
  PRELIMINARY – DO NOT CITE 

 

   

 

 

 

 

Lessons for Retirement Security  

from Well-Regulated Pensions 
 

 

Andrew G. Biggs 

 

 

March 20, 2026 

 

 

 

 

 

 

 

 

 

 

Prepared for presentation at the 

Pension Research Council Symposium, April 30–May 1, 2026 

Public Debt and Retirement Security 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 

 

 

 

 

All findings, interpretations, and conclusions of this paper represent the views of the author and not those of the 

Wharton School or the Pension Research Council. © 2026 Pension Research Council of the Wharton School of the 

University of Pennsylvania. All rights reserved.  



2 
 

   

 

Lessons for Retirement Security   

from Well-Regulated Pensions 
 

Abstract 

The near-disappearance of traditional defined benefit (DB) pensions in the private sector has been 

lamented as a significant loss for retirement security. But, due to ERISA standards, the private DB 

plans that remain are well-funded in economic terms, meaning that current assets roughly match 

future liabilities measured using a risk-consistent discount rate. Meanwhile, the DB plans that do 

remain, including state and local government pensions, multiemployer private plans, and church 

pensions, are not on average well-funded and in some cases threaten the financial viability of their 

sponsors. These two facts raise the prospect that a well-funded DB plan does not generate benefits 

to employers and participants that exceed the costs of achieving that level of funding health. That 

possibility is reinforced by the behavior of private sector employees, who today are left to prepare 

for retirement through DC plans such as the 401(k). Employees with DC plans could replicate 

much of what a well-funded DB plan offers by increasing contributions, investing more 

conservatively, and purchasing annuities to insure against longevity risk. The fact that employees 

do not may again provide a signal regarding the welfare value that DB pensions provide. 
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Introduction 

For several decades following World War Two, the vast majority of private sector 

employees who were covered by a retirement plan participated in a traditional final-earnings 

defined benefit (DB) pension, which offered a guaranteed benefit for life protected against both 

investment risk and longevity risk. Today, single-employer final-earnings DB plans are all but 

extinct in the private sector. 

A large body of research and commentary has focused on the consequences of that shift 

for retirement security. Many analysts conclude that DB pensions provided workers with important 

forms of protection that defined contribution plans may not fully replicate. In particular, DB 

pensions typically incorporate mandatory participation, and plan sponsors decide how much to 

contribute toward future benefits. DB plans also provide guaranteed lifetime benefits that protect 

retirees against longevity risk and investment market fluctuations. As employers replaced DB 

plans with DC arrangements, these obligations and risks were increasingly shifted from firms to 

individual workers. 

Government agencies and policy organizations have frequently highlighted this shift as a 

potential source of retirement insecurity. The shift from DB pensions to retirement accounts 

“threaten[s] to shake up the American retirement system as we know it because of vast differences 

between DB and DC pension plans,” states a 2009 report published by the Social Security 

Administration. (Butrica et al., 2009) The National Institute for Retirement Security, the research 

arm of the defined benefits pension industry, argues that four decades of experience with 401(k) 

plans shows that "most middle-class Americans are unable to accumulate enough savings to be 

self-sufficient in retirement without a pension.” (Doonan & Kenneally, 2024) “Traditional 

pensions have become much less common, and individuals are increasingly responsible for 
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planning and managing their own retirement savings accounts, such as 401(k)s,” wrote the 

Government Accountability Office (2017). “Many households are ill-equipped for this task and 

have little or no retirement savings.” If no action is taken, it warned, “a retirement crisis could be 

looming.” Taken together, these discussions establish a widely-accepted narrative about the 

transformation of the U.S. retirement system from one of collective security to one in which 

individuals must do it themselves and bear the risks.  

In response, some have argued for policies to reverse the decline in DB pension coverage. 

The National Institute on Retirement Security has proposed reducing Pension Benefit Guaranty 

Corporation insurance premiums, allowing private sector pensions to mandate employee 

contributions, and allowing employers greater flexibility in the use of plan surpluses. (Bond et al., 

2024) Some policymakers would go further: Sen. Bernie Sanders (2025) introduced the Pensions 

for All Act, which would mandate that employers offer a defined benefit pension providing 

benefits on par with the Federal Employees Retirement System.  

This transition from DB to DC pensions, and the concurrent perceptions of its effect on 

retirement security, has occurred alongside a policy debate over the many DB plans that have 

continued to the present day, which include state and local government employee pensions, 

multiemployer private sector plans, and church pensions. The problem on this front is not a lack 

of coverage for employees, but the threat that insufficient pension funding could threaten employee 

benefits or destabilize the budgets of pension sponsors.  

The so-called “financial economics” critique of pension funding argues that these 

remaining DB pensions are systematically underfunded, as they value their liabilities and calculate 

their contributions using the assumed returns on portfolios of increasingly-risky assets, which 

presents a mismatch with the intention and legal obligation that pension benefits be effectively 
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riskless. The economic view of pension funding, which appears to have won the theoretical debate 

without transforming the practice of pension management, holds that a truly fully funded DB plan 

would hold significantly greater assets per dollar of promised future benefits than any of these 

classes of existing DB plans typically do.  

This split between the two classes of DB plans presents a dilemma: an employee can have 

a DB pension, but they cannot have a well-funded DB pension. That dilemma in turn raises the 

possibility that a well-funded pension simply is not worth the cost. That is, employees do not value 

DB pensions’ guarantees against investment and mortality risk commensurate with the costs those 

guarantees present to DB plan sponsors.  

In the following sections I begin by reviewing the debate over pension funding and how 

economists view a “fully funded” plan; outline how the passage of ERISA changed the funding 

health of private sector DB pensions; describe the decline of private DB plans following ERISA; 

discuss the DB plans that do remain active and the funding challenges they face; provide detail on 

the debate over pension funding in the state and local sector and how sponsoring governments may 

have reacted to ERISA-style funding requirements; describe how private sector employees 

responded to the replacement of DB pensions with 401(k)s and whether they sought to mimic some 

of the characteristics of DB plans on their own; and provide concluding comments. 

