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t h e scoop
COVID-19 and Pensions
The COVID-19 pandemic has been a major economic shock that has affected many pension plans and plan 
participants. In their article, “COVID-19 and U.S. Private Pensions” on page 3, authors Dana M. Muir and 
John A. Turner, Ph.D., examine issues such as the gender pension gap and pension outcomes.

In 2020, 
the U.S. 

economy 
shrank by 3.5% of workers reported a 

negative impact on 
their employment 

status as a result of 
COVID-19 in 2021. 40%

U.S. Economy and Employment Gender Pension Gap*

34%
U.S.

26%
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Economic Co-operation 

and Development 
(OECD) countries

Stayed the same, by generation:

Baby 
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to 
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Americans: Whites:

Retirement Con�dence Among Workers (2020) Employer De�ned Contribution Plan 
Adjustments Made During COVID-19**

12%

64%

65%Allowed preretirement
distribution programs

Allowed participants to defer
repayment of existing loans

Increased plan loan 
amount allowed

         Suspended matching 
         contributions

48%

*The gender pension gap is the difference in pension bene�ts between women and men.       **Based on April and May 2020 Willis Towers Watson surveys.
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The COVID-19 pandemic, which started in the U.S. 
in early 2020 and continued in 2021 and 2022, has 
been a shock to the U.S. pension system. This arti-

cle investigates how the pandemic has affected private sec-
tor pensions, both for workers and employers, and how 
workers, employers and the federal government have re-
acted.

The article first discusses how COVID-19 has affected 
U.S. labor and capital markets, providing background on 
how the pandemic has disrupted workers’ ability to accrue 
future pensions. The second section discusses the govern-
ment response through changes in pension laws and regula-
tions. The third section discusses the changes made by pen-
sion plan sponsors and the responses of workers. The fourth 
section presents concluding comments.

Some of the COVID-19 shocks are short-term, and some 
are long-term. The capital market shocks appear to have 
been short-term, while for some people, the labor market 
and health shocks will be longer term. Munnell and Chen 
(2021) argue that the pandemic had had relatively little effect 
on people’s preparedness for retirement, but that conclusion 
is based in part on their findings that the labor market effects 
on older workers are not worse than the effects on younger 
workers and that average 401(k) balances have remained rel-
atively stable. The pandemic’s effects on some younger and 
older workers have damaged the pension prospects of those 
workers.

The Effects of COVID-19 on the Economy 
COVID-19, the Economy and the U.S. Labor Market 

In 2020, the U.S. economy shrank by 3.5%, making that 
the worst year since 1946 and the end of World War II (Sie-
gel and Van Dam, 2021). In January 2021, ten million fewer 
people had jobs compared with February 2020 (Bernstein 
and Boushey, 2021). Changes in demand for products and 
services affected labor markets. Women, young workers and 
low-skilled workers were disproportionately affected (Busi-
ness Today, 2021). Because this article focuses on pension-
covered workers, the effects on young and low-skilled work-
ers, who have low pension coverage rates, are not covered in 
this article. 

Changes also occurred in the supply of labor. For example, 
some people who can afford not to work are shunning jobs 
that would put them at risk for contracting COVID-19 due 
to increased exposure, including contact with customers re-

COVID-19 and  
U.S. Private Pensions
by Dana M. Muir | University of Michigan Business School  
and John A. Turner, Ph.D. | Pension Policy Center 

A T  A  G L A N C E

• The COVID-19 pandemic has been a major economic shock 
that has affected many pension plans and some pension 
participants.

• The pandemic has worsened the gender pension gap, dem-
onstrating that the gender pension gap arises in part be-
cause women are more adversely affected by economic 
shocks than men, partly because they have greater child-
care responsibilities.

• The pandemic has caused some people to make preretire-
ment withdrawals and some to retire earlier than otherwise. 
Both of these changes can have an adverse impact on pen-
sion outcomes.
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fusing to wear masks and contact with 
other employees, some of whom have 
caught the virus. The effect of work-
ers leaving jobs due to the pandemic 
has been called the Great Resignation 
(Cook, 2021). 

