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For the fourth year in a row, the author 
compares the asset allocations of large and 
small Taft-Hartley defined benefit (DB) pension 
plans. He discusses why large plans finally did 
a little better than small plans this year.
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This is the fourth consecutive 
year Wilshire Analytics has 
used the Wilshire Trust Uni-
verse Comparison Service® 

(TUCS®) to examine differences in the 
asset allocations between large Taft-
Hartley defined benefit (DB) plans 
compared with small Taft-Hartley DB 
plans and whether those differences 
paid off in the form of higher returns 
for the 12-month period ending March 
31.1,2,3 This installment continues to ex-
amine the overweighting of equities to 
determine whether or not that strategy 
pays off.

Wilshire TUCS is a cooperative ef-
fort between Wilshire Associates In-
corporated (Wilshire®) and major 
custodian banks and trust companies. 
Custodians and plan consultants blind-
submit to Wilshire their clients’ trust 
plan performance, asset allocation and 

holdings detail. Wilshire combines the 
submitted data for plan comparison 
with universes of like-styled plans.4

Methodology
A universe of Taft-Hartley DB plans 

with five years of quarterly, asset-level 
data ending March 31, 2016 was select-
ed and separated into large- and small-
plan universes based on the total assets 
of the plan. Large plans are defined as 
those with total assets in excess of $1 
billion, and small plans are defined as 
those plans with total assets less than 
$1 billion.

Observations
The classic starting point for a pen-

sion plan’s asset allocation is 60% eq-
uities and 40% fixed income, so it is 
not unexpected to see that many plans 
have asset allocations near these num-

bers. This continues to be the case for 
small Taft-Hartley DB plans. They have 
an average5 “equitylike”6 allocation of 
61% and “fixed income-like”7 alloca-
tion of 38%. (Less than 1% was lost to 
rounding and the catchall “other” asset 
class.) On the other hand, the average 
large Taft-Hartley DB plan continues 
to have a significantly higher exposure 
to equitylike assets of 73%. (See Figure 
1.)

The equity bull market, as well as 
a diversification goal, is most likely 
responsible for the equity-to-fixed 
ratio of 73/26 for large Taft-Hartley 
DB plans, which matched the histor-
ical ratio of 73/27 for the past four 
years.

Large Taft-Hartley DB plans con-
tinue to be more likely to invest in 
alternative investments (Figure 2), in-
cluding investments like private equity 
and hedge funds, which are funded by 
a reduction in fixed income. The expo-
sure difference between large and small 
plans once a plan decides to invest in 
alternatives continues to be surprising. 
Figure 3 shows that not only do larger 
Taft-Hartley DB plans continue to have 
larger exposures to alternative invest-
ments than small Taft-Hartley DB 
plans that also invested in alternative 
investments but also that the difference 
is growing.

Ninety-three percent of large Taft-
Hartley DB plans are invested in al-
ternative investments, with a median 
allocation of 13.0%, while only 40% 
of small Taft-Hartley DB plans are in-
vested in alternatives, with a median 
allocation of 2.9%. Real estate, the 
original alternative investment, has a 
similar story. Eighty-seven percent of 
large Taft-Hartley DB plans have an al-
location to real estate, compared with 

asset allocation

FIGURE 1
Average 2016 Q1 Equity-Type Asset Allocations

Source: Wilshire TUCS.
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56% of small Taft-Hartley DB plans. 
Similar to the case with alternative in-
vestments, large and small Taft-Hart-
ley plans with real estate exposure had 
significantly different allocations, but 
in the other direction, with large plans 
at 3.1% and small plans at 6.5%. More 
telling is that 92% of large plans with 
real estate also had exposure to alter-
native investments, while only 51% of 
small plans with real estate also had 
exposure to alternative investments. 
This means that large Taft-Hartley DB 
plans usually invest in both real estate 
and alternatives while a significant 
number of small plans invest in only 
one or the other.

Historically, more small plans had 
been investing in alternative invest-
ments, but the percentage dropped 
from 49% last year to 40% this year. 
The small plans that were invested in 
alternatives increased their average ex-
posure as a group slightly from 2.7% 
to 2.9% but lag the growing allocation 
(11.5% in 2015 to 13.0%) of large Taft-
Hartley DB plans. Large plans have 
been diversifying their equitylike risk 
by increasing investments into other 
equitylike asset classes, such as alterna-
tive investments, real estate and inter-
national equity. Meanwhile, the aver-
age exposure for small Taft-Hartley DB 
plans has remained relatively constant.8

Did Larger Equity Allocations 
Finally Pay Off?