What does it mean for a defined benefit pension to be “fully funded”? 

An adequate level of funding for a DB pension, whether in the public or the private sectors, 

has been subject to a vigorous debate over the past two decades regarding how state and local 

government pensions should value their benefit liabilities. This debate in turn helps inform whether 

a fully funded DB plan provides benefits commensurate with its costs.  
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Public sector pensions state that their funding policies seek to attain intergenerational or 

interperiod equity. In practice, this implies that public employers and employees contribute 

amounts sufficient to fully fund new pension benefits as they accrue. In the words of the 

Governmental Accounting Standards Board, which sets accounting guidelines for state and local 

governments, intergenerational equity means “taxpayers of today pay for the services that they 

receive and the burden of payment for services today is not shifted to taxpayers of the future.” 

(Governmental Accounting Standards Board, 2009) The GASB illustrates this concept with such 

phrases as “living within our means” and “fairness.” Similarly, the American Academy of 

Actuaries states that “from an economic perspective, each generation of taxpayers ideally should 

pay for the compensation of the public employees who provide services to those taxpayers, 

including the funding of pension benefits that accrues during the period.” (American Academy of 

Actuaries, 2014)   

However, under current state and local pension practices, a DB plan considers itself as 

being “fully funded,” and as having attained intergenerational equity, if the plan’s portfolio of 

risky assets will in expectation be sufficient to pay the plan’s benefit liabilities. But the mismatch 

between the risk of the plan’s assets and the guaranteed nature of the plan’s liabilities introduces 

a contingent liability: should the plan’s assets prove insufficient to meet its liabilities, the plan 

sponsor is expected to make additional contributions to ensure that benefits are paid. Now, the plan 

also has a contingent asset, in the sense that if the portfolio’s returns exceed expectations, then the 

plan sponsor typically retains the surplus. But, as Biggs (2011) shows using an options-pricing 

framework, the market value of the contingent liability vastly exceeds that of the contingent asset. 

Via put-call parity, the net cost of fully funding a plan’s benefits can be calculated simply by 

discounting future benefit payments using the yield from securities with a similar level of risk. 
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Experience with insolvent municipalities indicates pension benefits are typically lower-risk than 

explicit debt issued by a government, in the sense that pensioners are more likely to be paid in full 

than are bondholders. In this case, discounting pension benefits at a U.S. Treasury bond yield, as 

in work by the Congressional Budget Office (2011), provides a more accurate view of the cost of 

paying what has been promised: a truly-guaranteed, come-what-may monthly benefit for life in 

retirement.  

The economics profession is essentially united in this view, with 96 percent of professional 

economists surveyed agreeing with the statement, “By discounting pension liabilities at high 

interest rates under government accounting standards, many U.S. state and local governments 

understate their pension liabilities and the costs of providing pensions to public-sector workers.” 

(Chicago Booth IGM Forum, 2014) Government agencies, including the Congressional Budget 

Office (2011), the Bureau of Economic Analysis (Lenze, 2020) and the Federal Reserve concur, 

as do several bond rating agencies. (Moody’s Investors Services, 2013) Most recently, the 

Actuarial Standards Board (2021) revised Actuarial Standard of Practice (ASOP) 4 to require that, 

beginning in 2023, pension actuaries must include a market-consistent measurement of pension 

liabilities. 

What this implies is that a “fully funded” DB pension will hold a significantly higher ratio 

of assets to benefit payments than is the practice among state and local government plans at 

present. As a quick and simplified example, if a plan’s assumed return on its mixed portfolio of 

assets is 7 percent, the return on safe bonds is 4 percent, and the average duration of newly-

accruing benefits is 25 years, the rate of contributions required to fully fund newly-accruing 

benefits would be roughly double the rate at which a state or local plan currently contributes. This 

could involve investing in bonds, as some have recommended (Ralfe et al., 2004), or it could 
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involve holding a mixed portfolio at such a level that the plan could pay future benefits even if the 

portfolio failed to earn a risk premium.  

For the purposes of the discussion that follows, I will accept the economic approach to 

pension funding evaluation as correct and discuss its implications. 

Private Pension Funding, Before and After ERISA 

Prior to the enactment of the Employee Retirement Income Security Act of 1974 (ERISA), 

there was no comprehensive federal funding standard for private sector pensions. Federal oversight 

was limited primarily to the Internal Revenue Code provisions governing tax qualification. These 

rules were designed to prevent excessive tax deferral and discrimination in favor of highly 

compensated employees, not to ensure that pension promises were adequately funded. Funding 

practices varied widely and were shaped more by tax considerations and idiosyncratic sponsor 

needs than by a broader theory of what an adequately funded pension might require. 

It is not surprising that actuarial practice prior to ERISA afforded sponsors considerable 

flexibility in determining both the timing and level of pension contributions. In many cases, 

employers made contributions that were sufficient to cover current benefit payments while 

deferring the bulk of funding for future obligations far into the future. In 1950, for instance, private 

sector DB plans on average held assets equal to only 18 percent of future benefit liabilities. 

(Federal Reserve Board, 2026) The remainder of benefits were funded on a pay-as-you-go basis. 

One avenue for maintaining the affordability of DB plans was restrictive vesting 

requirements. A 1972 study by the Senate Labor Subcommittee (1972) found that between 70 and 

92 percent of employees who participated in a traditional pension failed to receive any benefit 
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from that plan. Other pension participants found that they received far less than they had expected. 

