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Introduction 
 
The London Borough of Southwark Pension Fund is an open, defined-benefit pension fund 
as part of the national Local Government Pension Scheme. The nature of the Fund and 
scheme design means that payment of pensions will extend over the very long term. 

In setting the investment strategy the Fund seeks to balance twin objectives: first, to achieve 
sufficient long-term returns for the Fund to be affordable and second, to keep the employer 
contribution rate as stable as possible.   

In this respect, the Fund seeks to operate a long term, sustainable strategy; one which does 
not rely upon the pursuit of short term returns but utilises a well structured asset and fund 
manager investment allocation to target long term socially responsible, sustainable 
investment performance. The Fund avoids unnecessary complexity within its investment 
structure, appointing best in class managers within an asset class to achieve the strategic 
asset allocation.  Having stronger relationships with a smaller number of managers provides 
significant flexibility and adaptability if required. 

To achieve the twin objectives, the Fund needs to invest in a diverse range of assets, which 
provide higher returns relative to the growth of pension liabilities whilst taking account of the 
volatility inherent in investment markets.  

As a long term investor, with significant investment assets and pension liabilities the Fund 
must be comprehensive in the consideration and mitigation of risks that the portfolio faces. 
The Fund will base assessments of risk on future pension liabilities and contributions, will 
consider financial and non-financial risks, diversify investment assets in an appropriate 
manner, but also recognise the limits of that diversification.   

A developing risk to the Fund is from investment exposure to fossil fuels.  Extraction and 
combustion of fossil fuels generate significant carbon dioxide (CO2) output. There is a 
growing scientific consensus1 that continued CO2

 production will have a detrimental impact 
upon the earth’s climate. 

The Fund, through its diversified portfolio of investments, is exposed to assets where a 
portion of the market value is derived from current or future extraction and production of 
fossil fuels. Global and local regulatory restrictions on fossil fuel extraction and usage, in 
addition to changing consumer trends, may degrade the viability of fossil fuel extraction and 
usage. The value of investments in companies that derive much of their revenue or value 
from these resources would be at risk.  

On 13 December 2016, after due consideration of the long term risk to the Fund; the Fund 
announced that investments in fossil fuel companies would be cut over the long term. This 
commitment was incorporated into the Investment Strategy Statement for the Fund 
published in March 2017 and updated in December 2021. Southwark is one of the first LGPS 
Funds to make such a commitment and places the Fund at the forefront of sustainable fossil 
fuel aware investment. 

 
 (Link to updated ISS to be inserted when published) 

The Fund recognises the growing financial risks associated with investment in traditional 
energy sources and is fully committed to transferring any current investments in these 
traditional energy sources in a way that is both structured and affordable and also meets the 
Fund’s fiduciary duties. 

                                                           
1 IPCC report, ‘code red’ for human driven global heating, warns UN chief / / UN News 
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The previous investment strategy committed to a reduction in exposure to fossil fuel 
generated significant CO2 output.  It was adopted in 2017 and has acted to counteract the 
risk to the Fund of investment exposure to fossil fuels, in line with other Fund responsibilities.  
In the period between 2017 and the adoption of the new strategy, the Fund’s carbon 
exposure has reduced by 43%.  When the previous strategy was agreed we set out a short, 
medium and long term plan.  Over the last four years significant progress has been made in 
transitioning investments exposed to fossil fuels to products with lower carbon exposure, as 
set out in the chart below: 

 

Equities 

The Fund’s holdings in passive developed market equities have been transitioned to passive 
low carbon equity funds.  Emerging market passive equities have been switched to a new 
emerging market active equity strategic asset allocation.  Investment has been made in the 
Comgest Emerging Markets Plus Fund, which demonstrates strong ESG credentials whilst 
maintaining performance targets.  The Fund’s active equities portfolio has divested from 
fossil fuel investments and a restriction has been placed on the portfolio preventing further 
investments in these companies or their industry peers.   

