurring biogas from landfill
and upgrade to meet the required quality for sale; and a power company entering into
an agreement to acquire 4 large scale solar projects in Chile.

DTZ underperformed the benchmark over the quarter as overall capital values declined
by -3.8%. This decline was partially offset by an income return of +1.0%. Individual
asset values were polarised, with the top performing asset returning 2.8% and the
worst performing asset returning -19.1%. Longer term, the portfolio has outperformed
over 5 years but has underperformed since inception.

Partners Group are behind their strategic benchmark (8% per annum adjusted for
currency movements) over all time periods but over 3 years are ahead of the
FTSE/EPFA NAREIT Total Return Index reported by the manager. The portfolio has
a Total Value / Paid In multiple of 1.26x.



Portfolio Summary 315t December 2023

Appendix 4

Equity Hedging & Credit Short Term Long Term Total Target
Insurance Enhanced Yield Enhanced Yield
£m % £m % £m % £m % £m % £m % %

L&G 7,660 26.3% 0 0.0% 2,073 7.1% 9,733 33.4% 31.5%
Baillie orad 6% 6 %
Lazard 915 3.1% 915 3.1% 2.5%
Oldrielad 318 8% 818 8% %
Veritas 861 3.0% 861 3.0% 2.5%

ombard Odie 9 % > % 0%
JP Morgan 859 2.9% 1,141 3.9% 2,000 6.9% 6.5%
A o 0 6 % b % %
Pantheon 1,445 5.0% 1,445 5.0% 5.0%
Pa e oup 9 % 94 0% 4 9% 80 6.2% 6.0%
PIMCO 1,083 3.7% 1,083 3.7% 4.0%
e A 99 / 99 0%
Barings (multi-credit) 736 2.5% 736 2.5% 2.8%
OF AYo 0 8% 8% 8%
Barings (private debt) 463 1.6% 463 1.6% 1.3%
ICG Longbow 321 1.1% 321 1.1% 1.0%
A ore 4 6% 4 62 %
DTZ 2,352 8.1% 2,352 8.1% 10.0%
DIP 0.4% 6 0.4% 4 4.2% / % 6.0%
Cash 284 1.0% 284 1.0% 1.0%

ota 6,624 0¢ 0 0.0% 0 96 DY 9,150 00.0% 00.0

6.0% 0.0 0.0 00.0%
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Direct Impact Portfolio

Portfolio Summary
The portfolio can be summarised as follows.

Since Current

Inception Portfolio

Total Commitments Agreed 2,183 2,047
Amounts Drawn Down by Managers 1,603 1,526
+ Increase in Value 572 526
- Received Back in Distributions 598 598
- Realisations 123 -

= Total Net Asset Value (NAV)

Based on a current total Fund value of £29,150bn, DIP’s 5% target allocation is
a NAV of £1,458m.

The portfolio comprises 60 separate investments. In addition, a co-investment
program of £200m was approved at the March 2022 meeting of the SPF
Committee with the first investment of £15m committed in the quarter. The
remaining £185m is yet to be allocated and is not included in the above table.

In Q4, total drawdowns and distributions amounted to £45m and £19m
respectively.

Performance
Portfolio performance to 315t December 2023 is as follows:

Since
Q4 2023 1 year 3 years 5years | Inception
% % p a % D a % .a.
7 8

103

DIP
Benchmark* 104

Fund

Performance continues to be positive, although an element of headwind is now
building. The main drivers are:
e strong returns from the predominantly index-linked revenues underpinning
most of the LTEY investments, which form the majority of the DIP portfolio;
e stronger power prices over the past couple of years were initially positive
for the valuations of the renewable energy funds, however power prices
have now eased and assets are experiencing some easing of valuations;
e managers are increasingly reporting that increased discount rates,
resulting from the increase in the return on “risk free” assets, is resulting
in a softening of valuations, particularly of infrastructure and renewable
assets, while private equity managers are also reporting lower valuation
multiples applying in their markets, despite the generally strong financial
performance of the vast majority of underlying portfolio companies;
e both factors lead DIP to anticipate a softening of asset valuations and
fund/DIP returns in the coming quarters.
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Overall, the portfolio has performed well as have the majority of individual
investments. On a RAG analysis:
54 investments are rated green;
5 (increase of 1) are ;
1in legals;
e None red.