In effect, pensions were treated as gratuities that employers offered to long-serving employees, not 

as a contractual right under which all covered workers could be expected to accrue meaningful 

benefits. A 1974 long-form news documentary referred to defined benefit pensions as a “broken 

promise.” (NBC News, 1972)  

The impetus for pension reform was a series of pension plan insolvencies that resulted in 

reduced benefits for workers and retirees. The best-known was the 1963 cut to Studebaker pensions 

when, upon the close of the auto company’s South Bend, Indiana plant, Studebaker’s pension plan 

was terminated and many workers lost their accrued benefits.  

ERISA, when it arrived in 1974, changed the pension funding landscape in significant 

ways. Sponsors were required to prefund benefit obligations as they accrued, rather than merely 

paying benefits as they came due. The discount rate used to calculate the present value of future 

benefits gradually declined, to the corporate bond yield used today. Plan sponsors were required 

to address any unfunded liabilities in a timely manner.  

ERISA does not produce an entirely market consistent measure of pension liabilities, nor 

does it ensure that benefits are funded in full precisely as they accrue. The federal government’s 

regulation of pensions is not an academic exercise in liability valuation. Moreover, federal 

regulation of pensions is subject to the same political pressures as any other governmental activity.  

Nevertheless, private sector DB pension valuations far more closely resemble what an 

economic model would imply. For every dollar of pension benefits promised in the future, private 

DB plans will hold significantly greater assets than do state or local government pensions, which 

are not subject to ERISA. 
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ERISA resulted in a substantial improvement in private defined benefit pension funding. 

In 1945, private sector DB plans held assets that on average were equal to 15 percent of future 

benefit liabilities, according to Federal Reserve Board data. 1  From the early 1950s, funding 

improved significantly, from 24 percent in 1952 to 66 percent in 1964, remaining at roughly that 

level (with fluctuations) by 1974. By the late 1980s funding had reached roughly current levels, 

averaging 92 percent from 1987 to 2024. The average private DB funded ratio reached a peak of 

118 percent in 1999, thanks to the internet-fueled increase in stock prices, and a minimum of 72 

percent in 2008, during the great financial crisis. Obviously, with discount rates tied to the 

corporate bond yield, fluctuations in yields would, all else equal, generate fluctuations in funded 

ratios. Nevertheless, it appears clear that the financial health of defined benefit pensions improved 

markedly as a result of ERISA, providing better financial backing for employee benefits and 

reducing the risk of a bailout on the part of the federal government. (Figure 1) 

How did DB plan sponsors respond to ERISA? 

In standard labor economics, employers care most about the total cost of compensation and 

less about the forms in which compensation is delivered to employees. Compensation can be 

decomposed into wages and fringe benefits, and fringe benefits into various forms such as health 

insurance, paid leave, different forms of pensions, and so on. Firms choose the mix of salaries and 

different types of benefits that allow them to attract and retain the employees that they need.  

 
1 Pension funding figures reported in the Federal Reserves Financial Accounts of the United States are 

similar but not identical to those that private sector DB plans themselves publish, in that that they apply a corporate 

bond yield to discount future benefits. Private plans utilize current market yields, while the Fed alters the assume 

interest rate only every several years. However, they are conceptually similar. However, the Fed’s figures for state 

and local DB plans differ significantly from those reported by the plans themselves, as the Fed discounts liabilities 

using a corporate bond yield while public plans use the assumed return on a portfolio of risky assets.  
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It is in this context that one might consider employers’ reaction to ERISA as implicitly 

reflecting the value that employees place on DB pensions relative to other forms of compensation. 

It seems clear that ERISA made DB pensions a better employee benefit for employees who had a 

DB pension: employees were more likely to become vested, and their benefits were more secure 

against the insolvency of the pension plan or their employer. What is less clear is whether 

employees value DB pensions at the greater cost that ERISA requirements would dictate. 

If employees valued DB pensions equal to the economic cost of a fully-funded plan, then 

one might expect that they would be willing to pay the increment to keep a DB plan in place post-

ERISA. While employee contributions to private DB plans are almost unknown, shared employee 

contributions are the norm in the public sector. If employees preferred a DB plan to an equivalent 

amount of salary, then in theory an employee contribution could enable the employer to continue 

sponsoring such a plan even following the passage of ERISA. This would require a change to 

federal tax law, which treats employee contributions to public sector pensions as pre-tax while 

contributions to private DB plans would be post-tax, but this would likely not have been a difficult 

request for Congress to grant. Alternately, employers could reduce other fringe benefits or reduce 

salaries in order to make a post-ERISA DB pension affordable.  

But, for the most part, that is not what happened. Today, the traditional final earnings DB 

pension is almost nonexistent in the private sector. 

For context, in 1950 about 21 percent of private sector employees were covered by a 

defined benefit pension in 1950, rising to a peak of 39 percent in 1975. Most of these covered 

employees were in larger firms, often those with heavy union representation. Another way to think 

about the extent of DB coverage in the private sector is to compare annual DB pension accruals 

per employee in the private sector to those in state and local government, where DB plans were in 
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the past almost universal. According to Federal Reserve data, in 1975—the peak of DB plan 

coverage in the private sector—the annual benefits accruing per private sector employee were one-

eighth those of the state and local government sector. (Biggs, 2025) This lower level of benefit 

accruals captures coverage, vesting rates, the generosity of benefit formulas, and other factors.  

