
 
 
 

 

FACTS ON STATE AND LOCAL GOVERNMENT PENSIONS  
Retirement systems remain a small portion of state and local government budgets. State and local government 
pensions are not paid out of general operating revenues, but instead, a trust that public retirees and their employers contributed to 
while they were working. The portion of state and local government spending dedicated to retirement system contributions is about 
three percent.1 While some pension trusts are fully funded (they have enough assets in the trust now for all pension obligations), 
following the recent market decline, plans will need to increase their contribution levels to five percent on average to return to full 
funding.2

Public pension plans are not in crisis. Most state and local government employee retirement systems have substantial 
assets to weather the economic crisis; those that are underfunded are taking steps to strengthen funding. It is important to 
understand that pensions are funded and paid out over decades. There is currently $2.7 trillion already set aside in pension trusts for 
current and future retirees. Further, state and local government retirees do not draw down their pensions all at once. Employees 
must reach certain age and/or years of service before they are eligible for a pension; once retired, they must receive their pension in 
installments over their retirement years (as an annuity).  

 The unprecedented number of benefit and financing changes in public plans over the last few years will help to keep any 
required increases to a minimum.  

State and local governments are already taking steps to secure their pensions for the long-term. More state 
and local governments enacted significant modifications to improve the long-term sustainability of their retirement plans in 2010 
than in any other year in recent history. In the past few years, nearly two-thirds of states have made changes to benefit levels, 
contribution rate structures, or both; many local governments have made similar fixes to their plans.3

Public employees share in the financing of their pension, which in many cases is in lieu of Social Security. 
The vast majority of public employees are required to contribute a portion of their wages—typically five to ten percent—to their 
state or local pension, and these contribution rates are being raised in many state and local governments. Employee contributions 
along with investment returns comprise the majority of public pension fund revenues. The average retirement benefit for public 
employees is $22,600 and for many of them, including nearly half of all teachers and over two-thirds of firefighters and public safety 
officers, it is in lieu of Social Security. State and local salaries on which these pensions are based are lower than those for private 
sector employees with comparable education and work experience, even when benefits are included.
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Pension dollars help the economy of every jurisdiction. Public employees live in every city and county in the nation; 
more than 90 percent retire in the same jurisdiction where they worked. The over $175 billion in annual benefit distributions from 
pension trusts are a critical source of economic stimulus to communities throughout the nation, and act as an economic stabilizer in 
difficult financial times. Recent studies have documented public retirement system pension distributions annually generate over $29 
billion in federal tax revenue, more than $21 billion in annual state and local government tax revenue, and a total economic impact 
of more than $358 billion.
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Long-term investment returns of public funds continue to exceed expectations.  Since 1985 – a period that has 
included three economic recessions and four years of negative median public fund investment returns – actual public pension 
investment returns have exceeded assumptions.

 

7 For the 25-year period ended 12/31/09, the median public pension investment 
return was 9.25%.8 Moreover, for the year ended 6/30/10, this return was 12.8%.9 These actual returns exceed the 8% average 
public pension investment assumption, as well as the average assumed rate of return used by the largest corporate pension plans.10

State and local government retirement systems do not require, nor are they seeking, Federal financial 
assistance. The great strides made in the ability of state and local government retirement systems to ensure that more than 20 
million working and retired public employees have financial security in retirement have been achieved without Federal intervention. 
One-size-fits-all Federal regulation is neither needed nor warranted and would only inhibit recovery efforts already underway at the 
state and local levels. 
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