The COVID-19 pandemic nega-
tively impacted many workers. The 
airlines were hard hit by the pandemic. 
Despite government bailouts, in 2020, 
some airlines offered buyouts and early 
retirement to workers to encourage vol-
untary job separations and reduce the 
number of workers who would be fired 
(Josephs, 2020). In 2021, more than 
40% of workers reported a negative im-
pact on their employment status. They 
cited reductions in their hours, salary 
decreases, furloughs, layoffs and early 
retirements. The most frequently re-
ported impact was reduced workhours 
(29%). Presumably, some workers ex-
perienced multiple impacts, such as 
being scheduled for fewer hours and 
having their salaries cut (Transamerica, 
2021).

For workers who lost jobs, labor 
market effects include movement into 
self-employment and leaving the la-
bor market. People who lost pension-
covered jobs due to the pandemic will 
not accrue benefits during periods of 
unemployment or employment in non-
covered jobs. 

It is useful to consider the job and 
income effects on female workers be-
cause they have been more adversely 
affected than men. 

Effects on Women
Economic shocks affect women and 

men differently. The job effects have 

been worse for women than men, in 
part because women generally have 
been the parent who took on added 
child-care responsibilities with schools 
being closed to in-person learning. 
The lack of paid family leave and other 
child-care options added to the chal-
lenge. COVID-19 risks closed some 
day-care centers and ended some in-
home child care formerly provided 
by relatives or paid caregivers. Since 
the start of the pandemic, the num-
ber of women ages 25 to 44 who have 
stopped working due to lack of child 
care is nearly three times that of men 
(Martin, 2021). Among women in that 
age group, 32.1% were not working be-
cause of lack of child care, compared 
with 12.1% of men in that age group 
(Heggeness and Fields, 2020). Because 
of COVID-related issues, placement 
opportunities for children in child care 
were reduced by 4.5 million (Hackney 
and Carroll, 2021).

During the pandemic, among work-
ing mothers with children under the 
age of 18, 10% quit their jobs and 30% 
cut their hours because of COVID-19. 
Nearly half (48%) of women who quit 
their job due to the pandemic said they 
quit because of the threat of contract-
ing the virus where they worked (Ranji 
et al., 2021).

In September 2020, the number of 
women in the labor force had dropped 
by 2.2 million from one year earlier. 
Job losses were worse in sectors that 
had higher levels of participation by 
women. The labor force participation 
rate fell by more percentage points for 
women than men, and the recovery in 
labor force participation rate has been 

slower for women than men (Edwards, 
2020).  

In December 2020, women lost 
156,000 jobs while men gained 16,000 
jobs. According to data from the 
Bureau of Labor Statistics, the U.S. 
economy lost 9.6 million jobs in 2020. 
Fifty-five percent of the loss were 
jobs held by women (Ewing-Nelson, 
2021). President Biden blamed the 
pandemic for causing the rate of par-
ticipation of women in the labor force 
to drop to its lowest level in 30 years 
(Biden, 2021). 

In most states, women (or men) 
who are forced to quit their job to pro-
vide child care do not qualify for unem-
ployment benefits (Silverman, 2021). 
Women are particularly affected, with 
the burden on families resulting from 
the weak social safety net generally fall-
ing on them, particularly when they are 
the lower wage earner in the family. 

The effects of the pandemic have 
been greater on some occupations than 
others. Teaching is one profession that 
was particularly hard hit, and teach-
ers in grades K-12 are predominantly 
women. In Michigan, between August 
2020 and February 2021, there was a 
44% increase in midyear retirements of 
K-12 teachers compared with the pre-
vious year (Livengood, 2021).

While the labor market situation 
of women improved during 2021, the 
spread of the Omicron variant at the 
end of the year was a setback, particu-
larly for women, because of school clo-
sures and reduced child-care options. 
The lengthy absence from the work-
force of some women means that they 
have lost job-related skills and have 
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suffered a loss of earnings potential that will adversely affect 
their pension outcomes (Mueller, 2021).

