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Welcome to our winter edition of Investment 
Perspectives.

Welcome 

Equity markets finished 2017 in similar fashion to 2016 
– double digit returns. However, there were significant 
differences between the two. In 2017, growth stocks 
outperformed value stocks, driven by strong 
performance of the US tech sector, as we entered a 
phase of synchronised global growth and corporate 
earnings growth, reversing the pattern of 2016. In 2017, 
sterling recovered some of the ground lost over 2016. 

Gilt yields didn’t rise over the year, despite the first UK 
rate rise in 10 years and the continuing gentle 
normalisation of US base rates. However, they didn’t 
fall either, which meant that 2017 was generally one of 
improving funding levels for defined benefit schemes, 
allowing some the opportunity for an element of 
de-risking. 

All in all, that feels like a relatively positive backdrop 
against which to start 2018. It will be challenging – the 
strong returns over the last two years mean many 
assets are now highly bid, so there are less obvious 
“easy wins” - but with some decent global growth and 
earnings growth momentum, the challenges may 
appear more manageable. 

With this background, we have three market related 
papers in this quarter’s Investment Perspectives:

• In the first article, Graeme Johnston sets the scene for 
2018, providing his quarterly market background 
together with an overview of the outlook for markets. 

• With Brexit undoubtedly going to remain on the front 
pages, Tom Dunster takes a look at the composition of 
the UK equity market, and how our domestic equity 
market is likely to be affected by the ongoing 
uncertainty around the UK’s departure from the EU. 

• Recognising the challenge in finding value in these 
market conditions, John MacDonald provides an 
overview of three alternative asset classes we 
reviewed at our investment conference in November. 

Finally, following our article last quarter on fiduciary 
management as an outsourcing model for defined 
benefit schemes, Anthony Ellis takes a look at the 
growing use of Master Trusts in defined contribution 
schemes.

Andy Green
Chief Investment Officer 
andy.green@hymans.co.uk 
0131 656 5151
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Capital market update
Growth estimates for Q3 tended to confirm that the 
global economic expansion was, if anything, picking up 
pace. The US sustained the 3% annualised growth of 
the previous quarter; the equivalent number for the 
Eurozone was 2.5% but that has been sustained for a 
year now. Japan’s seventh successive quarter of growth 
marked its longest expansion since the 1990s. Even the 
UK managed to surpass expectations (just), although 
growth here remains subdued. More timely indicators 
– business surveys, economic surprise indicators – 
suggest that underlying momentum has remained intact 
into the New Year.

Meanwhile, inflation pressure (outside the UK anyway) 
remains subdued. The sharp rise in oil prices in the final 
quarter of 2017 may affect headline inflation in the near 
term, but core measures (i.e. excluding food and energy) 
have been very stable in recent months (chart 1). 

However, below-target inflation seems to be a waning 
concern for central bankers. The potential distorting 
effects of extreme monetary accommodation on 
financial markets may be assuming greater importance 
as risk premiums remain compressed. In the US and 
Eurozone at least, there seems to be a view that 
influences currently acting to depress inflation may not 
persist. Hence another interest rate rise in the US in 
December and October’s announcement of the 

tapering of the European Central Bank’s quantitative 
easing programme this year. There has even been some 
speculation that the Bank of Japan may take its foot off 
the monetary accelerator before the end of the year. 

Whatever the reasons, normalisation of monetary 
policy threatens to become the default as long as 
economic conditions remain reasonably robust. It is not 
clear to us that investors have fully embraced the 
possibility that central banks may no longer view a 
setback in financial markets as a signal to ride to their 
rescue.

From this perspective, a continuation of recent 
economic momentum is just as much a risk for risky 
assets as it is for government bonds – higher risk-free 
yields can easily undermine valuations in other asset 
classes as effectively as improving fundamentals can 
buttress them. As was the case last time, this is not a 
forecast of a collapse in markets – although the risk of 
significant setbacks has not diminished. Rather, it is to 
emphasise that it seems more and more likely that 
medium term returns will be disappointing. As has been 
the case for some time, we think that current conditions 
argue in favour of de-risking, diversification and 
implementation of protection strategies, according to 
strategic circumstances and personal taste.

