
 

THESE MATERIALS ARE PROVIDED SOLELY ON THE BASIS THAT THEY WILL NOT CONSTITUTE INVESTMENT ADVICE AND WILL NOT 
FORM A PRIMARY BASIS FOR ANY PERSON'S OR PLAN'S INVESTMENT DECISIONS, AND GOLDMAN SACHS IS NOT A FIDUCIARY WITH 
RESPECT TO ANY PERSON OR PLAN BY REASON OF PROVIDING THE MATERIAL OR CONTENT HEREIN. PLAN FIDUCIARIES SHOULD 
CONSIDER THEIR OWN CIRCUMSTANCES IN ASSESSING ANY POTENTIAL INVESTMENT COURSE OF ACTION. 

  

GS Retirement & Investment Solutions Goldman Sachs Asset Management 1 
 

 

 

GS Retirement & Investment Solutions 
January 2022 

US CORPORATE PENSION REVIEW AND 
PREVIEW: I WANT TO BREAK FREE 

 
EXECUTIVE SUMMARY 

2021 may be remembered as the year in which corporate defined benefit plans finally broke through the funded 

status ceiling. After treading water for much of the last decade, the aggregate GAAP funded status for plans in the 

S&P 500 finally reached 100% last year. Rising interest rates, along with continued strong performance from equity 

markets, led to higher funded levels for most plans. We estimate that the aggregate GAAP funded level of US 

corporate defined benefit (DB) plans was higher by 11 percentage points year-over-year (see Exhibit 1). 

While the rise in funded status was certainly a welcome outcome, the path forward for plan sponsors may not be as 

easy. There is uncertainty related to inflation, interest rate volatility has increased, credit spreads are at historically 

tight levels and US equity markets are trading near record highs. What follows is a recap of the last 12 months and a 

look forward at the themes that we believe will be relevant for plan sponsors in 2022. 

Exhibit 1: Funded status rose to the highest levels in years 

 

Source: Goldman Sachs Asset Management, company reports; based upon the US plans (when specified) of S&P 500 companies, for 
illustrative purposes only. All figures above, except for December 2020, are estimated and unaudited as of December 31, 2021, and are 
subject to potentially significant revisions over time. Past performance does not guarantee future results, which may vary. 
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GLANCING BACK: RISING INTEREST RATES PROVIDED A TAILWIND 

TO PLAN SPONSORS 

Funding levels finally improve as interest rates rise and asset returns remain strong 

2021 was, without a doubt, a banner year for most plans from a funded status perspective. The combination of higher 

interest rates and strong returns from risk assets allowed many plans to reach their highest funded levels in more 

than a decade. Although interest rates struggled for direction during the second half of the year, many plans were 

able to retain their funded status gains as equity markets and other risks assets delivered strong returns throughout 

the year. 

At the end of 2020, the aggregate funded status for plan sponsors in the S&P 500 was approximately 89%. Rising 

interest rates during the first three months of the year along with continued positive performance from equity 

markets pushed the aggregate funded status to 96% at the end of March. Although interest rates bounced around 

during the last 9 months of the year, we estimate that the aggregate funded status ended 2021 at approximately 

100% funded (see Exhibit 2). 

Exhibit 2: Strong asset returns and lower liabilities led to an increase in funded status 

 

Source: Goldman Sachs Asset Management, company reports; as of December 2021. Figure may not sum due to rounding. 
 

Discount rates struggled for direction, but ended the year higher 

As mentioned, Treasury yields moved around quite a bit during 2021. After rising sharply during the first quarter of the 

year (10-year Treasury Yield +82 basis points in Q1), many pundits believed interest rates were headed significantly 

higher. However, investors were once again reminded that yields don’t move up in a straight line, and can in fact decline, 

as Treasury yields were meaningfully lower during the middle part of the year (10-Year Treasury yield -44 basis points 

between April 1st and August 31st). Although Treasury yields struggled for direction from that point forward, they 

ultimately moved higher for the year as the 10-year Treasury yield increased 59 basis points year-over-year. 
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From a discount rate perspective, corporate bond spreads remained extremely tight for much of the year and 

exhibited very low volatility. When all was said and done, the Bloomberg Long Aa bond yield (a proxy for corporate 

plan discount rates), increased 33 basis points during the year, which would equate to a reduction in pension 

liabilities of about 4% for a plan with a duration of 12 years, contributing to the funded status gains mentioned earlier. 

Exhibit 3: Liability discount rates, as proxied by AA corporate bond yields, were volatile in 2021 

 

Source: FactSet. Based on daily data through December 31, 2021. 
 

Washington, D.C. provided several rounds of funding relief to plan sponsors 

In an effort to put the U.S. economy back on track, Congress passed several rounds of fiscal stimulus during 2021. 

From the perspective of a corporate DB plan sponsor, these fiscal stimulus bills were important for a number of 

reasons as some form of pension relief was included in several of the bills. The most notable round of relief was 

passed in March 2021 as part of the American Rescue Plan Act (ARPA). The new law contained various provisions 

impacting corporate pensions, with the most notable changes for single-employer plans being the extension of funding 

shortfall amortization periods from 7 to 15 years and the extension of funding stabilization periods. The pension 

smoothing relief was further extended as part of the bipartisan infrastructure bill signed into law in early November. 

