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Welcome to this edition of the Investments & Wealth Institute Legislative Intelligence update. 
This month's update reviews a June 4 report by the Government Accountability Office (GAO) 
that details what went wrong with one of the largest multiemployer plans (MEP) in the country, 
and why a host of professional investment managers were unable to save it. 
 

GAO Report Sought Answers to Failing MEP Now on Life Support  
 
It saw the best of times and the worst of times in the stock market. It endured the stock market 
crash of 1987, the dot-com bubble of 2001–2002, and the market correction of 2008. For more 
than 35 years this particular pension plan—one of the largest MEPs in the country—was closely 
supervised under a court-enforceable consent decree that required independent asset 
managers to oversee the plan’s investments and periodic review by the Department of Labor 
(DOL), an arrangement that remains in effect. 
 
Today, the Central States, Southeast and Southwest Areas Pension Fund, better known as 
Central States, is on life support. With $15.3 billion in assets at the end of 2016 and nearly 
385,000 participants, it is expected to become insolvent in 2025. Central States is currently 
classified under federal law as a “critical and declining” plan under the Employee Retirement 
Income Security Act of 1974 (ERISA). In January 2017, its professional managers began moving 
all assets into fixed income ahead of insolvency. 
 
The U.S. Congress requested the GAO to review the events leading up to the critical 
underfunded status of Central States and issue a report with its conclusion. In addition, GAO 
was asked to review how the plan’s investment outcomes compared to similar MEPs. As it turns 
out, the plan’s independent asset managers faced difficult choices and arguably faced almost 
impossible challenges. Stakeholders interviewed by the GAO suggested that while various 
factors “contributed to [Central States’] critical financial condition, the interrelated nature of 
the factors also had a cumulative effect.” 
 
Central States, a pension fund established in 1955 to provide retirement benefits to workers in 
the trucking industry, faced major headwinds from the outset. During the 1970s, both the DOL 
and Internal Revenue Service had investigated Central States for alleged mismanagement of 
plan assets involving real estate loans to Las Vegas casinos and hotel properties. The agencies 
eventually filed a lawsuit against 17 former trustees of the plan, and in 1982 the parties entered 
into a consent decree that required strict compliance with ERISA and oversight by the U.S. 
District Court of the Northern District of Illinois.  
 
The consent decree included approval by the court of each board trustee and the plan’s named 
fiduciaries. An independent counsel also was appointed to help the court oversee the plan, 
attend trustee meetings, and submit quarterly reports to the court. The named fiduciaries were 
independent asset managers with exclusive authority to manage and allocate plan assets. The 
selection criteria required managers associated with one of the 25 largest banks or asset 

https://www.gao.gov/assets/700/692268.pdf


management firms in the country. Over this 35-year period, Central States relied on investment 
expertise from Morgan Stanley, J.P. Morgan, Goldman Sachs, and Northern Trust.  
 
The GAO, one of the few agencies in Washington renowned for its exhaustive, unbiased 
reviews, was asked by Congress to investigate what went wrong at Central States. Consistent 
with its auditing standards, the GAO reviewed the troubled history of Central States, relevant 
laws and regulations, the plan’s investment policy statements (IPS), and board of trustee 
meeting minutes. The agency also interviewed federal officials, labor union representatives, 
and knowledgeable industry experts; analyzed investment returns and fees from annual 
pension filings; and reviewed consultant benchmarking reports. 
 
The GAO learned that for the first 10 years of the consent decree, one of the major tasks of the 
investment managers was to wind down its troubled real estate holdings, and in the IPS dating 
from 1984 to 2017, to increase its exposure to equities. Some experts interviewed by the GAO 
noted that the latter approach obviously bears more risk, resulting in greater volatility and the 
possibility that a plan might fail to achieve the higher returns it needs to improve funding 
status. Moreover, mature plans such as Central States, with fewer active employees, have less 
ability to recover losses due to fewer contributions and less time to pay out benefits. 
 
