5. Asset allocation and governance at the
Imperial Tobacco pension fund in the mid-
20th century

Yally Avrahampour

The Imperial Tobacco pension fund case considers a seminal moment
in the history of occupational pension fund management in the
UK. The case engages with Imperial Tobacco’s defined benefit pen-
sion fund trustee board at the moment in 1955 when the trustees
revisited the proposal by Imperial Tobacco’s pension fund manager,
George Ross Goobey, to invest the pension fund, one of the largest in
the UK, entirely in common stocks, preference stocks and real estate.

This case is concerned with exploring the relationship between the
practice of management as an internal set of rules and management
as interacting and advocating standards that relate to external rules
relating to governance. It highlights the reasons that managers
engage with professional standards as part of their management
practice. More generally, the case is an opportunity to consider
cultural changes in the approach to governance.

Guidance on how to write a case analysis can be found in Chapter 1,
‘Business cases: What are they, why do we use them and how should
you go about doing a case analysis?’.

A teaching note for this case is available to bona fide educators. To
request a copy please email yavrahampour@I|se.ac.uk

Introduction

Sir Percy James ‘PJ” Grigg, chair of Imperial Tobacco’s Investment Committee,
looked across the table at Imperial Tobacco’s chief accountant and the board
of trustees of the Imperial Tobacco pension fund. It was 1955 and the trustees
were considering a change to the investment policy of the pension fund,
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proposed by George Ross Goobey, Imperial Tobacco’s pension manager. Ross
Goobey proposed that the trustees approve the investment of the pension
fund’s assets entirely in common stock, preferred stock and real estate.

The trustees were not surprised to be considering this proposed change,
for two reasons. First, they had considered and rejected this proposed change
in 1953. The primary reason for the rejection was that Ross Goobey’s pro-
posed policy would require them to sell the substantial proportion of the fixed
income securities held by the pension fund at a loss. Consequently, in 1953
the trustees permitted Ross Goobey to invest only new contributions to the
pension fund into equities. Figure 5.1 shows the asset allocation of the Impe-
rial Tobacco pension fund between 1930 and June 1954.

Second, Ross Goobey, a qualified actuary, was hired at Imperial Tobacco
in 1947 and tasked with providing professional investment management
and increasing the returns on the investments made by the pension fund, in
advance of the quinquennial actuarial valuation taking place in 1949. Ross
Goobey was taking over the management of the pension fund from the chief
accountant, in part because the actuarial valuation entailed that the manage-
ment of the pension fund increasingly required investment sophistication. In
1951, Randall Haigh, also an actuary, joined Imperial Tobacco pension fund
as Ross Goobey’s assistant. Over subsequent years, Ross Goobey, assisted by
Haigh, set about engaging the trustees with a view to converting them to his
view regarding equity investment. By now the trustees were quite familiar
with Ross Goobey’s arguments.

Figure 5.1: Imperial Tobacco pension fund distribution of investments at
book value (1930-June 1954)
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It was, therefore, time for the trustees to reconsider this proposed change
to the pension fund’s investment policy, and Grigg wondered whether they
would approve it. At the heart of the dilemma faced by the trustees was the
fact that, for the past century, UK pension funds, including Imperial Tobac-
cos, had focused on a safety-first approach, investing predominantly in gilts.
In this respect, pension funds were replicating the investment policy of life
insurance companies, which also focused on gilts and other high-quality fixed
income securities. Of course, large insurance companies and pension funds
had already invested a little in equities. It was well known in life insurance cir-
cles that, in the 1930s, Professor John Maynard Keynes, serving as the chair of
the investment committee of the National Mutual insurance company, advo-
cated that the National Mutual should invest more in equities and real estate.
Sam Clayton, manager of the Rowntree pension fund, invested around a third
of the assets of this pension fund in common stock in the 1930s and 1940s.
However, no occupational pension fund had taken the decision to invest the
entirety of its assets in common stock, preferred stock and real estate.

In December 1954, the Imperial Tobacco pension fund had assets of
£20 million. This made it one of the largest UK pension funds. If the trustees
followed Ross Goobey’s recommendation, their decision would challenge
conventional investment practice in the pensions and insurance industry and
would signal acceptance of the idea that pension funds could dramatically
increase the risk of their investment policy.

