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Why We Did This Study

» Measure the economic “ripple effect” of DB
pension plans.

DB benefits can act as an economic stabilizer.

» Retirees with a reliable pension can maintain
spending through economic ups and downs.

* Quantify the economic impact of pension
spending on the U.S. economy.
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Pensionomics 2014: What We
Found

* |In 2012, expenditures from public and private
pension benefits supported...

— $943 billion in economic output nationwide
— 6.2 million jobs that paid $315 billion in income
— $555 billion in value added nationally

— $135 billion in federal, state, andmllrcal tax revenue
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What We Found

What is the total economic impact of each dollar
paid out in pension benefits?

Pension Expenditure Multiplier

$1 .00 Sl 98

pension benefits paid to total output
retirees with DB pension income
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What We Found

What is the “return” on each dollar taxpayers
“invest” in state and local pension plans?

Taxpayer Investment Factor*

$1.00

contributed by taxpayers to
state and local pensions over 30 years  total output
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Overview of Public and Private
Pension Payments in the U.S.

Public and Private Sector Pension Benefits, 2012

State and Local Federal Private Sector Total*
Beneficiaries 9.0 million 2.5 million 12.7 million 24.2 million
Average Benefit $25,354 $28,990 513,818 $19,678**
Total Benefits $228.5 billion $70.7 billion $175.6 billion $476.8 billion

Note: Author's analysis of the Annual Survey of Public Pensions, Current Population Survey Annual Social and Economic Supplement, and
annuity roll data from the U.S. Office of Personnel Management.

*“Totals may not add up exactly due to rounding.
“Total average benefit represents a weighted average of public and private sector benefits.
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Pension Plans’ Economic
Impacts

* Pension plans can support economic activity
through several channels, for example...

— Benefit channel — retirees’ expenditures create
incomes for others in the economy

— Investment channel — the investment of pension
assets provides capital to businesses to develop
products, invest in new technologies, create jobs.

* This study focuses on the benefit channel
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Methodology

 Began with benefit payment data from the Census
Bureau on state and local plans, the CPS for private

plans, and OPM for federal plans.

- Estimated taxes paid out of benefits using data from
CBO, BEA, and NCSL.

« Adjusted benefit payment data to account for
migration of retirees from one state to another.

« Estimated the economic and tax impacts of retiree
expenditures, using IMPLAN input-output modeling

software and data package.

== Retirement Security

Pensionomics 2014: Measuring the Economic Impact of DB Pension Expenditures 10



What is IMPLAN?

 |IMPLAN is used to estimate impacts on: jobs, income,
value added, total output, and tax revenue.

« IMPLAN is an input-output modeling software and data
package developed for a USDA Forest Service project,
now used for many types of analysis.

* |t represents relationships among various sectors in
the economy as a matrix. It estimates how an initial
event reverberates through the economy.
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Types of Economic Impact

DIRECT
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revenue from first\ INDUCED
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n fhis case, $ flows up the employees of
consumer | roctod
S : supply chain, e.qg,
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Results: DB Pensions Support
$943 Billion in Economic Activity

Private
$347.3 B

Federal
$144.2 B
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Results: DB Pensions Support
6.2 Million American Jobs

Private
2,282,022

Federal
947,765

dﬂl NNNNNNNNNNNNNNNNNNN

== Retirement Security

Pensionomics 2014: Measuring the Economic Impact of DB Pension Expenditures 14



Results: DB Pensions Support

$307 Billion in Labor Income

Sta;:::ici:‘.:cal Federal Pensions Private Pensions Totasll};:::tlen;*ome
Direct Impact $65.1 billion $20.8 billion $50.0 billion $135.9 billion
Indirect Impact 36.5 billion 11.7 billion 28.1 billion 76.2 billion
Induced Impact 45 .4 billion 141.5 billion 34.9 billion 949 billion
Total Labor Income Impact* $147.0 billion $46.9 billion $138.2 billion $306.9 billion

*Totals may not add up exactly due to rounding.
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Results: DB Pensions Support
$555 Billion in Value Added

State and Local : ‘ ‘ Value Added

Pensions Federal Pensions Private Pensions Supported*

Direct Impact $122.5 billion $39.1 billion $94.1 billion $255.7 billion
Indirect Impact 61.9 billion 19.8 billion 47.6 billion 129.4 billion
Induced Impact 81.2 billion 25.9billion 62.4 billion 169.6 billion

