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Summary. If it ain’t broke, don’t fix it, goes the saying. But in a rapidly moving effort to radically 
restructure Oklahoma pensions for state employees, the more apt phrase is “if it ain’t broke, don’t break 
it.”

Oklahoma policymakers appear set on taking a financially sound, cost-effective state pension plan that 
provides modest middle-class retirement security for Oklahoma nurses, food safety inspectors, 
cooperative extension agents, and other public servants, and replacing it with a 401(k)-style retirement 
savings plan increasingly recognized in the private sector as an abject failure.

This shift, possibly on a fast track and without basic due diligence – such as an actuarial study of the 
taxpayer costs and impact on retirement security of closing the existing Oklahoma Public Employee 
Retirement System (OPERS) – would:

Increase the cost of paying pension obligations to current employees and retirees in OPERS by 
potentially billions of dollars;

Shift new workers into retirement savings plans that are less efficient (cost-effective) than the 
current OPERS plan, requiring as much as 85% higher (employee plus taxpayer) contributions to 
deliver a given level of retirement benefit;

Move new workers into 401(k)-style retirement savings plans at precisely the time when a chorus of 
observers have recognized that these plans have failed to deliver retirement security in the private 
sector; and

Increase employee turnover and the associated costs and negative impact on public service quality. 
The current pension plan offsets low public sector salaries, leading mission-driven public servants to 
remain in their positions for a full career. This critical retention tool would be eliminated by a 
transition to 401(k)-style retirement savings plans.

This brief relies in part on an earlier brief released last November 20, which contains more detail and 
more complete references.

Background. Oklahoma Governor Mary Fallin in her “State of the State Address” last week signaled her 
support for shifting new state employees into a 401(k)-style “defined contribution” plan. Then on 
Monday, February 10, the State Pension Committee approved Senate Bill 2120, which would make a new 
401(k)-style plan effective for all new employees hired starting November 1, 2015. The proposal would 
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require employees to contribute a minimum of 3% and up to 7% to their 401 (k)-style individual 
retirement savings account, which would then be matched by their employer. This proposal has been 
advanced without any study of its impacts – on taxpayers, on employees, on the state as an employer. 
(Since the proposal under consideration currently concerns OPERS, we focus our discussion on that plan. 
Most of the arguments here would also apply to proposals to close Oklahoma’s other defined benefit 
pensions.)

The Oklahoma Public Employee Retirement System. OPERS, as with other “defined benefit”
pensions, provides retired state (and county) workers with a modest pension (an average annual benefit 
of about $16,000 for state employees) tied to employees’ final average salary (now calculated over five 
years for new employees) and years of service (most employees receive a benefit equal to 2% of final 
average salary times years of service). OPERS is currently 81.6% funded, above the 80% threshold that 
many actuaries consider financially healthy. As elaborated in our earlier brief, OPERS now has the 
characteristics of a best-practice public pension plan, including because it has made (more than) the 
Annual Required Contribution (ARC) in the last two years that pension actuaries deem necessary.

Also as elaborated in our earlier brief, Oklahoma pension plans as a group made substantial changes after 
each of the financial market downturns since 2000, thanks to farsighted legislative action. Thus, 
Oklahoma’s pension funds, including OPERS, are now as well funded as they were in 2001, whereas 
typical public pension funds, most of which started off better funded than Oklahoma, now have a 25% 
lower funded ratio than in 2001 (for details and sources, see our earlier brief).

OPERS – and other Oklahoma pension funds – could be likened to a car that has had a couple of 
collisions but has now been repaired, washed and waxed, and is ready to hit the road again. Is that the 
moment when it makes sense to trade in these plans for a clunker?

Defined Contribution Retirement Savings. Rather than guaranteeing a specific annual pension 
payment, defined contribution retirement savings plans guarantee only specific levels of employer and 
employee contributions. Workers usually make their own choices about how to invest these contributions 
(usually from a specified set of options selected by the employer).

From the perspective of taxpayers – leaving aside, for the moment, the impact on public employees – the 
defined contribution approach to retirement savings has two fundamental flaws, each one independently 
fatal and sufficient to warrant policymakers retaining the current OPERS defined benefit pension.

