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As an outsourced investment manager to many pension plans, 
State Street’s Global Fiduciary Solutions team provides plan 
liquidity analysis and portfolio stress testing for our clients. 

Measuring and managing liquidity are some of the most important responsibilities for a plan 
sponsor. A liquidity shortfall can result in serious legal and regulatory repercussions and 
threatens a plan’s ability to meet its liabilities as they come due. To avoid this, plans sponsors 
must measure the liquidity of plan assets on an ongoing basis while considering how funding 
requirements could change during crisis scenarios.

As an outsourced investment manager to many pension plans, State Street’s Global Fiduciary 
Solutions team provides plan liquidity analysis and portfolio stress testing for our clients. The 
team is currently working through various asset allocation scenarios with several of our pension 
plan clients. These include a plan sponsor that is considering re-risking the portfolio, as well as 
two plan sponsors that are further de-risking in preparation for offering lump sum buyouts to 
certain groups of plan participants. To help these clients decide on future allocations for each 
plan, we measure the liquidity of multiple allocation scenarios using the following framework. 

To start, we break down the portfolio’s current strategies, estimating liquidity for each over the 
course of a day, week, month and quarter. The team considers both the inherent liquidity in 
underlying markets as well as in the structures themselves, estimating notice periods, settlement 
periods, and gating. Next, the GFS team incorporates potential future allocations, which entails 
estimating for managers/strategies that have not yet been determined. At this first stage of the 
project, liquidity estimates assume normal market conditions. 
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The next steps in the project is to consider the scenarios that lead to rebalancing as well as the 
ramifications for each. The team considers normal benefit payments in addition to alternative 
needs. Recognizing that stress periods are typically accompanied by a decline in liquidity and/or 
increased transaction costs, the team provides best estimates for liquidity and costs during such 
periods using the ranges seen during past market crises. 

The team then considers the costs and benefits of a range of liquidity enhancements that could 
be implemented in the portfolios. Examples of these enhancements, along with their potential 
benefits include:

• Using different vehicles for certain investment strategies that could provide more immediate 
access to cash due to lack of formal notice and settlement periods;

• Separating a portion of Treasuries in separately-managed bond portfolios, which 
could provide greater liquidity, lower transaction costs and less disruption to actively 
managed strategies;

• Utilizing equity and bond futures as a source of exposure, liquidity and cost efficiency. These 
allow the client to retain exposure to their asset allocation targets while providing high liquidity 
through instruments that can be purchased, sold and resized very efficiently. 

Examples of the potential costs to such enhancements include:

• Unwanted tilts, tracking error deviation and higher transaction expenses;

• One-time costs to rebalance separately-managed bond portfolios and standalone 
Treasury portfolio; 

• Excess returns derived from active investment management.

After considering these and many other liquidity-enhancing scenarios, formal recommendations 
are made to the client. The GFS team then builds a liquidity ladder, detailing the estimated cash 
that can be raised in each underlying investment strategy within a day, week, month and quarter. 
The liquidity ladder is provided for the client’s consideration when deciding on a change to the 
strategic asset allocation for their plan.

Next Steps

Figure 1 
% of Fund-of-Funds 
Portfolio Market 
Value Liquidated in 
 1 and 7 Days
Assumes Changing 
Redemption Correlations 
under a Normal Scenario

   Least Liquid Sleeve: % of 
Holding Liquidated in 1 Day

  Least Liquid Sleeve: % of 
Holding Liquidated in 7 Days

  Fund Level: % of MV 
Liquidated in 1 Day

  Fund Level: % of MV 
Liquidated in 7 Days Source: State Street Global Advisors. Sample liquidity analysis provided for illustrative purposes only. Actual client 

allocations and liquidity analysis not shown. 
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Our clients are the world’s governments, institutions and financial advisors. To help them achieve 
their financial goals we live our guiding principles each and every day:

• Start with rigor 
• Build from breadth 
• Invest as stewards 
• Invent the future 

For four decades, these principles have helped us be the quiet power in a tumultuous investing 
world. Helping millions of people secure their financial futures. This takes each of our employees 
in 31 offices around the world, and a firm-wide conviction that we can always do it better. As a 
result, we are the world’s third-largest asset manager with US $3.15 trillion* under our care.

*  This figure is presented as of September 30, 2020 and includes approximately $80.51 billion USD of assets with 
respect to SPDR products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the 
marketing agent. SSGA FD and State Street Global Advisors are affiliated.
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