Thus, part of the gender pension gap, which is the differ-
ence in pension benefits between women and men, is due 
to labor market shocks like the pandemic. The gender pen-
sion gap in the U.S. is about 34% (Franklin, 2021), which 
compares with an average of 26% across Organisation for 
Economic Co-operation and Development (OECD) coun-
tries (OECD, 2021). Some commentators have argued that 
in the U.S., women are the social safety net (Krawcheck, 
2020). Sociologist Jessica Calarco has written, “Other coun-
tries have social safety nets. The U.S. has women.” (Cross-
ley, 2021).

Retirement Rates
Job loss forced some older workers into early or partial 

retirement due to a lack of job opportunities. For others, 
employer-provided incentives encouraged early retirement. 
However, for some, working from home meant that they no 
longer had a long commute. That and other changes older 
workers viewed as positive may have made work more desir-
able and retirement relatively less desirable. The net effect, 
though, seems to be that more workers retired in 2020 than 
expected. For example, the number of Baby Boomers report-
ing not being in the workforce grew by 3.2 million from 2019 
to 2020. That compares with the roughly two million Baby 
Boomers who have retired annually since 2011 (Fry, 2020; 
Campisi, 2021).  

Studies of retirements in 2020 found that some retirees 
reported retiring earlier than expected, while others showed 
a continued trend of significant numbers of workers delay-
ing their retirement. In one study, 68% of the respondents 
who retired in 2020 said that they moved up their date of 
retirement. By comparison, in 2019, before the pandemic, 
50% of retirees reported retiring earlier than planned (Al-
lianz, 2021). 

Early Pension Withdrawals  
and a Weak Social Safety Net

A weak social safety net compounded the problems faced 
by workers who lost their jobs, were furloughed or had re-
ductions in hours worked or pay. 

In particular, the unemployment insurance system has 
major weaknesses. Unemployment insurance benefits are 
set by states and differ considerably. Massachusetts has the 
highest cap at $823 per week, whereas Mississippi is the least 
generous with a cap of $235 per week (Kumar, 2020). Many 
people lack health insurance, particularly when they lose 
their jobs. These weaknesses can cause unemployed workers 
to draw down their savings, including savings in pensions. 
Mahmoudi (2020) finds that workers who become unem-
ployed near retirement age tend to take early withdrawals 
from their 401(k) plans and individual retirement arrange-
ments (IRAs), but note that these withdrawals were less 
likely in states with more generous unemployment insurance 
benefits. Increased unemployment benefits during the pan-
demic offset some of the unemployment effects. 

COVID-19 and U.S. Capital Markets
The S&P 500 stock market index dropped nearly 35% 

early in 2020 and then increased by 60% to end 2020 up by 
nearly 18% (Jennings, 2020). It then closed at near-record 
highs at the end of 2021. During the year ending September 
30, 2020, assets of the 1,000 largest U.S. pension funds grew 
6.6%, compared with 3.1% for the previous year (Pensions 
& Investments, 2021). At the end of 2021, for 361 Fortune 
1000 companies with defined benefit (DB) plans that have a 
calendar fiscal year, the estimated aggregate funded ratio was 
96%, compared with 88% at the end of 2020. That is the high-
est funded status since 2007 (Willis Towers Watson, 2022). 

The Federal Reserve Board cut interest rates in response 
to economic weakness caused by the pandemic (Timiraos, 
2020). With nominal interest rates lower than the inflation 
rate, real interest rates were negative. Thus, pension funds 
were earning historically low rates of return on their bond 
portfolios.

Health and Mortality
The pandemic has reduced the average life expectancy 

of Hispanics by 3.1 years to 78.8 years, compared with a re-
duction for Blacks of 2.1 years to 72.8 years and a reduction 
for whites of 0.7 years to 77.8 years (Miller, 2021). It appears 
unlikely that vaccines will completely eradicate COVID-19. 
Thus, it may continue having a negative effect on life expec-
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tancy, though one that is expected to 
decline over time (Cumbo, 2021). 

It is too early to tell fully the  
long-term health consequences from  
COVID-19. However, a large study 
that evaluated COVID-19 patients six 
months after diagnosis found that one-
third had a psychiatric or neurological 
condition that had not been diagnosed 
before they had COVID-19 (Cooney, 
2021).