Moreover, almost immediately following the passage of ERISA in 1974, and accelerating 

in following decades, private-sector employers closed or froze their DB plans. New firms often 

established DC retirement accounts, foregoing DB plans entirely. By the early 2020s, DB pensions 

had become relatively rare in the private sector: by 2025, only around 10 percent of the private 

sector workforce was covered by a DB pension. (Figure 2) 

Moreover, even this 10 percent coverage rate, roughly one-quarter of the 39 percent peak 

in 1975, does not tell the full story. For one thing, an increasing share of private sector DB 

participants are covered by multi-employer plans, which cover multiple employers typically across 

an industry, such as supermarkets or trucking. Multi-employer DB plans are subject to much less 

stringent funding requirements than single-employer plans in terms of the discount rate that may 

be utilized and the number of years over which unfunded liabilities may be amortized. In 1975, 26 

percent of active private DB plan participants were in multi-employer plans, versus 38 percent in 

2023. (U.S. Department of Labor, 2025)  

An additional decline in participation in what people think of as a defined benefit 

pension—meaning the traditional “final earnings” plan in which benefits are calculated based upon 

years of service and salary immediately prior to retirement—comes from cash balance plans, 

which resemble defined contribution plans in basing benefits upon contributions. However, cash 

balance plans are considered to be DB pensions because the interest rate assigned to contributions 

is set by formula and the employer bears any market risk. In 2001, only about 3 percent of DB 
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plans were cash balance plans, while in 2020, 50 percent of all plans were cash balance. (Tax 

Policy Center, 2024) Moreover, while it is difficult to say precisely what percentage of private DB 

plan participants are covered by cash balance plans, the consulting firm Futureplan (2023) reports 

that in 2020 cash balance plans had 9.4 million participants, while the U.S. Department of Labor 

(2025) reports that all forms of private DB plans in 2020 had 31.9 million total participants.  

Finally, many private sector employees who are covered by a DB pension also are offered 

a defined contribution plan, implying that the DB plan is likely to be less generous than it might 

have been were the DB the only retirement plan offered. According to the Bureau of Labor 

Statistics (2026), only 2 percent of private sector employees in 2025 reported being offered only a 

DB pension. From these data points it appears that the traditional final-earnings DB pension is all 

but extinct in the private sector. 

A large literature has attempted to explain the decline of DB pensions. In popular 

discussions, it is often assumed that 401(k) retirement accounts drove DB plans to extinction so 

that employers might reduce their compensation costs. But it is important to note that the decline 

in private sector DB pensions predates the introduction of the 401(k) retirement account. While 

the Revenue Act of 1978 created Internal Revenue Code §401(k), in practice the 401(k) was not 

made feasible until IRS rules issued in late 1981 confirmed that employees could make pre-tax 

salary deferrals into such plans sponsored by their employers. Even in 1990, there were still 

roughly twice as many private sector employees enrolled in DB plans as in 401(k)s. But DB 

coverage in the private sector had already declined from 39 percent in 1975 to 36 percent in 1981, 

falling further to 31 percent in 1986. (Gotbaum, 2016)  

Regulatory changes following the passage of the Employee Retirement Income Security 

Act (ERISA) in 1974 are frequently cited and almost certainly played a major role. ERISA 
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introduced minimum funding requirements, which not only raised contribution costs but also 

reduced the flexibility that sponsors had to alter contributions as needed for tax or liquidity 

purposes. ERISA also increased costs by reducing the sometimes-onerous benefit vesting periods 

that prevented most participants from collecting a pension benefit and by requiring that insurance 

premiums be paid to the Pension Benefit Guaranty Corporation (PBGC). All of these increased 

the cost and administrative complexity of maintaining a DB plan.  

The timing of the decline of DB pension coverage in the private sector matches this 

narrative, as coverage began to fall almost immediately after the implementation of ERISA and a 

decade before 401(k) retirement accounts became widely available. Moreover, DB plans declined 

across industries and regions, which points toward a regulatory explanation, but did not decline, 

as will be discussed later, in the sectors where ERISA did not apply. 

The DB plans that survived 

The role of ERISA regulation in the decline of private sector DB plans is highlighted by 

the DB pensions that have survived to today: state and local government pensions, multiemployer 

pensions, and church pensions. These DB plans have two things in common: first, they are either 

unregulated by ERISA or subject to lighter regulation than the traditional single-employer DB 

plan. And second, they are much more likely to be in a financially troubled state, presenting risks 

to taxpayers and to participants. 

In many ways, public sector plans operate similarly to pre-ERISA private DB pensions. 

State and local government pensions can use discount rates well in excess of what ERISA allows 

for private DB plans, reducing contribution costs significantly. State and local pensions also 

impose benefit vesting requirements that are stricter than in the private sector, which denies 
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benefits to shorter-term employees. Public sector plans also have greater discretion regarding 

contributions, taking contribution “holidays” when deemed necessary. And, as of 2025, 86 percent 

of employees in state and local government were offered a defined benefit plan. (Bureau of Labor 

Statistics, 2026) Despite public sector plans’ well-publicized financial troubles, they continue to 

enroll new participants and to pay benefits to retirees.  

However, state and local government pensions do not seek to attain full funding as 

described in the economic model, and they do not. In 2025, the Federal Reserve’s Distributional 

Accounts of the United States reported that state and local government DB plans had on average 

assets equal to 71 percent of benefit liabilities. (Federal Reserve Board, 2026) This is in fact the 

strongest showing by state and local government plans since the Fed’s data series begins in 1945 

and is driven by the increase in the corporate bond yield that the Fed uses to discount plan 

liabilities. From 2001 to 2020, for instance, the Fed reported that state and local government plans 

were only 54 percent funded.  

This level of funding is not an economic abstraction, however. State and local government 

DB plans made lower contributions and invested in riskier assets, in part to arbitrage GASB 

accounting that allows a public plan that takes additional investment risk to increase its discount 

rate, instantly become “better funded," and consequently reduce its contributions, all before any 

of the anticipated risk premium has been earned. (Andonov et al., 2017)  

The increasing size and risk of state and local government pension funds causes rising 

instability to their sponsors’ budgets. For instance, in 1946, state and local government pensions 

held assets equal to 25 percent of annual state and local government expenditures. If, for instance, 

the pension funds lost 10 percent in value and the government was obliged to make up that loss in 

a single year, doing so would cost the government revenues 2.5 percent of its annual budget. By 
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2023, pension funds had grown to 147 percent of state and local government expenditures. Making 

up a 10 percent asset loss in a single year would cost governments an amount equal to 14.7 percent 

of annual expenditures. Moreover, because public plans take so much greater investment risk today 

than in the past, the likelihood of a given loss is greater. (Biggs, 2025)   

The risks that state and local government pensions pose to their sponsors can be seen in the 

extreme in the bankruptcies of Detroit, Michigan, and the Commonwealth of Puerto Rico. But 

jurisdictions across the country have faced financial pressures as pension contributions have 

increased as a share of their budgets, forcing them to make difficult decisions regarding other 

priorities. 

