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Retirement benefits  are an 
important and valued part of 
public workers’ total 
compensation package.  
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Helping all those who work 
hard and play by the rules 
reach a secure retirement is a 
worthwhile policy goal . 
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However, governments have 
failed to responsibly manage 
their retirement systems. 
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Budgets are strained. Public 
services are suffering. Workers 
have endured benefit cuts, 
wage freezes, and job 
reductions. 
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By taking steps to address the 
issue today, we can prevent a 
crisis tomorrow. 
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What is  the current  s i tuat ion?  
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Ris ing  ret i rement  co sts  a re  ma k ing  i t  d i f f i cu l t  to  
a dequate ly  f und  es s ent ia l  pub l i c  s er v i ces .  

Re t i re m e n t  c o n t r i b u t i o n s  
h ave  n e a r l y  t r i p l e d ,  
p r i m a r i l y  fo r  b e n e f i t s  
wo r ke rs  h ave  a l re a d y  
e a r n e d ,  w h i c h  l e ave s  l e s s  
m o n e y  fo r  p u b l i c  wo r ke rs  
a n d  s e r v i c e s .   
 
 
T h i s  i s  e s p e c i a l l y  t r u e  fo r  
p u b l i c  s c h o o l s ,  w h e re  
r i s i n g  re t i re m e n t  c o st s  a re  
l i m i t i n g  t h e  f u n d s  fo r  
to d ay ’s  c l a s s ro o m s  a n d  
te a c h e rs ’  s a l a r i e s .   
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P ub l i c  lea ders  a re  vo ic ing  the i r  co ncer ns  a bo ut  the  
ef fects  o f  r i s ing  ret i rement  co sts .  

“… we coped with those rising {pension} costs by reducing our 
workforce … we cut services in every part of the city. There’s no 
department that escaped the cuts ... we laid off firefighters, we 
laid off cops, we laid off librarians. We cut, cut, cut for a 
decade…” 
-San Jose Mayor Chuck Reed 
 
“We are not yet at the point where we are making decisions 
about {whether} we are going to pay for pensions or plow roads, 
but it is very close to that.” 
-Syracuse Mayor Stephanie Miner 
 
“Without {pension} reform, we cannot make the critical 
investments in our future and the future of our children. 
Without reform, we cannot be the city that we want to be.” 
-Chicago Mayor Rahm Emanuel 
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When public retirement 
systems are underfunded, 
workers pay the price. 
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Gover nments  a re  pay ing  mo re  fo r  lega cy  co sts ,  l eav ing  
les s  mo ney  fo r  cur rent  a nd  f uture  wo r kers .  

W h i l e  p r i vate  s e c to r  wa g e s  
a n d  j o b s  a re  g ro w i n g ,  
t h e re  a re  fe w e r  te a c h e rs ,  
p o l i c e  o f f i c e rs ,  
f i re f i g h te rs ,  a n d  o t h e r  
p u b l i c  wo r ke rs  i n  o u r  
c o m m u n i t i e s  to d ay.  A n d  
t h o s e  t h at  a re  o n  t h e  j o b  
o f te n  h ave  n o t  re c e i ve d  a  
p ay  ra i s e  i n  m a ny  y e a rs  
a n d  h ave  s e e n  b e n e f i t s  
re d u c e d .  
 
T h e s e  t re n d s  a re  a t  l e a st  
p a r t i a l l y  ex p l a i n e d  b y  t h e  
d o w n wa rd  p re s s u re  
c re ate d  b y  r i s i n g  
re t i re m e n t  c o st s .  

11 



What does this  mean  
for  the future?  
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Gover nment  pens io n  pro mis es  a re  now   
3 0 .7  percent  o f  U.S .  GD P.  

P u b l i c  re t i re m e n t  
p ro m i s e s  a re  l a rg e r  
re l a t i ve  to  t h e  s i ze  
o f  o u r  e c o n o my  t h a n  
i n  p re v i o u s  y e a rs ,  
re s u l t i n g  i n  a  
re d u c e d  a b i l i t y  to  
p ay  fo r  d o w n s i d e  
r i s k .  S o  m i n o r  
i nve st m e n t  re t u r n  
s h o r t fa l l s  c a n  
t ra n s l a te  i n to  
s e r i o u s  b u d g e ta r y  
p re s s u re .  
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Gover nments  a re  ma k ing  r i s k ier  bets  w i th  wo r kers ’  
ret i rement  s av ings .  

P u b l i c  p l a n s  a re  ex p e c t i n g  
m a r ke t s  to  y i e l d  a  re t u r n  
t h at  i s  t h re e  t i m e s  l a rg e r  
t h a n  i t  wa s  i n  t h e  e a r l y  
1 9 9 0 s  re l a t i ve  to  r i s k - f re e  
ra te s .   
 
 
 
To  a c h i e ve  t h i s  re t u r n ,  
p l a n s  a re  i nve st i n g  i n  
r i s k i e r  a s s e t s .  T h e  s h a re  o f  
a s s e t s  i nve ste d  i n  e q u i t i e s ,  
re a l  e s tate ,  a n d  
a l te r n at i ve s  i s  c l o s e  to  t h e  
a l l - t i m e  h i g h .  
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S ince  2 0 0 6 ,  pub l i c  ret i rement  p la ns  have  mo re  tha n  
do ub led  the  s ha re  o f  a s s ets  invested  in  a l ter nat ives .  

