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EXECUTIVE SUMMARY

Traditional municipal credit analysis has long included a review of a municipal
issuer’s pension system, focusing on the unfunded liability (that is, the value by
which accrued pension liabilities exceed the pension plans’ assets) which could
be considered a future debt burden. Additionally, the issuer’s annual payment
to the pension plan(s) is reviewed as part of the cyclical budget process.
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THE LOCAL PENSION SITUATION
While states may experience the penalty
of a rating downgrade, more serious
implications exist for a local issuer with
unwieldy pension obligations. Faced
with finite tax resources and a variety of
growing public-purpose expenditures
competing for taxpayer dollars, pension
contributions among them, a municipality
could ultimately resort to default or even
Chapter 9 bankruptcy, if allowed by law.
Pension payments were among the
precipitating factors in a number of fairly

to lump-sum retiree withdrawals, has
left the plan severely underfunded. The
Texas state legislature is finalizing a
number of reforms to rescue the fund,
but Dallas’ general obligation bond rating
has suffered due to this development
amid uncertainty as to the city’s taxpayerfunded support of the collapsing plan.

Changes to benefits paid to current
workers are extremely difficult to
make politically and may be faced with
legal challenges. Alternatively, a plan’s
managers could pursue more aggressive
non-traditional investment options
for higher potential returns. However,
these options also include more risk; a
contributing factor to the Dallas pension
fund calamity was an investment portfolio
heavily weighted in real estate.
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THE FUTURE OF STATE PENSION FUNDS
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LEARN MORE

credit selection remains crucial. We

For more information, please call your BNY Mellon Fixed Income Representative,
or call 1-800-346-3621.
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