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W H A T  I S  S U S T A I N A B I L I T Y ?

“Sustainability is defined as a requirement of our generation to manage 

the resource base such that the average quality of life that we ensure 

ourselves can potentially be shared by all future generations.”

“Able to be maintained at a certain rate or level.”

O x f o r d  D i c t i o n a r i e s

a d j e c t i v e
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INVESTMENTS

GOVERNANCE

H O W  S U S T A I N A B L E  I S  T H E  L G P S ?

BENEFITS

FUNDING & DEFICITSOPERATIONAL COSTS



© MERCER 2015 3

W H A T  I S  C H A L L E N G I N G  S U S T A I N A B I L I T Y ?

F I N A N C I A L  A U S T E R I T Y  A N D  

S E C T O R  C H A N G E S

F U N D I N G  A N D  D E F I C I T S  
G R E A T E R  N A T I O N A L  &  

L O C A L  S C R U T I N Y ?

C H A N G I N G  M A T U R I T Y /  

E M P L O Y E R  N U M B E R S

N E T  

C A S H F L O W S

E M P L O Y E R  

N U M B E R S
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F I N A N C I A L S  – U K  P U B L I C  S E C T O R  P E N S I O N S  

P L C

State 
Pensions

11%

Unfunded 
Schemes

8%

LGPS
1%

Other
80%

UK S P E NDI NG  2 0 1 3 - 1 4
S U M M ARY
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U P W A R D  C O S T  

P R E S S U R E S

2 0 1 1      2 0 1 4        2 0 1 7 ?

C O N T R I B U T I O N  R A T E S

%  O F  M E M B E R S H I P  P A Y R O L L

1 8 . 5 %      2 0 . 5 %         2 1 . 5 % ?

%  O F  C O U N C I L  B U D G E T

7 %        1 0 %            1 5 % ?

F I N A N C I A L S  – I N D I V I D U A L  C O U N C I L S ?

WHAT CAN WE DO ABOUT IT?

DEFICITS BUDGET CUTS
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F U N D I N G  &  D E F I C I T S

“There are no problems, only solutions.”
J o h n  L e n n o n

• Historic Investment returns?

• Low interest rates => low 

expected returns/higher 

liabilities?

• Historically not enough 

contributions paid?

What have 

been causes 

of deficits?

• Higher contributions

• Higher investment returns

• Reduce costs

• “Smarter” Risk Management?

What are the 

options 

available?
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F O C U S  O N  A R E A S  O F  B I G G E S T  I M P A C T  

A T T R I B U T I O N  A N A L Y S I S  O F  D E F I C I T
I
N

C
R

E
A

S
I
N

G
 
I
M

P
A

C
T

G
O

V
E

R
N

A
N

C
E

F
O

C
U

S
?

Active managers
underperform by 1%

Members live one year
longer than expected

Growth assets fall by 10%

Expected inflation rises by
0.5% p.a.

Expected returns fall by 0.5%
p.a.

Return generation + risk management =  more stable outcomes and sustainability
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…  B U T L E T ’ S  N O T  L O S E  S I G H T  O F  T H E  U L T I M A T E  

O B J E C T I V E …

M A N A G I N G D E F I C I T S  &  

S T A B L E   C O N T R I B U T I O N S

P A Y I N G  P E N S I O N S

Focus on risk management will be key 

http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.theguardian.com/money/2012/jun/04/nest-pension-flaws&ei=7flvVenNMMyvUeGNg6gL&bvm=bv.94911696,d.d24&psig=AFQjCNG5hzHub0UvoIqXC7uY-9eWdcl-2A&ust=1433488222316405
http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.theguardian.com/money/2012/jun/04/nest-pension-flaws&ei=7flvVenNMMyvUeGNg6gL&bvm=bv.94911696,d.d24&psig=AFQjCNG5hzHub0UvoIqXC7uY-9eWdcl-2A&ust=1433488222316405
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More efficient liability matching? Investing to match cashflows

What do we currently use to manage deficit and risk? Put a plan in place to be opportunistic

Example LGPS yield triggers

 Take a long term view

 Have a plan

 Capture gains as they 

happen

 Be more opportunistic

 More stable deficit as 

a result

F U N D I N G  &  D E F I C I T  M A N A G E M E N T  - T O O L K I T

Deficit 

Recovery 

Periods

Maximising 

employer 

input

This approach can be applied at a Fund level of 

for individual employers

Liability 

Management 

e.g. Trivial 

Commutation

Maximising 

returns / 

efficient risk 

reduction

Improve 

covenant
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F U N D I N G  &  D E F I C I T S  - M A N A G I N G  T H E  

