IMPROVING RETIREMENT READINESS
for State and Local
Government Employees
WHITE PAPER ABSTRACT
Prepared for

NAGDCA

by
The International Foundation
for Retirement Education

April 2014

© 2014, International Foundation for Retirement Education (InFRE). All rights reserved

Introduction
There is convincing evidence that millions of Americans are not prepared for, or even aware of,
what is needed for a successful retirement. Baby boomers in particular are approaching this
time in their life much differently than previous generations. Issues such as increased longevity,
health care costs, solvency of the Social Security system, inflation and uncertain long-term care
costs make assessing future retirement needs more challenging than ever before. Without
dramatic changes in behavior, a large percentage of 78 million baby boomers and those who
follow them will not be able to retire in the same way as their predecessors and many may
ultimately need to rely on federal, state and local governmental assistance programs to help
them make ends meet.
At the same time, due to increasing costs and the economic climate over the past decade, state
and local governments (public sector employers) are now struggling to meet their current and
future pension obligations in the same way the private sector has been experiencing for years.
According to a March 2012 report by the National Conference of State Legislatures, from 2009
through 2011, 43 states enacted major changes in state retirement plans to address long-term
funding issues. 1 These changes were designed to reduce pension fund obligations by increasing
employee contributions or age and service requirements for retirement, or both, and adjusting
benefit provisions in various other ways to reduce costs. Although many states have been
unwilling to abandon the traditional defined benefit plan structure, several states now have
private sector-like optional defined contribution plans or hybrid plans with a defined benefit
and defined contribution component.
As millions more state and local government employees (public sector employees) begin to share
the retirement savings and investment risks with their employers, it’s time to learn from the
early failures and eventual successes of the private sector plan model. This abstract version of
the full white paper summarizes the implications of current retirement plan and planning trends
for state and local government employees and suggests ways to positively change behavior.
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What Does it Mean to Be Retirement Ready?
As more is learned about retirement planning, it is becoming increasingly apparent that
retirement readiness needs to be about more than just money and accumulating assets. 2 The
problem is that most retirement readiness definitions and measurements (as well as most
research) has only focused on the financial side of the retirement equation. Without knowing
what it will take to be happy in retirement (desired lifestyle) and the health that may be expected
(good or bad), determining retirement readiness based solely on personal finances is nonholistic.

2003: Retirement Readiness Defined for Federal Workers
In 2003, the U. S. Office of Personnel Management (OPM), which oversees all federal personnel
and human resources functions for government agencies, informed Congress that they needed a
more comprehensive retirement education program but lacked the expertise and resources to
develop one internally. The genesis for the need of such a program goes back even further to
1986 when the federal government started the Thrift Saving Plan (TSP) for 3.5 million federal
government employees. Congress soon recognized that most plan participants were unprepared
to make many of the important retirement decisions needed to address their new retirement
risks. They mandated by way of federal law that every federal agency must have a trained
“retirement counselor” to provide each employee with such help as required to make informed
retirement decisions.
Congress awarded grants totaling $1 million to the International Foundation for Retirement
Education (InFRE) to develop a Retirement Readiness Program (RRP) for federal government
workers. InFRE was selected because of its non-profit status, experience in conducting credible
research, and understanding of the public sector retirement planning issues via a partnership
with the National Association of Government Defined Contribution Administrators (NAGDCA)
and National Pension Education Association (NPEA).
Recognizing that retirement readiness is based on both knowledge and actions, the emphasis of
this project was to create a program to raise awareness and understanding about what is needed
to be ready for retirement and a method to evaluate the steps that employees are taking to plan
for this life phase. This project focused on the Federal workforce to develop a prototype RRP
that could be expanded in the future to address the non-federal public and private sector
employee populations.
The project included applied research using three surveys of over 100,000 employees in the
federal government, local governments and the general population, in addition to multiple focus
groups of retired employees. Findings from these surveys and other research led a panel of
experts to conclude and recognize that retirement planning needs to encompass more than just
planning for a retirement savings or income target to be successful.