A complete list of current DIP investments and their progress to date is shown
below.
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3 DIP Investments

PF C lati (@ lati
Vintage Asset S umulative Undrawn umulative Net Asset

Fund Commitment Drawdowns | Commitment | Distributions
Year Category Value (£€m)

(Em) (Em) (Em) (Em)

Asset Category: Equity

2023

Corran Environmental Fund Il (Legals) Growth Capital Equity
——-—-.
Epldarex Fund 111 2019 Venture Capital Equity
N 2 T I N N N
Maven Reglonal Buyout Fund 2017 Growth Capltal Eqwty
--
Palatine Private Eqwty Fund IV 2019 Growth Capital Equity
N 2 N N N N N
Panoramic Growth Fund 2 LP 2015 Growth Capltal Eqwty
——-—
EELEQU'W M) U 2023 Venture Capital Equity 3
——-_—
SEP I 2000 Venture Capltal Eqwty 5
—-—-
SEP IV LP 2011 Growth Capltal Eqwty 5
——--—
SEP VI LP 2021 Growth Capital Equity

Total as at 31/1212023 -—-—————
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PF C lati (o lati
Vintage Asset S umulative Undrawn umulative Net Asset

Fund Commitment Drawdowns | Commitment | Distributions
Year Category Value (€m)

(Em) (€Em) (Em) (€Em)

Asset Category: LTEY
Albion Community Power LP 2015 Renewables LTEY 40 40 0 14 40

Alpha Social Long Income Fund 2015 Support Living LTEY

Capital Dynamics Clean Energy

Infrastructure VIII AUR) REmErElEs SIS
Capital Dynamics Clean Energy 2023 Renewables LTEY
UK Fund

Clydebuilt Fund LP 2014 Property LTEY
Dalmore Capital Fund 4 LP 2021 Infrastructure LTEY
Dalmore PPP Equity PiP Fund 2014 Infrastructure LTEY
Equmx Fund V LP 2018 Infrastructure LTEY
SgAIDX 19/ 29 0P (E8- 2020 Infrastructure LTEY
Investment Fund)

Greencoat Solar Fund Il LP 2017 Renewables LTEY
ol EMIEIENEY 2011 Renewables LTEY

Infrastructure LP
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. SPF Cumulative Undrawn Cumulative
Vintage Asset . . e L. Net Asset
Commitment Drawdowns | Commitment | Distributions
Year Category Value (£€m)

(€Em) (Em) (Em) (€Em)

Fund

lona Resource and Energy
Efficiency (Strathclyde) LP

2021 Renewables LTEY

Legal & General UK Build to

Macquarie GIG Renewable 2015 Renewables LTEY
Energy Fund |

Man GPM RI Community

NextPower UK ESG Fund 2022 Renewables LTEY
PIP Multi-Strategy Infrastructure 2016 Infrastructure LTEY
LP(Foresight)

Places for People Scottish Mid-

Quinbrook Renewables Impact 2020 Renewables LTEY
Fund

Resonance British Wind Energy 2013 Renewables LTEY
Income Ltd

Temporis Impact Strategy V LP 2021 Renewables LTEY

Temporis Operational
Renewable Energy Strategy 2017 Renewables LTEY
TORES

Temporis Operational
Renewable Energy Strategy 2015 Renewables LTEY
(TORES Il) (prev. TREF)
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. SPF C lati Und C lati
Vintage oy umulative ndrawn umulative Net Asset

Year Category

Commitment Drawdowns | Commitment | Distributions Value (£m)
(Em) (Em) (Em) (Em)
Asset Category: STEY

