
• Recent market turbulence has created divergent opinions among various market participants  on 
the direction of interest rates, inflation and risk assets. 

• For LDI investors, using multiple fixed income managers with different investment philosophies 
can provide alpha diversification and mitigate style concentration risk. This is particularly 
important in the current environment given the lack of consensus on the direction of markets. 

• Below we look at some of the key tenets of managing long duration fixed income strategies and 
how we approach each one within our clients’ portfolios.

• Duration management – Interest rate risk is one of the primary drivers of long duration 
portfolio returns. We always strive to manage portfolio duration neutral to the benchmark to 
ensure the broader LDI program remains near its target interest rate sensitivity. 

• Credit exposure – In the long duration space, our philosophy is to add value by exploiting 
inefficient pricing relationships with a focus on bottom-up security selection. We typically avoid 
taking large macro positions or broadly overweighting credit spread exposure, as this can lead to 
macro movements swamping the more repeatable value-add of security selection. 

• Opportunistic style – The volatile nature of long credit markets means opportunities can arise 
quickly and often be fleeting. In order to exploit short-term volatility, we typically maintain 
ample liquidity, which can include higher quality names as well as U.S. Treasuries. This posture 
gives us dry powder to deploy at attractive spread levels in the event of market dislocation. 

• Diversifiers – Opportunities exist outside of traditional markets that can add value to an LDI 
program. We favor adding assets such as securitized or investment grade private credit to LDI 
strategies, assets that often provide additional yield and diversification relative to traditional 
fixed income. 

S P O T L I G H T :  T H E  I M P O R T A N C E  O F  M A N A G E R  
D I V E R S I F I C A T I O N

Milliman Pension Funding Index (September Estimate)
$BN

September Market Summary
• Despite a rise in discount rates, funded status fell by 1.7% – Assets returned -8.9% 

while liabilities fell by 7.4%.(1)

• Equity markets gave back all of their summer rally – After a 9% rally in July, the S&P 
500 Index fell by 4.2% in August and another 9.3% in September. Year to date, the 
index is now down roughly 25%. 

• The yield on the Bloomberg Barclays Long Credit Index jumped by 74 basis points 
(bps) – A sticky inflation reading sent rates higher across the curve, with the 30-
year Treasury selling off 48 bps month over month. Spreads widened in sympathy 
with rate volatility, with the Long Credit OAS increasing by 21 bps to 196 bps. 

The Monthly Pension Review: September 2022
Funded status fell nearly 2% in September due to selloff in equity markets

Funding Ratio (PBO)

Market Watch (2) Dec-20 Dec-21 Aug-22 Sep-22
Funded Status 90.3% 97.9% 106.4% 104.7%
FTSE Discount Rate 2.23% 2.63% 4.40% 5.14%
Long Credit Yield 2.78% 3.10% 5.15% 5.89%
US 30Y TSY Yield 1.64% 1.90% 3.29% 3.78%
S&P 500 3,756 4,766 3,955 3,586

(1) Funded Status for the current month is estimated and subject to change as final numbers are released. Data from reference Bloomberg Indices. Funded status is in reference to the top 100 US corporate pension plans sourced from Milliman.  
(2) Funded Status source: Milliman. FTSE Discount Rate source: FTSE. Long Credit Yield source: Bloomberg. US 30Y TSY Yield source: Bloomberg. S&P 500 source: Bloomberg.

Market uncertainty is driving volatility and differing views among market participants
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U.S. Long Corporate Spreads

S L C  M A N A G E M E N T

The U.S. Long Corporate Index spread is 68 basis 
points wider since the start of the year

Source: Bloomberg, Moody’s. Mild recessions: 1970, 1980, 1991, and 2001. Severe recessions: 1975, 1982, 2008. 
A full list of data sources and indices can be found in the back of this presentation  

Market observations: credit spreads may not reflect a hard landing recession

• After fluctuating throughout Q3 2022, the U.S. Long Corporate Index spread 
closed the quarter at 198 bps, only 12 bps higher than where it closed at the 
end of Q2. 

• Despite wider spreads, levels are still well below historical risk off periods.

• The market today is 50% BBB vs. just 30% in 2008. This emphasizes that 
spreads today might reflect a relatively better picture, as lower rated credit is 
hanging in compared to higher rated credit in the past.

In the first few quarters of a recession IG spreads 
trade in a similar fashion

Q 3  M A R K E T  S P O T L I G H T

SLC Management view:

• We believe the current environment reflects strong fundamentals across 
corporate issuers. Cash flow leverage is still positive and interest coverage 
ratios (a measurement of a company’s ability to handle its outstanding debt) 
are at all time highs.

