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ultiemployer pension plans are in trouble. 
Those alarms were sounded earlier this year 
upon the release of reports from the Pen-
sion Benefit Guaranty Corporation (PBGC) 
and the Government Accountability Office 

(GAO) on the status of multiemployer pensions. The reports, 
delivered to Congress, highlighted significant underfunding 
concerns and solvency issues within these plans.

While the news seems dark, historically multiemployer 
trustees have shown the ability to recover, change and rally to 
meet the demands these plans present. At the time the reports 
were released, PBGC Director Joshua Gotbaum suggested 
that the industry itself will meet these challenges by saying 
“the history of decision making with regard to multiemployer 
pension systems is that it is best done at the initiative of the 
industry . . . figuring out what they thought made sense.”1

For multiemployer pension trustees, the challenges in 
overseeing this critical benefit have grown massively over 
time. For years, trustees could safely focus on avoiding a 
short-term funding deficiency while ensuring the plan met 
long-term funding objectives. Over time, economic down-

turns and investment losses shed light on long-term fund-
ing challenges within these plans. Regulatory changes soon 
followed, enacting stricter funding requirements. Other fac-
tors contributing to the overall challenges included benefit 
increases for current members and an increasing number of 
retirees and subsequent plan withdrawals.

Today, multiemployer pension trustees must address all 
of these challenges as they face the difficult task of protecting 
and improving the overall health of this important benefit. 
This article will look at how asset allocations have changed 
over time and how external factors have contributed, and 
will provide considerations for moving forward.

A Look Back: The Good Old Days
The Taft-Hartley Act of 1947 ultimately created multi-

employer pension funds by requiring the negotiation of an 
employer contribution as part of a labor-management agree-
ment and the establishment of a trust fund. By 1950, the 
emergence of pensions in general took hold in a post-World-
War II America and multiemployer plans grew significantly
over the next two decades. According to the Bureau of Labor 

In devising investment management strategies to overcome current and future challenges to 
the health of multiemployer pension plans, trustees will have to consider many options.
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Statistics, multiemployer plans covered about one million 
participants in 1950, growing to 7.5 million by 1973 and to 
over ten million participants by 1989.2

In regards to the early days of investing the assets of mul-
tiemployer pension plans, for decades it was common to 
keep the allocations simple. Many portfolios were initially 
conservative, consisting of insurance contracts and relatively 
safe fixed income investments such as U.S. Treasury bills. 
Traditionally, most pension portfolios maintained a signifi-
cant allocation to fixed income, which historically contributed 
consistent and safe returns and was a somewhat intuitive 
investment given the nature of the fixed pension promise. 
However, those returns did not see the steady rise that the 
equity markets experienced during this period. For example, 
returns on ten-year Treasurys rose over a 20-year period, be-
ginning in 1950 at under 3% per year, while equities returned 
over 12% per year.

In an effort to garner additional returns, plans started to 
include equity investments. Focused almost entirely on U.S. 
equity markets, these investments were relatively uncompli-
cated and provided strong investment returns. These changes 
continued to pay off during the 1970s and 1980s, providing 
average compound returns of more than the 8.1% offered by 
Treasurys alone, since the S&P returned 11.1% per annum.

By the end of the 1980s, the average asset allocation to eq-
uities for U.S. trustee-directed pensions was approximately 
37.5% of the portfolio.3 On the fixed income side, plans also 
began to diversify, venturing beyond Treasury bills toward 
other fixed income such as corporate bonds.

The Evolution of Multiemployer Pension Investing
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The Roaring ‘90s
Then came the 1990s and a decade of never-before-seen 

returns. Over a ten-year period, the S&P almost quadrupled 
in value, ending the decade with over 17% average com-
pound return. The 1990s began with many plans quickly 
settling into a standard 60% equities and 40% fixed income 
portfolio. However, the more it was obvious that risk was be-
ing rewarded, the more plans started to become more aggres-
sive. By the mid-1990s, some portfolios consisted of nearly 
70% or more in equities, and the rewards continued.

