
Key Points

	F Defined Benefit (DB) pension plan 
financials ended 2022 on a solid 
footing, improving the capacity to 
take meaningful de-risking actions

	F As DB plans look to de-risk at 
reasonable costs, pension plans 
may find it beneficial to consider a 
broad range of investment options

	F Completing a core bond allocation 
with private credit and income-
oriented alternative strategies can 
help achieve important savings 
over other frequently pursued 
de-risking approaches, without 
materially increasing the funded 
status volatility or downside risk
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The Stronger the Wind, 
the Stronger the Trees

Despite the recent market turmoil, Canadian Defined 
Benefit (DB) pension plan financials are on a solid 
footing, even following the financial and economic 
storm induced by the COVID pandemic. While volatility 
is still abundant, the solvency ratio of Canadian plans 
has improved over the past three years according to 
data tracked by several consulting firms as well as those 
reported by regulatory bodies. For instance, according to 
the Financial Services Regulatory Authority of Ontario 
(FSRAO), the median Ontario defined benefit pension 
plan had a solvency ratio of approximately 85% in Q1 
2020. At the end of 2022, the pendulum has swung in 
the other direction with the median pension plan having 
a funded ratio of 112% and over 80% of plans boasting a 
funded ratio greater than 100% (charts 1 and 2). 

For many plans, the time is 
right to seriously consider 
taking some de-risking actions:

	F The funding position has 
improved for most plans, 
reducing incentives for  
risk-taking

	F The cost to de-risk has 
decreased given the important 
increase in rates 

	F Market volatility is high, with 
lots of uncertainty

For plans that find themselves 
in the envious position of being 
able to take some risk off the 
table, the natural question is, 
‘Now what?’

Chart 1

Median Solvency Ratio 

2020 2021 2022

So
lv

en
cy

 R
at

io

99

85

90

94

98

103

106 106

110 110

109

112 112
110%

120%

100%

90%

80%

Source: Financial Services Regulatory Authority of Ontario.

Chart 2
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The De-Risking Journey Has Multiple Paths

A key de-risking lever for pension plans is to shift the 
asset mix from return-seeking toward liability-hedging 
assets, i.e., increase the allocation to assets that share 
similar characteristics as pension plan liabilities.  
But what is the right composition of liability hedging 
assets? (see glossary) There is no single answer to 
this question and more attention is warranted as  
the liability hedging asset allocation grows.

In general, liability hedging assets have predominantly been invested 
in investment-grade bonds, with a strong bias to government sectors, 
notably provincial bonds. Over time, a number of trends have 
emerged: 1) the increased adoption of overlay strategies that helped 
to improve the capital efficiency of plans, 2) increasing emphasis on 
corporate bonds and certain income-focused alternative assets with 
a focus on yield enhancement, and 3) the inclusion of annuities as an 
asset of the plan to support retirees.

The remainder of this paper will explore some of the trade-offs 
between different options of liability hedging strategies. To make 
the application concrete and relevant we will focus on the liabilities 
associated with retirees, which is often thought as a natural area to 
direct important de-risking actions.

De-Risking the Retirees Through Annuities

Buying annuities allows a DB pension plan to pay 
a known upfront cost to transfer risk to an insurer. 
It represents a reasonable anchor to compare 
alternative strategies.

As plan sponsors rationalize the cost of an annuity purchase, a 
natural starting point may be to compare the yield implied by the 
annuity price relative to that offered by a matching portfolio of 
investment-grade public bonds (i.e., another “low-risk” alternative). 

Rate of Return Offered by Annuities

Each quarter, the Canadian Institute of Actuaries (CIA) surveys 
a group of insurance companies to obtain annuity quotes on 
hypothetical pension groups and supplement this with data on 
pricing for actual group annuity purchases. 

