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Abstract

Pensions are supposed to provide economic security. This security
could quickly turn to anxiety and economic hardship as union pen-
sion failures rise, pushing the Pension Benefit Guaranty Corporation
(PBGO) that insures them into insolvency. Many union pensions have
promised significantly more than they can pay, and the PBGC has
guaranteed more than it can insure. Policymakers need to act quickly
to avoid drastic pension cuts or the dangerous precedent of a mas-
sive taxpayer bailout. In the near term, policymakers should end the
favored treatment of union pensions and the PBGC’s multiemployer
program. In the long term, the best outcome may include significant
changes in the structure of union-run pensions and devolving the
PBGC to the private sector.

growing number of private, multiemployer pension plans are

projected to become insolvent over the coming years, as is the
Pension Benefit Guaranty Corporation (PBGC), the government
entity that insures them. Absent substantial reform, the PBGC will
be unable to pay promised benefits to the retirees of the failed pen-
sion plans that it insures. If Congress does not alter the rules gov-
erning multiemployer pensions and the PBGC’s multiemployer pro-
gram, millions of workers could lose most or all of their promised
pension benefits or federal taxpayers could be forced to finance an
expensive bailout of private, union pensions.

Numerous factors are to blame for the underfunding of multi-
employer pensions, including misaligned risks and incentives, poor
management, declining industries, an aging workforce, and the recent
financial crisis. In short, the structure and regulation of multiemployer
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KEY POINTS

m Absent reform of union pensions
and the PBGC's multiemployer
program, current workers and
retirees could be left with mere
pennies on the dollar in promised
pension benefits, or taxpayers
could be forced to bail out the
often reckless actions of union
pension trustees.

m Many union pensions have taken
advantage of favored rules and
regulations, engaging in reckless
actions and assumptions that
contributed to financial shortfalls
and insolvencies.

m Policymakers should end favored
treatment of union pensions.
Union pensions should face the
same rules and regulations as
non-union pensions and the
PBGC's multiemployer (union)
program should be structured
more like its single-employer
(non-union) program.

m |n addition to immediate reforms
to protect pensioners and tax-
payers, policymakers need to
address the flawed structure
and incentives inherent in union
pensions and the PBGC's multi-
employer program. This could
include union-only management
and devolving the PBGC's role to
the private sector.
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pensions are deeply flawed, and the PBGC insurance
that is supposed to improve retirement security has
instead reduced the incentives for pension plans to
remain solvent by promising benefit protection that
the PBGC will soon be unable to provide.

The reforms necessary to maintain solvency,
including cuts in promised and insured benefits,
will be difficult to achieve. However, swift action can
minimize losses for pension beneficiaries and pro-
tect taxpayers from a federal bailout.

What Is the PBGC?

The Pension Benefit Guaranty Corporation was
created under Title IV of the Employee Retirement
Income Security Act (ERISA) of 1974.! Prompted in
large part by closure of a Studebaker automobile plant
in 1963, which left more than 4,000 workers with
little to nothing of their promised pension, ERISA
sought to protect workers from pension losses. This
included establishing the PBGC, a government agen-
cy, to provide mandatory pension insurance to all pri-
vate companies with defined-benefit plans.

Nearly all private pension plans are required to
participate in the PBGC by paying annual, per-work-
er premiums.? The PBGC insures pension benefits
for more than 41 million workers and retirees across
nearly 24,000 private pension plans.? In comparison,
state and local government pensions cover about 27
million individuals, and the federal pension sys-
tems cover about 5.3 million individuals.* Since the
PBGC’s establishment in 1974, roughly 4,700 private
pension plans have failed, leaving the PBGC respon-
sible for paying insured benefits to more than 1.5
million individuals today.®

The PBGC reports to the Department of Labor
and Department of the Treasury, which govern the
ERISA rules and tax laws for pension plans. Unlike
other government agencies, such as the Federal
Deposit Insurance Corporation (FDIC), the PBGC
cannot set its own premiums or benefits, but relies
on Congress to set them.® Without the ability to set
premiums or benefits, the PBGC effectively has no
control overits financial outlook and future solvency.

Without the ability to set premiums
or benefits, the PBGC effectively
has no control over its financial
outlook and future solvency.

The PBGC’s Two Programs: Single
Employers and Multiemployers

The PBGC has two separate insurance programs:
one for single-employer plans and one for multiem-
ployer plans. As the names suggest, the PBGC’s sin-
gle-employer program insures pension plans that
represent only one employer, and its multiemployer
program insures pension plans that represent mul-
tiple employers, typically in a particular industry
such as construction or trucking.

Different Plan Structures. Single-employer
plans are pension plans that individual employers
offer exclusively to their employees. The PBGC’s
single-employer program guarantees benefits for
roughly 31 million workers across more than 22,000
single-employer pension plans.” To date, the PBGC

Patrick Purcell and Jennifer Staman, “Summary of the Employee Retirement Income Security Act (ERISA),” Congressional Research Service
Report for Congress, April 10, 2008, http://www.nccmp.org/resources/pdfs/other/Summary%200f%20ERISA.pdf (accessed April 29, 2015).
Certain pension plans are not required to participate in the PBGC. They include plans provided by church groups; professional service
employers (such as doctors and lawyers) with fewer than 25 covered employees; and federal, state, and local governments.

Pension Benefit Guaranty Corporation, Annual Report, Fiscal Year 2014, November 17, 2014, http://www.pbgc.gov/about/reports/ar2014.html
(accessed May 14, 2015).

See U.S. Government Accountability Office, “State and Local Government Pension Plans: Economic Downturn Spurs Efforts to Address
Costs and Sustainability,” March 2012, http://www.gao.gov/assets/590,/589043.pdf (accessed April 30, 2015), and U.S. Office of Personnel
Management, “Federal Funds: Salaries and Expenses,” http://www.whitehouse.gov/sites/default/files/omb/budget/fy2014 /assets/opm.html
(accessed June 1, 2015). The 5.3 million covered by the federal pension systems includes the Civil Service and Retirement Disability Fund,
which covers both the Civil Service Retirement System (CSRS) and the Federal Employees Retirement System (FERS). In 2014, there were an
estimated 2.7 million active employees and 2.6 million annuitants.

Pension Benefit Guaranty Corporation, Annual Report, Fiscal Year 2014.

Paula Aven Gladych, “The PBGC's Perfect Storm,” BenefitsPro, November 26, 2013,
http://www.benefitspro.com/2013/11/26/the-pbgcs-perfect-storm (accessed April 30, 2015).

Pension Benefit Guaranty Corporation, Annual Report, Fiscal Year 2014.
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has provided insured benefits to nearly 4,500 failed
single-employer plans representing nearly 2 million
vested workers and retirees.?