Risk transfer activity picked back up 

After slowing materially in 2020, risk transfer activity picked up in 2021 as the economy recovered and funded status 

levels improved. U.S. corporate pension plan buyout sales totaled $15.8 billion in the third quarter of 2021. Through 

the third quarter of 2021, the latest date for which data is available, year-to-date buy-out transactions totaled $21.8 

billion, up 93% compared with the first nine months of 2020 (see Exhibit 4). We believe the increased pace of risk 

transfer activity will likely continue, especially considering that funded status levels are at their highest levels over the 

last decade. 
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Exhibit 4: Volumes for risk transfer activity rebounded off their 2020 lows 

 

*Actual transaction volume for the first 9 months of 2021 was $21.8 billion. Annualized figure of $29.1 billion assumes a linear 
progression in Q4. It should be noted that there is generally a seasonal element to these transactions whereby Q4 volume is 
typically the most robust quarter for risk transfer activity. As such, our annualized figure may understate actual volumes for 2021. 
Source: LIMRA 
 

LOOKING FORWARD: WHAT’S AHEAD FOR PLAN SPONSORS IN 2022 

Will funding relief impact plan sponsor behavior? 

Plan sponsors may be questioning the need to hold long duration bonds given that liability values for contribution 

requirement purposes won’t react to changes in market interest rates (due to the corridor calculations included in 

the current pension funding relief). Any decision around whether or not to adjust investment strategy and asset 

allocation due to funding relief will likely be based on the specific goals, objectives and circumstances of the 

sponsor and the plan. 

For plan sponsors that are underfunded and which are focused on cash contribution requirements related to the plan, 

funding relief may allow for increased risk taking as any decline in funded status may not result in higher contribution 

requirements in the near-term. However, for sponsors that are focused on accounting and PBGC premium impacts or 

for those that may be planning a risk transfer or “end game” strategy, maintaining the plan’s existing strategy may be 

their preferred approach. 

From our perspective, we generally believe that plans will want to continue with their current hedging strategies given 

that balance sheet and income statement liabilities will continue to be driven by market rates. Further, the calculation 

of PBGC variable-rate premiums also does not follow the liability calculations as dictated by the funding relief. Lastly, 

with funded status levels at their highest point in years, we expect plan sponsors will continue to de-risk by moving 

assets into fixed income and away from risk assets. Not only are plan funded status levels elevated, but, based on 

our estimates, aggregate funding levels have remained at 97% (or higher) since April providing sponsors with ample 

time to de-risk. 

As we have seen, opportunities to de-risk can be fleeting, so we generally suggest that plan sponsors consider 

moving down their glide path. As always, factors related to the plan beyond its funded level, such as plan materiality 

and whether the plan is open, closed or frozen, may also be relevant. 
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Should plan sponsors diversify their long duration fixed income holdings? 

As plan sponsors move down a de-risking path by adding more money to long duration fixed income, we believe 

there will be increased interest in long duration assets beyond traditional corporate and government bonds. Examples 

of these long duration “alternatives” include private placement corporates, non-U.S. sovereign bonds and long 

duration mortgages. 

From our perspective, plans that are open and underfunded are likely better candidates for these types of strategies 

compared to plans that are closed/frozen and fully funded. All that said, funding relief, which we address in detail 

above, may provide an opportunity for plan sponsors to take on more tracking error relative to their liability in pursuit 

of higher returns. While we continue to believe that government and corporate bonds generally should be 

cornerstones of DB plan hedging portfolios, we recognize that under certain circumstances, “alternative” long duration 

assets may be worth consideration. 

How concerned should plan sponsors be about inflation? 

There continues to be uncertainly regarding the degree to which current high inflation rates will be transitory or 

persistent. While the current inflation environment may present challenges for asset class returns going forward, 

there is likely less need for plan sponsors to worry about the impact of inflation on their liabilities. In the U.S., most 

corporate plan liabilities are not sensitive to inflation and so higher levels of inflation will not impact future benefit 

payments. There is an argument to be made that higher inflation may be a good thing for DB plan sponsors. Should 

higher inflation lead to higher interest rates, plans that are less than fully funded and/or less than fully hedged to their 

liability may see an increase in their funded status. 

To date, we have not seen interest rates rise materially in response to higher inflation. We have also not seen a 

material reaction in asset prices to higher CPI prints, though the impact of inflation across asset classes is often 

ambiguous in the short-term. Although difficult to say with certainty, the increased risk associated with unexpected 

higher inflation (and the potential impact on asset prices) might encourage plan sponsors to take this opportunity to 

de-risk recognizing this elevated level of risk. 

What should plan sponsors expect next from Congress? 

2021 was a busy year for Congress with multiple fiscal stimulus bills passed, several of which included provisions 

impacting DB plan sponsors. As it relates to future changes to DB plan funding relief, we expect any additional 

measures to be relatively limited in scope. 

In the near-term, plan sponsors may want to keep a close eye on the Build Back Better Act, which is currently under 

consideration by the US Senate. In our November Corporate Monthly update, we highlighted a prior iteration of the 

bill, which included a proposal for a 15% corporate minimum tax rate on GAAP accounting income for corporations 

with an average income >$1B. While this proposal is not in the most recent version of the bill, there could be adverse 

incentives for plan sponsors should the finalized bill include this language. 
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