UK

US

Eurozone

Japan

Source: Datastream

Chart 1: Core CPI inflation
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Source: Bloomberg

Chart 2: 10-year government bonds in 2017
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Government bonds
As was the case throughout 2017, it was global influences 
that seemed to drive movements in gilt yields in recent 
months rather than specific domestic considerations. In 
particular, this means that investors have found it worse 
to travel fearfully than arrive – negative reactions to the 
perception of tightening by global central banks have 
been followed by a downward drift in yields (chart 2). In 
this respect, while not suggesting a rout in government 
bonds, we think that bond investors have not fully priced 
in a shift in the bias of central bankers towards 
normalising monetary policy or the possibility that 
current economic momentum will persist.

In absolute terms, even allowing for uncertainty about 
the long term outlook for the UK economy, real yields 
on index-linked gilts still reflect hedging demand rather 
economic fundamentals. That is unlikely to change 
anytime soon. Those concerned with hedging 
programmes should focus on anomalies in the yield 
curve and on the relationship between conventional 
and index-linked yields as much as the absolute level of 
yields. Those with more discretion may have reason to 
be cautious about future returns from gilts, but should 
not ignore the extent to which they have 
underperformed equities in the last year and a half. 

Other bonds
Credit markets wobbled a little during the final quarter of 
2017. Yield spreads widened in response to some issues 
specific to some prominent borrowers in the high yield 
bond market – the collapse of a big merger in the US 
telecommunications sector and a few earnings 
disappointments. But markets recovered quickly and yield 
spreads finished the year close to multi-year lows. Current 
global economic momentum is a positive for credit, but 

valuations provide little cushion against any future bad 
news. The strength of demand has resulted in further 
erosion of the level of covenant protection in traded bond 
and loans markets. We continue to prefer private markets, 
where better protection can be negotiated.

Economic optimism also came to the rescue of local 
currency emerging market debt (EMD). Yields had drifted 
higher at the start of the quarter and US dollar strength 
had further undermined returns; the former had been 
largely, and the latter fully, reversed by the end of the year. 
While EMD would struggle in the short term if economic 
conditions deteriorate, on a longer perspective yields still 
look much less stretched in absolute terms than most 
other bond markets. Those who accept the strategic 
rationale for emerging market currency exposure would 
still be buying at historically low levels, even though 
currency has boosted returns in the last couple of years.

Insurance-linked markets weakened in response to the 
consequences of the Atlantic hurricane season. 
However, the widening of yields spreads on catastrophe 
bonds leaves them as expensive as they had ever been 
until 2017. Global catastrophe losses, estimated at 
around $135bn, make 2017 one of the worst years on 
record, but a well-capitalised reinsurance market seems 
to have absorbed these with only modest price 
increases in the January renewals round. Nevertheless, 
the relative value of catastrophe bonds and other 
insurance-linked securities has improved and they are 
still worth considering as diversifying investments.

Equities
Last year’s 17% local currency rise in the MSCI AC 
World Index was very similar to the rise in historic 
earnings. Given that global economic expansion 
probably picked up pace during last year, it seems 
reasonable to expect fundamental support to persist 
for some time yet. That is probably already discounted 
by investors. Forecasts collated by S&P project that 
operating earnings per share growth in 2018 will be 
similar to 2017. While these should be treated with 
considerable scepticism – they typically fall 
significantly as the year progresses – a rise over recent 
weeks suggests that sentiment is unusually buoyant.

Momentum could easily push equities higher in the 
short run – it is not difficult to find examples of greater 
exuberance in the past. However, the longer term 
outlook continues to concern us. The tracking of global 

UK

US

Germany
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Source: Datastream
Source: IPD

equity prices and earnings over 2017 means that 
price-earnings ratios remain at high levels (or, 
equivalently, equity earnings yields remain low). As 
earnings struggled for a few years until late 2016, the 
main justification advanced for equity revaluation was 
the fall in bond yields. But global bond yields have been 
rising since the middle of 2016 and are now back to the 
levels of two years ago. Meanwhile, almost none of the 
equity revaluation has unwound (chart 3). 