Multiemployer plans are collectively bargained
union pension plans whereby multiple employers—
usually within the same industry—contribute to a
shared plan. These plans most often occur in indus-
tries such as trucking and construction in which
workers frequently switch back and forth between
employers. The PBGC’s multiemployer program
guarantees private pension benefits for about 10
million workers across roughly 1,400 multiemploy-
er pension plans.’ To date, the PBGC has provided
financial assistance to more than 70 failed multiem-
ployer plans.'®

Multiemployer plans rely on collective bargain-
ing, with unions appointing half of the trustees who
oversee plan operations. Multiemployer plans were
established with the goal of pooling resources across
employers to offer a pension plan and to allow indi-
viduals in a particular industry to maintain their
pension while working for different employers.

Multiemployer plans can offer greater protec-
tion for employees, at least initially, because the
multiemployer pension plan continues to pay prom-
ised benefits to “orphaned” beneficiaries of bank-
rupt employers. This increases costs for remaining
employers in the multiemployer plan, but the shared
liability across multiemployer plans acts as a first
stage of insurance protection. For single-employ-
er plans, the PBGC acts as this first stage of insur-
ance protection.

Different PBGC Premiums and Benefits.
PBGC benefits differ significantly depending on
whether the failed plan was a single-employer plan
or multiemployer plan. Annual benefits for workers
of failed multiemployer plans are capped at $12,870

per year, while beneficiaries in the PBGC’s single-
employer program canreceive up to $60,136 per year,
depending on work history and other factors."

The PBGC’s cap for multiemployer benefits is
often significantly less than workers’ promised ben-
efits, but the plan structure is supposed to serve as
an additional layer of insurance protection because,
when one employer goes bankrupt, the pension obli-
gations of that insolvent employer are spread across
remaining employers in the multiemployer plan.
Largely due to the lower benefit cap and the addi-
tional layer of protection, multiemployer plan pre-
miums are significantly lower than single-employer
premiums. The current multiemployer premium is
$26 per year per plan participant compared with $57
per year for single employers. On top of the per-par-
ticipant premium, single employers pay a variable-
rate premium (VRP) that depends on their plan’s
unfunded vested benefits (UVBs). The 2015 variable
rate is $24 per $1,000 of UVBs, with a cap of $418
per participant.’* Additionally, certain distressed
or involuntary single-employer pension plan ter-
minations are required to pay a termination fee of
$1,250 per participant for three years after the plan’s
termination.”

PBGC premiums are much higher than just a few
years ago. The Bipartisan Budget Act of 2013 near-
ly tripled single employers’ VRP, from $9 in 2013 to
$24 today and the Multiemployer Pension Reform
Act of 2014 (MPRA) increased single employer’s flat
premium from $49 in 2014 to $57 in 2015. For multi-
employer plans, scheduled increases along with the
MPRA nearly tripled the multiemployer premium
from $9 as recently as 2012 to $26 today."*

Different Governance. Although both single-
employer and multiemployer plans must conform
to the general ERISA requirements and tax laws

8.  Pension Benefit Guaranty Corporation, 2012 Pension Insurance Data Tables, Tables S-3 and S-12,
http://www.pbgc.gov/documents/2012-Data-Book-Tables.pdf (accessed June 2, 2015).

9. Ibid.
10. Ibid., Table M-4.

1. Pension Benefit Guaranty Corporation, “PBGC Maximum Insurance Benefit Level of 2015,” October 27, 2014,
http://www.pbgc.gov/news/press/releases/pri4-12.html (accessed April 16, 2015). Individuals who retire after age 65 can receive higher
guaranteed benefits than the $60,136 maximum, which applies to individuals retiring at age 65.

12.  Pension Benefit Guaranty Corporation, “Premium Rates,” http://www.pbgc.gov/prac/prem/premium-rates.html (accessed April 16, 2015).

13.  The termination fee for certain recent airline plan terminations is $2,500 per participant for three years. Pension Benefit Guaranty Corporation,

2012 Pension Insurance Data Tables, Table S-39.

14. The multiemployer plan premium was $9 per participant from 2008 to 2012 and $12 in 2013 and 2014, and it was scheduled to rise to $13 in
2015. The MPRA of 2014 increased the multiemployer premium to $26 beginning in 2015 and indexed the premium to wages.
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pertaining to pension plans, the two plan types face
substantial differences in governance and the rules
for calculating assets and liabilities.

Each multiemployer plan is governed by a board
of trustees on which employer representatives and
union representatives are equally represented.”®
Trust documents of a plan typically specify how
many trustees make up the board and how they are
appointed or elected. Trustees serve as fiduciaries
of the pension plan and must act exclusively for the
benefit of the participants and beneficiaries.

Multiemployer plan trust agreements generally
specify how benefits are determined. Some plans
give their trustees the authority to determine plan
design and benefits while other plans leave those
decisions to the collective bargaining process and
then give the board of trustees the authority to deter-
mine and collect sufficient fund contributions.'* Ifan
employer is delinquent in making the required con-
tributions, a multiemployer pension plan can sue the
employer under Section 502(g) of ERISA to obtain
delinquent payments plus interest, liquidated dam-
ages, court fees, and reasonable attorney fees."”

The ability of plans to sue employers is an impor-
tant distinction between single and multiemployer
plans. Without such ability, multiemployer plans
would have little control over contributions, and
delinquent employers could drive up the costs of
the plan.

Different Regulations: Multiemployer Plans
Assume Unrealistic Returns. When calculating
future assets and liabilities, pension plans rely on a
variety of assumptions, such as life expectancies and
interest rates earned on plan assets. While federal
law requires single-employer pension plans to use
interest rate assumptions that reflect current rates

when calculating their liabilities, multiemployers
can effectively use whatever interest rate assump-
tions their trustees deem reasonable.”® Conse-
quently, multiemployer plans assume a significantly
higher interest rate which drastically reduces their
unfunded liabilities."

Even small changes in interest rate assumptions
can profoundly affect plans’ unfunded liabilities.
Multiemployer plans assume an interest rate almost
twice that required by single employers: multiem-
ployer plans commonly assume a 7.5 percent rate,
while single-employer plans must use a roughly 4.5
percent rate.?° This translates into a huge difference
in plans’ estimated unfunded liabilities.

For example, a single $30,000 annual pension
requires wildly different contributions depending
on whether the beneficiary is in a single-employer
or multiemployer plan. Using a specified 4.5 per-
cent interest rate and 20-year life expectancy (from
date of benefit eligibility), a single employer’s esti-
mated net present value of that benefit—the money it
should have on hand today to pay the future benefit—
would be 28 percent higher than a multiemployer’s
estimate with its a chosen rate of 7.5 percent.

Higher interest rate assumptions go a long way
in improving multiemployer plans’ stated financial
positions, but they do nothing to change actual sol-
vency. Rather, they let employers skimp on contri-
butions, ultimately meaning that plans cannot pay
their promised benefits.