A second case of surviving DB pensions is so-called multi-employer plans, which are 

collectively funded by multiple employers across industries such as construction, trucking, 

hospitality, and manufacturing. Multiemployer pensions are managed jointly by employers and by 

labor union representatives. Multi-employer plans were designed to provide benefit portability 

across employers in the same industry, something that single-employer DB plans typically lacked. 

Unlike single-employer pensions, multiemployer pensions are backed by contributions from many 

employers, in theory spreading risk across multiple entities.  

While multiemployer pensions are covered by ERISA, their funding requirements are 

much more similar to those of unregulated state and local government pensions. Unlike single-

employer plans, which must discount benefit liabilities using a corporate bond yield and must 

address unfunded liabilities within seven years, multiemployer pensions discount liabilities using 

the higher expected return on risky investments and amortize unfunded liabilities over longer 

periods, often 15 years. Together, these laxer funding requirements would significantly reduce the 
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contributions required for a multiemployer pension versus an otherwise-identical single-employer 

plan. 

In response to the crisis facing multiemployer pensions, Congress passed the American 

Rescue Plan Act (ARPA) in 2021, which included a historic bailout of these pension plans. The 

legislation allocated $86 billion in federal funds to help stabilize the plans, prevent cuts to retiree 

benefits, and ensure that workers and retirees receive their pensions. This bailout was intended to 

address the "pension cliff" that many plans were approaching, where insolvency would have 

resulted in significant reductions to benefits. The ARPA provisions aim to provide financial 

assistance to eligible plans, allowing them to continue providing retirement benefits to their 

members and maintain the overall stability of the multiemployer pension system (Department of 

Labor, 2021). 

Multiemployer pensions faced a funding crisis due to a shrinking contribution base as 

associated industries contracted, coupled with periods of investment returns below assumed rates. 

The funding rules applied to multiemployer pensions allowed the plans to defer action on these 

factors, such that eventually some multiemployer plans faced insolvency. Congress intervened in 

the American Rescue Plan Act of 2021 (ARPA), which provided federal assistance for financially 

distressed multiemployer pension plans. The law, which is estimated to cost between $74 and $91 

billion, would enable eligible plans to pay full promised benefits without cuts through 2051, 

although the actual long-term costs of the plan are uncertain. (Pension Benefit Guaranty 

Corporation, 2022) 

Finally, there is the case of church pension plans. “Church plans are exempt from many 

federal retirement plan requirements,”  the Government Accountability Office (2023) explains, 

“such as ensuring enough money will be available in the plan to pay benefits.” When ERISA was 
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enacted in 1974, church pensions were granted exemptions from ERISA’s funding and disclosure 

requirements, along with the requirement to pay premiums to the Pension Benefit Guaranty 

Corporation. Church pension plans also are not required to file Form 5500 with the Department of 

Labor.   

Originally, the ERISA exemption for church pensions applied only to plans maintained 

directly by churches or church associations. However, following lobbying by church 

organizations, Congress in 1980 broadened the exemption to cover religiously affiliated hospitals 

and schools. This illustrates that plan sponsors at the time believed that ERISA would threaten the 

viability of their plans.  

And yet, as an illustration of the value of those federal retirement plan requirements to 

ensure, as the GAO put it, “enough money will be available in the plan to pay benefits,” the Wall 

Street Journal reports that some financially troubled church plans already have cut benefits while 

participants fear broader cuts into the future. (Francis, 2025) Those plans provide participants with 

no PBGC insurance, and a federal government bailout similar to that granted to multiemployer 

pensions may be problematic due to First Amendment issues.   

The takeaway is that ERISA regulation of single-employer DB pensions has been effective 

in promoting full funding and reducing risk to participants and the taxpayer. Yet the cost of doing 

so is prohibitive for many potential plan sponsors, leading to the near-disappearance of single-

employer final salary plans. On the other hand, reducing or eliminating ERISA’s funding and 

reporting rules allows DB plans to remain viable, but also allows many plans to become 

dangerously underfunded. This could, and has, caused benefit cuts to participants and necessitated 

bailouts from the federal government.  
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How public plan sponsors viewed the threat of ERISA-style regulation 

The debate over pension liability valuation brought the threat of ERISA-style funding rules 

to the state and local government sectors. While advocates of market-consistent liability valuation 

largely won the theoretical debate, little has changed in the practice of how public employee 

pensions are funded: they still typically discount benefit liabilities using the assumed return on a 

risky portfolio of assets and make contributions on the basis that those assumed returns will be 

realized.  

But what is interesting in this context is how public pension stakeholders viewed the 

pension valuation debate. Market-consistent liability valuation does not necessarily imply ERISA-

style funding regulation, under which plans must pursue full funding under the assumption that 

the plan’s assets do not earn a risk premium. But the reaction of public plan stakeholders—the 

plans themselves, along with public employee unions, actuarial firms that specialize in the public 

sector, financial consultants, and the range of investment firms that serve public pensions—even 

to the disclosure of the market value of liabilities implies that ERISA-style funding prescriptions 

would be seen as an existential threat to public sector DB plans, just as ERISA all but spelled the 

end of DB plans in the private sector. The disclosure of pension liabilities as calculated under a 

risk-consistent discount rate would show that public pensions are significantly less well-funded 

than their already-worrying GASB disclosures would indicate and that unfunded liabilities are 

significantly larger.  