Beechbrook UK SME Credit Il

Credit
Fund
I|§>L<?§(<;hbrook UK SME Credit IlI 2021 Credit STEY

Invesco Real Estate Finance

Fund Il formerly GAM REFF Il AL Cireel SlEY
Pemberton UK Mid-Market
Direct Lendlng Fund 2O Gl SUEY

TDC Il (prev Tosca Debt Capital
Fund Il LP) 2017 Credit STEY

TDC Il (prev Tosca Debt Capital 2019 Credit STEY
Fund Il LP
Total as at 31/12/2023 -—-—————

Co-investment Programme

Schroders Greencoat Glasgow
Terrace

DIP Portfolio Total

2023 Renewables LTEY 15 0 15 0 0
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Investment Advisory Panel Meeting February 2024

MINUTES OF MEETING ON Wednesday 14" February 2024

PRESENT: Richard Mclindoe Director
Prof. Geoffrey Wood Investment Advisor
lain Beattie Investment Advisor
Alistair Sutherland Investment Advisor
David Walker Hymans Robertson
Nell McRae Hymans Robertson
Jacqueline Gillies Chief Investment Officer
lan Jamison Investment Manager
Lorraine Martin Assistant Investment Manager
Moira Gillespie Investment Assistant

2.2

2.3

2.4

Minutes from Last Meeting & any Matters Arising
The minutes of the Panel meeting on 9" November 2023 were agreed to be an
accurate record.

Officers provided an update on the latest round of commitments to the Pantheon
private equity programme which were agreed by the Panel at its November
meeting:
e The £125m commitment to primaries was finalised during the first week
of February 2024.
e The commitmentto PGCO VI is expected to close at the end of February.
e The commitment to PGSF VIl is expected to be finalised during Q2 2024.

Monitoring

Market and Inflation Update

The Panel noted investment market and inflation updates from Hymans
Robertson.

Quarterly Investment Performance Review

The Fund’s return for Q4 2023 was +4.4%, behind the benchmark return of
+4.7%. Performance for the year to 315 December 2023 was positive (+8.5%),
but below benchmark (+9.9%). The Fund’s return is positive on an absolute
basis over five years but marginally behind benchmark and positive on both an
absolute and relative basis over ten years.

Manager Ratings

Current officer assessments of the Fund’'s investment managers had been
circulated, together with Hymans Robertson’s manager update. The Panel
discussed the ratings. On a Red, Amber, and Green (RAG) analysis:

= 17 of the Fund’s managers were rated green

= 4rated

= None red.

Direct Impact Portfolio Monitoring Report
The Panel reviewed the quarterly monitoring report for the Direct Impact
Portfolio (DIP). Overall the portfolio and most of its investments are progressing
well. On a Red, Amber, Green (RAG) analysis:

e 54 investments are rated green;

e 5 (increase of 1) are ;

e 1linlegals;
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2.5

2.6

3.2

e None red.

Overseas Currency Hedge

In September 2017, the Strathclyde Pension Fund Committee agreed that the
Fund would hedge 33% of its currency exposure arising from overseas equity
by switching investments in LGIM passive index funds to currency hedged
alternatives. In March 2021, as part of the Fund’s triennial review of investment
strategy, the Committee agreed to maintain this currency hedging strategy.

The Panel reviewed a monitoring report that indicated:

» The Fund’s overseas hedge ratio at end December was 35.1% vs its
target of 33%.

= The currency hedge had added value to the Fund in the 12 months to
315t December because of the appreciation in Sterling versus the US
dollar, and to a lesser extent due to Sterling appreciation against other
major currencies.

= Since the inception of the hedging strategy, total Fund gains from
currency had been reduced mainly as a result of the depreciation of
Sterling against the US dollar.

The Panel remain supportive of the current hedging target weight of 33% of
overseas listed equity.

Funding Level Monitoring

The Panel reviewed an updated Funding level report from Hymans Robertson.
The funding level at the end of December 2023 was estimate to have increased
to 150%, compared with the funding level of 147% at the last valuation date,
31st March 2023.

