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About Brunel and News

Brunel Pension Partnership (Brunel) was established on 18 July 2017 as one of eight national Local Government Pension Scheme (LGPS) Pools. The
pool brings together circa £30 billion investments of 10 likeminded funds.

We manage the investments for the pension funds of Avon, Buckinghamshire, Cornwall, Devon, Dorset, Environment Agency, Gloucestershire,
Oxfordshire, Somerset and Wiltshire.

Brunel is authorised and regulated by the Financial Conduct authority as a full service MiFID firm.

Brunel News

Our one-year anniversary as a business provided the chance to take in how far we’ve progressed over the past 12 months, with developments
keeping us busy:

• Brunel brought £6bn under management, transitioning the funds to LGIM
• Hermes EOS was appointed to assist with voting and engagement
• An invitation was issued to tender for the role of private market middle and back office provider
• An announcement will soon be made regarding Secured Income Investments
• Chelsea Moore joined us full time as Compliance and Risk Analyst

We look forward to progressing further over the next quarter, with more announcements coming up via our website and social media channels.
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Executive Summary

High Level Performance

The Fund delivered 2.2% on an absolute basis over Q3, on a relative basis the Fund outperformed by
0.2% against its target benchmark. The absolute return over the one-year period is 6.9%, however it is
underperforming on a one-year basis by -0.6%.

One of the key drivers of absolute performance this quarter was the Fund’s exposure to Global
Equity, the global index returning 5.70% over the quarter, which was primarily driven by exposure to
the US. The active global equity position in Blackrock contributed 1.4% to absolute performance as
the holding provided a total return of 5.73%. The passive Global Equity holdings also provided a
positive contribution of 0.71% to absolute return. The unhedged global equity product returned 3.48%
vs a return of 3.54% for the benchmark and the hedged product provided 2.48% vs 2.58% on a total
return basis since inception.

Private markets contributed 0.21% to absolute return, primarily driven by the property holdings, which
contributed 0.19% to fund return. The position in Hermes outperformed its benchmark by 0.14% on a
total return basis, however, the position in CBREI underperformed its benchmark by -0.34%.

Key Points:
• + 2.2% Absolute Net Performance Q3
• + 0.2% Relative Net Outperformance vs Benchmark Q3
• + 6.9% Absolute Net Performance 1Y
• - 0.6% Relative Net Underperformance vs Benchmark 1Y

Absolute performance was driven by exposure to global equity markets and property funds.

Fund Specific Events

Significant transition progress was made during Q3 18 with Brunel finalising the take on of assets for
our Passive and Smart Beta funds. Transition began in early July and passive assets stand at £6.13bn
as of 30th September across all clients.

Total
(GBPm)

 30 Jun 2018 2,320

 30 Sep 2018 2,374

 Net cash inflow (outflow) 1

Total Pool Valuation

Jun Sep
0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Jun Sep
0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Assets Transitioned to Brunel

Forging better futures
Information Classification: Public Performance Report for Period Ending 30 September 2018

Gloucestershire County Council

Page 4 of 15



Market Summary - Chief Investment Officer

UK Gilt Yields & Curve Steepness
Q3 2018

UK CPI vs Bank of England Target
YTD 2018

A fair amount of dispersion in Fixed Income performance over the last quarter. UK Gilts struggled in
Q3, falling -1.8%. Index Linked Gilts were almost unchanged, falling -0.3% over the quarter. The best
performing sub-asset class over the quarter was US High Yield, which appreciated by 2.4% over the
quarter in local terms. It is also the best performer on a YTD basis, appreciating 2.5% in local terms.
Index Linked Gilts remain the worst performing sub-asset class on a YTD basis, falling by -2.2%.

• The Monetary Policy Committee voted unanimously to raise the Bank of England Base Rate by
25bps to 75bps in August. The committee also continued to make no changes to the £435 Billion
Government Bond Purchase Facility. This was driven by recent data confirming that the dip in Q1
output was temporary with momentum recovering in the second quarter. The UK labour market has
continued to tighten and unit labour cost growth has firmed

• Officials at the US Federal Reserve increased the target for the bank’s benchmark rate by 25bps
to a range of 2-2.5%. Fed officials now expect the US economy to grow by 3.1% this year – faster
than the 2.8% forecast in March. The forward-looking consensus is for three rate rises in 2019 and
one more in 2020, taking the Federal Funds rate to c3.4%

• UK 10yr yields have increased significantly over the last quarter, mostly due to setbacks in Brexit
negotiations with the European Union. The UK 10yr yield was 1.57% as of Q318, having been as low
as 1.28% at the end of Q2. The 2yr yield has not increased as much in Q3, rising to 0.82% from 0.71%
in Q2. This has resulted in a slight front end steepening of the UK yield curve. The longer-term end of
the curve has flattened, with the 10-30yr yield spread falling 10bps to 36bps in Q3

