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Pension Solutions 
April 2020 

FAQ 

LDI Programs: Rate Hedges Have Performed 
Well; Is It Time to Add More Credit? 

Overview 
Interest rates have dropped dramatically and credit spreads have widened to rarely seen levels as COVID-19 has 
spread across the globe. The moves in interest rates and credit spreads have fundamentally changed the distribution 
of potential outcomes (Exhibit 1), with downside potential in rates bounded near zero and potential for downside 
performance in credit spreads bounded by their current elevated levels and Federal Reserve asset purchases. As a 
result, pension plans are reconsidering asset allocations to better hedge their liabilities in this new regime and take 
advantage of market opportunities as they arise. While individual circumstances vary, we believe that plans may want 
to consider increasing the amount of corporate credit in their hedging portfolios, particularly in the 1-10 year 
maturities that have been hit the hardest and, among our clients, we have seen plans moving in this direction. 

EXHIBIT 1: FORWARD DISTRIBUTIONS OF RATE AND CREDIT SPREADS PROVIDE INVESTMENT AND 
HEDGING OPPORTUNITIES 

Source: GSAM. For illustrative purposes only. 
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1. How should US pension plans manage their asset-liability risk management activities in what feels like a 
new, uncharted environment? 

Equity markets remain volatile, credit spreads have widened materially from their early 2020 tights, and longer- 
dated interest rates have fallen to unprecedented levels. At GSAM we believe that plan sponsors may want to 
approach this constantly changing environment by asking themselves: (i) What opportunities does this create?; 
(ii) What assumptions or rules of thumb are called into question by the new environment; and (iii) How should our 
long-term strategy respond, in particular with respect to a liability driven investment (LDI) program? 

 
2. What does GSAM see as the most attractive opportunities in fixed income markets, and how should 

those opportunities be incorporated into plans’ long term LDI strategies? 

In our view, in the current environment corporate credit is generally the most attractive opportunity in fixed 
income markets from a risk/return perspective. These markets were badly damaged by the lack of available 
liquidity in mid-March, which has created an opportunity to buy credit at potentially attractive levels (see GSAM’s 
publication, “Corporate Credit: The Time Is Now”). This is especially true for shorter-maturity bonds whose credit 
spreads had widened the most. Plans that are relatively well funded may view this as an attractive time to add 
corporate credit exposure and capture the potential for above-average returns. 

In terms of heuristics and long held rules of thumb being called into question, the current environment has 
challenged standard relative value relationships. Among the relationships being called into question are the 
relative risk of interest rate volatility and credit spread volatility as well as the relative emphasis that should be 
placed on each of those risk factors in a liability hedging program. When long duration investment grade credit 
spreads are in the mid-200s and 10-year Treasury yields are hovering around 50 basis points, the relative 
importance of hedging credit risk in an LDI portfolio has clearly increased. 

The current levels of risk-free rates will also likely impact long-held assumptions on the volatility of longer-term 
risk-free rates and the likely direction of future moves in these rates as Treasury yields reach or go below zero. 
The answers to these questions, as well as the plusses and minuses of owning more or less interest rate and/or 
corporate credit exposure, could have a material impact on investment strategy. 

3. Given the above, what changes have you worked with pension plans to implement to take advantage of 
the fixed income opportunities that market movements have created? 

Clients have been keenly focused on market movements, particularly the relative performance of the different 
sectors held across their broader asset allocations. Many of our pension plan clients responded, or are 
responding, to these market movements by adding additional corporate credit exposure. As a reminder, US 
corporate pension plans value their liabilities for financial reporting purposes based on the yields of high-quality, 
corporate bonds. In other words, the discount rate has a credit component to it. 

Clients have chosen a variety of ways to implement these changes, including benchmark revisions (e.g., moving 
from government credit benchmarks to 100% credit benchmarks) or adding new credit sleeves benchmarked to 
intermediate (1-10Y) credit indices. A minority of our clients have reduced, or deferred, planned increases in their 
interest rate hedges. For plans that manage their hedging portfolios against a custom, liability-driven benchmark, 
GSAM has worked with these clients to optimize capital allocations within their hedging portfolios, often resulting 
in an increase in their hedging program’s overall level of corporate credit exposure. 