The Annuity Purchase Discount Rate is the unique rate that discounts 
the projected retiree payment cash flows, based on a set of mortality 
assumptions prescribed by the CIA, back to the premium amount. The 
Annuity Purchase Discount Rate is illustrated in next page (chart 3), 
in relation to the yield of a bond portfolio with similar duration.

Glossary
Liability-hedging assets: Assets whose purpose is to reduce the volatility of a plan’s assets relative to the present value of liabilities.
Return-seeking assets: Assets whose purpose is to outperform the liabilities over the long run.

KEY DRIVERS OF SURPLUS VOLATILITY

Spectrum of 
De-Risking 
Options

Interest Rate, Inflation & Credit Risk Return-Seeking Assets Volatility

Increase the allocation to liability-hedging assets Reduce the allocation to return-seeking assets

Improve the alignment of the liability-hedging assets to the 
liability profile (e.g., increase duration, modify sectoral allocation) Modify the composition of the return-seeking  

assets to include a more diversified combination  
of strategies including those offering a lower  

level of volatilityUse bond overlay strategies to gain additional exposure to  
liability-hedging assets in a capital efficient manner
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As can be seen on the chart 3, over the last 4 years, the Annuity 
Purchase Discount Rate has been broadly aligned with the yield of a 
liability-matching bond portfolio made up of 60% corporate bonds 
and 40% provincial bonds. 

While this provides a simple reference point, it is not an entirely 
appropriate comparison for a few key reasons:

Liquidity 

	> An annuity will cover retiree benefit payments but is not 
an asset that can be included as part of ongoing portfolio 
rebalancing. As a result, this will reduce rebalancing 
diversification benefits. Furthermore, buying annuities is an 
irrevocable decision that will reduce future flexibility to make 
changes in the investment allocation of the plan going forward.

Experience Gains 

	> An annuity purchase forfeits potential gains due to actual 
experience being more favorable than assumed experience.

Mortality Assumptions Impact The Annuity Purchase Discount Rate

	> Life insurers have privileged insight into mortality experience 
and trends and have their own mortality tables – they use this 
information to derive the premium that would be charged. 
However, the Annuity Purchase Discount Rate presented in 
the CIA guidance is based on generic mortality tables – these 
generic mortality assumptions are used to translate the premium 
into a rate that can be used to support a valuation of the retiree 
liabilities on a solvency basis. As a result there may be expected 
mortality gains or losses reflected in the Annuity Purchase 
Discount Rate.

Quantifying the opportunity costs of annuities and how the expected 
rate of return of an annuity translates to a public bond equivalent is not 
as straightforward as it may look. It will depend on plan-specific factors 
and merits a discussion with the plan actuary and an asset manager. 

Furthermore, we encourage plan sponsors to consider a broader set of 
de-risking investment options and explore ways to reduce de-risking 
costs without materially compromising risk reduction.

Chart 3

Historical Yields 
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We think the investment opportunity set should  
be defined based on several considerations 

Liabilities Duration

	> Longer-dated liabilities favor strategies that can 
provide interest rate hedging benefits (e.g., longer-
term fixed-rate private debt or assets backed by 
longer income streams). However, it is important 
to keep in mind that the public bond component 
can be reconfigured around privates to maintain 
a target duration, especially if bond overlay 
strategies are considered in scope.

Investment Horizon 

	> A shorter time horizon favors strategies with 
shorter queues and a limited redemption period, 
to avoid dilution of returns.

Liquidity Needs 

	> Predictability vs. uncertainty with regard to liquidity 
requirements may favor certain fund structures 
(e.g., open-ended funds vs closed-ended funds).

Regulatory Requirements/Incentives 

	> Regulatory requirements may favor certain types 
of assets (e.g., resulting in a lower provision for 
adverse deviations for example).

Enhanced Liability-Driven Investing (LDI):  
Revising the Strategic Composition  
of Liability Hedging Assets to Reduce  
De-Risking Costs

For now, let us assume that a 60% corporate 
and 40% provincial bonds portfolio structured to 
broadly match the retiree payments is judged to be 
comparable to an annuity purchase in terms of the 
rate of return offered and that such an investment 
is expected to stabilize the funded status. 