A l te r n at i ve s ,  l i ke  
h e d g e  f u n d s  a n d  
p r i vate  e q u i t y,  a re  
h a rd  to  va l u e ,  h ave  
u n c e r ta i n  re t u r n s ,  
a n d  h ave  h i g h e r  
fe e s .  A s  p l a n s  h ave  
i n c re a s e d  t h e i r  
h o l d i n g s  o f  r i s k y  
a s s e t s ,  m o n e y  
m a n a g e m e n t  fe e s  
h ave  i n c re a s e d  b y  
m o re  t h a n  3 0  
p e rc e n t .  
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I s  the structure of  ret irement  
benef its  a  problem? 
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Under  ma ny  p la ns ,  the  ma j o r i ty  o f  wo r kers  leave  
befo re  ea r n ing  a  s ubsta nt ia l  benef i t .  

FA S  D B  p l a n s  l e ave  
m a ny  wo r ke rs  
w i t h o u t  e n o u g h  
s av i n g s  fo r  a  s e c u re  
re t i re m e n t :  t h o s e  
w h o  wo r k  l e s s  t h a n  a  
f u l l  c a re e r  i n  t h e  
p u b l i c  s e c to r,  ta ke  
t i m e  o f f  fo r  fa m i l y,  
o r  m o ve  to  a n o t h e r  
c i t y  o r  s ta te .   
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FA S  D B  p la ns  pu l l  wo r kers  into  a  p la n ’s  ret i rement  a ge  
a nd  pus h  them o ut  thereaf ter.  

T h e  FA S  D B  s t r u c t u re  
g i ve s  wo r ke rs  t h e  
i n c e n t i ve  to  wo r k  
o n l y  u n t i l  t h e  p l a n ’s  
re t i re m e n t  a g e  a n d  
t h e n  to  re t i re  
re ga rd l e s s  o f  t h e i r  
d e s i re  to  ke e p  
wo r k i n g  o r  
p e r fo r m a n c e .  
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FAS DB plans are challenging 
to manage sustainably 
because they are very 
complex, and cost is 
uncertain, hard to predict, and 
difficult to understand. 
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Given that benefits will be 
paid in the distant future, FAS 
DB plans give politicians the 
opportunity and incentive to 
avoid making responsible 
payments. 
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What should pension reform 
seek to  accompl ish?  
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Governments can take the 
following steps to address 
their pension problems: 
1. Formulate  a  p lan and commit  to  pay ing  

down the  current  pens ion debt  as  
quick ly  as  poss ib le ;  

2. Establ i sh  respons ib le  funding and 
investment  pract ices ;  and  

3 . Adopt  p lans  that  protect  publ ic  
ser vants  and are  s impler  and eas ier  to  
manage.   
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A responsible plan to pay down a 
government’s current pension debt 
will: 
• Use a forward looking discount rate to set 

funding; 

• Pay off the debt in 30 years or fewer (closed 
period, preferably level $); and 

• Include no negative amortization. 
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Responsible funding and 
investment practices include: 
• Funding plans consistent with the 

recommendations of the Society of Actuaries Blue 
Ribbon Panel on Pension Funding including: 
o Forward looking discount rates 
o Layered, closed amortization of 20 years or fewer 

• Detailed investment policy that includes a full 
discussion of investment allocation, risk, and 
expected return 

• Full transparency on investment return and fee 
history 

• Stress testing 
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FAS DB plans often fail to support 
all workers, are very complex and 
hard to manage, and provide the 
opportunity and incentive to 
underfund benefit promises. 
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Adopting simpler, easier to manage 
plans will better support all 
workers, make retirement funding 
more responsive to changing 
economic and demographic 
conditions, and improve 
accountability. 
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All plan designs can incorporate 
important protections for workers 
including: 
• Adequate savings/benefit accrual rates. 

• Pooled, professionally managed, low-fee, and 
appropriately allocated investments. 

• Limited lump sums and annuities upon 
retirement.  
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State-Level Reforms 
 

• Adopt Texas State Pension Review Board model  
• Allow cities to negotiate benefits and manage 

plans locally 
• Set limits on costly benefit elements such as Cost 

of Living Adjustments (COLAs) and Deferred 
Retirement Option Programs (DROPs) 

• Set non-negotiable minimum funding 
requirements 
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Reporting Improvements 
 

• Market Liabilities 
• Include discussion of future cost and cost 

uncertainty: 
o Cash Flows 
o Require projections of future financial condition and cost 

under multiple scenarios (stress testing) 

• More detailed information on investments 
o Investment returns and fees by asset class 
o Detailed fee and performance information on all 

alternative investments 
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By taking steps  to address the issue 
today,  we can prevent a cris is  
tomorrow.  
 
Everyone—workers,  taxpayers,  and 
governments—must work together to 
arrive at a solution.  
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