We note elsewhere that other assets are unattractive in 
absolute terms and should not obscure the fact that the 
strength in equity markets provides a good opportunity 
for diversification or de-risking. And, as we noted last 
time, implied volatility in equity markets remains at very 
low levels. This extends the opportunity to implement 
protection strategies relatively cheaply for those who 
wish to retain some exposure to potential short term 
upside in equities.

Property
The post-referendum recovery in commercial property 
remains in place. Indeed, the growth in capital values 
has extended the very modest acceleration evident 
throughout 2017. Rents are still rising modestly, although 
it is more difficult to detect any acceleration here. A 
relatively upbeat aggregate picture is increasingly 
reliant on the industrials sector. Full year returns on the 
IPD Monthly Index were above 20% for industrials, but 
well below 10% for retail and offices (chart 4). 

The squeeze on yields over last year was modest, but it 
was noticeable and they did start from an expensive 
place. Reversionary (rental) yields are barely above the 
10-year lows reached around the end of 2015. Property 
is not immune to the general picture of demanding 
valuations in financial markets, but the value it brings as 
a diversifier and a source of relatively secure income is 
increased in such an environment. Consistent with the 
latter consideration, we increasingly prefer defensive 
strategies, particularly those underpinned by significant 
exposure to leases incorporating contractual rent 
increases.

Graeme Johnston 
Head of Capital Markets  
graeme.johnston@hymans.co.uk 
0141 566 7998 

Chart 3: Equity and bond yields (% p.a.)
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How heavily could Brexit weigh 
on UK equity market returns? 
Still scarred by the political upheaval of 2016, investors 
entered 2017 with a new list of worries. As it happened, 
equity markets continued an upward trajectory that 
could not be derailed, not by Brexit, not by the Federal 
Reserve raising interest rates, nor even by the chaotic 
revolving door of President Trump’s administration. 
The UK equity market returned 13.1% and global 
equities returned 13.8% , in sterling terms.

As noted in the previous article, the global economy is 
in the midst of the most synchronized expansion in 
nearly a decade. This has led to a strong pick up in 
earnings across most equity markets which, combined 
with a backdrop of lower global inflation, has provided 
a supportive backdrop for the asset class. Several 
equity indices reached all-time highs in 2017. 

The problem for investors is that much of this good 
news is already reflected in equity valuations, which 
look stretched by historical comparisons across most 
markets. Many investors are expecting fundamentals to 
remain strong in 2018. The big question going forward is 
whether the momentum in both the global economy 
and earnings will prove sustainable and justify this 
optimism. More specifically, even if global 
developments are positive, will the outlook be any 
different for the UK equity market as we continue to 
negotiate a path through leaving the EU? 

Judging by the progress so far, the UK will have its work 
cut out to agree a post-Brexit trade deal or transition 
agreement with the European Union before next 
March. Whilst the focus has been on ‘deal or no deal’ 
scenarios, in reality there is a wider range of outcomes, 
even including a collapse of the current UK 
Government before any deal is reached. It is very 
difficult to predict what the post-Brexit economic and 
political model will look like and the ongoing 

uncertainty is unhelpful for investors. To date, investors 
still seem to expect a relatively market friendly Brexit 
solution. However, this could quickly change if 
negotiations become more protracted and difficult.

Equity investors often exhibit a ‘home bias’ towards 
their domestic market. However, the underlying 
exposures of UK’s large-cap FTSE 100 Index are 
actually very international and diversified in nature, 
reflecting the global orientation of some of its largest 
constituents, such as HSBC, Royal Dutch Shell and BP. 
The FTSE 100 is far from being an investment in the UK 
domestic economy – in fact, around 75% of the total 
revenues of its constituents come from outside of the 
UK, much higher than for other markets such as the US.

Source: Columbia Threadneedle/Factset, as at 30 November 2017

Chart 5: FTSE 100 - revenue exposure
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Lower down the market capitalisation spectrum, you 
might expect medium and smaller sized companies to 
be more directly dependent upon the domestic 
economy. While this is true to some extent, analysis of 
the different UK market cap segments illustrates that 
even the mid-cap FTSE 250 Index has a higher 
exposure to overseas revenues than global equities, as 
represented by the FTSE All World Index. However, the 
UK small-cap index does have a more domestic bias: 

FTSE 
All 

World

FTSE 
100

FTSE 
250

FTSE 
Small 
Cap 

% Foreign sales* 36% 75% 41% 24%
*estimated foreign sales as a % of net sales. 

