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Legal & General Investment Management America, Inc. (LGIMA) announced
today in its Pension Fiscal Fitness Monitor, a quarterly estimate of the
change in health of typical US corporate defined benefit pension plans, that pension funding ratios decreased
over the third quarter of 2015. LGIMA estimates the average funding ratio fell from 87.7% to 81.2% over the
third quarter of 2015.
The Pension Fiscal Fitness Monitor showed funded ratios decreased over the quarter as liabilities grew due to
lower rates, while return seeking assets fell. Global equity markets dropped 9.3% and the S&P 500 fell 6.4% for
the quarter. Plan discount rates decreased 9 basis points, as Treasury rates fell 26 basis points and credit
spreads widened 17 basis points. Overall liabilities for the average plan were up 2.4%, while plan assets with a
traditional “60/40” asset allocation fell 5.2%, resulting in a funding ratio decrease of 6.5%.
LGIMA’s Head of Solutions Strategy, Don Andrews said: “We estimate that funded ratio levels for the typical
plan with a traditional asset allocation fell approximately 6.5% this quarter. The meaningful sell off in equities
coupled with considerably lower Treasury rates were the main drivers of this drop in funding ratio. Funding
ratios for plans that have previously implemented liability benchmarking and/or completion management
strategies fared much better, falling only 2.9% over the quarter.”
Andrews added, “Recent volatility in the equity and fixed income markets underscores the importance of
establishing a comprehensive de-risking strategy. We continue to see significant interest from plans looking to
mitigate funded ratio volatility via implementation of completion management and option based hedging
strategies, and would expect this demand to continue.”
The Pension Fiscal Fitness Monitor assumes a typical liability profile and 60% global equity/40% aggregate
bond (“60/40”) investment strategy, and incorporates data from LGIMA research and Bank of America Merrill
Lynch and Bloomberg.
For further information, please contact:
Name: Jacquelyn Wilder
Company: RF Binder
Email: Jacquelyn.Wilder@rfbinder.com
Tel: 212 994 7543
Notes to editors:
Notes to editors: Legal & General Investment Management America, Inc. (LGIMA) is a Chicago-based registered investment
advisor specializing in index, active fixed income and liability driven investment (LDI) strategies for the US institutional market.
LGIMA was founded in 2006 as a wholly-owned subsidiary of Legal & General Investment Management (Holdings) Ltd.
(LGIM(H)), which also owns its affiliates Legal & General Investment Management Ltd. and LGIM International Ltd. Legal &
General’s worldwide assets under management are approximately $790 billion. In May 2014, LGIMA became a wholly owned
subsidiary of Legal & General Investment Management US (Holdings) (LGIMUS(H)) which is wholly owned by LGIM(H).

Pension funded status market summary:
•
•
•

Liabilities increased over the quarter while asset portfolios (composed of a 60/40 mix of global equities and
aggregate bonds) fell significantly, leading to a decrease in funding ratios
Equity markets corrected, with global equities decreasing 9.3% and the S&P 500 decreasing 6.4% in the
third quarter
Average pension discount rates fell 9 basis points overall; Treasury rates fell 26 basis points while credit
spreads widened 17 basis points (Barclays US Long Credit has widened 47 basis points year to date)

Funding ratio performance of select pension investment strategies (over the quarter):
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The Pension Fiscal Fitness Monitor measures the historical market-related funding ratio performance of the
traditional “60/40” investment strategy and highlights a few different approaches to implementation.
For each of the three approaches to implementation, we analyze how funding ratio performance would have
changed for two different levels of equity exposure – 60% and 40%. We define two different LDI approaches as
follows:
•
•

Traditional: Allocating 60% to equities and 40% to fixed income, contrasting different fixed income
benchmarks
Level 2 LDI: Custom liability benchmark and derivative overlay designed within a total portfolio context
Level 2 implementation shown for comparison purposes and is chosen based upon the funding ratio of “a typical US corporate
defined benefit pension plan” as of the beginning of the quarter

•

LGIMA will look to incorporate the impact from the revised mortality assumptions over the remainder of the
year

Traditional

Equity

LHA

60/40 Aggregate

60% MSCI AC World

40% Barclays Aggregate

60/40 Long G/C

60% MSCI AC World

40% Barclays Long Government/Credit

40% MSCI AC World

38% Barclays Long Credit A-AAA, 22% Treasuries and Futures

Level 2
Level 2: 40% Equities/90% IR Hedge/30% CS Hedge
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Disclaimers
Views and opinions expressed herein are as of October 2015 and may change based on market and other conditions. The material
contained here is confidential and intended for the person to whom it has been delivered and may not be reproduced or distributed.
The material is for informational purposes only and is not intended as a solicitation to buy or sell any securities or other financial
instrument or to provide any investment advice or service. Legal & General Investment Management America, Inc. does not guarantee
the timeliness, sequence, accuracy or completeness of information included. Past performance should not be taken as an indication or
guarantee of future performance and no representation, express or implied, is made regarding future performance.
These results are based on simulated or hypothetical performance results that have certain inherent limitations. Unlike the results in
an actual performance record, these results do not represent actual trading. Because these trades have not actually been executed,
these results may have under‐ or over-compensated for the impact, if any, of certain market factors, such as lack of liquidity.
Simulated or hypothetical trading programs in general are also subject to the fact that they are designed with the
benefit of hindsight. No representation is being made that any account will or is likely to achieve profits or losses similar to these being
shown.
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