Call for evidence on the future structure of the Local Government Pension Scheme
Response by the Suffolk Pension Fund

Summary

1. The response by the Suffolk pension fund to the call for evidence is set out below. The main points in the response are as follows.

(a) As part of the process of reviewing the LGPS, the DCLG should consider what information is needed, both nationally and locally, in order for various stakeholders to assess the robustness and sustainability of the funding strategies that have been adopted by individual LGPS funds (paragraph 11). 

(b) The DCLG should consider what level of long term investment return is required by LGPS funds in order to ensure the sustainability and affordability of the scheme (paragraph 14).

(c) The DCLG should consider what are the appropriate metrics by which to measure and assess the governance arrangements of LGPS funds (paragraph 17).

(d) The identification of the risks in the investment strategies of LGPS funds and an assessment of the way that these risks can be best managed should feature as one of the high level objectives by which options for change are assessed (paragraph 19).

(e) The pursuit of a reduction in investment fees in isolation is not a suitable objective as a driver for structural reform in the LGPS (paragraph 20).

(f) One of the suggested outcomes of the call for evidence should be for the DCLG to commission suitable research on the investment decision-making processes of LGPS funds in order to determine whether a lack of flexibility in the decision-making processes of LGPS funds adversely affects their investment performance (paragraph 22).

(g) It is not desirable to specify an objective of additional investment in UK infrastructure as a factor in determining potential structural changes to the LGPS, since this could adversely affect the ability of funds to achieve the best risk‑adjusted return on their assets (paragraph 26).

(h) The DCLG should seek assurance that administering authorities have adequate training in place for those charged (both officers and members) with responsibility for the management of LGPS funds (paragraph 27).

(i) An objective of increasing the level of in-house expertise that LGPS funds have available is not necessarily appropriate as an end in itself  (paragraph 28). 

(j) Greater in-house investment resource should not be adopted as an objective for the structural review of the LGPS, unless there is evidence that in-house management of fund investments produces a better outcome in terms of long term risk-adjusted investment returns (paragraph 32)

(k) It is suggested that the desirability for local accountability for the management of the LGPS should form part of at least the secondary objectives which inform the review of potential structural changes to the scheme (paragraph 35).

(l) Any proposals for structural change to the LGPS should include an assessment of the costs of change and the timescale over which these costs would be recovered (paragraph 37).

(m) The evidence required to undertake an evaluation of potential options for change to the LGPS would need to include at least the following information (paragraph 56):

a. Data on the costs of LGPS scheme administration, collected and analysed on a comparable basis.

b. Data on the performance of LGPS funds in terms of the standards of scheme administration.

c. Data on the investment strategies of LGPS funds and an analysis of their appropriateness in relation to the funds’ liabilities. 

d. Data on the long-term investment performance of LGPS funds and an analysis of the extent to which variations in performance between funds can be attributed to systematic variations in the approach adopted by funds.

e. Data on the funding strategies of LGPS funds and an analysis of their long-term sustainability.

f. Data on the governance arrangements of LGPS funds and an analysis of their robustness.

(n) It is suggested that the Scheme Advisory Board (currently the Shadow Scheme Advisory Board) would be best placed to take forward the collection and analysis of this information in order to provide advice to the Secretary of State on whether there is a case for structural change to the LGPS (paragraph 57).

Introduction
1. The call for evidence was issued by the Department for Communities and Local Government (DCLG) in June 2013. It sets out a number of ‘high level’ and ‘secondary’ objectives, which were put forward at a roundtable discussion between DCLG, the Local Government Association and other interested parties in May 2013, and which have been suggested as the basis on which proposals for possible structural changes to the local government pension scheme (LGPS) should be assessed. The call for evidence goes on to request responses to a number of specific questions, including proposals for options for change.
2. This response discusses the objectives that should provide the context for the consideration of potential changes to the LGPS and sets out answers to each of the questions in the call for evidence.
Objectives for structural reform

The call for evidence sets out the following suggested objectives for structural reform:

High level objectives

1. Dealing with deficits

2. Improving investment returns

Secondary objectives

1. To reduce investment fees

2. To improve the flexibility of investment strategies

3. To provide for greater investment in infrastructure

4. To provide access to higher quality staffing resources

5. To provide more in-house investment resource.

3. Each of the suggested objectives is considered in turn below. However it should be noted that the call for evidence does not indicate what is the rationale for using this list of objectives as the criteria for considering options for structural change in the way that the LGPS is administered. It also gives no indication of how the objectives should be judged in terms of their relative importance, even if they are accepted as the basis for evaluating possible changes to the LGPS. There is also no clear explanation of what the relationship should be between the ‘high level’ objectives (by implication more important) and the ‘secondary objectives’ (by implication less important).

