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Pension Solutions 
September 2019 

Historic Lows in Interest Rates Raise Questions 
for Corporate DB Sponsors 

The recent dramatic fall in interest rates has been detrimental for long dated obligations such as defined benefit (DB) 
pension plans. In the current environment, corporate DB plan sponsors and their investment committees may be 
asking themselves many questions, such as: 
■ Given the fall in interest rates, is now the right time to be hedging interest rate risk? 

■ Should we monetize some of the liability driven investment (LDI) positions we put on years ago? 

■ Are there other actions we should consider to de-risk our plans? 

Below, we make some observations around the implications of the fall in interest rates for DB plans and their 
sponsors, and provide some thoughts around strategies they may wish to consider in the current environment. 

1. Discount Rates May Hit All-Time Lows in the US 
The decline in long-term interest rates, with US 30-year Treasury yields recently hitting all-time lows, will likely 
translate into plan sponsors using notably lower discount rates this year. As seen in Exhibit 1, for sponsors that use 
December measurement dates for their plans, the average discount rate bottomed out at roughly 3.6% in 2017, half 
of what it was back in 2001. Based on the levels of interest rates and credit spreads as of late August, we estimate 
that if plan sponsors were setting their discount rates today, they would likely be barely above 3%. 

EXHIBIT 1: US GAAP LIABILITY DISCOUNT RATES CONTINUE TO TREND LOWER 

 
Source: Company reports; Goldman Sachs Asset Management. Population represents US plans (when specified) of S&P 500 companies with December fiscal 
year-ends. YTD estimate is as of August 2019. 
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2. Funded Status % Down, With Dollar Deficit Up 
The most notable and direct impact from falling interest rates is to exert upward pressure on pension obligations and, 
consequently, downward pressure on GAAP funded ratios. As seen in Exhibit 2, we estimate the aggregate funded 
status of the US corporate DB system has fallen to 86% as of the end of August, from 87% as of the beginning of 
2019 and recent highs of 91% in both the second half of 2018 as well as early 2019. 

EXHIBIT 2: FUNDED STATUS VOLATILITY HAS BEEN DRIVEN BY BOTH ASSET AND LIABILITY FACTORS 

Source: Goldman Sachs Asset Management, company reports; analysis based upon the US plans (when specified) of S&P 500 companies. 
 

This has occurred despite significant asset appreciation during that time. With US equities advancing double digits 
year-to-date and fixed income benefiting from the aforementioned fall in interest rates, we estimate corporate pension 
plans have returned, on average, in excess of 15% in 2019 through the end of August. While this performance helped 
to improve funded status by about 12%YTD through August, as seen in Exhibit 3, we estimate actuarial losses 
generated by the fall in interest/discount rates to have reduced funded levels by a similar amount. 

EXHIBIT 3: DECLINING INTEREST RATES HAVE NEARLY OFFSET ALL ASSET RETURNS 

 
Source: Goldman Sachs Asset Management, company reports; analysis based upon the US plans (when specified) of S&P 500 companies. 
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The increase in liabilities due to the fall in interest rates also means that the dollar deficit has risen in comparison to 
other periods of similar funded percentages. When looking at the US plans of S&P 500 companies, we estimate that 
the dollar deficit of these plans today is larger than during periods of similar funding levels (see Exhibit 4). In addition, 
the dollar deficit is comparable to levels seen during the height of the financial crisis during 2008 when the funded 
percentage of the system was significantly lower. 

EXHIBIT 4: CURRENT DOLLAR DEFICIT COMPARABLE TO FINANCIAL CRISIS LEVELS 

 
Source: Goldman Sachs Asset Management; company reports. YTD estimate is as of August 2019. 
 

Lower interest rates also expose pension plan liabilities to convexity risk. With many plan liabilities stretching out past 
30 years, not only is there a mismatch of the total duration of assets to liabilities but also an underweight to convexity 
of these long dated cash flows.  As a result of lower rates, the convexity of the bond market, in particular long 
maturity bonds, has increased.  For plans that own long duration fixed income, this has reduced the convexity 
underweight to the average plan’s liability and further reduced funded status volatility. 

