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The Way We Were

• Traditional defined benefit plan as the 
primary retirement benefit

• Mandatory participation
• Lifetime retirement benefit equal to one-half 

to three-fourths of final average salary for a 
25- to 30-year career

• Usually with an automatic COLA
• Employer bore all investment and longevity 

risk, and usually some or most inflation risk



Change in State & Local Government Employees’ 
DB Plan Access, Take-up, and Participation Rates

(full-time employees)

US Bureau of Labor Statistics, National Compensation Survey, Benefits



Where We’re Headed

• More risk is shifting to workers
– Investment
– Inflation
– Longevity
– Plan termination

• Some upside risk: higher benefits, lower 
contributions

• Lower benefit accruals
• Choice of plan design/plan type



Hybrid Plans

• New hybrid plans are being created by 
legislatures nearly every year

• Mostly DB-DC, some cash balance plans
• Usually apply to new hires only
• DB-DC plans maintain a DB component, with a 

lower benefit accrual rate
• Cash balance plans contain key features of DB 

plans, but also transfer some investment risk 
to workers



Statewide Hybrid Plans, 1995



Statewide Hybrid Plans, 2017

“State Hybrid Retirement Plans,” NASRA 2016



Defined Contribution Plans

• The number of mandatory and optional DC 
plans has grown sharply

• One state—Alaska—has a DC plan as the 
primary retirement benefit, combined with 
non-Social Security participation



Statewide Defined Contribution Plans, 1995

NASRA
For broad employee groups: teachers, general employees, and public safety personnel



Statewide Defined Contribution Plans, 2017

For broad employee groups: teachers, general employees, and public safety personnel

NASRA



Flexible Employee Contributions

• Some states, like Arizona, Nevada, and Iowa, have 
featured flexible employee contributions for decades

• Flexible contributions adjust, as prescribed in statute or 
funding policies, based on actuarial experience or 
investment performance

• At least two states—Arkansas teachers, and 
Pennsylvania state employees and teachers—have 
enacted flexible employee contributions more recently

• Most new hires in California since 2013 and new public 
safety hires in Arizona this year must contribute at least 
one-half of the normal cost of the plan, which can 
change



Default Defined Contribution Plans

• The default plan applies to cases where employees have a 
choice of retirement plan

• The default plan is the plan employees participate in if they 
do not make an active election

• Among statewide plans, the default plan has been the 
defined benefit plan

• Studies show that most employees accept the default plan, 
rather than make an active election

• This year, two states—Michigan and Florida—established 
the defined contribution plan as the default plan for new 
hires

• The experience in those states will be closely watched !
• See also: Decisions, Decisions, by the National Institute on 

Retirement Security



“Significant Reforms to State Retirement Systems,” NASRA 2016

States that reduced or eliminated automatic COLAs



Eliminated COLAs

• Florida eliminated all future COLA benefit accruals 
effective July 2011

• Michigan eliminated COLAs for teachers hired since 
July 2010

• Using legislation authorized in 2012, the Ohio STRS 
board this year suspended COLAs indefinitely
– Ohio STRS participants do not participate in Social Security

• Oklahoma effectively eliminated COLAs beginning in 
2011



Contingent COLA

• Some plans have provided a COLA based on 
investment performance for many years: 
Arizona, Wisconsin

• More recent changes link COLAs to investment 
performance or the plan’s actuarial funding 
level: 
– Louisiana, Maryland, Minnesota, Montana, Rhode 

Island, South Dakota, Wyoming



Establishment of triggers to close plans

• The Michigan Legislature approved a new hybrid plan 
this year for newly-hired school teachers beginning 
February 1, 2018.

• The bill includes a provision that closes the plan if its 
funding level drops below 85 percent for two 
consecutive years

• The Texas Legislature this year included a provision in 
legislation switching City of Houston DB plans to 
hybrid plans if funding levels for any of the plans 
drop below designated thresholds (60-65 percent) 
after designated future dates



Transfer of mortality
risk to active members

• Also in the new Michigan teacher hybrid plan:
– A provision that will increase the normal retirement age 

when experience studies show an improvement in the 
plan’s mortality experience by at least one year

– This effectively shifts a portion of the plan’s mortality risk 
from the employer to employees



See Also

• Effects of Pension Plan Changes on Retirement 
Security, by NASRA and SLGE, 2013
– Details and quantifies the benefits reduction for 

new hires as a result of reforms to 20 selected 
statewide pension plans

• Pension Reforms@NASRA.org
– Multiple resources describing state and local 

pension reforms since 2009



Relative Change in Employment, Private Sector 
and State and Local Governments

2007 to present

US Bureau of Labor Statistics
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