Grigg also wondered how the trustees would respond to Ross Goobey’s
growing influence in the actuarial profession and in the pensions industry.
In 1953, Ross Goobey was invited to coordinate the investment protection
service of the Association of Superannuation and Pension Funds (ASPF), the
pension fund industry body. This investment protection service, established
by Gordon Hosking in 1950, enabled pension funds to collaborate with the
British Insurance Association and Association of Investment Trusts who had
established their own investment protection committees in 1932.

Further, as a qualified actuary, Ross Goobey participated in increasingly
fractious debates at the Institute of Actuaries regarding the actuarial assess-
ment of the funding level of occupational pension funds, known as the ‘actu-
arial valuation’ A new generation of consulting actuaries were rethinking the
traditional approach to the actuarial valuation of pension funds. They sought
to expand the scope of the jurisdiction of the actuarial profession towards
developing expertise in financial matters.” Ross Goobey was supportive of the
approach adopted by the new generation.’

However, the consulting actuary of Imperial Tobacco’s pension fund was Sir
John Gunlake, an eminent practitioner and head partner at the leading con-
sulting actuarial partnership, R. Watson & Sons. Gunlake was sceptical about
Ross Goobey’s proposed investment policy and unsupportive of the modern
approach to the actuarial valuation. This scepticism was also evident in his
assessment of the funding level of Imperial Tobacco’s pension fund. Grigg was
well aware that the traditional, conservative approach to actuarial valuation
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would delay the financial recognition of the gains from riskier assets, and to
some extent undermine the financial impact of the changes to the investment
policy being proposed by Ross Goobey. Still, Grigg felt optimistic.

Background
Occupational pension funds

In the UK, in addition to the role of the state in providing a social security
safety net through the state pension, employers also play a role in provid-
ing their employees with income in retirement. Whereas the state pays the
pension on a pay-as-you-go basis, from taxation, and is therefore ‘unfunded,
occupational pension provision is ‘funded’ In funded occupational pension
systems, the retirement income paid to beneficiaries is paid either from the
invested assets of a pension fund or of a life insurance company. Pension funds
are established as a trust, an investment vehicle into which the employing
organisation, and sometimes the employees, pay monetary contributions. The
accumulated contributions are the assets that are invested and ultimately used
to pay retirement income to beneficiaries. Alternatively, the sponsoring firm
pays the contributions to a life insurance company, which invests the contri-
butions and pays retirement income to the sponsoring firm’s beneficiaries.

Pension fund benefit design

There are two primary approaches to the design of the benefits paid as retire-
ment income. In the ‘defined contribution’ benefit design, the contributions
of the sponsoring firm are fixed, and the income paid in retirement to the
beneficiary fluctuates in relation to investment performance of the assets.
In contrast, in the ‘defined benefit’ pension benefit design, the beneficiary
receives a defined income in retirement. The income paid in retirement is
based primarily on salary during employment and length of service to the
employer. The employing firm’s contributions to the pension fund fluctuate in
response to the changes in the value of the assets of the pension fund which
are available to pay the income in retirement and the present value of the
retirement income that the pension fund has promised to pay to the benefi-
ciaries, namely, its liabilities.

Occupational pension fund governance: pension fund
actuarial valuation

The actuarial valuation of a defined benefit pension fund is an assessment of
the ability of the pension fund to pay the promised level of retirement income
to its beneficiaries. The valuation assesses the funding level of the pension
fund, namely whether the pension fund has sufficient assets to pay its liabil-
ities. The liabilities reflect the pension fund’s obligation to provide a defined
level of income in retirement. The difference between the value of the assets
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and the value of the liabilities determines whether the funding level of the
pension fund is in deficit or surplus. If the assets exceed the liabilities, the
pension fund is in surplus. In such an instance, the sponsor may reduce its
contributions or even take a ‘contribution holiday’: a determinate period of
time when the employer is permitted to pause its contributions to the pension
fund. Alternatively, if liabilities exceed assets and the pension fund is in defi-
cit, the sponsor increases its contributions to cover the deficit. The actuarial
valuation of the pension fund’s funding level thus also determines the sched-
ule of contributions that the sponsoring firm must pay until its defined benefit
pension fund has an adequate level of funding.