2006: A Retirement Readiness Profile Tool is Created for the Federal Government
The final result was a holistic definition of retirement readiness that incorporates all three
dimensions of retirement planning as follows:
• Wealth/Financial Security: Are workers adequately planning to support
the lifestyle they want throughout retirement? Have they established realistic
income goals for their future and considered potential risks to their income
that can negatively affect their retirement years? Do they understand how
much of their income is guaranteed to be there for their lifetime, and can they
really afford to retire as soon as they want?
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• Healthy Living: Do workers recognize and understand their potential
personal longevity and that of their spouse? Are they maintaining good
health habits in order to remain active in retirement? Have they considered
their personal health situation in relation to their retirement lifespan and the
number of years their money will likely need to last?
• Happiness & Engagement: What are workers’ life plans for retirement;
what are they retiring “to?” What type of activities are they planning for? Will
they work or volunteer? Do they have a network of friends outside of work?
Should they relocate, or stay where they are? If married, does the spouse or
partner have the same retirement goals and dreams?
The panel of experts also determined that the evaluation and determination of the state of
readiness should be based on how many years an individual has before their expected
retirement date as follows:
• Early career: at least 25 years before retirement. At this point, most of
retirement planning should be focused on understanding and managing
income while accumulating wealth.
• Mid career: between 10 and 24 years from retirement. By this time,
additional attention needs to focus on maintaining overall health while
continuing an emphasis on financial preparation.
• Late career: less than 10 years from retirement. At this point, more
attention should be paid on preparations for total retirement well-being that
includes understanding and planning for an engaged and fulfilled retirement.
The individual survey results were then used to develop a retirement readiness profile to be used
by Federal agencies in two ways.

● First, the profile can be used as a tool to identify the general readiness of their employees
and plan specific retirement financial literacy programs to address the identified issues;

● Second, it can also be used by individual employees to create their own retirement

readiness profile and take necessary steps to strengthen any identified weaknesses.

2007: Adapting the Federal Government Retirement Readiness Program
to the Non-Federal Public Sector 3
After the conclusion of the OPM project, InFRE also explored how the RRP could be adapted to
meet the needs of the non-Federal public workforce. The similarities between the benefits
among all public employers – federal, state and local governments – mean that the retirement
readiness profile, educational tools and resources could be modified to apply to this entire
audience without major changes to the existing program. Although certain features of the
retirement readiness questionnaire and educational components may need to be altered to
provide a more generic assessment to recognize varying benefit levels, this would not affect the
value of this program to accomplish a variety of objectives..
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How Can We Measure Retirement Readiness?
The cornerstone of the OPM RRP was a comprehensive survey questionnaire of approximately
30 questions that evaluated the three dimensions of retirement planning and scored an
individual’s retirement preparedness. The participant’s retirement readiness profile was also
created based on information they provided. The answers to the survey were weighted and
scored based on the panel of experts’ determination and these scores were then used to create a
benchmark for individual retirement readiness specific to career stage (early, mid or late). For
example, a question related to social plans in retirement is not weighted as highly for an early
career employee as it is for a late career employee.
Each participant received an individual score in each of the three dimensions as well as an
overall total retirement readiness score. The resulting number indicated the state of retirement
readiness and an assessment of whether or not they are “on-track” for a successful retirement
according to the benchmark established by the panel of experts. A methodology was also
developed to compile all scores to create a national retirement readiness index of rolled up
individual scores against which an individual’s results can be compared to their peers.
An effective retirement readiness profile meets the needs of multiple audiences – workers,
employers and plan providers. In the OPM program, the goal was to determine a new and
updated approach for defining retirement readiness and to provide a diagnostic tool for
measuring success that motivates employees in all career stages to prepare for their total
retirement well-being, leading to improved financial security throughout retirement years.
• From the employees’ perspective: the profile provided a method to identify
how well they are currently planning for retirement – as compared to where
experts say they should be – and increase their awareness of issues that should
be considered to successfully prepare for total retirement well-being.
• From the employers’ perspective: the profile provided an aggregate
assessment of their workforce to determine where future education/guidance
should be targeted and a method to monitor and evaluate the effectiveness of
their efforts.
• From the plan providers’ perspective: the profile offered a tool that can help
customer service staff and guidance counselors more productively meet
employees’ retirement planning needs in face-to-face or over-the-phone
encounters by better understanding the unique needs of the participant
audience and developing ways to motivate them to take action.
The General Population Retirement Readiness Survey showed that workers who are identified
as “on-track” are more likely to score higher marks overall in all three of the planning
dimensions. This finding suggests that there is a correlation between happiness and health
planning and financial/wealth planning. The result of this study was the basis for creating a
holistic approach to measuring an individual’s retirement readiness using the InFRE Retirement
Readiness Profile and also supported the notion that it is important to address total retirement
well-being in education and guidance programs.
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How Prepared are State & Local Government Employees for Retirement?
Public sector employees have traditionally received attractive retirement, health and disability
benefits. These benefits have also been instrumental in motivating workers to remain with their
employer for most, if not all, of their working career. While wages for public sector employees
have rarely kept up with the private sector, the benefits package has provided an advantage to
attract and retain skilled workers.
The low involvement in supplemental retirement plans of public sector employees in financially
preparing for a retirement causes a concern that employees may be counting too much on
employer benefits to provide their full support in retirement. This concern is growing for the
following reasons:
• Employees are underestimating personal longevity and retirement income
needs
• State and local government employers are beginning to reduce or eliminate
certain benefits

