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For over a century, pensions have been the cornerstone of a secure retirement for state 
and local government employees—the teachers, firefighters, police officers, and other 
public sector workers who keep our communities safe and strong. 

Pensions are also known as defined-benefit plans because they pay out a specified 
monthly benefit, unlike 401(k) plans and other defined-contribution plans, which offer variable 
payouts. Pensions can lock down benefits because they’re long-term investments designed to 
weather volatility. No U.S. public pension plan has ever reneged on its promise to workers.

Pensions generate the income necessary to pay benefits from three sources: employee 
contributions, employer contributions, and investment returns. The first two categories 
are designed to be steady and consistent to offset the natural instability of market cycles. 
Unfortunately, many employers—state and local governments—have fallen short on their 
funding obligations over the years. When employers defer or miss payments that they have 
agreed to, it’s akin to putting money on a credit card and ignoring the monthly bills. Pretty 
soon, the costs pile up, and it’s time to pay the piper.

Defined benefit plans are a proven method of providing secure, reliable income in retirement. 
Yet periodically, lawmakers consider doing away with them and pushing workers into defined-
contribution plans—which unfortunately are subject provide a less consistent income stream 
because they are susceptible to the whims of the market.

Pension plans work and should be retained. Here are the key reasons:

m Switching to defined-contribution plans has a cost, and there is ample evidence that defined-
benefit plans are less costly to state and local governments over the long term. 

m Most state and local plans provide disability and survivor benefits as well as retirement 
income. Switching to a defined-contribution plan forces employers to obtain those 
additional benefits from another source, probably at a higher cost.

m Defined-benefit plans are an essential tool for state and local governments to attract and 
retain qualified employees. Losing this advantage could exacerbate labor shortages already 
experienced by governments, yielding ripple effects such as the need for a larger workforce.
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m Defined-benefit plans give state and local governments greater flexibility in managing their 
workforce. They can be adapted to encourage employees to work longer or retire earlier, 
depending on the circumstances driving governmental policy.

m Defined-benefit plans earn higher investment returns and pay lower investment management 
fees, on average, than defined contribution plans. Switching would likely lower investment 
earnings and increase investment management costs.

m Defined-benefit plans reduce the overall cost of providing lifetime retirement benefits 
by pooling mortality and other risks over a relatively large number of participants. 
Defined-contribution plans lack this pooling feature, requiring individuals to make higher 
contributions than in pooled-risk pensions.

m Switching to a defined-contribution plan would prevent state and local governments from 
offsetting employer contributions with investment earnings. 

m Defined-benefit plans provide secure retirement benefits linked to a worker’s salary and 
period of service. Switching to a defined-contribution would destabilize the retirement 
prospects of many long-term governmental employees. Participants in plans in 15 states 
that do not participate in the Social Security system would be especially hard hit.

m Defined-benefit plans pump up state and local economies by providing steady retirement 
benefits that workers spend locally. Reducing the retirement benefits of a large number of 
retirees could undermine economic stability.

m Defined-benefit plans help ensure an adequate standard of living throughout retirement. 
Replacing them with defined-contribution plans would be likely to create a gap that state 
and local governments would have to fill by augmenting benefits. 

The “reform” strategies advanced by critics of public pensions are short-sighted and likely to 
have serious repercussions for recruiting public-sector employees, for state and local economic 
activity, and of course for retirees themselves, who would lose financial stability during their 
most vulnerable years. Policymakers should acquaint themselves with the abundant advantages 
of defined-benefit pensions as they wrestle with funding decisions.
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