Interest rates are not the only assumption left
to the discretion of multiemployer plans. They also
can set their own mortality rate assumptions—that
is, the estimates of how long their plan beneficiaries
will live. By assuming shorter life expectancies, mul-
tiemployer plans can reduce their contributions.

15. International Foundation on Employee Benefit Plans, “What Is a Multiemployer Plan?”
https://www.ifebp.org/news/featuredtopics/multiemployer/Pages/default.aspx (accessed April 30, 2015).

16. Ibid.

17.  Pension Benefit Guaranty Corporation, “Introduction to Multiemployer Plans,”
http://www.pbgc.gov/prac/multiemployer/introduction-to-multiemployer-plans.html (accessed April 30, 2015).

18. Single-employer pension plans must use the yield curve for investment-grade corporate securities or the three-year average of three different
segment rates, for example, 0-3 year corporate bonds, 3-5 year corporate bonds, and 5+ years corporate bonds. Multiemployer plan trustees
can use whatever rate they deem reasonable, which the law explains as taking into account the experience of the plan and reasonable
expectations for the anticipated experience of the plan. ERISA § 4213(a)(1).

19.  October Three, "Multiemployer Plans in Crisis,” June 29, 2013, http://www.octoberthree.com/news/article/Multiemployer-plans-in-crisis,

(accessed April 30, 2015).

20. U.S. Government Accountability Office, “Pension Plan Valuation: Using Multiple Measures to Offer a More Complete Financial Picture,”
September 2014, http://www.gao.gov/assets/670/666287.pdf (accessed May 14, 2015).
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CHART1

Example: How Multiemployer Plans
Understate Their Liabilities
By assuming high interest rates and low life

expectancies, multiemployers hide their
unfunded liabilities.

NET PRESENT
VALUE IN DOLLARS

$512,440

$460,635

$354,648

Multi- Single Single
Plan Type employer employer employer
Interest Rate 7.5% 4.5% 4.5%
Life
Expectancy 20 years 20 years 23 years

Source: Author's calculations based on an initial pension benefit
of $30,000 per year with a 2 percent annual cost-of-living
adjustment.

BG 3029 R heritage.org

In November 2014, the Society of Actuaries updat-
ed its mortality tables, projecting that the average
55-year-old female alive today will live 3.3 years lon-
ger than projected in 2000 and the average male will
live 2.2 years longer.?! These increased life expec-
tancies are projected to add 3 percent to 10 percent
to pension plan liabilities. Single-employer pension
funds cannot ignore these higher life expectancies;

they must account for them through increased con-
tributions. However, multiemployer and public pen-
sion plans can choose whether or not to take these
new projections into account.??

Adding three years in projected life expectancy
would add nearly $35,000 in projected liabilities
for a single employer’s $30,000 pension benefit, but
multiemployer plans can choose to ignore these
increases. If they do, the previous 28 percent gap in
estimated liabilities between single employers and
multiemployers for the exact same pension benefit
rises to 39 percent. The lack of proper regulations
concerning multiemployer plans effectively allows
multiemployers to contribute significantly less to
pay the exact same benefit as multiemployers. Based
on the financial outlook of single employers versus
multiemployers, it is clear which set of assumptions
is superior.

Different Treatment for Failed Pension Plans.
When a single employer’s pension plan becomes
insolvent, the PBGC takes over the plan and directly
pays its beneficiaries based on PBGC-insured ben-
efits. In contrast, when a multiemployer plan effec-
tively becomes bankrupt (usually by all employers
exiting the plan), the plan and its trustees remain
in place and the PBGC provides “loans” to the plan
to pay the PBGC-guaranteed benefits. Since these
loans are made to insolvent plans, there is no expec-
tation of repayment. In the PBGC’s history, only one
of 53 insolvent multiemployer plans has ever repaid
itsloans.*

Financial Outlook

The PBGC’s single-employer program is improv-
ing, but the multiemployer program is facing a down-
ward spiral.

According to the PBGC’s November 2014 annual
report, the PBGC has a combined deficit or unfunded
liability of $61.8 billion. This marks a huge increase
from $35.6 billion in 2013.%*

21. Aon Hewitt, “Society of Actuaries Finalizes New Mortality Assumptions,” November 2014,
http://www.aon.com/attachments/human-capital-consulting/2014_Society-of-Actuaries-Finalizes-New-Mortality-Assumptions_WP.pdf

(accessed April 30, 2015).

22. BDO, “The Higher Costs of Living Longer, New Mortality Tables Issued,” EBP Commentator, Fall 2014,
http://hbkcpa.com/images/uploads/newsletters/BDO_EBP_Commentator_SE_Dec_14.pdf (accessed May 1, 2015).

23. Charles Jeszeck, “Private Pensions: Multiemployer Plans and PBGC Face Urgent Challenges,” testimony before the Subcommittee on Health,
Employment, Labor, and Pensions, Committee on Education and the Workforce, U.S. House of Representatives, March 5, 2013,
http://www.gao.gov/assets/660,/652687.pdf (accessed April 16, 2015), and Pension Benefit Guaranty Corporation, Annual Report, Fiscal Year 2014.

24. Pension Benefit Guaranty Corporation, Annual Report, Fiscal Year 2074.
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CHART 2

“Guaranteed" Pension Benefits
Could Drop More Than 90 Percent

Current workers and retirees with
multiemployer pensions could be left with
pennies on the dollar if their plans fail and
the PBGC becomes insolvent—or worse,
nothing if the PBGC goes bankrupt.

$24,000

POTENTIAL DECLINE OF
PROMISED PENSION BENEFITS

$12,870

PBGC
Insured

PBGC
Insolvent

PBGC
Bankrupt

Promised

Source: Charles Jeszeck, “Private Pensions: Multiemployer Plans
and PBGC Face Urgent Challenges,” testimony before the
Subcommittee on Health, Employment, Labor and Pensions,
Committee on Education and the Workforce, U.S. House of
Representatives, March 5, 2013,
http:/www.gao.gov/assets/660,/652687.pdf (accessed April
(accessed April 16, 2015).
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Although the combined PBGC deficit rose in 2014,
the increase was entirely due to the multiemployer
program. The deficit for single employers declined by
$8.0 billion (29 percent) from $27.4 billion to $19.4
billion. Meanwhile, the deficit for multiemployers
increased more than fivefold from $8.3 billion to
$42 .4 billion.*

These projections do not include the estimated
impact of the Multiemployer Pension Reform Act
of 2014. These reforms, particularly the premium
increases, will boost the PBGC’s finances, but not
nearly enough to prevent insolvency for the multi-
employer program.

