Marchwood Parish Council
Marchwood Village Hall
Village Centre
Marchwood
SO40 4SF

Telephone: 023 8086 0273
Facsimile:
023 8086 5225
Email: marchwoodparish@btconnect.com

10th November 2015
To: Members of the Policy & Resources Committee, remainder of Council for information.
Dear Councillor
A meeting of the Policy & Resources Committee will be held in the Pine Room, Marchwood
Village Hall, on Monday 16th November 2015 at 7.30pm, you are summoned to attend.
Yours sincerely

Clerk to the Council

1.
2.
3.
4.
5.
6.

Apologies for absence
Public participation - may speak for up to three minutes.
Declarations of Interest
Chairman’s report
Minutes: To confirm the minutes of the meeting held on 21st September 2015.
Budget and Precept 2016/17 – to agree the budget and precept figures for
recommendation of approval by the full Parish Council. Report A.
7.
Spending commitments for Marchwood 2015 – 2020 – Report B.
8.
Investment Strategy Policy – Appendix A.
9.
Review of Parish Council Ear Marked Reserves – Report C.
10. Parish Council reserves and the returns received on them – Report D.
11. Correspondence
a) Waterside Heritage – thank you for grant received.
b) New Forest Disability – thank you for grant received.

Members of the public are welcome to attend meetings of the Parish Council. Copies of items
referred to in the agenda are available from the Parish Council office on request.

www.marchwoodparishcouncil.org.uk
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Budget and Precept 2016 / 2017
The budget and precept has been produced using the same finance package as last
year.
In previous years any money predicted to be unspent by the end of the financial year
was shown as a carried forward figure and therefore the precept needed was
reduced. However, in fact this was not correct and any money unspent at the end of
the financial year unless coded as an Earmarked Reserve (EMR) was added or
scrapped into the general reserves.
The Parish Council therefore has a current general reserve of around £130,000
which is exactly what we should have. The Governance and Accountability for Local
Councils, A Practitioners’ Guide 2008 (England) states ‘Earmarked reserves, which
are set aside for specific purposes and for savings for future projects, should be
realistic and approved by the council. It is generally accepted that general (ie unearmarked) revenue reserves usually lie within the range of three to twelve months
of gross expenditure. However, the amount of general reserves should be risk
assessed and approved by Council’.
Therefore the budget and precept for 2016/17 has been started from scratch as per
last year and will not take into account any carried forward figures.
This budget is assuming that part funding to salaries (£6000) and machinery
replacements (£3350) is again drawn down from the Developers Contribution fund
held by the Parish Council.
Summary: The proposed budget for 2016/17 would reflect a precept of £213,371
which is an increase of 1.63% over the 2015/16 precept of £209,942. This equates
to a rise of £1.67 per annum or 3.2p per week for a Band D property. In addition to
the above figure we have a discretionary Precept Support Grant of £2729 down from
£5458 in 2015/16. The above calculation based on same tax base (properties) as
2015/16.
If the Parish Council were to increase the Precept by 1.99% this would give Officers
an extra £749 for the budget. This would allow them to reduce the amount taken
from the S106 monies which are due to run out in the next 5 years or go towards the
loss of the Precept Support Grant which we will face next year. This would equate to
a rise of £2.04 Per annum or 3.9p per week for a Band D property.
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Spending commitments for Marchwood 2015 – 2020
Over the next 5 year period Officers can perceive that the following items are going
to need replacing or upgrading.
Item
Sit on mower
Groundsman van
Over 12’s play area
At least 1 office PC
*Developers contributions
used for staffing and
replacement budget
Wash down area
Total commitments

Estimated cost
now
£15,000
£15,000 - £20,000
£20,000
£1,000
£49,750
(£6000 staffing,
£3350 replacement
budget per year)
£20,000
£125,750

Source of
funding
EMR
EMR
EMR
EMR
EMR

Year of spend
2016-17
2017-18
2016-17
2017-18
2015-20

2016-17

Other items such as the play areas are going to continue to need to have funds
added to the EMR’s so that when they need replacing the funds are there to do it.
Note
 at the current time there is only enough money in the Developers Contributions
EMR to support this expenditure for the next 6 years.