Total Value Added Impact* $265.6 billion $84.8 billion $204.2 billion $554.6 billion

*“Totals may not add up exactly due to rounding.
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Results:
Economic Impacts by Industry

* |Industries with most jobs supported:

— Private hospitals/offices of physicians, dentists, etc
592,000 jobs
$60.1 billion in output

— Food service and drinking places
568,000 jobs
$24.3 billion in output

— Real estate establishments
354,000 jobs
$49.1 billion in output
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Results: DB Pensions Support
$135 Billion in Tax Revenue

Table 6. DB Pensions Support $72.5 Billion in Federal Tax Revenue

State and Federal Private Federal Tax
Local Pensions Pensions Pensions Revenue*
Taxes Paid by Beneficiaries on Benefits $1.8 billion $552.1 million $1.4 billion $3.8 billion
Tax Revenue Resulting from Retiree Expenditures 32.9billion 10.5 billion 253 billion 68.7 billion
Total Federal Tax Revenue Impact* $34.7 billion $11.1 billion $26.7 billion $72.5 billion

Table 7. DB Pensions Support $62.6 Billion in State and Local Tax Revenue

State and Federal Private a.rln-?itf::?atla'}':x
Local Pensions Pensions Pensions Raveniug®
Taxes Paid by Beneficiaries on Benefits $5.3 billion $1.4 billion $4.0 billion $10.8 billion
Tax Revenue Resulting from Retiree Expenditures 24.8 billion 7.9 billion 19.1 billion 51.8 billion
Total State and Local Tax Revenue Impact* $30.1 billion $9.3 billion $23.1 billion $62.6 billion

W
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Results: Pension Expenditure
Multiplier

What is the total economic impact of each dollar
paid out in pension benefits?

Pension Expenditure Multiplier

$1 .00 Sl 98

pension benefits paid to total output
retirees with DB pension income
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Financing of State and Local
Pension Plans, 1993-2012

Employee
Contributions
12.30%

Employer
Contributions
24.52%

Investment
Earnings
63.18%
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Results: Taxpayer Investment
Factor

What is the “return” on each dollar taxpayers
“invest” in state and local pension plans?

Taxpayer Investment Factor*

ir:ltrlgjgd by taxpayers to $8 06

state and local pensions over 30 years  total output
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State-by-State Analysis of Impact
from State & Local Pensions

 MRIO to capture in-state impacts and some
cross-state impacts

 |n-state: Effects of local spending by residents
from pension benefits, including recapture of
“leaked” economic benefits when they circulate
back to the original state

« Cross-state: Benefits that leak between states
through inter-state trade (i.e., one state’s loss
IS another’s gain) "
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Results: Economic Impacts By
State
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State Fact Sheets available at
www.nirsonline.org

ALABAMA

Key Findings

Benefits paid by state and

local pension plans support a
significant amount of economic
activity in the state of Alabama.

Pension benefits received by
retirees are spent in the local
community. This spending ripples
through the economy, as one
person's spending becomes
another person’s income, creating
amultiplier effect.

In 2012, expenditures stemming
from state and local pensions
supported...

36,063 jobs that paid $1.4
billion in wages and salaries

4.8
output

llion in total economic

$559.2 million in federal. state.
and local tax revenues

... in the state of Alabama.

Each dollar paid aut in pensicn
benefits supported $1.63 in total
economic activity in Alabama.

Each dollar “invested” by
Alabama taxpayers in these
plans supported $7.79 in total
economic activity in the state.
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Overview

Expenditures made by retirees of state and local government provide a steady economic
contribution to Alabama communities and the state economy. Tn 2012, 115,224
residents of Alabama received a total of $2.9 billion in pension benefits from state and
local pension plans.

The average pension benefit received was
e $2,114 per month or §25,367 per year. These
modest henefits provide retired reachers,
public safety personnel, wnd others who
served the public during their working carcers
ery income o meet basic needs in retirement.
.4

Between 1993 and 2012, 20.93% of
Alabama's pension fund reccipts came from
employer contributions, 36.49% from employee contributions, and 42.5%% from
investment carnings. Eamings on investments and employee contributions—not
taxpayer contributions—have historically made up the bulk of pension fund receipts.

Impact on Jobs and Incomes

Retiree expenditures stemming from state and local pension plan benefits supported
36,063 jobs in the state. The total income to state residents supported by pension
expendirures was $1.4 billion.