We will now show that it takes tweaks, not an 
overhaul, to improve the return of such a liability 
hedging portfolio, to engineer funded status 
improvements over time. This approach, which we 
will define as “Enhanced Liability-Driven Investing 
(LDI)”, strives to modify the strategic allocation 
to reduce de-risking costs, without materially 
compromising the stability of the funded status.

What Strategies Are Legitimate Sources  
of “Enhancement” ?

From the pension plan sponsor’s perspective, the 
overarching objective is to reduce de-risking costs 
without compromising the liability hedging benefits. 
A typical convention for defining the opportunity 
set is to emphasize strategies that are liability like – 
those with more predictable cash flows or interest 
rate hedging benefits. Beyond public bonds, certain 
private credit and income-focused alternative 
strategies naturally come to mind.
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Case Study: Is an Enhanced 
Liability-Driven Investing 
(LDI) Approach Worth It? 
To bring the concept of Enhanced LDI to life, we will take a closer 
look at the return and risk profile of strategies structured to deliver 
an incremental 50bps and 100bps relative to a liability hedging 
portfolio invested in a mix of 60% corporate, 40% provincial 
bonds. The latter will be the anchor portfolio and will be deemed to 
benchmark the evolution of the retiree liabilities. While a number of 

“enhancement” sources could be utilized, for the illustration we have 
assumed an allocation to the following Fiera Capital strategies:

Fiera Private Debt Fund VII 

The investment strategy of the Fiera Private Debt Fund VII is to 
provide investors with attractive risk-adjusted returns and stable 
cash flows through diversified exposure to Canadian corporate 
debt investments. The Fund targets the underserved mid market 
to achieve premium yields and actively manages loans to protect 
investors’ capital.

Fiera Diversified Lending Fund

The investment objective of the Fiera Diversified Lending Fund is 
to generate optimized, stable returns through a diversified, global, 
multi-credit portfolio, primarily by leveraging various investment 
teams, track records and strategies that exist under the Fiera Capital 
Private Markets investment platform. The strategy seeks to capture 
the dislocation in traditional banking dynamics via investments across 
geographies and multiple sectors of activity, including residential 
and commercial real estate lending, lower and middle market 
corporate lending, and other asset based and specialty lending.

Fiera Diversified Real Asset Fund 

The investment objective of the Diversified Real Assets Fund is to 
generate stable returns and income through a diversified global 
real assets portfolio. The Fund invests primarily by levering various 
investment teams, track records and strategies that exist under 
the Fiera Capital Private Markets investment platform, including 
real estate, infrastructure, agriculture and other real asset 
related investments.
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What Does it Take to Enhance Return by 50 or 100 bps per Year?

As of December 31, 2022, an allocation to private credit and/or income-focused real assets 
of 15 to 30% can help support a potential return enhancement (net of fees) of 50 to 100 bps:

SUMMARY CHARACTERISTICS

 
LDI  

(Annuity Proxy)
Enhanced LDI

+ 50 bps
Enhanced LDI

+ 100 bps

Expected Return 4.7% 5.3% 5.7%

Expected Volatility 7.8% 7.8% 8.1%

Relative to LDI (Annuity Proxy)

Incremental Return – 0.5% 1.0%

Tracking Error – 1.3% 2.3% 

Notes: Return, volatility, and tracking error are based on market consensus, yield curve conditions adjusted for potential downgrade and default risk, and market outlook as 
of December 31, 2022. Retiree liability duration is assumed to be 10 years. Private credit deemed to be equally allocated in Fiera Private Debt Fund VII and Fiera Diversified 
Lending Fund. Real assets deemed to be invested in Fiera Diversified Real Asset Fund. 

Incremental Return: Measures the expected excess return per annum after deduction of investment management fees.