As we saw in the aftermath of the EU Referendum, the 
high level of foreign revenue exposure of the UK equity 
market means that its fortunes are impacted by how 
sterling performs relative to other major currencies. For 
example, UK domiciled companies that generate a 
high proportion of revenues from overseas can benefit 
from a weaker sterling, as these revenue streams will 
be worth more (to sterling investors) when converted 
back to sterling. 

It should be stressed that the relationship is not always 
straightforward, as a company’s overall currency 
exposure is also impacted by the currency in which its 
costs are denominated and to what extent it hedges its 
currency exposures. 

However, a company’s overall domestic/overseas 
exposure split has been a key determinant of UK 
equity performance since the Brexit vote, with globally 
exposed companies boosted by the fall in sterling 
outperforming more domestically exposed stocks. 
Chart 6 from Columbia Threadneedle highlights the 
stark divergent performance of ‘domestic v 
international earners’ within the FTSE 350 Index. 

Source: Columbia Threadneedle, Liberium and Datastream

Chart 6: Relative performance of domestic vs. 
international earners

Domestic earners within FTSE350 (125 stocks)

International earners within FTSE350 (125 stocks)

Tom Dunster  
Senior Investment  
Research Consultant  
tom.dunster@hymans.co.uk  
0207 082 6151 

This broad dichotomy between domestic and 
international earners provides both opportunity and 
risk: the international exposure of the broader UK 
market provides a natural hedge against relative 
weakness in the UK economy or sterling, at least until 
we have greater clarity on what post-Brexit UK looks 
like. However, due to the greater link to the domestic 
economy, the short term outlook for UK mid and small 
caps looks more challenging, albeit some of this has 
already been discounted in share prices. Whilst the UK 
market backdrop is likely to remain difficult the 
uncertainty should mean there will be some attractive 
individual investment opportunities for active 
managers to exploit in the year ahead.

Note: Domestic earner = >85% of revenue is from the UK, 
International = <40% of revenue is from the UK. 

Source: Style Research/Bloomberg
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At our recent Investment Conference we finished off 
the day with a fun and informative session looking 
at some less traditional, niche investment strategies 
that might offer attractive risk adjusted returns to our 
Trustee clients. 

An Investment Dragons’ Den

The format was “Dragon’s Den”, with the investment 
ideas being presented by specialist fund managers, 
each of whom was ably assisted by a consultant from 
our Investment Research team. The slight twist was 
that the panel of Dragons was comprised of the entire 
audience, who were asked to vote on whether they 
would consider allocating some of their members’ 
hard-earned cash to these investments. 

Timberland
To kick off, our Real Assets specialist Linda McAleer gave 
an introduction to timberland investing, explaining how it 
could be used as a long term income asset or a diversifier 
of growth assets. Expected total returns are similar to 
infrastructure with income levels depending on how 
much wood is harvested each year. As well as providing 
some long term inflation proofing, the asset class has 
some flexibility – if demand for end products is low, trees 
don’t have to be harvested, they can continue to grow “on 
the stump” and appreciate further in value.

Stephen Addicott, Partner at Stafford Capital Partners, 
provided his insight into the timberland market 
dynamics that are creating an attractive investment 
opportunity at present. The diagram below shows the 
imbalances between supply and demand across 
regions, with Asia in particular drawing in timber 
products from around the world. This, combined with 
the increasing use of timber for energy production, is 
driving global growth in demand of 1.4% per annum, 
equating to additional demand for 25 million cubic 
metres of timber every year. 

With a lack of new planting over the past 30 years and 
with supply from areas such as Russia and Indonesia, it 
is becoming less sustainable due to increasing delivery 
costs and supply is beginning to tighten. This 
inelasticity in supply means that when demand 
increases, prices go up. 

