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Defined Benefit and

Defined Contribution Plans
Benefits and Drawbacks
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Earnings related (DB)
Mandatory savings (DC)
Occupational plans (usually DC)
Personal Plan (savings)

Family Plan (survivors)

* World Bank



Advantages — Plan Sponsor

Defined Benefit Defined Contribution
Define benefit . Define costs
Flexible formulas . Employee control
Managed investments . Simple
Ancillary benefits . Perceived fairness

Efficient



Advantages - Employees

Defined Benefit

Known benefits
Income for life
Ancillary benefits

Valuable near
retirement

Defined Contribution
Investment returns
Portable

Simple

Valuable far from
retirement

Access to funds




Drawbacks - Employer

Defined Benefit
Volatile costs
Complex formulas

Temptation to improve
benefits

Defined Contribution
No past service

Inadequate survivor
and disability benefits

Delay in retirements if
funds inadequate




Drawbacks - Employee

Defined Benefit

Complex formulas
Not portable
Mobile workers
Single retirees

Defined Contribution

Investment
management

May outlive savings

Survivor and disability
benefits




Benefit Usage

Defined Benefit
Retirement income

Survivor benefits
COLAs

Defined Contribution
Lump sum
Annuitization

Draw downs




Investment Risk

Defined Benefit Defined Contribution

Plan Sponsor Participant




Longevity Risk

Defined Benefit Defined Contribution

Plan Sponsor Participant




What’s it Worth? (DB)

Value of $100 Benefit *

100-
80-
60-
40+
20-

* Assumes 3% inflation to age 65.



What's it Worth? (DC)

Value of $3,000 Contribution *

10,000+
8,000+
6,000+
4,000
2,000-

* Assumes 3% real return to age 65.



Monthly Benefit
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DB DC *

* $13,000 DC balance at age 65.



DB / DC Participation
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*  BLS National Compensation Survey, March 2005
**  US State and Local Governments (BLS Survey, 1998)
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Both DB and DC have merit
Find right balance

Hybrids

Questions??
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