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Is LDI Consistent with ERISA Diversification 
Requirements? 
I S S U EI S S U EI S S U EI S S U E     
Liability-Driven Investment (LDI) often requires investment 
in large amounts of long duration bonds or establishment 
of large notional positions in bond derivatives.  ERISA 
requires sponsors to diversify their investments.  Is the 
extensive bond exposure required for LDI consistent with 
the diversification requirements of ERISA? 

R E S P O N S ER E S P O N S ER E S P O N S ER E S P O N S E     
The US Department of Labor (DOL) has issued an advisory 
opinion1 that asset allocation strategies which take liability 
characteristics explicitly into account are broadly consistent 
with ERISA.   

The opinion provides that: 

"Within the framework of ERISA's prudence, exclusive 
purpose and diversification requirements, the Department 
believes that plan fiduciaries have broad discretion in 
defining investment strategies appropriate to their plans.  
In this regard, the Department does not believe that there 

                                                   

1 The opinion letter is a public document and was issued 
to a client of Reed Smith LLP. We gratefully acknowledge 
Reed Smith and Donald Myers’s kindness in furnishing it to 
us for inclusion in this Practice Note. 

is anything in the statute or the regulations that would limit 
a plan fiduciary's ability to take into account the risks 
associated with benefit liabilities or how those risks relate 
to the portfolio management in designing an investment 
strategy." 

The letter contains a worthwhile summary of the ERISA 
fiduciary rules as well as a discussion of asset allocation 
and risk and duration.  The complete text of the letter is 
reproduced in the Exhibit section of this Note. 

R E LAT E D  R E AD I N GR E LAT E D  R E AD I N GR E LAT E D  R E AD I N GR E LAT E D  R E AD I N G     
Ezra, D. (2005).  ”What Does ERISA Have to Say?  ERISA’s 
View on Matching Defined Benefit Assets and Liabilties.”  
Russell Communiqué, Supplemental Issue, pp. 7-10.
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EEEE XH I B I T SXH I B I T SXH I B I T SXH I B I T S     
Reproduction of DOL Opinion Letter 2006-08A 
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