In assigning values to assets and liabilities, the actuarial valuation of a
defined benefit pension fund makes two types of assumption, collectively
known as the ‘actuarial basis’ The first are statistical assumptions. These enable
the actuary to estimate the magnitude and timing of future pension payments
to beneficiaries that arise from the benefit design of the pension fund, the
memberships longevity, salary levels and macroeconomic conditions, such
as inflation. The second are financial assumptions. These enable the actuary
to assign a present value to the estimated future retirement income payments
made to the beneficiaries of the pension fund. To do this, the actuarial valu-
ation makes use of discounted income techniques and specifically selects a
discount rate. The lower the discount rate selected to assign a present value
to future payments, the higher the present value of those payments and the
greater are the liabilities. The higher the discount rate, the lower the present
value of the estimated future payments and the pension fund’s liabilities.

Governance of occupational pension funds: pension fund
financial accounting

There are two types of pension fund financial accounting standard. The first
relates to the disclosures made in the financial accounts of the sponsoring
firm regarding the financial condition of its pension fund. The second relates
to the financial accounts of the pension fund itself. Key information relating
to defined benefits pension funds in both types of report includes the value of
assets and liabilities, whether the funding level is in surplus or deficit, the cost
of the pension fund to the sponsor and the annual contributions paid to the
pension fund by the sponsoring firm. Accounting reports may use a separate
actuarial basis from that of the actuarial valuation or may simply replicate the
assumptions and information provided within the actuarial valuation within
the financial accounts.
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History of investment policy at the Imperial Tobacco
pension fund to 1955

The Imperial Tobacco pension fund

The Imperial Tobacco company established a defined benefits pension fund
in 1929. Initially, the chief accountant of Imperial Tobacco managed the fund
and it guaranteed a minimum annual rate of return of 5 per cent on its assets.
If the investment return on the assets fell below this rate, the sponsoring firm
was obliged to increase its contributions to match the level the fund would
have had if its assets had increased by the guaranteed rate. This policy of pro-
viding a guarantee was not uncommon at the time and was a means of pro-
viding assurance to the beneficiaries of the pension fund (Imperial Tobacco’s
current and former employees) that the pension fund was and would remain
in good financial health. Consistent with actuarial valuation standards of that
time, the discount rate used to assign a present value to the liabilities was
also set at 5 per cent. The guaranteed return was achieved by investing in safe
securities, such as UK government bonds or corporate bonds yielding 5 per
cent or more. Increasingly, however, in the 1930s and 1940s, as interest rates
fell, the yield on government securities and corporate securities also declined,
and it became increasingly difficult for the pension fund to meet its 5 per cent
guarantee by investing in high-quality fixed income securities.

In response to these falling yields, the chief accountant diversified the pen-
sion fund into higher-yielding investments, such as corporate bonds, pref-
erence shares, real estate and, to a smaller extent, common stocks, which
offered attractive yields compared to fixed-income securities. Thus, although

Figure 5.2: Yield on invested assets of the Imperial Tobacco pension fund
(1930-June 1954)
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the Imperial Tobacco pension fund had initially been invested almost entirely
in gilts, by 1949 the asset allocation of the pension fund was approximately
50 per cent gilts, 10 per cent corporate fixed income, 20 per cent preference
shares and 20 per cent common shares. The changing investment policy of
the pension fund was a consequence of the ongoing difficulty of achieving
the goal of a 5 per cent yield. Figure 5.2 shows the yield of the pension fund
between 1930 and June 1954.

Following the 1949 actuarial valuation, the trustees reduced the guaranteed
increase on the assets of the pension fund from 5 per cent to 4 per cent,
making it easier to invest in assets with a sufficiently high yield, exceeding
the 4 per cent guaranteed rate. However, simultaneously, the discount rate
used to assign a present value to the pension fund’s liabilities was lowered
to 4 per cent. A consequence of the lower discount rate was that the value
of the liabilities increased. The increase in the value of the liabilities reduced
the funding level of the pension fund and increased the contributions that
Gunlake advised Imperial Tobacco company to pay to its pension fund.