Changes in Pension Legislation
Overview of Legislation 

The first U.S. legislation designed to 
help protect U.S. workers from the eco-
nomic impact of COVID-19 was the 
Coronavirus Aid, Relief, and Economic 
Security (CARES) Act, which was signed 
into law on March 27, 2020. Most of the 
amendments were temporary and set to 
expire on December 31, 2020, reflecting 
uncertainty at the time about how long 
the pandemic would last. In general, the 
CARES Act provided participants with 
more flexibility in taking distributions 
and loans from their retirement plan ac-
counts and gave employers options to 
delay plan funding and payment of DB 
plan insurance premiums. Many of the 
provisions were optional, so plans were 
not required to extend the permitted 
flexibility to their participants. 

On December 27, 2020, the gen-
eral appropriations bill to fund the 
U.S. government became law. That 
bill included extensions of some of 
the CARES Act provisions. Many 
of the tax provisions related to  
COVID-19 were contained in a por-
tion of the law known as the COVID-
Related Tax Relief Act (COVIDTRA).  

COVIDTRA provides participants with 
increased access to their retirement ac-
counts, but it's unusual in that it ap-
plies to anyone who meets the require-
ments in the statute of being affected 
by a federally declared disaster. Disas-
ters declared solely due to COVID-19  
are excluded. This article refers to par-
ticipants who qualify under the disaster 
provisions as disaster-affected partici-
pants. The relevant provisions do not 
have an expiration date. 

The third major legislation respond-
ing to COVID-19 was the American 
Rescue Plan Act (ARPA), signed into 
law on March 11, 2021. It provides two 
types of funding relief to single em-
ployer pension plans. It also includes 
extensive provisions intended to assist 
significantly underfunded multiem-
ployer plans (ARPA, 2021). The mul-
tiemployer plan provisions are not dis-
cussed here because the underfunding 
of those plans predated the pandemic. 

The CARES Act and subsequent 
legislation provided various incentives 
and subsidies to employers to retain 
employees and keep them working. As 
discussed previously, employment and 
earnings levels significantly impact DB 
and defined contribution (DC) plan 
benefits. 

The next subsections provide a 
high-level summary of some of the 
most important legislative changes for 
DB and DC plans that were responses 
to the COVID-19 pandemic.

Required Minimum Distributions
Most of the CARES Act provisions 

regarding account assets provided in-
creased access to those assets for people 

who had been affected by the pandem-
ic. One provision, however, permitted 
people to avoid taking required mini-
mum distributions (RMDs) from their 
DC or IRA accounts. The RMD rules 
are complicated. Simply put, they re-
quire people to begin taking annual 
account distributions from their tradi-
tional (non-Roth) DC or IRA accounts 
by April 1 of the year following the year 
they turn 72. The dramatic decline in 
the financial markets in early 2020 cre-
ated concern that the RMD rules would 
force people to cash out of equities at 
a particularly inopportune time. The 
legislative change eliminated applica-
tion of the RMD rules for 2020; the 
distributions were not merely delayed. 
The RMD rules as they existed prior to 
2020 are effective again for 2021 and 
future years.

Eligibility for Increased  
Access to Plan Assets

The CARES Act amended prior law 
that permitted but limited participants’ 
ability to take loans or withdrawals from 
their DC plans and IRA accounts. Only 
participants who meet one of the crite-
ria specified in the legislation may take 
advantage of the increased flexibility. To 
be a qualified participant as interpreted 
in the regulations, the participant, a 
dependent or a spouse must have had  
COVID-19 or experienced financial 
hardship from one of five financial, em-
ployment or child-care situations. 

Loans
The loan provisions in the CARES 

Act were voluntary. Employers were 
not required to amend their plans to 
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provide increased loan opportunities. 
Prior law permitted participants to 
take loans of up to $10,000, or 10% of 
their account balance, to a maximum of 
$50,000. The CARES Act revised those 
limits for qualified participants to 100% 
of the account balance up to $100,000. 
Required repayments scheduled for 
2020 could be suspended for qualified 
participants.