1. Public sector worker retirement readiness
A 2011 study by the Center for Retirement Research under a grant for Great-West Retirement
Services 4 used data from the Health and Retirement Study (HRS), a nationally-representative
longitudinal survey of older Americans. The study evaluated the validity of the perception that
state-local workers have more than adequate income in retirement.
An analysis of state-local workers income replacement rates shows that even households with
decades-long employees may fall well short of pre-retirement earnings replacement. The
following table 5 compares the median income replacement rates for households (versus
individuals) for private sector and public sector workers. Although Public sector workers are
more retirement ready than private sector workers, the overall replacement rate for workers
who spend more than 50% of their career in the public sector is still under 75%.
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2. The shift to increased employee responsibility for retirement readiness
Due to increasing costs and the economic climate, public employers are now struggling to meet
their current and future pension obligations to retirees much in the same way that the private
sector has been experiencing for the past several decades. Although defined benefit plans tend to
be maintained as the predominant source of retirement income for most public sector
employees, many states now offer optional defined contribution plans or hybrid plans with a
defined benefit and defined contribution component. These changes were primarily designed to
reduce pension fund obligations by implementing one or more of the following: 6
•
•
•
•
•

Increasing current and/or new employee contribution levels
Increasing the age and/or length of tenure required to be eligible for normal
retirement.
Reducing or eliminating cost-of-living adjustments (COLA) for new and/or
current employees
Changing the way pension formulas are calculated to reduce pension
benefits
Offering a hybrid and/or defined contribution plan instead of a traditional
defined benefit plan 7

As a result, the guaranteed income that future retirees will receive from their primary retirement
benefits will likely provide a much smaller replacement rate of income. In some cases, younger
employees have had defined benefit plans entirely replaced with defined contribution plans as
their core retirement savings plan option. As such, defined contribution plans will continue to
play a greater role in the retirement preparedness for a large percentage of public sector
employees.
Also in a similar response as private sector employers, public sector employers are beginning to
shift the cost of post-retirement health insurance coverage to employees as well. The percentage
of state government units offering health care to retirees under age 65 has dropped from 96% in
2005 to 69% in 2011. 8 There was a similar decrease for retirees over age 65. Furthermore, state
governments who do offer retirement health benefits have shifted more of the cost to employees
in the form of higher premiums, copayments and deductibles. As a result, many public sector
employees who may have been planning on retiring before age 65, when they become Medicare
eligible, may need to delay their plans and budget more of their retirement income to cover
health related expenses.
Understanding longevity – or the number of years they will have in retirement – is a problem for
all workers, public and private sector. The average life expectancy of an individual age 65 is
about 19 years or to age 84. 9 This means that approximately 50% of people who are 65 today
will live beyond the average of age 84. Most experts agree that today’s retirees should plan on
having enough income to last until they are well into their nineties. Even though not everyone
will get there, the alternative of planning for average life expectancy or a little longer could have
severe consequences for the many who live longer.
The combination of changing retirement benefits, retirees that are living longer and increases in
medical expenses mean that public sector employers are facing a significant challenge to ensure
employees recognize that they must take personal responsibility for their retirement readiness.
While public sector employers need to continue to use benefit packages as a way to attract and
retain skilled workers, they must also find a balance in their communication and educational
efforts to inform employees that without personal savings or other income sources, these
benefits will likely not be sufficient to meet all of their future retirement income needs.
6

How Can Employers Improve Retirement Readiness for Employees?
It would be easy to create an extensive list of what employers can do to improve the retirement
readiness of their employees. The following is deemed top priority for voluntary savings
programs such as 457 and 403(b) plans.