Sir Percy James ‘PJ’ Grigg

Sir Percy James Grigg had a distinguished career in the British Civil Service
in India in the inter-war years. Increasingly specialising in issues relating to
finance, he was subsequently chair of the board of the Inland Revenue and
Secretary of State for War in Churchill’s coalition government during the Sec-
ond World War. Grigg was a non-executive director of Prudential Assurance
Company, the National Provincial Bank and the Distillers Company, as well
as at Imperial Tobacco. He joined the board of directors of Imperial Tobacco
in 1947 after his return to England, having contributed to the establishment
of the International Bank for Reconstruction and Development in New York.
Grigg was chair of the two-member investment advisory committee to the
Imperial Tobacco board of directors. The other member was Imperial Tobac-
cos chief accountant.

George Ross Goobey

Ross Goobey qualified as an actuary between 1930 and 1941. During this
time, he worked at various small insurance companies, specialising in the
investment part of the insurance world. In 1934, he moved to the Legal &
General Assurance Society. Legal & Generals chief actuary, Harold Raynes,
had published influential articles on the long-term outperformance of com-
mon stocks relative to government bonds, and his influence on Ross Goo-
bey was evident.” Ross Goobey referred to Raynes’ studies when advocating
investment in equities. Ross Goobey’s decision to work for a pension fund,
rather than a life insurance company or a consulting actuarial partnership,
was an unconventional one for an actuary. In doing so, he followed the career
path of Gordon Hosking, fellow actuary, pension manager at Courtaulds and
author of a textbook on the topic of occupational pension fund management.
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Ross Goobey’s arguments in favour of an equities only investment policy

Ross Goobey’s investment philosophy was based on the income or yield
paid by the security. The rationale for investing in common stocks was
that the dividend yield paid by them exceeded the rate of interest received
from government bonds. To reduce the risk posed by common stocks, Ross
Goobey would diversify the portfolio by investing in a large number of shares.
The assets of the Imperial Tobacco pension fund were consequently invested
in the common stock of over a thousand companies, including large and
small, and listed and unlisted companies, as well as in a large number of real
estate holdings.

Moreover, Ross Goobey argued that the inflation of the post-war era also
justified investment in common stock and real estate. He recognised early
on that inflation would remain a feature of the investment environment and
understood the effect this would have on increasing liabilities of defined
benefit pension funds and falling bond prices. UK government bonds were
fixed income or had a coupon that was linked to short-term interest rates. In
neither case were these payments linked to an index measuring the rate of
inflation. In contrast, the dividends from common stocks could increase as
the profits earned by companies increased. This was regarded as a safeguard
against the negative effects of inflation on the funding levels of defined benefit
pension funds. For example, in an inflationary environment, the value of pen-
sion fund liabilities rose as salary levels rose. The Exhibits section provides
excerpts from a series of explanatory statements by Ross Goobey in setting
out his policy to the trustee board.

Imperial Tobacco Company

The Imperial Tobacco company was formed from the amalgamation of 13
companies in the tobacco sector. During the Second World War, wartime
rationing strictly limited sales of tobacco products and Imperial Tobacco
reduced costs by eliminating almost all advertising. There was a slow return
to normality in the early to mid-1950s. Table 5.1 shows the Imperial Tobacco
net profit on return on capital employed in the early to mid-1950s.

Table 5.1: Returns of Imperial Tobacco Co in the early 1950s

Year % net profit /capital employed
1951 15.0%
1952 14.3%
1953 14.4%
1954 14.0%
1955 13.8%

Source: Alford (2013) p. 418°
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Engagement with the setting of standards relating
to governance

In the pre-war years, actuarial valuations of defined benefit pension funds
were conservative and were dominated by the requirements of life insurance
companies. Actuarial expertise was considered to be associated with the
statistical assumptions relating to longevity. It was accepted that consulting
actuaries would use judgement in applying statistical models to estimate the
longevity of the members of the pension fund. However, the financial assump-
tions used to value the pension fund assets and liabilities were not regarded as
a legitimate area of actuarial expertise.

