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LDI for Defined Benefit Pension Funds 
Martijn de Vree 

LDI for defined benefit pension funds 
A beginner’s guide to liability-driven investment 
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What is liability-driven investment (LDI)? SEE INSTRUCTION IN THE MASTER 

 EXCEL FILE CALLED  

PPF_7800_underlying_data MASTER  

N:\Depts\Central Services\RFP & DTP\DTP Directory\- Slide libraries\Product specific\FSG 

 

The PPF 7800 index is published on the second Tuesday of every month.  • An approach to investment in which the strategy is designed in 

the context of an investor’s liabilities 

• For defined benefit (DB) pension funds, the liabilities are 

typically future expected benefit payments, often linked to 

inflation with longevity 
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LDI in the UK SEE INSTRUCTION IN THE MASTER 

 EXCEL FILE CALLED  

PPF_7800_underlying_data MASTER  

N:\Depts\Central Services\RFP & DTP\DTP Directory\- Slide libraries\Product specific\FSG 

 

The PPF 7800 index is published on the second Tuesday of every month.  • £1,516bn DB pension scheme liabilities… 

• … of which £517bn hedged 

 

• 6,057 DB pension schemes… 

• … of which 825 using liability hedging 

 

 

4 Source: PPF 7800 index as at 30 April 2015 and 2014 KPMG LDI Survey 
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Overview 

LDI is about: 

• Investing, in the context of promised future benefits 

• Increasing efficiency by targeting rewarded risk 

• Being dynamic! 
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Managing both sides of the balance sheet 

Assets Liabilities – 
Funding 

position 
= 

6 
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Funding levels have been volatile 

SEE INSTRUCTION IN THE MASTER 

 EXCEL FILE CALLED  

PPF_7800_underlying_data MASTER  

N:\Depts\Central Services\RFP & DTP\DTP Directory\- Slide libraries\Product specific\FSG 

 

The PPF 7800 index is published on the second Tuesday of every month.  

Source: Pension Protection Fund, 7800 index. Data as at 31 April 2015. 
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What has happened? 

Source: Insight and Bloomberg as at 15 May 2015. 8 

Source file location: N:\Depts\Institutions\General\Financial 

Solutions\FSG market conditions pack\Market conditions data 

 

EXCEL FILE NAME: UK Market conditions pack charts - 

Bloomberg file NEW 2.xlsm 

CHART TAB NAME: Six Pack IR and INF 
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Liabilities for DB pension funds 

Liability risks 

Inflation Interest 

rates 

For illustrative purposes only. 
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For illustrative purposes only. 10 
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For illustrative purposes only. 11 
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Interest rate swaps 

For illustrative purposes only. 
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For illustrative purposes only. 15 
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New risks introduced 

Challenge How are these managed? 

Counterparty risk 

• Credit assessment of banks 

• Rigorous daily collateralisation  

• Diversification of counterparties 

• Protective legal terms 

Leverage 

• Balancing capital efficiency with conservative leverage 

• Prudent warning levels  

• Managed de-leveraging process 

16 
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Why hedge at current low rates? 

Source: Bloomberg. Data as at 22 April 2015. 30 year interest rate swap rates.  

Source file location: N:\Depts\Institutions\General\Financial 

Solutions\FSG market conditions pack\Market conditions data 

 

EXCEL FILE NAME: UK Market conditions pack charts - 

Bloomberg file NEW 3 

CHART TAB NAME: IRS (2) 
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Rate rises priced in 
Source file location: N:\Depts\Institutions\General\Financial 

Solutions\FSG market conditions pack\Market conditions data 

 

EXCEL FILE NAME: UK Market conditions pack charts - 

Bloomberg file NEW 3 

CHART TAB NAME: IRS 

Source: Bloomberg. Data as at 29 March 2015. 6 month Libor forward rates.  
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Hedging with the right instrument can reduce costs Source file location: N:\Depts\Institutions\General\Financial 

Solutions\FSG market conditions pack\Market conditions data 

 

EXCEL FILE NAME: UK Market conditions pack charts - 

Bloomberg file NEW 2.xlsm 

TAB NAME: Gilts-Swaps 

Source: Insight and Bloomberg. Data as at 15 May 2015. 19 
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Dynamic management of gilt/swaps 

Relative value gilts vs swaps (bp) 

Source: Insight and Bloomberg. Data as at 15 May 2015. 20 

Source file location: N:\Depts\Institutions\General\Financial 

Solutions\FSG market conditions pack\Market conditions data 

RHS CHART EXCEL FILE NAME: UK Market conditions pack 

charts - Bloomberg file NEW 2.xlsm 
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Summary 

LDI is about: 

• Investing in the context of promised future benefits 

• Increasing efficiency by targeting rewarded risk 

• Being dynamic! 

21 
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Expressions of individual views by members of the Institute and Faculty 

of Actuaries and its staff are encouraged. 

The views expressed in this presentation are those of the presenter. 

Questions Comments 
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Important information 

This is a marketing document intended for professional clients only and should not be made available to or relied upon by retail clients. Unless 

otherwise stated, the source of information is Insight Investment. Any forecasts or opinions are Insight Investment’s own at the date of this 

document (or as otherwise specified) and may change. Material in this publication is for general information only and is not advice, proper 

advice (in accordance with the UK Pensions Act 1995), investment advice or recommendation of any purchase or sale of any security.  It 

should not be regarded as a guarantee of future performance. The value of investments and any income from them will fluctuate and is not 

guaranteed (this may partly be due to exchange rate changes) and investors may not get back the amount invested. Past performance is not a 

guide to future performance. This document must not be used for the purpose of an offer or solicitation in any jurisdiction or in any 

circumstances in which such offer or solicitation is unlawful or otherwise not permitted. This document should not be amended or forwarded to 

a third party without consent from Insight Investment. 

Telephone calls may be recorded. 

For clients and prospects of Insight Investment Management (Global) Limited: 

Issued by Insight Investment Management (Global) Limited. Registered in England and Wales. Registered office 160 Queen Victor ia Street, 

London EC4V 4LA; registered number 00827982.  

For clients and prospects of Insight Investment Funds Management Limited: 

Issued by Insight Investment Funds Management Limited. Registered in England and Wales. Registered office 160 Queen Victoria Street, 

London EC4V 4LA; registered number 01835691. 

For clients and prospects of Pareto Investment Management Limited: 

Issued by Pareto Investment Management Limited. Registered in England and Wales. Registered office 160 Queen Victoria Street,  London 

EC4V 4LA; registered number 03169281. 

 

Insight Investment Management (Global) Limited, Insight Investment Funds Management Limited and Pareto Investment Management Limited 

are authorised and regulated by the Financial Conduct Authority in the UK. Insight Investment Management (Global) Limited and Pareto 

Investment Management Limited are authorised to operate  across Europe in accordance with the provisions of the European passport under 

Directive 2004/39 on markets in financial instruments.  

 

© 2015 Insight Investment. All rights reserved 
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