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Why Private Sector 401ks Not the Best Model for Public Sector Retirement 
Plans 
By Brian Anderson   
401K Specialist 
May 7, 2020 
 
Workers in the public sector generally have much longer tenures, on average, than those in the private sector. This is 
one big reason a new report says 401k-like defined contribution plan designs from the private sector are not good 
models for the public sector. 

The tenure differences and the public sector’s prevalence of offering defined benefit pension plans underscores the 
need for public sector-specific research on DC plans and programs, according to a new study from the Public Retirement 
Research Lab (PRRL). 

The PRRL is a new program of the Employee Benefit Research Institute and the National Association of Government 
Defined Contribution Administrators (NAGDCA) that is dedicated to research aimed at better understanding the design 
and utilization of defined contribution public retirement plans. 

“The significant difference in tenure between public and private sector employees evidences the need for a model other 
than private sector retirement plans and programs for public sector employees,” said NAGDCA Executive Director Matt 
Petersen. “While this may seem obvious, currently public sector defined contribution plans are largely modelled on 
private sector 401k plans.” 

Tenure for public-sector workers across all classes is longer than private-sector worker tenure, which translates into 
different retirement program needs, given that employee tenure is a critically important topic when it comes to 
designing retirement programs. 

The new study, “Trends in Public-Sector Employee Tenure,” collects and analyzes public sector defined contribution data 
“to provide unbiased, actionable findings to better inform public plan design, management, innovation, and legislation,” 
PRRL said in a May 7 statement announcing the study results. 

The study found the share of public-sector workers in their 40s is decreasing sharply. This decline will result in a 
significantly younger workforce in 5 to 10 years, as workers now in their 50s and older retire and are replaced by the 
smaller group of workers now in their 40s. As younger workers comprise an ever-larger share of the public-sector work 
force, retirement programs will need to evolve accordingly. 

“Of additional consideration, although not a focus of this study, is the relatively broad availability of traditional defined 
benefit pension plans for public sector employees, which suggests public sector defined contribution plans hold a 
different role in public sector employee retirement planning and likely require different features,” Petersen said. 



DC plans in the public sector could have different appropriate asset allocation strategies given the guaranteed income 
coming from the DB plan, which could mean more investment in riskier assets and lesser need for income-generating 
assets in the DC plan, the study finds. 

In addition, with public-sector workers being less likely to change jobs, that means fewer opportunities for leakage and 
more continuous participation. 

Still, the report notes tenure for some groups of public-sector workers is shortening, so understanding how to 
incorporate more shorter-tenure workers may involve some tweaking of the retirement programs. 

With the younger-than-age-50 cohort making up a larger and larger share of the public-sector workforce going forward, 
retirement programs are likely going to need to encompass programs that look at the total finances of the workers, as 
these can be more important for younger workers. 

This could include various financial wellbeing programs, such as emergency savings programs, student loan debt 
programs, and overall budgeting programs. 

“These programs can help establish the overall finances of the younger workers so that they have their finances in order 
to prepare for retirement instead of struggling to meet current financial obligations,” the report states. 

Opinion: Bankruptcy For States? It's A Better Idea Than You Think 
By Joshua Sharf 
Newsweek 
May 7, 2020 
 
Look out, America: Illinois, New Jersey and New York are coming for your wallet. 

These states' government-imposed shutdowns in response to the Wuhan coronavirus have cratered their expected tax 
revenue. Having failed for decades to deal with their irresponsible and excessive pension obligations, they are now 
floating the idea of a federal bailout to help them through the rough water ahead. 

Rather than simply writing a check to state spendthrifts, we should be looking at the idea voiced by Senate Majority 
Leader Mitch McConnell to allow states to seek protection under federal bankruptcy laws. 

This is hardly the first time in recent memory that America has faced the looming specter of state defaults. After the 
financial crisis, California prepared to pay bills with IOUs, as did Illinois in 2015. In 2011, former Florida Governor Jeb 
Bush penned a piece supporting the return of state bankruptcy protections. And in 2016, President Barack Obama 
actually authorized a form of bankruptcy protection and reorganization for Puerto Rico. 

State bankruptcy wouldn't be unique in American history, either. In the 1830s, states borrowed heavily against expected 
property tax revenue to finance road, railroad and canal construction. The Panic of 1837 swept away much of that tax 
revenue, and many states ended up defaulting on those debts. 

Most of those debts were rescheduled and repaid, as in bankruptcy, but both the depression and the defaults cast a long 
shadow over the country's memory—as deep and long as the Great Depression. Accordingly, states tightened up their 
fiscal management, placing limits on debt issuance and requiring balanced budgets. 

By contrast, states have let these unfunded pensions build up over decades. Funded at over 100% in 2001, the New York 
City Employees' Retirement System fund fell to only 64% funded by 2010. Despite strong market returns, the fund had 
only recovered only to 72% funded by 2018. The State Retirement System' of Illinois' fund has languished at less than 
40% funding since 2010. 

New Jersey is a case study in the dangers of a bailout. Governor Phil Murphy has been among those in the greatest fiscal 
anguish. But he has actively opposed measures to help fix a pension system ever more mired in debt, even as those 
pensions threaten the state's ability to build and repair infrastructure. 



It's hard to see the creation of long-term unfunded pension obligations as anything other than a dodge to get around 
those fiscal stringencies. No debt is issued, and only the current year's payment needs to be covered by the current 
year's revenues, but the taxpayers are still on the hook for potentially massive long-term obligations. 

Contrary to pension apologists, bankruptcy wouldn't necessarily mean the end of defined benefit pensions. Current 
pensioners would and should collect what was promised to them. While terminating those plans in favor of defined 
contribution plans might be desirable, it might also be possible to require that new defined benefits be fully funded from 
day one. 

Most important, we can bring the market enforcement of fiscal discipline to state finances. By making the risk explicit, 
rather than allowing for hidden, soft defaults, it would help to bring borrowing costs in line with actual risks. After the 
1840s, U.S. states faced as much as a full percentage point borrowing premium compared to Canadian provinces. That's 
how it should be. 

Fiscally irresponsible states won't go without a fight. New York Governor Andrew Cuomo claims his state is entitled to 
compensation because it sends more to the federal government than it gets back. Such special pleading ignores the 
decades' worth of state and local tax deductibility that subsidized his state and other high-tax states, enabling their 
profligacy. Rather than chasing their tax base out of the state with additional tax hikes, perhaps they should have spent 
the last three years getting their house in order. 

The two other non-bankruptcy options often floated, either bailing out the states or doing nothing at all, are worse. So 
far, none of the governors asking for help has offered a plan to make sure they won't be back soon, clamoring for even 
more. Bailing out the states would continue to enable corrupt behavior, while forcing people who never had a hand in 
making those deals to make good on them. The risk of moral hazard is real. 

Doing nothing at least has the benefit of forcing a reckoning, but it could be a very messy, drawn-out reckoning that fails 
to address the destructive underlying behavior that landed those states in this mess in the first place. 

Allowing profligate states to declare bankruptcy would force more honest accounting of liabilities, align borrowing costs 
to risk, and close loopholes that states have been using to avoid fiscal discipline. It's the best of the painful choices that 
some states have left themselves. 

Joshua Sharf is a Senior Fellow for Fiscal Policy at the Independence Institute, a free-market think tank based in 
Denver, Colorado. He currently serves as a State House Republican appointee on the Pension Review Subcommittee 
for the Colorado legislature. 
The views expressed in this article are the writer's own. 
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