The above changes have resulted in the Fund’s 50% strategic allocation to equities now 
being entirely in low carbon holdings, whilst maintaining exposure to this asset class in a 
manner that continues to achieve the required level of risk and return. 

New ESG Priority Allocation 

A strategic allocation of 5% to alternative investments has been agreed.  This allocation will 
have both low carbon and strong ESG credentials.   (Details of investments made within this 
allocation to be added here once ratified at September 2021 pensions advisory panel 
meeting).   

New Allocation to Sustainable Infrastructure 

Following the agreement to allocate 5% of the Fund to this asset class, commitments have 
been made to investments in three funds which specifically include investments in solar and 
wind power technologies identified by the fund managers.   
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During this time it has been possible to test performance against our commitment through 
the use of carbon foot printing.  We have developed our approach and made ongoing 
improvements.  Further work is required as the market develops and there are 
improvements in the availability and accuracy of the measurement of carbon intensity data.   

The Fund has increased in value from £1.5bn in September 2017 to over £1.9bn in March 
2021.  Performance has remained strong in the short to medium term with returns at March 
2021 as follows: 1 year 24.4%, 3 years 9.6%, and 5 years 10.4%.  The one year return out-
performed the average local authority return of 22.8% and the Fund has achieved top 
quartile performance in the longer term when compared to other local authorities. 

These strong performance results give confidence in moving forward with a more definite 
plan to take the Fund to 2030.  The Fund has reduced its carbon footprint by over 43% 
during this time whilst maintaining investment performance.  Looking forward there remains 
a conviction that strong investment performance can be delivered alongside reducing carbon 
exposure, and it is appropriate to move to the next stage of making further progress towards 
a net zero carbon commitment by 2030. 

This document outlines how the Fund will approach this divestment, how the risks and other 
considerations associated with such a commitment will be managed and how the divestment 
will be incorporated into the asset allocation strategy for the Fund. 
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Transition to Net Zero Carbon Principles: 

The overall approach of the Fund to incorporating wider environmental, social and 
governance issues (ESG) is set out in more detail within the Investment Strategy Statement. 

This applies throughout the investment process from the initial investment to ongoing 
engagement and responsible stewardship of Fund assets.  

This document will specifically address the Fund’s principles for the transition to net zero 
carbon: The four key principles for the document for divestment are set out below: 

 Climate related risks and opportunities will be incorporated into the overall asset 
allocation strategy 

 The commitment to reduction in fossil fuel investment is more than a long term risk 
mitigation strategy. 

 Divestment is not risk free. 

 Engagement and local authority partnerships - LCIV 

 
Principle 1: Incorporation into asset allocation strategy  

The primary purpose of the Fund is to meet the pension benefits for the members of the 
Fund. Every three years the Fund undergoes an actuarial valuation, which estimates the 
value of pensions due to be paid to members. The result of which allows the Fund to review 
the asset and investment strategy in order to establish the most appropriate mix of assets to 
best achieve the required level of net of fees investment return on an appropriate risk 
adjusted basis, whilst ensuring diversity of assets, sufficient liquidity and appropriate 
governance of the investments. 

The Fund will seek to fully integrate fossil fuel risk and opportunities into the investment 
strategy review process, from overarching asset allocation to individual investment choices. 
All investments will be considered through the lens of fossil fuel risk, but that any investment 
cannot be separated from the overall investment objectives for the Fund and must be subject 
to a full business case in consideration of the overall portfolio as well as fees and transition 
costs. 

 

Principle 2: More than a long-term risk mitigation strategy  

The Fund has a fiduciary duty to all the employers within the Fund and for the scheme 
members, and as such must manage the investment assets effectively with an investment 
time horizon in line with the liabilities for the Fund and have due regard to the investment risk 
inherent within the portfolio.  

The Fund recognises the risk that fossil fuel investment places upon the Fund for future 
investment and as such, this document largely involves the desire to mitigate risk.  