16th November 2015
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MARCHWOOD PARISH COUNCIL
INVESTMENT STRATEGY POLICY
1. Introduction
1.1 Marchwood Parish Council acknowledges the importance of prudently
investing the reserves and balances held on behalf of the community.
1.2 This strategy complies with the revised requirements set out in the Office of
the Deputy Prime Minister’s Guidance on Local Government Investments
and Chartered Institute of Public Finance and Accountancy’s Treasury
Management in Public Services: Code of Practice and Cross Sectoral
Guidance Notes and takes account of the Section 15(1) (a) of the Local
Government Act 2003 and best practice from the National Association of
Local Councils and CIPFA.
2. Investment objectives
2.1 In accordance with Section 15(1) of the 2003 Act, the Council will have
regards to:
a) Such guidance as the Secretary of State may issue, and
b) To such other guidance as the Secretary of State may by regulations
specify.
2.2 The Council’s investment priorities will be centred on security of reserves
first, whilst also providing sufficient liquidity and profit.
2.3 All investments will be made in sterling.
2.4 The Department for Communities and Local Government maintains that
borrowing of monies purely to invest, or to lend and make a return, is
unlawful and this Council will not engage in such activity. Where external
investment managers are used, they will be contractually required to
comply with the Strategy.
3. Specified investments
3.1 Specified Investments are those offering high security and high liquidity,
made in sterling and with a maturing of no more than a year. Such short
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term investments made with the UK Government or a local authority or
town or parish council will automatically be specified investments.
3.2 For the prudent management of its treasury balances, maintaining sufficient
levels of security and liquidity, Marchwood Parish Council will use:
a) Deposits with banks, building societies, local authorities or other public
authorities.
b) The debt management agency of HM Government.
3.3 Any short term surplus will be invested in the ??? in order to maximise the
return.
4. Non-Specified investments
4.1 These investments have greater potential risk – examples include
investments in the money market, stocks and shares.
5. Liquidity of investments
5.1 The Responsible Finance Officer will determine the maximum periods for
which funds may be prudently be committed so as not to compromise
liquidity.
5.2 Investments will be regarded as commencing on the date the commitment
to invest is entered into, rather than the date on which the funds are paid
over to the counterparty.
6. Long Term investments
6.1 Long Term investments are defined in the Guidance as greater than 36
months.
6.2 When investing on Corporate Bonds and/or Government Bonds the Credit
rating alone is not sufficient to make an investment, it needs to be reviewed
within the context of wider financial economic information available and
advice.
6.2 In order to improve the return on its investment and in the light of low
interest rates currently available the Council will be entering a Short
Maturity Portfolio with ???? .
7. Reporting on investment performance
7.1 Investment performance statements will be circulated on maturity of the
relevant investment to the Policy & Resources Committee.
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7.2 The Council will ensure that the Policy & Resources Committee members
and the Responsible Finance Officer have sufficient training to underpin
their responsibilities to scrutinise the Treasury Management function.
7.3 Investment forecasts for the coming financial year will be accounted for
when the budget is prepared. At the end of the financial year, the
Responsible Finance Officer will report on investment activity to the Policy
& Resources Committee.
8. Review and amendment of Regulations
8.1 This strategy will be reviewed annually. The Annual Strategy for the
coming financial year will be prepared by the Clerk and RFO and presented
for approval to the Policy & Resources Committee as part of the annual
budget setting process.
8.2 The Council reserves the right to make variations to the strategy at any
time, subject to approval of the full Council. Any variations will be made
available to the public.
Approved and adopted 16th November 2015.

Page 3 of 3

Policy & Resources

16th November 2015

Report C

Review of Ear Marked Reserves
At present the Parish Council has the following EMR’s with the following balances:
Budget
Code

Budget

336
337
338

Office Equipment
Legal fees
Public relations
Interest received
Grants
Elections
Contingencies
Replacements (assets)
Tools & safety equip
U12 play area
Over 12 play area
Open space maintenance
Public seating
Dog bins
Tree Mgt
Litter bins
Skate Park
Admiralty Quay play area
Noticeboards / signs
Bridge at Oaklands
Good Citizens project
Tree planting scheme
Footpaths
War memorials
Pavilion
Play area at Lloyds
Courts
General maintenance Lloyds
Pitch
Basketball Court
Tree works
Grants received
Staffing reserve
Lloyds Rec Ground Trust
Admin general
Office provision
Property general
Waterside Community Railway
General Reserve
Developers Reserve (S106)

