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harnessing long-term credit risk premium
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What is buy and maintain credit?

Key characteristics

Buy and maintain credit investing is 
focused on efficiently capturing the 
credit risk premium available in fixed 
income markets whilst preserving 
portfolio value over time. 

This type of investing differs from many other actively 
managed portfolios as it does not seek to deliver 
performance relative to a market value weighted 
benchmark. Bonds are specifically selected with the 
expectation that they will be held to maturity. They 
therefore need solid fundamentals. In a similar vein, 
turnover is low, with trades not influenced by systematic 
factors such as downgrades or index rebalancing. 

Trading tends to focus on selling bonds at risk of 
considerable downside and buying those with improving 
fundamentals. Preserving the future value of the 
portfolio remains the key objective throughout. 

The table below compares key characteristics of a buy 
and maintain strategy with passive and typical fully 
active investment approaches.

Strategy Passive Fully active Buy and maintain

Return target Index return Index return + performance target Return based on initial yield  
or spread

Investment time horizon Driven by index rebalancing 
requirements Rolling 3-year periods To maturity / 5 years+

Risk profile Risk reduced relative to benchmark Risk limits relative to benchmark Risk viewed on an absolute basis

Stock selection process Systematic / rules based
Manager discretion

Strategic and tactical positioning

Manager discretion

Strategic positioning

Turnover Driven by index rebalancing 
requirements

Medium to high,  
typically 100%+ Low

Duration Index duration
Manager discretion

Strategic and tactical positioning
Tailored to client needs

Costs Low Standard active fees Typically between passive  
and active
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How can pension schemes use buy and maintain?

1) Generate cashflows

Buy and maintain credit places emphasis on bonds with a 
higher certainty of cashflows that can be used to help match 
a pension scheme’s liability profile. Buy and maintain credit 
can act as the foundation to a cashflow matching strategy.

2) Diversification

Buy and maintain credit strategies are typically 
benchmark agnostic, this enables freedom to 

ensure allocations are truly diversified by 
sector, issuer and region. 

3) Efficiently allocating to corporate bonds

Being free of traditional index rules means that these strategies 
do not need to change allocations based on movements of 
corporate bond benchmarks. This can reduce transaction costs 
and avert the need to sell bonds that are unlikely to default.
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Our approach to buy and maintain

When we manage buy and maintain 
credit portfolios, we focus on three  
main areas:

Global diversification – A global approach enables us to 
build in more diversification, focus on preferred issuers 
and take advantage of relative value across regions. This 
is important because in a sterling-only issuer universe 
issuer and sector concentration is higher than it would 
be under a global approach.

Low turnover – Our strategy will only sell and replace a 
bond if our long-term view of the bond deteriorates 
significantly.  Our focus is making sure that any trading 
in the portfolio is considered extremely carefully to avoid 
unnecessary costs.

Value preservation – Protecting the capital within the 
strategy is the number one priority. Within the credit 
market is it possible to take a lot more risk for only a little 
more expected gain. For this strategy, we understand 
that the cashflows being generated by the bonds are 
being used to pay your pensioner payments.

Govt Related

Industrial other

Consumer Non-Cyclical

Consumer cyclical

Transportation

Communications

Utility - Electric

Utility - Other

Utility - Gas

Banking

Insurance

Financial Other

ABS
REITS

CMBS

Typical market-value weighted  
index sector allocation

Typical buy and maintain  
sector allocation

Source: Markit, iBoxx Non-Gilt Index, Barclays and LGIM internal data, as at 31 December 2017
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Portfolio construction

Our buy and maintain investment process has two 
distinct parts – the buy process which determines initial 
portfolio construction and the maintain process which 
covers portfolio monitoring, decisions about when to 
sell securities and when to hold them, plus how to 
replace the value of bonds that have been sold.

Buy – In line with your scheme’s cashflow needs, we 
prefer to invest in strong cashflow-generating companies 
within fixed-asset heavy, high barrier-to-entry industries.

The process uses LGIM’s top-down macro thematic 
views and bottom-up issuer-selection. Fundamental 
credit research is a key aspect of our approach; to help 
preserve your scheme’s long-term capital we place 
emphasis on credit quality over technical market 
conditions. 

We specifically select bonds with the expectation that 
they will be held to maturity and therefore they need to 
have solid fundamentals as well as reflect our longer-
term investment themes.

Maintain – Although it is our intention to hold bonds to 
maturity, we will replace a bond if we become concerned 
about severe downside risk in a specific security, sector 
or region. The key decision here is when to sell and when 
to hold. When replacing a bond, we focus on preserving 
the overall value of the portfolio whilst monitoring the 
risk levels.

Buy process
Construct portfolio to reflect 

long-term thematic views of the 
LGIM investment process.