4. The objectives that have been put forward in the call for evidence are discussed below and a number of other objectives are suggested as criteria by which potential changes to the structure of the LGPS should be judged.

Dealing with deficits

5. The LGPS, in common with most defined benefit pension schemes in the private sector in the UK, has a significant actuarial deficit at present. An analysis undertaken by Hymans Robertson earlier this year suggested that the average funding level of LGPS funds was around 69% at March 2013, compared with 75% at March 2010 (see references: Hymans Robertson, 2013). The reasons for the deterioration in the funding level over the three year period are generally agreed, and relate principally to the fall in the real discount rate used to value the funds’ liabilities. 
6. The fall in the real discount rate over the past three years is in turn related to the impact of the Government’s quantitative easing programme on gilt yields, which are a prime determinant of the discount rate. While the fall in the LGPS funding level is a matter for some concern, there is a general consensus among the actuarial profession that over the longer term, gilts yields can be expected to revert to something closer to their historic levels. If that proves to be the case, then the recent reduction in the funding position of the LGPS can be expected to be reversed over the longer term. That will nevertheless still mean that LGPS funds will need to repair their historic underfunded position through their medium to long term funding and investment strategies.
7. All LGPS administering authorities are required to prepare and publish a funding strategy which sets out their approach to meeting their pension fund liabilities. This approach must include their proposals for ensuring the long term solvency of the fund and recovering any deficit. The sustainability of these funding strategies is clearly a matter of interest both to the DCLG as well as to the employers within the funds. The sustainability of funding strategies will depend on a number of factors, which are not limited to the reported headline numbers of the size of the deficit for individual funds. 
8. The actuarial assumptions that are used to calculate the deficit will vary according to the circumstances of the individual funds, but will also vary according to the expectations of future investment returns that are used by the actuary. To the extent that higher future investment returns are assumed, there may be a greater chance of a shortfall in actual returns compared with target returns or a higher level of risk embedded in a fund’s investment management arrangements. There may be good reasons for variations in the investment strategy and in the assumptions of future investment returns which are used in the funding strategies of pension funds. For example closed funds, which are more mature than open funds and have a significant net cash outflow, will typically adopt an investment strategy with lower investment risk. 
9. The level of deficit payments that individual funds require their scheme employers to make as part of the funding strategy also varies considerably between funds. This will relate in part to the variations in the funding level between funds, but it will also reflect the decisions that have been made by administering authorities about the appropriate timescale for deficit recovery and the phasing of contribution increases. There should be a requirement on funds to demonstrate that their funding strategies are both reasonable and prudent in the light of their individual circumstances.

10. Dealing with deficits is clearly an important issue for scheme administering authorities and for the DCLG. It is not clear that structural reform to the LGPS will in itself have any impact on the scheme deficits. It will only affect scheme deficits in so far as it either increases the future investment returns of the scheme assets or reduces the costs of administering the scheme. It should be recognised that the process of returning funds to a fully funded position is likely to be a long term process. Most LGPS funds have funding strategies which provide for the recovery of the deficit over a period of around 20-25 years. 
11. As part of the process of reviewing the LGPS, the DCLG should consider what information is needed, both nationally and locally, in order for various stakeholders to assess the robustness and sustainability of the funding strategies that have been adopted by individual LGPS funds. 
Improving investment returns
12. It may be helpful to distinguish between ‘improving investment returns’ and ‘increasing investment returns’. Clearly, if increased investment returns from LGPS assets could be achieved, this would reduce the cost of the scheme in terms of employer contributions required and so ultimately to the taxpayer. However it would not be desirable to pursue an objective of increased investment returns without also considering the possible impact on the investment risk involved.
13. It is suggested that in order to properly assess what ‘improving investment returns’ should involve, it is necessary to also consider what is the appropriate level of risk that should be involved in the investment strategies of LGPS funds. This should also involve a recognition that different investment objectives may be appropriate for different funds or for different groups of employers within individual funds, according to their risk appetite/tolerance.
14. As part of the review the DCLG should consider what level of long term investment return is required by LGPS funds in order to ensure the sustainability and affordability of the scheme.