As the millennium came to a close, plans’ high allocations 
to equities were not necessarily well-diversified. An example 
of this was the tendency to ride the rise in tech stocks with a 
significant overweight to that category.

As equity markets performed well, fixed income diversifi-
cation spread to high-yield and even some emerging markets 
debt. Inflation decreased significantly, and interest rates con-
tinued to come down from the late 1980s and early 1990s. By 
the late 1990s, fixed income added stability to overall returns.

Furthermore, the employers contributing to the pensions 
continued to make negotiated contributions, and many plans 
became fully funded or found themselves in surplus. This 
strong position allowed trustees to continue to increase pen-
sion benefits. By 1999, nearly three-quarters (74%) of multi-
employer plans were fully funded for their vested benefits.4

Perfect Storm One: The Tech Bubble Bursts
As we all know, quickly after the start of the new millenni-

um, the “tech bubble” burst and the equity markets crashed. 
Between March 2000 and July 2002, the S&P lost nearly 48% 

of its value while the NASDAQ Composite—heavily loaded 
with technology companies—lost nearly 79% of its value.5 

During the same period some relief was provided: Interest 
rates continued to decline, positively impacting fixed income 
portfolios. 

Multiemployer plan trustees had long weighed the pros 
and cons of the traditional conservative nature required 
to protect plan assets with the growth possibilities that in-
creased diversification can bring. Many funds had been 
managed conservatively to protect this benefit, but the port-
folio losses were significant, ranging from 15% to 25%.6 As 
a result, many plans became underfunded and were forced 
to use credit balances (the accumulated amount of contribu-
tions made in excess of the minimum funding requirements) 
in order to meet minimum funding requirements because 
their current contribution rates were insufficient to do so.

Recovery Begins and the Pension Protection Act 
Changes the Game

Multiemployer trustees responded in an effort to regrow 
these plans and better protect this benefit. The bursting of 
the tech bubble highlighted the risks of being highly con-
centrated, and many trustees began seeking ways to better 
diversify. This, coupled with the need for returns in a down 
market, began the use of asset classes not often used in mul-
tiemployer pension portfolios such as hedge funds, private 
equity and real estate.

Enter the Pension Protection Act (PPA) in 2006, which 
enhanced funding requirements for multiemployer plans. 
Trustees became strongly incentivized to monitor their plan’s 
funded status to avoid being labeled endangered or critical. 
Placement in one of these categories would result in restric-
tions on the plan, requiring the creation of a strategy to get 
out of these categories and new disclosures to members.

PPA placed a greater emphasis on managing the plan’s 
assets in conjunction with its liabilities. As a result, trustees 
began to utilize asset-liability studies and projections of plan 
health, creating a process that went beyond traditional, asset-
only analysis driving asset allocation decisions.

Despite these plans becoming even more difficult to man-
age, trustees continued to work toward improving the fund-
ing deficiencies following the significant losses at the start of 
the decade. By 2007, 75% of all multiemployer defined ben-
efit plans were once again more than 80% funded.7 We all 
know what happened next.

asset allocation

takeaways >>
•   For decades, multiemployer pension plans had conservative 

portfolios consisting mainly of insurance contracts and fixed 
income investments such as U.S. Treasury bills.

•   With the bursting of the “tech bubble,” many plans became 
underfunded between March 2000 and July 2002, and then-
current contribution rates were inadequate to meet minimum 
funding requirements.

•   Although many plans had recovered fairly well by 2007, the 
recession of 2008 and 2009 added to other problems of multi-
employer pension plans.

•   PBGC estimated that in the 2012 plan year, just over half of all 
multiemployer participants were endangered or critical.

•   There are no easy answers for pension fund trustees.
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Perfect Storm Two: 12 Years  
of No Gains

The investment losses of 2008 and 
2009 were devastating as the S&P 
lost 46% of its value in less than eight 
months.8 Many multiemployer plans 
had already been facing significant 
challenges due to falling employer 
contributions and continued to face 
decreases in membership. With fewer 
dollars coming into plans, the need for 
investment returns had become para-
mount to the plans’ ability to continue 
to provide benefits for current and fu-
ture retirees.

