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Many of you are familiar with the Book of Common Prayer, the service book used in 
the Church of England. That volume contains a passage that would serve as an 
appropriate confession for the United States Congress on the subject of pensions: 

W e  have lefi undone those things which we ought to have done; 
and we have done those things which we ought not to have done. 

Let's begin by looking at some of the things that should not have been done. 

Perhaps the most egregious mistake was the mandating of pension plan termination 
insurance. As most of you are aware, plan termination insurance was one of the key 
provisions of the Employee Retirement Income Security Act of 1974 ... commonly 
known as ERISA. 

At first blush, plan termination insurance sounded like a great idea to both employees 
and employers. Have all employers sponsoring defined benefit pension plans pay 
modest "premiums" for each worker participating in those plans, and use the money 
to pay benefits to workers whose plans failed. 

But it was clear to me that this was an idea that would never work. As I testified on 
H.R. 462 before the U.S. House of Representatives in February, 1973, insurance is 
feasible only when the incidence of loss can't be manipulated. Nobody backing plan 
termination insurance seemed to realize that this provision of ERISA really covered 
risks that were often under the control of the plan sponsor or subject to a 
corporation's financial mismanagement. 

Many employers with sizable unfunded pension liabilities could hardly wait for this 
plan termination insurance to become law, so they could terminate their plans and 
transfer their liabilities to the government - really, the U.S. taxpayers. Meanwhile, 
Congress enacted plan termination insurance without a clue as to how to measure the 
risk of loss and how to determine premium rates. 

The original premium for single employer plans was one dollar annually per 



employee covered by a defined benefit pension plan. This premium did not reflect 
risk in any manner. To say that a one dollar premium was an underestimation would 
be the understatement of the decades. As thousands o f  employers terminated plans 
with unfunded liabilities, Congress began raising the  premium in an attempt to  
reflect the risk - to  the point where it's now $19 per person plus $9 for each $1,000 
of unfunded vested liabilities. For several years a maximum premium per  person 
applied, but the maximum is being phased out over a three year period that began 
July 1,  1994. Congress eliminated the limitation on premium level for plan 
termination insurance because of potential huge deficits facing the Pension Benefit 
Guaranty Corporation (PBGC). 

You may also remember that Congress put what it regarded as teeth into ERISA to  
scare employers away from saddling the government with their pension liabilities. 
ERISA provided that the government could seize up to 30 percent of a company's 
worth to  pay benefits of terminated o r  failed pension plans. 

Those teeth, though, didn't have much bite. The  Congress never bothered to define 
"net worth," and many employers found ways to make sure their company's net worth 
was little or  nothing. I don't know how many companies have had any of their  assets 
seized t o  pay for unfunded liabilities, but I understand that there were very few 
instances. There simply are  too many ways to  hide assets. 

ERISA has definitely had an effect on private pension plans, although it was hardly 
what Congress intended. While the premiums for plan termination insurance have 
escalated steadily over the  years, employers have been confronted with other 
aggravations, primarily a continuous wave of legislation that mandated extended 
coverage; introduced complicated rules governing tax-deductibility of employer 
contributions; established "top-heavy" plan rules that require very liberal vesting 
rights; introduced numerous new reporting requirements and complex 
non-discrimination rules; limited benefits and the amount of compensation used to  
calculate benefits - and on and on! 

Forced t o  the  wall by growing costs, complexity and interference, thousands of 
employers collectively have asked themselves, "Which is more important, my 
employee pension plan o r  the solvency of my company?" and reacted accordingly. 
Those who had defined benefit pension plans subject t o  ERISA began terminating 
them. And newer, growing companies that might previously have adopted such plans 
avoided them. Of those who elected to  provide any sort of pension benefits, most 
used 401(k) plans, which promise no specified benefits upon retirement and usually 
a re  funded primarily by pre-tax employee contributions. In short, the  retirement 
security of many employees is far worse than it would have been before the 
government acted to  protect them! 



To b e  fair, we  should take note of the fact that Congress isn't the only government 
body that has sinned in the name of pension reform in the  U.S. Consider what the 
courts have done under the heading of unisex. 

Until the mid-Eighties, U.S. defined contribution pension plans that converted 
account values into annuities to pay retirees' benefits provided smaller monthly 
benefits to  women than to men, even though the contributions made to the  plan for 
women were the same as for men. This reflected the  statistical reality that women, 
as a group, live longer than a group of men the same age. 

But womens' rights advocates insisted on ignoring this irrefutable fact. They argued 
that women should be treated as individuals, not as members of groups, and they 
demanded that women receive the same pension benefits as men. 

If it were possible to  predict an individual's life ex~ectancy, there would be no 
problem with this demand. Given advance notice that Jane Smith, age 65, is going 
to die  several years before John Jones, also 65, administrators of their employer's 
pension plan would find it reasonable and equitable to  give Ms. Smith a greater 
monthly pension benefit. 

