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Why Revise “A Better Bang for 

the Buck”Study? 

• Updated assumptions, 
methodology to reflect 
changing retirement benefit 
landscape  

– DC plans: lower fees, 
increased use of Target Date 
Funds (TDFs), and better 
understanding of participant 
investment actions. 

– DB asset allocation changes. 
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3 Key Reasons that DB Plans  

Save Money Compared to DC Plans  

1. Pool the longevity risks of large numbers of 

individuals.  
 

2. Perpetually maintain optimally balanced investment 

portfolio compared to down-shifting to over time to a 

lower risk/return asset allocation. 
 

3. Achieve higher investment returns as compared to 

individual investors because of professional asset 

management and lower fees. 
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Target:  Monthly Income of $2,700 at 

Age 62 and Compares 3 Plan Designs 

 
DB plan  

• Typical asset allocation and fees. 

Individual Directed DC plan 
• Target Date Fund (TDF) – mix 

equities & fixed investments. 

• Average fund fees, modest 

“behavioral drag.” 

“Ideal” DC plan  
• TDF with same glide path. 

• Same DB fees, no behavioral drag 

• No individual choice. 
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Contribution needed 

to fund DB plan is 

16.3% of payroll. 



DB Plan Strength # 1 

Longevity Risk Pooling  

DB plans can be funded to last the average life 

expectancy for each participant , but an individual using life 

expectancy has a 50-50 chance of running out of money. 
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Lack of Longevity Risk Pooling 

Drives Up Cost in DC Plans  

• To “self-insure” longevity risks 

–  a retiree at age 62 needs 

about $600,000 in DC plan for 

same monthly income.  
 

• Based on an individual having 

a 1 in 5 chance of outliving 

savings. 
 

• Contributions must be 19.6% 

of payroll for this protection. 
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DB Plan Strength #2 

Maintenance of Portfolio Diversification 

In a DC account, individuals must adjust risk as 

they age to protect against market shocks, 

sacrificing some expected return. 
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Age-Driven Shift to More Conservative 

Portfolio in DC Plans Drives Up Cost 

• A retiree in the DC plan 

must have nearly $700,000 

account balance at age 62. 

• In order to fund this 

amount, contributions must 

be 23.0% of payroll. 

• This summarizes the 

“Ideal” DC plan cost.  
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• Pooled investments can lower expenses.  
 
• While DB plan investments are professionally 

managed, individuals tend to underperform 
– Individual investor level returns lag behind long-term returns for 

any asset class, and most mutual funds.  
– Failure to re-balance, poor timing 
– “Behavioral drag” estimates range from 98 bp to over 200 bp.  

 

• Conservatively assume additional 1.00%,  
– 40 bp additional DC expenses,  
– Optimistic 60 bp for “behavioral drag” 

DB Plan Strength #3 

Lower Fees & Professional Management  
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Lower Returns/Higher Fees in DC 

Plans Drive Up Cost 

• Each retiree in the DC 

plan now must have 

more than $800,000 in 

account at age 62.  

 

• In order to fund this 

amount, contributions 

must be 31.3% of payroll. 
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Tallying DB Plan Cost Savings 
Compared to a Typical DC Plan 

1. Longevity risk pooling saves 10% 

2. Maintenance of portfolio diversification saves  11% 

3. Lower fees & professional management saves       27% 

 

All-in costs savings in DB plans ………………… 
 

48% 

In other words - a DB plan can provide the same 

benefit at almost half the cost of a DC plan  
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Fiscal Reality is that cost can’t 

increase – What if same cost? 
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Additional Sensitivity Analyses 

• Variations in assumptions still 

show significant DB-DC disparity 

– Returns. 

– Expenses and Behavioral 

Drag. 

• Include public safety employee 

– Male, retire at 55, no Social 

Security. 

– DB saves 46% compared to 

typical DC (vs. 48% baseline). 
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Colorado Pension Design Study 
A Comprehensive Study Comparing the Cost and Effectiveness  
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Office of the  

State Auditor 

Considered  

Alternative Plan  

Designs Costs 

 

SAME BENEFIT  

for a 30-year  

Employee at 65 

Costs 60% more. 

  

Source:  Colorado Office of the State Au

ditor and GRS 



Colorado Pension Design Study 
A Comprehensive Study Comparing the Cost and Effectiveness 
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Office of the  

State Auditor  

Considered Plan 

Benefits from  

Alternative 

Designs 

 

SAME COSTS:  

Benefits 54.4%     

of pay compared 

to 72.2%  

  

Source:  Colorado Office of the St

ate Auditor and GRS 



DB Role in the Public Sector: 

Workforce Management 
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• DBs may improve public sector productivity: 

– More likely to value their work and tend to 
invest more in their skills. 

• Pensions enable public employers to recruit and 
retain quality workers from the private sector.  

• Moving to a DC design could affect recruitment, 
retention, productivity among this workforce. 