Tracking Error: Measures the consistency of the excess return over time. For a given level of incremental return, a lower number means a more stable excess return from one 
period to the next and is generally preferable. It is formally calculated as the annualized standard deviation of excess returns. 
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Projection of Funded Status Over Time

To express the impact of an Enhanced Liability-Driven Investing (LDI) approach in more tangible terms, we have simulated 
the distribution of investment outcomes for each portfolio, and translated them into Funded Status, starting from 
an initial investment of $200M and an assumed Funded Status of 100% at the end of December 31, 2022. We have 
approximated the evolution in the liabilities using the return of a liability matching 60% corporate and 40% provincial 
bonds portfolio. The distributions of the Funded Status at the end of 5- and 10-year horizons are shown in charts 4 and 5:

5-YEAR HORIZON

Based on a $200M initial investment
Enhanced LDI

+ 50 bps
Enhanced LDI 

+ 100 bps

Expected Increase in Funded Status +2.7% +5.1%

Expected Accumulated Savings $5.4M $10.2M

Probability of Funded Status Greater than 100% 78.9% 80.7%

Average Funded Status in the Worst 10% Scenarios 96.5% 94.7%

Notes: As of December 31, 2022. Projections use 20,000 stochastic scenarios with assumptions based on market consensus, yield curve conditions adjusted for potential 
downgrade and default risk, and market outlook as of December 31, 2022. Retiree liability duration is assumed to be 10 years.

Chart 4

Range of Funded Status for All Portfolios at Year 5 

Percentile

95 - 75

75 - 50

50 - 25

25 - 5

Average

Fu
nd

ed
 S

ta
tu

s

120%

130%

100%

110%

90%

105.1%

Enhanced LDI + 100 bps

102.7%

Enhanced LDI + 50 bps

For illustrative purpose.

FIERA CAPITAL   |   ENHANCED LIABILITY-DRIVEN INVESTING (LDI) 8



Based on these results, we derive a few key takeaways:

	> The expected level of funded status improvements over 
both periods is consistent with the targeted outperformance. 
For example, the Enhanced LDI + 100bps portfolio helps 
improve the Funded Status by approximately 5% over  
5 years, or 1% per year on average. For an initial investment 
of $200M, this would represent $10M savings. 

	> A higher targeted level of outperformance will look more compelling 
for plans that are less risk averse (e.g., can fully recover the surplus) 
and as the projection period increases. For example, over a 10-year 
horizon, an Enhanced LDI + 100bps approach provides materially 
more upside with limited downside. This is because over a longer 
timeframe, the compounding effects of incremental returns act as a 
larger buffer to absorb performance setbacks.

10-YEAR HORIZON

Based on a $200M initial investment
Enhanced LDI

+ 50 bps
Enhanced LDI

+ 100 bps

Expected Increase in Funded Status +5.5% +10.5%

Expected Accumulated Savings $11.0M $20.9M

Probability of Funded Status Greater than 100% 86.4% 88.2%

Average Funded Status in the Worst 10% Scenarios 96.6% 95.1%

Notes: As of December 31, 2022. Projections use 20,000 stochastic scenarios with assumptions based on market consensus, yield curve conditions adjusted for potential 
downgrade and default risk, and market outlook as of December 31, 2022. Retiree liability duration is assumed to be 10 years.

Chart 5

Range of Funded Status for All Portfolios at Year 10 
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Other Benefits of an Enhanced Liability-Driven  
Investing (LDI) Approach
Generating an additional return over liabilities, under a tight risk 
budget, can help to improve funded status outcomes. For some 
plans, that could mean reducing the time to achieve full funding. 

For plans that are already well funded, any additional surplus 
generated over time could be utilized for a number of reasons:

	> 	Allow for ad-hoc benefit improvements  
(e.g., cost-of-living adjustment to retirees)

	> Take contribution holidays

	> Pay contributions in the DC component of the plan  
(as applicable)

Annuities can deliver unique outcomes to plan sponsors. 
However, there are liability-hedging solutions that support 
de-risking objectives while retaining flexibility and providing 
additional benefits across the entire plan.