Over the past 12 years, multiemployer 
pension portfolios have experienced 
two of the worst economic downturns 
in the history of America. As previously 
mentioned, the decade of the 1990s saw 
the S&P increase in value by almost 
400%. The following years were not 
nearly so kind. In fact, between Janu-
ary 1, 2000 and December 31, 2012, the 
S&P cumulatively decreased in value 
by 39 points (see the figure). At a time 
when multiemployer pension portfolios 
needed investment returns more than 
ever, the results were not there.

The State of the Union . . .  
Pension Plan

The health of multiemployer pen-
sion plans is very much in question. As 
trustees now look at their own fund’s 
projections, the outlook is different 
from one plan to the next. Factor in 
legislative and environmental changes, 
and trustees are well aware of the risk 
that a plan’s funded status today can be 
very different in the foreseeable future. 
The need to act accordingly is para-
mount moving forward.

As of March 2012, predictions were 
that U.S. multiemployer pension plans 

were $369 billion underfunded (using a 
corporate bond-based discount rate) or 
52% funded.9 According to Segal’s 2013 
winter survey, 40% of multiemployer 
plans had a 2012 zone status of endan-
gered or critical.10 This year, PBGC es-
timated that in the 2012 plan year, just 
over half of all multiemployer partici-
pants were endangered or critical.11 At 
the International Foundation’s Invest-
ments Institute in April 2013, a live 
survey of the attendees showed 52% to 
be “endangered” or worse, further sup-
porting the PBGC’s estimates.

While poor investment returns are 
one of the obvious causes, there are oth-
ers. In general, unions are becoming in-
creasingly smaller, which means fewer 
hours being worked and less dollars be-
ing contributed by the sponsoring com-
panies. The private-sector union mem-
bership rate in the U.S. economy has 
declined in recent decades, from 16.8% 
in 198312 to 6.9% in 2011.13 In addition, 
the number of retirees (those collecting 
the benefit) is significantly greater than 

the number of active participants (those 
contributing to plans). Of the 10.4 mil-
lion total participants in multiemployer 
plans in 2010, 4.09 million (39%) were 
active participants and 6.33 million 
(61%) were inactive participants.14

Given these factors, the ability to 
generate investment returns to improve 
and protect funded status is now para-
mount. Moving forward, multiemployer 
pension trustees need to continue to 
find ways to implement more holistic 
approaches to fund management.

Asset Allocation and Investment 
Management Moving Forward

Now is the time in the article where 
an answer to these problems is supposed 
to be provided. Unfortunately, there is no 
easy answer. The mantra moving forward 
is something unions are accustomed 
to—It will take a lot of hard work. Multi-
employer trustees will need to consider a 
lot of possibilities and leave no stone un-
turned when it comes to building invest-
ment management strategies designed to 

asset allocation

FIGURE
S&P 500 Index Cumulative Decline

Source: Yahoo Finance.
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improve the health of the pensions. Here 
are some things to consider.

Alternatives

Alternative asset classes continue 
to be an attractive way to diversify and 
potentially enhance returns. At the In-
ternational Foundation’s Investments 
Institute in April 2013, a live survey of 
the attendees showed that 77% already 
include alternative investments in the 
pension portfolio. According to recent 
industry research, on average about 
21% of multiemployer pension portfo-
lios are invested in what would be con-
sidered to be alternative investments.15

As trustees look into further diversi-
fying portfolios through alternative as-
set classes, they should make sure they 
fully understand the nature of these 
investments. For example, private eq-
uity can provide impressive returns but 
carries specific liquidity risks. The same 
may apply to hedge funds. Core prop-
erty or commercial real estate invest-
ments continue to receive increased in-
terest because they may provide some 
inflation protection, return enhance-
ment and risk mitigation due to their 

uncorrelated nature. Because more 
than one-fifth of multiemployer port-
folios are invested in alternative—and 
very complicated—asset classes, the ex-
ternal resources being used by trustees 
to provide expertise become even more 
critical.

