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Trends in corporate pension plans: Options for managing pension risk 
 

Funding status level through 2019, volatile in early 2020 Median 
funding status was level in 2019 as asset growth was offset by 
liability increases; however, funding status declined during Q1 given 
falling equity markets in response to the global pandemic. 
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Capital markets’ 2019/early 2020 gains reversed in March 
30% U.S. equity returns were reversed by March. Treasury yields 
fell 190 bps since early 2019; however, pension discount rates fell 
only 110 bps due to widening credit spreads. 
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Source: Vanguard, using data from Factset, 2020. 
 

Misinterpretation of risk: Should asset allocation or risk 
tolerance be adjusted? While 88% of plan sponsors report a 
funding status risk tolerance of 10% or less, asset allocations 
reflect relatively higher risk. Most plans have 50% to 60% in 
equity, meaning their risk is 15% to 17%—roughly twice their 
stated risk tolerance. 

 
Source: Vanguard, using data from FTSE Pension Discount Curve and Standard & Poor’s, 2020. 

 
Downside tolerance of 

10% or less 

 
55% average equity allocation leads to 
15% to 17% funding status downside 

 

 
 

Percentage liability- 
hedging fixed income 

Variation in funded status at a 1 in 20 level 

 
Sources: Vanguard 2019 Pension Sponsor Survey and Vanguard Capital Markets Model (VCMM). 
IMPORTANT: The projections and other information generated by the VCMM regarding the 
likelihood of various investment outcomes are hypothetical in nature, do not reflect actual 
investment results, and are not guarantees of future results. Distribution of return outcomes 
from VCMM are derived from 10,000 simulations for each modeled asset class. Simulations as 
of 9/30/2019. Results from the model may vary with each use and over time. For more 
information, please see the back page. 

 
Benefit policy 
New benefits as a percentage of liability continue to decrease 
This trend is expected to continue due to the closed/frozen state of 
many plans. Future pension liabilities should decrease as benefit 
payments and risk transfers exceed service cost and interest cost. 

 
 
 
 
 

Funding policy 
Contributions lower in 2019 compared to recent years 
To the extent allowable, corporations should consider funding 
pension plans to reduce Pension Benefit Guaranty Corporation 
premiums and maintain flexibility for de-risking strategies. 
Corporate cash or low-cost financing could be a source for 
contributions. 
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How are plan sponsors managing pension risk? 
 
2019 and Q1 2020 was a period of volatile equity markets 
and falling interest rates, serving as a reminder that managing 
financial risk should remain a top priority. Vanguard recommends 
that plan sponsors consider addressing risk using these 
four levers: 
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Investment policy 
 

Allocation to fixed income continues to increase 
Implementation of liability hedging strategies remains strong, 
but funding status was level in 2019; many plans maintained 
their asset allocation, having not reached de-risking glide 
path triggers. 
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Dynamic investment policies remain common 
Plan sponsors adjust asset allocation to reduce risk after the 
plan’s funded ratio improves. 
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Equity/other Fixed income >50% fixed income allocation 
 Return seeking—U.S. equity 
 Return seeking—International equity 

 Liability hedging—corporate/credit bonds 
 Liability hedging—Treasury/gov’t bonds 

 
Source: Vanguard, using data from Factset, 2020. 

 
Asset progression for illustrative purposes only. Not based on any particular portfolio. 

 
Risk transfer policy 
Pension risk transfer activity increases 
Plan sponsors continue to transfer risk via purchase of group annuity contracts and voluntary lump-sum offers to terminated vested 
participants. The ‘ultimate’ risk transfer—the full termination of a frozen pension plan—typically involves both. 
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Source: LIMRA, 2020. 
 

Risk transfer transaction implications on the plan’s investment strategy 
Vanguard cautions pension investors that there are important investment considerations before, during, and after a risk transfer transaction. 

 
 

 
Before the event 

 
During the event 

 
After the event 

Lump sums • Estimate amount. 
• Determine interest rate lock month. 

• Move to cash or short-term bonds 
during interest rate lock month. 

• Rebalance as needed. 

 
 

• Adjust duration of remaining 
assets. 

• Consider impact on investment 
strategy. 

Group annuity 
purchase 

• Estimate amount (insurer bids). 
• Plan for potential in-kind transfer. 

• Maintain target allocation as long as 
possible before annuity purchase date. 