Diagram 1: Industrial wood production and consumption in 2016

Source: Stafford Capital Partners
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Distressed Debt
Our Alternative Credit specialist Claire Cairney led the 
next session on distressed debt investing. Distressed 
debt managers invest in companies that are viable, but 
in financial difficulties. Often this is a result of the 
company having too much debt or having difficulties in 
refinancing. The debt will be bought at a significant 
discount to par, will often be senior in the capital 
structure and secured on company assets. The 
manager will look to carry out a restructuring of the 
firm’s balance sheet to establish financial stability. They 
will also often be involved with equity holders in 
turning around a company to make it profitable. In 
some instances, they may execute their rights to take 
equity control of the company, although the ultimate 
objective is to sell the debt at a significant gain. 

Mustafa van Hien, Director in M&G’s Debt Solutions 
team, discussed the attractions of distressed debt 
investing. Strategies typically target double digit 
returns of 10-15% p.a., and should be thought of as a 
diversifier within a growth portfolio rather than secure 
income. 

A key attribute of the asset class in an overall portfolio 
context is its counter cyclicality, i.e. the observable 
evidence that distressed opportunities tend to 
increase towards the end of a credit cycle. 

One way of gauging the size of the distressed debt 
market is to look at the level of funds available for 
deployment by distressed debt managers; chart 7 
shows that in 2017, distressed debt accounted for 
$71bn of private capital dry powder (i.e. capital raised 
but not yet deployed).

Arguably now, given where we are in the credit cycle, 
in particular in the US, it is an opportune time to 
consider allocating to this asset class. However, buyers 
need to be patient, since investment is made through 
closed ended funds, of terms of 5 years plus, with 
capital only being returned to investors at the end of 
the term. 

Lifetime Mortgages
The last session was introduced by me, and was 
focused on gauging interest in an investment idea that 
is, quite literally, as safe as houses - lifetime mortgages. 
A lifetime mortgage (LTM) is a form of equity release 
mortgage that meets an important societal need – it 
allows retirees, many of whom in the future will have 
insufficient pension provision, to access the value 
locked up in their homes and thus help them to enjoy a 
better retirement. In return for providing capital that 
serves to release cash to mortgagors, institutional 
investors can achieve attractive long term returns on 
asset backed loans at very low risk. 

Barry Luhmann, representing BlackRock’s European 
Mortgage Strategies team, explained how LTMs are an 
investment grade source of long term enhanced 
returns of 4-5% p.a. that have been popular for some 
time now with insurance companies, and also have 
potential appeal for pension scheme investors. Many 
of the underlying drivers, from demographic change to 
the underpinning of demand by the insurance sector, 
would seem to support this – recent growth in the UK 
LTM market has certainly been strong, as illustrated in 
the chart 9. 
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Chart 7: Private Debt Dry Powder by Fund Type, 2008 – 2017

Source: Preqin private debt online
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At the present time, there is no way for investors to 
pool together to access the asset class and, with 
£100m being the minimum to acquire an appropriately 
diversified portfolio, it is out of reach for all but the 
largest pension schemes. If there were sufficient 
interest from our pension scheme clients, we would be 
happy to work with managers like BlackRock, who have 
an expertise in this field, to help design a solution.

So what was the Dragons’ verdict?
Despite the predictable puns about “growth” 
investments and “branching out” into a new asset 
class, there was overwhelming support for 
timberland investment from the audience, with 
over 80% saying they “wood” allocate to the asset 
class (Ed: groan). 

Distressed debt is perhaps more nuanced, and of 
more relevance for those still seeking higher 
returns, splitting the audience’s view on the 
attraction of making an allocation.

And finally, despite being easily the best 
presentation (Ed: really?), it felt like very early days 
still for lifetime mortgages, with much deeper 
knowledge and understanding required before 
trustees were likely to consider this potential asset 
class with any seriousness.

Chart 8: New LTM business written per annum 
(£billion)
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Source: UK Finance November 2017. Forecast for 
2017 based on an estimated Q4.
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Master Trusts are not all the same

The assets of over 7 million UK DC savers are now 
invested in these vehicles. This is largely due to the 
attractiveness of fully outsourcing DC delivery but, at 
the same time, retaining the attractive features of 
occupational pension schemes. Coupled with 
economies of scale and the significant downward 
pressure on pricing, it’s easy to see why they have 
appeal and why the market is expected to grow to 
£300bn by 2026 .