321 *
323
324
342
328
328
343
344
345
346
347
328
328
348
326
349
350
328
335
351
331
**
332
352 **
353 **
354 **
341
360
322 ***
325
333
310
340

Current EMR
balance on
09-11-15
£3016.59
£3269
£1308.11

EMR
cap

+ or – on
cap

£3000
£3000
£7000

+£16.59
+£269
-£5691.89

£2624
£2521
£5151.37
£20,078

£5000
£30,000
£30,000

-£2479
-£24,848.63
-£9922

£15,560
£6,805
£2537
£500
£275
£9998
£1000
£1250
£8840
£872
£5750
£1000
£150
£3500
£59
£6865
£8500
0
£356
0
0
0

£60,000
£20,000
£3000
£1000
£1000
£5000
£500
£30,000
£35,000
£2000
£30,000
£1000
£500
£5000
£1000
£15,000
£30,000
£30,000
£2000
£10,000
£1000
£3000

-£44,350
-£13,195
-£463
-£500
-£725
+£4998
+£500
-£28,750
-£26,160
-£1128
-£24,250

£20,744.28
£5090.30
£7001
0

£44,000
0
0

-£38,909.70
+£7001

£200
£130,796.47
£59,749.03

£200
£200,000 -£69,203.53
0

-£350
-£1500
-£941
-£8135
-£21,500
-£1644
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Notes
 Grants, the money in this EMR is used to subsidize the grants budget by £500 each year.
 These Reserves have all been amalgamated in to the Lloyds Rec Ground Trust reserve.
 This reserve includes underspends from salaries, training, employee expenses, office
rent, hall rental, telephone, postage, office supplies, subs/publications, insurance, service
contracts, village News, councillor expenses and audit. In 2014 we transferred £8437 from it
to boost the pavilion and replacements (assets) EMR’s.

As you will see from the table above many of the EMR’s are still below the cap limit
that was set by this Committee on 24th February 2014.
However, there are a few of EMR’s that are above the cap level and Members need
to decide what to do if anything with these excess amounts.

16th November 2015
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Parish Council reserves and the returns received on them
1. Introduction
On the 31st March 2015 the Parish Council had £332,456 in reserves. This was
made up of £201,660 in Ear Marked Reserves (EMR’s) and the rest £130,796 in
general reserves.
Currently the Council is receiving an interest rate of 0.05% on two of its
accounts. On the 31st July the accounts had a combined balance of
£306,211.74 which received an interest payment of £13.42 on the 10th August for
the month.
2. Considerations
The Parish Council have several options on the way to handle the reserves, this
can include leave them as they are, moving them to a fixed term deposit
account, looking at a higher return fund/scheme or a mixture of both types of
investment.
Before the Parish Council is able to look into any scheme they have to be certain
of the amount of money they have available to invest and the length of time they
are able to do this without needing to touch it or take it out of a fixed term
scheme early.
3. Parish Council position
At present the Parish Council would be able to invest / tie up £225,000 for up to
a period of 5 years.
In coming to this figure Officers have taken into account the spending
commitments for Marchwood 2015 – 2020 as proposed in Report B of this
meeting.
4. Options
Fixed Term deposits / bonds
The Parish Council could invest some of the reserves in a fixed term deposit
account. These are normally for 1 year and range in a return rate of:
Organisation
Nationwide
Santander UK
Lloyds Bank

Minimum investment
£10,000
£5000
£2,000 - £49,999
£50,000+
£25,000

Interest rate (gross)
1.40%
0.90%
0.80%
1.00%
CCLA*
Daily interest rate
0.4479% on 05-11-15
*There are management fees of 0.20% for this account. Money can be released
and is not tied up for one year.
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Longer term deposits
The Parish Council could invest its money in longer term deposit accounts or in a
specific property fund.
Organisation
Lloyds

Minimum investment
£2,000 - £49,999
£50,000+
£2,000 - £49,999
£50,000+

Interest rate (gross)
1.25% (2 years)
1.75% (2 years)
1.35% (3 years
1.85% (3 years

CCLA offer access to the Local Authorities Property Fund. The minimum
investment is £25,000 and this is invested in commercial properties. The
objective of the fund is to generate long term growth in capital and an attractive
income over time. Income is paid on a quarterly basis. There is an annual
management charge of 0.65%.
Other council’s that currently invest with CCLA are Hampshire County Council,
Southampton City Council, Test Valley Borough Council, New Forest District
Council, Petersfield Town Council and others within the area.
5.

