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Do Public Sector Workers Increase Their Outside Savings  
in Response to Pension Cuts? 

 
Abstract 

As state and local policymakers enact benefit cuts to reduce the cost of their pension 

systems, the life-cycle model suggests that workers will adjust by saving more on their own.  

But, whether workers actually respond to pension characteristics remains an open question.  

After all, income received far in the future may not be salient to young workers deciding how 

much of their earnings to consume in the present.  To answer the question, this paper links the 
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how much saving is taking place through their DB pension.  Whereas workers probably notice 

the required employee contribution that is deducted from their paycheck every month, they may 

not understand how much income the pension, which is partially funded through employer 
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evidence that DB and DC plans crowd out other savings.  Meanwhile, Slavov et al. (2019) 

instead focus on crowd out due to Social Security wealth, and also do not find significant 

evidence of displaced saving.5  Finally, Chetty et al. (2014) use data from Denmark to identify 

the factors that affect retirement saving.  That study reports that efforts to subsidize retirement 

savings did crowd out other savings, as workers who were aware of the change (a relatively 

small share) shifted their assets towards the subsidized accounts.  However, automatically 

increasing retirement contributions did not result in crowd out, as people were generally passive 

towards their other savings decisions.  To the extent that recent state and local pension reforms 

may not be salient to workers, Chetty et al. suggests that a difference in pension saving may have 

no effect on saving outside the DB plan. 

Given the lack of clarity in the literature, and the immediate policy relevance of state and 

local government pensions, this paper investigates how public sector workers respond to various 

characteristics of their primary DB pension: the contribution rate, funded ratio, and Social 

Security coverage.  The next three sections describe the empirical analysis and results.   

 

Data 

This section describes the data used in this analysis, starting with the individual-level 

SIPP data, continuing to the plan-level PPD data, and concluding with the process of merging 

these two datasets. 

 
5 However, the study’s authors are careful to note the large standard errors of their estimates. 
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adjust their saving.  Fortunately, the SIPP also contains data on household retirement savings in 

its “Annual Income and Retirement Accounts” topical module.  Therefore, this study also 

examines how pension income and funded status relate to the presence of any household 

retirement savings outside of the DB plan. 

Another useful aspect of the SIPP is that it asks respondents whether they are covered by 

Social Security.  In theory, workers without Social Security coverage are expected to save more 

outside their DB pensions, since those “FICA-replacement” DBs often do not fully replace the 

value of the program, relative to covered colleagues (Quinby, Aubry, and Munnell 2020; and 

Munnell et al. 2012).  
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Worker selection across employers based on propensity to save would bias the estimates in this 

paper, since it would appear that less generous pensions are correlated with less supplemental 

saving, not 
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normal cost is the present discounted value of the lifetime income that an employee accrues 

during the fiscal year, and is reported in the PPD as a percentage of the plan’s total payroll.  The 

sum of the employers’ and employees’ contribution is therefore a measure of the pension’s 

ability to replace working income.  Practically, because the normal cost reflects a present value 

that depends on the discount rate used by the plan, this paper relies on a standardized normal cost 

that should only reflect the plan’s benefit parameters.13 

 The normal cost does have two disadvantages as a measure of future pension income.  

The first disadvantage is that it reflects a pension-wide average, and thus does not perfectly 

reflect the situation of individual workers.  For example, pension sponsors often cut benefits only 

for new hires, so that the normal cost overstates generosity for some workers and understates it 

for others.  The second issue is that the normal cost may be less salient to workers than specific 

aspects of their pension, like their retirement age, which may be communicated to workers at 

hiring.  Therefore, in some specifications, the analysis replaces the contribution rate variables 

with the appropriate benefit parameters based on employee tenure, occupation, and start date.  In 

particular, these detailed data contain information on the benefit multiplier, the normal retirement 

age, and the pension’s vesting period.14   

 In addition to data on pension savings, the PPD also records each pension funded ratio 

(the ratio of assets to liabilities).  A low funded ratio could imply that promised benefits may 

 
13 Although state and local trust funds are often invested in risky assets, the standardized normal cost variable used 
in this analysis reflects a 5-percent nominal discount rate, consistent with the assumed long-run return on safe 
investments in the 2019 Social Security Trustees Report.  See Quinby and Sanzenbacher (2020) for a description of 
the standardization procedure.  The employees’ contribution to the normal cost is set by statute and does not depend 
on investment performance.  In contrast, employers are responsible for providing legislated benefit levels regardless 
of investment performance.  Hence, the standardized employer contribution rate simply subtracts the employee rate 
from the total standardized normal cost.  In any case, the results are not sensitive to the assumption on the rate of 
return. 
14 The detailed benefit data were gathered by the Center for Retirement Research from Actuarial Valuations for all 
plans in the PPD in 2014. 
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need to be reduced in the future.  For purposes of the analysis, the paper divides pensions into 

three terciles based on their funded ratios, and explores whether workers save more when their 

pensions are less funded.  With data on pension income levels and fiscal health in hand, the final 

step is to merge the PPD data onto the SIPP data. 

