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US rethinks public sector DB schemes 

By John Keefe 
 
In New York City, among households where the head is within 10 years of retirement age, a third hold liquid assets 
of just $10,000 or less. After they stop working, they will have to rely solely on Social Security benefits, which today 
average about $1,200 per month. “We see reports of growing numbers of senior citizens in homeless shelters – a 
55 per cent increase in 10 years,” observes John C. Liu, New York City Comptroller. Other regions of the US also are 
anticipating a grim future for soon-to-be seniors, leading public officials to map out unprecedented legislative steps 
to brighten the retirement picture. 
 
Poor retirement income coverage for private sector workers has been a chronic problem across the US since 
defined benefit plans started to disappear 25 years ago. “Nationally, 53 per cent of workers have access to an 
employer-sponsored retirement plan, but in New York that coverage is just 40 per cent, because half of our workers 
are employed by small businesses,” Mr Liu says. In late March, he brought forward a proposal for a new cash 
balance plan that would be available to all private employers, but sponsored, invested and administered by city 
government. 
 
A solution may be found in DC innovation in the US  

In California, legislation is under way for a state-wide plan for a universal retirement savings account. “I’m trying to 
create a product that’s available to everyone, portable, and has low fees,” says state senator Kevin De León, a 
Democrat who represents the state’s poorest district, in Los Angeles. He says his district is the poorest in California, 
but the most diverse on the planet: Chinatown; Little Korea; Little Tokyo; MacArthur Park, with the largest Central 
American population outside Central America; Boyle Heights, with the greatest concentration of Mexicans north of 
the border; and Thai Town, Little Armenia, and Filipino Town. 
 
“These people can’t look forward to a comfortable retirement. They have to keep working until their arms and legs 
give out. In California we have 7m people in that situation,” he says. 
 
Under the California proposal, employers could make optional contributions, but would not bear fiduciary 
obligations or administrative responsibility, other than handling payroll deductions. “If we’re successful, it will be 
the first of its kind in the nation,” notes Senator De León. 
 
Behind both the New York City and California proposals, and a third in Connecticut, is the work of Teresa 

Ghilarducci, professor of economics at New York’s New School for Social Research. She envisages universal 
plans that offer a guaranteed return and an annuity option. 
 
In the California plan, which describes itself as a defined benefit arrangement, a state board would select an 
investment manager to handle investments and underwrite a guaranteed return. “The cost of the guarantee would 
be a low return, but it’s much better than a DC plan,” says Ms Ghilarducci. 



“We’ve done a lot of simulations, and estimate that if 25 year-olds save 5 per cent of pay for 40 years, they could 
have an income replacement rate, including Social Security, of 64 per cent,” she adds. (Industry rules of thumb 
typically call for 10 per cent contribution rates.) 
 
Many details remain to be ironed out, such as fitting the government-run plan to the Erisa (employee retirement 
income security act) legal framework that covers private sector retirement plans. “All of the separate testing and 
disclosure required by Erisa will have to be done, and that has a cost,” notes Brian Graff, chief executive of the 
American Society of Pension Professionals and Actuaries. He also points out that tax law does not allow employee 
contributions into a defined benefit plan to be deducted from income taxes, an issue Congress would have to 
address. 
 
The investment success of such a plan could be within reach if the designers heed the pension lessons of the past 
20 years, says Barton Waring, a pension scholar and retired chief investment officer of Barclays Global Advisors: 
“You would have to invest primarily in government bonds.” 
 
All costs of the plans are to be borne by the workers, but both California’s Senator De León and NYC’s Mr Liu cite 
the potential cost of leaving millions of American workers outside the retirement savings system. 
 
“If these people retire without savings, there will be a fiscal impact, and as comptroller, it’s my responsibility to 
foresee this sort of strain, and look for ideas about how to deal with this impending crisis,” says Mr Liu. 
 
Senator De León’s bill will be voted upon later this spring. “I’ve engaged the Democrats, and I’m going to make my 
case with the Republicans as well. I just hope they make the connection that there are millions of people in 
California who have no access to retirement security. The public policy consequences are very real – not just in 
California, but nationwide – because the people who have never saved are going to end up dependent on the social 
service network.” 
 

Full article available here: http://www.ft.com/intl/cms/s/0/0375fa70-7d61-11e1-bfa5-
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