Other High level Objectives

15. It is suggested that there are a number of other issues that should be considered and which should feature as part of the ‘high level’ objectives for any changes that might be made to the management arrangements for the LGPS.

Improved Governance Arrangements
16. The governance arrangements for the LGPS cover a number of aspects of the scheme. The administering authorities, which are designated as scheme managers under the Public Service Pensions Act 2013, are responsible for the administration of the scheme benefits and for the management of the fund investments. As such they are accountable for their stewardship to a number of stakeholders and interested parties. The scheme members have an interest in the effective and efficient administration of the scheme benefits. The scheme employers have an interest in the costs of the scheme in terms of their current and future employer contributions. The administering authorities are also responsible to a wider body of stakeholders who are interested in effective public administration and ultimately to the DCLG as the responsible authority for the LGPS under the Act. The robustness of the governance arrangements which the administering authorities have in place will affect their ability to demonstrate effective stewardship for the pension funds and their accountability to the various stakeholder interests (see references: Clark and Urwin, 2007).
17. It is suggested that improved governance of the LGPS should be a key objective in the consideration of potential structural changes to the LGPS. The DCLG should consider what are the appropriate metrics by which to measure and assess the governance arrangements of LGPS funds.
Improved Risk management
18. The Hutton Commission’s Final Report identified the main risks within defined benefit schemes as investment, inflation, salary and longevity risk (Hutton Report, p.10). The management of the risks associated with the investments of LGPS funds is a key factor in ensuring the long term sustainability of the LGPS. Historically the employers covered by the LGPS have been local authorities, which may be considered to have a secure long-term covenant, which is ultimately backed by their tax-raising powers. However even within local authorities there is a considerable range in the scale of their operations and their resources, from small parish and town councils at one extreme to large metropolitan and county councils at the other. More recently there has been a significant expansion in both the number and type of employers covered by the LGPS. These now include a substantial number of former local authority schools which have become academies and also employers for outsourced services which have become admitted bodies in the LGPS. There is therefore a spectrum of LGPS employers who may have different characteristics in terms of the risks they represent for  administering authorities. The way that administering authorities manage both their investment strategy and their funding strategy needs to reflect the varying characteristics of the scheme employers.
19. The pursuit of higher investment returns should not be adopted as a high level objective in any review without proper consideration of the level of investment risk that is appropriate for the local government pension scheme. The identification of the risks in the investment strategies of LGPS funds and an assessment of the way that these risks can be best managed should feature as one of the high level objectives by which options for change are assessed.
Reduction in investment fees
20. At its simplest, a reduction in investment fees could be achieved by moving a greater proportion of LGPS assets from active management to passive (index-tracking) management. Passive fund management costs on average around 10 basis points (0.1%) of funds under management compared to around 60 bp (0.6%) for active management. There may well be good reasons why funds choose active management in order to access specialised asset classes or in the expectation of higher investment returns over the long-term. An objective of lower investment fees in itself would not be in the best interests of LGPS funds if it compromised their ability to achieve the best risk-adjusted returns on their investments. It is suggested that the pursuit of a reduction in investment fees in isolation is not a suitable objective as a driver for structural reform of the LGPS.
Flexibility of investment strategies

21. It is not immediately apparent why an objective of increased flexibility in investment strategies should be adopted, unless there is evidence that the existing approach(es) used by administering authorities to determine their investment strategies is inappropriate or that it is leading to underperformance in their investment returns. Pension funds operate with a long-term time horizon, which reflects the fact that their liability to pay pensions to scheme members extends over a period of around 60 years, since new employees currently in their twenties may be receiving pensions into their eighties. Pension funds should therefore focus on long-term investment returns, while recognising the importance of managing investment risks over  the short and medium term.

