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Executive Summary 
Though 2020 was unique in many ways, US corporate defined benefit (DB) pension plans likely experienced a bit of 
déjà vu as strong asset returns were once again offset by higher liability values due to lower discount rates. Despite 
the global pandemic rattling capital markets during the first quarter of 2020, both equity and fixed income markets 
managed to finish the year with positive performance, led by strong returns for US equities and long duration fixed 
income1. Unfortunately for plan sponsors, funded status levels did not increase materially as Treasury yields reached 
all-time lows and, after a period of widening, corporate bond spreads remained tight. As a result, we estimate the 
aggregate GAAP funded level of US corporate DB plans was relatively unchanged year-over-year (see Exhibit 1). 

Even with falling interest rates, the trend towards de-risking for many plan sponsors continued. As we look ahead, we 
highlight several themes for plan sponsors in 2021, including potential challenges with meeting expected return on 
asset (EROA) assumptions, the possibility of funding relief wearing away over the next several years, and the need 
for interest rate hedging precision, even in today’s low interest rate environment. 

EXHIBIT 1: FUNDED STATUS LEVELS RECOVERED FROM THEIR MARCH LOWS, BUT ARE MOSTLY 
UNCHANGED YEAR-OVER-YEAR 

 
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 2019, are estimated and unaudited as of December 31, 2020, and are subject to potentially significant revisions over 
time. December 2020 estimate is as of 12/31/20. Past performance does not guarantee future results, which may vary. 

 
1 S&P 500 +18.4%, Bloomberg Barclays Long Gov’t/Credit +16.1% total return for calendar year 2020. 
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Glancing Back: Falling Interest Rates Continued to be a Headwind for Plan 
Sponsors 
Funding levels stuck in neutral despite strong asset returns. Following strong asset returns and low volatility in 
2019, plan sponsors were likely hoping for more of the same in 2020. Those hopes quickly disappeared as the global 
pandemic put significant downward pressure on most plans’ funded status during the first quarter. Though asset 
returns rebounded during the last three quarters of the year, led by surging equity markets, record low interest rates 
kept funded status levels depressed for many plans. 

At the end of 2019, the aggregate funded status for plan sponsors in the S&P 500 was approximately 87%. At the 
depths of the pandemic in March, we estimate that aggregate funded status fell to 78%. Even with strong asset 
returns for the remaining nine months of the year, we estimate that funded status levels were mostly unchanged, 
finishing the year at 88% (see Exhibit 2). 

EXHIBIT 2: STRONG ASSET RETURNS FOR DB PLANS WERE ONCE AGAIN OFFSET BY HIGHER 
LIABILITIES 

 
Source: Goldman Sachs Asset Management, company reports; as of December 2020. Figure does not sum due to rounding. *Includes items such as participant 
contributions, amendments, divestitures and FX impact. 
 

Plans that utilized long duration fixed income were better able to preserve funded status throughout the year with a 
low point in March which was not as severe. For a plan with asset allocation similar to the universe but utilizing all 
long duration rather than a mix of long duration and core fixed income, we estimate that plan funded status would 
have only declined to 81% in March (as opposed to 78% for the broad universe) and would have ended the year with 
a funded status of 89% (versus 88% for the broad universe)2. 

Discount rates touched all-time lows. As global equity markets were falling sharply during the first quarter of 2020, 
Treasury yields were headed towards all-time lows. Notably, the 10-year Treasury yield reached a low of 0.50% in 
early March while the 30-year Treasury yield declined to 0.92%. During the first half of the year, elevated corporate 
bond spreads helped offset some of the Treasury yield decline and, at one point in late Q1, discount rates were 
materially higher from year-end 2019 levels. However, as the year wore on, corporate bond spreads tightened 
leading to record lows for pension discount rates (see Exhibit 3)3. We estimate accounting discount rates will decline 
by around 50 – 75 basis points year-over-year for sponsors with December fiscal year-ends. 

 
2 Source: Goldman Sachs Asset Management, company reports; based upon the US plans (when specified) of S&P 500 companies, for illustrative purposes only. Past performance does 

not guarantee future results, which may vary. 
3 The yield on Moody’s Aa, a benchmark often referenced for liability discount rates, increased to 3.93% on March 20th, up from 3.11% at year-end 2019. The benchmark rate declined to 

2.16% on August 4th, a record low for the index which dates back to 1980. As of December 31, 2020, the index had a yield of 2.44%. 
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EXHIBIT 3: LIABILITY DISCOUNT RATES, AS PROXIED BY AA CORPORATE BOND YIELDS, REACHED ALL-
TIME LOWS 

 
Source: FactSet. Based on weekly data. As of December 31, 2020. 
 

Record low interest rates did not slow down the trend towards de-risking. While record low interest rates would 
seem to be a deterrent to increasing fixed income exposures, we continued to see a trend towards de-risking for DB 
plans. In some cases, we find that plan sponsors are no longer willing to tolerate the funded status volatility that 
comes with having large allocations to risk assets. For plans with pre-determined glide paths, most typically utilize a 
“one-way” approach that didn’t allow for re-risking during the first half of 2020 which would have otherwise led to a 
decrease in fixed income assets. We believe that any decision to de-risk (or not) should be enlightened by plan-
specific considerations, such as whether the plan is open, closed or frozen, the funded status of the plan, and the 
materiality of the plan relative to the size of the sponsor’s organization. 

