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What are the key issues?

Identifying and managing the risks

– what is the objective?

The use of swaps

– managing counterparty risk

– generating LIBOR and LIBOR ‘plus’

Evolving the LDI strategy

Monitoring and reporting



Funding levels are volatile

Change in funding 
position due to equity 
market moves

Change in funding 
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in discount and 
inflation rates used to 
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Change in overall 
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Quantifying the risks

Exposure x Sensitivity x Annual Volatility = Impact 

Assets 

Equity 70% 1 17% 12%

Fund manager 100% 1 3% 3%

Liabilities 

Interest rates 100% 20 yrs 1.1% 22%

Inflation 100% 20 yrs 1% 20%

Longevity ~5% 



2007 2012 2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067 2072

A
nn

ua
l c

as
h 

flo
w

 £
m

  Fixed cash flows   RPI cash flows   LPI (0,5) cash flows

What is the objective?
Liability risks 

Inflation Interest 
rates

Demographics
etc



Designing the matching portfolio 

Hedgeable sources of risk Hedging instruments

Govt. and corporate bonds
and interest rate swaps

Inflation-linked bonds
and RPI / LPI swaps

Interest rates

Inflation 

Liability Matched
Portfolio

Matching 
portfolio



Traditional single control

100%

Equities or “Bonds”

0% 100%

Bonds/liability 
hedge

Equities/growth assets

100%
New feasible solutions

Traditional single control

Equities and “Bonds”

Bonds/liability 
hedge

0% 100%
Equities/growth assets

Avoiding the traditional trade-off



Swap counterparty

Fixed

Assets Notional
assets

Fixed 
interest

LIBOR
Target 
liability 
cash 
flow

=

Variable
interest

XYZ Pension Plan

Offer a yield premium of 
c.0.3% p.a. over gilts 

Counterparty risk

Assets backing swaps 
must generate LIBOR 
over the long-run

Using swaps to match liabilities

Enable the Plan to match 
liabilities by:
– maturity
– nature (fixed, RPI, LPI)



Swaps offer better value than index-
linked gilts

IL 2.5 2024 (Proxy for 20 years)
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Mitigating counterparty credit risk

Collateralisation
– daily bilateral
– ISDA documentation
– typically gilts and cash

Counterparty selection
– credit quality
– diversification



The cost of careless talk?

Managing the risk:

limit number of  ‘insiders’

non-disclosure 
agreements

public announcements

derivative documentation

fund structure/vehicle

execution mechanism

20 year inflation swap rate



Best execution

Comprehensive market access

Effective “price discovery” process

Counterparty selection

Market surveillance 



Insight Liquidity Plus Fund

By asset class By credit rating
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Current opportunity
AAA UK Prime RMBS historic yield spreads

0

20

40

60

80

100

120

140

160

180

200

Apr-05 Oct-05 Apr-06 Oct-06 Apr-07 Oct-07 Apr-08

Sp
re

ad
 v

s 
LI

B
O

R
 (b

p)



Assets must at least match LIBOR over the long run

Asset:liability
mismatch risk

Asset:LIBOR
mismatch riskSwap overlay

Generating LIBOR 'plus'



Smoother path to target
Funding level

Target

Traditional
approach

LDI

Time

Current



Insight’s LIBOR generating capability

Risk
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• Security
• Liquidity

ILF
• Liquidity 
• Performance

ILF Plus

• c.2.0% p.a. 
outperformance

• Wide investment 
flexibility

• Derivative-focused
• No net leverage

Bonds Plus

• c.0.5% p.a. 
outperformance

• Performance
• Constrained liquidity

LIBOR Plus 



Targeting liabilities plus 3%p.a.
Traditional

Equities

Bonds

Real estate

Cash + Equities Absolute return

Private equity Credit Real estate

Infrastructure Commodities

Swap overlay
LDI approach



Liability 
modelling and 
hedge design 

Discovery

Ongoing hedge 
management

Implementation 
strategy design 
and execution

Recognising 
market 

conditions

Continuous, dynamic process



Ongoing hedge management

Swap overlays are rebalanced to

– accommodate revisions and 
liability updates

– reflect changes in underlying bond 
benchmarks

– extend hedges to longer maturities

– manage active hedge positions



Good governance

Post-implementation review
– review of trading activity
– implementation cost analysis
– performance and risk attribution vs. the implementation benchmark

Ongoing reporting tailored to the client’s needs
– asset and liability valuation
– holdings and transactions
– collateral positions and movements
– performance and risk attribution vs. the liability benchmark

Trustee training and workshops



Summary

LDI is about reducing ‘unrewarded’ risk

But introduces other issues...
– derivative counterparty risk
– generating LIBOR
– evolving the solution 
– monitoring and reporting

...that can be managed



Thank you



Notes
We would also point out:
– All features in this pack are current at the time of publication but may be subject to change in the future.
– 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 

and may change. They should not be regarded as a guarantee of future performance.
– This document is intended for investment professionals only and should not be relied upon by private investors. No modifications or amendments to this 

presentation may be made without the prior permission of Insight Investment. The document is to be used by the intended recipient(s) only and the 
document may not be forwarded to a third party without prior consent from Insight Investment.

– Depending on the investor’s currency of reference, currency fluctuations may adversely affect the value of investments and the income therefrom. 
– Past performance is not a guide to future performance.
– Unit prices may go down as well as up, particularly in the short term. The value of an investment may fluctuate and cannot be guaranteed. Unless otherwise 

indicated, the performance of the pooled funds illustrated is calculated on an offer to offer basis with income reinvested and net of management charges. 
– Trading in derivative instruments may involve a higher degree of risk and there can be no assurance that the objectives of the portfolio will be attained. 
– Telephone calls may be recorded.

Issued by Insight Investment 
– Insight Investment Management (Global) Limited, Clerical Medical Investment Group Limited and Clerical Medical Managed Funds Limited are authorised 

and regulated by the Financial Services Authority and are part of the HBOS Group. All companies registered in England and Wales. Registered office 33 Old 
Broad Street, London EC2N 1HZ.

– Notes for clients and prospects of Insight Investment Funds Management Limited: Issued by Insight Investment Management (Global) Limited, on behalf of . 
Insight Investment Funds Management Limited, Reg. No. 1835691. Insight Investment Management (Global) Limited, Reg. No. 00827982.

– Notes for clients and prospects of Clerical Medical Investment Group Limited: Issued by Insight Investment Management (Global) Limited on behalf of 
Clerical Medical Investment Group Limited. Clerical Medical Investment Group Limited, Reg. No. 03196171. Insight Investment Management (Global) 
Limited, Reg. No. 00827982.

– Notes for clients and prospects of Clerical Medical Managed Funds Limited: Issued by Insight Investment Management (Global) Limited on behalf of Clerical 
Medical Managed Funds Limited. Insight Investment Management (Global) Limited. Reg. No. 00827982. Clerical Medical Managed Funds Limited, Reg. No. 
01580284.


