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QUESTION? 

Proponents of DC plans often say they are 

less costly for employers than DB plans, but 

isn’t it true that the private sector abandoned 

DB plans for a variety of reasons one of 

which was that PPA and other federal 

regulations that resulted in more funding 

volatility for private sector DB plans 
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Who Killed Private Sector DB 

Plans? March 2011 

 

1. Switching to DC plans, employers cut 
their contributions by almost half and 
employees now pay the bulk of costs.  

2. Federal and accounting regulations 
impacted cash flow and added volatility 
to plan funding. 

3. Private sector industry changes have 
seen fewer new industries offering 
pensions. 

4. Imperfect knowledge for employees 
preferences for traditional DB plans.  

 

 

Key Findings 
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Change from prior year in corporate and 

public pension contributions, 1989-2009 
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Source:  Federal Reserve Flow of Funds Accounts, 1985-2011 

Public 

and 

Private 

Funds 

Similar 

in Risk 

until 

2006 



Pensions Cost Less: Still A Better 

Bang for the Buck Compares Cost of 

3 Plan Designs Providing $2,700  

 DB plan  

• Typical asset allocation and fees. 

Individually Directed DC 

plan 
• Target Date Fund (TDF). 

• Average fund fees, modest 

“behavioral drag.” 

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

• Same DB fees, no behavioral drag 

• No employee choice. 
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Contribution needed to 

fund DB plan is 16.3% 

of payroll. 



3 Key Reasons that DB Plans  

Save Money Compared to DC Plans  

1. Pool the longevity risks. 

2. Maintain optimally balanced investment 

portfolio compared to down-shifting 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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Summary:  DB Plan Delivers Same 

Benefit at About Half the Cost  

of DC Plan 
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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 

  

Source:  Colorado Office of the State Auditor and GRS 



Fiscal Reality is that cost can’t 

increase – What if same cost? 
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Retirement Benefits More Important 

Than Salary For Public Employees 
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QUESTION? 

There are a number of media outlets and 

conservative private foundations that would 

have us believe that public pensions are an 

extreme burden on taxpayers.  Does NIRS 

have any data that might counter such 

opinions?    



Laura and John Arnold Foundation   

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


Research by Josh McGee Falsely 

Claims NIRS Bang for Buck is Myth 

Source:  NSCL Conference  August 2015 
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NIRS:  McGee Paper Fatally Flawed 

Exclusively Uses 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 TDFs 

• Efficient DC buys annuity 

from DB 



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.  



Views: Retirement Crisis is DC Plans; 

Public Pensions Made Needed Changes 
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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 



Americans Agree That Everyone  

Should Have A Pension 
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Americans Lack Adequate Savings:  

Policy Makers, GAO Concur 
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QUESTION? 

Many of us have read Pensionomics, which 

discusses how public pensions are 

economic drivers.  How can the information 

in these studies be useful to public pension 

systems when they communicate with the 

media, policy-makers and stakeholders?   



Pensionomics: Retirees 

Spending DB Benefits Fuel… 

Expenditures from public and private 
pension benefits supported… 
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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  



Pensionomics: State Fact Sheets 



Media and Public – Misunderstand 

Who Pays For Public Pensions  
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Taxpayer Stakeholders: Financing of 

Public Pension Plans, 1993-2012 

Sources of  pension 

fund receipts. 



QUESTION? 

What are some examples of how NIRS 

research has been used in pension policy 

development?  

Follow-up question to audience: have any of 

your systems utilized NIRS reports and data 

in your communications? 



Source:  NIRS,  Pensionomics 2014 

   Expenditures by government retirees 
provide steady economic stream to 
Arizona and its communities. 2012 
expenditures supported:  

 
• 42,542 jobs that paid $1.9 billion in wages. 

• $5.9 billion in total economic output. Each dollar in DB 
benefits supported $1.77 in total economic activity.  

• $793 million in federal, state, and local tax revenues.  

• Each taxpayer dollar “invested” in plans supported 
$5.93 in total economic activity in the state. 

 

Pensionomics to Task Force  
Arizona Police and Firefighter System 



Pennsylvania Legislators: DB Plans  

Cost Efficient Retirement Benefits  



QUESTION? 

What do you see as the next generation 

challenges for public pension plans and what 

is on NIRS’s research agenda? 

 



Annuity Proposals Beyond Senator 

Hatch’s Bill:  Mercatus Center too  

• Annuity vs. 4 percent 

withdrawal from a DC plan. 

 

• Annuity is more effective. 

 

• Leaps to suggest a 

policy  application for 

annuities to replace 

underfunded public DB 

pensions. 
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Senator Hatch Creates SAFE Annuity 

Plan: High Cost & Low Protection 
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• Still a Better Bang for the Buck looked at 

the cost of using an annuity at retirement 

greater than self insuring today. 

• 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. 

   
 



Pensionomics 2016:  
Update Impact of Retirees’ 

Spending in Our Economies 
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