1. Simplify participation and reduce decision-making
A. Make participation as simple as possible for employees (the following is excerpted

from NAGDCA’s 2012 paper on the Evolving Role of Defined Contribution Plans in the Public
Sector)

Limit the number of funds. One of the basic considerations in selecting funds is to limit the
number so that participants are not overwhelmed by the choices. 10 Another method to simplify
the structure for participants is to limit the number of plans.
Add auto-enrollment. Research has shown that auto enrollment is effective at encouraging
employees to save. 11 However, Public employees participating in plans with higher employee
contributions and defined benefit levels may not feel as much pressure to participate in a
supplemental fund. In instances when employers institute a low auto enrollment contribution,
administrative fees may need adjusting due to the imbalance of relatively small account balances
and relatively inflexible administrative costs. 12 As a result of these and other issues, the decision
to use auto enrollment should be considered on a plan-by-plan basis.

B. Reduce decision-making (the following is excerpted from NAGDCA’s 2012 paper on
the Evolving Role of Defined Contribution Plans in the Public Sector)
Behavioral economics for retirement savings explores why people do not save enough for
retirement. Herbert Simon’s “bounded rationality” posits that people are limited in their ability
to consider all issues and facets for a complex problem. 13 In regard to retirement planning,
people have difficulty predicting factors such as investment returns, cash flows, tax rates, and
longevity 14, which leads them to be more likely to accept a default option when making decisions
about their retirement savings. Bounded rationality is compounded by “bounded self-control,”
which is a lack of will power when it comes to savings. Simply put, people do not save enough
because they have a much higher near-term discount rate, almost hyperbolic, compared to
future discount rates. In other words, they value immediate consumption far greater than
delayed consumption, and the longer the delay, the larger the difference. Individuals can be
greatly influenced in their decision making by how an issue is framed. 15 For example, framing a
savings decision in a way that requires less effort may lead to increased willingness to save. 16
Research has found several similar behavioral characteristics that can negatively influence
investing decisions. Many individuals lack firm preferences for investing, including making the
tradeoff between risk and return. 17 Therefore, the framing of investment decisions can greatly
affect choices about investment portfolios. For example, having relatively more funds within a
particular asset class will lead investors to continue to choose that type of investment, regardless
of whether it will produce the best return. Inertia also affects investment decision making. Once
an individual makes an investment decision, he or she is likely to leave it unchanged. 18
Design tools such as auto enrollment or target date funds may help employees arrive at
retirement with sufficient savings, but employees will still need education and guidance on how
to integrate defined contribution assets with other lifetime income.
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2. Keep costs down and investment quality up
A. Keep plan costs down
Due to their group nature, most defined benefit plans deliver retirement benefits at a lower cost
to the employer and employee. They are able to manage longevity risk more efficiently, they are
able to experience higher potential returns/invest for the long-term since their time horizon
goes beyond an individual’s lifetime, and because they don’t break assets into individual
accounts or utilize retail managed funds, they experience lower costs. In contrast, the expenses
and lost income opportunities associated with defined contribution plans can cost employees
over one-third of what they could have had accumulated for retirement income. 19

B. Keep the quality of investment options up. (The following is excerpted from NAGDCA’s
2012 paper on the Evolving Role of Defined Contribution Plans in the Public Sector)

