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The Appropriateness of the Current 
Assumptions Used for Funding 
Multiemployer Pension Plans
Lowering the Discount Rate Would Magnify the  
Current Pension Crisis

Since early this year, the Congressional Joint Select Committee on Solvency of Multiemployer 
Plans has been deliberating on policy options for improving the position of those multiemployer 
plans that are in serious financial trouble.

As part of that process, the possibility of using more conservative interest rates for valuing 
multiemployer plan liabilities has been raised. To determine the impact of a change in the 
funding rules relating to multiemployer interest rate assumptions used to discount liabilities, 
Segal Consulting performed a detailed analysis of two national multiemployer plans.

What We Found
Our study illustrates that the increase in the necessary contributions to meet current funding 
standards would not be sustainable for either of the plans studied, both of which are currently 
considered healthy. In fact, a change to a considerably lower discount rate would create a 
much greater pension crisis than the one that already exists.

Segal shared that conclusion with Joint Select Committee in a letter that noted, “implementation 
of such a measure is not practical or appropriate for multiemployer plans, would not help to 
prevent future crises, and would seriously harm plans that are currently financially sound and 
create a new and expanded retirement crisis.”1

1  Segal’s letter can be accessed from the following webpage: https://www.segalco.com/multiemployer-pension-plan-crisis/#Multiemployer

https://www.segalco.com/multiemployer-pension-plan-crisis/#Multiemployer
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2  These are 24-month average high-grade corporate bond yield curve segment rates; under the stabilization provisions of the Bipartisan 
Budget Act of 2015, these are limited by a corridor around a 25-year average of those rates. For our analysis, 5.5 percent is used as a proxy.

3  These are 24-month average high-grade corporate bond yield curve segment rates, as required by the Pension Protection Act of 2006.  
For our analysis, 3.7 percent is used as a proxy.

We Recommend No Change in Current  
Practice for the Discount Rate
Segal believes pension liabilities, which are inherently long-term obligations, should be measured 
using expected long-term returns on invested assets. To support that conclusion, this study also 
includes a graph that summarizes rolling 30-year returns with data going back to 1927 and a second 
graph that divides that historic investment performance into five ranges of returns. For the five most 
recent 30-year periods, the average return was 9.13 percent. The most frequent range of returns for 
the 90-year period studied was 7.6 percent to 8.5 percent.

Segal’s Analysis
For the national multiemployer pension plans studied, we modeled three scenarios for  
discounting liabilities:

 y The current single-employer legislated funding rates with “stabilization” relief2 (discount rate of  
5.5 percent);

 y The current legislated discount rates3 for single-employer plans without previously granted relief 
(discount rate of 3.7 percent); and

 y The plan’s “current liability” calculated using the 30-year Treasury bond rate (currently approximately 
3.0 percent, with legislated mortality).

For our analysis, all other assumptions and funding rules remain unchanged. Both of the plans 
studied currently have a 7.5 percent investment return assumption.

The results of our analysis for both plans follow.
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Plan A Current 
Facts

Impact of Changed Discount Rates

5.5% 3.7% 3.0%

Zone Status Green Yellow Red Red

Funded Status 97% 77% 60% 54%

Increase in Cost of Annual  
Benefit Accruals

N/A 48% 123% 166%

Year of Projected Funding Deficiency N/A N/A 2021 2021

Magnitude of Contribution-Rate 
Increase Required*

N/A
Nearly 
Double

More than 
Double

Nearly  
Triple 

If the discount rate changed to 3.7 percent, Plan A’s 
contribution rate would have to more than double 

(to more than $20/per hour) to avoid a funding 
deficiency. The impact of a 3.0 percent discount rate 

would be considerably more severe: contributions 
would have to nearly triple (to around $30/per hour).

*  For the 5.5% discount rate, the contribution-rate increase would restore funding to previous levels over a 10-year period. For the 3.7% and 
3.0% discount rates, the contribution-rate increase is needed for five years in order to avoid a funding deficiency.