 

Merging the SIPP and PPD 

   Unfortunately, the SIPP data do not contain the information on each worker’s specific 

employer that would allow an exact match with their pension plan in the PPD.  Instead, the 

merge relies on three pieces of information: 1) state of residence; 2) status as a state or a local 

employee; and 3) occupation.15  This process works well for state-government employees 

because each worker can be uniquely paired to a state-administered plan based on occupation.  

For local teachers, the approach also works well since most teachers are covered by state-

administered umbrella plans (e.g., CALSTRS). 

 For local non-teachers (and teachers not covered by an umbrella plan), the merge is more 

difficult because the SIPP does not contain data on an individual’s city of employment.  Instead, 

local workers are assigned to “composite” plans that average the PPD data for all local pensions 

in the state, weighted by membership.  This approach works well for workers in states dominated 

by a few local plans (e.g., in Illinois, the Chicago Teacher’s Plan).  However, in states with many 

local plans, this process may introduce measurement error.  Therefore, the analysis will be 

conducted both with and without local workers. 

 
15 The merge assumes that workers work within the state they live. 
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 Table 1 shows how the data are whittled down from the full sample of state and local 

workers in the SIPP to the final sample of full-time, pension-eligible workers matched to a full 

set of information in the PPD.  In the end, the sample consists of over 10,000 state and local 

employees, representing every major occupational group (see Figure 2 for occupational 

groupings).  The average member of the sample is mid-career, married, and college educated.  

About 21 percent report participation in a supplemental DC plan, and those who are participating 

appear fairly similar to those who are not, albeit with slightly higher tenure, earnings, and 

education (see Table 2).   

[[Table 1 near here]] 

[[Figure 2 near here]] 

[[Table 2 near here]] 

 

Empirical Approach 

 Regression analyses are conducted on the merged data relating savings outside of DB 

pensions to DB savings and funded status, Social Security coverage, and the other controls 

mentioned above.  The first set of regressions uses participation in a supplemental DC plan as a 

binary dependent variable in a linear probability model.  The main equation for this set of 

regressions is: 

							𝑃!,# = 𝛽$ + 𝛽%𝐺𝐵!,# + 𝛼𝑋!,# + 𝛾𝐽𝐶!,# + 𝜏! + 𝜀!                      (1) 

Where, 𝑃!,# equals one if employee i participates in a supplemental DC plan in year t.  The vector 

𝐺𝐵!,# contains variables related to the individual’s government pension.  In the main 

specification, this vector includes controls for the employer’s contribution to the standardized 

normal cost (as a percentage of salary), the employee’s required contribution rate, self-reported 
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retirement age, and the length of time it takes to be vested.  Additionally, equation (1) is run with 

a few alternative samples.  One specification addresses the vesting structure inherent in public-

sector DB plans.  In most cases, participants who leave before their vesting period is over – a 

period of often five to ten years – receive only their own contributions plus some low rate of 

interest (Munnell et al. 2012).  Therefore, this specification separates vested from non-vested 

employees under the hypothesis that non-vested workers may be less responsive to their 

employer’s contribution to the normal cost, since there is some probability they will not receive a 

benefit aside from their own contributions.   

Another specification focuses only on workers who report having a DB plan in the SIPP, 

since those who mistakenly claim to have a DC (but actually participate in a DB according to the 

PPD’s administrative data) presumably do not respond to the plan’s generosity.  Similarly, a 

regression is run excluding local workers, since the merge procedure for the PPD requires more 

assumptions for this group. 

 A final specification broadens the analysis to examine total household retirement saving, 

since the dependent variable in equation (1) assumes that workers only save through their own 

supplemental DC plan.  This broad specification re-runs equation (1) with a new dependent 

variable that includes any household retirement savings outside of the DB plan.19  The new 

dependent variable includes supplemental DC savings as well as savings attributed to a spouse, 

and controls for the spouse’s demographic and job characteristics in addition to the worker’s. 

 

 
19 Broadening the savings concept even further to include all household financial assets yields similar results. 
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Results 

 This section presents the results, first looking at participation in a supplemental plan 

using the full sample, 
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 Table 3 also suggests that workers whose pensions are in the second and highest funded-

ratio terciles are no more or less likely to save than workers whose pensions are poorly funded.22  

This finding suggests that workers in 
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percentage points, relative to a 21-percent baseline, and thus does not seem to contradict the 

main finding from the full sample of a relatively small overall effect. 