The increasing importance of defined contribution plans will result in greater attention to their
management including ensuring that board members and staff meet their fiduciary
responsibilities.
Training on investments. Training on investments is generally recommended for board
members and anyone with fiduciary responsibility. 20 Although having financial expertise is not a
prerequisite for serving on a retirement fund board, building knowledge about investment
approaches and options, selecting managers, and overseeing investments are core fiduciary
responsibilities. Without proper training, board members cannot question their record keeper
or consultant about fees, benchmarks, fund management, etc.
Written Investment Policy Statements. One of the most important responsibilities of
supplemental and core defined contribution plan fiduciaries is the selection of funds. Board
members and staff need to perform strong due diligence in their research, selection, and
management of funds and fund managers. Written investment policy statements can greatly
assist in that effort by providing guidance and continuity in decision making.
Actively Overseeing Investment Options. Once chosen, investments require sustained
oversight. To help with this work, hiring an investment performance consultant can be
extremely beneficial. In addition to fund performance, fiduciaries need to make sure the fees
charged for management are reasonable and transparent. Recommended practice is to bid out
services for record keepers and fund managers on some recurring basis. Finally, administrative
and investment fees need to be available to employees in a readable and accessible format.

3. Use outcome-based income projections
The Department of Labor is considering providing guidance on retirement income illustrations.
The language and concepts being considered are limited to pension benefit statements of
defined contribution plans. Helping employees see how supplemental savings translates into
retirement income will help to increase employee awareness of their personal retirement
funding risk.
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Summary
Public sector employers have started to adjust their retirement plan benefits offerings and shift
more of the risk of saving and investing for retirement to their employees. The combination of
changing benefits, retirees that are living longer and increases in medical expenses mean that
public sector employers are facing a significant challenge to ensure employees recognize their
new retirement readiness responsibilities. Lessons from the same shift within the private sector
over the past several decades tell us that, without help, most public sector employees will not
able to clearly understand their new personal risks and make informed retirement planning
decisions.
Therefore, public sector employees retiring in the future will be in jeopardy of not having
adequate resources and many may ultimately become somewhat dependent on their former
employers in the form of social assistance. While public sector employers need to continue to
use benefit packages as a way to attract and retain skilled workers, they must also find a balance
in their communications to inform employees that without personal savings or other income
sources, these benefits will likely not be sufficient to meet all of their future retirement income
needs.
Public employers and retirement plan providers can help plan participants accept their new
retirement planning risks and responsibilities by:

1. Offering personal retirement assessment tools that measure retirement readiness on a

holistic basis. This means not only looking at an employee’s wealth and financial needs
component, but also their health and happiness preparedness.

2. Expand education programs to address various retirement planning needs (not just

investing decisions) related to public plan differences, gender, ethnicity and generation.

3. Encouraging participation in voluntary savings plans by using best practices plan
features that simplify decision making, reduce costs and offer outcome-based income
projections.
Although there is not a one size fits all solution, a commitment to a retirement readiness
evaluation program combined with ongoing education programs and enhanced savings plan
design features will create a strong foundation for positively impacting needed changes in public
sector plan participant behavior.
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About NAGDCA
NAGDCA’s mission is to unite representatives from state and local governments that
service and support defined contribution plans. NAGDCA provides an environment to
foster growth in professional development of its members through networking with
peers, educational opportunities, and information sharing that includes comprehensive
publications, reports, and surveys. NAGDCA will promote and support federal
legislative initiatives for the advancement of retirement plans. www.nagdca.org
About InFRE
InFRE is a 501(c)(3) non-profit education foundation devoted to enhancing the
retirement preparedness of the American worker. Since 1997, we have accomplished
our mission by operating as a highly respected independent and objective educational
resource for public and private sector retirement planning focused advisors. NAGDCA,
the National Pension Education Association (NPEA) and the Center for Financial
Responsibility at Texas Tech University were founding partners of InFRE and we
continue to work closely with all three organizations and other industry professionals to:
•

•

•

•

•

Offer the highly credible Certified Retirement Counselor® (CRC®)
retirement counseling certification program for retirement planning
professionals
Create a stand-alone retirement income planning training program
designed to help retirement planning professionals create a lifetime
income plan for their clients and plan participants
Develop a series of retirement plan administrator training modules
focusing on the day-to-day responsibilities of public sector plan
administrators
Conduct numerous research projects (including working with the
Federal Office of Personnel Management to develop a retirement
readiness assessment for use by the federal government workforce)
Implement scholarship programs which allow university students to
attend retirement industry conferences.
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