Insolvent Multiemployer Program. The mul-
tiemployer program is under severe financial stress.
According to the PBGC’s 2014 report (which preced-
ed the MPRA reforms):

PBGC’s multiemployer program is itself on
course to become insolvent with a significant risk
of running out of money in as little as five years....
When the program becomes insolvent, PBGC
will be unable to provide financial assistance to
pay guaranteed benefits for insolvent plans.2°

Precisely when the program will become insol-
vent is highly contingent upon the insolvency of two
large, highly underfunded plans: the Central State
Teamsters and the United Mineworkers. According
to recent testimony by the Government Account-
ability Office, the insolvency of either of these two
large, deeply troubled multiemployer plans would
make PBGC insolvent within two to three years.*”

Insolvency of the PBGC’s multiemployer pro-
gram would affect an estimated 1 million of the 10.4
million workers insured under the PBGC’s multiem-
ployer program.?® Upon insolvency, PBGC beneficia-
ries would experience a steep decline in benefits. For
example, arecent Government Accountability Office
(GAO) report states:

If the [multiemployer] fund were to be drained by
the insolvency of a very large and troubled plan,
we estimate the benefits paid by PBGC would be
reduced to less than 10 percent of the guarantee
level. In this scenario, aretiree who once received
[a] monthly benefit of $2,000 and whose benefit
was reduced to $1,251 under the guarantee would
see monthly income further reduced to less than
$125, or less than $1,500 per year.*

25. Ibid.
26. Ibid.

27. Jeszeck, "Private Pensions.”

28. Pension Benefit Guaranty Corporation, Annual Report, Fiscal Year 2014.

29. Jeszeck, "Private Pensions.”
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In other words, a worker who was promised an
annual pension of $24,000 per year would receive
only $1,500 per year, or six cents for every dollar of
promised benefits. As the number of PBGC benefi-
ciaries rises and PBGC contributions decline, bene-
fits will continue to fall and eventually cease to exist.

Such massive underfunding is unheard of in the
private sector, where insurance companies must
properly align premiums and benefits to attract
and maintain customers. However, the PBGC is not
a private company: It has no authority over its pre-
miums or benefits, which are set by Congress, and it
does not need to compete with other pension insur-
ers because virtually all private pension plans must
purchase PBGC insurance.

The premium increases and other reforms enact-
ed in the MPRA mark a positive first step toward
improving the PBGC’s multiemployer program, but
these reforms merely delay insolvency. Preventing
insolvency will require much more.

Many Multiemployer Pensions Face Down-
ward Spiral. Originally considered an advantage,
the structure of multiemployer pensions is now con-
tributing to a downward death spiral for some plans.

While multiemployer plans have the benefit of
being able to withstand the bankruptcy of one or a
few small employers, there is a limit to how many
bankruptcies a multiemployer plan can sustain. As
certain industries have declined and more and more
employers have closed shop, the remaining employ-
ers bear the burden of supporting not only their own
retirees, but also those of their previous competitors.
In 1980, multiemployer pension plans had about
three active workers supporting every retiree. Today,
retirees outnumber active workers, leaving less than
one worker to support every retiree.*° For under-
funded plans, this effectively means that employers
must contribute more than twice as much to sustain
promised pension benefits.

The addition of new employers to plans would
help to shore up their solvency, but employers would
be crazy to join troubled multiemployer plans. That
would be tantamount to agreeing to liquidate their
company’s assets to pay the employee pensions of
bankrupt companies.

Unable to attract new blood, troubled multi-
employer pension plans face a catch-22: The very
actions that are necessary to increase many multi-
employer plans’ solvency could actually hasten their
insolvency. Troubled plans need to raise contribu-
tion rates to remain solvent, but that could force the
remaining employers out of business, leaving fewer
employers to shoulder an even greater liability. For
example, the troubled United Mineworkers pen-
sion fund raised its contribution rate by 10 percent
to $6.05 per hour per union employee. This is a large
amount considering that the minimum wage is $7.25
per hour. Yet to make the plan solvent over the long
run, contribution rates would need to rise to more
than $25 per union employee hour.*

Similarly, plans could help to prevent healthy
employers from exiting the plan by raising with-
drawal liabilities, but that would also prevent trou-
bled employers from leaving the plan and could
drive those employers toward bankruptcy more
quickly. If an employer is likely to go bankrupt, the
plan is typically better off if that employer with-
draws before going bankrupt because the employer
will pay a withdrawal penalty and no new accruals
will be added to the plan’s liabilities.

Just to keep treading water, many multiem-
ployer pension plans will need to unjustly burden
remaining employers and active workers with high-
er contribution rates. But these higher costs will
only exacerbate employment declines in the affect-
ed industries.

Short-Sighted Deficit Reporting Masks
Underfunding. As bad as the PBGC’s multiem-
ployer program appears, its actual unfunded liabili-
ties are even greater than reported. Total liabilities
are masked by the fact that the PBGC reports only
unfunded liabilities that it expects to incur over the
next 10 years. In other words, the liabilities of any
plans that are expected to become insolvent in 11
years or more are excluded. In contrast, Social Secu-
rity reports a 75-year unfunded liability.

Consequently, the addition of the Central States
Teamsters and United Mineworkers plans (two very
large multiemployer plans) to the “probable insol-
vency” category caused the PBGC’s multiemployer

30. U.S. Department of Labor, U.S. Department of the Treasury, and Pension Benefit Guaranty Corporation, “Multiemployer Pension Plans,”
January 22, 2013, http://www.pbgc.gov/documents/pbgc-report-multiemployer-pension-plans.pdf (accessed May 14, 2015).

31.  Matt Jaremsky and Timothy Puko, “Coal Companies Get Reprieve on Pension Costs,” The Wall Street Journal, April 22, 2015,
http://www.wsj.com/articles/coal-companies-get-reprieve-on-pension-costs-1429733342 (accessed April 24, 2015).
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unfunded liability to surge by $26.3 billion in 2014.
The addition of another 14 plans to the probable cat-
egory accounted for another $9 billion of the total
$34.2 billion increase in PBGC’s multiemployer
unfunded liability.**

The fivefold increase in the PBGC’s multiem-
ployer deficit in 2014 provides a perfect example
of why the 10-year period is both misleading and
detrimental to the program’s solvency. As recent-
ly as 2008, the PBGC reported a deficit of less than
$500 million. A mere six years later, the 2014 deficit
increased nearly 100-fold to more than $42 billion.
PBGC actuaries have been aware of the program’s
longer-term troubles for some time, but the focus
on 10-year unfunded liabilities has masked the pro-
gram’s shortfalls and hindered necessary reforms.

What Happens When PBGC’s Multi-
employer Program Becomes Insolvent?

Multiemployer pensions face a downward spiral.
As more and more plans fail, the PBGC’s multiem-
ployer program will take on massive liabilities that
will, without monumental reform, quickly drive
the PBGC’s multiemployer program to insolvency.
When that happens, who will bear the burden?

The natural consequence of insolvency or bank-
ruptcy is a loss for creditors. In the case of the PBGC,
those creditors are the beneficiaries of failed pen-
sion plans. If the PBGC becomes insolvent, workers
who were promised pension protection will be left
with nothing, unless Congress decides to step in and
push the cost of their failure onto taxpayers.