22. If there is evidence that investment opportunities are not being identified and exploited because of the delays and other problems in the decision-making processes of administering authorities, this may be a reason to review the way that LGPS funds review and implement changes to their investment strategies. However it is not apparent that any research has been undertaken which suggests that this is in fact the case. If there was evidence that LGPS funds as a whole or a significant proportion of them were producing significantly lower investment returns than those achieved by the best performing funds with comparable liability and risk profiles, this might suggest that there were potentially problems in their investment decision-making process which required examination. Again, it is not clear that evidence to this effect has been published. One of the outcomes of the call for evidence should be for the DCLG to commission suitable research on the investment decision-making processes of LGPS funds in order to determine whether a lack of flexibility in the decision-making processes of LGPS funds adversely affects their investment performance.
Greater investment in infrastructure

23. LGPS pension funds are set up under statute and their purpose is to provide pension benefits for members of the LGPS. There are rules which have been established by statute and by court decisions about the way that administering authorities should exercise their functions in relation to the management of the pension funds that they are responsible for. The Wednesbury case for example (Associated Provincial Picture Houses Ltd v Wednesbury Corporation [1948] 1 KB 223, HL) established a basic requirement that in reaching decisions in respect to the exercise of their functions, local authorities must have regard to all relevant considerations and must disregard any irrelevant considerations. 
24. It has been suggested that it would be desirable for LGPS funds to invest a greater share of their assets in UK infrastructure in order to support a larger policy objective by the Government to improve UK infrastructure. However it is not clear whether the duties of administering authorities as set out in the statutory framework for the LGPS would permit them to do this, since it might potentially limit their ability to achieve the best risk-adjusted returns on their investments.

25. The Government carried out a consultation earlier in 2013 on proposed changes to the 2009 LGPS investment regulations, which were aimed at easing restrictions in the investment limits set out in Schedule 1 to the regulations, which might limit the allocations that funds can make to investment vehicles such as limited partnerships. Investments in infrastructure typically tends to be via this form of legal structure. The Government’s decision to increase the limit on limited partnerships from 15% to 30% of the fund removed a potential barrier to additional investments by funds in infrastructure as an asset class. However such a change in itself is unlikely to increase the investment by funds in UK infrastructure, unless the investment case for such an allocation is also compelling. 

26. It is not desirable to specify an objective of additional investment in UK infrastructure as a factor in determining potential structural changes to the LGPS, since this could adversely affect the ability of funds to achieve the best risk‑adjusted return on their assets.

Access to higher quality staffing resources

27. The question of the adequacy of the existing in-house resources that are available to administering authorities to discharge their responsibilities for the management of LGPS funds is certainly worthy of examination. The Knowledge and Skills Framework that has been developed by CIPFA has set out best practice guidance on the skills and expertise that are appropriate for the council officers and also for elected members and other representatives, who have responsibilities in relation to the management of the funds. The CIPFA guidance includes a recommendation that the annual report of pension funds includes a statement by the responsible officer (generally the statutory chief financial officer) regarding the adequacy of the training arrangements for both the officers and committee members involved with the fund.  The DCLG should seek assurance that administering authorities have adequate training in place for those charged (both officers and members) with responsibility for the management of LGPS funds.
28. It should be recognised that LGPS funds make significant use of external service providers, in particular the use of professional investment managers who have expertise in the selection and management of investments. Alongside these arrangements, LGPS funds make use of professional advisors for actuarial services, investment advice, performance measurement and a range of other professional services, such as specialist legal advice. These services are typically procured by LGPS funds through procurement processes which are subject to the requirements of the OJEU rules. While high-quality staffing resources are an important element in the discharge of the responsibilities of LGPS funds, it is not the only resource they have available to them. 
29. In order to assess the adequacy of the management arrangements, it is important that due consideration is given to the availability of external service providers as well as the in-house resources that funds have available. An objective of increasing the level of in-house expertise that LGPS funds have available is not necessarily appropriate as an end in itself. 
More in-house investment resource

30. If the DCLG considered that there was a case for a greater proportion of LGPS assets to be managed on an in-house basis, then it seems likely that there would be a need to increase the level of in-house expertise that funds have access to. However in order to justify such a course of action, it would be necessary to demonstrate that in-house management was more cost-effective than the use of external professional agents, either generally or for specific asset categories of investment. This may be true, but it should not be assumed as a matter of course in considering the options for structural change to the LGPS (see references: State Street Investment Analytics, 2013).