Central States confirmed this problem, pointing out to GAO that they lacked the ability to 
significantly increase revenue or decrease benefits due to collective bargaining restrictions and 
other factors. As a result, its investment managers “sought incrementally higher investment 
returns to meet funding thresholds.” 
 
The plan’s funding objective received a double blow in 2007–2008 when United Parcel Service, 
one of the primary contributors to the plan with 30 percent of its active participants, became 
concerned with Central States’ funding status and withdrew. It paid a withdrawal liability 
payment of $6.1 billion, which was invested just before the 2008 market downturn. According 
to the GAO report, “the cumulative effect of these factors was described by some stakeholders 
as too much for [Central States] to overcome.” 
 
However, the GAO also found that Central States’ portfolio returns were similar to other MEPs, 
even as the plan went from 73 percent funding status in 2000 to about 38 percent in 2017. 
While the plan used an expected rate of return of 7.5–8 percent per year between 2000 and 
2014, the GAO’s analysis showed that the plan’s weighted-average return over this period was 
about 4.9 percent per year. GAO noted that the 2008 downturn may have been the final blow; 
Central States’ portfolio was unable to fully recover those losses when the market rebounded 
the following year, notwithstanding a 26-percent return for the plan in 2009. MEPs on average, 
according to the GAO, lost 24 percent of their assets during 2007–2009 after accounting for 
plan contributions and payments. 
 
Had the portfolio returned 7.5 percent annually over that period, the GAO estimated plan 
assets would have more than doubled to $32 billion, or 91 percent of funding status. 
 



The plan’s investment managers changed over time, and between 2003 and 2010, the court 
also approved changes that eventually moved half of the plan’s assets into passively managed 
accounts. GAO found that overall the plan’s investment returns and expenses were generally in 
line with similarly sized MEPs. Relying on a peer group measure used by Central States, called 
the Wilshire Associates’ Trust Universe Comparison Service (TUCS), the plan’s annual returns 
since 1995 were above the median as many times as below it. In addition, its expenses were 
about 9 percent lower than the median for large MEPs, and as a percentage of assets, Central 
States’ expenses averaged about 34 basis points per year. However, the GAO also noted that 
for the MEP system overall, the average annual return between 2002 and 2014 was about 6.1 
percent, still well short of typical assumed returns of 7 or 7.5 percent that many MEPs 
estimated in 2002. 
 
The GAO also found, perhaps to no experienced advisor’s surprise, that one of the most 
dramatic changes affecting Central States’ underfunded status was a persistent decline in active 
participants over the years. Between 1982 and 2016, the number of active, i.e., working, 
participants declined from 69 percent to 16 percent. Unlike a wealth manager with retail clients 
who must play catch-up, with a variety of options such as increasing their retirement 
contributions, spending less, retiring later, or downsizing in retirement, MEPs do not have those 
choices. 
 
As noted earlier, Central States’ deteriorating financial condition eventually led to the MEP 
waving the white flag of surrender. In a major investment policy change in 2017, Northern 
Trust, the current investment manager, began to move plan assets into fixed income 
investments. As a result, equities are being sold and replaced with high-quality investment 
grade debt and U.S. Treasuries with intermediate and short-term maturity dates. Northern 
Trust told GAO that the changes are intended to reduce the plan’s exposure to market risk and 
volatility, and to provide participants with greater certainty before insolvency. 
 
What was also rare in the GAO report, and a sad post mortem to this story, was that while the 
GAO frequently makes recommendations about how to fix a problem, in this instance, it made 
none. 
 
About Legislative Intelligence Update 
 
The purpose of this update, prepared by Potomac Strategies for IWI, is to give members 
legislative and public affairs intelligence and analysis. It is strictly informational and should not 
be relied upon as legal or compliance advice. The Investments & Wealth Institute, as an 
education and credentialing organization, does not lobby Congress or regulators, and does not 
advocate for any particular legislative or regulatory position either on its own or through its 
relationship with Potomac Strategies.  

If you have questions after reading this update, please contact the Institute by replying to this 
email. We will either respond personally to your inquiry or include a response in an upcoming 
issue. 



 


