Testimony to the Alaska
House Finance Committee

Dan Doonan

Executive Director _ _
National Institute on Retirement Security

NATIONAL INSTITUTE ON
March 8, 2022 dﬂl Retirement Security

l\, ‘ Reliable Research. Sensible Solutions.




Variety of Plan Designs in Public Sector

Figure 1: Overview of Hybrid Retirement Systems
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NASRA Resources on Risk-Sharing and
State Reforms
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Significant Reforms to State Retirement Systems
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d'unsr to public pension and financing have never been more numerous or significant
P I an s than In the yoars toupw'mg mmx <sion. ! The global stock market crash sharply Rdug:‘:mle
:mdloc.\l jon fund asset values, from $3.15 trillion at the end of 2007 to $2.17 jon in March
due to this loss, pension costs increased. These higher costs hit state and local governments
:sl:l s the economic recession began to severely lower their revenues.’ These events phwd a m
in prompting dungr to public pension plans and financing that were unprecedented
scope, and magnitude.
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m 2009, nearly every state pazed meaningful
reform to one, or more, of its pension plans

the gicbal market crach and recesion
prrss 4 plans, differing plan designs,
budgets, and legal frameworks across the
country defied a cingle solution; irotead, each
state met its challenges with tailored changes
specific to its unique dircumstances.
For example, zome states faced legal limitatione
on how much modification mul made to
thelr existing retirement plans. Other states did

adjustments in their plan designs.

Balanced Objectives

Public pension reforms typically adjusted
retirement plan pro\Lm;.p‘ while balancing
multiple stakeholder cbjectives:

* For employees, competitive mmpm—..mm that
includes income cecurity in retirement;

For employers, a management tool to maximize
the training and experience invested in their
employeez, and

* For taxpayers, public services performed in the
most etfective and coot-efficient manner.

These objectives can both condlict with and complement
one another. Retirement plan reforms focuzed on one of
these goals, to the exclusion of others, are likely to
produce unintended negative outcomes. While puNlc
changes ook different forms throughout the
country, reforms generally kept thoce core features
known 1o balance retirement cecuriry, workforce
management, and economic efficiencies sought by
stakeholders, namely-*
+ Mandatory participation Most state and local
governments require parricipation in the retire-
ment program as a condition of employment
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Better Bang for the Buck 3.0:
3 Reasons Why DB Plans Save Money

1. Pooling the longevity risks of large numbers of individuals, providing
each the security of a lifetime pension without the risk of outliving

their savings.

2. Are “ageless” and therefore can perpetually maintain an optimally
balanced investment portfolio rather than the typical individual
strategy of down-shifting 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.

National Institute on Retirement Security Source: https://www.nirsonline.org/reports/betterbang3/



Life Expectancy for 1,000 Teachers

Figure 2: Longevity of 1,000 Retired Female Teachers
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UNDER THE DC PLAN, 15% OF ASSETS
ARE NOT USED FOR RETIREMENT

Figure 5: Total Benefit and Estate Payments Under the DC Plan

. Pension Payments Balances to Estates
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Baseline Scenario: As Individuals Shift DC
Portfolio Allocation, Expected Return Reduced

Figure 6A: Expected Annual Investment Return, Baseline Scenario
(net of fees)
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DC PLAN COSTS ALMOST TWICE AS
MUCH FOR SAME BENEFITS

Figure 1a: Cost of DB and DC Plan as % of Payroll
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DC Plan Inefficiency Primarily Occurs
Post-Retirement

Table 2: DC Plan Efficiency Gap

Baseline Scenario

Mid-Career Hire

Low Return

Environment
Post-Retirement Inefficiency 40% 40% 45%
Pre-Retirement Inefficiency 9% 6% 7%
Total Inefficiency 49% 46% 52%

National Institute on Retirement Security
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: Traditional Programs

Change in Enroliment

2009-10 through 2017-18
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Pensions Help Deliver Strong
Mid-career Retention

Figure 3
Annual Turnover Rates for Teachers Hired at Age 25
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Source: Teacher Pensions Vs. 401k’s in Six States:
https://www.nirsonline.org/reports/teacher-pensions-vs-401k/ 1
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Result: Career Employment
Becomes Commonplace

Table 4
Projected Teacher Age and Service Years at Exit

Teacher Pension Median Median % with 20+
Plans Service Years Age Service Years
Colorado 17 57 43%
Connecticut 28 60 76%
Georgia 23 57 59%
Kentucky 26 54 63%
Missouri 27 55 73%
Texas 26 62 67%
6-State Average 25 58 65%

Note: Authors’analysis based on retirement system active membership data and
actuarial assumptions as of FY 2017. 6-state averages are weighted by teacher
membership count.

Source: Teacher Pensions Vs. 401k’s in Six States:
https://www.nirsonline.org/reports/teacher-pensions-vs-401k/ 1
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Michigan SERS Offers Warning
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