The December 2020 legislation 
permits plans to extend application of 
the $100,000 maximum to all disaster-
affected participants. Payments on plan 
loans can be delayed during the disas-
ter and for one year or, if later, until 180 
days after the end of the disaster. Plan 
loans typically have a five-year repay-
ment requirement; however, the time 
the loan is suspended does not count in 
the five-year calculation. As a reminder, 
a disaster declaration made exclusively 
due to COVID-19 does not qualify for 
this treatment. 

Early Distributions
In addition to the loan provisions, 

the CARES Act permitted employers to 
amend their plans to provide enhanced 
distribution rights. Under prior law, 
an individual who took a distribution 
from a DC plan or IRA prior to reach-
ing age 59½ had to pay a 10% tax on the 
distribution in addition to the regular 
income tax. Generally, employees un-
der age 59½ had not been able to with-
draw assets from a DC plan sponsored 
by their current employer unless they 
met strict criteria for a hardship distri-
bution. 

The CARES Act allowed plans to 
permit qualified participants to have 

greater access to preretirement with-
drawals from most DC plans and IRAs 
and decreased the taxes imposed on 
the withdrawals. Qualified individuals 
of any age affected by COVID-19 could 
withdraw up to $100,000 from their eli-
gible retirement plans, including IRAs, 
between January 1 and December 30, 
2020. 

Qualified participants who took 
these withdrawals could spread the 
regular income taxes over three years 
instead of paying all of the taxes for the 
year of distribution. Participants who 
took distributions under these provi-
sions may repay the distributions with-
in three years and amend their prior 
years’ taxes for the amount of tax they 
paid on the distributions. 

The December 2020 legislation pro-
vides that distributions made to disas-
ter-affected participants before June 25, 
2021 will receive essentially the same 
tax treatment accorded to distributions 
to qualified participants by the CARES 
Act. The December legislation also al-
lows some workers in the building and 
construction industries to take distri-
butions under these rules at age 55. 

Rehiring Retired Workers
In order to help businesses having 

a difficult time finding employees dur-
ing the pandemic, the Internal Revenue 
Service (IRS) clarified that businesses 
could rehire their retired workers (IRS, 
2021c). The IRS has indicated that the 
plans’ tax status will not be affected if 
businesses bring back retirees who are 
already collecting pension payments. 
Plan sponsors need to review any plan 
terms requiring that an individual who 

retires and commences benefit distri-
butions not be rehired within a speci-
fied period, any plan terms relating to 
the suspension of distributions upon 
rehire and any other plan terms that 
may affect the pension benefit of a re-
hire.

Plan Contributions  
and Sponsorship

The IRS interpreted the CARES Act 
to permit sponsors of DB plans to defer 
any plan contributions that normally 
would have been required in 2020 to as 
late as January 4, 2021 (IRS, 2020b). The 
Pension Benefit Guaranty Corporation 
(PBGC) permitted plans that deferred 
required contributions as permitted by 
the CARES Act to calculate the vari-
able portion of their premiums as if the 
deferred contributions had been made 
(PBGC, 2020b).

Employers that sponsor a DB or 
DC plan and terminate or lay off a 
significant percentage of covered em-
ployees typically may be treated as 
having partially terminated the plan. 
Presumptively, a partial plan termina-
tion occurs if 20% of the active, covered 
plan participants lose coverage due to 
an employer action such as termina-
tions or layoffs. However, a facts-and- 
circumstances test is applied, so a partial 
plan termination may be found even if 
less than 20% of participants are affected. 
Partially terminated plans are required to 
fully vest the benefits of affected partici-
pants (Sokolic and Dunn, 2017). 

COVIDTRA provided relief to plans 
that otherwise might have been treated 
as having a partial plan termination. 
For plan years beginning between 



benefits quarterly third quarter 20228

cost of COVID-19

March 13, 2020 and March 31, 2021, a plan that has at least 
80% of the number of active employees on March 31, 2021 
as it had on March 13, 2020 will not be treated as having a 
partial termination. While this legislation is favorable to em-
ployers, it harms employees who would have otherwise been 
vested by a partial termination.