The range of offering, and in particular the nominated 
default investment strategies used within Master 
Trusts, can vary significantly and we believe this to be a 
long term differentiator when choosing between 
providers. Moreover, employers (with the help of their 
investment advisers) have a responsibility to look 
under the bonnet periodically at the range of options 
available in constructing an appropriate default 

The rise in the use of outsourced DC solutions 
over the past 5 years, including Master Trusts and 
fiduciary managers, has been significant. Buoyed by 
the introduction of auto enrolment in 2012, Master 
Trusts alone now account for 35% of the workplace 
pensions market .

People’s Pension

Zurich

1 year 3 year
20% 25%15%10%5%0%

BlackRock

BlueSky

Fidelity

L&G

Mercer

TPT

Aviva

Lifesight

NEST

NPT

NOW

Standard Life

Aon

strategy for their scheme, rather than simply choosing 
the nominated default and adopting a set-and-forget 
approach. 

Employers, and more importantly scheme members, 
should be able to clearly see what value is being 
delivered by alternative default strategies. To date, 
there has been little opportunity to compare 
performance of the default strategies of different DC 
outsourced providers. In 2017, a number of 
performance surveys emerged (including one from 
Hymans Robertson) comparing the investment 
performance across the biggest providers’ nominated 
default funds, although performance histories are still 
short. Two of the annualised performance comparisons 
(1 and 3 years to 30 June 2017) are shown in chart 9 and 
chart 10 as examples:

Chart 9: 30 years from retirement - 1 year and  
3 year performance
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Chart 10: 1 year from retirement - 1 year and  
3 year performance
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Key observations
• In assessing performance, the sole focus mustn’t be on short term historical returns and we are committed to 

publish this survey on an ongoing basis by extending the time horizon once available. It’s still early days and 
therefore, we cannot yet conclude too much from charts 9 and 10. However, we can see that there has been 
dispersion in short term performance amongst Master Trusts’ nominated defaults, particularly for members close to 
retirement. 

• It’s important to analyse the underlying strategy generating the performance. Employers need to seek advice on 
whether the nominated default strategy is suitable for their scheme’s membership profile and risk appetite. Some 
strategies with one year to retirement have delivered more than 10% over the year to 30 June 2017, while others have 
delivered just over 2%. However, performance comparisons alone do not provide any indication as to the 
appropriateness of the underlying strategies. A return of more than 10% might indicate a significant allocation to 
equities. In this case, we believe such a strategy would be too volatile for members targeting cash withdrawal at 
retirement. Logically, if a strategy can generate 10% in a given year, it can also generate a negative return of similar 
magnitude. While this has paid off in recent times, we would caution against high levels of annualised volatility for 
members with only 1 year left to retirement – losing 10% of your pot at age 65 is not immaterial and could lead to 
members being forced to work longer!

Looking under the bonnet
Chart 11 shows the asset allocation of 17 Master Trust 
default strategies at age 45, which represents 
approximately 20 years into a member’s career and 
approximately 20 year prior to retirement. 

Across these nominated defaults, the risk profile varies 
from more risk focused strategies (100% growth assets) 
through to much lower risk, and lower return, 
positioning (e.g. 60% growth / 40% defensive assets). 

3

2
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Passive alternatives
Active alternatives
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For example, in strategies 10 and 14 a below, is the level 
of passive bonds appropriate or can members tolerate 
more potential market volatility in pursuit of more 
return at this stage? Conversely, for strategies 16 and 17, 
is an allocation of 100% equities too volatile? 
Employers should consider whether outsourcing to 
these nominated defaults (and hence taking on the 
provider’s default risk and return profile) is appropriate 
or whether a more tailored risk and return profile 
should be targeted.

Chart 11: Investment strategies of principal default growth funds (age 45)

Source: DCIF Feb 2017
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Closer to retirement, the table below shows the 
allocations of four different Master Trust nominated 
defaults categorised using broad asset classes: 

A B C D

Equities 46% 36% 27% 5%

DGF - - 8% -

Fixed income 47% 60% 38% 15%

Cash - - 22% 80%

Other 7% 4% 5% -

Here, the level of dispersion within strategies is even 
more significant. Strategy D caters more for members 
withdrawing cash at the point of retirement, while 
Strategies A, B and C are more drawdown-like in 
nature. 