Taxpayers on the Hook? Taxpayers should not
be on the hook for the PBGC’s unfunded liabilities
because the PBGC is and always has been a self-
financed program. According to ERISA, the “Unit-
ed States is not liable for any obligation or liability
incurred by the corporation.”s?

Nevertheless, when a million or more retired
workers stand to lose their entire pensions, there
will no doubt be calls for some sort of bailout. Unions
representing workers who stand tolose theirinsured
pensions will no doubt lobby Congress for a taxpayer

CHART 3
2000 '02 '04 ‘06 ‘08 10 12 14
- $500 million:
projected
deficit
FIGURES IN BILLIONS in 2008
Short-Sighted
Reporting Causes
Huge Deficit
Swings, Masks
Shortfalls
Agencies such as Social
Security report their
financial position over a
75-year horizon. The PBGC
only includes liabilities it
expects to incur within 10
years, ignoring the
obligation of any plans
projected to fail 11 or more $42 billion:
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bailout, even though union trustees stood at the
helm of bankrupt multiemployer pension plans.

Regrettably, the recent bailouts of Fannie Mae,
Freddie Mac, and the auto industry set a dangerous
precedent that federal taxpayer dollars can be used
to prop up insolvent government entities and private
corporations.®*

A taxpayer bailout of the PBGC’s multiemployer
program would effectively force taxpayers to:

32. Rachel Greszler, “Taxpayers May Be on the Hook for Another Massive Bailout. This Time, It's the Unions Who Might Benefit,” The Daily Signal,
November 24, 2014, http://dailysignal.com/2014/11/24/taxpayers-may-hook-another-massive-bailout-time-unions-might-benefit/.

33. See Employee Retirement Income Security Act of 19744002 §1302(g)(2) and 29 U.S. Code 1302 §(g)(2).

34. James Sherk and Todd Zywicki, “"Auto Bailout or UAW Bailout? Taxpayer Losses Came from Subsidizing Union Compensation,” Heritage
Foundation Backgrounder No. 2700, June 13, 2012, http://www.heritage.org/research/reports/2012/06/auto-bailout-or-uaw-bailout-

taxpayer-losses-came-from-subsidizing-union-compensation.
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m Insure a small subset of the population against
economic and industry-specific risks, even
though other taxpayers who suffered similar
losses of retirement savings and other financial
struggles receive no protection, and

m Back the sometimes reckless and even deceptive
practices of certain union pension plans.

With an estimated unfunded liability of $42.4 bil-
lion, a bailout could cost American families $350 per
household.?® Yet this would cover only the next 10
years of insolvencies. Covering all future insolven-
cies and the PBGC’s single-employer program could
cost significantly more.

However, a pension bailout would not stop with
the PBGC. State and local pensions are underfunded
by as much as $3 trillion.? If the government bails
out private pensions, it will have difficulty not bail-
ing out public pensions, such as those for teachers
and firefighters. At roughly $25,000 per household, a
public pension bailout is simply not feasible—at least
not without crippling economic effects.

Unions Counting on a Bailout. Trustees of
troubled multiemployer pensions have known of
their impending insolvency for some time. Yet these
trustees, half of whom are union representatives,
have often done little to nothing to preserve solven-
cy. Despite purporting to represent members’ best
interests, some union representatives have failed to
negotiate changes—such as lower wages in exchange
for higher pension contributions or reduced benefits
for new workers—that would protect the pension
plans for the workers they represent.

Instead, they have often sat idly by and allowed
the financial status of their members’ pension plans
to continue to deteriorate, often while proclaiming
the great promised benefits of those plans. These
union trustees have either not acted in the best inter-
est of their members—in which case they are violat-
ing their fiduciary responsibility—or are counting on
taxpayers to bail out their broken promises.

Although no private-sector pension has received
a bailout to date, bailout legislation has been pro-
posed. In 2010, Representative Earl Pomeroy (D-
ND) introduced the Preserve Jobs and Save Benefits
Act (H.R. 3976), which would raise the PBGC’s maxi-
mum guarantee for multiemployer pension benefits
from $12,870 to $21,000 and would create a fifth
PBGC fund that would explicitly use taxpayer funds
to pay PBGC-insured benefits for orphaned multi-
employer beneficiaries. Aside from the obvious bail-
out, this proposal would exacerbate the PBGC’s mul-
tiemployer shortfall and move up its projected date
of insolvency by increasing benefits. Any legitimate
proposal must improve—not weaken—the solven-
cies of multiemployer pensions and the PBGC.

Despite its title “Solutions Not Bailouts,” a report
from the National Coordinating Committee for
Multiemployer Pensions (NCCMP), effectively pro-
poses a bailout by suggesting that Congress explore
afederal government guarantee on bond offerings to
reduce multiemployer pension shortfalls. A federal
bond guarantee would grant deeply troubled pen-
sion plans access to essentially unlimited funding,
leaving them little incentive to address their insol-
vency and ultimately leaving taxpayers footing the
bill when the plan cannot pay the interest or prin-
cipal due on those bonds. Aside from this troubling
provision, the NCCMP proposal contains some pro-
ductive reform options, many of which were includ-
ed in the Multiemployer Pension Reform Act of 2014.

Americans Cannot Afford a Pension Bail-
out. America faces a retirement crisis and private-
sector pensions are only the tip of the iceberg. State
and local pensions are underfunded by trillions of
dollars. Social Security and Medicare face unfund-
ed obligations of nearly $49 trillion.?” Current and
future taxpayers will have a hard enough time sav-
ing for their own retirements. They cannot afford
to fund America’s insolvent entitlement programs,
much less serve as the backstop for underfunded pri-
vate union pensions.

35. According to the U.S. Census Bureau, there were 122,459,000 households in 2013. Dividing $42.4 billion by the number of households results
in an average cost of $347 per household. U.S. Census Bureau, “America’s Families and Living Arrangements: 2013: Households (H Table
Series),” Table H1, http://www.census.gov/hhes/families/data/cps2013H.html (accessed November 19, 2014).

36. Jeffrey R. Brown, Robert Clark, and Joshua Rauh, “The Economics of State and Local Pensions,” National Bureau of Economic Research Working
Paper No. 16792, February 2011, http://www.nber.org/papers/w16792.pdf (accessed April 28, 2015).

37. Romina Boccia, “Think the National Debt Is Large? Well, the Entitlements Deficit Is Even Bigger,” The Daily Signal, August 6, 2014,
http://dailysignal.com/2014,/08/06/think-national-debt-large-well-entitlements-deficit-even-bigger/.
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Preventing Failures: Saving Pension
Plans and Insured Benefits

There is no easy solution for simultaneously
shoring up multiemployer pensions, preserving the
PBGC’s solvency, and protecting pension beneficia-
ries and taxpayers. The recent MPRA reforms dis-
cussed below will delay, but not prevent the PBGC’s
insolvency, and many multiemployer pensions
remain deeply troubled.