3. Interest Rate Impact does not “Hit” Plans Until Measurement Date 
Notwithstanding the above, while the fall in interest rates and, consequently, discount rates lowers various estimates 
of corporate pension funded levels, sponsors will not need to make an adjustment until the measurement dates of 
their plans. That date corresponds to their respective fiscal year-end. 

In other words, for a company that operates on a calendar year basis, any adjustment to the discount rate from the 
fall in interest rates would not occur until the end of December of this year. Any balance sheet adjustment due to a 
change in funded status would not occur until that time, and any potential increase in recognized pension expense 
from an increase in the projected benefit obligation would not occur until 2020. 

With financial reporting for pensions, accounting typically occurs on the last day of the year. Accordingly, in theory, 
interest rates could rise over the last few months of 2019 and, if they made it back to the levels seen at the end of 
2018, sponsors would not have to record a decline in the discount rate. 

However, at this point, the question seems to be less whether sponsors will need to lower their discount rates but 
rather how much they will need to be reduced. Since the end of 2018, yields on high-quality corporate bonds have 
fallen around 100 basis points. If yields stay around current levels through the end of the year, corporate DB plan 
sponsors would likely need to lower their discount rates by a similar amount. 

Importantly, a number of plan sponsors have fiscal year-ends in September and October and will therefore be re-
setting their discount rates fairly soon. Many of those plans used discount rates last year of between 4.0% - 4.5%. 
Consequently, they could see reductions to their discount rates of 100 basis points or more this year. 
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4. What Now? 
We make several observations below, including highlighting some previous GSAM Pension Solutions papers that 
may be helpful in the current environment: 

Hedging interest rate risk is more of a risk management exercise than an investing exercise – staying the course can 
be important: In recent years some sponsors have held off adding to fixed income or increasing their hedge ratios 
until interest rates were higher. Yet, consensus expectations for long dated yields have consistently exceeded actual 
end of year levels (see Exhibit 5). 

EXHIBIT 5: INVESTORS HAVE CONSISTENTLY EXPECTED LONG-TERM INTEREST RATES TO RISE, AND 
HAVE CONSISTENTLY BEEN DISAPPOINTED 

 
Source: Factset; Goldman Sachs Asset Management. 
1 2019 actual is as of August 30, 2019. 
Note: Chart depicts the consensus expectation of market participants as of the beginning of each year for the yield on the US 30-Year Treasury bond at the end 
of that year. Diamond represents the actual yield as of the end of the indicated year. Past performance does not guarantee future results, which may vary. 
 

Attempting to “time” allocation shifts or increases to hedge ratios based on interest rate moves can be difficult. Many 
plans are notably short duration given the length of their pension obligations in comparison to the duration of their fixed 
income holdings, as well as the size of those positions. Maintaining or increasing hedge ratios, even at historically low 
interest rate levels, may be prudent for many plans, especially for those which are at or near fully funded levels. 

Rebalance as appropriate as a prudent risk management exercise: Notwithstanding our first observation, fixed 
income notably outperformed equities in August and many plans have likely drifted away from their strategic asset 
allocation targets. While there is no general consensus on an optimal rebalancing policy, having some sort of policy is 
typically preferable to not rebalancing at all. In addition, we would differentiate rebalancing a portfolio from making a 
tactical shift. For additional information, please see GSAM’s February 2016 publication, “Pension Rebalancing in a 
Time of Market Volatility.” 

Make low rates work for you, by considering borrowing to fund: Low interest rates have been the biggest headwind for 
funded levels in recent months. A way for sponsors to make low interest rates work for them is to borrow in the capital 
markets at low interest rate levels and contribute the proceeds to their plans. We observed much activity around this 
strategy several years ago and, more recently, both UPS and FedEx have executed borrow to fund transactions. 

We would not be surprised if more sponsors revisited this strategy if interest rates remain at these historically low 
levels, especially since the pre-tax cost of borrowing for many organizations is now below the Pension Benefit 
Guaranty Corporation’s variable-rate premium owed on any deficit (see Exhibit 6).  For additional information, please 
see GSAM’s October 2016 publication, “Pension Plan Management: Should Sponsors Borrow to Fund and De-Risk 
Their Plans?” 