Reflect best bottom-up ideas. 

Filter out issuers of concern.

Maintain process
Trade to preserve value based on 
changes in fundamental views.

Avoid defaults.
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Awards

We were thrilled to see our work 
recognised by peers and clients,  
winning several awards.

WINNER
22001166
Investment Manager

of the Year

WINNER
22001166

LDI Manager of the Year

WINNER
22001166

Risk Reduction Provider
of the Year
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Scale, experience and track record

We have significant experience 
managing buy and maintain credit for 
both pension clients and our insurance 
company parent Legal & General, for 
which we manage a £51bn portfolio 
providing the cashflows to pay annuity 
policies.

The strategy draws upon our broad, experienced team 
of fund managers and credit analysts based in London 
and Chicago, with a strong track record of avoiding 
defaults and downgrades across various market cycles.

By number of issues USD (since 2007) EUR (since 2008) UK (since 2006)

Downgrades to high yield
LGIM 5 23 14

Benchmark 201 343 261

Defaults
LGIM 1 0 1

Benchmark 5 9 6

£51bn
Annuity AUM

£21bn
Buy and  

Maintain AUM

£149bn
Global fixed 
income AUM

*at 31 December 2017

HAVE WE AVOIDED DOWNGRADES AND DEFAULTS?
Our global Buy and Maintain Pooled Fund has incurred two issuer 
downgrades to sub-investment grade since incepton. In comparison 
the iBoxx GBP non gilt index has experienced 17 over the same period*

Long-term track record of value preservation



CONTACT US

For further information, please contact Christy Morrison, Head of Global Fixed Income Distribution  

 020 3124 3195   christy.morrison@lgim.com       lgim.com

Important Notice

The value of an investment and any income taken from it is not guaranteed and can go down as well as up, you may not get back the 
amount you originally invested.

This document is designed for the use of professional investors and their advisers. No responsibility can be accepted by  
Legal & General Investment Management Limited or contributors or affiliates as a result of information contained in this publication.  
Specific advice should be taken when dealing with specific situations. Past performance is not a guide to future performance. This 
document may not be used for the purposes of an offer or solicitation to anyone in any jurisdiction in which such offer or solicitation is 
not authorised or to any person to whom it is unlawful to make such offer or solicitation. 

In the United Kingdom and outside the European Economic Area, it is issued by Legal & General Investment Management Limited, 
authorised and regulated by the Financial Conduct Authority, No. 119272. Registered in England and Wales No. 02091894 with 
registered office at One Coleman Street, London, EC2R 5AA. 

In the European Economic Area, it is issued by LGIM Managers (Europe) Limited, authorised by the Central Bank of Ireland as a UCITS 
management company (pursuant to European Communities (Undertakings for Collective Investment in Transferable Securities) 
Regulations, 2011 (S.I. No. 352 of 2011), as amended) and as an alternative investment fund manager with “top up” permissions which 
enable the firm to carry out certain additional MiFID investment services (pursuant to the European Union (Alternative Investment Fund 
Managers) Regulations 2013 (S.I. No. 257 of 2013), as amended). Registered in Ireland with the Companies Registration Office (No. 
609677). Registered Office: 33/34 Sir John Rogerson’s Quay, Dublin, 2, Ireland. Regulated by the Central Bank of Ireland (No. C173733). 

LGIM Managers (Europe) Limited operates a branch network in the European Economic Area, which is subject to supervision by the 
Central Bank of Ireland.  In Italy, the branch office of LGIM Managers (Europe) Limited is subject to limited supervision by the 
Commissione Nazionale per le società e la Borsa (“CONSOB”) and is registered with Banca d’Italia (no. 23978.0) with registered office at 
Via Uberto Visconti di Modrone, 15, 20122 Milan, (Companies’ Register no. MI - 2557936).  In Germany, the branch office of LGIM 
Managers (Europe) Limited is subject to limited supervision by the German Federal Financial Supervisory Authority (“BaFin”). In the 
Netherlands, the branch office of LGIM Managers (Europe) Limited is subject to limited supervision by the Dutch Authority for the 
Financial Markets (“AFM“) and it is included in the register held by the AFM and registered with the trade register of the Chamber of 
Commerce under number 74481231.

Details about the full extent of our relevant authorisations and permissions are available from us upon 
request. For further information on our products (including the product prospectuses), please visit our 
website.

© 2018 Legal & General Investment Management Limited. All rights reserved. No part of this publication 
may be reproduced or transmitted in any form or by any means, including photocopying and recording, 
without the written permission of the publishers. Legal & General Investment Management Ltd, One 
Coleman Street, London, EC2R 5AA Authorised and regulated by the Financial Conduct Authority.
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