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Our conversations with committee members from Local
Government Pension Scheme (LGPS) funds have revealed
some striking overlaps with our own multi-asset team. Both
have responsibility for large asset bases and need to determine
the level of risk to take, what to invest in, and where to use
active management.
We want to share an approach we use to help us step back
from our day-to-day priorities and see the bigger picture,
helping us see the wood for the trees. A recent session we led
for the LGPS on the topic gained a lot of traction. In that case
we had just 45 minutes, but we can also work with individual
funds to perform a more complete exercise.
When we’re all so busy, there’s a risk time isn’t used in the best
way; the audit helps combat that and is designed to target the
main objectives identified in two popular prioritisation
matrices:

Eisenhower matrix. Fit for a President
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The less imaginatively named Impact-Effort matrix

Urgency

Impact

The point both matrices make is that the most impactful decisions aren’t always the most urgent, meaning they
often don’t get the attention they deserve. The audit offers a low-effort way to set aside time to review those
important decisions.
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Identifying the big decisions
The first step is to identify the most important, impactful
decisions to focus on. These will vary, but generally we’d say
they are:

1

Which assets to own given the acceptable
level of investment risk

2

Their regional exposure

3
4
5

Unfortunately, there’s no universal answer to those questions.
To illustrate that, at a recent seminar* focused on the LGPS,
we asked the audience for their views on four topics:

What overseas currency exposure to have

The wide variety of opinions shown below highlights that
different decision makers will have different investment
preferences.

Where to use active management

How to allow for bigger structural risks such as
climate change

Over 5 years, which asset offers the best risk-adjusted return?

Is there an equity region that you expect to outperform?

a. Not really

a. Investment grade
corporate bonds

17%

b. North America

32%

c. Eurpoe

43%

d. Emerging markets

43%

Will active management add value, net of fees?

a. Yes, very confident

12%

c. Equities

12%
31%

e. Emerging market bonds

3%

a. 20% of equity risk
42%

c. It's a coin toss

16%

d. Unlikely it will

7%
2%

*Seminar date Feb 2022, 55 respondents

38%

Given your funding level, how much risk is appropriate
for your asset portfolio?
33%

b. Quite confident it will

2

b. Property

f. Infrastructure

0%

e. Very confident it won't

3%

d. Private equity

4%

e. UK
f. Japan

Once a fund is clear on its investment beliefs and has written
them up as a set of principles, they can move on the next stage
of the audit. This involves questioning how well the current
allocation matches those beliefs, focusing on those decisions
that could have the biggest impact on end outcomes.

b. 40% of equity risk

7%

c. 60% of equity risk

39%

d. 80% of equity risk
e. 100% of equity risk

48%
7%
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Let’s get auditing – common themes in LGPS

A helping hand with your audit

When an investor completes an asset allocation audit, they will
generally find a small number of important areas to revisit. The
aim isn’t to go into the minutiae, but rather to focus on
high-impact decisions, like what mix of asset classes and
regional exposures to own.

The framework we’ve outlined is deliberately transparent and
straightforward to apply, as we believe this helps target the
important, but not urgent, decisions efficiently. You could either
go it alone, or you could speak to an investment consultancy
about going through the process with the fund or pool.

1. Home bias in equities. UK equities can offer significant
diversification, potentially justifying a higher regional
weight than the market’s relatively small size might imply.
For example, in the first quarter of 2022, they outperformed
European equities by about 10% and US equities by over
5%, having been a laggard in recent years*. However, UK
weights are often very high, to the degree that LGPS often
reconsider if this is consistent with their equity regional
views.

However, given the similarities between large-scale asset
allocators at fund managers and LGPS, it may also be worth
going through the process with a suitable manager who you’d
trust to input ideas and remain objective rather than focusing
on proposals their own firm could provide.

2. Low allocations to alternative credit. LGPS have long
been pioneers in embracing alternatives for diversification
and additional return potential. Generally, they have higher
weights than corporate schemes to assets such as
infrastructure, property, private equity, hedge funds and
commodities. However, allocations to alternative credit
assets such as emerging market and high yield debt
typically remain very limited, meaning this area could be
worth closer scrutiny.
3. Active management risk concentration. As our survey at
the recent conference showed, many LGPS decision
makers are advocates of active fund management. It is
therefore interesting to review where they use it, to check
it’s consistent with their investment beliefs. To start with,
most investors would accept that all else being equal more
diversification is better; so in the case of active
management, spreading the risk budget across different
asset classes seems intuitively appealing. What we see in
practice is that active manager risk is concentrated in
equities and alternatives; it could be that LGPS funds
believe that’s where it is most applicable, but when we
speak to them that’s not the case. Generally, they say it’s a
concentration that they’d like to reduce by transferring risk
into areas like fixed income and asset allocation.
4. Lack of short-term asset allocation. Beyond the longerterm decisions taken by funds, such as the proportion of
equities to own and what new asset classes to introduce,
we often find shorter-term active asset allocation is very
limited. LGPS often say that’s not a decision that’s
consistent with their investment beliefs. Active asset
allocation can be accessed via unconstrained multi-asset
funds. Generally, solutions with a very high active risk
budget may be most appropriate, so that even a small
allocation has a material impact at an overall fund level.
*Source: Bloomberg FTSE All-share Index for UK, FTSE Europe ex UK
(in Euros) for Europe, FTSE USA Index for USA

