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New Study Shows California Teachers Better off with a Pension than a 401(k)
A new report from the University of California, Berkeley, finds that for the vast majority of teachers, the California State Teachers’ Retirement System (CalSTRS) defined benefit pension provides a higher, more secure retirement income compared to a 401(k)​style plan.
 

The new study, conducted for CalSTRS by Nari Rhee, Manager of the Retirement Security Program at UC Berkeley’s Center for Labor Research and Education, and William Fornia of Pension Trustee Advisors, was released on February 4, 2016. It shows that switching to an account-based retirement system—such as a 401(k) or cash balance plan—would “sharply reduce the retirement income security of teachers who account for a majority of the educational workforce in California,” according to a press statement accompanying the report’s release.
 

Based on the report’s research, forty percent of new hires leave before meeting the CalSTRS five-year vesting requirement and do not return to the education system covered by CalSTRS. Indeed, many leave the profession altogether. Significantly, however, the report finds that these so-called “early leavers” account for just 6 percent of teaching positions. As the report’s authors explain, although early career turnover is high, “most of the teachers that a student will have during their K–12 education journey in California will have served 20 to 30 years or more before they leave public education in the state.”
 

CalSTRS Chief Executive Officer Jack Ehnes points out that this “clearly rebuts the myth put forward in several studies that seek to show that teachers will not benefit, or even vest, in a defined benefit retirement plan.”
 

Ehnes was referring to recent studies by the Urban Institute, the Manhattan Institute, and Bellwether Education Partners—all of whom have received significant funding from the Laura and John Arnold Foundation—that have questioned the adequacy and fairness of defined benefit pensions, including those provided by CalSTRS, because a large percentage of newly-hired teachers drop out early, and therefore do not collect full pension benefits. These studies conclude that defined contribution plans such as a 401(k), or a cash balance plan, would be fairer. They argue that new-hire attrition rates, or teacher turnover, should drive retirement plan design.
 

However, as the UC Berkeley report shows, analyses based primarily on these attrition rates ignore the fact that “most classroom teaching positions are not occupied by those who leave after a few years, but by those who stay long term.” Therefore, a CalSTRS fact sheet accompanying the new report’s release stresses that “restructuring retirement benefits to advantage temporary teachers, at the expense of a large majority of educators, makes little sense.” In short, it is “misleading to use young, new-hire turnover to represent the majority of the educational workforce as a whole,” CalSTRS points out.
 

The new report’s key findings are:
· Most classroom teaching in California is performed by long-career teachers who are well-positioned to benefit from a traditional pension. 

· For the vast majority of California teachers (six out of seven), the CalSTRS defined benefit pension provides greater, more secure retirement income compared to a 401(k)-style plan. 

· Conversely, only one out of seven teachers currently teaching in California schools will accrue less benefit under the CalSTRS defined benefit plan than they would if contributions were deposited into a defined contribution, 401(k)-type plan—assuming average investment returns. 

· Focusing on new-hire attrition rates is misleading. 

· 401(k) and cash balance plans generate their own risks and inequalities in retirement income, decreasing the incentive for early and mid-career teachers to stay, and making it harder for older teachers to retire. 

Meredith Williams, NCTR’s Executive Director, praised the new report as an important new addition to NCTR members’ “tool kits” for defending the defined benefit model as the centerpiece of real retirement security. “Once again, the simplistic, misleading logic of the Arnold Foundation’s surrogates has been revealed,” he said. “As the report underscores, the vast majority of teaching in California is performed by educators who have remained, or will remain beyond those first five years when so many new teachers are discovering that teaching is simply not for them,” Williams continued. “However, once they become vested, the new report shows that few teachers leave before retirement age,” he noted.
 

“I think that this is very likely to be the case across the nation,” he went on, “making the essential message of this report so important in rebutting the claims of those who would argue that a defined contribution plan, or a cash balance arrangement, is better than the DB model for the teaching profession.”
 

“The report’s message couldn’t be clearer, and supports what a number of other recent studies such as the Colorado Auditor’s report have shown, namely that the DB model is unsurpassed in terms of meeting both employer goals for workforce retention and employee goals for retirement income security,” Williams concluded.
 