4. Where clients have added credit exposure in their portfolios, how has GSAM worked with these clients to 
optimize portfolio construction? 

Most clients that have been adding credit have been doing so for strategic reasons, with the timing of the move 
motivated by recent market events. Those that have added intermediate credit exposure have taken advantage 
of the credit curve flattening, and even becoming briefly inverted, as short- and intermediate-maturity credits 
traded wider than long-maturity credits. For clients already seeking to improve the strategic balance between 
their long-maturity credit bonds and intermediate-maturity holdings, this curve flattening has created an attractive 
relative value opportunity. 

  

https://www.gsam.com/content/dam/gsam/pdfs/common/en/public/articles/2020/Corporate_Credit-The_Time_is_Now.pdf?sa=n&rd=n
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5. What about for plans that have been looking to reduce rate exposure as longer maturity US Treasury 
rates have trended towards zero? 

Clients that have reduced, or deferred, planned increases in their interest rate hedges have been motivated by 
short-term tactical and opportunistic considerations. When taking such active views in their fixed income hedging 
portfolios, we educate our clients on sizing the risk of the active view—e.g., consider sizing the deviation in 
duration exposure to be in line with the duration deviation limit that would ordinarily be given to a third-party 
active manager having an equivalent-sized portfolio. The intention is to seek a balance of active risk-taking in the 
portfolio, so that no one active view is dominating the investment outcome. The hedging portfolio is often so 
large, and sometimes augmented with leverage, that what seems like a modest shift in positioning can still be a 
very large active risk in comparison with other active managers in the portfolio. 

It’s also important to note that while the level of interest rates is low, interest rate volatility has not declined by a 
proportionate amount. For example, in the mid-1990s, US 10-year Treasury yields were around 6% and today 
they are well inside of 1%. Yield volatility was 90 to 100 basis points (annualized) in the mid-1990s, and is 
around 70 basis points (annualized) today. A ten-fold reduction in yield levels was accompanied by a reduction in 
yield volatility of only around one-quarter. Also, while US rates have declined to unprecedented levels, rate 
regimes in non-US markets are lower still, with 10 year UK gilt yields approaching 25 basis points and 10 year 
German bund yields near negative 50 basis points. 