In early 2021 we will conduct our 19th annual study on the US corporate DB universe, which will include an analysis 
around the 2020 year-end asset allocations of DB plans. This analysis, as it does every year, will shed light on how 
sponsors may or may not have adjusted allocations in the prior year. 

Risk transfer activity slowed, likely due to market volatility. Perhaps not surprisingly given all that was going on 
in the world, pension risk transfer activity slowed materially in 2020 (see Exhibit 4). Through the third quarter of 2020, 
the latest date for which data is available, year-to-date buy-out transactions totaled $11.3 billion, down 32% 
compared with the first nine months of 2019. Fluctuating funding levels, low interest rates, and sponsors focused on 
ensuring their operations were running and employees were functioning effectively while working remotely were all at 
least partially responsible for the sharp drop off. Further, many plan sponsors were likely focused on fortifying their 
corporate balance sheets rather than selling their pension liabilities to an insurer. We still believe the long-term trend 
of increasing risk transfer activity will continue and the wild ride of 2020 may provide even more incentive for plan 
sponsors to consider some form of risk transfer in the coming years. 
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EXHIBIT 4: VOLUMES FOR RISK TRANSFER ACTIVITY WERE SEVERELY DEPRESSED IN 2020 

 
* Actual transaction volume for the first 9 months of 2020 was $11.3 billion. Annualized figure of $15.1 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 2020. 

Source: LIMRA. As of December 2, 2020. 

Looking Forward: What’s Ahead for Plan Sponsors in 2021 
Is interest rate hedging still worth considering at today’s levels? The short answer, in our opinion, is yes. We 
continue to believe that plan sponsors should focus on their long-term risk reduction objectives, particularly given the 
long time horizon faced by many plans. More often than not this may mean that plans are biased towards higher 
rather than lower hedging targets, even at today’s low levels of interest rates. Additionally, even if interest rates move 
up from today’s levels, plans may still benefit as we often find that most plans remain less than 100% hedged to 
interest rates. 

Beyond just adding to fixed income assets, we also believe that having a precise hedge matters. By its nature, 
a more precise hedge is a more accurate hedge, reducing the variation of the actual outcome relative to what was 
intended. Furthermore, what many pension plan investors don’t realize is that a more precise hedge often achieves a 
higher return on plan assets. We recognize that, in some cases, plan sponsors may be unable to develop a precise 
hedge given small or modest allocations to fixed income assets. 

However, as seen in the exhibit below, fixed income allocations, in aggregate, comprised almost half of all plan 
assets as of the end of 2019, and that percentage will undoubtedly rise in the years to come (see Exhibit 5). On an 
individual plan basis, our work would indicate that over 40% of all corporate DB plans had at least 50% of their assets 
allocated to fixed income. For plans with an allocation of at least that level, implementing a more precise hedge may 
make sense right now. Further, if a plan sponsor intends to increase the plan’s fixed income allocations over time, at 
some point there will be a need to create a precise hedge. Rather than putting that task off, we believe plan sponsors 
should devote time today to thinking about a more detailed hedge, even if the intent is to implement that hedge at a 
later date4. 

  

 
4 For additional information on interest rate hedging, please see GSAM’s September 2020 publication “Three Myths About Pension Liability Risk Management.” 
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EXHIBIT 5: FIXED INCOME EXPOSURE FOR THE AVERAGE DB PLAN IS ALREADY SIGNIFICANT 

 
Source: GSAM, company reports; based upon the US plans (when specified) of S&P 500 companies, as of April 30, 2020. 
 
Plan sponsors may need to revisit their EROA assumption, regardless of whether or not they have large fixed 
income allocations. With interest rates at historically low levels and US equity markets near all-time highs, 
generating strong returns going forward may be a challenge (see Exhibit 6). As a starting point, some plans may 
simply need to accept the fact that generating a nominal 7% return on assets is unlikely. While lowering an EROA 
assumption directly impacts a plan sponsor’s income statement, this step may be necessary, particularly for plans 
that have allocated a significant portion of their assets to fixed income. For those plans looking to maintain a high 
expected return, adding to private market strategies and increasing active management are likely good starting 
points. In some cases, plans may want to hedge liabilities through derivatives which can allow for increased exposure 
to return generating assets5. 

EXHIBIT 6: MEETING EROA ASSUMPTIONS IN THE COMING YEARS MAY BE A CHALLENGE 

 
Proabilities are based on our forward looking capital market assumptions and represent the number of outcomes in our monte carlo simulation that meet the return 
target specified. The economic and market forecasts presented herein have been generated by GSAM for informational purposes as of the date of this presentation. 
They are based on proprietary models and there can be no assurance that the forecasts will be achieved. Please see appendix for detailed portfolio allocations. 