Source: Segal Consulting, 2018

Analysis of Plan A
Plan A has been in existence since 1962 and covers nearly 50,000 participants across the country. 
Assets are currently in excess of $7 billion. Plan A has been in the green zone every year since the 
Pension Protection Act of 2006 (PPA’06) became law.

Over the past three collective bargaining contracts, the negotiating parties have more than doubled 
their contribution rate from its pre-2008 level. This has helped Plan A remain a healthy green-zone 
plan in spite of the 2008/2009 investment losses related to the Global Financial Crisis and a 
subsequent but temporary decline in the employment levels that followed.

In addition to meeting all statutory requirements, Plan A follows a rigorous funding policy analysis 
before adopting any benefit increases. As a result, although Plan A has always been well-funded, 
improvements to the fixed-dollar benefit levels had not been made for a number of years and when 
they were made, it was at a reduced level in order to meet these stringent benchmarks.
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Analysis of Plan B
Plan B has been in existence since 1961 and covers over 45,000 participants. Assets total nearly  
$2 billion. Like Plan A, Plan B has been in the green zone every year since PPA’06 was enacted.

Although Plan B is very well-funded, recovery from the 2008/2009 market decline has been slow and 
somewhat unsteady. Plan B is highly sensitive to adverse investment experience. To help address this 
sensitivity, the trustees have restructured the plan’s investment allocation.

The underlying industry is strong and employment levels are at historic highs. This has served to keep 
Plan B in the green zone and has been instrumental in its ability to withstand modest adverse experience.

Plan B Current 
Facts

Impact of Changed Discount Rates

5.5% 3.7% 3.0%

Zone Status Green Red Red Red

Funded Status 105% 79% 58% 50%

Increase in Cost of Annual  
Benefit Accruals

N/A 58% 156% 216%

Year of Projected Funding Deficiency N/A 2022 2019 2019

Magnitude of Contribution-Rate 
Increase Required to Avoid  
Funding Deficiency

N/A

Increase 
25% each 

year for  
5 years

More than 
double each 

year for  
3 years

Increase 
4-fold each 

year for  
2 years

To prevent a funding deficiency, if the  
discount rate were to change to 3.7 percent,  

Plan B’s annual contribution would have  
to increase from the current level of $40 million 

 to over $400 million in the third year.

Source: Segal Consulting, 2018
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Additional Observations
The analysis of Plan A and Plan B illustrates the expected impact on employer contribution levels in 
order to meet minimum funding standards. What is not known is how a change in the discount rate 
would influence the behavior of the plan trustees and bargaining parties. The primary differentiator 
between plans that have withstood the Global Financial Crisis and those that have not is the stability 
of the contribution base, supported by the strength of the underlying industry. Would significantly 
higher contribution requirements drive employers to withdraw, perhaps declaring bankruptcy, thereby 
making any withdrawal liability uncollectible? How would such contribution increases affect wages 
and other benefits? What about the impact on an employers’ ability to remain competitive, thereby 
providing jobs for participants in these plans?

The analysis shown on the previous pages focused on the impact of the required contribution 
increases and did not address benefit levels. If the contribution increases were not tenable, the 
trustees would need to address any imbalance through benefit reductions. At a 3.7 percent discount 
rate, Plan A would need to reduce future accruals by 55 percent in order to keep the annual cost  
of accruals the same as where they currently are. At a 3.0 percent discount rate, the accrual rate  
for Plan B would be reduced by 68 percent. How would such reduced benefit levels impact plan 
participants’ retirement readiness and their support for the pension plan? And there are important 
broader social concerns at play: how would such reduced benefits increase plan participants’ 
dependency on social programs? What would be the impact of reduced economic activity as a  
result of the lower retirement benefits?

For these reasons, we believe any change to the underlying discount rate would have the unintended 
consequence of destabilizing the entire multiemployer retirement system as well as hurting the 
economy as a whole. There is no practical solution that will work if multiemployer plans are forced to 
use a long-term bond rate to value liabilities. Neither benefit cuts nor contribution increases are a 
solution because of the magnitude of the changes that are needed.
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A 30-Year Summary of Investment Returns
The first graph that follows summarizes rolling 30-year returns of an investment portfolio allocated 
equally between in equities (the S&P 500®) and a bond index. This analysis reached back to capture 
investment return data from 1927 through 2017.