Lacking such foreknowledge, pension plan administrators always calculated benefits 
to reflect the life expectancy of men as a group and women as a group, because those 
numbers could be accurately determined. Actuaries can discriminate - yes, that's 
the proper term - the  level of mortality experience of men as a group from that of 
women for purposes of assessing fairly the value of benefits for different groups 
within a population. For the record, one definition of "discriminate" is to  "distinguish 
accurately." 

I 

As I recall, one of the points the womens' rights advocates included in their argument 
had to d o  with the fact that more and more women are entering the  work force. 
Because of that, they insisted a decade ago that the life expectancy of women would 
decline because of the  greater stress they would endure. Thus, there would b e  no 
reason to pay women smaller pension benefits than men. 

But t h e  life expectancy of women hasn't declined in the  last ten years. To the 
contrary, it's generally increasing faster than that of men, and women continue to  
have a significantly longer expectation of life than men. 

Actuaries and other realists tried to  point out the fallacy of the women's arguments 
but lost when the  issue got to  the U.S. Supreme Court. The  court went along with 
the womens' contention that they should be treated as individuals rather than as 
members of groups when their pension benefits were paid out. 



So now, if defined contribution ~ l a n s  in the United States offer lifetime pension 
benefits as an option, a unisex mortality table must be used so that the same monthly 
amounts are paid to women as to men. As a consequence, employees who are 
covered by these plans aild who choose to receive lifetime pensions get bigger 
monthly benefits than before if they are women and less than before if they are men. 
(Under defined benefit plans, women and men with the same work histories do 
receive the same monthly lifetime pension amounts. If the defined benefit plan 
provides a lump sum cash-out option, they would also receive the same lump sum 
value. Defined benefit plans can absorb any differences in value between lifetime 
monthly pensions funded on the basis of sex-differentiated costs and lump sum 
cash-outs based on a mandated unisex mortality table.) 

I found it both interesting and amusing that on this side of the Atlantic, a man has 
used the mirror image of the argument that women did in America. 

In 1990 an Englishman named David Neath was, according to the Financial Times, 
"made redundant" by his employer, a manufacturer of artificial limbs in the city of 
Leeds. ("Made redundant," for the benefit of anyone not familiar with the 
expression, is the English way of saying that Mr. Neath was laid off by his employer.) 

During the 17 years he worked at this job, he and his employer contributed to a 
defined benefit pension plan. 

When he was terminated, Mr. Neath had three options for his pension benefits. He 
cou'ld transfer them to another pension plan. H e  could elect to receive a deferred 
pension at age 65. Or he could take part of the deferred pension in a lump sum 
distribution. 

In considering these options, Mr. Neath learned that the transfer or lump sum value 
of his pension would be less than that of a woman of his own age who had worked as 
long for his employer as he had. There were two reasons for this: women employees 
at the company were eligible to retire at age 60 vs. age 65 for men. (Note that 
differences in retirement age between men and women - usually favoring women 
- are no longer allowed in the United States.) And women in a given age group live 
longer than men in the same age group. Knowing it would have to make pension 
payments to women over a longer period of time than to men, the employer made 
greater contributions to the plan for women than for men. 

Mr. Neath argued that the transfer or lump sum value of his pension should be the 
same as that of a woman, contending that pension benefits amounted to 
compensation and that the law prohibited discrimination in pay. When the employer 
refused, Mr. Neath took him to court. 



See what I mean about Mr. Neath's argument being the reverse of that made by the 
womens' rights advocates in the Eighties? 

Mr. Neath was undoubtedly familiar with the old adage, "Sauce for the goose is sauce 
for the gander." In effect, he was saying, "I know I'm a gander, but treat me like a 
goose. 

The local court referred Mr. Neath's case to the European Court in Brussels. There 
his counsel again argued that his transfer benefits and lumpsum options amounted 
to pay and that no differences in treatment based on sex could exist unless objectively 
justified. They contended, as the Financial Times reported, that "Statistical data 
based on the life expectancies of men and women were not objectively justified as 
they reflected averages, whereas the right to equal treatment was given to individual 
employees." 

As an actuary I cheered when I read that the European Court rejected this argument. 
The concept of pay, the court said, encompassed the commitment given by an 
employer to pay an employee defined'benefits or specific advantages; anything 
outside that commitment did not constitute pay, the court ruled. 

Now let's look at the things that should have been done for the private pension 
system in America, but have been left undone. 

All of these sins of omission might be lumped under the heading of "The Lack of a 
Cohesive National Retirement Policy." Without such a policy the United States will, 
I submit, soon find itself near an economic catastrophe. Here are some of the 
provisions that should be included in this policy that is yet to be formulated. 

Number One is acknowledgement of the fact that the defined contribution plans now 
in vogue should not be the key retirement planning vehicle because they are not true 
pension plans and don't pay specified income benefits upon retirement. 

As we all know, a standard defined contribution plan requires only that an employer 
contribute specified amounts to its workers' retirement accounts. Companies with 
such plans are not obligated to pay any retirement income benefits to their retired 
employees. 

Some ofyou might ask, "What about 401(k) plans? Aren't they pension plans?" The 
answer is that such plans are essentially defined contribution plans funded mainly 
with the salary deferrals of employees. They are capital accumulation programs and 
do not provide retirement income benefits. 