 
5 For additional information, please see GSAM’s August 2020 publication “The Numbers Game: Developing Defined Benefit EROA Assumptions.” 
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For those plans maintaining larger allocations to risk seeking assets, equity risk mitigation strategies may be 
appropriate. From our perspective, many investors, including corporate DB plans, need to be mindful of high equity 
market volatility and the potential for exogenous equity market shocks. However, as we outlined, we also know that 
some plan sponsors want to maintain their current EROA assumption and/or retain upside exposure to equity 
markets, especially if they are underfunded and still open and accruing new benefits. 

As such, equity collar strategies, which are designed to achieve some downside risk mitigation while participating in 
equity market upside, may be appropriate. These strategies seek to deliver this profile by systematically buying and 
selling equity put options to provide downside risk mitigation while selling out-of-the-money call options to provide 
some upside participation and finance downside risk mitigation. 

There is a high level of uncertainty with respect to contributions in 2021. Funding relief originally 
implemented under the “Moving Ahead for Progress in the 21st Century Act” (MAP-21), which has already been 
extended several times, is scheduled to begin to wear away in 2021. This relief is part of the reason why many 
plans have had little to no contribution requirements in recent years, despite GAAP funded levels remaining 
stubbornly low. Importantly, the erosion of relief is largely tied to the expansion of the interest rate “corridor”, rather 
than the expiration of the relief itself. 

Under existing rules, sponsors calculate a 2-year average of interest rates, and then compare that level to a 25-year 
average of interest rates, subject to a corridor. The use of the latter has allowed sponsors to use higher discount 
rates when calculating pension liabilities for funding purposes, effectively lowering the liability, raising funded levels, 
and lowering contribution requirements. As the corridor widens, the discount rate used for funding purposes will begin 
to trend lower, leading to the opposite effect. 

The HEROES Act, passed by the US House of Representatives in May 2020, included additional pension funding 
relief. Most notable among the measures in the Act was the current +/-10% interest rate corridor being halved to +/-
5% and a delayed phase out of the 5% bound until 2026. In addition, underfunded balances would be amortized over 
a 15-year period as opposed to 7 years today. Nonetheless, the HEROES Act has not advanced in the US Senate 
and, absent further activity by Congress, the relief will start to diminish in 2021 and contribution requirements will 
likely go up. If Congress were to pass something along the lines of the relief outlined in the HEROES Act, contribution 
requirements would likely remain depressed for the foreseeable future6. 

Outside of mandatory contribution requirements, the current economic backdrop may also lead to contribution 
uncertainty as it may be difficult for plan sponsors to make voluntary contributions, particularly for those sponsors in 
industries that have been most severely impacted by the pandemic. We note that some sponsors had announced 
intentions to make voluntary contributions to their DB plans in 2020, but then withdrew those plans after the pandemic 
and resulting economic upheaval. 

A sound governance structure remains as important as ever. Though many plans finished 2020 relatively 
unscathed, last year’s environment likely reminded plan sponsors of the need for a thorough governance structure. 
While we have touched on the need for developing a precise hedging plan, another area of critical importance is 
developing and adhering to a strict rebalancing policy. We would venture to guess that nearly all plans may already 
have rebalancing policies in place, but adhering to those policies is equally important. 

Given how quickly markets fell and then rebounded in the first half of the year, plans that took advantage of 
rebalancing likely enhanced their return outcomes. As a simple example, for 2020, a portfolio of 60% long duration 
fixed income and 40% global equity that was rebalanced back to target monthly would have generated ~80 basis 
points more than the same portfolio that was not rebalanced7. While this added return might not seem meaningful in 
percentage terms, the incremental return for a $1 billion plan translates into an additional $8.0 million. Similarly, over 
a multi-year period, the compounded effect of such excess returns from rebalancing actions can have a meaningful 
impact on a plan’s gross asset returns and funded status. 

 
6 The CARES Act, passed in March 2020, did provide some relief by allowing plans to elect to use the prior plan year's AFTAP (ending before January 1, 2020) as the current plan year's 

AFTAP (ending before January 1, 2021). In addition, it allowed sponsors to delay any contribution requirements due in 2020 until January 2021, subject to interest. 
7 MSCI All Country World Index (in USD terms) used as a proxy for global equities. Bloomberg Barclays Long Government/Credit used as a proxy for long duration. The non-rebalanced 

portfolio was assumed to start at 60% long duration / 40% global equity at 1/1/2020. Through December 31, 2020. 
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Appendix 

EXHIBIT 7: REPRESENTATIVE CORPORATE AND PUBLIC DB PENSION PORTFOLIOS 

 Public Equity 
  Long Duration Fixed Income 
  Core Fixed Income 
  Alts 
 Non-Core Fixed 

  

   

For Illustrative Purposes. 60/40 portfolios and De-Risked portfolio are hypotehtical portfolios. The average S&P 500 pension plan is based on company reports. 
U.S. public DB plan is for illustrative purposes only and based on various industry surveys. As of December 31, 2020. 
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