31. There is some evidence that in-house management of investments results in lower investment management costs. The analysis that has been carried out as part of the Hymans Robertson/CEM benchmarking exercise in summer 2013 suggests that the larger LGPS funds tend to have lower investment management costs, because they typically have a larger proportion of their assets managed in-house (see references: CEM Benchmarking Inc., 2013). However investment management costs should not be considered in isolation from the investment returns and the risk profile of LGPS funds, since these factors are likely to be considerably more significant in terms of their impact on the long-term viability of the LGPS (see references: The WM Company, 2013). 

32. It is suggested that greater in-house investment resource should not be adopted as an objective for the structural review of the LGPS, unless there is evidence that in-house management of fund investments produces a better outcome in terms of long term risk-adjusted investment returns.
Other secondary objectives
It is suggested that in the consideration of options for structural change to the LGPS, the desirability for local accountability and the cost of any potential changes should be taken into account at least as secondary objectives.

Greater local accountability

33. The LGPS provides pension arrangements for around 4 million scheme members and covers several thousand employers, including local authorities, academies and further education colleges, contractors for outsourced services and a range of voluntary bodies which provide public services. All of these groups have an interest in efficient and effective administration of the LGPS. They also have an interest in the accountability of the administering authorities for their stewardship of the LGPS.

34. The Public Service Pensions Act 2013 includes provision for the establishment of pension boards by each of the administering authorities. There is a requirement for the pension boards to include equal representation for both scheme employers and scheme members. There is an expectation that the pension boards will have responsibility for oversight for the way that the administering authorities carry out their responsibilities for the management of the LGPS.

35. In so far as the DCLG’s review of options for structural change to the LGPS identifies potential benefits arising from the merger of LGPS funds, either from improved investment returns or from reductions in administration costs, it should be recognised that this could result in changes in the relationship between those responsible for administration of the scheme and the groups (members and employers) to whom they should be accountable. It is suggested that the desirability for local accountability for the management of the LGPS should form part of at least the secondary objectives which inform the review of potential structural changes to the scheme.
Minimising costs of change

36. It seems likely that any potential structural changes to the management arrangements for the LGPS will involve costs in terms of establishing  and resourcing the bodies which have responsibility for the future management of the scheme. It is important that due consideration is given to the potential costs of change from the current management arrangements for the LGPS in any assessment of potential options for structural change. 

37. Any proposals for structural change to the LGPS should include an assessment of the costs of change and the timescale over which these costs would be recovered.

Questions in the call for evidence

38. The Call for Evidence ask for responses to have regard to the following questions as part of the consideration of the issues raised by the consultation.

Question 1 – How can the Local Government Pension Scheme best achieve a high level of accountability to local taxpayers and other interested parties – including through the availability of transparent and comparable data on costs and income - while adapting to become more efficient and to promote stronger investment performance.

Question 2 – Are the high level objectives listed above those we should be focussing on and why? If not, what objectives should be the focus of reform and why? How should success against these objectives be measured?

Question 3 – What options for reform would best meet the high level objectives and why?

Question 4 – To what extent would the options you have proposed under question 3 meet any or all of the secondary objectives? Are there any other secondary objectives that should be included and why?

Question 5 – What data is required in order to better assess the current position of the Local Government Pension Scheme, the individual Scheme fund authorities and the options proposed under this call for evidence? How could such data be best produced, collated and analysed?
39. The responses to these questions are set out below, with reference where appropriate to comments that have been made elsewhere in this response.

Question 1 – How can the Local Government Pension Scheme best achieve a high level of accountability to local taxpayers and other interested parties – including through the availability of transparent and comparable data on costs and income - while adapting to become more efficient and to promote stronger investment performance.

