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EXECUTIVE SUMMARY
New York City officials have taken the first step toward potential divestment of the city’s pension funds
from energy company holdings for political reasons, despite strong evidence that such a move would place
additional pressure on funds already in crisis. The more than $190 billion in pension funds that serve New York
City’s police officers, firefighters, teachers, and other pensioners are already underfunded. Divestment could
cause further losses, endangering the retirements of tens of thousands of public workers. To put a stop to this
dangerous development, New York City Mayor Bill de Blasio and Comptroller Scott Stringer should commit to
getting politics out of the city’s public pension management.
• Pension Funds, Including NYC’s, Are Underfunded. Today, only about 30% of the more than 6,000
state-administered and locally-administered pension funds in the U.S. are adequately funded. NYC is
no exception. Its five city pension funds are less than 70% percent funded.
• NYC’s Pensions Already Face Crisis. Pension plans in NYC count on a 7% return, but they are earning far less
than that. In addition, increased life expectancies are creating even more pressure on these underperforming
funds. If the NYC’s pension fund manager lowered the assumed rate of return to 6.75%, the city government
would be required to contribute $655 million more per year to the pension accounts.
• Divestment Simply Doesn’t Work. Divestment in NYC would mean reinvesting $5 billion from traditional energy
company holdings to lower performing non-traditional energy holdings. But research shows that divestment
campaigns have never resulted in increased value for a pension plan. They simply move stocks from one owner
to another, endangering pensioners in the process.
• NYC Pensioners Will Pay the Cost. Estimates show that divestment could cost NYC pension funds an
immediate $25 million. In the long-term, losses are estimated to be as high as $1.5 billion over fifty years.
• NYC Residents Don’t Support Divestment. Four in five residents of NYC believe that pension funds should be
focused only on fulfilling your fiduciary duty, meaning the health of the funds, not on any sort of political cause.
Divestment is a dangerous gamble with money that belongs to tens of thousands of public workers,
not city officials.
• NYC Pensioners’ Rejection of Divestment. The intended beneficiaries of the mayor and comptroller’s
divestment proposal – the city pension funds themselves – have already publicly rejected the proposal. The
New York City Police Pension Fund, which holds $39.2 billion, and the New York City Fire Pension Fund, which
holds $13.3 billion, have already voiced their opposition to potential divestment of energy holdings from their
funds. Pensioners largely agree that politics should stay out of pension fund management.
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OVERVIEW
Today, only about 30% of the more than 6,000 state-administered and locally-administered pension funds
in the U.S. are adequately funded using optimistic actuarial assumptions. Even using conservative actuarial
assumptions, none are more than 63% funded. Pension fund managers should be careful to discharge their
fiduciary duties by diversifying and protecting public retirement money. In fact, divestment runs counter to IRS
guidelines for retirement plan fiduciaries that such funds be diversified.1
Despite such guidance, city officials in New York City in April announced2 that they were taking an initial step
toward potentially divesting the city’s five pension funds from fossil fuel investments. A Request for Information
(RFI) has been issued by the city to interested parties to seek more information on efficient divestment.
According to New York City Comptroller Scott M. Stringer, the fiduciary of the five funds, and Mayor Bill de Blasio,
the RFI is intended to evaluate the “investment risks” posed by the nearly $5 billion in assets the city’s pension
funds have currently invested in more than 190 fossil-fuel companies. Responses to the RFI are due by
June 15, 2018.
As IPFI fundamentally opposes putting politics in public pension funds and divestment as an investment
approach, we are opposed to the very basis of the city officials’ RFI. We can only emphasize that divestment is
an irresponsible course of action that will politicize pension funds, undermine the financial health of the pension
fund, and violate the fiduciary responsibility of fund management. In our view, divestment will not “protect the
long-term interests of the Systems’ beneficiaries and determine the most effective and responsible way to
safeguard the Systems from the economic and investment risks of climate change,” as the RFI claims,3 but will
simply expose police officers, teachers, firefighters, and other pensioners to financial risk. IPFI believes that the
Mayor’s office needs to hear the voice of the people most affected by these political decisions. Our answer to
this RFI will not serve to advise the best course of action on divestment, but instead to warn of the recklessness
of proposed actions.