Potential problems
The problem with any investment or long term deposit is that the money is tied
up and cannot normally be accessed until the end of the fixed term.
Both of the CCLA accounts allow money to be withdrawn at any time. The
deposit account can be the same day whilst the Property Fund has a specific
day each month. However, withdrawing money or closing the Property Fund
account early can lead to a loss of investment. Details of both the CCLA
accounts are attached to this report.

6.

Recommendation
Officers recommend that a mixture of short term and long term investments are
made.
They recommend that the investments are made in the following way:
Product
Term
Amount
CCLA Local Authorities Property Fund
5 years
£50,000
Nationwide
1 year
£75,000
Santander UK
1 year
£50,000
CCLA Public Sector Deposit Fund *
1 year
£50,000
*this will act as an extra day to day bank account if needed and attracts better
interest than our current bank account.

CASH MANAGEMENT
FOR THE PUBLIC SECTOR

A better place for your cash
Freephone: 0800 022 3505

The Public Sector Deposit Fund – a pooled, qualified money market fund
managed by CCLA, created by the public sector, for the public sector.

The Public Sector Deposit Fund

“The Public Sector Deposit Fund is a
ground-breaking initiative that will bring
the substantial but often elusive benefits
of cooperation between public sector
organisations within reach at a very
challenging time for local authorities.”
Stephen Jones, Group Finance Director for
the Local Government Group
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The Public Sector Deposit Fund

RESPONSIBILITIES AND CHALLENGES

RESPONSIBILITIES
Local authorities and other public sector bodies
are responsible for the cost effective delivery
of services to residents and businesses. One
important element of this which has recently
attracted a good deal of media attention, is the
management of cash balances – which can
range in size from a few tens of thousands of
pounds to hundreds of millions.
THE CHALLENGE
The management of cash is a matter of
balancing three requirements:
– low risk,
– adequate daily liquidity and
– optimised returns.
This apparently straightforward task does
however carry significant challenges, as was
demonstrated in 2008 financial crisis when
many public sector depositors were left
exposed to possible large capital losses.
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“The City of London Corporation
is delighted to support The Public
Sector Deposit Fund which meets
a current need and will help
generate additional revenue for
local authorities, which should be
welcomed in this time of public
spending restraint.”
Robert Hughes-Penney, Chairman
of Investment Committee at City of
London Corporation
A SOLUTION
In order to avoid a repeat of this experience
and to deliver strong future levels of return,
it was proposed that public sector depositors
should pool some of their funds in a Financial
Conduct Authority (FCA) regulated qualifying
money market fund (QMMF) and thereby
enjoy the benefits of scale and diversification
whilst spreading and sharing the costs of
professional management.

A FOCUS ON THE KEY REQUIREMENTS

SECURITY
Security of capital is of paramount
importance for any depositor. The risk is that
a counterparty defaults, or defers repayment
resulting in a damaging loss of capital or
disruption. The likelihood and impact of a
default or deferral is significantly reduced by
placing cash with closely monitored, high
credit quality counterparties for relatively short
periods, and achieving wide diversification.

YIELD
Maximising the average yield on deposits whilst
achieving the required security and liquidity
requires a careful focus on counterparty quality
and the size and term of the cash placed.
The best rates from strong counterparties are
usually only available on very large deposits.