Consequently, in first half of the 20th century, the actuarial profession took
careful steps to reduce, as far as possible, the potential for consulting actuaries
to exercise judgement in relation to the financial assumptions. The assets of
the pension fund were valued at historical cost or market price, whichever
was lower - a traditional accounting valuation technique. The discount rate
used to assign a present value to liabilities was equated to the rate of return
that could be expected to be earned on the pension fund’s investments. In
estimating this expected rate, actuarial valuations sought to avoid relying on
the judgement of the consulting actuary. Thus, consulting actuaries derived
the expected rate of return of the pension fund in two ways. If the sponsoring
firm provided a guarantee regarding the rate of return of the pension fund,
the discount rate in the actuarial valuation was equated with the guaranteed
rate of return. The rationale was that the sponsor would not set a guarantee
that differed from the expected rate of return. If the sponsoring firm did not
provide a guarantee, the risk-free government bond rate plus a small percent-
age was used to assign a present value to the liabilities. In this respect, selec-
tion of a discount rate that was based on the risk-free government bond rate
also reflected the fact that pension fund investment was primarily oriented
towards investment in UK government securities. Both approaches excluded
the possibility that actuaries could exercise judgement regarding the future
returns of the pension fund.

Consulting actuaries could exercise judgement over the financial assump-
tions in limited circumstances. For example, if the pension fund invested in
equities to achieve higher returns, the consulting actuary would reduce the
discount rate. The rationale was that there was the need for safety margins that
sought to protect the pension fund in case of decline in the value of its assets.

This conservative approach relating to the actuarial valuation placed
increasing pressures on the funding levels of occupational pension funds and
culminated in a public expression of dissatisfaction with the UK system of
funded occupational pension provision. In 1954, Bedfordshire County Coun-
cil put forward a parliamentary bill that proposed providing occupational
pensions for municipal authorities on an unfunded, pay-as-you-go basis. The
bill failed in parliament. Its impact, however, was widespread and while the
principle of funding occupational pensions remained widely accepted, the
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actuarial valuation as the method of implementing the funding approach was
subject to increased scrutiny.

Gradually, therefore, the mid-20th century was characterised by actuaries
engaging with the financial assumptions for the actuarial valuation. Increased
attention was paid to the possible use of judgement by consulting actuaries
in relation to the financial assumptions of the actuarial valuation, whereas
previously the use of judgement was limited to the making of the statisti-
cal assumptions. Actuarial debate was shifting towards valuing both assets
and liabilities using discounting techniques, which were the specialism of the
actuarial profession. The value of pension fund assets and liabilities would
be their present value. Consulting actuaries would select a discount rate for
this estimation, based on their estimation of the future returns of the pension
fund. The judgement of the consulting actuary regarding the rate of return of
the pension fund would suffice to select the appropriate discount rate.

Ross Goobey championed the views of the new generation of consulting
actuaries and was critical of the traditional approach to the setting of financial
assumptions in actuarial valuations. Notably, Sir John Gunlake, the consulting
actuary to the Imperial Tobacco pension fund was on the side of the tradition-
alists. Furthermore, Gunlake was using conservative assumptions in relation
to the Imperial Tobacco pension fund.

Sir John Gunlake

Sir John Gunlake was the senior partner at R. Watson & Sons, the largest
actuarial consultancy in the UK. In 1960-1961, Gunlake would become the
first consulting actuary to be elected president of the Institute of Actuaries.
Previously, all presidents had been life insurance actuaries working in life
insurance companies. During the Second World War, Gunlake worked as sta-
tistical adviser in the Statistics and Intelligence Division of the Ministry of
Shipping and attended the Washington, Quebec, Cairo and Yalta conferences
as statistical adviser. He was awarded the CBE in 1947, was a fellow of the
Institute of Statistics and was involved in the 1953-1954 Philips Committee,
the ‘Commission on the Economic and Financial Problems on the Provision
for Old Age’

The setting of pension fund financial accounting standards

In 1942, the Institute of Chartered Accountants in England & Wales (ICAEW)
began to promulgate recommendations for its members regarding accounting
standards. These accounting recommendations were incorporated into com-
pany law in the 1948 Companies Act. In 1953, the ICAEW began to debate the
first pension fund financial accounting standard, specifically how sponsoring
firms and their pension funds would disclose the value of the assets and lia-
bilities of the pension fund.
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The setting of standards relating to corporate governance

In 1953 Ross Goobey joined the ASPF council. The association was estab-
lished in 1923 but had not dealt with matters relating to the investment of
pension funds, focusing instead on lobbying government on matters relating
to taxation of pension provision. Ross Goobey’s membership on the coun-
cil brought greater focus by the ASPF on educating its members regarding
investment. He gave talks to the membership on investment and adminis-
tered its investment protection service, the means by which pension funds
collectively protected their investments from changes to the terms of those
investments in ways that could be detrimental to their value. Cooperation
between different pension funds entailed, for example, combining their vote
on a particular proposal raised by the company issuing the securities in order
to oppose or approve it. Investment protection committees of the British
Insurance Association and Association of Investment Trusts had been active
in upholding standards relating to corporate governance since 1932. More
often than not, investors in a particular committee would contact a com-
pany behind the scenes in advance of the proposal being formalised to take
pre-emptive action. Since 1953, Ross Goobey and his team had been involved
in the determination of the standards relating to investment protection that
would be adopted by the ASPF in conducting investment protection for the
ASPF’s members.