1 https://www.bizfilings.com/toolkit/research-topics/office-hr/erisa-requirements-for-employee-benefit-plan-administration
2 http://www.pionline.com/article/20180419/ONLINE/180419794/nyc-comptroller-mayor-seek-information-as-3-pension-funds-considerdivestment
3 https://comptroller.nyc.gov/newsroom/mayor-de-blasio-comptroller-stringer-pension-fund-trustees-launch-next-step-in-comprehensiveeffort-to-divest-from-fossil-fuels/
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NEW YORK CITY PENSIONS: A STUDY IN CHAOS
Like many pension funds nationwide, those in New York City are already in deep trouble. That is bad news for
retirees and future pensioners depending on these truly massive public funds.
As of the end of January, the New York City Employees’ Retirement System (NYCERS) counted approximately
$66 billion in assets, the New York City Teachers’ Retirement System (TRS) around $73 billion, and the New York
City Board of Education Retirement System (BERS) about $6 billion. These are cost-sharing, multiple-employer
public employee retirement systems for employees for the City of New York, with approximately 99% of the
combined public equity holdings, 85% of the combined private equity holdings, and 29% of the private real
estate holdings shared by the three systems. In addition, the New York City Police Pension Fund held more than
$39 billion in assets and the New York City Fire Pension Fund counted more than $13 billion as of January.
The latest count shows the city’s pension fund assets at more than $192 billion.4
Despite their enormous holdings and equally significant obligations to tens of thousands of retirees, New York
City pension funds are already less than seventy-percent funded,5 placing the financial health of the city and its
retirees at great risk.
Compounding the threats to the health of these funds are lower than expected rates of return. Although fund
managers have assumed a rate of return for NYC pensions of 7%,6 the average rate of return across all five plans
was under 2%7 in 2016. Previous years have fallen short of expectations as well, with the ten-year rate of return
being 5.62%,8 almost one and a half percentage points less than the assumed rate used by the City Comptroller.
Despite actual returns being lower than expected, the city government has yet to revise return estimates,
meaning the city has successfully dodged making higher contributions to keep the retirement systems healthy.
For example, if the pension fund manager lowered the assumed rate of return to 6.75%, the city government
would be required to contribute $655 million more per year9 to pension accounts. Adding to this increased
pressure on the funds is the fact that New York City has raised the annual contribution rate for pension plans by
4% and 3.9% for the Employee Retirement System and the Police and Fire Retirement System, respectively, due
to longer life expectancies.10

“

... if the pension fund manager lowered the assumed
rate of return to 6.75%, the city government would
be required to contribute $655 million more per
year to pension accounts...

”

These shortfalls and oversights mean that pensions are already at risk. How much? Using the market rate of
return, unfunded liabilities in the NYC pension system totaled $142 billion11 as of 2017. Now is clearly a poor time
to make drastic changes that could further intensify the threat to these pension funds.

4
5
6
7
8
9
10
11

https://comptroller.nyc.gov/services/financial-matters/pension/asset-allocation/
https://www.valuewalk.com/2018/01/new-report-on-new-york-city-pension-funds-sounds-alarms/
http://www.pionline.com/article/20160727/ONLINE/160729875/nyc-retirement-systems-returns-146-in-latest-fiscal-year
Ibid
http://www.crainsnewyork.com/article/20151015/BLOGS01/151019932/new-york-city-pension-fund-returns-plunge
http://www.nydailynews.com/opinion/defuse-city-pension-bomb-article-1.3114183
http://www.publicsectorinc.org/2014/08/police-and-fire-continue-to-promote-their-early-death-untruth/
https://www.alec.org/app/uploads/2017/12/2017-Unaccountable-and-Unaffordable-FINAL_DEC_WEB.pdf
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DIVESTMENT: A FAULTY TOOL
The trouble with New York City’s pension funds are well documented. So are the problems associated
with divestment.
At its core, the problem with divestment as a tool is that it makes investment portfolios less diverse, violating
the tried and true investment strategy of spreading risk over many sectors. This has led to predictable negative
outcomes for funds that have pursued divestment. In fact, according to the consultancy NEPC,12 one of the
nation’s largest independent, full-service investment consulting firms, divestment campaigns have never resulted
in increased value for a pension plan. Divestment simply does not work.
There are several reasons divestment is a faulty strategy. First, divestment from certain funds, stocks, and
indexes does not directly harm the company13 or industry that fund managers and public officials are targeting.
Instead, the process allows the same stocks being divested or excluded to sell for a lower price on the
secondary market. Often, those purchasing the stocks lack the same convictions as the original seller, meaning
no net good has occurred.
In fact, divesting on political or moral grounds (meaning you don’t like booze or cigarettes or sugary drinks, etc.)
creates a dangerous precedent for fund managers. After all, these managers are restrained, or at least they
should be, by certain fiduciary duties that must be adhered to by public fund managers. Divestment runs counter
to these duties because it introduces factors such as political ideology that has nothing to do with responsibility
to fund beneficiaries. In the case of New York City, divestment would mean that Comptroller Scott M. Stringer,
the fiduciary of the city’s five funds, is using other people’s money to pursue a political agenda set forth by
Mayor de Blasio.
For any city, especially the one the size of New York City, divestment is a dangerous gamble with money that
belongs to tens of thousands of public workers, not city officials.