We do not expect longer maturity US Treasury yields to fall to negative territory, but should this occur the trade-
off in such an environment between reducing rate-related risk and the cost to do so may lead to changes in our 
views on corporate credit allocations. In a negative rate regime, US pension plans may wish to consider 
transitioning from a strong focus on interest rate risk management to one increasingly focused on credit spread 
risk management. 
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General Disclosures 
This material is provided at your request for informational purposes only. It is not an offer or solicitation to buy or sell any securities. 
THESE MATERIALS ARE PROVIDED SOLELY ON THE BASIS THAT THEY WILL NOT CONSTITUTE INVESTMENT ADVICE AND WILL NOT FORM A PRIMARY BASIS FOR  
ANY PERSON'S OR PLAN'S INVESTMENT DECISIONS, AND GOLDMAN SACHS IS NOT A FIDUCIARY WITH RESPECT TO ANY PERSON OR PLAN BY REASON OF 
PROVIDING THE MATERIAL OR CONTENT HEREIN. PLAN FIDUCIARIES SHOULD CONSIDER THEIR OWN CIRCUMSTANCES IN ASSESSING ANY POTENTIAL 
INVESTMENT COURSE OF ACTION. 
Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down as 
well as up. A loss of principal may occur. 
Confidentiality 
No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an 
employee, officer, director, or authorized agent of the recipient. 
Goldman Sachs does not provide legal, tax or accounting advice, unless explicitly agreed between you and Goldman Sachs (generally through certain services offered only to clients of 
Private Wealth Management). Any statement contained in this presentation concerning U.S. tax matters is not intended or written to be used and cannot be used for the purpose of 
avoiding penalties imposed on the relevant taxpayer. Notwithstanding anything in this document to the contrary, and except as required to enable compliance with applicable securities 
law, you may disclose to any person the US federal and state income tax treatment and tax structure of the transaction and all materials of any kind (including tax opinions and other tax 
analyses) that are provided to you relating to such tax treatment and tax structure, without Goldman Sachs imposing any limitation of any kind. Investors should be aware that a 
determination of the tax consequences to them should take into account their specific circumstances and that the tax law is subject to change in the future or retroactively and investors 
are strongly urged to consult with their own tax advisor regarding any potential strategy, investment or transaction. Goldman Sachs does not provide legal, tax or accounting advice to its 
clients. All investors are strongly urged to consult with their legal, tax, or accounting advisors regarding any potential transactions or investments. There is no assurance that the tax 
status or treatment of a proposed transaction or investment will continue in the future. Tax treatment or status may be changed by law or government action in the future or on a 
retroactive basis. 
Economic and market forecasts presented herein reflect a series of assumptions and judgments as of the date of this presentation and are subject to change without notice. These 
forecasts do not take into account the specific investment objectives, restrictions, tax and financial situation or other needs of any specific client. Actual data will vary and may not be 
reflected here. These forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as merely representative of a 
broad range of possible outcomes. These forecasts are estimated, based on assumptions, and are subject to significant revision and may change materially as economic and market 
conditions change. Goldman Sachs has no obligation to provide updates or changes to these forecasts. Case studies and examples are for illustrative purposes only. 
This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 
investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in 
compliance with applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading following the distribution of financial 
research. The views and opinions expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. 
Investors are urged to consult with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates 
or changes. 
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security. Views and opinions are current as 
of the date of this presentation and may be subject to change, they should not be construed as investment advice. 
These materials are provided at your request and solely for your information, and in no way constitutes an offer, solicitation, advertisement or advice of, or in relation to, any securities, 
funds, or products by any of Goldman Sachs affiliates in Brazil or in any jurisdiction in which such activity is unlawful or unauthorized, or to any person to whom it is unlawful or 
unauthorized. This document has not been delivered for registration to the relevant regulators or financial supervisory bodies in Brazil, such as the Brazilian Securities and Exchange 
Commission (Comissão de Valores Mobiliários – CVM) nor has its content been reviewed or approved by any such regulators or financial supervisory bodies. The securities, funds, or 
products described in this document have not been registered with the relevant regulators or financial supervisory bodies in Brazil, such as the CVM, nor have been submitted for 
approval by any such regulators or financial supervisory bodies. The recipient undertakes to keep these materials as well as the information contained herein as confidential and not to 
circulate them to any third party. 
Any reference to a specific company or security does not constitute a recommendation to buy, sell, hold or directly invest in the company or its securities. It should not be assumed that 
investment decisions made in the future will be profitable or will equal the performance of the securities discussed in this document. 
Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness. We have relied upon and assumed 
without independent verification, the accuracy and completeness of all information available from public sources. 
Company names and logos, excluding those of Goldman Sachs and any of its affiliates, are trademarks™ or registered® trademarks of their respective holders. Use by Goldman Sachs 
does not imply or suggest a sponsorship, endorsement or affiliation. 
United Kingdom and European Economic Area (EEA): In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset Management 
International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority. 
Switzerland: For Qualified Investor use only – Not for distribution to general public. This document is provided to you by Goldman Sachs Bank AG, Zürich. Any future contractual 
relationships will be entered into with affiliates of Goldman Sachs Bank AG, which are domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal and 
regulatory systems may not provide the same level of protection in relation to client confidentiality and data protection as offered to you by Swiss law. 
Asia Pacific: Please note that neither Goldman Sachs Asset Management (Hong Kong) Limited (“GSAMHK”), nor any other entities involved in the Goldman Sachs Asset Management 
(GSAM) business maintain any licenses, authorisations or registrations in the People’s Republic of China ("PRC"), Thailand, Philippines, or Indonesia nor are any of the GSAM funds 
registered in the PRC, Thailand, Indonesia or the Securities and Exchange Commission of the Philippines under the Securities Regulation Code. The offer and sale of securities within 
Thailand and the provision of investment management services in Thailand or to Thai entities may not be possible or may be subject to legal restrictions or conditions. To the extent that 
GSAMHK is providing a financial service in Australia, GSAMHK is exempt from the requirement to hold an Australian financial services license for the financial services it provides in 
Australia to “wholesale clients” for the purposes of the Corporations Act 2001 (Cth). GSAMHK is regulated by the Securities and Futures Commission of Hong Kong under Hong Kong 
laws, which differ from Australian laws. 