Market-consistent valuation would not simply apply to the sum of existing pension 

liabilities but to the rate at which new benefits accrue to employees. When the National Income 

and Product Accounts valued state and local pension liabilities using a corporate bond yield—

which some would argue does not fully capture the nearly guaranteed nature of such benefits—the 
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annual cost of employer-funded benefits accruing to public employees ranged between 10 and 19 

percent of employee wages from 1998 through 2024. (Bureau of Economic Analysis, 2026) For 

context, the median maximum possible employer contribution to private sector defined 

contribution accounts in 2025 was 4 percent of employee wages, indicating that state and local 

pensions are on average significantly more generous than private sector 401(k) plans. (Bureau of 

Labor Statistics, 2026)  

All of these factors could lead to something that might be termed “PERISA,” with the P in 

the acronym standing for “public.” 

It is doubtful that most state or local governments could afford the level of contributions 

required to be fully funded under a market-consistent measure of pension liabilities. Even in 2023, 

a good year for public pension funding, around 15 percent of state or local retirement systems 

failed to make their full contribution as calculated under GASB guidelines. (Public Plans Data, 

2026) In prior years, the percentage of plans falling short has often been substantially greater. And 

this occurs under pension funding formulas that require contributions at roughly half the level that 

would be required under a market-consistent approach that sought to fully fund benefits as they 

accrued.  

According to national accounts data, since 1990 the average annual employer contribution 

to state/local DB pensions would have been 64 percent higher had these plans sought to become 

fully-funded on a market consistent basis. (Bureau of Economic Analysis, 2026) Even that average 

is reduced by the rise in corporate bond yields in recent years, which, when applied by the Bureau 

of Economic Analysis, results in actual average contributions from 2022 to 2024 being roughly 

one-fifth larger than would be needed to fund plans on a market-consistent basis. For employees 
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to bear this cost would have required additional contributions equal to 6 percent of annual wages 

from 1998 through 2024. (Bureau of Economic Analysis, 2026) 

Whether public sector employees and employers together would have been willing to bear 

that additional cost is unknown. But the tenor of the debate over public pension accounting implies 

that the imposition of a public sector version of ERISA may have led to a retreat from DB plans 

in the public sector to match that seen in the private sector. During the height of the debate of 

pension valuation, pension stakeholders strongly opposed market-consistent valuation of benefit 

liabilities, even though this approach would likely lead to increased funding and increased benefit 

security for participants. A much-anticipated rewrite of GASB’s pension valuation guidelines 

failed to move toward the market valuation approach, even as seemingly every other expert 

organization opined in favor of it.  

In short: economists and government agencies agree that a truly "fully funded" pension 

would hold significantly more assets than are commonly held by state and local government plans. 

To reach this higher funding standard would require significantly greater contributions. And state 

and local government pension stakeholders appear to believe that neither sponsoring governments 

nor their employees would be willing to bear those additional costs, at least relative to alternative 

uses of those funds for employee compensation. A reasonable interpretation is that, for these 

organizations and their employees, defined benefit pensions are not worth the marginal cost if the 

cost is fully measured and fully funded. 

How employees reacted to the decline of DB pensions 

DB pensions have three important advantages over DC retirement accounts: First, DB plans 

test to be mandatory while retirement accounts are voluntary; second, with a DB plan the employer 
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typically bears most or all of the investment risk, while with DC plans investment risk is borne by 

the employee; and third, in a DB plan the sponsor bears longevity risk, which it has advantages in 

bearing, while with DC plans the participant is at risk of outliving their savings. All three 

differences represent potential advantages of DB over DC pensions, such that households’ 

retirement prospects would be worsened by the decline of DB plans.2 However, the degree to 

which households are harmed depends in part upon how they value DB plans and how they and 

the retirement sector respond to their decline.  

Given the mandatory nature of DB plan participation, the shift from DB pensions to DC 

retirement accounts would appear to risk a decline in retirement savings, either via reduced 

participation, as DC plans are voluntary, or via reduced contributions, as contribution rates are 

typically set by the employee.  

However, these factors that tend to reduce saving may be offset by two other factors that 

would tend to increase it. First, DC plans are perceived by employers as less burdensome, which 

may increase retirement plan coverage and the share of employees who participate in such a plan. 

Recall that in 1975, prior to the full effects of ERISA being felt, about 39 percent of private sector 

employees were covered by a DB plan, with several additional percentage points covered by a pre-

401(k) DC account such as a profit-sharing plan. By 2025, 72 percent of private sector employers 

were offered a retirement plan at work while 53 percent participated in such a plan. This 

approximately 10 percentage point increase in participation constitutes a roughly one-fourth 

 
2 A fourth important difference, portability of benefits, is in favor of DC plans, though it is not discussed in 

depth here. It is commonly perceived that employees today are more mobile than in the past, switching more 

frequently between jobs. While this does not appear to be true on average, in the sense that average job tenure has 

not changed significantly over time, it does appear that the average job tenure of late-career employees has declined, 

in particular in the private sector. This change would make DC plans more advantageous. However, rising late-

career job mobility may in part be a result of the DB to DC shift, as DB plans’ backloaded benefit formulas typically 

punished late-career job changes while DC plans are largely neutral with regard to job mobility.  
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improvement in participation over the peak of DB plan coverage. Second, DB plans in the private 

sector were typically funded solely from employee contributions, while 401(k)s and other 

retirement accounts typically receive contributions from both employers and employees. Total 

contributions to private sector retirement plans increased from 5.8 percent of total wages and 

salaries in 1975 to 8.3 percent in 2023.  

However, the other two factors—protection from investment risk and longevity risk—are 

more difficult to analyze. 

The value of the protection from investment risk provided by a DB plan may be illustrated 

by a simple point, that the implicit rate of return received by DB plan participants is equal to the 

discount rate applied to the plan’s liabilities. In a state and local government pensions, or in a pre-

ERISA private plan, that discount rate would be derived from a portfolio of risky investments. 