• While dollar prices on credit indices are at levels not seen since 2008 due to 
interest rates rising, the low absolute dollar price on certain bonds provides 
principal protection if spreads were to significantly widen.

Implications for plan sponsors:

• In volatile market environments, plan sponsors should pay extra attention to 
their spread duration exposure relative to their AA liabilities. 

• Misalignment between asset and liability spread exposure (i.e., “credit spread 
mismatch”) can result in unexpected funded status deterioration in turbulent 
markets. 

• Sponsors should also keep a close eye on credit heavy managers who typically 
underperform in widening spread periods. 

SLC-20221013-2475283
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S L C  M A N A G E M E N T

Source: Bloomberg. Bank of America Global Research. A full list of data sources and indices can be found in the back of this presentation.
*LTM = last 12 months.

A top sector dominated the downgrades during previous 
downgrade cycles before 2020

The difference between the widest sector spreads vs. the 
tightest sector spreads at each downgrade cycle

Q 3  M A R K E T  S P O T L I G H T

Period
Peak LTM* downgrade, 

share of BBB index Top Sector Event
Top Sector 

Share

July 2002 21% Telecom Dot com bubble 60%

Dec 2005 15% Automobiles Autos downgrade 84%

Aug 2009 17% Banks/Brokers Global financial crisis 45%

Nov 2015 7% Energy Commodity crisis 63%

Sep 2020 8% Energy COVID-19 pandemic 57%

Average 14% 62%
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Market observations: Lack of obvious headwinds in sectors of credit market

• In previous downgrade cycles, there was one sector that accounted for half or 
more of the downgrades. Currently we don’t see a sector under obvious and 
significant pressure relative to the broader market. 

• This year, however, has been a record time for rising stars (upgrade from high 
yield to investment grade) vs. fallen angels (downgrade from IG to HY). There 
have been 20 rising stars totaling $89B, the largest annual total on record. 
There have only been seven fallen angels totaling $6.9B. 

SLC Management’s view:

• There is currently no sector big enough to overwhelm the market, although we 
are actively looking for the sector that will break the dam on spreads.

• Despite the market volatility we were still able to find good value in industrial 
new issuance due to the new issue concession offered; increased our 
allocation to the sector by almost 4% throughout the quarter.

• We moved from an overweight BBB position back to an underweight in Q3, 
trimming higher beta industrial and insurance names 

Implications for plan sponsors:

• As fixed income managers tend to differ on their investment styles and sector 
overweights or underweights, it is important to look at managers within a 
multi-manager framework to ensure diversification will help protect against a 
potential overwhelming credit sector.

Autos 
downgrade

Global 
financial crisis

Commodity 
crisis

COVID-19 
pandemic
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S L C  M A N A G E M E N T

Source: Bloomberg. A full list of data sources and indices can be found in the back of this presentation  

Trailing 5-year monthly stock vs. bond return 
correlation at levels not seen since before 2000

Q 3  M A R K E T  S P O T L I G H T

U.S. Aggregate & S&P 500 total return index continues to fall 
in tandem. Year to date monthly correlation = 0.76
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Market observations: negative stock vs. bond correlation no more?

• The U.S. Aggregate Index and the S&P 500 Index have returned -15% and -24% 
year to date, respectively.

• With the trailing 5-year monthly correlation rising to ~0.4 from 0.0 since the 
start of 2022, stock–bond correlation has not been this high since 1999. 

SLC Management’s view:

• We have been built to think that bonds and equities have negative correlation. 
The current correlation suggests otherwise.

• As the stock–bond correlation continues to increase, portfolio volatility will 
also increase, forcing asset allocation to be adjusted as current expected risk 
and return targets will become unobtainable.

Implications for plan sponsors:

• The one area that has not been hit as hard from this correlation is corporate 
defined benefit plans, whose average funded statuses have increased 15% 
since 2020 due to the significant increase in discount rates.

• Given the increased market uncertainty and the excess funding relief, locking 
in gains and looking for LDI diversifiers will be key. 
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Disclosures

Nothing in this paper should (i) be construed to cause any of the operations under SLC Management to be an investment advice fiduciary under the U.S. Employee Retirement Income 
Security Act of 1974, as amended, the U.S. Internal Revenue Code of 1986, as amended, or similar law, (ii) be considered individualized investment advice to plan assets based on the 
particular needs of a plan or (iii) serve as a primary basis for investment decisions with respect to plan assets.