America faces a retirement crisis
and private-sector pensions are
only the tip of the iceberg.

According to a 2013 GAO report, about 6 percent
of multiemployer plans cannot avoid insolvency.*®
For these plans, the growth in contributions need-
ed to maintain solvency is so large that employers
cannot possibly afford higher costs. For example,
one plan would need to increase contributions by
24 percent each year, resulting in an 850 percent
increase over 10 years.?* This would be similar to
an employer being forced to increase wages by 24
percent annually. Even minimum-wage employ-
ees ($7.25 per hour) would cost their employers
more than $62 per hour in just 10 years. With pen-
sion contributions already in the $5 to $10 range
for many employers, increases of this size would
quickly bankrupt most employers.

Thus, when contributions fail to keep pace with
benefits and these multiemployer plans fail, they
will quickly drain the PBGC of its assets. Without
any assets to pay benefits, multiemployer plans will
be effectively uninsured. Because the financial sta-
tus of the PBGC’s multiemployer program hinges on
the financial well-being of multiemployer pension
plans, reforms must address not only PBGC’s multi-
employer program, but also the multiemployer pen-
sion plans that it insures.

A Step in the Right Direction. Along with the
so-called CRomnibus of 2014, Congress passed the
Multiemployer Pension Reform Act of 2014.*° The
MPRA provided some necessary reforms to shore
up multiemployer pensions and the PBGC program,
including:

® Anincrease in the multiemployer premium from
a scheduled rate of $13 per participant in 2015 to
$26.

m Authority for trustees of multiemployer plans in
critical and declining status to suspend benefits.*
Such authority is contingent on the suspensions
resulting in plan solvency, and trustees must first
pursue all other reasonable measures to avoid
insolvency. Benefits cannot be reduced below 110
percent of the PBGC guarantee or below what is
needed to achieve solvency, and retirees over age
80 must be exempt from reductions. Addition-
ally, suspensions are subject to a vote by plan
members. If the plan is considered “systemically
important” (meaning the plan’s insolvency would
add $1 billion or more to the PBGC’s projected lia-
bilities), the Treasury Secretary can override ano
vote by members.

m Authority for the PBGC to facilitate plan merg-
ers and to grant partitions if such actions will
strengthen the PBGC’s financial position.

m Repeal of some scheduled expirations of multi-
employer funding rules established under the
Pension Protection Act of 2006.

m Changes in withdrawal liability rules that gen-
erally make it easier for employers to withdraw
from a plan.

The MPRA reforms are a step in the right direc-
tion, but much more needs to be done to preserve

38. Jeszeck, "Private Pensions.” The GAO report states that 24 percent of all multiemployer plans were in critical status in 2011. The GAO
reported that a 2011 survey by Segal Company showed that 28 of 107 critical status plans surveyed (26 percent) were not expected to emerge
from critical status and instead seek to forestall insolvency. This indicates that 6 percent of multiemployer plans in 2011 are projected to

become insolvent.
39. Ibid.

40. Multiemployer Pension Reform Act of 2014, http://amendments-rules.house.gov/amendments/KLINE1291419 34463446.pdf

(accessed May 14, 2015).

41, A suspension is defined as any temporary or permanent reduction in current or future payment owed.
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some of the largest, most troubled multiemployer
plans and the PBGC’s multiemployer program.

Increased Authority for Plan Trustees. Each
multiemployer pension plan that avoids insolvency
improves the PBGC’s solvency because it means that
the plan is not a liability for the PBGC. Individual
plans, as well as the PBGC, could be better served by
granting plan trusteesadditional authority toamend
benefits when necessary to prevent plan insolven-
cies. Currently, amending benefits is very difficult
because employer contributions and employee ben-
efits are the result of contractual union and man-
agement negotiations. Thus, not only must trustees
wait up to two years to renegotiate pension factors,
but employees have a claim and legal case to pursue
their promised benefits. However, in many cases, the
money to pay promised benefits simply is not there,
and once a plan is bankrupt, no lawsuit can make
that money appear.

Changes in promised benefits are not popular
with unions, but many multiemployer pension plans
aresofinanciallystrapped that maintainingsolvency
will be impossible without such changes. Amending
the benefit and accrual structure now—even though
that would violate the original contract—could pre-
serve or at least prolong the solvency of some mul-
tiemployer pension funds, ultimately resulting in
higher overall benefits than would otherwise occur.
Without changes in benefits, many individual plans
and therefore the PBGC cannot keep their promis-
es, and millions of workers and retirees will receive
drastically lower pensions or no pensions at all.

Eliminate Plan Participant Vote Require-
ment. The Multiemployer Pension Reform Act of
2014 provided the option for about 5 percent to 10
percent of multiemployer plans to reduce certain
benefits, but only as a last resort and only if plan par-
ticipants vote to approve the reductions. Participant
voting could prevent meaningful benefit reductions
because most current and soon-to-be retirees would
rather receive their full pensions as long as possible
rather than preserve benefits for future retirees.*?
Given trustees’ fiduciary responsibility to plan par-
ticipants, any benefit reduction that they propose
should represent the best interests of participants

as awhole. Therefore, policymakers should consider
eliminating the requirement for a participant vote
to approve recommended benefit reductions.

Expand Benefit Adjustment Authority to
Include Benefit Accruals and Eligibility. In addi-
tion to benefit levels, trustees should be given the
authority to amend benefit accruals and eligibil-
ity for workers who are not close to retirement age.
Ending or reducing benefit accruals would be par-
ticularly helpful to troubled plans in which employ-
ers cannot afford increased contributions because
changing accruals would reduce future liabilities
without raising near-term costs. Likewise, increas-
ing the retirement age would delay and reduce cer-
tain benefit payments, providing an immediate
boost in plan assets.

The NCCMP plan included a similar proposal
allowing trustees to amend benefit accruals and
eligibility.*® The NCCMP plan garners significant,
although not universal support from both employ-
ers and unions. It specifies that plans can amend cer-
tain benefit qualifications, including freezing benefit
accruals, reducing benefits, and changing the retire-
ment age for individuals more than 10 years away
from retirement.

Congress should extend the existing benefit
reduction authority in MPRA to a larger number of
deeply troubled multiemployer pension plans. Fur-
thermore, it should grant plan trustees additional
authority to amend other plan provisions as neces-
sary to preserve plan solvencies and to pay out the
largest possible percent of promised benefits.