The choice of top quality borrowers and the
capacity to achieve wider diversification
increases significantly as the total sum of
money being placed increases.
LIQUIDITY
There is normally a trade-off between the
interest rate available on a deposit and the
duration of the deposit. The capacity to place
funds for longer periods and to benefit from
the higher rates available will be limited by the
need to maintain a high level of liquidity.
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The Public Sector Deposit Fund

THE SOLUTION

A DEPOSIT FUND FOR THE PUBLIC SECTOR
A pooling of public sector deposits in a
qualifying money market fund wholly aligned
with the principles and values of the public
sector provides the advantages of scale and
diversification together with the cost-effective
expert management required in a challenging
world.
CCLA has a long history of providing deposit
funds to the charitable sector. Being owned
by its charity and local authority clients
CCLA is able to provide the management,
administrative and regulatory structure required
to launch and manage a public sector deposit

fund without the inherent conflicts caused by
external financial shareholders.
The Public Sector Deposit Fund is a UK
domiciled, FCA regulated qualified money
market fund managed by CCLA. The fund is
designed to ensure that shares in the fund are
within the range of investments appropriate
for approval by shareholders in their annual
investment strategies. To ensure that the fund
is aligned to the needs of its public sector
depositors, an advisory board representing the
public sector has been established to guide the
development and management of the fund.

“We are always on the look out for
opportunities to invest our money in
a safe and prudent way for the residents
of our Borough, and this new Public
Sector Deposit Fund provides the
perfect vehicle to do just that. We are
delighted to be investing as a seed
funder and look forward to a prosperous
relationship with CCLA.”
Councillor Ian Carr, Leader of Test Valley
Borough Council
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THE PRODUCT IN MORE DETAIL
–	A UK FCA regulated constant net asset value* Qualifying Money
Market Fund
–	AAAmmf rated by Fitch Ratings
–	Investment objectives aligned to the principles and values of the
public sector
–	Open to clients that are eligible to receive interest gross of tax
–	Benchmark 7 day Sterling London Interbank Bid Rate (LIBID)
–	Minimum investment for share class 2 to 4 £25,000
–	Withdrawal requests received before the dealing deadline (11.30am)
will be dealt with that day. Same day withdrawal requests will be
available if received before the dealing day deadline but deals less
than £100,000 may be subject to an administration fee
–	Sale proceeds only remitted to a nominated client bank account
–	Interest is paid at the end of each month. Eligible clients will receive
interest net of fees but without deduction of tax
–	Quarterly statements
–	Free annual audit certificate
–	Dedicated in-house Client Services team to address client queries
*Although it is intended to maintain a stable Net Asset Value per share, there
can be no assurance that a stable NAV per share will be maintained.
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The Public Sector Deposit Fund

MANAGEMENT FEES
The fund has three public sector income share
classes available. The management fees are as
set out below:
– Balances below £5 million: 0.20% per annum
–	Balances between £5 million and £15 million:
0.15% per annum
–	Balances over £15 million: 0.10% per annum
There are no initial charges or exit charges for
these share classes.
SHARING SUCCESS
In the event the fund reaches £3.0 billion
all investors in the fund will have their
management fee reduced by 10% across all
share classes. A further reduction of 10% will
take place when the fund reaches £4.5 billion.
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EARLY INVESTOR
It was announced on 25 May 2011 that investors
(known as Early Investors) will be charged the
lowest management fee of 0.10% regardless of
size, until the fund reaches £250 million.
RESPONSIBLE INVESTMENT
We monitor our counterparties’ environmental,
social and governance risk management
regularly, taking further action if necessary. Our
research process is based on the work of our
ethical and responsible investment team and
data provided by EIRiS, a global responsible
investment specialist.

THE ADVISORY BOARD
An advisory board for The Public Sector
Deposit Fund has been established to
represent the interests of depositors and the
public sector as a whole.
The advisory board meet regularly with
the manager of the fund CCLA, to provide
guidance and monitor the management and
development of the fund.
INFORMATION AND TRANSPARENCY
The management of The Public Sector Deposit
Fund is subject to high levels of transparency.
This allows investors to understand how their
funds are being managed, and enables them
and other interested parties to monitor the
detailed operation and governance of the fund.