[[Table 4 near here]] 

Another possibility is that workers are more responsive than the regressions suggest 

because the independent variables – in this case pension savings – are measured with error.26  

While the PPD comes from administrative data and thus should not contain error, the merge 

process onto the SIPP is not perfect, especially for local workers.  The third column of Table 4 

therefore drops all local workers, and runs the main specification on state workers only.27  Again, 

the coefficients are similar to the main specification, although in this case they are not 

statistically significant due to the loss of sample size. 

A final possibility is that workers who understand the structure of their DB pension do 

respond strongly to its provisions, whereas those who do not understand it fail to respond.  The 

fourth column of Table 4 therefore focuses only on workers in the SIPP who claim to have a DB 

plan.28  This specification results in estimates that, for the employee contribution rate, are the 

most different from the original.  A one-percentage point increase in the employer and employee 

contribution rates is associated with a 0.27 and 0.71-percentage-point-reduction in the 

probability of supplemental savings, respectively.  Still, the main finding of a small response 

seems to hold.  However, one more possibility worth exploring is that workers respond by saving 

through other means. 

 
26 Measurement error in the independent variable can cause attenuation of the coefficient towards zero. 
27 This sample restriction also confirms that the results are not driven by lack of access to an employer-sponsored 
supplemental DC plan, since all state employers offer these accounts.   
28 Even though the PPD suggests that all employees in the sample actually do have a DB plan, only about 65 percent 
of the full sample report having a DB, with the rest reporting a DC. 
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Household Retirement Savings 
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sample is used, the basic result is the same – state and local workers respond as expected, but at a 

low magnitude. 

 

Conclusion 

 The life-cycle model suggests that state and local workers sh
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Table 1. Derivation of the Analysis Sample, 2003-2012 
 
Sample restriction Number of observations 
State and local employees 20,041 
Full-time with positive earnings 14,750 
Reports employer plan and matched with PPD 12,216 
Reports plan eligible 11,889 
Hired before primary pension converted to DC 11,840 
Matched with detailed benefit provisions 11,822 
With non-missing data on all regression variables 10,295 
 
Sources: Authors’ estimates from the Survey of Income and Program Participation (SIPP) 2003-2012; and the 
Public Plans Database (PPD) 2003-2012. 
 
 
Table 2. Sample Characteristics by Participation in a Supplemental Plan, 2003-2012 
 
    Supplemental plan participant? 
  Overall  No Yes 
Job characteristics        
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Table 3. Relationship between Select Characteristics and Participation in a Supplemental Plan 
 
  Specification 
Variable (1) (2) 
Employer contribution rate -0.188 ***   
 (0.0728)    
Employee contribution rate -0.464 ***   
 (0.144)    
Benefit multiplier   -4.336 *** 
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Table 3 (cont.). Relationship between Select Characteristics and Participation in a Supplemental 
Plan 
 
  Specification 
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Table 4. Relationship between Select Characteristics and Participation in a Supplemental Plan 
for Full Sample and Select Subsamples 
 

Variable Full sample Vested only State 
workers only Reports DB 

Employer contribution rate -0.188 *** -0.277 *** -0.197  -0.266 *** 
 (0.0728)  (0.0959)  (0.127)  (0.0984)  
Employee contribution rate -0.464 *** -0.385 ** -0.375  -0.706 *** 
 (0.144)  (0.183)  (0.236)  (0.194)  
Reports Social Security 
coverage -0.00292  .1 567 59 28 re W n36 c1 cs 0 0 0 sc q 0.24 0 0 0.24 12 589.92 cm BT 50 0 0 50 1074 89 Tm /TT4
1TT4 1 Tf 94 

l
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Table 5. Relationship between Select 
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Table 5 (cont.). Relationship between Select Characteristics and Having Any Retirement Savings 
 
  Specification 
Variables Full sample Married only 
Other -0.0199  0.0149  
 (0.0264)  (0.0319)  
College degree 0.0789 *** 0.0517 *** 
 (0.0127)  (0.0157)  
Professional degree 0.107 *** 0.0568 *** 
 (0.0139)  (0.0173)  
Spouse has college degree   0.0537 *** 
   (0.0132)  
Spouse has professional degree   0.0681 *** 
   (0.0155)  
Spouse's relative monthly earnings   8.99e-05 *** 
   (2.26e-05)  
Spouse in private sector   0.112 *** 
   (0.0138)  
Spouse in public sector   0.0680 *** 
   (0.0160)  
Married 0.0909 ***   
 (0.0104)    
Constant -
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Figure 1. Percentage of Employees with Social Security Coverage over Time, 2003-2012 
 

 
 