The High Cost of Closing a Defined-Benefit Pension. A large number of actuarial and other 
research studies document that closing a defined-benefit pension and putting all new hires into 401(k)
-style retirement savings plan has a substantial transition cost. Investment returns on the assets of the 
closed pension plans fall as these plans wind down. This erosion happens because, once the existing 
pensions are closed to new employees, they lack a balance between young, mid-career, and retired 
workers. Pension managers can no longer invest for the long term and also have to keep a larger share of 
pension assets in liquid form, ready to convert into pension checks. A more conservative investment 
strategy and lower investment returns result. If investment returns pay for less of existing pension plan 
obligations, taxpayers have to pay more.
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The actuarial studies find an erosion of investment returns even if employer contributions to pay down an 
unfunded liability continue to be spread across the entire workforce, including new employees not in the 
defined benefit plan. For example, Pennsylvania’s Governor last year proposed to close the state’s two 
defined benefit plans and move new hires into 401(k)-style individual accounts, exactly as proposed for 
OPERS. Pennsylvania also proposed spreading employer contributions to pay off the unfunded liability 
across all employees, including new hires who would not be in the defined benefit plans. Even so, three 
actuaries concluded that closing the state’s defined benefit pensions to new employees would lower 
investment returns, leading to a $40 billion increase in unfunded liabilities. The logic behind this result 
is that the time horizon for investing pension plan assets is limited by the shrinking period over which the 
closed pension plan members retire and then pass away.

Less Cost-Effective Pensions. Research and actual experience show that, for several reasons, defined 
contribution pensions are much less “efficient” (cost-effective) than defined benefit pensions.

Defined contribution pensions deliver lower investment returns, partly because individuals making 
investment choices do not match the returns of investment experts who manage defined benefit 
pooled funds and partly because individuals need to invest more conservatively as they approach 
retirement. By contrast, pension plans that retain a mix of young, mid-career, and older workers and 
retirees can maintain a diversified portfolio and invest for the long term

Defined-contribution plans have higher administrative costs because of the need to manage 
individual accounts and higher marketing (or educational) costs incurred to educate plan 
participants about their investment options.

DC plans have higher financial management and trading fees.

DC plans do not pool longevity risk. When individuals convert their accumulated savings into an 
annuity – a fixed payment until they die – their annuity payment is lower because the provider of the 
annuity knows an individual is more likely to purchase an annuity if they are in good health and have 
a longer-than-average life expectancy. Since defined benefit plans do pool longevity risk across tens 
of thousands of plan members, they can base annuity payments on the average life expectancy of the 
population.

Two recent National Institute on Retirement Security studies gauge the combined impact of all of these 
DC plan inefficiencies. These two studies conclude that defined contribution retirement plans cost 45% 
to 85% more in employee plus taxpayer contributions to deliver the same level of retirement security. An 
Economic Policy Institute/Retirement USA report independently came to a similar conclusion.

The Failed 401(k) Revolution. Oklahoma is at risk of rushing toward 401(k) style pensions at 
precisely the moment when many pension experts and business periodicals are having second thoughts 
about 401(k)s. The context for these second thoughts is increasing awareness of an emerging retirement 
security crisis in America. Even though many seniors still benefit from the 1960s to 1980s period when 
most private sector jobs came with a defined benefit pension, nearly half (48%) of the elderly population 
in America is “economically vulnerable.” (Economically vulnerable is defined as having an income that is 
less than two times the “supplemental poverty threshold,” a poverty measure more comprehensive than 
the traditional federal poverty line. )
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The rise of economic vulnerability among seniors has coincided with the switch from DB to DC plans. 
Since 1981, the share of private workers with defined benefit pensions has dropped from an estimated 
57% to 22%. Meanwhile, the share of private-sector employees with 401(k)-type savings accounts –zero 
before 1980 because they didn’t exist – reached 50% by 2011. (In 2011, an estimated 41% of private 
employees had neither a DC or DB retirement plan.) Half of American households age 55-64 (when 
retirement savings peak) who have a retirement savings account have $12,000 or less saved. The low 
savings in many 401(k) retirement plans, combined with low 401(k) returns, high costs, and the financial 
market risk to which 401(k)s expose individuals and families have led to the widespread criticism of 401
(k)s (Box 1).