This document may present materials or statements which reflect expectations or forecasts of future events. Such forward -looking statements are speculative in nature and may be 
subject to risks, uncertainties and assumptions and actual results which could differ significantly from the statements. As such, do not place undue reliance upon such forward-looking 
statements. All opinions and commentary are subject to change without notice and are provided in good faith without legal responsibility.
Certain information contained herein has been obtained from published and non-published sources prepared by other parties, which in certain cases has not been updated through the 
date hereof. While such information is believed to be reliable for the purpose used herein, SLC does not assume any responsibility for the accuracy or completeness of such information 
and such information has not been independently verified by SLC.

Market Chart Indices: 
- Long Corporate Spreads sources: Bloomberg Long Corporate Index
- AA pension discount rate sources: FTSE Pension Discount Curve
- Average funded status source: Milliman
- Long end issuance source: Bloomberg
- Moody’s Baa spread source: Moody’s
- MOVE source: Bloomberg
- Monthly issuance source: SIFMA
- Top sector downgrade table source: Bank of American Global Research, Bloomberg
- Rolling 5-year monthly correlations and YTD index returns for S&P 500 and U.S. Aggregate source: Bloomberg

SLC Management is the brand name for the institutional asset management business of Sun Life Financial Inc. (“Sun Life”) under which Sun Life Capital Management (U.S.) LLC in the 
United States, and Sun Life Capital Management (Canada) Inc. in Canada operate.
Sun Life Capital Management (Canada) Inc. is a Canadian registered portfolio manager, investment fund manager, exempt market dealer and, in Ontario, a commodity trading manager. 
Sun Life Capital Management (U.S.) LLC is registered with the U.S. Securities and Exchange Commission as an investment adviser and is also a Commodity Trading Advisor and Commodity 
Pool Operator registered with the Commodity Futures Trading Commission under the Commodity Exchange Act and Members of the National Futures Association. In the U.S., securities are 
offered by Sun Life Institutional Distributors (U.S.) LLC, an SEC registered broker-dealer and a member of the Financial Industry Regulatory Authority (“FINRA”).
BentallGreenOak, InfraRedCapital Partners (InfraRed) are also part of SLC Management and Crescent Capital Group LP (Crescent) are also part of SLC Management.
Bentall Green Oak is a global real estate investment management advisor and a provider of real estate services. In the U.S., real estate mandates are offered by BentallGreenOak (U.S.) 
Limited Partnership, who is registered with the SEC as an investment adviser. In Canada, real estate mandates are offered by BentallGreenOak (Canada) Limited Partnership, BGO Capital 
(Canada) Inc. or Sun Life Capital Management (Canada) Inc. BGO Capital (Canada) Inc. is a Canadian registered portfolio manager and exempt market dealer and is registered as an 
investment fund manager in British Columbia, Ontario and Quebec. 
InfraRed Capital Partners is an international investment manager focused on infrastructure. Operating worldwide, InfraRed manages equity capital in multiple private and listed funds, 
primarily for institutional investors across the globe. InfraRed Capital Partners Ltd. is authorized and regulated in the U.K. by the Financial Conduct Authority. 
Sun Life Capital Management (Canada) Inc. is a Canadian registered portfolio manager, investment fund manager, exempt market dealer and, in Ontario, a commodity trading manager, 
and is the manager of the SLC Management Private Fixed Income Plus Fund, SLC Management Long Term Private Fixed Income Plus Fund, SLC Management Short Term Private Fixed 
Income Fund and the SLC Management Canadian Commercial Mortgage Fund.
Crescent Capital Group LP is a global alternative credit investment manager registered with the U.S. Securities and Exchange Commission as an investment adviser. Crescent is a leading 
investor in mezzanine debt, middle market direct lending in the U.S. and Europe, high-yield bonds and broadly syndicated loans.
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Disclosures

(1) Funded Status for the current month is estimated and subject to change as final numbers are released. Data from reference Bloomberg Indices. 
(2) The Long Credit yield corresponds to the Bloomberg Long Credit Index. 

Your purpose is our purpose

For institutional use only. Investing involves risk including the risk of loss of principal. The information provided does not constitute investment advice and should not be relied on as such. It should 
not be considered a solicitation to buy or sell a security. It does not take into account the investor’s particular investment objectives, strategies, tax status or investment horizon. You should consult 
with your tax and financial advisor. All material has been obtained from sources believed to be reliable. There is no representation of warranty as to the accuracy of the information and SLC 
Management shall have no liability for decisions based on such information. The whole or any part of this work may not be reproduced, copied or transmitted or any of its concepts disclosed to 
third parties without SLC Management’s express written consent. 

© SLC Management 2022

To opt out from future communications, please click here.
To change your communications preferences, please click here.
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