“After the problems caused by
the Icelandic banking crisis,
councils have sought absolute
safety in investment which has
meant miserable returns on their
necessary cash holding. By forming
what is, in effect, a mutual of
councils they are getting good
financial returns by using the
muscle of the entire sector. I see no
reason why all councils will not keep
some of their money in this fund.”
Cllr Richard Kemp CBE, Liverpool
City Council

Detailed information about the fund is published
on the PSDF website www.psdf.co.uk
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The Public Sector Deposit Fund

OPENING AN ACCOUNT COULDN’T BE EASIER
THIS IS ALL WE NEED FROM YOU:
A completed application form with any
additional documents requested.
You can download this at www.psdf.co.uk
or by calling 0800 022 3505

CCLA SERVING LOCAL AUTHORITIES
A high income for your long term investments
The Local Authorities’ Property Fund. Created
specifically for the sector with a high yield and
attractive accounting advantages.
For information go to www.ccla.co.uk

OUR CREDENTIALS
CCLA was established by the Local
Government Association and has a 50-year
heritage of managing funds for local authorities.
Uniquely, we are owned by our clients, and
have no external financial shareholders, and all
our clients are not-for-profit organisations. As
a result, we understand the particular needs
of the sector and our entire focus is to deliver
what our clients need, rather than what we can
sell them.
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In particular, 14% of CCLA is owned by
the Local Authorities’ Mutual Investment
Trust, which was established to promote the
management of funds for local authority clients.
We manage approximately £1.850 billion of
cash funds for our clients, and can demonstrate
a long history of providing both a high level of
capital security and an attractive rate of interest
on these funds.

RISK WARNING

The Public Sector Deposit Fund (PSDF) is
authorised by the FCA as a UCITS Scheme
and is a Qualifying Money Market Fund. The
PSDF will maintain a low level of overall risk.
This will be achieved by only investing with
high quality issuers, by maintaining a high
level of diversification and by maintaining a
low weighted average maturity. In addition
to the general risk factors outlined in the
Prospectus investors should also note that
purchase of PSDF Shares is not the same as
making a deposit with a bank or other deposit
taking body and the value of the Shares is not
insured or guaranteed. Although it is intended
to maintain a stable Net Asset Value per
Share, there can be no assurance that a stable
Net Asset Value per Share will be maintained.
The value of the PSDF may be affected by
the creditworthiness of issuers in which

the Fund invests and, notwithstanding the
policy of investing in short term instruments,
may also be affected by substantial
adverse movements in interest rates. The
PSDF will endeavour to maintain a Triple
A money market fund rating with at least
one competent rating agency. For full risk
warnings please refer to the full prospectus.
Past performance is not an indication of future
performance. The value of investments, and
any income derived from them, may fall as
well as rise and you may not get back the full
amount invested. The levels and basis of, and
relief from, taxation may change. You should
obtain tax advice where appropriate, before
proceeding with any investment. Income
payments may constitute a return of capital in
whole, or in part.
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CCLA Investment Management Limited
Client services:
freephone 0800 022 3505
or visit www.psdf.co.uk
CCLA Investment Management Limited (registered in England No. 2183088 at Senator
House, 85 Queen Victoria Street, London, EC4V 4ET) is authorised and regulated by the
Financial Conduct Authority and is the Authorised Corporate Director, Fund Manager,
Administrator and Registrar for the Company.
This brochure is printed on a combination of recycled and FSC approved paper.

Approved List of Deposit Takers

Last changed on 16 September 2015

ANZ Banking Group
Bank Nederlandse Gemeenten (BNG)
Bank of Montreal
Bank of New York Mellon (The)
Bank of Nova Scotia
Bank of Scotland
Barclays
BNP Paribas
Citibank
Commonwealth Bank of Australia
Coventry Building Society
Clydesdale Bank
Credit Agricole Corporate and Investment Bank
Credit Industriel et Commercial (CIC)
Danske Bank
DBS Bank
DNB Bank
DZ Bank
HSBC
ING
JP Morgan Chase Bank
Landesbank Baden-Wuerttemberg
Landesbank Hessen-Thueringen Girozentrale
Lloyds Bank
National Australia Bank
National Bank of Canada
Nationwide
Nordea Bank Finland
Rabobank
Royal Bank of Canada
Santander UK
SEB
Societe Generale
Standard Chartered Bank
Svenska Handelsbanken
Toronto Dominion
UBS
United Overseas Bank
Westpac Banking Corporation
The Public Sector Deposit Fund (PSDF) is a sub fund of CCLA Public Sector Investment Fund which is authorised by
the FCA as a UCITS Scheme and is a Qualifying Money Market Fund (QMMF). The PSDF will maintain a low level of
overall risk. In addition to the general risk factors outlined in the Prospectus investors should also note that purchase
of The PSDF Shares is not the same as making a deposit with a bank or other deposit taking body and the value of
the Shares is not insured or guaranteed. Although it is intended to maintain a stable Net Asset Value per Share, there
can be no assurance that a stable Net Asset Value per Share will be maintained. The value of The PSDF may be
affected by the creditworthiness of issuers in which the Fund invests and, notwithstanding the policy of investing in
short term instruments, may also be affected by substantial adverse movements in interest rates. The PSDF will
endeavour to maintain a Triple A money market fund rating with at least one competent rating agency. For full risk
warnings please refer to the full prospectus. CCLA Investment Management Limited (CCLA) (Registered in England
Number 2183088) is authorised and regulated by the Financial Conduct Authority (FCA) under the Financial Services
and Markets Act 2000 (FSMA), and is entered in the FS Register under Registration Number 119281.
www.fsa.gov.uk/register.