However, purely focussing upon those investments that are negatively exposed to the 
decline in profitability and viability of fossil fuel extraction and usage excludes a key 
consideration for the Fund; identifying those investments that are positioned to gain from 
such a transition. 

The Fund therefore will proactively seek to identify suitable investments that fit within the 
overall asset allocation strategy and will be the beneficiaries from a low carbon regulatory 
and investment environment. The Fund will target both a downside risk mitigation strategy 
and a desire to invest in positive ‘green’ focussed assets.  
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Principle 3: Divestment is not risk free – Potential for negative implications 

It is imperative that, as set out in Principle 2, the Fund must seek to incorporate fossil fuel 
considerations into the overarching investment strategy rather than seeking to separately 
implement fossil fuel risk mitigation approaches. 

The Fund has long held a large portion of equity investments as passive (investments that 
are held in the same proportion as that of the market as a whole) with a current target 
allocation of 35%. This approach acknowledges the challenges and typically higher costs 
involved in seeking to predict future investment winners and losers. The inclusion of a fossil 
fuel risk mitigation strategy within this leads to a risk that in the short term the Fund may be 
negatively exposed to overall market returns if fossil fuel based investments outperform the 
wider market. Global usage of fossil fuels is still predicted to comprise a significant portion of 
global energy usage in years to come and as such the Fund must be cognisant of the 
potential investment returns forgone should fossil fuel usage decline at a rate slower than 
the market has priced in. 

There are likely to be additional management expenses within equity investment mandates 
that have some element of fossil fuel exclusion. As such the Fund must be confident that the 
additional risk from holding a portion of the Fund that is exposed to fossil fuels must be 
considered to be greater than the additional burden of higher management fees and any 
associated costs of transitioning assets from one mandate to another. It is therefore 
important for the Fund to collaborate with other local authority partners to work to reduce the 
costs for such reduced fossil fuel investments.  The Fund works with its advisers and asset 
managers to ensure that there is no expected financial detriment associated with asset 
allocation shifts made to low carbon alternatives. 

The measurement and assessment of which investments are most exposed to fossil fuels is 
not straightforward. Some companies may hold fossil fuel reserves or operations which are 
more damaging to the environment as a result of greater CO2 output but that might be 
paradoxically less exposed to changing regulatory environment due to lower extraction 
costs. Companies not directly involved in the production or extraction of fossil fuel may 
derive significant portions of their revenue from fossil fuel companies. The Fund must ensure 
that any assessment of exposure to fossil fuels risk is sophisticated, and that investments 
are not distorted by inaccurate data.  

 

Principle 4: Engagement and Local Authority Partnerships - LCIV 

There is growing appreciation of the growing risks and opportunities that Pension Funds face 
from the transition away from traditional fossil fuel usage, including among Local 
Government Pension Funds. It is important that the Fund works with other Local Authority 
partners to share knowledge and best practice as well as utilising collective assets to push 
for the most effective and efficient implementation of reduced fossil fuel strategies. 

The Fund will work with local authority partners as well as the LCIV, the pooled investment 
vehicle of which the Fund is a shareholder and active supporter, in the application of this 
commitment. The Fund will also seek to be an active voice in the investment community for 
the advancement of investment outside of fossil fuels.
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Timeline: 

 

The Fund’s implementation period to achieve net zero carbon is split into three main time horizons, encompassing short medium and long-term 
objectives. 

 The short term: one-four years (2022-2026) 

 The medium term: four-six years (2026-2028) 

 The long term: six-eight (2028-2030) 

 
Given the difficulty in predicting the global investment and technological environment in addition to Fund specific liability and investment 

requirements, longer term periods will likely be subject to significant variability and uncertainty. 
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Short Term – From 2022 to 2026  

 

Triennial Actuarial Valuation and Investment Strategy Review 

 The Fund will publish the results of the 2022 actuarial valuation in March 2023, the results of which will be the foundation for the 
subsequent investment strategy review. The asset allocation review aims to ensure that the current investment allocation is 
appropriate to meet the required investment return to fund future pensions within a suitable risk profile. Where investment 
underperformance is identified or risk profile changes, either across an asset class or manager specific, any subsequent reallocation 
will be considered with regard to overall fossil fuel exposure.  
 