40. The wording of Question 1 is somewhat unclear in so far as it appears to assume an underlying opposition between two different objectives, ‘a high level of accountability to local taxpayers’ on the one hand and ‘adapting to become more efficient’ and ‘stronger investment performance’ on the other. There is nothing in the call for evidence which demonstrates that this should necessarily be the case, i.e. that it is not possible to have both strong local accountability and improvements in efficiency and investment performance.

41. However if structural change to the LGPS results in the merger of LGPS funds, then this will necessarily open up the question of what the future governance arrangements for the scheme should be and how local accountability will be achieved in future. If the 89 existing LGPS funds are merged into a number of ‘super-funds’ then there will need to be a mechanism for appointing those who exercise the quasi-trustee role that existing local authority pension fund committees fulfil at the moment. In this case the governance arrangements will also need to cover the accountability of these funds to both the employers within the funds and the scheme members. The recently passed Public Service Pensions Act 2013 created a requirement for local pension boards with a responsibility for scrutiny over the way that the administering authorities manage each of the local funds. It is not clear how local accountability can be easily maintained if a number of super‑funds are established following structural changes to the LGPS, because their creation will break the link between those charged with running the funds and the employers and scheme members who pay contributions into the funds.
‘A high level of local accountability’

42. Local accountability for the management of the LGPS funds is promoted at present through a number of mechanisms. These include the representation of what is in most cases the major employer in the fund (the administering authority itself) on the pension fund committee and the inclusion of at least some employers and scheme members on the pension fund committees. The changes introduced by the Public Service Pension Act 2013 will formalise the requirements for representation of scheme employers and scheme members on the pension boards of the administering authorities.
43. LGPS funds are subject to a requirement to produce an annual statement of accounts which are subject to audit, and they are also required to publish an annual report on their activities and their performance. It may be considered therefore that there are already good arrangements in place for LGPS administering authorities to demonstrate local accountability for their stewardship of the funds they manage.

44. It is less clear whether the arrangements for comparisons between LGPS funds in terms of their costs and performance are equally robust, and the existing arrangements to capture data about the LGPS funds appear to have developed in a rather ad hoc and haphazard manner. For example, most LGPS funds make use of the WM performance measurement service in relation to their investment performance and the WM company does a considerable amount of analysis of this data (see references. The WM Company, 2013). However it does not appear to be the case that this data has been collected and reviewed at a national level by DCLG (or any other national agency), in order to assess whether there are systematic variations in investment performance between funds. It would seem appropriate for the DCLG to undertake itself or to commission a review of the investment performance of LGPS funds to provide assurance at a national level that LGPS funds are being prudently and efficiently managed.
45. The data on the administration and investment management costs that is collected nationally by DCLG through the annual SF3 data returns is also somewhat unsatisfactory, because of the vagaries of how such costs are accounted for at a local level. One of the submissions that has been made to the DCLG’s call for evidence is the outcome of a benchmarking exercise that has been undertaken jointly by Hymans Robertson and CEM, the Canadian benchmarking firm (see references: CEM Benchmarking Inc., 2013). This piece of work has sought to capture data on investment management costs on a consistent basis across a number of LGPS funds which participated in the project, including the Suffolk pension fund. Among the findings of the study was the conclusion that actual investment management costs of LGPS funds are around 60 basis points (0.6% of assets under management), around double the average figure for LGPS funds that is currently reported in the DCLG’s collation of the SF3 data. This suggests that there is a need to undertake a comprehensive data collection exercise on the investment management costs for the LGPS, so that any discussion of possible future changes can be informed by robust information on the current costs of the scheme.

‘Improved investment performance’

46. Increased efficiency and stronger investment performance by the LGPS are objectives which will be widely supported. However it should be recognised that increased investment returns should not be considered a desirable objective in isolation without also considering what level of investment risk it is appropriate for LGPS funds to accept. There is likely to be a trade off for LGPS funds between targeting higher investment returns and accepting increasing risk in terms of the volatility of their investment performance. It is suggested that LGPS funds should not be expected to deliver investment returns which results in them taking on an excessive level of investment risk.