• Global Credit spreads are now trading near 20-year lows, with European & US High Yield
continuing to look very expensive on this measure. Spreads have tightened across all asset classes
during the last quarter. The only exception to this trend is hard currency Emerging Market Debt,
which is now trading near 20-year averages (currently 390bps)

• UK Headline CPI has continued to trend well above the Bank of England’s 2% target, with a
reading of 2.7% in August. This is almost in line with YoY wage growth, which is currently 2.6%.
Services CPI has had a slight uptick in Q3, currently measuring 2.5%. This is still below a longer-term
average of 3.4% (since 2000). The opposite is true for Core Goods, which have fallen recently to
1.4% vs a long-term average of -0.8%
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Market Summary - Chief Investment Officer

It’s been a mixed quarter for Global markets as the MSCI ACWI returned 5.8% in sterling terms.
However, performance has been driven primarily by US Equities as the ACWI index has an
allocation of 55% to the US market. In contrast the MSCI ACWI ex USA index returned 2.16% in
sterling terms.
Over Q3, US markets continued their upward trend from Q2 with the S&P 500 returning 7.7% in USD
terms over the quarter, and Tech stocks contributing the majority of performance over the quarter
as both Apple and Amazon became the first and second trillion-dollar companies respectively. The
NASDAQ index hit new records and climbed 7.1% over the quarter, re-affirming the performance of
Tech stocks over Q3. The US stock market was largely buoyed by strong economic data. This has
been driven by tax reforms, low unemployment and wage growth in the US, which has hit its
highest level since 2009, and in turn supported retail sales growth of 7% year on year.
However, it was a different picture for other global markets especially those in the emerging world
as trade tension, oil prices and US monetary policy weighed heavily on the market. The trade row
between US and China contributed to a decline of -7.42% in Chinese markets as they face the
possibility of tariffs on £250 billion of exports to the US. The increasing interest rates imposed by the
FED affected those emerging market countries that are reliant on dollar-denominated debt such as
Turkey. Oil prices also increased by 5% over the quarter, influencing the performance of countries
that are deemed to be heavy oil importers. This all culminated in a return of -1% over the quarter
and -7.4% calendar YTD in USD terms.
Closer to home the FTSE All share returned -0.8% over the quarter, whilst the FTSE 250, which is
largely comprised of UK mid-cap companies returned -1.8%, as the possibility of a no-deal Brexit
loomed large. The pound fell over the quarter by 1.35% against the dollar – this was in spite of an
early August base rate rise to 0.75%, a theoretical signal for a strengthening currency.

Sterling returns for indices:

• FTSE All-Share: -0.8% (3m) 5.9% (12m)
• MSCI Europe: 2.10% (3m) 3.22% (12m)
• MSCI Europe ex UK: 3.09% (3m) 2.21% (12m)
• MSCI ACWI: 5.70% (3m) 13.53% (12m)
• MSCI ACWI ex USA: 2.05% (3m) 5.20% (12m)
• MSCI Emerging: 0.28% (3m) 2.43% (12m)
• MSCI Emerging ex China: 3.59% (3m) 3.29% (12m)
• S&P 500: 9.17% (3m) 21.23% (12m)

MSCI ACWI
Regional Breakdown

MSCI Emerging
Regional Breakdown
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Market Summary - Head of Private Markets

• Q3 2018 year to date saw private capital funds raise an average of $192bn each quarter, more
than in any previous year except 2017
• 2018 has seen 11 of the top 100 largest ever private capital funds close, with capital
concentration higher than ever before
• 4Q 2018 could see this rise further, with several unprecedently large funds due to close in both PE
and Infrastructure
• Private Markets are undergoing profound changes due to investor composition, technological
and industrial disruption, geopolitical and regulatory uncertainty and the sheer scale of expansion

Infrastructure

• The Renewable Energy sector continues to dominate transactions globally in spite of the
structural changes taking place, with support payments reducing or no longer available to new
projects
• Investors continue to favour the biggest generalist funds run by big brand-name managers.
Average fund size in 2018 YTD has increased to $1.5bn (from $0.9bn in 2017), yet the average
global deal size was c.$120m
• Committed but uninvested capital stands at $173bn globally. There are currently 176 funds in the
market seeking to raise an additional $142bn
• Political and regulatory uncertainty in the UK is deterring investment

Private Equity

• Activity picked up again in Q3 following two quarters of slower fundraising
• Unsurprisingly North America-focused funds dominated fundraising with 126 funds securing $82bn
in the three months to the end of September. 55% of this capital was committed to the 10 largest
funds, continuing a theme across Private Markets
• Global PE committed but uninvested capital rose to $1.14trn
• It is noteworthy that six of the 10 largest funds now in the market are Asia-focused strategies, the
other four being North America-focused. The rise of Asia is another recent trend, driven by
succession issues and favourable demographics
• Mature funds continue to enjoy favourable tailwinds, exiting and distributing more capital to
investors than they are drawing down

