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Falling interest rates. Volatile markets. Pension funding relief. 
A confluence of factors has created a divergence in outcomes 
among pension plans — from plans that have hedged liability risk 
effectively, contributing cash and narrowing funding deficits, 
to poorly funded plans that have deferred contributions and 
struggled to keep pace with liability growth.

Although the funded status of defined benefit (DB) pension 
plans aggregated across companies tracked by the S&P 
1500 declined by 3.2% during 2020, there was significant 
disparity in funded status results among individual plans:

Mercer helped many plan 
sponsors navigate this 
environment during 2020 
with a combination of 
effective strategy, dynamic 
investment management 
and efficient execution. 

In April 2020, Mercer 
released a paper  
discussing our results 
through the first quarter. 
For the full year, many of 
Mercer’s US DB OCIO clients 

continued to benefit from 
our approach in a variety of 
ways. This brief highlights 
funded status results 
through the full year across 
our US client base and 
augments the related client 
example with snapshots of 
two additional client plans  
at different stages of  
their journeys.

The top-decile performers saw 
aggregate funded status improve by 13%
The aggregate funded status of 
the bottom decile declined by 21%
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Notably, the full-year 2020 
funded status performance 
continued to improve: 

Funded status performance1  

• The average funded status across
Mercer OCIO liability-driven
investing (LDI) clients improved
by 1.1% in 2020, whereas the
aggregate S&P 1500 declined by
3.2%. We believe Mercer’s LDI
approach to portfolio construction,
which allowed plans to benefit
from hedging more liability risk
(during Q1) while also participating
in strong broad-market asset

Cumulative change 2008 through 2020:Mercer LDI S&P 1500

20%

10%

0%

-10%

-20%

-30%

-40%

-21.6

-29.5

-2.2 -3.7 -6.3

7.6 8.7

0.3 0.7

11.8
14.3

0.8 2.7 1.8 2.1 2.3 0.11.4
3.5

1.12.2

-0.9
-6.2

-9.4

-0.2
-3.2

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

7.9%Difference: 1.1% 2.5% 2.6% 1.6% 2.5% 3.2% 1.9% 2.0% 0.2% 1.3% 1.3% 4.3%

Annual change 2008–2020 

Figure 1. Pension plan funded status ratio of Mercer’s LDI clients versus S&P 1500*

* Pension plan funded status of the S&P 1500 estimated by Mercer. Please see disclosures for information about this calculation.

returns (during Q2 through Q4), 
contributed to this differential  
of +4.3%. 

• We have demonstrated similar
performance over time. Since
2008, the average funded status
performance for Mercer’s OCIO LDI
clients has exceeded the aggregate
funded status of S&P 1500 plans by
more than 18%.

Several key factors, discussed on the following page, contributed to these results, most notably, a rigorous de-risking 
framework designed to protect clients’ funded status in years when systemic funded status is falling. 

1Please see Important Notices for further information on Funded Status.
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Asset performance
• Eighty-five percent of Mercer client US DB 

plans finished the year ahead of their plan-
specific performance benchmarks, driven 
by strong manager performance and 
dynamic asset allocation decisions. Over 
longer time periods, 78% of plans were 
ahead of their benchmarks over the three 
years ended December 31, 2020; 88% of 
plans were ahead of their benchmarks 
over the five years ended December 31, 
2020; and 94% were ahead of their 
benchmarks over the 10 years ended
December 31, 2020.

On an asset-only basis, Mercer’s DB clients have outperformed peers on a 1-, 3-, 5-, 7-, 10-year and since-inception basis 
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Figure 2. Mercer DB client performance versus peers as of December 31, 2020
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Note: Performance shown is gross of both manager fees and 
Mercer fees but net of transaction costs, such as commissions, 
and custody costs for pooled vehicles in which the clients may 
invest. Had management fees been deducted, returns would 
have been lower. Performance results for individual client 
portfolios will vary due to possible inclusion of cash and cash 
equivalents, reinvestment of dividends, interest, and other 
earnings, including timing of investments and withdrawals, 
among other reasons. Returns will be further reduced by 
Mercer’s fees and other expenses clients may incur. Actual fees 
may vary depending on, among other things, the applicable fee 
schedule, portfolio size and/or investment management 
agreement. Further information regarding investment advisory 
fees is described in our  Form ADV, Part 2A. Past performance 
is no guarantee of future results.  Actual results could differ 
materially.  Investing in securities products involves risk, 
including possible loss of principal as the value of investments 
fluctuates.  There are substantial risks associated with 
investments classified as alternative investments.  Investors 
should have the ability, investing sophistication and experience 
to bear the risks associated with such investments.  