Currently, the typical assumed investment return for state and local plans is about 7 percent. For 

instance, a state and local plan might calculate the contribution for benefits accruing in the current 

year (the so-called “normal cost”) by discounting those future benefits  back to the present using 

an interest rate of 7 percent. The present value of those future benefits is then divided up among 

employer and employee, who each contribute their allocated amount, which is then invested in the 

plan’s mix of assets. Importantly, however, the plan sponsor typically bears all the risk on the 

plan’s investments. Once employees have contributed their allocated amount, their obligation is 

fulfilled. This implies that employees as a group, though not individually, earn a return on their 

and their employer’s contributions equal to the plan’s discount rate. A 7 percent riskless return on 

combined employer and employee contributions that in 2024 typically equaled 14.5 percent of 

wages is an exceptionally good deal for the employee.  (Public Plans Data, 2026) State and local 

pensions continue to offer this high implicit rate of return to participants because their exemption 
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from ERISA allows them to operate on what the economic view of pension funding would regard 

as only a partially-funded basis. The good deal offered to employees is offset by costs and risks 

that are borne by the sponsoring government.  

A post-ERISA DB plan that is subject to stricter funding standards does not offer its 

participants such a dramatic rate of return advantage over self-directed investments. To achieve 

full funding while employing a more conservative discount rate derived from corporate bond yields 

demands a significantly higher level of contributions for each dollar of future benefits. While in 

the private sector those contributions would be made solely by the employer, if we assume that 

compensation costs are ultimately borne by employees through lower wages, then a private DB 

plan effectively mandates that employees save a significant portion of their salaries for retirement, 

with those savings invested in corporate bonds, which is a very conservative approach to retirement 

savings for employees who already are covered by Social Security.  

The question is how much value retirement savers place on such protection against 

investment risk. One might infer the value placed on risk protection in the retirement savings 

context by examining how households saving for retirement using retirement accounts choose to 

allocate their assets. In other words, the shift from DB pensions to DC retirement accounts presents 

a test of the contribution versus risk preferences of employees acting on their own. An individual 

saving for retirement on their own could adopt the funding patterns of a well-funded DB plan, but 

doing so would require considerably greater contributions throughout their working career.  

The obvious but perhaps underappreciated fact is that this is not how most Americans have 

chosen to save for retirement. Holden et al. (2024) find that the average 401(k) account in 2022 

was invested in 71 percent equities. Even in their 50s and 60s, most account holders have the 

majority of their assets invested in stocks, implying a much higher risk profile than would be 
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expected were savers wishing to approximate the level of income security that a DB plan offers. 

(Figure 3.) 

Taken at face value, a reasonable explanation is that while households might prefer the 

guaranteed benefits paid by a DB plan if offered at not cost to themselves, when confronted more 

explicitly with the increased contribution cost of providing such a low-risk benefit households 

prefer to accept some risk in order to reduce contributions. To the degree that we place credence 

upon households’ revealed preferences, Americans appear to believe that the additional income 

security offered by defined benefit pensions is not worth the additional contribution costs over 

their working careers.  

One reason that trade-off may not be worth is that households saving for retirement using 

defined contribution plans often have an option that is not typically available to DC pensions, 

specifically, to delay retirement if investment returns fall short of expectations. Delaying 

retirement increases Social Security benefits by about seven percent per year via Social Security’s 

actuarial adjustment formula, with some small increment to benefits possible via the year of 

additional earnings. Delaying retirement also gives retirement savings additional time to 

accumulate and reduces the period over which those savings would be distributed. Bronshtein et 

al. (2019) find that “only 3 months of additional work generates the same increase in retirement 

income as 30 years of saving an additional one percentage point of earnings.” Choices to delay 

retirement depend upon the availability of jobs, the health capacity to continue working and the 

relative value the household places upon income versus leisure. If a household is willing and able 

to delay retirement if necessary, it may invest more aggressively and with high probability reduce 

retirement contributions during its working life. 
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But the option to delay retirement is largely unavailable to defined benefit plans. To the 

degree that a mandated delay in retirement reduces an employee’s accrued benefits, it typically 

would be unlawful in either the private or the public sector. And the political obstacles to changing 

retirement ages are meaningful as well. The two-year increase in Social Security’s normal 

retirement age from 65 to 67 was enacted in 1983, did not commence until 2000 and was not 

completed until 2022. While a DB plan can in theory increase retirement ages in response to 

underfunding due to long-term investment returns or demographic changes, in practice they lack 

the ability to respond to low investment returns in real time. The ability for households with 

retirement accounts to do so may allow them to hold riskier investments than they otherwise might. 

This still leaves open the issue of longevity risk, which is inefficient for households to 

insure against on their own. DB pensions, by contrast, typically at least offer an annuity payment 

and in some cases require one. Under certain conditions, in an all-or-nothing scenario households 

should choose to annuitize their wealth at retirement to spread longevity risk across the annuitant 

population. (Yaari, 1965) Roughly speaking, annuitizing increases the effective return on savings 

brought into retirement by the annual mortality rate of the annuitant population. For instance, if 

the annual probability of dying is 2.5 percent, as it is for males between the ages of 65 and 74, then 

the assets of annuitants who die each year are redistributed to the survivors and the implicit return 

on the annuity increases by that probability. Not only does an annuity provide peace of mind, but 

financially speaking it is a solid investment.    

But, as is well-known, most households do not like annuities. Only 12 percent of retiree 

households with assets exceeding $100,000 receive any type of annuity income. (Arapakis & 

Wettstein, 2023) And it is likely that a significant portion of these payments arise from annuities 

purchased for reasons other than protection against longevity risk. In 2025, purchases of single 
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premium income annuities and deferred income annuities totaled less than $19 billion, out of $460 

billion in total annuity sales. (LIMRA, 2026) It is likely that the income senior households derive 

from annuities purchased for longevity insurance reasons is very small.  