Global Quarterly Private Equity-Backed Buyout
Deals, Q1 2014 - Q3 2018

Global Infrastructure Deals by Sector
2015 - Q3 2018
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Market Summary - Head of Private Markets

UK Property

• The Investment Property Forum (IPF) forecasts suggest a deteriorating outlook for retail
commercial property, both in capital and rental terms
• London office capital values are now expected to be flat over 2018
• Even the growth in industrial values is anticipated to slow towards the year-end to give an overall
capital growth in UK commercial property of around 1% and a total return of under 6% for the full
calendar year
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Responsible Investment Governance & Stewardship Review

Climate Change - Disclosure Workshop Beijing

Stewardship ActivityWorld Class Stewardship

In July, we concluded our search for an Engagement and Voting overlay provider and have
appointed Hermes EOS. Case studies and their quarterly public engagement report are available
on their website. We will be sharing the engagement updates, together with client specific
engagement and voting activity reports every quarter from 2019.

The next task, with the support of our client funds, was to set about writing the Brunel Stewardship
Policy which includes our voting policy. To maximise the impact of our investor voice, Brunel will
operate with one voting policy across all segregated assets. We expect to publish the policy in
early November.

Stewardship is core to progressing our wider Responsible Investment Policy priorities and we took
the opportunity to meet and engage directly with companies on key issues. Faith Ward, Brunel’s
Chief Responsible Investment Officer, joined other investors in meeting senior representatives from
Alphabet (Google) and other large tech companies at their head offices whilst in California. The
meetings covered a range of issues including corporate governance, supply chain and
environmental issues, including climate disclosure.

Specifically on climate change, the Council for Metals and Mining (ICMM) convened a workshop
of its members (27 of the world’s leading mining and metals companies) on climate disclosure
where we were invited, as part of the Transition Pathway Initiative, to share the investors’
perspective on what disclosures we felt were needed to properly evaluate the companies’
approach to managing climate risk.

The UK Government has been active in cultivating commercial links with China. One part of the
programme relates to climate and environmental disclosures, where Brunel is part of a group of UK
investors sharing knowledge and experience with Chinese investors through several workshops, the
latest one in Beijing in July 2018. This work links to a recent announcement by the China Securities
Regulatory Commission (CSRC), in collaboration with China’s Ministry of Environmental Protection,
that by 2020 all listed companies and bond issuers are to disclose environmental, social and
governance (ESG) risks associated with their operations.
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Responsible Investment Governance & Stewardship Review

Resource Consumption and ProductionSupply Chain Challenges

A common theme that links large technology companies, miners and companies in China is supply
chain. These companies’ operations are often intrinsically linked. One of the areas we are
engaging with companies about is the efficient use, and ideally re-use, of resources. Innovations in
product design that increase energy efficiency, use less harmful components or reduces waste
can aid profitability and growth, without depleting costly natural resources. Resource consumption
and production is an issue that impacts across many sectors and we will provide more information
on outcomes of engagement in our regular reporting. Resource consumption and production is
one of the UN Sustainable Development Goals (SDGs) 12 (pictured right). The SDGs represent the
globally agreed world’s most pressing environmental, social and economic issues, and as such
serve as a list of the material ESG factors that should be considered as part of an investor’s fiduciary
duty.

UK Regulatory Developments

The consideration of ESG factors as part of investment strategy, practices and processes has been
clarified by several of the UK policy makers and regulators over the summer.

• The Financial Reporting Council (FRC) published the new UK Corporate Governance Code,
which placed a much stronger emphasis on conduct, culture and providing a framework so
companies can demonstrate throughout their reporting how the governance of the company
contributes to its long-term sustainable success and achieves wider objectives
• The Department of Work Pensions (DWP) published its response to the consultation on clarifying
and strengthening trustees’ investment duties, together with new regulations which make clear
that the financially material considerations which trustees must consider when making their
investment decisions include, but are not limited to, environmental, social and governance (ESG)
factors, including climate change
• Sir John Kingman is undertaking a review of the FRC’s governance, impact and powers, to help
ensure it is fit for the future

Brunel submitted responses to all of the consultations above and we have published these on our
website.
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High Level Performance of Pension Fund

Fund Target BM Excess

  3 Month 2.2 2.0 0.2
  1 Year 6.9 7.5 -0.6
  3 Years 12.3 12.7 -0.3
  5 Years 9.8 10.1 -0.3
  10 Years 9.6 9.6 0.0
  Fiscal YTD 5.6 6.2 -0.6
  Since Inception 7.9 8.4 -0.5
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Key Drivers of Negative & Positive Performance