• Relative to corporate DB plans more broadly, Mercer’s client composite investment returns ranked in the 25th percentile
among the peer universe. Mercer’s client composite has consistently rated among the top third of peer universe returns
over the one-, three-, five-, seven- and 10-year periods ended December 31, 2020.

Source of client composite ranking: Investment Metrics (IM). 
Percentile Ranking in the All Corporate Plan Universe.  IM Plan 
sponsor universes include aggregate of all consenting plans, 
where plans assign their total plan peer groups to specific 
sponsor type. There are limitation in this data set in that 
performance may be reported in gross or net terms.

Mercer DB client universe includes all prevailing legacy Mercer 
corporate DB LDI clients as of 12/31/20, excludes legacy Pavilion 
and Summit clients acquired through acquisition.  LDI DB Clients 
are those discretionary DB that include an allocation to a liability 
driven investment strategy. Each LDI focused plan’s performance 
is measured against a benchmark as specified in the client’s 
investment policy statement; benchmarks vary among LDI clients. 
Each account was managed by Mercer Investment, LLC. (“Mercer”) 
utilizing either a manager-of-managers or fund-of-funds format 
(or a combination of those formats). During the periods 
presented, managers utilized by Mercer for each account were 
rated as B+ or above. Please see the Guide to Mercer’s Investment 
Strategy Ratings https://www.mercer.com/content/dam/mercer/
attachments/private/nurture-cycle/gl-2018-wealth-guide-to-
mercers-investment-strategy-research-ratings-mercer.pdf).



Client funded status examples 

Glide path 
position Early stage Middle stage Late stage

Journey stage
Open or closed 
with ongoing 
accruals

Closed and/or 
frozen Closed and frozen

Typical growth 
allocation >50%

20% to 
50%

<20%

Typical funded 
status <80%

80% to 
95%

>95%

We address these questions with the following three representative client examples for plans in different stages of their 
journeys, beginning with the middle stage plan we first presented in our April 2020 paper.

Although we have demonstrated favorable historical results, each client brings distinct challenges in terms of 
objectives and constraints. The results also raise questions: 

• How has Mercer helped clients meet their objectives at different stages of their journeys?

• Could similar approaches benefit my plan in the future?
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Client example 1 

Middle-stage plan 
(update to Q1 2020 
case study)
Plan status: The plan is closed 
and frozen.

Funded status entering 2020: 94% funded, 
with approximately $800 million in 
assets, with a gap to the projected 
termination liability of $99 million

Objective: The client is on the path to plan 
termination but is looking to minimize 
cash contributions along the way while 
managing downside risk.

Strategy: Although the plan sponsor is 
comfortable with some risk to enhance 
the opportunity to earn its way to the 
termination objective, Mercer helped 
the plan reduce risks that were not 
well-compensated in the market — 
particularly interest-rate risk and credit 
risk. Mercer worked with the client to 
implement a dual-trigger glide path 
strategy with interest-rate and funded-
status triggers. 

Asset allocation entering 2020: 35% 
growth/65% liability hedging (70% 
interest-rate hedge ratio)

Results: The plan benefited from 
downside protection in Q1 2020, 
outperforming the broad S&P 1500 plans 
funded status  by 5% in the quarter. This 
downside protection helped the plan 
recover in funded status and, in fact, it 
experienced multiple subsequent de-
risking triggers during the remainder of 
2020. The plan ended the year 3% higher 
in funded status than it started in 2020, 
$27 million closer to the ultimate 
termination objective, with no additional 
cash contributed to the plan. 

Client example 2
Early-stage plan
Plan status: The plan has  
ongoing accruals and is closed 
to new entrants.

Funded status entering 2020: 78% funded, 
with approximately $200 million in assets

Objective: Given the deficit and ongoing 
benefit accruals, the client is comfortable 
taking risk to seek to enhance  
long-term returns and offset future  
cash contributions. 

Strategy: Take steps to improve long-
term expected returns, increase interest-
rate hedge ratio and reduce funded-
status volatility. Mercer used passive 
Treasury STRIPS to increase the hedge 
ratio while maintaining the opportunity 
for growth and populated the active 
manager lineup with multi-manager 
funds intended to drive excess return.

Asset allocation: 65% growth/35% liability 
hedging (25% interest-rate hedge ratio)

Results: Overall, the portfolio 
outperformed the plan benchmark 
by 160 basis points (bps) during 2020, 
led by allocations to non-US equity 
and active long corporate bonds. 
From a funded-status perspective, 
the plan did experience a material 
drop in funded status during Q1 2020, 
but its funded position declined by 
7% during the quarter, whereas the 
broad S&P 1500 aggregate plans fell 
by 11%. The hedging approach with 
Treasury STRIPS combined with the 
asset outperformance versus plan 
benchmarks helped the plan recover 
to 79% funded status by the end of 
2020, a 1% improvement relative to the 
beginning of the year. 