https://www.gsam.com/content/gsam/ncsu/en/institutions/market-insights/gsam-insights/pension-solutions/2016/pension-rebalancing-in-a-time-of-market-volatility.html
https://www.gsam.com/content/gsam/ncsu/en/institutions/market-insights/gsam-insights/pension-solutions/2016/pension-rebalancing-in-a-time-of-market-volatility.html
https://www.gsam.com/content/gsam/us/en/institutions/market-insights/gsam-insights/2016/pensions_inst.html
https://www.gsam.com/content/gsam/us/en/institutions/market-insights/gsam-insights/2016/pensions_inst.html
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EXHIBIT 6: A DIFFERENT KIND OF ‘INVERSION’ MAY INCREASE THE ATTRACTIVENESS OF ‘BORROW TO 
FUND’ TRANSACTIONS 

 
Source: Goldman Sachs Asset Management, Bloomberg, Moody’s Aa Index, Pension Benefit Guaranty Corporation, as of August 2019; for illustrative purposes 
only. The 2019 Moody’s Aa rate shown above is as of August 30, 2019; in previous years, the Moody’s Aa shown above represents the yield at year end. Past 
performance does not guarantee future results, which may vary. 
 

Consider other actions to potentially de-risk/reduce funded status volatility: De-risking does not only entail adding 
more fixed income to a portfolio. Underfunded plans and those that are still open and accruing new benefits may still 
desire equity exposure to help reduce deficits and fund new benefit accruals. 

Nonetheless, with recession fears rising and US equity markets still up notably even after the recent volatility, 
consideration of defensive equity or option-based strategies to potentially change the distribution of equity returns 
may be appropriate. While we would argue that many of these approaches are strategic as opposed to tactical, the 
current market environment may provide an impetus for some plans to re-examine their equity exposure. For 
additional information, please see GSAM’s May 2019 publication, “US Corporate Pension De-Risking: More Than 
Just Bonds.” 

 
  