In the absence of members seeking advice prior to 
retirement, it is up to the Trustee of the Master Trust to 
provide an appropriate set of communications and 
tools to help members assess whether this nominated 
default is appropriate in the lead up to retirement (if 
the scheme employer has not suggested another 
default). It is up to the scheme employer to periodically 
review whether the outsourced solution remains 
appropriate for their employees – this may include 
undertaking membership analytics and profiling for 
those nearing retirement .

In summary, Master Trusts are increasingly the model 
of choice when looking for fully outsourced DC 
delivery. However, as in any outsourcing decision, it is 
vital to understand the key differences between 
providers. For DC schemes, this means understanding 
the impact that these differences will have on member 
outcomes and placing sufficient importance on 
reviewing the suitability of the nominated default of 
each potential outsource provider. 

Anthony Ellis 
Partner  
anthony.ellis@hymans.co.uk   
0121 210 4374 
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Market returns to  
31 December 2017 

Yield % p.a. Returns to 31 December 2017 
(sterling, % p.a.)

30 Sep 31 Dec 1 year 3 years 5 years

Equities

Global 2.4 2.4 13.8 15.3 15.6

UK 3.7 3.7 13.1 10.1 10.3

Developed markets ex UK 2.3 2.3 13.2 16.0 17.0

Emerging markets 2.7 2.7 21.1 13.7 8.5

Bonds
Conventional gilts 1.7 1.7 1.8 4.1 4.3

Index-linked gilts -1.5 -1.5 2.3 8.0 8.6

Sterling corporate bonds 2.9 2.9 5.0 5.7 6.2

High yield (US) * 5.9 5.9 7.5 6.4 5.8

Emerging market debt 6.4 6.4 5.3 7.2 n/a

UK Property - - 11.2 9.1 11.5
Hedge Funds * - - 7.1 2.5 4.2
Commodities - - 0.5 4.8 -2.7

* Return in $

Source Datastream:
FTSE All Share 
FTSE World Developed ex UK 
FTSE All World 

FTA Govt All Stocks 
FTA Govt Index Linked All Stocks 
iBoxx Corporate All Maturities 

BofA ML US High Yield Master II 
JPM GBI-EM Diversified Composite 
UK IPD Monthly 

Credit Suisse Hedge Fund 
S&P GSCI Light Energy
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If you would like to find out more about any of the topics discussed in this publication please contact your usual 
Hymans Robertson consultant or:

Andy Green
Chief Investment Officer 
andy.green@hymans.co.uk 
0131 656 5151

Graeme Johnston
Head of Capital Markets 
graeme.johnston@hymans.co.uk 
0141 566 7998

Mark Baker
Head of Investment Research 
mark.baker@hymans.co.uk 
0207 082 6340
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This communication has been compiled by Hymans Robertson LLP, and is based upon their understanding of legislation and events as at August 2017. It is designed to be a general information summary and may be 
subject to change. It is not a definitive analysis of the subject covered or specific to the circumstances of any particular employer, pension scheme or individual. The information contained is not intended to constitute 
advice, and should not be considered a substitute for specific advice in relation to individual circumstances. Where the subject of this document involves legal issues you may wish to take legal advice. Hymans 
Robertson LLP accepts no liability for errors or omissions or reliance on any statement or opinion. 

This information is not to be interpreted as an offer or solicitation to make any specific investments. All forecasts are based on reasonable belief. Please note the value of investments, and income from them, may 
fall as well as rise. You should not make any assumptions about the future performance of your investments based on information contained in this document. This includes equities, government or corporate 
bonds, currency, derivatives, property and other alternative investments, whether held directly or in a pooled or collective investment vehicle. Further, investments in developing or emerging markets may be more 
volatile and less marketable than in mature markets. Exchange rates may also affect the value of an investment. As a result, an investor may not get back the full amount originally invested. Past performance is not 
necessarily a guide to future performance.
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