Local Authority Collaboration and Pooling 

 It is important that the Fund works together with other likeminded local authority partners, in order to develop suitable fossil fuel 
reduction opportunities. Collaboration will also seek to mitigate some of the fee and transition cost implications of changing 
investment allocation.  

 The Fund will engage with the LCIV through representation by officers and members on key LCIV governance panels to push for the 
availability of reduced fossil fuel investment mandates within the LCIV.  

 
Fund Managers 

 Re-allocation of investments from opportunistic property as these funds reach the end of their life cycles. 

 Initial review of property holdings, with any necessary action being taken in the medium term. 

 Low carbon passive equity investments will be moved to zero carbon alternatives, subject to the availability of products.  The 
transition of these assets will take place in a phased manner with a proportion being transferred in the short term and the remainder 
in the medium term once performance of these new investments has been reviewed. 

 Initial review of the active equity mandate to ensure it achieves zero carbon over the long term.   

 Seek alternatives to replace the holdings in the defensive allocation which currently includes index linked gilts and absolute return 
bonds.  Replacements will be required to either be low or zero carbon, whilst providing an equivalent level of risk and serving the 
same purpose within the asset allocation.  It is recognised that if suitable products are not available in the short term, further review 
of this allocation may be required in the medium to long term. 

 Initial review of the Fund’s diversified growth holding in terms of its continuing suitability within the strategic asset allocation, whilst 
also identifying suitable low or zero carbon replacements. 



 

Investment strategy to achieve net zero carbon exposure by 2030 – A draft approach 
9 

 The Fund will use this period to identify developments in low and zero carbon equity investments being brought to the market and the 
opportunities they present to the Fund in its journey to achieving net zero carbon. 
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General 

 The Fund will continue to develop and improve its approach to the measurement of its carbon footprint to ensure it is kept current 
and accurate.  This will be a key metric in monitoring progress towards becoming net zero carbon.  We will work with fund managers 
and data providers to establish actual data which will replace proxies.  All new investment products that the Fund invests in will be 
required to provide the Fund with regular data on their carbon intensity.  

 The Fund will lobby the fund management industry for the introduction of new products that meet our objectives. 
 The Fund will continue to support the work of the Local Authority Pension Fund Forum (LAPFF) as representing 90 local authority 

pension funds in their engagement with companies to promote best practice climate aware business activities 

 Any changes to investment allocations will need to be communicated with key advisers, such as the Fund actuary, as well as the 
Fund’s external auditors. 

 The Fund will engage with the investment advisers who support the Fund in monitoring and engaging with buy-rated investment 
strategies held outside of the LCIV.    
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Medium Term – From 2026 to 2028 

Triennial Actuarial Valuation and Investment Strategy Review 

 The medium term will incorporate the results of the 2025 triennial valuation and will constitute key points for major review of assets 
and investments to ensure that these are best placed to meet the payment of benefits to members of the scheme. Fossil fuel risks 
and opportunities will be incorporated in the consideration for any amendments to the asset allocation strategy. 

 The carbon footprint will be re-calculated quarterly and incorporated into the overall portfolio risk assessment. 
 

Local Authority Collaboration and Pooling 

 The Fund is committed to working with the LCIV and will seek to comply with the government requirements for pooled investments. 
The Fund will continue to seek to exert influence over the strategic direction of the available investments within the LCIV, alongside 
other local authority partners, to ensure that these are appropriate for the sustainable strategy that the Fund wishes to implement. 
The opportunity for reduced fossil fuel or sustainable investment in multi asset mandates will likely develop as part of continued 
engagement between the Fund and other likeminded members of the LCIV. 
 