Box 1. Recent Media Reports on 401(k) 
Retirement Savings Plans
Just how good are 401(k) retirement plans? A number of recent news and magazine articles 
recognize that they are a bad deal for workers, providing less retirement security than defined 
benefit pension plans. Here are some recent quotes from business magazines and other media 
sources that highlight how 401(k) plans are less cost effective than pension plans and produce 
less retirement security for working Americans.

The 401(k) – America’s big, troubled, $4 trillion retirement solution – was an 
accident

Quartz, February 3, 2014 (online at http://qz.com/173237/the-401k-americas-big-
troubled-4-trillion-retirement-solution-was-an-accident/)

“The result [of 401(k)s] besides providing an opportunity for businesses to avoid promising a 
regular retirement pension, was to put more of the onus on workers to save. Meanwhile, the fees 
charged by the private wealth managers of these tax-advantaged retirement funds has eaten into 
workers’ savings; an average two-earner family can pay $155,000, or nearly a third of their 
investment returns. For these reasons, another official involved in the creation of the [401(k)] 
law interviewed by Businessweek said “there are certainly times when I think it may have been a 
terrible mistake.”

Pension Plans Beat 401(k) Savers Silly — Here’s Why
Forbes, June 4, 2013 (online at 
http://www.forbes.com/sites/mitchelltuchman/2013/06/04/pension-plans-beat-
401k-savers-silly-heres-why/)

“Towers Watson, the global human resources consultant, found that pension-style plans beat 
401(k)-style offerings by nearly 3 percentage points in 2011, the latest study year. Pensions 
made investment returns of 2.74% while defined contribution plans lost money, banking 
-0.22%.
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It’s no fluke. [Defined benefit] [p]ension plans often beat 401(k) plans. … Part of the reason is 
mutual fund fees. Mutual funds in the plans studied had weighted average expenses of 65 basis 
points [0.65%] in 2011… ”

Retirement Gamble: Frontline’s Powerful Case for Taking Control of your 
Financial Future 
Time Magazine, April 23, 2013 (online at 
http://business.time.com/2013/04/23/retirement-gamble-how-fees-and-poor-
results-destroyed-your-401k/#ixzz2Ws85q2E6)

“Traditional pensions have been supplanted by 401(k) plans, which have proved to be massively 
ineffective as a primary source of retirement security. Billions of dollars in savings have leaked 
out of these plans over the years and trillions were wiped away in the market collapses of 2000 
and 2008.”

Abolish the 401(k): The real crisis facing America’s aging society is not Social 
Security, but private retirement plans
Salon.com, April 4, 2013 (online at 
http://www.salon.com/2013/04/04/abolish_the_401k/)

“But the risks, including risks from poor investments and the chance that you will retire during a 
stock market downturn, fall entirely on the individual. Even worse, many working-class and 
middle-class Americans with 401Ks are stealthily fleeced by money managers, who charge high 
and often difficult-to-find fees for allocating retirement money among stocks, bonds and other 
assets.”

The Greatest Retirement Crisis In American History 
Forbes, March 20, 2013 (online at 
http://www.salon.com/2013/04/04/abolish_the_401k/)

“Americans also know the great 401k experiment of the past 30 years has been a disaster. It is 
now apparent that 401ks will not provide the retirement security promised to workers. As a 
former mutual fund legal counsel, when I recall some of the outrageous sales materials the 
industry came up with to peddle funds to workers, particularly in the 1980s, it’s almost 
laughable—if the results weren’t so tragic.”

What Will Replace the 401(k)?
Time Magazine, March 21, 2012 (online at http://business.time.com/2012/03/21/what-
will-replace-the-401k/#ixzz2Ws9a3Kir)

“With little or no return for more than a decade—and just as baby boomers begin to retire—the 
savings crisis has pushed us to new levels of despair. More than half the population has less than 
$25,000 saved for retirement, according to the Employee Benefits Research Institute.”

Retirement overhaul: 401(k)s may not be the answer now
USA Today, October 23, 2009 (online at 
http://usatoday30.usatoday.com/money/perfi/retirement/2009-10-19-401k-
savings-retirement_N.htm)



“Now, we’re in a different world,” says Ted Benna, a retirement consultant who created the first 
401(k) plan in 1980 and is semi-retired. “How are we going to move forward from here? It will 
be interesting to see. And I am not going to lose any sleep if 401(k) doesn’t survive.”