During that nine-decade period, the lowest 30-year return was 6.66 percent. That was for the 30 years 
that ended on December 31, 1958.

The highest return for a 30-year period was 11.65 percent. That was for the 30 years that ended on 
December 31, 1999.

The 30-year return for the 30 years that ended on December 31, 2017 was 8.78 percent. Of course, 
that most recent 30-year period includes the Global Financial Crisis of 2008 and early 2009.

Historic Performance for Portfolio with a 50% S&P 500®/50% Bond Index Asset 
Allocation (Annualized 30-Year Returns)

The annualized return for the 30-year period 
that ended on 12/31/2017 was 8.78 percent. For 
the five most recent 30-year periods (those that 

ended on 12/31/2013 to 12/31/2017), the 
average return was 9.13 percent.
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Source: Segal Marco Advisors, 2018
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Range of Historic Performance for Portfolio with a 50% S&P 500®/50% Bond Index Asset 
Allocation (Annualized 30-Year Returns)

The portfolio’s annual rolling 30-year returns 
have never gone below 6.66 percent. That return 

was for the 30-year period that ended 12/31/1958, 
which includes the 1929 market crash.

Source: Segal Marco Advisors, 2018

Seeking Workable Solutions
Segal feels strongly that it is critical for the Joint Select Committee to craft a legislative solution to 
address the current crisis that does not make changes to the law that would be devastating to the 
vast majority of multiemployer pension plans that are financially stable. Segal stands ready to help the 
Committee in its vital role of developing effective and appropriate legislative solutions.
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Questions? Contact Us.
For information about Segal’s analysis and recommendation, contact your Segal consultant, the 
nearest Segal office or one of the following experts:

Joseph A. LoCicero, JD, MAAA, FCA, EA 
212.251.5035 
jlocicero@segalco.com

David Brenner, JD 
617.424.7330 
dbrenner@segalco.com

Diane Gleave, ASA, FCA, MAAA, EA 
212.251.5185 
dgleave@segalco.com 

Eli Greenblum, FSA, MAAA, FCA, EA 
202.833.6480 
egreenblum@segalco.com

To receive study reports and other Segal publications, as soon as they are available 
online, join our email list. Segal Consulting is a member of The Segal Group.

https://www.segalco.com/contact?pid=10085#Multiemployer
https://www.segalco.com/contact?pid=6573#Multiemployer
https://www.segalco.com/contact?pid=7274#Multiemployer
https://www.segalco.com/contact?pid=3242#Multiemployer
http://www.segalco.com/weekly-mailings/#Multiemployerplans
http://www.segalgroup.net
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Follow us:

Segal: A Trusted Advisor 
to Multiemployer Plans

Since our founding in 1939, Segal Consulting has been a trusted advisor to multiemployer benefit 
funds. Working with hundreds of multiemployer plans enables us to understand and provide 
innovative, cost-effective solutions to the challenges facing funds. Our unbiased, objective advice 
allows funds to make decisions in the broader context of other multiemployer plans. In addition, our 
ability to aggregate multiemployer data from our extensive client base enables us to determine trends 
and offer timely advice on emerging developments. In addition to pension consulting, we provide the 
following services:

 y Defined contribution plan consulting;

 y Health and welfare plan consulting for active and retiree coverage, including pharmacy benefit 
management;

 y Compliance consulting;

 y Participant communications, including personalized statements;

 y Administration and technology consulting; and

 y Insurance brokerage services for fiduciary liability insurance, fidelity bonds and cyber liability 
insurance through Segal Select Insurance Services, Inc.

We are a firm with a national commitment to the multiemployer environment. We are actively involved 
with multiemployer legislation and research and work closely with industry advocacy groups. In 
working with us, you will have access to professionals who have deep multiemployer subject matter 
experience and can bring the full resources of Segal to help address your issues.

https://www.facebook.com/SegalConsulting/
https://www.linkedin.com/company/segal-consulting
https://twitter.com/segalco
http://www.segalselect.com/