Ensuring and Measuring Success
For pension plans that want to keep savings in the plan, there are 
several practices that can help promote favorable outcomes:

	> The involvement of the plan actuary and investment professionals 
is important, to have a broader appreciation of the liability-
related implications of different scenarios and a compelling set of 
investment options tailored to the plan’s needs and circumstances 
(e.g., return objective, risk tolerance, preferences toward certain 
asset classes, time horizon, liquidity requirements).

	> Practitioners can validate the funding implications of a change 
in the investment strategy based on experience in an asset class 
and with the use of sophisticated modeling tools.

	> Plan sponsors need to confirm that the liability valuation fully 
reflects the hedging benefits of the solution, to help ensure 
that the risk-mitigating benefits manifest themselves into 
funding outcomes. 

	> Proper feedback mechanisms should be put into place to ensure 
the achievement of objectives is monitored and help adjust 
the course when necessary. This should include the monitoring 
of the funded position, as well as the assessment of relative 
performance and prospective savings over time.

Bottom Line
Take the Time to Assess Your Options

For pension plans that are in the enviable 
position to afford some de-risking, there are 
multiple approaches and options. The breadth of 
asset classes that are available to pension plans 
provides an opportunity to implement a thoughtful 
design. In addition, a favorable funding regulatory 
framework across most provinces means there are 
many ways to de-risk retirees at reasonable costs 
without surrendering the flexibility to adjust the 
plan’s risk profile in the future. We encourage plan 
sponsors that want to de-risk to consider a broader 
range of low-risk investment options, to help 
answer the question “Now what?”
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fiera.com

Important Disclosure

Fiera Capital Corporation (“Fiera Capital”) is a global independent asset 
management firm that delivers customized multi-asset solutions across traditional 
and alternative asset classes to institutional, retail and private wealth clients across 
North America, Europe and key markets in Asia. Fiera Capital trades under the ticker 
FSZ on the Toronto Stock Exchange. Each affiliated entity (each an “Affiliate”) of 
Fiera Capital only provides investment advisory or investment management services 
or offers investment funds in the jurisdictions where the Affiliate and/or the relevant 
product is registered or authorized to provide services pursuant to an exemption 
from registration.

This document is strictly confidential and for discussion purposes only. Its contents 
must not be disclosed or redistributed directly or indirectly, to any party other than 
the person to whom it has been delivered and that person’s professional advisers.

The information presented in this document, in whole or in part, is not investment, 
tax, legal or other advice, nor does it consider the investment objectives or financial 
circumstances of any investor.

Fiera Capital and its Affiliates reasonably believe that this document contains 
accurate information as at the date of publication; however, no representation 
is made that the information is accurate or complete and it may not be relied 
upon. Fiera Capital and its Affiliates will accept no liability arising from the use of 
this document.

Fiera Capital and its Affiliates do not make recommendations to buy or sell 
securities or investments in marketing materials. Dealing and/or advising services 
are only offered to qualified investors pursuant to applicable securities laws in 
each jurisdiction.

Past performance of any fund, strategy or investment is not an indication 
or guarantee of future results. Performance information assumes the 
reinvestment of all investment income and distributions and does not account 
for any fees or income taxes paid by the investor. All investments have the 
potential for loss.

This document may contain “forward-looking statements” which reflect the current 
expectations of Fiera Capital and/or its Affiliates. These statements reflect current 
beliefs, expectations and assumptions with respect to future events and are based 
on information currently available. Although based upon what Fiera Capital and its 
affiliates believe to be reasonable assumptions, there is no guarantee that actual 
results, performance, or achievements will be consistent with these forward-looking 
statements. There is no obligation for Fiera Capital and/or it Affiliates to update or 
alter any forward-looking statements, whether as a result of new information, future 
events or otherwise.

