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Living in a Defined Contribution World:
Some Scattered Evidence from the U.S.

Presentation to the Association of Canadian Pension 
Management impACT 2007 meeting on December 5th

Moshe A. Milevsky 
Schulich School of Business

York University, Toronto, Canada

Executive Director, The IFID Centre

Agenda…

• Review the closure & freezing of U.S. 
corporate DB pension plans.

• Move on to public sector plans in the U.S. 
and the transition to DC pensions.

• Discuss Florida’s pension “experiment” of 
2003 and the options given to participants.

• Final comments…
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Recent Pension Trend…

Globe and Mail, October 14, 2006

30% of Canadian firms 

expect to terminate 

their DB plan…
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Financial Times:
September 30, 2006

• …At present, the only way a 
company can manage the risk of 
long-lived workers is to work them 
so hard that they die within a few 
years of retirement…Not a good 
way to retain staff.

PBGC-insured Single Employer Plans With 
Hard Freeze in Place…

6.1%3.5%2.5%Percentage of 
Participants..

14.1%12.1%9.5%Percentage of 
Plans…

Year 
2005

Year 
2004

Year 
2003

Source: Form 5500 & PBGC Pension Insurance Data Book 2006



Moshe A. Milevsky © 2007 impACT 2007
December 5

4

Avaya (09/2003)
Aon (10/2003)
NCR (5/2004)

Circuit City (10/2004)
Motorola (12/2004)

GM (03/2005)
Sears (04/2005)

HP (07/2005)
Lockheed (10/2005)

Sprint Nextel (11/2005)
Verizon (12/2005)

IBM (01/2006)
Alcoa (01/2006)

Nissan (01/2006)
Wendy’s (02/2006)
Unisys (03/2006)
Nortel (06/2006)

Whirlpool (11/2006)

Some Frozen Plans…

How Do Markets React to DB Pension Closures?
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Market is Warming to Frozen DBs

+7.29%+4.24%+0.64%Risk-
adjusted 
Return

+5.51%+3.96%+0.62%Stock 
Return 

20 Day 
Window

10 Day 
Window

Day of 
Notice

Source: The IFID Centre, 2007 (M.A. Milevsky & K. Song)

Market is Warming to Frozen DBs
Risk Adjusted Returns…

+4.59%+4.16%+0.40%Low ROE 
(avg. -0.46)

+10.9%+5.24%+1.49%High 
Beta Risk 
(avg. 1.5)

20 Day 
Window

10 Day 
Window

Day of 
Notice

Source: The IFID Centre, 2007 (M.A. Milevsky & K. Song)
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Journal of Risk and Insurance, Vol. 71(3)

Florida Details…
• In early 2002, over 625,000 employees of 

The State of Florida were given the choice 
to convert their traditional Defined Benefit 
(DB) pension plan, into a self-managed 
Defined Contribution (DC) account.

• Each employee electing to participate was 
given an initial DC balance equal to their 
Accumulated Benefit Obligation (ABO).

• They can choose from a limited set of 
mutual funds and some institutional 
investment products..
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Some Design Questions…

• How many choices?
• Which asset classes?
• What is the default option?
• What happens at retirement?
• How to explain to participants?

The Payout Annuity Universe

$100,000

Fixed Payout Annuity Variable Payout Annuity

Monthly Payment set by
Company for Life

Annuitant Selects the 
Anticipated Interest Rate

Fluctuating 
Payment
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Source: The Wall Street Journal, August 8, 2007

What are Florida’s DC Choices…

1Global Stocks
2Foreign Stocks (only)
8U.S. Stocks
4U.S. Bonds
1U.S. Inflation-protected
1Money Market

Number of FundsAsset Class

+ Three Balanced Funds…
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Is your 401(k) diversified?
Percent of plans offering…

22.9%Company Stock:

9.1%International Bond Fund:
62.9%International Equity Fund:

71.5%Domestic Bond Fund:

97.4%Domestic Equity Fund:

Source: Data from 680 plans; Journal of Public Economics, Vol. 90, pg. 1302

2006 Study published in the 
Journal of Public Economics

“…We find that only 53% of plans offer an 
adequate set of options…”

“…For 47% of the plans, plan participants 
would be better off with additional 
investment choices…participants’ average 
return would improve by 2.3% per year…”

Source: E.J. Elton, M.J. Gruber and C.R. Blake, JPE, Vol. 90: 

“The adequacy of investment choices offered by 401(k) plans”
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The Florida Decision Tree

DB Plan DC Plan

Retire from DB Plan             Retire from DC Plan 
(3% COLA Annuity)              (Cash or Life Annuity)

Second Election

 

Number of State Employees in Various Age Buckets:

Current age….
SVC 62 57 52 47 42 37 32 27 22

 42 127
 37 352 230
 32 955 2458 2602

27 3611 7431 13852 8407
22 4056 7664 11444 14581 6860
17 4640 8235 12320 14099 15040 6897
12 7743 10613 16505 19395 19425 19796 8321
7 9645 9473 14429 18076 18751 19139 20685 9457
2 8216 8737 13450 17304 21548 23278 24921 33312 14654

Source: The Florida State Board of Administration
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Average Salary in Various Age Buckets:

Current age….
SVC 62 57 52 47 42 37 32 27 22
42 52,756$                  
37 50,000$          45,652$           
32 44,712$          48,779$    46,925$        
27 40,072$          43,736$    46,650$  38,670$       
22 35,528$          38,570$    41,227$  42,171$  36,633$       
17 31,853$          34,608$    36,583$  37,230$  36,769$   32,840$       
12 27,496$          30,934$    32,002$  32,075$  31,619$   32,158$    28,686$        
7 22,385$          26,243$    27,362$  27,086$  26,340$   27,076$    28,040$      24,923$     
2 14,922$          19,629$    20,914$  20,828$  19,626$   19,473$    21,287$      22,595$    15,504$   

Defined Benefit vs. Defined Contribution 
Account Value
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Percent of State Employees in Various Age Buckets:

Current age….
SVC 62 57 52 47 42 37 32 27 22
42 0.02%         
37 0.07% 0.04%        
32 0.18% 0.46% 0.49%       
27 0.68% 1.39% 2.60% 1.58%      
22 0.76% 1.44% 2.15% 2.74% 1.29%     
17 0.87% 1.55% 2.31% 2.65% 2.82% 1.29%    
12 1.45% 1.99% 3.10% 3.64% 3.65% 3.72% 1.56%   
7 1.81% 1.78% 2.71% 3.39% 3.52% 3.59% 3.88% 1.78%  
2 1.54% 1.64% 2.52% 3.25% 4.04% 4.37% 4.68% 6.25% 2.75%

Employee group for which
Option has value

Bottom Line…
• Initial projections were that 234,000 participants 

would move $13 billion to investment plan.
• Revised projections were that 144,000

participants would move $8 billion to the plan.
• By March 2003 the selection period was over 

and only 4% (approximately 25,000 participants) 
switched to the investment plan.

• About 25% to 30% of new employers are now 
actively electing the (DC) investment plan 
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For more information…

• Download a full copy of the paper and 
material from website: www.ifid.ca

• Read more about the Florida Retirement 
System (FRS) at: www.myfrs.com/content/