Allocation

Cash flow

The Panel reviewed a schedule of estimated cash flows for the Fund’s private
market investment programmes - private equity, global real estate, the Direct
Impact Portfolio, and private debt commitments. Totals as at 315t December
2023 were as follows.

2023 2024
Estimate | Actual Estimate

(Em) (Em) (Em)
Distributions 500 375 869
Calls -466 -305 549
Net +34 +70 +320

The Fund’s central cash balance at 315t December 2023 was £284m. This
included £150m that had been withdrawn from the Legal and General market
cap passive portfolio in November 2023 for transfer to the benefits cash account
during H1 2024.

Rebalancing Strategy
The Panel reviewed a rebalancing report as at 315t December 2023. The Panel
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discussed the detail of the report, which showed:

= short term enhanced yield was below its target range (16.8% vs 20.0%) due
to its relatively weak performance and outstanding commitments.

= At a portfolio level, emerging market debt was below its target range (1.6%
vs 2.5%) due to poor performance. The global real estate portfolio was
below its target range (1.9% vs 2.5%) and the Direct Impact Portfolio’s LTEY
investments were over their target weight (4.2% vs 4%).

The Panel agreed that no immediate action was required pending the
conclusion of the current review of investment strategy and structure.

Relative Value Framework

The Panel reviewed a relative value report from Hymans Robertson as at 31%

December 2023, which showed:

= UK investment-grade credit spreads have tightened further over Q4 and are
now sitting below median levels.

= Afallin nominal gilt yields has slightly decreased their attractiveness versus
Hymans’ assessment of fair value and valuations and overall ratings for
nominal gilts have been downgraded slightly since last quarter. Current
supply/demand dynamics continue to present a technical challenge.

= Declining inflation reduces the fundamental support for index-linked gilts,
but real yields remain at reasonable levels to lend support to Hymans’
assessment of index-linked gilts. However, from a valuation perspective
implied inflation is still above levels that would support moving to a neutral
allocation and results in a preference for nominal versus index-linked gilts.

The Fund’s total Hedging and Insurance and Credit allocation (7.5%) is currently
invested in corporate bonds. The Panel agreed that the updated metrics support
reducing Credit back to the neutral allocation of 6% of total Fund. The
remaining 1.5% should be switched into nominal gilts given the current levels of
implied inflation.

Manager Reviews

2 investment managers attended the Investment Advisory Panel:
= DTz

= JP Morgan (Infrastructure)

Performance of each of the managers was reviewed.

DTz

The DTZ UK property portfolio is currently valued at £2,366m, or 8.1% of total
Fund, versus a target weight of 10%. DTZ provided an update on the current
portfolio and performance together with an outline of investment strategy over
2024 and its approach to climate change and net zero.

JP Morgan

The JP Morgan Infrastructure portfolio is currently valued at £1,141m, or 3.9%
of Fund versus a target weight of 3.5%. JP Morgan provided an update on the
current portfolio and performance.

Investment Strategy and Structure
A review of investment strategy in conjunction with the actuarial valuation of the
Fund as at 315t March 2023 is one of the major items in the SPF 2023/24
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business plan. The Panel considered the following as part of the ongoing
review:

Updated Asset Liability Modelling Results
Review of Short Term Enhanced Yield Allocation
Fixed Income Implementation Options

Emerging Market Equity Funds

Presentation of Asset Liability Modelling Results

At its meeting in November 2023, the Panel reviewed results of asset liability
modelling based on the 315t March 2023 valuation results. The strong position
at 315t March 2023 gives the Fund lots of flexibility to consider changes to
investment strategy and initial modelling showed that there was not a huge
differentiation between 4 alternative strategies from a quantitative perspective.

The Panel discussed the modelling at some length and agreed that, whilst there
was no absolute imperative to make strategic changes, the very strong funding
level did present an opportunity to do so, and that it would be prudent to reduce
equity risk. A reduction in listed equity would fund an increased allocation to
traditional fixed income assets, where yields have increased significantly since
the last valuation, and an increased allocation to infrastructure assets, which
play a key role in achieving the 