 

• DB plans encourage “efficient retirement,” 
which is eliminates “job lock” when workers 
with DC plans cannot retire. 

 



Retirement Benefits More Important 

Than Salary For Public Employees 
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Laura and John Arnold Foundation   

Source:  Laura and John Arnold Foundation website:  www.ljaf.org 
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http://www.ljaf.org


Arnold Foundation’s Josh McGee 

Asserts False  Claims about NIRS  

Source:  NSCL Conference  August 2015 
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• DB plans are not more   

cost-effective than DC   p

lans. 

• DC plans achieve similar 

investment returns.  

• DC plans offer annuities. 

• Pension debt is a cost   d

river for DB plans. 



NIRS:  McGee Paper Flawed -- Relies 

Exclusively on Private Plan Data… 

Source:  NSCL Conference  August 2015 
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Fact Check 
 

• Data misleading  

• Not relevant  

• NIRS Numbers Add up 

• Fair, Accurate Model 

• DB investment tops TDF 

• DC plan must buy annuity 

from DB plan. 



Still a Better Bang Estimated Cost 

of  Annuity Purchase at Retirement 

• Annuities protect against longevity 
risk, but at a cost. 

• Buying an insurance company annuity 
at 62; payroll contributions increase to 
25.4% at current rates &  20.9%  at 
historical rates compared to DB plan 
cost of 16.3% of payroll. 
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NIRS research on SAFE Annuity 

Plan: High Cost & Low Protection 
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• Rate of Return tradeoff:  Public DB plan 

real ROR of 5.4% but Fixed Annuity only  

2.8% historical real ROR.(NIRS & CRS)  

• Cost of fixed annuities is 57 to 180 

percent more than funding DB pensions. 

• State Guaranty Fund protections limited, 

marketing prohibition, state tax credit for 

assessments places cost with taxpayers.   
 



NIRS Responding to Arnold 

Foundation Opinion Piece  

NIRS responds to McGee using Manhattan 

Institute paper to claim a cost efficient DC 

retirement plan as a solution in Chicago.  



NEWS:  Washington Reopened its 

Closed DB Plan to New Teachers 
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BUT Bellwether Claims : 
 

Teacher choices in 
Washington show popularity 
of the combined DB-DC 
Plan.  
 
Combined DB-DC Plan can 
be attractive to teachers and 
states. 
 

 



NIRS found in WA and OH 

Teachers Preferred the DB Plan  
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When given the choice between a  

DB or Combined DB-DC plan, 

public employees overwhelmingly 

choose the DB pension. 

 

Majority of new employees in  

Washington PERS choose DB 

pension over Combined DB-DC 

plan.  In Ohio, 86 percent of 

teachers covered by the DB plan.   
 



Bait and Switch:  Annuities 

Better than DC: So, DB too?  

• Compares annuity with a 4 

percent withdrawal from a 

DC plan and finds life annuity 

is more effective. 

 

• Leaps to suggest an 

application for annuities to 

replace public DB 

pensions especially in 

underfunded public plans, 

which does nothing to 

address problem. 
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DB to DC Switch No Help for Funding 
NIRS’ Case Studies: MI, WI, and AK 

1. Changing from a DB plan 
to a DC plan did not 
help an existing 
underfunding problem; 
costs increased.  

2. Greater retirement 
insecurity for workers.  

3. Implement a responsible 
funding policy of making 
the full actuarial 
determined contribution 
each year. 



Case Studies of WV & AK: Required 

Contributions not Switch to DC 
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Best way to address underfunding is to implement 
a funding policy of making the full annual 
required contribution each year.   

Compare West Virginia and Alaska:  



Pensionomics: Retirees 

Spending DB Benefits Fuel… 

Expenditures from public and private 
pension benefits supported in 2012… 
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• Over $940 billion in economic output 
nationwide 

• Over 6 million jobs that paid over  $300 
billion in income 

• Over $550 billion in value added 
nationally 

• $130 billion in federal, state, and local tax 
revenue 



Business Stakeholders: 

Howell’s Grocery & Restaurant  



87 Percent: Pensions Are a Tool To 

Recruit and Retain Public Workforce 
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More than 7 out of 10 Strongly 

Support Public Pensions 



7 out of 10 Americans Strongly 

Support Public Pensions 

TEXAS: 

77% Very/Strongly 

96% All Support 
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88 Percent Of Americans Support 

Public Pensions For Police, Fire 
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88 Percent Of Americans Support 

Public Pensions For Police, Fire 
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TEXANS: 
68% Strongly Agree 

92% Total Agree 



Conclusions DB Format Retained 

• DB plans have built-in economic efficiencies – 

provide a “better bang for the buck.” 
 

• DB pensions help attract and retain workers and 

increase productivity and are highly valued. 
 

• Decision makers should continue to carefully 

evaluate claims that “DC plans will save 

money”and reduce underfunding. 

• Public support for pension is favorable. 
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National Institute on Retirement Security 

www.nirsonline.org 

Questions? 