Conclusion: contemporary parallels

The Imperial Tobacco pension fund case considers a seminal moment in
the history of occupational pension fund management in the UK. The case
engages with Imperial Tobaccos defined benefit pension fund trustee board
at the moment in 1955 that the trustees revisited the proposal by Imperial
Tobacco’s pension fund manager, George Ross Goobey, to invest the pension
fund - one of the largest in the UK - entirely in common stocks, preference
stocks and real estate. Beyond the interest arising in relation to its unique
historical characteristics, this case addresses five theoretical topics relating to
management and organisations.

First, the case raises questions regarding the implications of external
standards relating to governance for management. The case focuses primarily
on the setting of standards relating to governance, such as the recommenda-
tions on accounting, standards relating to actuarial valuation and investment
protection, rather than the standards relating to management accounting. It
therefore seeks to focus attention on the relationship between these external
standards relating to governance and management.

Second, the case presents the relationship between external standards of
governance and management at a time when the standards under discus-
sion incorporate professional judgement (of consulting actuaries in relation
to financial assumptions in the actuarial valuation) to a greater, rather than
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a lesser, extent. This increased use of professional judgement in relation to
financial estimates contrasts with the history from the 1970s to 2025, during
which this judgement has gradually been eroded. Furthermore, the literature
on the consequences of financial accounting disclosure for organisations has
focused on the eras during which the shift has been towards reduction of,
rather than increased, professional judgement.

Third, the case describes how, concurrently with implementing the change
in investment policy at the Imperial Tobacco pension fund, Ross Goobey
sought to increase rather than decrease the degree of reliance on professional
judgement in standards relating to the actuarial valuation. It is interesting to
note that this intervention took place prior to the development of financial
economics in the mid-1960s, of modern portfolio theory and the risk
management techniques predicated on improvements in understanding the
relationship between risk and return.

Fourth, this case offers a comparison of common approaches to the man-
agement of occupational pension funds in the 1930s and in contemporary
pension provision, which suggests strong similarities. In 2025, firms sponsor
defined contribution rather than defined benefit occupational pension funds.
Sponsoring firms with a defined benefit pension fund often seek to close
the defined benefit pension fund and transfer it to a life insurance company;,
or a similar financial entity. The investment policy of defined benefit pen-
sion funds is directed in the main to invest in fixed-income securities rather
than equities. Further, the standards relating to the selection of the financial
assumptions of the actuarial valuation of the pension fund do not permit
actuarial judgement. Financial accounting standards offer a high degree of
transparency relating to the investments of the pension fund. In short, coun-
ter-intuitively, similarities appear to exist between sponsoring firms” occupa-
tional pension provision in the 1930s and in 2025.

Fifth, the Imperial Tobacco pension fund case explores the role of chair Sir
Percy James Grigg in supporting Ross Goobey. As chair of Imperial Tobac-
cos Investment Committee, Grigg features in this case as a general manager,
who integrates the performance of a specialist manager, Ross Goobey, into the
overall financial affairs of Imperial Tobacco. The case raises questions regard-
ing the nature of the agency relationship between Grigg and Ross Goobey. It
also raises questions about the nature of management and its relationship to
agency by framing the case from Grigg’s perspective.

Preparing the case
In preparing the case analysis you might like to consider the following specific

questions in particular:

1. Describe the context relating to occupational pension provision prior
to the start of the case.
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2. What features of the prevailing approach to pension fund manage-
ment was Ross Goobey seeking to change?

3.Should the trustees of the Imperial Tobacco pension fund have been
concerned about Ross Goobey’s engagement in the setting of stand-
ards relating to the governance of occupational pensions described in
the case?