CCLA INVESTMENT MANAGEMENT LTD

MARKET REPORT OCTOBER 2015
Headlines
• Global equities rallied sharply, reclaiming part of the ground lost in previous months.
• Domestic fixed interest markets fell back, despite flat inflation data and hopes of additional monetary easing in
Europe.
• Property values improved again.
• Sterling had a strong month and rose against the dollar, yen and euro.

Investment market returns over the past year
+20.0%

+15.0%

+10.0%

+5.0%

0.0%

-5.0%

-10.0%
31/10/2014

31/01/2015

30/04/2015

31/07/2015

31/10/2015

UK Equities +2.99%

Global Equities +4.25%

UK Government Bonds +5.61%

Cash +0.36%

Inflation +0.78%

UK Commercial Property +15.27%

Sources: Bloomberg, IPD - FTSE All-Share Total Return Index, FTSE All-World Total Return Index, FTSE UK Govt All-Stocks Total Return Index, 7 day
LIBID, Retail Price Index, IPD Monthly Total Return Index* (*Lagged by 1 month).

Market Review
Global equity markets rallied in October, boosted by bargain hunting investors. The self-feeding concerns about emerging economies,
which had dominated sentiment in recent months, seemed to have run their course. What replaced them was not new optimism
about the future but rather a recognition that the growth outlook was reasonable and sufficiently robust to generate profit progress in
the year ahead. The global equity index gave a total return of +5.77% to a sterling based investor, a gain which brought the return for
the year to date of +1.81% and +4.25% for the past 12 months. All of the major regional markets improved; Japan was the best
performer, with a rise of +7.91%, followed by the US, +6.12%, Asia, +5.41% and Europe, +5.06%. In all cases the improvement in
local currency terms was greater than that recorded in sterling. All the individual Asian markets moved higher, with Indonesia,
+13.63% and New Zealand, +12.57%, providing the best returns. In Europe almost all the national indices improved, led by Greece
which rose by +10.62% (but nevertheless remains -55.50% lower over the year). The UK indices did not quite match the
performances of their international peers, improving by +4.69%. The return on UK equities so far in 2015 is +1.70% and is +2.99% for
the past year.
Fixed interest markets eased back despite another set of flat inflation data. In effect the situation was a reverse of that in the previous
month; then cautious investors moved into the sector as a defensive move, this month the money moved elsewhere but mainly back
to equities. Corporate bonds outperformed government bonds but the returns from both were negative.
Property valuations improved again. Office and industrial assets gave the best returns but retail lagged once more. The problem with
this sub-sector is not demand for space – void levels are below the overall average – it is a fundamental fear that rents are too high so
that income growth will not match that in other parts of the market.