The third COVID-19 relief legislation, ARPA, extended 
the time over which employers may amortize underfunding 
in DB plans from seven to 15 years. Employers may elect to 
reset their underfunding from prior years as of any plan year 
between 2019 and 2021. The effect of the reset is to extend 
the amortization period for the underfunding reported in 
prior years (ARPA, 2021). 

ARPA also extended relief intended to stabilize the in-
terest rates used to calculate DB plan liabilities. Legislation 
enacted in 2012, which effectively established a floor of 5% 
for the relevant interest rate, had been scheduled to begin 
to phase out in 2021. ARPA extended the provision through 
2025. The interest rate boundary begins to phase out in 2025 
(ARPA, 2021). The Infrastructure Investment and Jobs Act, 
signed on November 15, 2021, further extended the stabili-
zation period, so it is scheduled to fully phase out in 2034.  
Extension of the interest rate relief provides additional flex-
ibility for DB plan sponsors (Godbout, 2021).

Miscellaneous Requirements
Employers that sponsor DB plans are required to pay an-

nual insurance premiums to the PBGC. Those premiums are 
determined based on the type of plan, the number of covered 
employees and the extent to which the plan is underfunded, 
and they can be significant (PBGC, 2021). Early in the pan-
demic, the PBGC extended the deadline for premiums due 
between April 1 and July 15, 2020 to July 15, 2020 (PBGC, 
2020a). 

In June 2020, the IRS suspended the requirement that 
certain retirement plan participant elections be notarized or 
witnessed by a plan representative. The suspension was ef-
fective retroactive to January 1, 2020 and ended on Decem-
ber 31, 2020. Because of remote work and COVID-related 
restrictions on businesses and individual activities, it became 
difficult for participants to meet those requirements. Instead, 
participants may use remote notarization services so long 

as the service meets specified criteria. Among the types of 
documents that typically must be notarized are spousal con-
sents, loan requests and distribution elections (IRS, 2020a). 
The IRS subsequently extended the suspension of the re-
quirement through June 30, 2021 (IRS, 2020a) and then to 
June 30, 2022 (IRS, 2021b). 

Changes in Pensions 
This section discusses changes in pensions made by 

employers or participants as a result of COVID-19 or  
COVID-related legislation.

Effects of COVID-19 on Pension Plan Sponsors
Many employers made adjustments to their 401(k) plans, 

some of them as a result of the CARES Act options. A sur-
vey during April 2020 found that the most frequent changes 
employers had made were to allow participants to take pre-
retirement distributions (65% of employers) and to defer re-
payment of existing loans (64%). Slightly less than half of the 
surveyed employers increased the amount participants could 
take in loans (Willis Towers Watson, 2020). 

The results of a T. Rowe Price (2021) study that includ-
ed data for all of 2020 were similar. That study found that 
slightly more than two-thirds of large plans adopted at least 
one amendment to incorporate the flexibility provided by 
the CARES Act. A slight majority of the plans that permit-
ted preretirement distributions also allowed participants 
to repay those distributions. Small plans were less likely to 
adopt CARES Act provisions. Only about 20% of plans with 
assets under $25 million amended the plan in response to 
the CARES Act.   

While employer matching contributions to 401(k) plans 
are part of employee compensation, employers not limited 
by union agreements generally are free to reduce or suspend 
those contributions. Relatively few employers did that, at 
least early in the pandemic. A Willis Towers Watson survey 
in May 2020 found that 12% of employers had suspended 
their matching contributions. Even at that point, though, al-
most another quarter of employers indicated that they might 
do so in the future. Plan sponsors in retail and business ser-
vices, both of which experienced significant downturns in 
the early shutdowns, suspended their match at more than 
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twice the average rate. Almost another third responded that 
they would at least consider suspending the match later in 
the year (Willis Towers Watson, 2020). A September 2020 
survey by the same consultant indicated that almost three-
quarters of the employers that decreased or eliminated their 
matching contribution either had already reinstated it or 
planned to do so in 2021 (Steyer, 2021).