Fund Managers 

 Continued engagement with fund managers to ensure that fossil fuel risks and opportunities are consistently and appropriately taken 
into consideration throughout the decision making process. 

 Review of private residential holdings within the Fund in terms of their continuing suitability within the investment strategy and their 
contribution to the Fund’s zero carbon targets. 

 Balance of low carbon equities will be moved to zero carbon equivalents.  This will be subject to satisfactory performance of assets 
transferred in the short term and the availability of suitable investment products in this asset class.  

 Review of direct property investments to seek zero carbon options.  This will be subject to availability of zero carbon investments in 
the commercial property sector and also the satisfactory performance of markets to avoid crystallisation of losses, thereby protecting 
the value of the Fund. 

 Further review of the defensive allocation, identifying developments in the market which will facilitate the transition of the absolute 
return bonds and index linked gilts to alternative zero carbon investments, whilst maintaining the overall role and purpose of this 
allocation to the risk and return profile of the Fund.   

 Formal review of the performance of the sustainable infrastructure investments and maintenance of the pipeline of commitments to 
maintain the strategic allocation to this asset class. 
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 Review low carbon emerging market equity holding, in terms of its performance as well as its contribution to the Fund’s carbon 
footprint.  Review of market to identify opportunities for investment in zero carbon alternatives. 

 

General 

 The Fund will continue a policy of engaging with companies through membership of the LAPFF and the LCIV to encourage 
companies to adopt the highest of standards with regard to fossil fuels and energy efficiency.  

 The measurement of the Fund’s carbon footprint will include advanced metrics which will measure progress towards the Fund’s net 
zero carbon targets.  The use of scenario analysis will facilitate the Fund to understand where it could be by 2030 based on its 
current investment strategy, planned changes, and alternative investment strategies and asset allocations.  This will enable action to 
be taken in the medium to long term, to identify holdings which cannot continue to be held in the asset allocation, ensuring that the 
2030 target is achieved.  An assessment of the Fund’s alignment with the Paris Agreement will be conducted providing temperature 
scores of the portfolio.  This will also provide useful information for decision making.   

 The Fund will continue to lobby the fund management industry to encourage the development of new zero carbon investment 
products. 
 

 

Long Term: 2028 to 2030 

 

Triennial Actuarial Valuation and Investment Strategy Review 

 The long term will incorporate the results of the 2028 triennial valuation.  The Fund will continue to assess the overall investment 
strategy as required to meet the pension benefits for members based upon the calculations within the triennial actuarial valuation. As 
and when asset and manager allocations require amending, the risk of fossil fuel exposure will be incorporated into any due diligence 
regarding risk and reward decision making. 

 

Local Authority Collaboration and Pooling 
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 In the long term, the Fund may be required to invest the majority of its assets through the LCIV, depending on government 
requirements for pooling of assets.   The availability of suitable opportunities within the LCIV will be key for the continued reduction in 
fossil fuel investments as well as positioning the Fund to benefit from clean technology and low carbon industries. This will allow the 
Fund to invest across a variety of disparate asset classes without compromising the ambition to be a long-term sustainable investor.  

 

Fund Managers 

 All investments in the Fund will be reviewed to identify any remaining allocations which are not at least low carbon, with the majority 
now being zero or negative carbon.  Investments which do not meet this criterion will be transitioned to suitable alternative products.  
As with the short and medium term, this will be subject to the ongoing availability of investment products that meet the Fund’s risk 
and return requirements. 

 The activity required at this stage will depend on progress made in earlier years towards ensuring the majority of the Fund’s 
investments are, as a minimum, low carbon. 

 

General 

 The Fund will have fully incorporated fossil fuel risk, through regular and sophisticated monitoring and portfolio analysis into the 
investment decision making process. Carbon reduction targets as part of the overall portfolio will play a key role in achieving the net 
zero carbon target by 2030.   

 

 

 


