
 

 

 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

 
     

Meet Chris - someone you just might know… 
 
I retired five years ago after working for nearly 45 years.  My spouse and I no 
longer have any assets for our retirement, and our house is being foreclosed 
after taking a second mortgage.  I thought that we were going to be able to 
retire, but my defined contribution balance of $90,000 wasn’t enough to 
support us beyond a few years.  We thought that we could manage to live on a 
significantly reduced annual income after reviewing our previous annual 
spending needs; however, we quickly ran through our personal savings, and 
social security just isn’t enough to support us.     
 
How’d we get here?  Unfortunately, neither of us was able to participate in a 
defined benefit plan, and as such, the responsibility for building our 
retirement nest egg fell on us.  Due to life events and the economy, we just 
didn’t sock away enough money each year or effectively manage what little 
assets we had.  As was the case with many of our friends, we lost a good chunk 
of our account balance when the markets got pummeled in 2008.   
 
What are we going to do now?  We don’t want to be a burden on our children, 
especially given all that they are dealing with themselves.  We were so looking 
forward to sailing into retirement, but our boat is taking on considerable 
water. 
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Economic Crisis…or Crisis of Conscience?  Both? 
 
So you don’t think that this hypothetical scenario could happen to you, one of 
your relatives or perhaps your employees?  THINK AGAIN!  It wasn’t too long ago 
that a U.S. worker could count on receiving a monthly stipend through a defined 
benefit plan (DB). 
 
As recently as the mid 1980s, nearly 40% of private sector employees participated 
in a DB plan, when there were roughly 114,000 DB plans in the U.S.  Today, only 
about 16% of private sector employees have access to a DB plan, and there are 
only about 38,000 DB plans in operation.  About 50% of private sector employees 
are being asked to bear the responsibility to build and manage their own 
retirement through a defined contribution type plan (DC).  Regrettably, 16% 
participation in DB plans and less than 50% participation in DC plans doesn’t equal 
100%.  As you can see, many employees don’t have access to either plan type or 
feel they cannot afford to participate.   
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Economic Crisis…or Crisis of Conscience? (con’t) 
	  
As we’ve discussed in a previous Fireside Chat, we have nearly 77 million Baby 
Boomers in this country, and the oldest members of this group began retiring 
in 2011 at roughly 10,000 per day for the next 15 years.  That’s a lot of people 
who might resemble Chris described above.  Why did anyone think that asking 
employees to manage their retirement was a good thing? As in many cases in 
life, to go forward, you have to look back. 
 
The New Kid Grows Up 
 
When defined contribution plans became mainstream in the 1980s, it was a 
common observation that the post-war generation was not interested in a 
promise of a distant benefit at age 65.  Portability of assets was more 
important than prosperity in retirement, as “lifetime” employment was 
becoming a thing of the past.  Ironically, times have changed, and those 
formerly young employees are marching on to an uncertain retirement.  
 
The shift to DC continues unabated, fueled not only from participant desire, 
but also by some perceived DB disadvantages from the sponsor side; namely, 
higher employer costs; volatility and unpredictability of cash contributions; 
accounting expenses; administrative burdens due to laws and regulations; 
responsibility for uncertain obligations and the appeal of an immediate, 
portable benefit for a mobile workforce.    DB plan sponsors are continuously 
burdened with tough choices: continue, freeze or terminate their plan.    With 
these difficult decisions, here are some points to ponder for trustees and 
fiduciaries overseeing this important employee benefit.  
 
By the Numbers 
 
“I've come loaded with statistics, for I've noticed that a man can't prove 
anything without statistics.” Mark Twain 
 

• Approximately half of all workers in the U.S. have less than $2,000 
saved for retirement; 36% of Americans say that they don’t 
contribute to retirement savings. 

• The percentage of private wage and salary workers covered by a 
traditional DB plan has fallen below 20% from more than 38% as of 
1980; at the same time, the proportion for these same workers 
who only participate in a DC plan has ramped up from 8% to more 
than 31%. 

• Average 401(k) balance at Fidelity Investments (11 million 
accounts) is roughly $75,000.  (Not nearly enough to effectively 
retire for 20+ years); 22.1% of these account holders borrowed 
from their 401(k) plan. 

• A generally accepted rule of thumb suggests that one should not 
spend more than 4% of their account each year to insure that 
they’ll have assets available throughout their retirement.   