E M P L O Y E R S

H I G H E R  

R I S K

M E D I U M  

R I S K

L O W E R  

R I S K

K E Y  E M P L O Y E R  

F E A T U R E S :
T Y P E S  O F  E M P L O Y E R S

• F U N D I N G  

L E V E L

• S I Z E  &  

M A T U R I T Y

• C O V E N A N T

• E M P L O Y E R  

O B J E C T I V E S

Councils

Large Scheduled Bodies

Other Scheduled 
Bodies

Admitted Bodies

Academies

Orphans

http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.iconarchive.com/show/outline-icons-by-iconsmind/Bucket-icon.html&ei=FwxwVf39I8blUZiMgIAD&bvm=bv.94911696,d.d24&psig=AFQjCNHSxRcnkYglfA9YOCgm_tv3SOWiCA&ust=1433492883328216
http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.iconarchive.com/show/outline-icons-by-iconsmind/Bucket-icon.html&ei=FwxwVf39I8blUZiMgIAD&bvm=bv.94911696,d.d24&psig=AFQjCNHSxRcnkYglfA9YOCgm_tv3SOWiCA&ust=1433492883328216
http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.iconarchive.com/show/outline-icons-by-iconsmind/Bucket-icon.html&ei=FwxwVf39I8blUZiMgIAD&bvm=bv.94911696,d.d24&psig=AFQjCNHSxRcnkYglfA9YOCgm_tv3SOWiCA&ust=1433492883328216
http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.iconarchive.com/show/outline-icons-by-iconsmind/Bucket-icon.html&ei=FwxwVf39I8blUZiMgIAD&bvm=bv.94911696,d.d24&psig=AFQjCNHSxRcnkYglfA9YOCgm_tv3SOWiCA&ust=1433492883328216
http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.iconarchive.com/show/outline-icons-by-iconsmind/Bucket-icon.html&ei=FwxwVf39I8blUZiMgIAD&bvm=bv.94911696,d.d24&psig=AFQjCNHSxRcnkYglfA9YOCgm_tv3SOWiCA&ust=1433492883328216
http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&frm=1&source=images&cd=&cad=rja&uact=8&ved=0CAcQjRw&url=http://www.iconarchive.com/show/outline-icons-by-iconsmind/Bucket-icon.html&ei=FwxwVf39I8blUZiMgIAD&bvm=bv.94911696,d.d24&psig=AFQjCNHSxRcnkYglfA9YOCgm_tv3SOWiCA&ust=1433492883328216
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O P E R A T I O N A L  A N D  I N V E S T M E N T  C O S T S

“...The Local Government Pension Scheme has become a staggeringly 

inefficient, self-serving empire.”
Centre for Policy Studies  - Michael Johnson

• Single investment fund, 4 asset allocators & 2 CIVs

• Single administrator

• Cashflow based cost control 

• PPF protection

What are his proposals?

Pensions
71%

Lump Sums
17%

Transfer 
values etc

5%

Admin 
expenses

2%

Investment 
expenses

5%

2 0 1 3 - 1 4  E X P E N D I T U R E  - £ 8 . 9 B N

Investment 
Income

27%

Transfer 
Values

5%

Employee 
contributions

16%

Employer 
contributions

52%

2 0 1 3 - 1 4  I N C O M E  £ 11 . 6 B N
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I N V E S T M E N T S  A N D  C O L L A B O R A T I O N

J O I N T  

P R O C U R E M E N T S

C O L L E C T I V E  

I N V E S T M E N T  

V E H I C L E S

( C I V ) ?

F U N D  

M E R G E R S ?

P O O L I N G  

A S S E T S

C O M B I N E D  

I N T E R N A L  

T E A M S ?

D E L E G A T I O N

E X P E R I E N C E  

S H A R I N G





?
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T R AN S PAR E N C Y &  
F L E X I B I L I TY

Supports clear decision 
making providing better 

governance

R I S K  AWAR E  

A prudent funding 
framework to support 

objectives

O B J E C T I V ES  
D R I V E N

Consistency with longer 
term investment strategy 

is crucial

P R AC T I C AL 
S I M P L I C I TY

Understandable to the 
many stakeholders

P E N S I O N S  
L AN D S C AP E

N AT I O N AL C O S T  
CO NTRO L

C U R R E N T  
S T R U C T U R E

C H AN G E  N E E D E D ?

B E N E F I T S
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Operational costs

Improve value for money

Evolution of collaborative working

Funding and deficits

Deficit & Risk management

Employer specific solutions

Investments

CIVs

Mergers

T H E  L G P S – C A N  I T  B E  S U S T A I N E D ?

Benefits

Cost control

Future changes

?

?
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I M P O R T A N T  N O T I C E S

Responsibility for this presentation is my own.  Any views expressed do not necessarily represent those of 
Mercer.

References to Mercer shall be construed to include Mercer LLC and/or its associated companies.

© 2015 Mercer LLC. All rights reserved.

Information contained herein has been obtained from a range of third party sources. While the information is 
believed to be reliable, Mercer has not sought to verify it independently. As such, Mercer makes no 
representations or warranties as to the accuracy of the information presented and takes no responsibility or 
liability (including for indirect, consequential or incidental damages), for any error, omission or inaccuracy in 
the data supplied by any third party.
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