Equities

Investments in non-U.S. equities—
once not even a consideration for U.S. 
unions—started to become a standard 
part of portfolios in the 1990s. At the 
end of 2012, about 11% of union port-
folios were invested in international 
stocks.16 They continue to provide di-
versification and return opportunities. 
Equity products that are designed to 
specifically manage volatility may be 
effective in helping manage a pension’s 
funded status. By design, these funds 
target less volatile securities and can 
help mitigate market swings that can 
have a drastic impact on funding levels.

Fixed Income

A lot of attention is being paid to 
fixed income in a low-yield environ-
ment and as inflation concerns contin-

ue. Many plans are looking into prod-
ucts with less sensitivity to rate changes 
that can provide yield. These products 
tend to seek securities that offer com-
petitive or floating rate yields from a 
wide array of issuers. Another area be-
ing utilized is the loan asset class, as 
some multiemployer pensions are in-
vesting in structured bank loans, which 
can also provide higher yield opportu-
nity with some increase in credit risk.

Discretionary Investment Models

One area that continues to see in-
creased interest is the use of discre-
tionary models for investment man-
agement, which can provide faster 
decision making and added expertise 
in the face of complex, volatile markets. 
This model is one in which the invest-
ment provider takes accountability for 
selecting investment managers and, in 
some cases, takes on the additional re-
sponsibility of making asset allocation 
decisions. Many multiemployer trust-
ees are viewing this approach as a way 
to strengthen the plan’s overall gover-
nance process.

In the November 2011 issue of Ben-
efits Magazine, the point is made that 
“the discretionary model allows for a 
better governing structure in that trust-
ees have more time to perform these 
duties and responsibilities are clearer 
between trustees and the investment 
advisor.”17

Dynamic Asset Allocation

One of the lessons learned during 
and since the financial crisis of 2008 is 
that investment markets can change and 
change quickly. Many investors took un-
necessary losses when they maintained 
investments in asset classes despite poor 
outlooks. Furthermore, opportunities 

asset allocation

learn more >>
Education
59th Annual Employee Benefits Conference
October 20-23, Las Vegas, Nevada
Visit www.ifebp.org/usannual for more information.
Investments Institute
March 3-5, 2014, Clearwater, Florida
Visit www.ifebp.org/investments for more information.

From the Bookstore
Trustee Handbook: A Guide to Labor-Management Employee Benefit Plans,  
Seventh Edition
Claude L. Kordus, Editor. International Foundation. 2012.
Visit www.ifebp.org/books.asp?7068 for more details.
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for return were missed when they failed to identify or capital-
ize on relative mispricing in the markets. As a result, many 
multiemployer trustees are looking to increase expertise on 
short-term markets and designing asset allocations to enhance 
returns or mitigate risk. This can be implemented several ways 
including through dynamic funds. A more comprehensive ap-
proach across the portfolio can be done through discretionary 
models mentioned above.

Inflation Concerns

While the general consensus remains that inflation is not 
a high risk in the near future, the reality is that investors will 
be impacted by inflation at some point. As a result, many 
multiemployer trustees are adding real return investment 
strategies such as Treasury inflation-protected securities 
(TIPS) and commodities.

Conclusion
Multiemployer pension trustees must find ways to im-

prove the overall funded status of plans while dealing with 
numerous challenges. Contributions by employers are down. 
The retired workforce significantly outnumbers active par-
ticipants. And the investment markets have increased in 
complexity and continue to be volatile. Success will be tied 
to implementing asset allocations that effectively manage the 
plan’s assets in tandem with the plan’s liabilities.

The days of focusing exclusively on asset optimization are 
gone. Numerous factors, including the plan’s overall funded 
status, funding period, withdrawal liability and credit bal-
ance, should be considered when making asset allocation de-
cisions. This requires extensive resources and expertise. As 
multiemployer trustees prepare for the future, they should 
consider all possibilities when building an investment man-
agement program. Multiemployer pension plans might be 
in trouble, but historically when it comes to asset allocation, 
trustees have responded.

Author’s note: This information should not be relied upon 
by the reader as research or investment advice. It is for edu-
cational purposes only.  
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