Client example 3
Late-stage plan
Plan status: The plan is closed 
and frozen.

Funded status entering 2020: 106% 
funded, with approximately $100 million 
in assets

Objective: The client is seeking to 
minimize hedge portfolio tracking error 
relative to liabilities to maintain its 
surplus position.

Strategy: An effective hedge portfolio 
not only matches the overall duration 
of the liabilities, but it also incorporates 
appropriate key-rate and credit-spread 
exposures to fit the pension liability.

Asset allocation: 5% growth/95% hedging 
(100% interest-rate hedge ratio)

Results: Hedge portfolios were tested 
in the first quarter. Although equity 
declines may have been the leading 
headline, bond-market volatility was 
significant and caused the Federal 
Reserve to step in with aggressive 
action, including an unprecedented 
commitment to buy corporate bonds. 
Consistent with the strategic objective, 
this particular plan was largely immune 
to equity declines, but the bond market 
volatility was amplified. Effective 
structuring in the hedge portfolio was 
critical in this market environment. 
As with many of our OCIO clients, we 
monitor this plan’s liabilities and assets 
daily. During Q1 2020, the lowest point 
reached in funded status on any day 
was 105.8%. The plan ended the volatile 
first quarter above 106% funded, did not 
fall below that level for the remainder 
of 2020 and ended the year up 1.4%, 
adjusted for census-data updates (see 
Figure 3 on the following page). Risk 
management during a volatile period for 
credit markets helped the client avoid 
unexpected losses or additional cash 
contribution requirements. 
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How we can help you

The year 2020 was unlike any other. Despite the challenges, Mercer’s OCIO clients, on average, came through the year with 
strong results relative to the broader market, regardless of where they were on their plan journeys. Mercer’s combination 
of effective risk management and dynamic implementation — as well as value                                                             added manager selection — helped our 
clients in 2020 and over the long term. We consider the following three drivers — foundational elements of our defined 
benefit OCIO platform — as having the greatest influence over our pension clients’ recent funded-status results:
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We help our clients build 
dynamic strategies, balancing 
program risk with cost outcomes 
tailored to the sponsor’s unique 
objectives.

The depth of our research and 
investment resources allows 
clients to access opportunities 
across the spectrum. 

With daily monitoring, our OCIO 
team is able to execute 
on emerging opportunities 
quickly.

Figure 3. Client Example 3 — Late-stage plan: Funded status performance in 2020
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  S&P 1500 funded status performance: Mercer estimates the aggregate combined funded-status position of plans operated by S&P 1500 
companies on a monthly basis. For S&P 1500 companies that do not have a December 31 fiscal year end, this is based on projections of  
their reported financial statements adjusted from each company’s financial year end to December 31 in line with financial indices. This  
includes US domestic qualified and non-qualified plans and all non-domestic plans. Source of Financial Statement Data: 10-K reports filed  
by the companies in the S&P 1500, as provided by S&P Capital IQ, a Standard & Poor’s business. The Mercer Pension Discount Yield Curve 
is used to estimate the change in discount rates for adjusting aggregate liabilities. Please see the following link for further information:  
https://www.mercer.us/our-thinking/wealth/mercer-pension-discount-yield-curve-and-index-rates-in-us.html.

  Mercer funded status performance: This analysis includes plans for whom Mercer built and managed a customized liability-driven 
investments (LDI) program. The analysis covered five plans for 2008; nine plans for 2009; nine plans for 2010; 16 plans for 2011;  
23 plans for 2012; 27 plans for 2013; 37 plans for 2014; 47 plans for 2015; 59 plans for 2016; 64 plans for 2017; 65 plans for 2018; and  
62 plans for 2019. The composition of the group changed each year to reflect the number of plans that were invested with Mercer in   
custom LDI solutions at both the beginning and the end of the year, and therefore does not include clients who terminated Mercer   
mid-year. For full years through 2019, only plans with December 31 fiscal year ends were included. Funded status is based on fiscal  
year-end accounting disclosure information consistent with 10-K reports, as provided by the client’s actuary. The funded status ratio for  
each plan represents the ratio of assets to liabilities. The Mercer average funded status ratio has been calculated as the average funded 
status ratio across all applicable clients for each year.

For 2020 estimates, funded status performance for Mercer clients includes 90 US defined benefit LDI plans that are monitored daily on 
the Mercer Dynamic De-Risking platform. The 2020 results represent the average change in funded status from December 31, 2019, to  
December 31, 2020, for those clients. 