Make Plan Trustees Liable for Fraudulent
Management. Of course, granting plan trustees
additional authority will not guarantee that they will
use that authority to implement necessary reforms.
Half of all plan trustees are union representatives,
who have little incentive to pursue pension reduc-
tions that could threaten their reelection. For exam-
ple, as United Airlines headed into bankruptcy in
2002, it increased pension benefits by 40 percent for
its 23,000 ground employees. Leading up to Beth-
lehem Steel’s 2001 bankruptcy, the company essen-
tially bought the union off with increased benefits
and skipped three years of pension contributions,

42. Ibid.

43, Randy G. Defrehn and Joshua Shapiro, “Solutions Not Bailouts,” Retirement Security Review Commission, National Coordinating Committee
for Multiemployer Plans, February 2013, http://www.nccmp.org/forEmails/SolutionsNotBailouts.pdf (accessed May 1, 2015).
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allowing liabilities to grow before passing them off
to the PBGC.**

The structure of multiemployer pensions and the
PBGC’s existence as a backstop discourage trustees
from making the best decisions for plan participants.
Trustees are often pressured to make promises they
cannot keep. With a lack of real or near-term con-
sequences, it is no wonder many trustees agree to
unfeasible pension promises.

In cases of wrongful or fraudulent activity, courts
can hold corporate officers personally liable under
current law for the debts of the plans they adminis-
ter. Congress should extend this liability to unions
institutionally and to the trustees that they appoint.
Holding unions and employers corporately liable for
the plans that they help to administer could go along
way toward ensuring those plans’ long-term sustain-
ability. With the looming threat of potentially los-
ing their own personal assets as a result of reckless,
dishonest, or fraudulent activities, pension trustees
would no doubt run their plans more conservative-
ly and would hold their ground against unrealistic
demands for higher benefits or lower contributions.

The goal of imposing personal liability is not to
bankrupt employers and unions, but to ensure they
are not willfully or recklessly deceiving or defraud-
ing their employees. That is why officers and execu-
tives of corporations and limited liability companies
are individually exempt from the liabilities of their
business under normal circumstances. However,
when those officers or executives engage in wrong-
ful or fraudulent activity or when the businesses
creditors (employees and retirees in the case of pen-
sions) suffer an unjust cost, courts can “pierce the
corporate veil” and seize the assets of officers and
executives.*

Unions and employers share equal representation
in the management of multiemployer pension plans.
Unions should therefore be held equally liable if they
engage in wrongful, fraudulent, or reckless man-
agement of the plan. Without such liability, union

trustees have the incentive to negotiate excessive
benefits and to hide the impossibility of such ben-
efits through unrealistic and reckless assumptions.

Consider Eliminating Employers’ Role in
Plan Management. Currently, unionized employ-
ers must participate in multiemployer pension plans,
even if participation ultimately harms the business
and its employees. Although employers and employ-
ees—through the union—have equal representa-
tion in the management of multiemployer pensions,
many employers have little to no effective say in the
plans to which they must contribute because many
plans cover hundreds or even thousands of employ-
ers, and not every employer can be represented.

In some situations, employer representatives
advocate for terms that harm many employers that
they represent. This could occur simply because an
employer lacks direct representation, or the employ-
er representatives could intentionally negotiate
terms that harm their competitors. Although indi-
vidual employers can choose to bargain separately
with the union, tactics such as “most favored nation”
clauses—which prohibit unions from offering better
terms to individual employers than to the multiem-
ployer association—effectively prohibit employers
from bargaining individually.*®

Employers should not be forced to participate in
pension plans over which they have no control. Con-
tributions to multiemployer pensions have become
increasingly burdensome, and withdrawal liabilities
are often so high that pension obligations alone can
drive companies out of business. The promise of a
future pension is a valuable component of employ-
ees’ overall compensation, but if faced with a choice
between a job without a pension or no job at all, most
workers would prefer the job.

Establishing a new structure for multiemployer
pensions in which unions alone run pension plans
and employers choose whether or not to contribute
could offer a long-term solution to the multiemploy-
er pension crisis. Unions would be forced to offer

44, Roger Lowenstein, “The End of Pensions,” The New York Times Magazine, October 20, 2005,
http://www.nytimes.com/2005/10/30/magazine/30pensions.html (accessed April 28, 2015).

45, See Richard A. Naegele, "Multi-Employer Pension Plan Withdrawal Liability,” presented at The Annual Group Meeting, San Diego, February
19-22, 2012, http://www.wickenslaw.com/wp-content/uploads/2012/01/Multi-Employer-Pension-Plan-Withdrawal-Liability.pdf (accessed
April 28, 2015), and Craig T. Matthews, “Piercing the Corporate Veil: When LLCs and Corporations May Be at Risk,” Nolo,
http://www.nolo.com/legal-encyclopedia/personal-liability-piercing-corporate-veil-33006.html (accessed April 28, 2015).

46. Anthony B. Sanders, “Multiemployer Bargaining and Monopoly: Labor-Management Collusion and a Partial Solution,” West Virginia Law Review,

Vol. 113, No. 2 (Winter 2011), p. 337.
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acceptable terms to employers and to adequately
fund their plans. If not, employers would not par-
ticipate. If unions fully fund their plans as would
be required for employers to participate, promised
benefits would be limited to vested contributions,
and employers could choose to withdraw from the
plan at any time. Their employees would not accrue
any additional benefits, but their vested benefits
would be protected. If employees considered pen-
sion contributions a fundamental component of
their compensation, they could choose to leave a
nonparticipating employer and instead work for a
participating employer.

If unions could no longer stand behind the finan-
cial backing of employers—forcing higher contribu-
tions to fund overpromised benefits—they would
need to maintain financial solvency to attract par-
ticipants. Optional enrollment, therefore, would be
essential to ensuring unions’ integrity. If employers
can choose whether to participate and can withdraw
from a plan at-will, unions will be forced to put work-
ers’ interests before their own. The lack of financial
backing from employers may justify a requirement
that union-run pension plans purchase some level of
private insurance protection. Of course, if plans are
well-managed and sufficiently funded, such insur-
ance would be relatively inexpensive.

One concern with this approach is irresponsible
behavior by union trustees acting alone. Although
unions have a fiduciary obligation to their members,
in practice they face pressure to put the interests of
current union members ahead of future retirees. For
example, union representatives made up a majority
of the trustees in Detroit’s employee pension plans.
For years, union appointees consistently outvoted
other trustees to award “bonus” pension checks
above and beyond promised benefits. These bonus-
es contributed significantly to the financial insol-
vency of the Detroit pension system and ultimately
forced pensioners to accept significant cuts in their
benefits.*”

A new, union-run multiemployer pension struc-
ture would be a stark change from more than a
century of history, but the demise of many multi-
employer pensions shows that stark changes may
be necessary. Transitioning to a new multiem-
ployer plan would require thoughtful planning and

implementation, but conversion to union-run plans
with optional employer participation deserves seri-
ous consideration.

End Preferential Treatment for Multiem-
ployer Pensions. Multiemployer pensions and the
PBGC’s multiemployer program would likely not be
in such dire financial positions if they were subject
tothe same rules and regulations as single-employer
plans. Congress should eliminate preferential treat-
ment for multiemployer pensions, including taking
away the discretion of plan trustees to use higher
interest rates and unconventional mortality rates
to justify lower contributions and higher prom-
ised benefits.

