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The Manhattan Institute for Policy Research’s new study, “Defined Contribution Plans Are 

Cost Effective,” is a remarkable exercise in ideological bias. Its assault on the performance 

of public-sector defined benefit pensions is premised on distortions and errors.  

A fundamental error is that the Manhattan Institute’s analysis of both defined-benefit 

pensions and defined-contribution plan performance is based purely on data from 

private-sector plans. This is an apples-to-oranges comparison because public- and private-

sector defined-benefit plans invest their assets quite differently. Why? Because the 

duration of public- versus private-sector plan liabilities is starkly different, due to the 

trend in the private-sector of freezing or closing plans. (In all pension plans, benefits are 

constantly being paid out or moving closer to their due dates, but open plans, including 

the majority of public-sector plans, have new benefits accruing, which affects the 

investment timeline, or duration.) 

To make a fair comparison of the cost efficiency of a defined-contribution plan, one must 

begin by addressing how much the beneficiary needs to accumulate in the defined-

contribution plan to receive the same benefit as in a defined-benefit plan. The study fails 

to do this basic math. 

 

That is not all. Some additional shortcomings of the study include: 

 

 The Manhattan Institute ignores the real causes of troubles of state and local 

revenue systems and mounting debt. Unfunded pension liability is not pension debt; it is 

deferred compensation. State and local governments have simply not funded the 

deferred compensation properly. 

 The study conveniently ignores the fact that individuals bear all the risk in defined 

contribution plans. Individual investors have little protection against market volatility. 

They can suffer steep reductions in their account balances through no fault of their own 

and be left to fend for themselves, as evidenced during the Great Recession. It is no 

accident that the account balances in defined-contribution plans of those near 

 

 

 



retirement are a fraction of what they would actually need to keep their heads above 

water, despite the wide availability of the plans.  

 The study relies on the investment industry to provide “well designed, diversified 

products,” despite all evidence that they tend to overweight equity risk and are oriented 

toward driving revenue into their own pockets.  

 The study ignores points in Figure 2 of its own data that show how defined-contribution 

performance was at times more negative than that of defined-benefit plans. Nor does it 

account for how those losses might have affected participant behavior. 

 The study is biased in its analysis of fees. The study inappropriately cites the huge 

Federal Thrift Plan, with $400 billion in assets and a 2.9 basis-point expense ratio, as an 

example of how low defined-contribution fees can go. However, this is an unrealistic 

comparison, because the Federal Thrift Plan consists entirely of passive investments and 

has a scale that is unmatched by any other defined-contribution plan.  

Defined-benefit plans are critical to the retirement security of millions of Americans, and have 

served our nation well for decades. In fact, the loss of such plans in the private-sector has 

consequences that are just beginning to play out for communities and the nation as a whole.  

Empirical data from the last 30 years show that shift to defined contribution plans has 

exacerbated income inequality at both national and state levels. If we want economic 

prosperity, we have to stop pushing people into do-it-yourself retirement savings schemes.  
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