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Does freezing a defined benefit pension plan affect firm risk?
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.7 Conclusion

This paper examines the impact of freezing a defined benefit pension plan on firms’ risk and risk-taking activities

investment, financing, and operational strategies). Based on a sample of firms that report a hard freeze of their DB plans during the period)
002-2007, we observe an increase in total firm risk after DB-plan freezes. An examination of the change in equity and credit risk suggests2
.that such increases are reflected in the prices of the firms’ publicly traded securities

When we compare the investment strategies of these firms in the pre- versus post-freeze periods, we observe a substantial increase in
ilarly,minvestment in higher risk research and development projects, while investment in less risky capital expenditure projects declines. Si
her risk,gthere is an increase in the use of leverage following DB-plan freezes. These investment and financing strategic changes all induce hi
ts arelconsistent with our findings about credit ratings, bond yields, accounting-return volatility, and stock-return volatility. These resu
ty-irobust to the various methods used to control for the endogeneity of the DB-plan freeze decision and the inclusion of CEO change, equ
.based compensation, CEO tenure and years credited in the retirement plan, and the funding status of the pension plans in our analyses
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