Additionally, Congress should change the mul-
tiemployer rules so that the PBGC takes over insol-
vent multiemployer plans in the same way it takes
over insolvent single-employer plans. Currently,
when a multiemployer plan goes bankrupt, the plan
continues to function and the trustees continue to
be paid by essentially sending bills to PBGC to cover
insured payments, and then distributing PBGC pay-
ments to pension beneficiaries. Given the often irre-
sponsible and incompetent track record of these
insolvent plans, there is little reason to allow them
to continue to exist. Doing so simply opens the door
to corruption and abuse.

Structure PBGC Like Private Insurance
Companies. If the PBGC continues to exist, it needs
to be allowed to function more like a private insur-
ance provider. Premiums should reflect the risk
being insured. It is entirely unreasonable that some
private, multiemployer pension plans pay only $26
per year in premiums when those plans are all but
certain to fail and result in annual PBGC benefit
payments up to 500 times as large as the premiums.

Although Congress’s recently enacted pension
reforms doubled the PBGC’s multiemployer premi-
um from $13 to $26, it still lacks a risk-based premi-
um. Risk-based premiums—such as charging higher
car insurance rates for teenage boys than for middle-
aged women—are standard practice among private
insurers, and a risk-based premium is included in
the PBGC’s single-employer program. If all multiem-
ployer plans are forced to purchase PBGC insurance,
financially solvent plans should at least be charged
lower premiums than those facing insolvency.

47. Mary Williams Walsh, “Detroit Spent Billions Extra on Pensions,” The New York Times, September 25, 2013,
http://dealbook.nytimes.com/2013/09/25/undisclosed-payments-cost-detroit-pension-plan-billions/ (accessed May 13, 2015).
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However, there are important considerations
in setting PBGC premiums. For example, sharp
increases in premiums for the most underfunded
plans could force those plans into insolvency sooner
and ultimately result in greater costs to the PBGC.
However, the PBGC is arguably more informed and
better equipped to assess the optimal premium
structure than Congress.

Devolve the PBGC. In many ways, multiemploy-
er pensions and the PBGC’s multiemployer program
are incompatible with the current economy. When
multiemployer plans were established, no one fore-
saw the significant decline in many of the industries
that they represent. Consequently, the rules govern-
ing multiemployer pensions and the structure of the
PBGC’s multiemployer program do not adequately
protect workers’ pensions.

The PBGC hasincurred significant liabilities, and
it should do all it can to fulfill the greatest possible
share of those liabilities. Yet ultimately, the PBGC
should be devolved to the private sector. The PBGC
was established to protect pension beneficiaries
from a complete loss of pension benefits if their com-
pany goes bankrupt. This does not require a gov-
ernment provider. Rather than mandating that all
private pensions participate in a single, government-
designated insurance provider, pension plans should
be allowed to purchase suitable pension insurance
from a provider of their choice.

The PBGC’s structure has failed in multiple ways.
The PBGC lacks not only the authority to operate
like a private company or at least try to cover its
costs, but the incentive to do so. As long as all private
pension plans are required to purchase PBGC insur-
ance, it will always be able to shift the costs of reck-
less plans onto more prudent plans.

The PBGC has little reason to apply risk-based
premiums that would shore up pension funding lev-
els. For starters, the PBGC does not need to attract
its clients. Pension plans cannot shop around for the
best insurance provider. Instead, they must accept
whatever policy the PBGC provides and whatev-
er rates it charges. Additionally, the PBGC has no
choice in who it insures. Because the PBGC must
provide coverage for both solvent and insolvent
plans, risk-based premiums could push the most
troubled plans closer to insolvency and therefore
increase the PBGC’s liabilities. Consequently, the
best outcome for the PBGC’s multiemployer pro-
gram is to effectively allow insolvent pension plans

to free ride off the solvent plans. This is not a viable
option for the long term.

Consequently, the PBGC should be devolved to
the private sector. The PBGC was established to
protect pension beneficiaries from a complete loss
of pension benefits if their company goes bankrupt.
This does not require a government provider. In fact,
a government provider has exacerbated the problem
by providing fixed-cost insurance and promising
insurance that it cannot provide, thereby encourag-
ing riskier actions. Rather than mandating that all
private pensions purchase government-run insur-
ance, pension plans should be allowed to purchase
suitable insurance from a provider of their choice
that will charge premiums commensurate with risk.

The Interim Path. Of course, if all plans were
immediately allowed to purchase private insurance,
the healthy plans would immediately do so, strip-
ping the PBGC of its assets and leaving all of its lia-
bilities. This would mean a complete loss of pension
benefits for millions of workers and retirees.

Therefore, before pension plans can have the
option of purchasing non-PBGC insurance, the
PBGC first needs to cover as great a share of its liabil-
ities as possible. This will require a balance: workers
and retirees of failed pension plans should be spared
a complete loss of insured benefits, but workers of
existing plans should not be forced to bear the full
burden of paying for the PBGC’s unfunded liabilities.
Striking the right balance will likely require other-
wise unjustified actions, such as allowing plan trust-
ees to reduce benefits and implementing unwarrant-
ed contribution and PBGC premium increases for
multiemployer plans.

Conclusion

Multiemployer pensions were supposed to pro-
vide superior protection against pension losses by
pooling employers, but the exact opposite has often
been true. Multiemployer pensions have a flawed
structure that can lead to a downward death spiral,
and special preferences granted through federal reg-
ulation have contributed to plan failures. Likewise,
the PBGC was established to protect against private
pension losses. Instead, it has exacerbated potential
losses by promising insurance that it cannot provide.

The impending failure of multiemployer pensions
and the PBGC program that insures them could
lead to a taxpayer bailout. Policymakers should
refuse to take the bailout route because it would put
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federal taxpayers on the hook for the reckless prom-
ises of many union pension plans as well as the fed-
eral government’s failure to properly regulate and
insure them.

Furthermore, a bailout of the PBGC and private-
sector pensions would set a dangerous precedent.
Multiemployer pensions and the PBGC are only the
beginning. Public-sector pensions are underfunded
by trillions of dollars, and Social Security and the
Medicare face shortfalls in the tens of trillions of
dollars. America cannot afford a pension bailout.

Congress should swiftly enact reforms that bol-
ster the solvency of multiemployer pension plans
and maximize the PBGC’s ability to make good on

its insured benefits. This ultimately requires turn-
ing the role of the PBGC—with its flawed structure
and perverse incentives—over to the private sector
where risk-based premiums can incentivize ade-
quate pension funding. Neither pension beneficia-
ries nor federal taxpayers are at fault for the reck-
less management of union pensions or Congress’s
neglect in properly regulating and insuring them,
and they should not be left pensionless or penniless
as aresult.

—Rachel Greszler is Senior Policy Analyst in
Economics and Entitlements in the Center for Data
Analysis, of the Institute for Economic Freedom and
Opportunity, at The Heritage Foundation.
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