• If one needs roughly $50,000 to meet annual expenditures, a 
retirement nest egg of $1,250,000 is needed.  The $75,000 average 
account balance at Fidelity seems to miss the mark. 
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A Tough Balancing Act  
 
Given that plan participants bear the saving responsibility, where do we 
stand?  Based on the “statistics”, individuals are failing to save enough money 
to support their needs, and when they do set aside assets for their later 
years, assets may be managed ineffectually.  What was once a three to four-
legged retirement stool, consisting of personal savings (including one’s home), 
retirement income through a DB plan (supplemented with DC assets), and 
government support through Social Security, is now at best a two-legged, and 
more likely, a one-legged balancing act.   
 
Many individuals have little personal savings, and in many cases, their home 
equity has evaporated, participation in DB plans has severally diminished, DC 
balances are anemic, and Social Security benefits are under constant review 
and change.  We speculate that younger participants will likely see: 1) an 
expansion of minimum age requirements to receive benefits, 2) benefits 
trimmed and 3) taxes increased…a trifecta you don’t want to win! 
 
No Immunity 
 
For those fortunate individuals who are still participating in DB plans, the 
prospects for a healthy retirement are vastly improved, but uncertainty 
remains.  Few new DB plans have been established in recent years, and 
organizational instability and economic volatility may force DB plans to be 
frozen or terminated prior to participants’ retirement.  In these situations, 
benefits will still be paid, but it might be dramatically smaller than 
participants were expecting, as benefits are determined by final salary and 
years of employment. 
 
Money Purchase plans, a DB/DC hybrid where employers and employees make 
contributions based on a percentage of annual earnings, have been used by 
some sponsors to transition away from DB plans; however, the risk of ensuring 
an adequate level of retirement income rests squarely with the employee. 
 
Why the stark reduction in DB plans? The rise of DC plans, secular declines in 
long-term interest rates, and in some cases, poor management of DB plans 
have all contributed.  What corporate or public entity really wants the 
pension liability on their balance sheet?  Plan sponsors, especially public 
funds, are under a brighter spotlight, as DB plans have witnessed their funded 
ratios deteriorate and their contribution costs escalate significantly during 
the last 10 years. 
 
Rethinking Retirement Plans 
 
As a society, we must find a way to afford to retire our citizens with dignity.  
Despite the issues raised earlier, organizations should reconsider the use of 
DB plans to provide a primary source of retirement income, with perhaps DC 
plans providing a good secondary support system for those fortunate to have 
access to both types of retirement plans.  
 
The social, economic and possible political consequences of not being able to 
retire this generation are mind numbing.  Can you imagine the impact to the 
U.S. economy (and our GDP) when many of the 77 million Baby Boomers no 
longer have purchasing power because they prepared inadequately for 
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Rethinking Retirement Plans (con’t) 
 
retirement? Who is going to make up for the excess supply of housing stock 
when the number of household units among family members collapses from 3 
to 2, as grandparents move in with their children?  What will high tax states do 
when there is a population shift among taxpayers who don’t want to see their 
taxes continue to rise because social programs are expanding as the Boomers 
retire?  
 
If all this isn’t tough enough, lower interest rates are making it difficult on 
retirees to secure a reasonable rate of return on their retirement savings.  
Those needing to live on current income are being forced to take more risk at 
a time when they probably should be considering and implementing a more 
conservative investment discipline.  Sudden capital market shocks could 
potentially eradicate a good chunk of an individual’s savings, further 
compounding this crisis. 
 
DB plans were never meant to be “Rolls Royce” plans where many participants 
make more money in retirement than they did while working.  These plans 
should be designed to support one’s retirement as part of the three-legged 
stool, not become the lounge chair with built-in stereo and massage features. 
 
DB plan offerings could be reintroduced to include features such as smoothing 
salaries over 5 years and along with minimizing early retirement features.  A 
revamped DB plan could also consider excluding benefit enhancing features 
like sick pay and overtime, which were not originally considered part of one’s 
final salary calculation. 
 
Employers always attempt to do the right things for their employees.  In some 
cases, they may be making contributions on behalf of employees into DC  or 
Money Purchase plans.   If DB plans were designed with more reasonable 
benefit levels, then contributions made into DC plans could potentially be 
made into a revamped DB plan.  This could lead to defined benefit plans 
regaining their role as a primary retirement vehicle. 
 
If plans can be created that replace 30% - 40% of one’s final year 
compensation, then retirement benefits can be offered to a wider swath of 
our working population.  This more reasonable benefit could then be 
supplemented with personal savings, social security and perhaps a DC benefit.  
We are prepared to assist you in this effort to improve our retirement system, 
and believe that our country and economy will be the better for it.  
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