4. Apply the theoretical perspectives outlined in the following two fur-
ther readings to this case: Rajan & Zingales (1998) and White (1992).
Compare and contrast the conclusions that these two perspectives
lead you to draw regarding the relationship between Ross Goobey, Sir
James Grigg and Sir John Gunlake.

5. What differences and similarities do you observe between the context
for pension fund governance and investment in the mid-20th century
and in 20252
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Exhibits: Excerpts relating to Ross Goobey’s rationale in
advocating for common stock investment to Imperial
Tobacco’s board trustees

The objectives of pension fund investment policy

Ross Goobey linked the rate of interest used by the actuary to value
pension fund liabilities to pension fund investment policy:

The object of Pension Fund investment is to invest the
contributions as they are received at a rate of inter-
est equal to or greater than the rate which the Actuary
assumed in his calculations.”

Ross Goobey’s focus was on creating a portfolio of securities that
would generate a yield that was higher than the discount rate
assumed by the actuary:

Our attention need not be focused on the capital side,
that is to say, the day-to-day market value of the capital,
but can be concentrated on the income, and our chief
concern is to ensure that the average annual income is
sufficient to produce a yield calculated on the purchase
price equal to or greater than the rate assumed by the
actuary in his calculations.®

The yield of the pension fund portfolio assumes central importance
with respect to investment policy:

In a pension fund the market value position is certainly
not the prime consideration. The life blood of a pension
fund is the interest earned on the investments, and one
is only concerned with the market value insofar as this
reflects the improvement in the interest income, which of
course it does when a large proportion of ordinary stocks
and shares are held.’

Ross Goobey’s investment strategy was to invest in the asset class
that would generate the greatest possible income. The potential for
equities to pay increasing dividends led him to consider equities
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(and property) as the most suitable asset class and as the only
appropriate asset class for pension funds. Ross Goobey writes:

There seems little logic, however, in accepting equities at
all for inclusion in investment portfolios without being
prepared to agree on a policy of 100%. If one is convinced
that they are worth including for the obvious advantages
which they possess, then there seems to be no reason
why one should not have all of on€’s investments in the
most attractive asset class."

There are several reasons that yield can acquire such a significant
role relative to total return, or market value, in a pension fund.
These are outlined by Ross Goobey in a comparison of pension
funds with insurance companies and include: the long-dated
nature of pension fund liabilities, their link with inflation in sal-
ary levels, the absence of market-based solvency and accounting
requirements, the gross yield on income received by pension funds
and the small likelihood of having to liquidate investments."

Ross Goobey focused on the dividend yield, but this was in the
context of a successful and continuing business:

I have been accused of ‘being interested only in yield,
the implication being that the higher the conventionally
quoted yield is the more I am attracted to a stock. This
is true to a certain extent, especially when dealing with
a Pension Fund, the income of which is free of tax, but I
am of course aware that the conventionally quoted yield
is based on last year’s dividend only, and that the realized
yield (and this alone is the yield which we are concerned)
depends on the dividends received in the future. There-
fore, with each investment that we make there is a men-
tal appraisal of the chances of last years dividend being
maintained or increased."?

The decision to invest in stocks is not solely based on yield, but also
on the ability of the underlying company to cover the dividend yield
in the foreseeable future. The selling policy was also oriented around
yield so that one would be justified in selling a low-yielding bond in
order to purchase one with a higher yield or a share with a higher
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yield. The development of new and sophisticated ways of analysing
companies was perhaps particularly marked in later years.

The objectives of pension fund investment management:
integration with corporate organisation

During ‘Daltonian’ [low interest rates] eras we should
avoid investing as far as possible and the recent policy
of anticipation will help in this respect. Although under
the terms of the Trust Deed we cannot lend money to
the Company’ we can by anticipation or deferment of
the Company’s acknowledged liabilities to the Pension
Fund regulate to a certain extent the investment of Pen-
sion Fund monies ... During periods of cheap money we
might well seek refuge in dated Debentures in the hope
that when these come to be redeemed we may then be
back on higher interest rates for its re-investment or we
might even consider exchanging the Debentures into
undated securities (Ordinary shares again perhaps)
when conditions are suitable."

Ross Goobey concludes a presentation to the trustees as follows:

The pension fund has become a profitable part of the
company’s activities, the annual rate of profit of which,
including excess interest and the other activities briefly
mentioned above, is running well in excess of % million
pounds per annum."
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