Corporate Pension Liability Hedging Views
As of August 31, 2018

Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc., an Aon Company.
Nothing in this document should be construed as legal or investment advice. Please consult with your independent professional for any such advice. To protect the
confidential and proprietary information included in this material, it may not be disclosed or provided to any third parties without the approval of Aon.

Overview of Liability Hedging Approaches
 Corporate pension hedging solutions may be simple or customized
– Simple solutions utilize broad market instruments like long credit that resemble the pension
liabilities
– Customized solutions utilize a blend of various duration government/credit instruments calibrated
to the Plan’s funded ratio, return-seeking allocation, and overall interest rate and credit spread
exposure
 Based on AHIC’s current market views, plan sponsors may consider applying tilts relative to
target exposures to:
– Return-seeking vs. liability-hedging assets
– Interest rate duration
– Credit vs. government mix
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Aon Approach to Liability Hedging
1)

AHIC Generally Favors a Customized Liability-Hedging Portfolio
a)

Long Credit tends to provide attractive risk/return properties relative to typical US corporate pension liabilities.

b)

Long Government or Treasury STRIPS may be beneficial at higher portfolio allocations to return-seeking assets,
due to its diversifying properties, and its very long duration exposure.

2)

Plan Sponsors Should Consider Risk/Reward of Under-Hedging
Plan sponsors concerned about the impact of rising interest rates on long duration fixed income may consider
temporarily under-hedging the liability, but should consider the risk/reward tradeoffs of this action.

3)

Plan Sponsors May Consider Phase-in Approaches to Long-Term/Strategic Hedging Portfolio
a)

“Hedge Path” transitions from shorter duration to longer duration as interest rates and/or funded level increase.

b)

“Credit Path” transitions from government/credit mix to primarily credit as return-seeking allocation decreases,
while also allowing plan sponsors to incorporate views on credit spreads into the government/credit mix.

Refer to “Aon Approach to Liability Hedging for Corporate Pensions” document for more details.
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Liability Hedging Views

Liability Hedging Views Express our Desired Over/under Weights Relative to a Long-term Strategic Benchmark

Fixed income views applicable to liability hedging as of 8/31/2018
1) Underweight liability hedging assets relative to return seeking assets and diversifying assets
2) Intermediate government bonds are preferred to long government bonds
3) No preference between credit and government bonds
4) Long credit spread is preferred to intermediate credit spread
Implementation relative to long-term strategic benchmark as of 8/31/2018
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Legal Disclosures and Disclaimers
The opinions referenced within this presentation are as of the date of publication and are subject to change due to changes in the
market or economic conditions and may not necessarily come to pass. Information contained herein is for informational purposes
only and should not be considered investment advice.
Investment advice and consulting services provided by Aon Hewitt Investment Consulting, Inc. (“AHIC”). The information contained
herein is given as of the date hereof and does not purport to give information as of any other date. The delivery at any time shall not,
under any circumstances, create any implication that there has been a change in the information set forth herein since the date
hereof or any obligation to update or provide amendments hereto.
This document is not intended to provide, and shall not be relied upon for, accounting, legal or tax advice or investment
recommendations. Any accounting, legal, or taxation position described in this presentation is a general statement and shall only be
used as a guide. It does not constitute accounting, legal, and tax advice and is based on AHIC’s understanding of current laws and
interpretation.
This document is intended for general information purposes only and should not be construed as advice or opinions on any specific
facts or circumstances. The comments in this summary are based upon AHIC’s preliminary analysis of publicly available information.
The content of this document is made available on an “as is” basis, without warranty of any kind. AHIC disclaims any legal liability to
any person or organization for loss or damage caused by or resulting from any reliance placed on that content. AHIC. reserves all
rights to the content of this document. No part of this document may be reproduced, stored, or transmitted by any means without the
express written consent of AHIC.
Aon Hewitt Investment Consulting, Inc. is a federally registered investment advisor with the U.S. Securities and Exchange
Commission. AHIC is also registered with the Commodity Futures Trade Commission as a commodity pool operator and a
commodity trading advisor, and is a member of the National Futures Association. The AHIC ADV Form Part 2A disclosure statement
is available upon written request to:
Aon Hewitt Investment Consulting, Inc.
200 E. Randolph Street
Suite 1500
Chicago, IL 60601
ATTN: AHIC Compliance Officer
© Aon plc 2018. All rights reserved.
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