FAQ: NAVIGATING THE POST-PANDEMIC WORLD April 2020 

Pension Solutions Goldman Sachs Asset Management | 5 
 

 

Not all services or products can be made available in Taiwan. Any particular offer of securities may not have been and may not be registered with the Securities and Futures Bureau, 

Financial Supervisory Commission of Taiwan pursuant to relevant securities laws and regulations and may therefore not be capable of being sold or publicly offered in Taiwan. The 
Goldman Sachs companies involved in any such promotion may not maintain any licenses, authorisations or registrations in Taiwan. 
These materials are provided solely for your information and consideration, and are not intended as a solicitation in respect of the purchase or sale of instruments or securities, or the 
provision of services. 
This material has been issued or approved for use in or from Hong Kong by Goldman Sachs Asset Management (Hong Kong) Limited and in or from Singapore by Goldman Sachs Asset 
Management (Singapore) Pte. Ltd. (Company Number: 201329851H). 
This material is distributed by Goldman Sachs Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 (‘GSAMA’) and is intended for viewing only by wholesale clients 
for the purposes of section 761G of the Corporations Act 2001 (Cth)." 
Australia: This material is distributed in Australia and New Zealand by Goldman Sachs Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 (’GSAMA’) and is 
intended for viewing only by wholesale clients in Australia for the purposes of section 761G of the Corporations Act 2001 (Cth) and to clients who either fall within any or all of the 
categories of investors set out in section 3(2) or sub-section 5(2CC) of the Securities Act 1978, fall within the definition of a wholesale client for the purposes of the Financial Service 
Providers (Registration and Dispute Resolution) Act 2008 (FSPA) and the Financial Advisers Act 2008 (FAA),and fall within the definition of a wholesale investor under one of clause 37, 
clause 39 or clause 40 of Schedule 1 of the Financial Markets Conduct Act 2013 (FMCA) of New Zealand (collectively, a “NZ Wholesale Investor”). GSAMA is not a registered financial 
service provider under the FSPA. GSAMA does not have a place of business in New Zealand. In New Zealand, this document, and any access to it, is intended only for a person who has 
first satisfied GSAMA that the person is a NZ Wholesale Investor. This document is intended for viewing only by the intended recipient. This document may not be reproduced or 
distributed to any person in whole or in part without the prior written consent of GSAMA. This information discusses general market activity, industry or sector trends, or other broad based 
economic, market or political conditions and should not be construed as research or investment advice. The material provided herein is for informational purposes only. This presentation 
does not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation is not authorized or to any person to whom it would be unlawful to make such 
offer or solicitation. 
Canada: This material has been communicated in Canada by Goldman Sachs Asset Management, L.P. (GSAM LP). GSAM LP is registered as a portfolio manager under securities 
legislation in certain provinces of Canada, as a non-resident commodity trading manager under the commodity futures legislation of Ontario and as a portfolio manager under the 
derivatives legislation of Quebec. In other provinces, GSAM LP conducts its activities under exemptions from the adviser registration requirements. In certain provinces, GSAM LP is not 
registered to provide investment advisory or portfolio management services in respect of exchange-traded futures or options contracts and is not offering to provide such investment 
advisory or portfolio management services in such provinces by delivery of this material. 
Japan: This material has been issued or approved in Japan for the use of professional investors defined in Article 2 paragraph (31) of the Financial Instruments and Exchange Law by 
Goldman Sachs Asset Management Co., Ltd. 
Malaysia: This material is issued in or from Malaysia by Goldman Sachs (Malaysia) Sdn Bhd (880767W) 
Hong Kong: This material has been issued or approved for use in or from Hong Kong by Goldman Sachs Asset Management (Hong Kong) Limited. 
Singapore: This material has been issued or approved for use in or from Singapore by Goldman Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H). 
The figures published here are estimated and unaudited as of 3/1/19, and are subject to potentially significant revisions over time. This example is for illustrative purposes only and is not 
an actual result. If any assumptions used do not prove to be true, results may vary substantially. Estimates are provided by estimating assumed asset returns and change in liabilities due 
to interest rates. 
THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR 
UNLAWFUL TO DO SO. 
Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their citizenship, residence or 
domicile which might be relevant. 
High-yield, lower-rated securities involve greater price volatility and present greater credit risks than higher-rated fixed income securities. 
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