Effects of COVID-19 on DB Plans
The reduction in life expectancy caused by COVID-19 

reduced liabilities in some DB plans. The effect on DB plan 
liabilities would generally be small, except in plans predomi-
nantly for minorities or lower socioeconomic groups. Be-
cause DB plan funding obligations are based on future pro-
jections of longevity, the pandemic is unlikely to affect those 
obligations in the short term (Moore, 2020).

The continuing low interest rates raise DB plan liabilities 
relative to what they would have been with higher interest 
rates. The low interest rates also reduce plan investment 
income on their bond portfolios. However, the relatively 
favorable stock market boosted asset values. The economic 
stress many firms faced may have caused them to reduce or 
postpone their contributions to DB plans. The CARES Act 
allowed plan sponsors to delay to 2021 DB contributions re-
quired in 2020.

Effects of COVID-19 on Pension Participants
COVID-19 has had a variety of negative effects on some 

individuals concerning their pensions. The next subsections 
consider those effects.

Retirement Expectations
In mid-2020, only 15% of surveyed retirees reported 

they were less confident than before the pandemic that they 
would enjoy a comfortable retirement (Transamerica Cen-
ter, 2020). The average response of workers was similar in 
a study conducted near the end of 2020. Sixteen percent of 
workers reported being less confident in having a comfort-
able retirement. The decline in retirement confidence among 
workers, however, is age-dependent. The youngest and oldest 
groups are more likely to report no decline in their retire-
ment confidence (64% and 76%, respectively) than Millen-

nials (60%) and Generation X (62%) (Transamerica Center, 
2021). In November 2020, almost one in four workers said 
that they were considering changing jobs once the effects 
of COVID-19 recede—the so-called Great Resignation (HR 
Toolbox, 2021).

Inflation
The pandemic has created supply bottlenecks that have 

been one factor in an increase in inflation. The inflation 
rate from October 2020 to October 2021 was 6.2% (U.S. 
Bureau of Labor Statistics, 2021). For people with DB pen-
sion plans, this has resulted in a reduction in the real value 
of their benefits because few of those plans are indexed for 
inflation.

Teachers
Many teachers have retired early because they did not 

want to take the health risk of in-person teaching or they did 
not want to learn the new skills required for remote teaching. 
In Rhode Island, retired teachers were permitted to return 
to the classroom and continue to receive their full pension. 
The change waived the requirement that teachers’ pensions 
be paused if they worked more than 90 days in a year and was 
intended to help address a shortage of substitute teachers. In 
the fall of 2020, the state recruited both substitute teachers 
and retirees (Shahbazi, 2021).

Account Withdrawals and Loans
While pensions receive preferential tax treatment to en-

courage long-term savings for retirement, presumably in 
part because of a weak social safety net, some participants 
who suffered a drop in income took early withdrawals from 
their pension accounts. 

In 2020, 6.3% of participants at Fidelity and 5.7% at 
Vanguard took an early withdrawal from their 401(k) plan 
(Michel and Mitchell, 2021). T. Rowe Price (2021) reports 
that in large plans, 23% of participants who took an early 
withdrawal planned to repay it. By comparison, in 2013, be-
fore the pandemic, about 4% of participants at Vanguard in 
plans that permitted in-service withdrawals (taken while still 
working at the same company) took a withdrawal (Munnell 
and Webb, 2015).
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Similarly, a 2020 survey by Principal 
Financial Group found that 30% of par-
ticipants planned to repay the hardship 
or loan distributions they had taken. 
Most participants (62%) reported that 
they withdrew the money to pay for es-
sentials, whereas the remaining 48% said 
they needed the money to pay for hous-
ing (Anderson, 2021b). Principal Finan-
cial Group (2020) temporarily waived 
loan and distribution fees for hardship 
withdrawals for participants and fees for 
plan sponsors making COVID-related 
amendments to their plans.

Income Distribution
The effects of COVID-19 were not 

equal across the income distribution. 
Income inequality increased, with up-
per income workers doing fairly well 
in terms of jobs and investments, while 
lower income workers tended to do 
poorly (Adamczyk, 2020). This in-
equality extended to different outcomes 
for upper and lower income workers in 
their DC plans. 