47. It is clear that given the current level of scheme member contributions towards the cost of the LGPS (around 6.5% of pay), the employer contributions that are required for ongoing service within the scheme will be directly related to the investment returns that are achieved by LGPS funds. LGPS funds currently must take a view about what level of investment return (and investment risk) it is appropriate to target within their investment and funding strategies.

48. It is suggested that the DCLG has a legitimate interest in seeking assurance that the investment strategies that are being pursued by the LGPS funds are prudent in relation to their responsibility for the proper management of fund investments. There is currently a requirement for all LGPS funds to publish a statement of investment principles which sets out their investment strategy. However it is not clear whether DCLG undertakes an assessment of these investment statements or commissions any independent review of their appropriateness. It is suggested that one of the outcomes of the call for evidence should be a review by DCLG of the investment strategies of LGPS funds to provide assurance that they are fit for purpose.

Question 2 – Are the high level objectives listed above those we should be focussing on and why? If not, what objectives should be the focus of reform and why? How should success against these objectives be measured?

49. As set out above (paragraphs 5-11), the high level objective of ‘dealing with deficits’ should include the following:

The DCLG should consider what information is needed, both nationally and locally, in order for various stakeholders to assess the robustness and sustainability of the funding strategies that have been adopted by individual LGPS funds. 

50. As set out above (paragraphs 12-16), the high level objective of ‘improving investment returns’ should include the following:
The DCLG should consider what level of long term investment return is required by LGPS funds in order to ensure the sustainability and affordability of the scheme for employers.

51. As set out above (paragraphs 16-19), it is suggested that the ‘high level’ objectives that are taken into account in any evaluation of options following the call for evidence should include the following.

1. Improved governance arrangements

2. Improved risk management

Question 3 – What options for reform would best meet the high level objectives and why?

52. It is suggested that it is not possible to undertake a systematic appraisal of options for structural change to the LGPS until there is a robust basis of evidence on which to undertake a meaningful analysis and a degree of consensus on what the objectives should be that such changes are intended to achieve. The response to Question 5 sets out what data is needed to assess potential options for change. 
Question 4 – To what extent would the options you have proposed under question 3 meet any or all of the secondary objectives? Are there any other secondary objectives that should be included and why?

53. The secondary objectives set out in the call for evidence are as follows:

1. To reduce investment fees

2. To improve the flexibility of investment strategies

3. To provide for greater investment in infrastructure

4. To provide access to higher quality staffing resources

5. To provide more in-house investment resource.

54. As set out above (paragraphs 20-32), the ‘secondary objectives’ that have been put forward in the call for evidence are not appropriate as criteria in deciding whether structural changes to the LGPS are required. The pursuit of the secondary objectives in isolation could lead to perverse outcomes, which are not in the best interests of the LGPS. For example, a reduction in investment fees could be achieved by having a greater proportion of LGPS funds managed on a passive index‑tracking basis, since investment management fees are typically lower for passive than for active management. However the consequences of this for the investment performance and risk incurred by LGPS are not necessarily desirable.
55. As set out above (paragraphs 33-37), the secondary objectives that are taken into consideration in any option appraisal should include the following:

1. Greater local accountability

2. Minimising costs of change

Question 5 – What data is required in order to better assess the current position of the Local Government Pension Scheme, the individual Scheme fund authorities and the options proposed under this call for evidence? How could such data be best produced, collated and analysed?
56. The evidence required to undertake an evaluation of potential options for change to the LGPS would need to include at least the following:

1.  Data on the costs of LGPS scheme administration, collected and analysed on a comparable basis.

2. Data on the performance of LGPS funds in terms of the standards of scheme administration.

3. Data on the investment strategies of LGPS funds and an analysis of their appropriateness in relation to the funds’ liabilities. 

4. Data on the long-term investment performance of LGPS funds and an analysis of the extent to which variations in performance between funds can be attributed to systematic variations in the approach adopted by funds.
5. Data on the funding strategies of LGPS funds and an analysis of their long-term sustainability.

6. Data on the governance arrangements of LGPS funds and an analysis of their robustness.
57. It is suggested that the Scheme Advisory Board (currently the Shadow Scheme Advisory Board) would be best placed to take forward the collection and analysis of this information in order to provide advice to the Secretary of State on whether there is a case for structural change to the LGPS.
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