The answer is yes and no. After three 
consecutive years when small Taft-
Hartley DB plans outperformed large 
Taft-Hartley DB plans, median large 
plan performance was slightly better 
than median small plan performance, 
-0.79% to -0.94%. What’s missing this 
year is the asset allocation and diversi-

asset allocation

FIGURE 2
Plans With 2016 Q1 Assets in Alternative Investments  
and Real Estate

Source: Wilshire TUCS.
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FIGURE 3
Annual Q1 Average Percent of Assets  
in Alternative Investments

Source: Wilshire TUCS.
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fication explanation because, from an 
asset allocation perspective, small plans 
should have outperformed large plans 
for the fourth year in a row. With U.S. 
debt outperforming U.S. equity (the 
Wilshire Bond Index returned 0.95% 
versus the Wilshire 5000 Total Mar-
ket Index’s 0.23% for the year ending 
March 31), a simple 60/40 portfolio 
beats a 73/27 portfolio, 0.52% to 0.42%, 
respectively. (See Table I.)

Even factoring in the average or me-
dian allocations to other asset classes, 
small plans should have performed 
better. Using average allocations to cre-
ate large and small plan proxy asset al-
location portfolios to the major asset 
classes, small plans should have had 
a one-year return close to -0.18% and 
large plans should have had a one-year 
return close to -0.74%. This proxy re-
turn was close to the large plan realized 
return; using median allocations pro-
duced similar results. What happened 
to small plans to make them under-
perform? The asset allocation answer 
is most likely diversification within the 
asset classes. Table II shows that in each 
of the standard asset classes with a di-
versification subasset class, the subasset 
class underperformed.

The 0.15% difference between the 
median large and small plan returns is 
too small for a full asset allocation ex-
planation, but it is plausible to assume 
that small plans underperformed by 
a combination of diversifying to and 

FIGURE 4
One-Year U.S. Equity Plan and Wilshire U.S.-Style Index Returns 
Ending March 2016

Source: Wilshire TUCS.

TABLE I
Asset Allocation Percentages: Medians Ending March 31, 2016

 U.S. Equity International Equity U.S. Fixed Income Real Estate Alternatives Cash
Large Plans 47 11 22 3 13 3
Small Plans 49 9 30 1 0 4

Source: Wilshire TUCS.
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takeaways
•  Small plan allocations are very close to the classic 60% equities/40% fixed income as-

sets, while large plans invest much more heavily in equity-type assets at the expense of 
fixed income assets.

•  Large plans usually invest in both real estate and alternatives; a significant number of 
small plans invest in only one or the other.

•  The difference between large and small plan exposure to alternative investments is 
growing.

•  After three consecutive years in which small plans outperformed large DB plans, median 
large plan performance was slightly better than median small plan performance.

•  Although small plan allocations should have done better, it appears they increased their 
allocations to riskier subasset classes.
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reaching for returns by upping their allocations to the riskier 
subasset classes like those in Table II. Using U.S.-style index-
es, Figure 4 shows how overweighting in small and micro 
cap stocks may have pulled down the performance of small 
plans.

Conclusion
Partly due to the bull market in U.S. equities, diversifi-

cation has been working against “prudent” investors for the 
past few years, especially large Taft-Hartley DB plans. For 
the 12-month period ending March 31, 2016, diversification 
worked against small Taft-Hartley DB plans with the under-
performance of subasset classes. With the implied diversifi-
cation promise of reaching long-range financial goals while 
minimizing risk, there is no indication that large Taft-Hart-
ley DB plans will reduce their equity exposures, especially in 
alternative investments. Time will tell if large plans get re-
warded but, until then, as far as returns for the last few years 
are concerned, it is only a promise.   

The information contained herein has been obtained from sources be-
lieved to be reliable. Wilshire gives no representations or warranties as to 
the accuracy of such information and accepts no responsibility or liability 
(including for indirect, consequential or incidental damages) for any error, 
omission or inaccuracy in such information and for results obtained from 
its use. Information and opinions are as of the date indicated and are subject 
to change without notice. This material is intended for informational pur-
poses only and should not be construed as legal, accounting, tax, investment 
or other professional advice. Wilshire®, TUCS® and Wilshire 5000® are all 
registered service marks of Wilshire Associates Incorporated, Santa Monica, 
California.

Copyright 2016, Wilshire Associates Incorporated.
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TABLE II 
12-Month Returns Ending March 31, 2016
Asset Class Return Subasset Class Return
Wilshire 5000 Total Market Index 0.23 Wilshire U.S. Small Cap Index 28.19
MSCI AC World ex-U.S. Index 29.19 MSCI Emerging Markets Index 212.03
Wilshire Bond Index 0.95 Barclays U.S. Corporate High Yield Index 23.69
Wilshire U.S. Real Estate Securities Index 5.37 Wilshire Global ex-U.S. Real Estate Securities Index 22.40

Source: Wilshire Perspectives and Wilshire Index Calculator.
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Stephan R. Leimberg, Robert J. Doyle Jr., Thomas R. Robin-
son and Robert R. Johnson. National Underwriter. 2014.
Visit www.ifebp.org/books.asp?9029 for more details.
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