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Source: Schroders. For illustrative purposes only.

Investment strategy needs to adapt over the life of a scheme

Our growth portfolio will evolve too

Life cycle of a pension scheme
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Know what your target is
Without LDI you can be working very hard to stand still
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Protecting the balance sheet
LDI also protects sponsor balance sheet on an accounting basis

Rates and spreads determine IAS 19 discount rates
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Case study
Challenge: Corporate DB plan seeking a hedge for IAS 19 liabilities

IAS 19 Methodology

– Curve construction based on yield of EUR AA corporate bonds bucketed by tenors
– Spread above government curve extrapolated for tenors with no or thin market depth for 

corporate bonds
– Smoothing allowed under extreme market conditions

Economic Risk Profile

– Transform problem to economic risk profile, covering full hedge of Interest rate risk 
(duration) including curve structure risk (key rate duration) and partial AA credit spread risk 

– Providing a full hedge for spread sensitivity is not possible due to a) maturity profile of euro 
corporate bonds and b) need for a well diversified credit portfolio

No market observable replicating portfolio available

Source: Schroders. 



Case study
Solution: A multi sector Buy & Maintain portfolio
Interest rate matching across the curve Portfolio provides a sizeable hedge for spread risk
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Blending growth and matching
Reducing dependence on the growth portfolio
Relies on growth portfolio to deliver all returns Enhanced matching delivers hedging and return
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Requirements for an end game solution
What are people looking for with end game investing

Source: Schroders. 

Returns
Provide the returns needed 

to fill the funding gap

Liquidity
Provide the liquidity required to 

meet liability payments over the 
remaining life of the scheme

Certainty
“end-game“ solution 
with high certainty



Building an end game portfolio
Contractual cashflow assets deliver certainty in returns
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End game solution delivers return, certainty 
and liquidity 
Return and cashflow certainty become more important during the end game
Cashflow planning for a growing scheme Cashflow planning over the end game

Schroders. For illustrative purposes only.



Can your deficit be met with more certainty?
A rule of thumb for assessing feasibility 
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Attractive entry point for CDI solution 

Need to be alert for opportunities
Long dated IG corporate bond spreads

Source: Schroders. For illustrative purposes only. Past performance is not a guide to future performance and may not be repeated.  
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Schroders end game philosophy
Planning starts now

LDI provides greater confidence of achieving goals for immature schemes and end game 
schemes alike 

End game investors can use contractual cashflows with credit risk premium to close the funding gap 

Blending different credit assets can deliver higher returns in the earlier years before rolling off 
leaving an insurance friendly, low risk portfolio

Preparing for the end games starts today and requires a long term plan while being ready to act 
when opportunities arise

Source: Schroders.



Important information
Marketing material for professional clients only.
Important Information: The views and opinions contained herein are those of the Schroders Portfolio Solutions team, and may not necessarily represent views expressed or reflected in other 
Schroders communications, strategies or funds.
This document is intended to be for information purposes only. The material is not intended as an offer or solicitation for the purchase or sale of any financial instrument. The material is not 
intended to provide, and should not be relied on for, accounting, legal or tax advice, or investment recommendations. Information herein is believed to be reliable but Schroders does not 
warrant its completeness or accuracy. No responsibility can be accepted for errors of fact or opinion. Reliance should not be placed on the views and information in the document when taking 
individual investment and/or strategic decisions. Past performance is not a reliable indicator of future results, prices of shares and the income from them may fall as well as rise and investors 
may not get back the amount originally invested. Schroders has expressed its own views in this document and these may change (to be used if the 1st statement above is not being used). 
Schroders will be a data controller in respect of your personal data. For information on how Schroders might process your personal data, please view our Privacy Policy available at 
www.schroders.com/en/privacy-policy or on request should you not have access to this webpage. Issued by Schroder Investment Management (Europe) S.A., 5, rue Höhenhof, L-1736 
Senningerberg, Luxembourg. Registered No. B 37.799. For your security, communications may be taped or monitored. 
UK002352.



Important information
Main risks associated with end game solutions 
Risk forecast warning: The forecasts stated in the presentation are the result of statistical modelling, based on a number of assumptions. Forecasts are subject to a high level of uncertainty 
regarding future economic and market factors that may affect actual future performance. The forecasts are provided to you for information purposes as at today's date. Our assumptions may 
change materially with changes in underlying assumptions that may occur, among other things, as economic and market conditions change. We assume no obligation to provide you with 
updates or changes to this data as assumptions, economic and market conditions, models or other matters change.
Schroders’ estimates and data: The data contained in this document has been sourced by Schroders and should be independently verified before further publication or use.
Derivatives – Investment: The strategy can use derivatives for investment purposes and may leverage the portfolio. These instruments can be more volatile than investment in equities or 
bonds. The use of leverage can increase gains as well as losses and expose the strategy to increased risk. The use of derivatives and leverage involves a higher degree of risk and may lead 
to a higher volatility in the unit prices of the funds.
Back testing: The hypothetical results shown must be considered as no more than an approximate representation of the portfolio’s performance, not as indicative of how it would have 
performed in the past. It is the result of statistical modelling, based on a number of assumptions and there are a number of material limitations on the retrospective reconstruction of any 
performance results from performance records. For example, it may not take into account any dealing costs or liquidity issues which would have affected the strategy’s performance. This 
data is provided to you for information purposes only as at today's date and should not be relied on to predict possible future performance.
Hypothetical modelling results: The hypothetical results shown in this presentation must be considered as no more than an approximate representation of a portfolios’ performance, not as 
indicative of how it would have performed in the past. It is the result of statistical modelling, based on a number of assumptions and there are a number of material limitations of the retroactive 
reconstruction of any performance results from performance records. For example, it does not take into account any dealing costs or liquidity issues which would have affected a real 
investment’s performance.
Liability driven investment: Entering into derivate contracts introduces counterparty risk, the potential to incur a loss if the counterparty is unable to honour its obligations. This means 
clients are exposed to potential losses if a counterparty were to default on its obligation. We mitigate much of this risk by receiving collateral with a value at least equal to the exposure to each 
counterparty. Subject to minimum transaction limits, the level of collateral will be updated on each business day. However, in the event of a default, there would be a cost involved in 
liquidating and reinvesting.
Liability hedging strategies may also be subject to basis risk between the valuation methodology applied to a pension scheme’s liabilities and that applied to the underlying swap contracts. 
Derivative contracts may involve a commitment to meet LIBOR-based payments on the underlying strategies. There is a risk that the assets of a pension scheme fail to deliver the returns 
needed to meet these payments which would result in a deterioration in the scheme’s funding level.
Whilst hedging strategies are constructed to reflect the expected behaviour of pension fund liabilities, note that pension fund liabilities can only be estimated and as such there may be a 
divergence between the performance of the hedge and an individual scheme’s actual liabilities.
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