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Yesterday, the Federal Reserve announced, to some surprise, that they would not be scaling back 
their current rate of quantitative easing (QE) this month, co-called ‘tapering’. At the time of writing 
markets are still adjusting to this news. However, long term UK interest rates have fallen by around 
0.10% per annum. This means that liabilities for the typical UK pension scheme will have risen by 
around 2%. Whilst in the short term this may be detrimental for UK pension schemes, we expect the 
longer term trend witnessed over the last six months, of rising yields and improving funding levels, to 
continue. Tapering has not been cancelled all together, but probably delayed closer towards year 
end. 
 
US quantitative easing 
 

The Federal Reserve currently purchases $85 billion of fixed income securities every month, with the 
aim of injecting liquidity into the financial system to help stimulate economic growth. Newsflow 
coming from the US over the last six months had been that the Federal Reserve has been 
considering reducing the rate of quantitative easing, with many market participants expecting 
monthly asset purchases to be reduced by around $10-15bn this month. Lately the US economy has 
been improving, however yesterday the Federal Open Market Committee signalled that it would 
“await more evidence that progress will be sustained before adjusting the pace of its purchases”. 
 
UK quantitative easing 
 

The new governor for the Bank of England, Mark Carney, has similarly set out in recent months the 
Bank of England’s intentions regarding when UK QE will be reversed. The Bank does not intend to 
reverse QE purchases until after the policy interest rate has been raised - the timescale of which is 
likely to be considerably longer than in the US. The Bank of England has stated that it will not 
consider raising interest rates until the rate of unemployment falls to 7%. Most people anticipate that 
this is a few years away. Despite this, movements in UK government bond yields have been closely 
correlated with those of the US in recent months, and similarly reacted to latest events. 
 
Implications for pension scheme investment strategies 
 

Long term UK yields have risen by approximately 0.5% over the last 6 months causing liabilities for 
typical pension schemes to fall by around 10%. Clearly yesterday’s news has somewhat reversed 
this trend. However we expect this longer term trend to continue as economic growth improves and 
QE is eventually unwound. 
 
Pension schemes with Flight Paths in place (that aim to de-risk their investment strategies as their 
funding levels improve) should be comfortable that these plans still remain appropriate. Those that 
do not have Flight Paths in place should consider them to help capture opportunities as yields rise 
and funding levels improve further over the longer term. 
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Inflation concerns 
 

A related issue with continued quantitative easing is that of inflation. The ambition of QE to help kick-
start the economy could have upward consequences for inflation when higher growth returns. 
Inflation markets have not reacted as significantly to yesterday’s news on tapering. It may be too 
early to tell what the effects may be in the UK. However, pension schemes can consider matching 
their inflation-linked liabilities with suitable hedging assets to help protect funding levels should 
inflation be created in the future. 
 
Base rate rises 
 

UK markets, on average, are still expecting base rates to rise from 0.5% in 2014. However should 
tapering be further delayed, then this has the potential for longer term interest rates to fall. If this 
event was to occur then this could cause pension scheme liabilities to rise which could have a 
detrimental effect on pension scheme funding levels. 
 

We are happy to discuss the views expressed in this piece more detail with our clients and their 
consultants. If you would like further information, please contact the Schroders UK Strategic 
Solutions team by email at UKpensions@schroders.com. 
 

www.schroders.com/ukpensions  
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