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Could Shareholder Activism Solve the
Woes of Today's Dwindling Defined
Benefit Plans?
 

Retirement isn’t what it used to be.  Defined

benefit plans, formerly a way for employees to

have a relatively comfortable retirement, haven’t

yielded the healthy returns of years past.

Many operate at a deficit.

Last year, based on an Asset Management Report

from Goldman Sachs, the WSJ reported that 21of

the 50 largest plans in the S&P 500 lowered their

expected return on assets.  The expected shortfall

will have dramatic consequences—but the news

gets worse.  Consulting Firm Milliman compiled

the 100 Pension Funding Index (PFI) showing

the funded status of the 100 largest corporate

defined benefit pension plans.

They worsened by $25 billion during April alone.

State runs plans are faring no better; yet, there is

evidence of some leaders seeing the light.  The

New York Times shared a story about this

phenomena earlier—Some Big Public Funds Are

Acting Like Activist Investors.

Shareholder activism is no longer simply an

investing menu option—it’s a necessary

ingredient when assessing the investment

process. No matter how savvy fund managers

are, returns in general have not kept pace.

Steven Abernathy Contributor

I cover wealth management from a multi-generational perspective.

Opinions expressed by  Forbes Contributors are their own.

https://www.googleadservices.com/pagead/aclk?sa=L&ai=Cko0s3UPcV5DmCZWWhATC_5vYB-a_o9hGpNCvk_UC5YWhgrwHEAEg_tT1F2DJxqmLwKTYD6ABnLKv_gPIAQngAgCoAwGqBI8CT9D0MF6Ik7S8mcLuVTP2EJxT69uWVrTOQi_wkNKe464A-ED6DfPjnLughOCZBJqD_fdOc2FzdpQ8rL5VS-b-zuXUkGxECieTn3JwYHkB3VRhQcaoFq0RPM6FK0f7HkeC0lMVz_EiLhUjlrwUWMF0lw-D6SAQ-SOQ427K61e20nthYy0v2Jn7eZZIo5FLAVcxX3IjXfBg9YbLvBWkRIbIsG0mpxnfsHJQXV_8gTufMwNKhD1DU-8_q1ufpyb2CT5JnxbZaQc0RAQSQH4cSKDX9clgf8uQ9Iubp0fUesurXPvJapkwmCQyZTZ_5rzjPpI8fPDwjtAmuyWoC1fbC8HCvI-Gc3WEUY7uZ-QgCARcDeAEAYgGAaAGEYAHzM3QAagHgcYbqAemvhvYBwDYEww&num=1&cid=CAASEuRoJD9Q-VNan53KQ59y1UQmpw&sig=AOD64_3R6KDeEQl-8_FwGvP2YgFsEG1ADQ&client=ca-pub-4111763448220873&adurl=https://ad.atdmt.com/c/go;p=11062200873632;as=0;a=11062200870739;crs=11062200863496;cr=11062200863497;i.ts=1474053085
http://www.forbes.com/
http://www.forbes.com/investing
http://us.milliman.com/MPFS/
http://dealbook.nytimes.com/2013/11/28/some-big-public-pension-funds-are-behaving-like-activist-investors/?_r=0
https://www.googleadservices.com/pagead/aclk?sa=L&ai=CanoE3UPcV4LCCcK5hATq5o-4CN_ojt5Gkqrm6qEDwI23ARABIP7U9Rdgycapi8Ck2A-gAb6SuvwDyAEC4AIAqAMByAOZBKoEkwJP0NC4a_sqqp0WZLBCgW6BZ3-DGTiuZsRrZYl7cwuwXXkZ0ykmcCsXrIPeNz1sdev_10PhHXvUzDnUGzimKuPcJmGjgYiXX59I1kl0tkFA8cIO0arrFvfB-9xGdf6kEDdSgBmq5W_04mB1Lof8FzaEDMp4Utfv93sCJNL47xoPMOMMF_U3-L3Mxsif5G98IMUlx3H0WnfeDy1Mxuvlh6Kd3QjUFjckx7tc06QgR5fFdtQC6T_1P0V6hv6oHSlBSPJWe80KCElS-8LQJ7OUIpK-eQqVMk4bKEk1RfdtaJZLNyRLf5xKADrnO1sQrbtM-rS1EGOtg1AkhJnrao5zI0fq3SeOziYMhILVCSQNV2IAPYDUYuAEAYgGAaAGAoAHqu3FA6gHgcYbqAemvhvYBwHYEwg&num=1&cid=CAASEuRoDpa0eUxA0Gfs5ZFq14BEug&sig=AOD64_2pYef4jgoRiWFMC9kAKSlVy2eyRQ&client=ca-pub-4111763448220873&adurl=http://clickserve.dartsearch.net/link/click%3F%26%26ds_e_adid%3D112136328866%26ds_e_matchtype%3Dcontent%26ds_e_device%3Dc%26ds_e_network%3Dd%26%26ds_url_v%3D2%26ds_dest_url%3Dhttp://www.fi.com/weballey/alleyletter.aspx%3Fcountry%3DUS%26wherefrom%3Dgoogs%24nopop%26PC%3DGOOAB32E06%26CC%3DI256%26tycode%3Dfi36
http://www.forbes.com/sites/stevenabernathy/
http://www.forbes.com/sites/stevenabernathy/


9/16/2016 Could Shareholder Activism Solve the Woes of Today's Dwindling Defined Benefit Plans?

http://www.forbes.com/sites/stevenabernathy/2016/09/16/could-shareholder-activism-solve-the-woes-of-todays-dwindling-defined-benefit-plans/print/ 2/3

But when a star activist with a successful track

record is at the helm of a campaign, the chance of

a positive result has been much likelier than in

general market performance.  Based upon such

success, why wouldn’t every defined benefit plan

allocate a percentage of its portfolio to talented

activists?

Willis Towers Watson illustrated a sampling of

Asset Allocations for the Fortune 1000.  While

much of what’s shown here has been constructed

in an effort to balance risk, the allocations’

returns still fall short—and retirees are the ones

who ultimately suffer.

Most investors who follow successful Activists

may prosper for doing nothing other than

remaining patient and supporting the campaign

while the Activist puts the actions needed to turn

the company around into motion. This is where

investors may get “something” for doing

“nothing.”

Shareholders supporting activism receive

approximately 15% per year in returns over and

above the market’s returns according to S&P IQ.

 Earlier, I outlined the eight stages typically

associated with a shareholder activist campaign

in detail.  When investors understand those

returns have a low correlation to the market’s

movements, the “value proposition” for

remaining a supportive shareholder is almost

unarguable.

The Economist reported how sensible scrutiny

from an outside party is a good thing for

companies.  Shareholder activists are

professionals who seek to unlock shareholder

value by instituting positive changes in corporate

operations – thus raising the stock price. 

Wouldn’t the interest of those who seek rising

stock prices be well aligned with the interest of

the retirees who are counting on those returns as

they look to wind down their working lives?

The defined benefit retirement system as we

know it is broken—shouldn’t anyone who is

investing on behalf of the future of other people

do everything possible to plan for the highest

probability of prosperity and success in that

future?  While the outlook on both public and

private retirement plans may appear relatively

bleak, the problem can be fixed—this maybe one

way to tackle it.
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