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Fiscal pressures in recent years have 
pushed plan sponsors to question the 
rationale behind maintaining defined 
benefit pension plans. In the public 
sector – long known to leverage the 
power of pensions as a significant part 
of total compensation and retention 
conversations – these  fiscal  pressures  have  made  the  nightly  news  as  some  states  and  larger  municipalities  
questioned how they will meet pension obligations. 

On the heels of these debates, a few recent studies garnered news coverage when they touted a “solution” to this 
perceived problem: shift public school system teachers to defined contribution plans because those plans can provide 
a larger benefit in retirement. But that conclusion is false. 

A study that I co-authored looked at data from six states and found the opposite – 401(k)-type plans and 
hybrid plans underserve the majority of teachers. A defining difference was that the earlier studies that favored 
defined contribution (DC) plans did not examine closely enough the demographics and tenure of teachers. 

Looking beyond the data, providing adequate retirement income and communicating  the  value  of  the  benefit can 
have significant positive outcomes for both teachers and their students. 
THE FOUNDATION OF THE STUDY 
The study (http://www2.segalco.com/ps-teacher-pension-study-report-jan-2019.pdf) funded and published by the National 
Institute on Retirement Security (NIRS) – looked  at  public  school  teachers  in  Colorado,  Connecticut,  Georgia,  
Kentucky, Missouri, and Texas. My co-author Nari Rhee, PhD, the Director of the Retirement Security Program at 
the UC Berkeley Center for Labor Research and Education, and I examined the actual teacher turnover patterns for 
the real-life teaching workforce in each of these six states to project the final years of service at retirement or 
separation using the retirement systems’ actuarial assumptions.  

The extensive analysis considered all possible combinations of age and service at separation when we compared 
benefits under the existing teacher pension (using the least generous pension benefit tier) and a hypothetical 401(k) 
with the same contribution rate as the pension. 

DO TEACHER ATTRITION RATES MATTER? 
Simply stated, yes, both tenure and attrition make a significant 
difference. Most classroom teaching is performed by teachers with long 
careers – typically 25 or more years in the same state. They tend to retire 
or separate at around age 58. In fact, 65% of teachers will stay in their 
state for at least 20 years, and 70% will stay until at least early 
retirement age.  

Applying each state’s plan provisions and actuarial assumptions, we 
found that 77% of teachers in the six states studied would work long 
enough to see greater value and security from the lowest-tiered pension 
than from even an idealized 401(k) with low fees, no investment 
mistakes and no significant economic downturns.  

These figures overshadow the one in ten teachers who leave before vesting and the additional two out of ten who 
remain employed at least until initial vesting. Our analysis found that only 23% of vested teachers across all six 
states examined will not accumulate enough service in the same retirement system to earn pension benefits from the 
lowest-tier pension that are greater than their benefits from an idealized 401(k). Further, that number drops to 19% 
who are better off with a realistic 401(k) than with the pension benefit they would receive. 

Because we cannot predict economic downturns, we made sure that the study analysis started with a comparison of 
pension benefits to idealized 401(k) benefits. (Continued on Page 12) 
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That optimistic, idealized assumption, however, 
was not enough to tip the scales, even when 
considering early retirement. For example, the 
68% of teachers who reach early retirement age 
will still see significantly greater pension benefits 
as compared to an idealized 401(k). We found 
that early retirement pension benefits for a teacher 
with the median hire age are worth twice as much 
as the idealized 401(k) in four of the six states. In 
two states – Connecticut and Georgia – early
retirement pension benefits are worth 50% and 
30% more, respectively. 

Our study also made sure to look at the 
costs involved in each plan, and our analysis 
found that the pension plans we examined 
were more efficient from a cost perspective. 
We concluded that it would cost employers 
between 20% and 40% more depending on the  
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state in DC plan contributions to match the value of 
the pension plans in place. Pension costs have the 
advantage here because a pooled pension is 
simply more efficient than individual investment 
accounts as a means of financing retirement 
for a large, multi-generational workforce. This 
is consistent with the findings of other studies.  

LESSONS FOR SCHOOL SYSTEMS 
How do school systems keep good, experienced 
teachers? With a path to a more secure retirement.  

As teacher shortages worsen and low teacher pay 
pushes them to consider other or supplemental 
options, better retirement security can prove to be 
a significant retention tool. Further, retaining 
more teachers lowers turnover costs. 

Teaching is one of those professions where even 
the gifted get better with experience. The quality 
of education goes hand in hand with the quality of 
the teachers. In this way, faculty stability pays 
dividends for students and the future. ~ END 
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The preceding article is reprinted with permission  from:  

The GAPPT “News and Reports" provides insight and knowledge to its members about current topics dealing with the economy, legal 
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