Over the reporting period the Fund delivered positive absolute performance, however, slightly underperformed on a relative basis. The key highlights
of performance over the period:

• Exposure to Global Equity over the period contributed 2.1% to absolute performance. Global Active contributed 1.4% and Global Passive
contributed 0.7%
• Exposure to property contributed 0.19% to absolute performance, with Hermes and CBREI contributing 0.15% and 0.04% respectively
• Emerging markets had a muted quarter with the Blackrock Emerging fund returning 0.21% on a total return basis
• The Brunel portfolio has contributed 0.55% to absolute performance since inception, notably the Smart Beta portfolio returning 1.94% since inception
• Fixed Interest products detracted from absolute fund return over the quarter as they took -0.17% off absolute performance. Both funds also
contributed to negative underperformance as the Global Multi strategy underperformed its benchmark by 0.95% and the Global Fixed Interest
strategy underperformed by -0.06%
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Asset Allocation of Pension Fund
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Allocation Against Strategic Benchmark

Asset Allocation

The Fund has significant overweight allocations to Active Global Equity and Emerging Markets.

• The Active Global Equity overweight position in the Fund provided a positive allocation effect due to the relative outperformance of the Global
Equity market over the quarter. However, stock selection was negative as BlackRock underperformed its individual benchmark by 0.61% over the
quarter
• The slight overweight position in Emerging Markets over the quarter led to a negative asset allocation effect as Emerging Markets underperformed
the total benchmark, although stock selection was also negative as BlackRock Emerging underperformed its target benchmark
• The underweight positions in Private Debt exhibited a positive selection effect over the quarter. The Golub fund outperformed its target benchmark
by 2.3%, although the Bluebay fund underperformed by 0.43% due to its equal weight in the fund stock selection. On the whole, the Private Debt
positions provided a positive relative contribution
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High Level Performance of Pension Fund – Ex Post Risk

Total Return Benchm. Return

  Passive Developed Equities 3.5 3.5

  Passive Developed Equities (Hedged) 2.5 2.6

  Passive Low Carbon Equities 3.4 3.5

  Passive Smart Beta 1.9 2.0

Manager Level Performance (Transitioned) – Since Inception

Ann. Return Standard
Deviation

Benchm.
Return

Benchm. Std.
Dev.

  Aberdeen GARS -0.2 3.9 5.7 0.1
  Aberdeen Inv. 8.3 9.2 12.7 8.1
  Blackrock EM 18.5 14.1 18.1 14.1
  Blackrock GE 20.3 8.5 21.0 8.7
  CBREI 7.1 2.7 8.5 2.5
  Gloucestershire Performance Target 12.9 0.0 0.0 0.0
  Hermes 9.4 2.0 8.3 2.6
  WAMCO 5.5 7.7 6.3 8.1
  WAMCO GMS 4.2 5.0 2.5 0.0
  Gloucestershire County Council 12.3 5.6 12.7 6.1

Manager Level Performance (Pre-Transition) - 3 Year

Portfolio Performance

Over the three-year reporting period the Fund delivered positive absolute performance on an annual basis, however, underperformed slightly by -0.3%
on a relative basis. The key highlights of performance over the period:

• Despite the slight underperformance, if we consider risk adjusted return, we can see that the Fund slightly outperformed the benchmark as the Fund
exhibited a simple Return/Risk ratio of 2.20% vs the benchmark 2.08%
• Hermes Property has provided an absolute return of 9.4%, outperforming its target benchmark by 1.1% on a 3 year annualised basis, whilst also
exhibiting a lower volatility than its benchmark
• BlackRock Emerging Markets and BlackRock Global Equity have provided 18.5% and 20.03% absolute returns respectively. The Global Equity fund
underperformed the benchmark by 0.7% vs Emerging Market fund outperforming its benchmark by 0.4%
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Disclaimer

This material is for information only and for the sole use of the recipient, it is not to be reproduced, copied or shared. The report was prepared
utilizing agreed scenarios, assumptions and formats.

Brunel accepts no liability for loss arising for the use of this material and any opinions expressed are current (at time of publication) only. This report is
not meant as a guide to investing or as a source of specific investment recommendations and does not constitute investment research.

Certain information included in this report may have been sourced from third parties. While Brunel believes that such third party information is
reliable, Brunel does not guarantee its accuracy, timeliness or completeness and it is subject to change without notice.
Nothing in this report should be interpreted to state or imply that past performance is an indicator of future performance. References to
benchmarks or indices are provided for information only and do not imply that your portfolio will achieve similar results.

Brunel provides products and services to professional, institutional investors and its services are not directed at, or open to, retail clients.
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