Weakening Oklahoma’s Ability to Retain Experienced Public Servants. In her State of the 
State Address, Governor Fallin cited a new remuneration report conducted by Hay Consulting for the 
State of Oklahoma Compensation Committee. The report found that Oklahoma average and median 
salaries are well below (21.7% and 18.2%, respectively) those at a comparison Oklahoma private sector 
employer group constructed by Hay. Taking into account benefits, total remuneration (compensation) 
is 7.4% lower in Oklahoma state government than at the comparison private employer group.

These findings accord closely with national public vs. private compensation estimates generated using a 
different (and more transparent) methodology by Rutgers economist Jeff Keefe. Keefe found that state 
workers across the country earn compensation (wages plus benefits) 7.6% less than comparable private 
sector workers who have similar levels of education, experience, and other attributes that impact wages. 

The public-sector compensation gaps rises to 25% for workers with a bachelor’s degree (and the gap 
shrinks and reverses for the least educated groups).

The Hay and Keefe studies also agree that the public sector pays more of compensation in the form of 
benefits (and less in wages and salaries). While Governor Fallin considers Oklahoma’s high benefit 
payments “lopsided,” it makes sense for government employers to provide defined benefit pensions that 
are highly valued by the kind of career-oriented workers they hope to attract and retain, especially since 
government entities (unlike some private-sector employers) are well suited to taking on long-term 
pension liabilities.

Governor Fallin said in her State of the State speech that a switch to 401(k)-style pensions “allows 
flexibility for future public employees to take the money they have accrued with them if they change 
careers,” and argues that this will aid the state in recruitment. We think it is more likely that 401(k)s 
would exacerbate turnover in Oklahoma state government. The summary of the remuneration study 
points out (slide 3) that turnover is already a problem in Oklahoma state government: “Several years of 
no general funding for across-the-board raises, coupled with increased turnover, has [sic] caused 
concerns to the Executive and Legislative branch leadership, as well as the Employee Association, 
regarding compensation.” Such turnover has a high economic cost and also erodes the quality of public 
services. Defined benefit pensions are currently Oklahoma’s most powerful tool for retaining educated 
and experienced civil servants despite the significant sacrifices they make by accepting lower salaries. 
Giving up this retention tool could make turnover in Oklahoma state government a bigger problem, 
including in middle management and professional positions typically held by career civil servants.

A Misguided Step Backwards

In her State of the State address, Governor Fallin suggested that a switch to 401(k) retirement plans 
would (a) stabilize Oklahoma pensions financially, (b) eliminate “an outdated, mid-20th century pension 
system,” and (c) allow the state government to catch up to the private sector. How do these claims stand 
up against the research reviewed in this brief?

(a) A switch to 401(k)’s would destabilize Oklahoma’s pensions financially, potentially saddling taxpayers 
with billions of dollars in additional debt.
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(b) Oklahoma’s defined-benefit pensions are actually the norm for the U.S. public sector – with early four 
out of five (78%) state and local government employees in the United States having defined benefit 
pensions. Defined benefit pensions well match the stability of government and the need to give 
underpaid middle- and upper-level public employees an incentive to accept a career of economic sacrifice.

(c) Why would Oklahoma want to “catch up” with a private sector trend that is threatening middle class 
retirement security? The Governor implies that the private sector shift away from 401(k)s had something 
to do with employee choice, resulting because the defined benefit pension model “didn’t appeal to a more 
mobile workforce in today’s modern economy.” In fact, private employees did not “choose” to switch from 
middle-class defined-benefit pensions to 401(k) accounts to which most employers contribute little or 
nothing. This switch was driven by employers’ desire to cut costs and offload most of their responsibility 
for retirement plans.

In sum, Oklahoma should not try to catch up with a private sector retirement security model that would 
impose a large transition cost on taxpayers; result in inefficient retirement plans that give Wall Street 
managers of 401(k) accounts more money but Main Street, Oklahomans less money in their retirement; 
and leave too many workers with little or nothing in retirement savings.
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