3

We at LGIM would be very happy to help. Given our footprint
within the team, we believe we tackle all the key investment
decisions that funds and pools face, from broad asset-class
selection to where and how to use your active manager risk
budget.
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Contact us
For further information about LGIM, please visit lgim.com or contact your usual LGIM representative

Key risks
The value of an investment and any income taken from it is not
guaranteed and can go down as well as up, you may not get
back the amount you originally invested.
For illustrative purposes only. Reference to a particular security
is on a historical basis and does not mean that the security is
currently held or will be held within an LGIM portfolio. The
above information does not constitute a recommendation to
buy or sell any security.
Important information
The information contained in this document (the ‘Information’) has been
prepared by Legal & General Investment Management Limited, Legal and
General Assurance (Pensions Management) Limited, LGIM Real Assets
(Operator) Limited, Legal & General (Unit Trust Managers) Limited and/or their
affiliates (‘Legal & General’, ‘we’ or ‘us’). Such Information is the property and/or
confidential information of Legal & General and may not be disclosed by you to
any other person without the prior written consent of Legal & General.
No party shall have any right of action against Legal & General in relation to the
accuracy or completeness of the Information, or any other written or oral
information made available in connection with this publication. Any investment
advice that we provide to you is based solely on the limited initial information
which you have provided to us. No part of this or any other document or
presentation provided by us shall be deemed to constitute ‘proper advice’ for the
purposes of the Pensions Act 1995 (as amended). Any limited initial advice
given relating to professional services will be further discussed and negotiated
in order to agree formal investment guidelines which will form part of written
contractual terms between the parties.
Past performance is no guarantee of future results. The value of an investment
and any income taken from it is not guaranteed and can go down as well as up,
you may not get back the amount you originally invested.
The Information has been produced for use by a professional investor and their
advisors only. It should not be distributed without our permission.
The risks associated with each fund or investment strategy are set out in this
publication, the relevant prospectus or investment management agreement (as
applicable) and these should be read and understood before making any
investment decisions. A copy of the relevant documentation can be obtained
from your Client Relationship Manager.
Confidentiality and Limitations:
Unless otherwise agreed by Legal & General in writing, the Information in this
document (a) is for information purposes only and we are not soliciting any
action based on it, and (b) is not a recommendation to buy or sell securities or
pursue a particular investment strategy; and (c) is not investment, legal,
regulatory or tax advice. Any trading or investment decisions taken by you
should be based on your own analysis and judgment (and/or that of your
professional advisors) and not in reliance on us or the Information. To the fullest
extent permitted by law, we exclude all representations, warranties, conditions,
undertakings and all other terms of any kind, implied by statute or common law,
with respect to the Information including (without limitation) any
representations as to the quality, suitability, accuracy or completeness of the
Information.
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Any projections, estimates or forecasts included in the Information (a) shall not
constitute a guarantee of future events, (b) may not consider or reflect all
possible future events or conditions relevant to you (for example, market
disruption events); and (c) may be based on assumptions or simplifications that
may not be relevant to you.
The Information is provided ‘as is' and 'as available’. To the fullest extent
permitted by law, Legal & General accepts no liability to you or any other
recipient of the Information for any loss, damage or cost arising from, or in
connection with, any use or reliance on the Information. Without limiting the
generality of the foregoing, Legal & General does not accept any liability for any
indirect, special or consequential loss howsoever caused and on any theory or
liability, whether in contract or tort (including negligence) or otherwise, even if
Legal & General has been advised of the possibility of such loss.
Third Party Data:
Where this document contains third party data ('Third Party Data’), we cannot
guarantee the accuracy, completeness or reliability of such Third Party Data
and accept no responsibility or liability whatsoever in respect of such Third
Party Data.
Publication, Amendments and Updates:
We are under no obligation to update or amend the Information or correct any
errors in the Information following the date it was delivered to you. Legal &
General reserves the right to update this document and/or the Information at
any time and without notice.
Although the Information contained in this document is believed to be correct
as at the time of printing or publication, no assurance can be given to you that
this document is complete or accurate in the light of information that may
become available after its publication. The Information may not take into
account any relevant events, facts or conditions that have occurred after the
publication or printing of this document.
Telephone Recording:
As required under applicable laws Legal & General will record all telephone and
electronic communications and conversations with you that result or may result
in the undertaking of transactions in financial instruments on your behalf. Such
records will be kept for a period of five years (or up to seven years upon request
from the Financial Conduct Authority (or such successor from time to time)
and will be provided to you upon request.
Legal & General Investment Management Limited. Registered in England and
Wales No. 02091894. Registered Office: One Coleman Street, London, EC2R
5AA. Authorised and regulated by the Financial Conduct Authority, No. 119272.
Legal and General Assurance (Pensions Management) Limited. Registered in
England and Wales No. 01006112. Registered Office: One Coleman Street,
London, EC2R 5AA. Authorised by the Prudential Regulation Authority and
regulated by the Financial Conduct Authority and the Prudential Regulation
Authority, No. 202202.
LGIM Real Assets (Operator) Limited. Registered in England and Wales, No.
05522016. Registered Office: One Coleman Street, London, EC2R 5AA.
Authorised and regulated by the Financial Conduct Authority, No. 447041.
Please note that while LGIM Real Assets (Operator) Limited is regulated by the
Financial Conduct Authority, we may conduct certain activities that are
unregulated.
Legal & General (Unit Trust Managers) Limited. Registered in England and Wales
No. 01009418. Registered Office: One Coleman Street, London, EC2R 5AA.
Authorised and regulated by the Financial Conduct Authority, No. 119273.