With the fairly large increase in the 
stock market during 2020, Fidelity, a 
large recordkeeper for U.S. DC plans, 
reported that at the end of 2020, the 
number of its account holders with 
more than $1 million in their accounts 
reached an all-time high of 334,000, up 
by 101,000 compared with the previous 
year (Anderson, 2021a). Only 1.6% of 
Fidelity DC plan account holders have 
that much in their accounts (Rakicevic, 
2020). 

Contributions
The effects of the pandemic may 

have affected participants’ ability or 

willingness to contribute to DC plan 
accounts. One survey of plan spon-
sors and participants found that 31% 
of 401(k) participants increased their 
contributions, while 14% decreased 
their contributions (TIAA, 2021). 
Vanguard reported similar data. Six-
teen percent of its account holders 
increased contributions, while 8% 
decreased them. This was a small-
er change from the prior year than 
might have been expected given the 
economic disruption caused by the 
pandemic. A slightly smaller percent-
age of account holders had decreased 
contributions in 2019, while slightly 
more account holders had increased 
contributions (7% and 17%, respec-
tively) (Vanguard, 2021). 

Investment Decision Making
Most DC plan participants did not 

change their investment strategies due 
to the pandemic. TIAA (2021) found 
that only 25% of participants changed 
their pension investments in 2020. 

The Future Pensions of Women
Nearly 1.8 million women had left 

the labor force as of mid-2021. In addi-
tion, another 0.5 million women would 
have likely entered the labor force un-
der ordinary conditions, meaning that 
2.3 million women were out of the la-
bor force who otherwise would have 
been working in paid employment. Of 
women ages 20 and older, 57.5% were 
participating in the U.S. labor force in 
June 2021, compared with 59.2% in 
February 2020. That is the lowest in 
more than 30 years (Cassella, 2021). 
That means that these women are not 

earning rights to a pension. It also 
means that when they return to work, if 
they do return, they will likely be earn-
ing lower wages due to the time out of 
the workforce. That will further reduce 
their future pensions.

Some women who left jobs have start-
ed their own small businesses, selling 
online. For example, Etsy Inc., which is 
an online marketplace for people to sell 
items—often that they have made—saw 
its active sellers increase by 2.6 million 
to reach 7.5 million between September 
30, 2019 and September 30, 2021. Eighty 
percent of its sellers are women (Mitch-
ell and Dill, 2021). Presumably, most of 
these new small business owners do not 
have formal pension plans other than 
possibly IRAs.

A major and lasting negative effect 
of the pandemic on pensions is that it 
has exacerbated the gender pension gap. 
Women who left the labor market dur-
ing the pandemic will likely be unable 
to make up the pension savings they did 
not accumulate during that time. Thus, 
the gender pension gap is partly due to 
women's labor market experiences in 
what could be considered normal times, 
and it is partly due to women being more 
adversely affected by negative shocks in 
the labor market.

Conclusions
The COVID-19 pandemic that start-

ed in early 2020 has been a shock to the 
U.S. private pension system. While it 
had short-term disruptive effects on 
U.S. capital markets, its disruptive ef-
fects on U.S. labor markets have been 
substantial and longer lasting, reduc-
ing the number of employed workers. 
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Many workers have left the labor market, and these workers 
are disproportionately women.

Congress and regulatory agencies made changes in U.S. pen-
sion law that were designed to protect workers and employers 
from the economic impact of COVID-19. Those changes pro-
vided workers with more flexibility when they take distribu-
tions and loans from defined contribution plans. They delayed 
the dates by which employers were required to make manda-
tory contributions to DB plans and pay PBGC premiums. 

The labor market changes leading to unemployment or 
reduced hours and wages may have caused some employees 
to take preretirement withdrawals from their DC pensions.  
Also, some have retired earlier than they had planned. A ma-
jor and lasting negative effect of the pandemic on pensions is 
that it has exacerbated the gender pension gap. It is unlikely 
that women will be able to make up later in life the pension 
savings that they did not make due to leaving the labor mar-
ket during the pandemic. 
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