Economic Developments
The first estimate of UK economic growth in the third quarter emerged at +0.5%, slightly below consensus forecasts. First estimate
data is revised more often than not and this is likely to be the case here. This is because of a big swing in the contribution from
construction, a sector where early data can be thin and not fully representative. Consumer activity remained strong and this was
borne out in retail sales which increased by the highest rate for over 2 years. Sales volumes rose by +6.5% over the year, sales values
+2.9%, a reflection of price deflation on the High Street – in-shop prices are -3.6% lower than they were a year ago. Unemployment
fell to 5.4%, a 7 year low and close to the level many economists associate with full employment. There were 31.1m in work,
equivalent to 73.6% of 16-64 year olds. The unemployment rate for those aged 35-49 was just 3.5%. There were overall
improvements in all areas except the Public Sector where the workforce, 5.4m strong, is still declining. Inflation moved into negative
territory once more. Fuel costs were the biggest factor but there were nudges down from clothing – seasonal sales based – and food,
down -2.5% over the year, with September the fifteenth month in succession of falling prices. The RPI rose by +0.8%, core inflation
by +1.0%. Interest rates were left unchanged, against this flat pricing background. Forecasts of when borrowing costs will rise are
evenly split between the first and second quarters of 2016.
In Europe conditions deteriorated over the summer under the impact of a strengthening currency and weakening inflationary
expectations The euro, which weakened initially on the announcement of the quantitative easing programme earlier in the year, has
now recouped all the lost ground. Inflation expectations have fallen close to zero. The problem for the ECB is that the recovery
strategy was only likely to be sufficient if background conditions were supportive and unfortunately they have not been. On the
positive side the issue has not gone unnoticed, with the ECB saying that ‘waiting was riskier than acting’, but building a consensus for
more easing will be a challenge given the lack of German enthusiasm for the current initiative. Most likely is an announcement in
December an expansion to the current QE plans, probably by increasing the scale and range of the asset purchase programme and
reducing further the interest paid on deposits with the central bank.
In the United States the estimated third quarter growth rate in the economy was +1.5%, compared with +3.9% in quarter two.
Consumer spending held up well, boosted by higher employment and improving wage growth, but sharp inventory reductions were
sufficient to reduce activity as a whole. The most recent guidance on interest rates from the Federal Reserve hinted once more that
rates would rise in December but conflicting messages in the past and signs of dissent on the Committee have damaged credibility to
the point where forecasters are evenly divided between the ‘will they/won’t they’ camps, an unhelpful situation for such an important
issue.
China was another country to announce estimates of third quarter economic growth rates. These emerged at +6.9%, in line with
official guidance but some considerable way above more doubtful independent assessments. Almost 60% of the growth came from
the consumer sectors, highlighting the long term transition underway in the shape of the Chinese economy, away from investment
and manufacturing. The claimed 6.9% is above many external forecasts but is actually the lowest growth rate reported since 1992. In
an attempt to maintain a high rate of expansion the authorities have cut interest rates and reduced the reserve requirements for the
bank sector, making borrowing easier to obtain. More action of this sort is likely, but encouragingly the work done so far seems to be
having a positive effect; house prices have risen for 6 months and there have been signs of improved demand for goods from Taiwan,
Korea and Singapore.
In the Oil industry, Iran has said that, as sanctions are lifted, it will take immediate steps to recover lost market share. In practical
terms that means about an extra 500,000 bbpd in exports pretty well straight away, a 50% increase on the current level. This total will
rise over time as wells are opened and contracts won and could reach over 3m bbpd with a following wind in a year or so. None of the
existing OPEC members have given any suggestion that they will cut production to accommodate the Iranians, so the current surplus
of supply is likely to increase, putting further pressure on high cost producers, including some US shale oil companies but also parts
of the North Sea.
One thought on inflation and the effects of ‘easy money’ policies. Conventionally loose monetary policy and extended periods of low
interest rates are thought to be one of the sources of higher inflation over time, but in the current situation the reverse might be true.
Easy access to funds at low costs has been one of the drivers behind the surge in US oil production and significant expansion of
capacity in the minerals sector. This new capacity has pushed prices down and will be available in the future to satisfy increases in
demand and so keep a cap on price pressures.

Summary
We remain comfortable with equity prices at current levels. Valuations are not stretched and improvements in earnings should support
higher valuations in due course. We are however at a relatively mature stage of the cycle and a characteristic of this is typically a
higher level of day to day volatility. In property markets the contribution of yield compression to rising valuations is fading, to be
replaced by rising rental values. This is a less dramatic phase of the upswing but is one that can be sustained and should support
returns for the period ahead. We still see valuations in fixed interest markets as expensive. It may be that in an unsettled environment
values hold steady, but we cannot see the sector making a positive contribution to relative returns.
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