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2022 was a difficult year for some UK pension schemes, with the LDI liquidity crisis causing many 

trustees to scramble for liquidity to meet margin calls. However, on the brighter side, rising gilt yields 

have generally improved funding levels despite lower asset values across equity and fixed income. The 

result is that schemes need fewer assets to meet the significantly lower level of liabilities, allowing them 

to further reduce risk in their portfolios.

Key takeaways for schemes in regard to the LDI crisis include paying attention to liquidity and reviewing 

asset allocations.1 Looking ahead, we see two major questions for trustees, sponsors and their advisors:

 ■ Given the improved funding position, what will future asset allocations look like?

 ■ How do UK regulatory requirements to address climate risks and reach net zero factor into portfolios?

While the answers will depend on the desired endgame for schemes — insurance-based solutions or self-

sufficiency — we believe there are some shared goals, such as de-risking while meeting net zero objectives.

In our view, this means UK institutional asset allocations may shift towards increased proportions of fixed 

income, lower illiquidity and a greater focus on sustainability.

Impact of improved funding levels on asset allocation

Schemes using leveraged LDI faced severe issues during the crisis due to the short, sharp rises in gilt yields. 

Despite this story making national and international headlines, what is overlooked is that, overall, schemes 

are in an improved funding position due to the rise in yields. 

Longer term, these reduced liabilities will require a smaller pool of assets to pay out benefits as they come 

due. What might improved funding levels and the ability to hedge interest rate risk at better levels today 

mean for asset allocations going forward?

We now see schemes getting closer to the buy in or buy out stage and in a better position to reach self-

sufficiency. In the case of an insurer-based solution, this means schemes and sponsors should start 

positioning portfolios to be attractive to insurers, which we view as containing higher fixed income 

allocations and lower private asset exposure.

Now is a good time for schemes and their advisors to reset and consider what this future state could be. As 

the industry reflects on the LDI crisis, schemes may wish to assess whether they had the right liquidity risk 

management and liquidity asset pool, and how much risk to take as the funding backdrop improves. 
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1 MFS, UK Pension Schemes Reckon 
with Rate Rises, November 2022.

https://www.mfs.com/en-gb/institutions-and-consultants/insights/retirement-solutions/uk-pension-schemes-reckon-with-rate-rises.html
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Meeting climate regulations while managing portfolios 

Whilst asset allocation decisions appear relatively straightforward, how can schemes factor the UK’s net zero 

ambitions into their de-risking plans? Does net zero pose a challenge to building a portfolio that is attractive  

to insurers who also have net zero objectives?

In our view, strategies like, ‘buy and maintain credit’ will become ever more appealing from a de-risking 

perspective; however, aligning fixed income investment goals with net zero commitments can pose 

challenges due to balancing conflicting priorities. Careful consideration will be required to find the right 

balance of risk, return, liquidity and sustainability.

Aligning fixed income investment goals with net zero commitments can pose 
challenges

De-risking and influencing real-world carbon emissions 

Is it possible for schemes to de-risk portfolios while meeting real-world climate targets? We have been 

working with clients to design a solution that meets their requirements, considering net zero alignment 

ambitions alongside return and risk management objectives. 

We see buy and maintain credit as an ongoing portfolio that can meet a client’s need for steady returns 

without a specific time frame. We also see buy and maintain helping clients meet their net zero goals because 

as an active manager we can build fixed income portfolios based around client’s risk and return as well as 

environmental, social and governance (ESG) parameters. We believe ESG factors impact the ability of a 

company to pay its coupons and principal maturities over the long term and in a timely manner, making them 

an extremely important part of our credit analysis. 

To meet these risk, return and net zero goals, it’s the client that specifies the parameters before we run a 

proprietary quantitative framework over the vast universe of fixed income securities to filter down to a more 

dedicated and concentrated portfolio. This becomes the starting point for our fundamental analysis by 

portfolio managers and credit analysts.

Our proposed solution uses a combination of ESG data and metrics (Transition Pathway Initiative, Science-

Based Targets Initiatives) as well as our proprietary SFDR Article 8 criteria and fundamental research ratings. 

Through monitoring and ongoing engagement with portfolio companies, we strive to improve the overall net 

zero alignment of the proposed portfolios. 

Is there a silver lining?

Although the health of the UK economy has deteriorated, UK pension schemes are doing better due to rising 

gilt yields. Looking ahead, this presents an opportunity to de-risk portfolios to meet long-term objectives. 

In our view, this will result in increased fixed income allocations, lower illiquidity and a greater focus on 

sustainability. That’s why we believe now is the time for schemes to reconsider asset allocations and consider 

buy and maintain strategies that can incorporate net zero ambitions. We believe that we can align our strong 

global credit capabilities with enhanced ESG Integration to meet a range of client objectives.
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Get in touch with the UK Institutional team

We welcome the opportunity to discuss key fixed income themes with you. 
Please contact one of the UK team members and we will be happy to help.
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Please keep in mind that a sustainable investing approach does not guarantee positive returns and all investments, including those that integrate ESG 
considerations into the investment process, carry a certain amount of risk including the possible loss of the principal amount invested.

The views expressed are those of MFS and are subject to change at any time. These views are for informational purposes only and should not be relied upon as a recommendation to 
purchase any security or as a solicitation or investment advice from the Advisor.

Unless otherwise indicated, logos and product and service names are trademarks of MFS® and its affiliates and may be registered in certain countries.

Issued in the UK by MFS International (U.K.) Limited (“MIL UK”), a private limited company registered in England and Wales with the company number 03062718, and authorised and 
regulated in the conduct of investment business by the UK Financial Conduct Authority. MIL UK, an indirect subsidiary of MFS®, has its registered office at One Carter Lane, London, 
EC4V 5ER. 
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