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We expect the Treasury yield curve to continue to steepen 
which will likely renew pension plans’ focus on hedging 
interest-rate risk. These potential yield curve movements 
reinforce the need for precise LDI exposures versus 
liabilities across the curve.

Exhibit 2a shows Federal Reserve Open Market 
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the next two years. Median expectations as of the time  
of writing are for one 25 basis point rate cut in 2026,  
with up to a 150-basis point range of potential paths.  
Yet the movement of longer rates is less certain. Exhibit 
2b shows the movement of 10-year Treasury yields in  
past rate-cutting cycles stretching back to 1989. Only in 
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rates may remain somewhat elevated and hence the yield 
curve may continue to steepen. Sponsors should be 
careful not to over-hedge at the long end of the curve to 
help avoid unexpected funded-ratio outcomes. Being 
over-hedged at the long end versus targets when the 
curve steepens can result in more than 1% of funded  
ratio underperformance versus an LDI portfolio that is 
evenly hedged across the curve.2
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Exhibit 2a: Short-term rate cuts are likely to continue into 2026…
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Source: LSEG Datastream, BlackRock as of December 11, 2025.

Exhibit 2b: However, longer-term rates may not fall… and could even rise
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performance does not guarantee or indicate future results.

Date Current 2026 2027 Longer run
Median (%) 3.64 3.4 3.1 3.0
Range (%) ǁŮǃƞǁŮǅǃ ǀŮƿƞǁŮǇ ǀŮǂƞǁŮǇ ǀŮǄƞǁŮǇ

1 Managing LDI portfolios late in the credit cycle
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