12 https://mysfers.org/wp-content/uploads/012418-special-board-meeting-Attachment-B-NEPC-Commentary.pdf
13 http://ipfiusa.org/wp-content/uploads/2018/04/IPFI-Fiduciary-Responsibility-Paper-4.18.18.pdf
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NEW YORK CITY DIVESTMENT:
DEEPENING THE CURRENT CRISIS
The numbers clearly show that New York City is already in a pension crisis. Now, Comptroller Scott Stringer
seeks to deepen that crisis by wasting precious pension resources through divestment.
According to NEPC, the total direct and indirect costs, known as frictional cost, of divestment would be 0.5%.14
For New York City, with pension assets in fossil fuels totaling more than $5 billion, this would mean a loss of
$25 million.15 Further, the firm’s experts estimated that there would be a financial impact of 0.03%-0.10%16 due
to decreased diversification, an additional loss of between $62.3 and $187 million17 annually for New York City.
These are losses the city and its retirees can ill afford given the city’s current pension woes.
The current struggles of New York City’s pension funds, particularly the chronic underfunding of those funds,
is just one reason why 79% of New York City residents18 believe that trustees should adhere to their fiduciary
responsibility and make sure pension funds are focused only on the health of the fund, not on any sort of political
cause. Available data reinforces that majority opinion, painting a gloomy picture of the city’s pension funds
should New York City’s leaders choose the path of divestment.

“

Using a narrow, or scaled down approach to
divesting, the city’s pension funds would lose an
estimated $1.245 billion over fifty years.

”

According to a study19 by Compass Lexecon, New York City stands to lose well over a billion dollars if it chooses
divestment. Using a narrow,20 or scaled down approach to divesting, the city’s pension funds would lose an
estimated $1.245 billion over fifty years. This narrow approach21 would mean divesting from only oil, coal and
natural gas. Using a broader, or graduated22 approach to divestment, New York City’s pension funds stand to
lose an estimated $1.515 billion over fifty years.

14
15
16
17
18
19

https://mysfers.org/wp-content/uploads/012418-special-board-meeting-Attachment-B-NEPC-Commentary.pdf
Ibid
Ibid
Ibid
https://spectrem.com/Content/press-release-most-public-pension-fund-members-unaware-their-pension-underfunded-010418.aspx
http://www.compasslexecon.com/highlights/compass-lexecon-releases-fischel-study-on-effect-of-fossil-fuel-divestment-proposals-onuniversity-endowments/?year=2015
20 Ibid
21 Ibid
22 Ibid
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To place those losses in context, the city of New York contributes more than $10 billion23 to its pension accounts
each year, or more than the four-times the average total budget of the 100 largest American cities.24 This means
that a significant portion of taxpayers’ annual investment in the funds could be eroded by divestment losses.
For New York City, divestment would be a completely avoidable folly and one with almost no precedent.
To date, very few public pension plans have divested their energy holdings. One example was CalPERS, the
California Public Employees’ Retirement System, which divested from 7% of their total holdings in thermal coal,25
a limited divestment and a far cry from what New York City is considering.

“

The city of New York contributes more than $10 billion
to its pension accounts each year, or more than the
four-times the average total budget of the 100 largest
American cities.

”

None of the top 100 public pension funds have divested broadly from fossil fuel investments. Should New York
City officials choose this option, they will have taken a risky and virtually unprecedented approach toward
fulfilling a political agenda.

23 http://accfcorpgov.org/wp-content/uploads/2018/01/ACCF_New-York-City-Pension-Funds_FINAL.pdf?platform=hootsuite
24 https://ballotpedia.org/Analysis_of_spending_in_America’s_largest_cities
25 https://mysfers.org/wp-content/uploads/012418-special-board-meeting-Attachment-B-NEPC-Commentary.pdf
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TIME TO CHOOSE PENSIONERS OVER POLITICS
With New York City pensions already less than seventy percent funded and life expectancy on the rise, now is
not the time for Mayor de Blasio and City Comptroller Stringer to play politics with some of the nation’s largest
retirement funds. Rather, the police officers, firefighters, teachers, and other public pensioners in New York City
deserve a responsible, non-political investment strategy that secures their futures for decades to come. Without
a common-sense approach to money-management, they could see their retirements dry up at the hands of
agenda-driven politicians.
Pension funds are meant to be managed to create the greatest returns for fund participants. Fund managers
are supposed to fulfill their fiduciary responsibility to those participants. When those managers focus on politics
rather than profits, they violate their duty and the highest standard of care, to the peril of all beneficiaries. In the
best case, they endanger the funds that are meant to see pensioners through retirement. At worst, their political
crusades lead to broken promises and pension funds on the brink of disaster.
Nationwide, the integrity of pension funds has been significantly compromised. That is certainly true in
New York City. The solution? Keep politics out of public pension management. Return to sound investment
practices that generate maximum returns with reasonable risk for beneficiaries, and eschew approaches, such
as divestment, that violate basic fiduciary standards, and stay focused on safeguarding our retirement funds.
By pursuing these strategies, fiduciaries of pension funds, including Comptroller Scott Stringer, can set a
course toward a safe and sensible future for those they serve.
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