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Stepping stones
to the endgame:
Managing liquidity
Following closure to future accrual, many UK pension
schemes are maturing and having to pay out more in
pensioner payroll. Coupled with a significant increase
in transfer values over recent years, this has put more
focus on managing scheme liquidity requirements.
Our fiduciary management service can help trustees
manage scheme cashflows and liquidity.
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We are uniquely positioned to provide the investment and
risk management tools to help our clients on every step of their journey to the endgame.

We offer a full range of endgame solutions for our clients, drawing on our experience of managing
investment and longevity risks. This paper focuses on how we can support our fiduciary management
clients in managing their liquidity requirements on the journey to endgame.
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Managing liquidity for our fiduciary clients
We manage portfolio liquidity by comparing both predictable and
unpredictable liquidity requirements against expected and
potential liquidity availability, and considering how a liquidity
shock could impact the portfolio. We also consider how the
scheme’s liquidity requirements are likely to evolve as it
matures, and whether it undertakes liability management
exercises or is aiming for a buyout.

Where appropriate, we use income-generating assets to meet
predictable pension payments cost-effectively. We employ
different methods to achieve this, including harvesting coupon
income and releasing equity dividends. We invest primarily in
liquid weekly-dealt funds, and are also able to cross trades
across our large client book to increase liquidity and reduce
transaction costs.

Predictable
• contributions

Predictable
pension
payments

• asset income
• liquid asset sales
(e.g. equities)

Unpredictable
• portfolio rebalancing
• collateral (liability
driven investment
(LDI) or other)
• member options
• bulk transfers
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Liquidity
requirements

Liquidity
availability

Unpredictable
• potentially less
liquid assets (e.g.
credit, property)
• collateral (LDI
or other)
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Case study
Managing liquidity during a transfer value exercise
During 2017 and 2018, we saw a significant rise in the number
of defined benefit (DB) schemes undertaking member transfer
exercises. This presents new challenges in terms of hedging
interest rates and inflation risks associated with uncertain
liabilities, and also when managing portfolio liquidity.
For example, one of our clients reduced their liabilities by
over 20% in one year. The client gave us discretion over
the portfolio, and by working closely with the scheme
actuary and administrator to understand member take-up
rates, we were able to anticipate the lower liabilities and
adjust the liability hedge in real time. This meant that the
scheme’s investment strategy always remained aligned

with the true liabilities of the scheme, and there was
sufficient liquidity to pay the transfer values without
disrupting the portfolio.
Adopting a governance framework for your DB scheme that
allows you to be dynamic is vital. This can help in enabling
you to both protect against emerging threats, and to
capitalise on opportunities which may arise out of de-risking.
In particular, we see an increased appetite for gradually
reducing DB liabilities through tranches of buy-ins or
buyouts with an insurer, which requires a dynamic,
joined-up approach in order to work effectively.
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The chart shows an example of how we can build a relatively
low cost pooled fund approach to matching cashflow needs for
our fiduciary clients.This cashflow matching portfolio uses our
target-date buy and maintain credit funds and takes into account
deficit reduction contributions and income distributions from
infrastructure assets.

1. As at 30 June 2019
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Cashflow matching investment
Schemes that are not aiming for a buyout in the near term but
have significant cashflow needs may consider introducing a
cashflow matching portfolio; effectively, this portfolio will line up
inflows from assets to meet the scheme’s cash outflows.
Drawing on our expertise in managing our own £72 billion
annuity book1, we can create effective and innovative cashflow
matching strategies for pension schemes.
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Summary and next steps
Once a pension scheme is closed to new entrants and future accrual, liquidity pressures can increase as the scheme matures. This
means that you need to manage both the predictable and unpredictable cashflows. For our fiduciary clients, we stress test
portfolios to assess whether there is sufficient liquidity, and where there are known events (such as transfer value exercises), we
can dynamically manage both assets and liability hedging. Our insurance experience provides a solid foundation on which we look
to build bespoke cashflow matching portfolios.
If your scheme is starting to mature and/or liquidity management is presenting challenges, then please get in touch to discuss
how our fiduciary management team can help you position your portfolio and put in place the governance to better aim to
achieve your goals.

Contact us
For further information about LGIM, please visit lgim.com or contact your usual LGIM sales representative.
Alternatively please email FiduciaryManagement@lgim.com or visit https://www.lgim.com/uk/en/
capabilities/defined-benefit/fiduciary-management/

@lgim
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Important notice
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 as a result of information contained in this publication. Specific advice should be taken when
dealing with specific situations. The views expressed here are not necessarily those of Legal & General Investment Management Limited and
Legal & General Investment Management Limited may or may not have acted upon them. 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.
As required under applicable laws Legal & General will record all telephone and electronic communications and conversations with you that result
or may result in the undertaking of transactions in financial instruments on your behalf. Such records will be kept for a period of five years (or up to
seven years upon request from the Financial Conduct Authority (or such successor from time to time)) and will be provided to you upon request.
© 2019 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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