Moreover, even many DB plan participants chose not to annuitize even when offered the 

option. In traditional DB plans where lump sum distributions are allowed only 44 percent of 

retirees choose an annuity, which in cash balance plans only 22 percent do so. (Banerjee, 2013)   

In addition, households reaching retirement age could effectively purchase an inflation-

adjusted federally-guaranteed annuity simply by delaying claiming Social Security while using 

other savings to provide income in the interim. For instance, by delaying claiming Social Security 

from age 62 to 70 participants would increase their eventual monthly benefit 77 percent, raising 

their Social Security replacement rate by 20 percentage points relative to claiming at 62. That 

increase, which would come at the cost of about $215,000 in lost benefits for a middle-wage earner 

retiring in 2026, could convert a significant portion of retirement savings from a defined 

contribution account into a DB pension. While Americans have delayed benefit claiming, with the 

average claiming age now age 65, this is likely more in response to the increase in the normal 

retirement age to 67 (Mastrobuoni, 2009)  than to a desire to replicate DB pensions. Indeed, Brown 

et al. (2008) find that many Social Security participants would unwind the Social Security annuity 

if possible, converting part or all of their monthly benefit into a lump sum. Proposals to encourage 

Social Security “bridge plans” have gained traction in recent years, and are a welcome option for 

those who may desire a DB pension. (Koenig et al., 2018) However, Munnell and Wettstein (2021) 

find in a survey that roughly two-thirds of retirees would not prefer to use a bridge option, 

indicating that demand for a DB pension is not overwhelming.  
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The juxtaposition of theory and practice creates what has long been referred to as the 

annuity puzzle. A wide range of factors, such as bequest motives, variable health costs, adverse 

selection in annuity markets, financial illiteracy, have been proposed to explain households’ 

indifference to annuities. Here I propose two additional ideas.  

One factor may be that the superiority of annuities over lump sums depends in part upon 

the annuity payments over the course of retirement matching the consumption path preferred by 

the retiree household. Social Security and most public sector pensions provide benefits with full 

or partial inflation protection, on the logic of a simple life cycle model that retirees desire to spend 

approximately the same amount each year throughout retirement. However, it is increasingly 

acknowledged that, even for financially well-prepared seniors, spending in retirement tends to 

decline over time. Household expenditures by old age are far below the steady, inflation-adjusted 

spending level that is commonly assumed and which Social Security pays via Cost of Living 

Adjustments. (Rohwedder et al. (2022), Blanchett (2014)) If this is the case, then an inflation-

adjusted annuity payment would distort a retiree household’s preferred consumption path. In other 

words, this is not so much an issue with the theory behind annuitization so much as the type of 

annuity product that would likely be on offer and households’ practical ability to work around 

those constraints. 

Second, the optimality of annuitization in an all-or-nothing scenario does not necessarily 

apply at the margin. On one hand, once the basic necessities of life are guaranteed for as long as 

life may last, the value of additional annuitization may decline. On the other hand, the marginal 

value of annuitization may increase for better-off households that hold a great deal of wealth in 

excess of what they may wish to bequeath.  
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While retiree households hold practically nothing in the way of explicit life annuities, 

nearly all households receive a large de facto annuity via Social Security. According to the 

Congressional Budget Office, the median household aged 65 and over in 2022 held “Social 

Security wealth,” meaning the present value of future Social Security benefit payments, equal to 

$446 thousand. (Karamcheva, 2024) For new retirees, whose Social Security benefits will be 

higher and paid over a longer remaining period of retirement, Social Security wealth would be 

higher. For instance, two middle-wage earners claiming at the normal retirement age in 2026 will 

receive a combined annual Social Security retirement benefit of $58,380 (Social Security Trustees, 

2025) representing an annuity value of roughly $900,000.  

While this is speculative, it is possible that the perceived value of a lifetime annuity 

declines when the real value of guaranteed income increases. In other words, it is possible that 

when households perceive that some minimum standard of living can be maintained over their 

retirement, they are less concerned with maintaining their pre-retirement standard of living in a 

typical life cycle or retirement planning model. Hurd (1987) concluded that many retiree 

households already were overannutized once Social Security benefits were accounted for. With 

the rising real levels of Social Security,  

But, as with the discussion of portfolio allocations above, the main point of interest is 

simply that households saving for retirement through 401(k)s or other retirement accounts have 

the option to replicate the longevity protection that defined benefit pensions once offered but 

typically choose not to exercise it. Again, their revealed preferences indicate a lower value placed 

on DB pensions than many commentators on retirement income adequacy assume. If we assume 

that household choices regarding annuitization are rational rather than drive by financial illiteracy 
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or market imperfections, then the transition from DB pensions to DC retirement accounts may 

have involved a smaller welfare loss to households than is typically believed. 

Conclusions 

The contrast between the small, but well-funded, group of single-employer DB plans in the 

private sector with the much larger number of much more poorly-funded DB pensions that are 

partially or fully exempt from ERISA regulation leads to a conclusion: that a U.S. employee has 

the choice between an underfunded defined benefit pension or no pension at all.  

The post-ERISA decline of defined benefit pensions in the public sector has been discussed 

for decades, often in the context of how the gradual replacement of DB plans with defined 

contribution retirement accounts would be harmful to future generations’ retirement security. 

While an individual acting on their own cannot precisely replicate the secure, lifelong benefits that 

a defined benefit pension offers, they can move quite a way in that direction by increasing 

retirement contributions and annuitizing their savings at retirement. And yet they don’t: most 

households saving for retirement on their own tend to take more investment risk with their savings 

as a means to reduce contributions during their working years and typically do not annuitize their 

savings at retirement, for reasons that are unclear but may still be rational.  

The response of plan sponsors to regulations that require DB plans to report and fund their 

full economic costs, and the response of employees to the disappearance of DB plans, may provide 

reason to reassess the improvements to welfare that DB plans provide and the harm to retirement 

income adequacy that DB plans’ demise may cause.  
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