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Since 2008, the recovery in funded status has been sporadic, following a pattern that can loosely be
described as “two steps forward, one step back.” Russell Investments tracks monthly liability-driven
investing (LDI) data that measures short-term changes in two representative plans’ funded status due to
variations in interest rates and investment returns. What does the longer-term pattern show? This paper
examines what the longer-term pattern shows for a typical pension plan’s funded status.

Background
The funded status numbers tracked are based on two
hypothetical plans – one open and one closed – designed
to be representative of a broad range of actual corporate
pension plans. See the Appendix for more detail on the
assumptions we make for the representative plans.
Russell Investments’ monthly LDI data show the short-term
effects of variations in interest rates and investment returns
on the funded status of these representative plans. For
example, in March 2018, interest rates and global equity
markets both fell. This resulted in a reduction of roughly
0.7% in the funded status of the representative closed plan
and roughly 1.5% in the funded status of the open plan.
Exhibits 1 and 2 show how the funded status of each of the
plans would have developed from the start of 2008 to the
end of the first quarter of 2018, had changes in interest
rates and investment returns been the only contributing
factors.

Exhibits 1 and 2 show that market conditions have been,
overall, favorable since the sharp decline of 2008. The
recovery in funded status has, however, been sporadic,
following a pattern that can loosely be described as “two
steps forward, one step back.” The gains of 2009 and 2010
were largely surrendered in 2011, and the gains of 2012
and 2013 were partially given back in 2014 through 2016.
2017 again brought improvement in funded status.
Funded status is also affected by other factors. Most
notably, to the extent that plan sponsor contributions
exceed (or lag) the value of new benefit accruals, this leads
directly to an improvement (or a decline) in funded status.
The timing, direction and size of this effect vary from plan to
plan and are not captured in the monthly data. This can
lead to divergence over the longer term between the
representative plans’ situations and the typical funded
status of actual plans as the cumulative effect of
contributions and accruals drives actual funded status up or
down. To limit the extent of the divergence, the funded
status of the representative plans is rebased annually to
reflect actual plan funded status as reported by
corporations. We describe how this is done in the
Appendix.
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Exhibit 1: Representative open plan funded status, 2008-1Q2018
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Exhibit 2: Representative closed plan funded status, 2008-1Q2018
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Summary

The recovery in funded status has been
sporadic, following a pattern that can
loosely be described as “two steps
forward, one step back.”
Another factor that affects funded status is demographic
experience. This generally has a much smaller impact on
funded status than the other factors mentioned so far.
However, publication of mortality tables by the Society of
Actuaries, described in Owens (2014), resulted in a one-off
increase in liabilities of the order of 5% to 7% for most
plans, and a corresponding drop in funded status. Further
adjustment to these mortality tables have caused smaller
adjustments to liability values in recent years. This will not
affect the month-to-month calculations of funded status in
our tracking database (because those calculations capture
purely the impact of variations in interest rates and
investment returns), but will in due course be captured as
part of the annual rebasing.

Monthly funded status data tracked by Russell Investments
captures the effect of changes in interest rates and
investment returns on the funded status of two
representative pension plans, one open to new entrants
and one closed. This effect has been, in aggregate,
beneficial since the end of 2008, although there have been
some setbacks during that time (specifically, in 2011 and
2014-2016). Other factors that affect funded status (such
as plan sponsor contributions, new benefit accruals and
demographic experience) are not incorporated in the
month-to-month calculations. Instead, they are captured in
the starting position shown in each year of the calculation,
which is rebased annually.
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Appendix
The annual rebasing of funded status to reflect factors not incorporated in our monthly calculations is based on 10-K filings for the
previous financial year. For example, updates published in 2017 (up to and including the update at the end of December 2017) are
based on a starting point of 77% funded as of the beginning of 2016. This was the median defined benefit funded status as reported
in the 2015 10-K filings of all corporations in the Russell 3000™ Index.(Approximately 1,000 corporations in the Russell 3000™
Index reported material defined benefit pension obligations in their most recent 10-K filings.)
Similarly, the updates produced in 2018 will be rebased to a funded status of 75% as of the beginning of 2017, 75% being the
median reported funded status in 2016 filings (acknowledging that 10-K funded status data include non-US and unfunded plans).
Finally, some details of the assumptions used in our representative plan calculations: The liabilities of the representative pension
plans are based on projected liability cash flows derived using the Standard Cashflow Generator (SCG) formula, as described in
Collie (2012), and a duration of 12 years (eight years for the closed plan), discounted using the Merrill Lynch AAA-A corporate
discount curve. Assumed asset returns for the open plan are based on 60% MSCI All Country World Index returns and 40%
Bloomberg Barclays LDI 12-Year index returns; for the closed plan, they are based on 40% MSCI All Country World Index and 60%
Bloomberg Barclays LDI 8-Year index returns. Contributions to the plan and benefit payments were each assumed to be equal to
the value of accrual of new liabilities.
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ABOUT RUSSELL INVESTMENTS

Russell Investments is a global asset manager and one of only a few firms that offers actively managed multi-asset
portfolios and services, which include advice, investments and implementation. Russell Investments stands with
institutional investors, financial advisors and individuals working with their advisors—using our core capabilities that
extend across capital market insights, manager research, asset allocation, portfolio implementation and factor
exposures to help investors achieve their desired investment outcomes.
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Call Russell Investments at 800-426-8506 or visit russellinvestments.com/institutional

Important information
Nothing contained in this material is intended to constitute legal, tax, securities, or investment advice, nor an opinion regarding the appropriateness
of any investment, nor a solicitation of any type. The general information contained in this publication should not be acted upon without obtaining
specific legal, tax, and investment advice from a licensed professional.
The Bloomberg Barclays LDI Index Series calculated by Barclays Risk Analytics and Index Solutions Ltd. (“Barclays”) provides the liability driven
investment methodology implemented in the selection criteria of the Bloomberg Barclays LDI Index Series without regard to any person. All rights in
the Bloomberg Barclays LDI Index Series vest in Barclays and Russell Investments Group LLC (“Russell Investments”). Any funds, products or other
securities or investment vehicles using or based on the Bloomberg Barclays LDI Index Series are not sponsored, endorsed or promoted by Barclays
or any of its affiliates, and neither Barclays nor any of its affiliates acquires any relationship with any investor upon making any investment in any
such product, fund or security. NEITHER BARCLAYS NOR RUSSELL INVESTMENTS NOR THEIR AFFILIATES NOR THEIR LICENSORS
SHALL BE LIABLE (INCLUDING IN NEGLIGENCE) FOR ANY LOSS ARISING OUT OF USE OF OR RELIANCE ON THE BLOOMBERG
BARCLAYS LDI INDEX SERIES BY ANY PERSON, NOR SHALL EITHER PARTY BE LIABLE IN RESPECT OF THE ACCURACY OR
COMPLETENESS OF THE BLOOMBERG BARCLAYS LDI INDEX SERIES.
Russell Investments’ ownership is composed of a majority stake held by funds managed by TA Associates with minority stakes held by funds
managed by Reverence Capital Partners and Russell Investments’ management.
Frank Russell Company is the owner of the Russell trademarks contained in this material and all trademark rights related to the Russell trademarks,
which the members of the Russell Investments group of companies are permitted to use under license from Frank Russell Company. The members
of the Russell Investments group of companies are not affiliated in any manner with Frank Russell Company or any entity operating under the “FTSE
RUSSELL” brand.
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