• If an in-kind purchase, work with 
insurer to establish the process. 
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Connect with Vanguard® 

vanguardmexico.com.mx 
All investing is subject to risk, including the possible loss of the money you invest. There is no guarantee that any particular asset allocation or mix of funds will meet your investment objectives or provide you with 
a given level of income. 
Bond funds are subject to interest rate risk, which is the chance bond prices overall will decline because of rising interest rates, and credit risk, which is the chance a bond issuer will fail to pay interest and 
principal in a timely manner or that negative perceptions of the issuer’s ability to make such payments will cause the price of that bond to decline. 
IMPORTANT: The projections and other information generated by the Vanguard Capital Markets Model (VCMM) regarding the likelihood of various investment outcomes are hypothetical in nature, do 
not reflect actual investment results, and are not guarantees of future results. VCMM results will vary with each use and over time. 
The VCMM projections are based on a statistical analysis of historical data. Future returns may behave differently from the historical patterns captured in the VCMM. More important, the VCMM may be 
underestimating extreme negative scenarios unobserved in the historical period on which the model estimation is based. 
The Vanguard Capital Markets Model® is a proprietary financial simulation tool developed and maintained by Vanguard’s primary investment research and advice teams. The model forecasts distributions of 
future returns for a wide array of broad asset classes. Those asset classes include U.S. and international equity markets, several maturities of the U.S. Treasury and corporate fixed income markets, international 
fixed income markets, U.S. money markets, commodities, and certain alternative investment strategies. The theoretical and empirical foundation for the Vanguard Capital Markets Model is that the returns of 
various asset classes reflect the compensation investors require for bearing different types of systematic risk (beta). At the core of the model are estimates of the dynamic statistical relationship between risk 
factors and asset returns, obtained from statistical analysis based on available monthly financial and economic data from as early as 1960. Using a system of estimated equations, the model then applies a Monte 
Carlo simulation method to project the estimated interrelationships among risk factors and asset classes as well as uncertainty and randomness over time. The model generates a large set of simulated outcomes 
for each asset class over several time horizons. Forecasts are obtained by computing measures of central tendency in these simulations. Results produced by the tool will vary with each use and over time. 

 

Advisory services are provided by Vanguard Institutional Advisory Services® (VIAS™), a division of Vanguard Advisers, Inc., a registered investment advisor. 

VIGM, S.A. de C.V. Asesor en Inversiones Independiente (“Vanguard Mexico”) registration number: 30119-001-(14831)-19/09/2018. The registration of Vanguard Mexico before the Comisión Nacional Bancaria y de Valores 
(“CNBV”) as an Asesor en Inversiones Independiente is not a certification of Vanguard Mexico’s compliance with regulation applicable to Advisory Investment Services (Servicios de Inversión Asesorados) nor a certification on 
the accuracy of the information provided herein. The supervision scope of the CNBV is limited to Advisory Investment Services only and not all services provided by Vanguard Mexico. 

This material is solely for informational purposes and does not constitute an offer or solicitation to sell or a solicitation of an offer to buy any security, nor shall any such shares be offered or sold to any person, in any jurisdiction 
in which an offer, solicitation, purchase or sale would be unlawful under the securities law of that jurisdiction. Reliance upon information in this material is at the sole discretion of the reader. 

Securities information provided in this document must be reviewed together with the offering information of each of the securities which may be found on Vanguard’s website: 
https://www.vanguardmexico.com/web/cf/mexicoinstitutional/en/home or www.vanguard.com 

Vanguard Mexico may recommend products of The Vanguard Group Inc. and its affiliates and such affiliates and their clients may maintain positions in the securities recommended by Vanguard Mexico. 

ETF Shares can be bought and sold only through a broker and cannot be redeemed with the issuing fund other than in very large aggregations. Investing in ETFs entails stockbroker commission and a bid-offer spread which 
should be considered fully before investing. The market price of ETF Shares may be more or less than net asset value. 

All investments are subject to risk, including the possible loss of the money you invest. Investments in bond funds are subject to interest rate, credit, and inflation risk. Governmental backing of securities apply only to the 
underlying securities and does not prevent share-price fluctuations. High-yield bonds generally have medium- and lower-range credit quality ratings and are therefore subject to a higher level of credit risk than bonds with higher 
credit quality ratings.  

There is no guarantee that any forecasts made will come to pass. Past performance is no guarantee of future results. 

Prices of mid- and small-cap stocks often fluctuate more than those of large-company stocks. Funds that concentrate on a relatively narrow market sector face the risk of higher share-price volatility. Stocks of companies are 
subject to national and regional political and economic risks and to the risk of currency fluctuations, these risks are especially high in emerging markets. Changes in exchange rates may have an adverse effect on the value, 
price or income of a fund.  

The information contained in this material derived from third-party sources is deemed reliable, however Vanguard Mexico and The Vanguard Group Inc. are not responsible and do not guarantee the completeness or accuracy 
of such information. 

This document should not be considered as an investment recommendation, a recommendation can only be provided by Vanguard Mexico upon completion of the relevant profiling and legal processes.  

This document is for educational purposes only and does not take into consideration your background and specific circumstances nor any other investment profiling circumstances that could be material for taking an investment 
decision. We recommend to obtain professional advice based on your individual circumstances before taking an investment decision. 
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VANGUARD PENSION ADVISORY SOLUTIONS 
Focused. Sophisticated. Disciplined. 
Vanguard can help you achieve your pension objectives with our delegated 
investment management service, resting on our focused approach, sophisticated 
strategy, and disciplined execution. 
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