Funded status performance is presented for illustration purposes only. The funded status performance for Mercer clients is an average  
across the client plans and is compared to an aggregate estimate of the S&P 1500 group. The average approach is intended to mitigate  
the possibility of outsized impacts of a handful of large plans, which is less of a concern for the broad S&P 1500 group but may impact  
the comparison of results over certain time periods. There is no assurance that LDI investment objectives will be achieved. All investments 
experience gain or loss. Funded status performance data shown in this presentation represents past performance, which is no guarantee  
of future results. Additionally, funded status performance is unable to take into account plan contributions that may materially impact  
funded status as well as possible accounting techniques or methods that may evolve over time in calculating funded status. Specific   
investments and asset allocations vary across the Mercer LDI clients and S&P 1500 plans due to factors such as timing of investment   
decisions, investment objectives, risk tolerance, funded status levels and perception of investment opportunities. Actual funded status  
performance of S&P 1500 plans may significantly differ from the estimated data shown herein. The estimated S&P 1500 funded status is  
used to illustrate broad market conditions for the relevant time periods and, depending upon the portfolio strategy, allocation and   
a variety of other factors, should only be used as a broad-based indicator of general LDI performance. Asset allocations of the LDI clients  
for the time periods indicated may have varied greatly from the average S&P 1500 asset allocations represented over the same time   
period. Mercer’s LDI funded status performance for each individual LDI client is available upon request.
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Important notices

References to Mercer shall be construed to include Mercer LLC 
and/or its associated companies.

© 2021 Mercer LLC. All rights reserved.

Past performance is no guarantee of future results. The value 
of investments can go down as well as up, and you may not get 
back the amount you have invested. Investments denominated 
in a foreign currency will fluctuate with the value of the 
currency. Certain investments, such as securities issued by small 
capitalization, foreign and emerging market issuers, real property, 
and illiquid, leveraged or high-yield funds, carry additional risks 
that should be considered before choosing an investment manager 
or making an investment decision. 

Mercer does not provide tax or legal advice. You should contact 
your tax advisor, accountant and/or attorney before making any 
decisions with tax or legal implications. 

This does not constitute an offer to purchase or sell any securities.

The findings, ratings and/or opinions expressed herein are the 
intellectual property of Mercer and are subject to change without 
notice. They are not intended to convey any guarantees as to the 
future performance of the investment products, asset classes or 
capital markets discussed. 

For Mercer’s conflict of interest disclosures, contact your Mercer 
representative or see http://www.mercer.com/conflictsofinterest.

This does not contain investment advice relating to your particular 
circumstances. No investment decision should be made based on 
this information without first obtaining appropriate professional 
advice and considering your circumstances. Mercer provides 
recommendations based on the particular client’s circumstances, 
investment objectives and needs. As such, investment results will 
vary, and actual results may differ materially.

Information contained herein may have been obtained from a 
range of third-party sources. Although the information is believed 
to be reliable, Mercer has not sought to verify it independently. 
As such, Mercer makes no representations or warranties as to the 
accuracy of the information presented and takes no responsibility 
or liability (including for indirect, consequential or incidental 
damages) for any error, omission or inaccuracy in the data supplied 
by any third party.

Investment management and advisory services for US clients 
are provided by Mercer Investments LLC (Mercer Investments). 
Mercer Investments LLC is registered to do business as “Mercer 
Investment Advisers LLC” in the following states: Arizona, California, 
Florida, Illinois, Kentucky, New Jersey, North Carolina, Oklahoma, 
Pennsylvania, Texas and West Virginia; as “Mercer Investments LLC 
(Delaware)” in Georgia; as “Mercer Investments LLC of Delaware” in 
Louisiana; and “Mercer Investments LLC, a limited liability company 
of Delaware” in Oregon. Mercer Investments LLC is a federally 
registered investment adviser under the Investment Advisers Act 
of 1940, as amended. Registration as an investment adviser does 
not imply a certain level of skill or training. The oral and written 
communications of an adviser provide you with information 
about which you determine to hire or retain an adviser. Mercer 
Investments’ Form ADV Parts 2A and 2B can be obtained by written 
request directed to: Compliance Department, Mercer Investments 
99 High Street, Boston, MA 02110.

The following provisions apply to data or other services 
provided by the following companies:

Standard & Poor’s : Standard & Poor’s information contained in this 
document is subject to change without notice. Standard & Poor’s 
cannot guarantee the accuracy, adequacy or completeness of the 
information and is not responsible for any errors or omissions 
or for results obtained from use of such information. Standard 
& Poor’s makes no warranties of merchantability or fitness for a 
particular purpose. In no event shall Standard & Poor’s be liable for 
direct, indirect or incidental, special or consequential damages from 
the information here regardless of whether such damages were 
foreseen or unforeseen.

Investing involves risk. The value of your investment will fluctuate 
over time, and you may gain or lose money. Diversification, asset 
allocation and liability-driven investing (“LDI”) do not prevent loss 
or assure profit. Additional investment risks may apply to your 
particular investments.  

Copyright 2021 Mercer LLC. All rights reserved.
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