https://www.gsam.com/content/gsam/us/en/institutions/market-insights/gsam-insights/2019/US-corporate-pension-de-risking-more-than-just-bonds.html
https://www.gsam.com/content/gsam/us/en/institutions/market-insights/gsam-insights/2019/US-corporate-pension-de-risking-more-than-just-bonds.html
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General Disclosures 
Past performance does not guarantee future results, which may vary. The value of investments and the income derived from investments will fluctuate and can go down as well as up. A 
loss of principal may occur. 
THIS MATERIAL DOES NOT CONSTITUTE AN OFFER OR SOLICITATION IN ANY JURISDICTION WHERE OR TO ANY PERSON TO WHOM IT WOULD BE UNAUTHORIZED OR 
UNLAWFUL TO DO SO.  
Prospective investors should inform themselves as to any applicable legal requirements and taxation and exchange control regulations in the countries of their citizenship, residence or 
domicile which might be relevant. 
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. 
This material is provided for educational purposes only and should not be construed as investment advice or an offer or solicitation to buy or sell securities. 
This information discusses general market activity, industry or sector trends, or other broad-based economic, market or political conditions and should not be construed as research or 
investment advice. This material has been prepared by GSAM and is not financial research nor a product of Goldman Sachs Global Investment Research (GIR). It was not prepared in 
compliance with applicable provisions of law designed to promote the independence of financial analysis and is not subject to a prohibition on trading following the distribution of financial 
research. The views and opinions expressed may differ from those of Goldman Sachs Global Investment Research or other departments or divisions of Goldman Sachs and its affiliates. 
Investors are urged to consult with their financial advisors before buying or selling any securities. This information may not be current and GSAM has no obligation to provide any updates 
or changes. 
The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk. 
Views and opinions expressed are for informational purposes only and do not constitute a recommendation by GSAM to buy, sell, or hold any security, including any Goldman Sachs 
product or service. Views and opinions are current as of the date of this presentation and may be subject to change, they should not be construed as investment advice.  
Although certain information has been obtained from sources believed to be reliable, we do not guarantee its accuracy, completeness or fairness. We have relied upon and assumed 
without independent verification, the accuracy and completeness of all information available from public sources. Indices are unmanaged. The figures for the index reflect the 
reinvestment of all income or dividends, but do not reflect the deduction of any fees or expenses which would reduce returns. Investors cannot invest directly in indices. 
Economic and market forecasts presented herein reflect our judgment as of the date of this presentation and are subject to change without notice. These forecasts do not take into 
account the specific investment objectives, restrictions, tax and financial situation or other needs of any specific client. Actual data will vary and may not be reflected here. These 
forecasts are subject to high levels of uncertainty that may affect actual performance. Accordingly, these forecasts should be viewed as merely representative of a broad range of possible 
outcomes. These forecasts are estimated, based on assumptions, and are subject to significant revision and may change materially as economic and market conditions change. Goldman 
Sachs has no obligation to provide updates or changes to these forecasts. 
United Kingdom and European Economic Area (EEA): In the United Kingdom, this material is a financial promotion and has been approved by Goldman Sachs Asset Management 
International, which is authorized and regulated in the United Kingdom by the Financial Conduct Authority. Switzerland: For Qualified Investor use only – Not for distribution to general 
public. This document is provided to you by Goldman Sachs Bank AG, Zürich. Any future contractual relationships will be entered into with affiliates of Goldman Sachs Bank AG, which 
are domiciled outside of Switzerland. We would like to remind you that foreign (Non-Swiss) legal and regulatory systems may not provide the same level of protection in relation to client 
confidentiality and data protection as offered to you by Swiss law. 
Asia Pacific: Please note that neither Goldman Sachs Asset Management International nor any other entities involved in the Goldman Sachs Asset Management (GSAM) business maintain 
any licenses, authorizations or registrations in Asia (other than Japan), except that it conducts businesses (subject to applicable local regulations) in and from the following jurisdictions: Hong 
Kong, Singapore and Malaysia. This material has been issued for use in or from Hong Kong by Goldman Sachs Asset Management (Hong Kong) Limited, in or from Singapore by Goldman 
Sachs Asset Management (Singapore) Pte. Ltd. (Company Number: 201329851H) and in or from Malaysia by Goldman Sachs (Malaysia) Sdn Berhad (880767W). 
Australia: This material is distributed in Australia and New Zealand by Goldman Sachs Asset Management Australia Pty Ltd ABN 41 006 099 681, AFSL 228948 (’GSAMA’) and is 
intended for viewing only by wholesale clients in Australia for the purposes of section 761G of the Corporations Act 2001 (Cth) and to clients who either fall within any or all of the 
categories of investors set out in section 3(2) or sub-section 5(2CC) of the Securities Act 1978, fall within the definition of a wholesale client for the purposes of the Financial Service 
Providers (Registration and Dispute Resolution) Act 2008 (FSPA) and the Financial Advisers Act 2008 (FAA),and fall within the definition of a wholesale investor under one of clause 37, 
clause 39 or clause 40 of Schedule 1 of the Financial Markets Conduct Act 2013 (FMCA) of New Zealand (collectively, a “NZ Wholesale Investor”). GSAMA is not a registered financial 
service provider under the FSPA. GSAMA does not have a place of business in New Zealand. In New Zealand, this document, and any access to it, is intended only for a person who has 
first satisfied GSAMA that the person is a NZ Wholesale Investor. This document is intended for viewing only by the intended recipient. This document may not be reproduced or 
distributed to any person in whole or in part without the prior written consent of GSAMA. This information discusses general market activity, industry or sector trends, or other broad based 
economic, market or political conditions and should not be construed as research or investment advice. The material provided herein is for informational purposes only. This presentation 
does not constitute an offer or solicitation to any person in any jurisdiction in which such offer or solicitation is not authorized or to any person to whom it would be unlawful to make such 
offer or solicitation. 
Canada: This material has been communicated in Canada by Goldman Sachs Asset Management, L.P. (GSAM LP). GSAM LP is registered as a portfolio manager under securities 
legislation in certain provinces of Canada, as a non-resident commodity trading manager under the commodity futures legislation of Ontario and as a portfolio manager under the 
derivatives legislation of Quebec. In other provinces, GSAM LP conducts its activities under exemptions from the adviser registration requirements. In certain provinces, GSAM LP is not 
registered to provide investment advisory or portfolio management services in respect of exchange-traded futures or options contracts and is not offering to provide such investment 
advisory or portfolio management services in such provinces by delivery of this material. 
Japan: This material has been issued or approved in Japan for the use of professional investors defined in Article 2 paragraph (31) of the Financial Instruments and Exchange Law by 
Goldman Sachs Asset Management Co., Ltd. 
Confidentiality 
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