Strategy data such as ratios and other measures which may be presented herein 
are for reference only and may be used by prospective investors to evaluate and 
compare the strategy. Other metrics are available and should be considered prior 
to investment as those provided herein are the subjective choice of the manager. 
The weighting of such subjective factors in a different manner would likely lead to 
different conclusions.

Strategy details, including holdings and exposure data, as well as other 
characteristics, are as of the date noted and subject to change. Specific holdings 
identified are not representative of all holdings and it should not be assumed that 
the holdings identified were or will be profitable.

Certain fund or strategy performance and characteristics may be compared with 
those of well-known and widely recognized indices. Holdings may differ significantly 

from the securities that comprise the representative index. It is not possible to invest 
directly in an index. Investors pursuing a strategy like an index may experience higher 
or lower returns and will bear the cost of fees and expenses that will reduce returns, 
whereas an index does not. Generally, an index that is used to compare performance 
of a fund or strategy, as applicable, is the closest aligned regarding composition, 
volatility, or other factors.

Every investment is subject to various risks and such risks should be carefully 
considered by prospective investors before they make any investment decision. 
No investment strategy or risk management technique can guarantee returns or 
eliminate risk in every market environment. Each investor should read all related 
constating documents and/or consult their own advisors as to legal, tax, accounting, 
regulatory, and related matters prior to making an investment.

United Kingdom: This document is issued by Fiera Capital (UK) Limited, an affiliate 
of Fiera Capital Corporation, which is authorized and regulated by the Financial 
Conduct Authority. Fiera Capital (UK) Limited is registered with the US Securities 
and Exchange Commission (“SEC”) as investment advisers. Registration with the 
SEC does not imply a certain level of skill or training.

United Kingdom – Fiera Real Estate UK: This document is issued by Fiera Real 
Estate Investors UK Limited, an affiliate of Fiera Capital Corporation, which is 
authorized and regulated by the Financial Conduct Authority.

European Economic Area (EEA): This document is issued by Fiera 
Capital (Germany) GmbH (“Fiera Germany”), an affiliate of Fiera Capital 
Corporation, which is authorized and regulated by the Bundesanstalt für 
Finanzdienstleistungsaufsicht (BaFin).

United States: This document is issued by Fiera Capital Inc. (“Fiera U.S.A.”), an 
affiliate of Fiera Capital Corporation. Fiera U.S.A. is an investment adviser based in 
New York City registered with the Securities and Exchange Commission (“SEC”). 
Registration with the SEC does not imply a certain level of skill or training.

United States - Fiera Infrastructure: This document is issued by Fiera 
Infrastructure Inc. (“Fiera Infrastructure”), an affiliate of Fiera Capital Corporation. 
Fiera Infrastructure is registered as an exempt reporting adviser with the Securities 
and Exchange Commission (“SEC”). Registration with the SEC does not imply a 
certain level of skill or training.

Canada 

Fiera Real Estate Investments Limited (“Fiera Real Estate”), a wholly owned 
subsidiary of Fiera Capital Corporation is an investment manager of real estate 
through a range of investments funds. 

Fiera Infrastructure Inc. (“Fiera Infra”), a subsidiary of Fiera Capital Corporation 
is a leading global mid-market direct infrastructure investor operating across all 
subsectors of the infrastructure asset class. 

Fiera Comox Partners Inc. (“Fiera Comox”), a subsidiary of Fiera Capital 
Corporation is a global investment manager that manages private alternative 
strategies in Private Credit, Agriculture and Private Equity. 

Fiera Private Debt Inc. (“Fiera Private Debt”), a subsidiary of Fiera Capital 
Corporation provides innovative investment solutions to a wide range of investors 
through two distinct private debt strategies: corporate debt and infrastructure debt.

Please find an overview of registrations of Fiera Capital Corporation and certain of it 
subsidiaries by following this link:  
www.fieracapital.com/en/registrations-and-exemptions
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