The problem with @l(k) plans and other defined contribution plans is that the funds 
accumulated are almost always paid in a lump sum when employees quit or retire. 
Now, if these workers had iron self-discipline, they would use those lump sums to 
buy lifetime annuities or make investments designed to grow over the years and 
provide them with an income throughout their retirement years. 

But, as statistics have shown repeatedly over the years, very few of those who receive 
lump sum benefits from defined contribution plans invest those funds to provide a 
retirement income. Instead, giddy over their new-found riches, they tend to blow 
the whole amount on some form of immediate gratification, like a boat, a new car, a 
trip around the world and so on. 

This is not the only shortcoming of defined contribution plans. Employers with such 
plans don't contribute nearly as much as they would under traditional defined benefit 
plans. And, with defined contribution plans, the burden of managing the investment 
of accumulated funds is transferred to the individual worker, along with all the risks 
involved in selecting sound investments. In contrast, the traditional pension plan 
requires the employer to retain the investment risk and obtain advice from 
professional investment advisors. 

Number Two on the list of things left undone: action to encourage employers to 
sponsor defined benefit plans. It is no exaggeration to say that the U.S. Congress has 
almost legislated defined benefit plans out of existence. Until the advent of ERISA 
in 1974, defined benefit pension plans were the backbone of the private retirement 
system. But since ERISA became law, employers who had defined benefit plans 
have been abandoning them in droves ... and very few new plans have been 
established. 

Here's what I believe needs to be done to re-institute defined benefit plans as the 
mainstay of America's private retirement system: 

Begin by establishing a set of simple guidelines for the establishment of special 
defined benefit pension that would be exempt from plan termination insurance 
and over-regulation. For example, a sensible approach would be to provide 
simplified IRS review (without onerous "discrimination" testing) for plans that cover 
substantially all employees, that grant 100% vesting after three years of service, and 
that provide uniform benefits as a percentage of all compensation (not integrated 
with the benefits provided by the Social Security System). Also, these exempt plans 
would have to provide long service employees with monthly retirement income equal 
to at least 25% and as much as 50% of career average compensation, regardless of an 
individual's level of compensation. 



Provide a tax credit instead of giving employers a tax deduction for the funds paid 
into defined benefit plans. This credit might take the form of a direct deduction 
from taxes, so that if a company's taxes (disregarding pension contributions) 
amounted to $5 million and its contribution t o  its pension plan were $1 million, its 
actual taxes would be  decreased to $4 million. 

Prescribe a wide variety of "qualified" assets for investment of pension funds and 
establish a system for a government agency or  independent fiduciary t o  monitor the 
management of such qualified investment vehicles. 

Eliminate benefit limitations. Every consulting actuary knows that it is the owners 
and senior executives of corporations who decide whether or not to  have a pension 
plan covering all employees. By preventing plans from providing full benefits to  
highly-paid employees based on all compensation, Congress encourages employers 
t o  abandon or scale back their plans - hurting the  retirement security of middle 
income families as well as rank and file workers. Corporate decision-makers have no 
incentive to  retain o r  install defined benefit plans because of this limit and the 
endless onerous impositions of governmental agencies. 

Recognize the shakiness of the Social Security system and take the steps necessary 
t o  shore it up. For  too long, Washington has regarded Social Security with its own 
version of the if-it-ain't-broke-don't-fix-it attitude. Congress has been saying, in 
effect, "OK, maybe it is a little weak here and there, so we'll just patch it up  when 
that becomes absolutely necessary." 

There's no question that, under the current Social Security system, the amount of 
benefits payable during the first half of the 2lSt  century t o  retired Americans will 
exceed all monies being paid into the system by active workers. If benefits are going 
t o  b e  calculated under the current rules and the cost-of-living adjustments made 
under  t h e  current system, Social Security could be kept solvent only by taxing the 
wages of American workers until they have little left to  live on. 

Common sense tells me that ever-increasing taxation is not the answer to the Social 
Security system's problem, Reducing benefits obviously is unacceptable to retirees. 
However, a "solution alternative" is not attractive either! But if the retirement age 
for unreduced benefits were raised to 70 and the cost of living adjustments were 
redefined or  scaled back by 50%, Social Security could endure for many more 
decades ...p erhaps indefinitely. 

No one is naive enough to believe that the  U.S. Congress and this current 
Administration could be  galvanized into formulating a National Retirement Income 
Policy this year. We're hoping that enough influential ~ e o p l e  inside and out of the 



government will agree with us that there is a desperate need for such a policy. Then, 
through a concerted effort, from both sides of the aisle of the U.S. Congress;and 
honest, clear communication of the facts to  Americans by their government, we 
might see the enactment of some form of National Retirement Income Act of 
2000 ... better sooner than later! 

It's true, our country's retirement income system isn't completely broken @. But 
we  shouldn't continually defer action to fur it, and we can't depend on patchwork 
repairs to save it. To delay the basic repair job is only inviting the day when millions 
of older Americans come crashing down financially like trapeze artists whose 
equipment breaks with no safety net below to save them. 