To put these employment impacts in perspective, in 2012 Alabama’s unemployment
rate was 7.1%. The fact that DB pension expenditures supported 36,063 jobs is
ignificant, as it 175 points in Alabamals labor force.

Economic Impact

State and local pension funds in Alabama and other states paid a total 0f $2.9 billion
in benefits to Alabama residents in 2012, Retirees” expenditures from these benefits
supported a total of $4.8 billion in total economic output in the state, and $2.6 billion
in value added in the state.

$2.6 billion in direct economic impacts were supported by retirees’ initial expenditures.
An additional $1.3 billion in indirect impact resulted when these businesses purchased
additional goods and services, $868.7 million in induced impacts occurred when workers
cmployed by businesses as a result of the direct and indirect impacts made expenditures.

F————— Total Economic Impact $4.8 bilion ———«——f

DIRECT INDIRECT
IMPACT IMPACT
$2.6 billion $1.3 billion

notadd vp due ta sounding, For dats ané mecndologs
ctirement Seevrty, Wasténgior, DC, wos:

paral 1o previous P
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Economic Multipliers

ALABAMA

@ Taxpayer Contribution Factor*

$1.00

cantributed by taxpayers to
Alabama pensions over 30 years

$7.79

total output

Each$1in taxpayer contribu t:ur:;\
to Alabama's state and local
pensicn plans supported $7.79
in total output in the state, This
reflects the fact that taxpayer
contriaations are a miner source
of financing for retirement
benefits—inveslment earings
and employee contributions
finance the lion's share.

B A

Pension Benefit Multiplier

$1.00 5163

Eachs1in stateand local
pensicn benefits paid to Albama
residents Ultimately supported
5163 in tolal cutput in the state.
This *multiplier*incorporates

the direct, indirect, znd induced
impacts of retiree spending.

pension benefits paid to total output as(tripples through the state
\\ retirees in Alabama econnmy.
“Cantian st ould b usedin interpreting Sea theTechnical Appendix af the ful ! €5 report for derails,

Impact on Tax Revenues

State and local pension payments made to Alabama residents

supported a total of $539.2 million in revenue o federal, stace, | ederal Tax #3288 million
and local governments. Taxcs paid by rotirces and beneficiaries _ State/Local Tax 2304 million
i sion payments totaled 8234 million. Takes

directly out of pension paymnents totaled $23.4 million. Taxes =1 T

actributable to direct, indirect and induced impacts accounted
for $335.8 million in tax revenue,

Economic Impacts by Industry Sector

The cconomic impact of state and local pension benefits was broadly felt across various industry sectors in Alabama, The ten

industry sectors with the largest employment impacts are presented in the table below.

Industry E"‘P"’(V"';:':,')"‘P"' Laborincome | yo\ 0 Added impact |  Output Impact
Food Services and Drinking Places 2,68 453,402,944 95331197 $176672.35
Real Estate Estanlisaments 2,149 $29,865721 $203,562,722 S2634609.305
Physicians, Dentists, and other Haalth Practitioners 1,684 | 5$140.794,507 5143,402177 5211,866.973
Private Household Cperations 1476 $4,327.664 54,327,664 84,327,664

Private Hospitals 1374 $81,408321 ©93,102.446 $172928.948
Nursing and Residential Care Facilitics. 1.238 $38837.448 #45868.778 68,645,428
Wiholcsale Trace Businesses 1122 77,342,970 $136738900 | 5219486145
Retail Stares - General Merchandise 936 25929810 424,243,747 455,106,223
Retail Stores - Fond and Beverage 917 | 524914353 £35,232.181 $50,372,681

Empleyment Services 747 | 516646454 $18573.17% $23,293885

Industry to

e includie the first rnd of frpacts From pension pay

d du not scount for recaptured *leakage™ to or fFom uther st

tes.

NATIONAL INSTITUTE ON

S

Pensionomics 2014: Measuring the Economic Impact of DB Pension Expenditures

Retirement Security

24



Profile: Howell’'s Grocery &
Restaurant in Stuart, VA

Situated in the foothills of the Virginia Blue Ridge Highlands,
Stuart is an iconic American town. Like other rural towns,
small business is central to Stuart’s economy.

Howell's Grocery and Restaurant is one of the oldest
businesses in the town. The Howell family has owned and
operated the business since 1924. It is a favorite of locals for
a good meal, provides income for its employees and supports
other regional businesses.

“I'm getting up there in years, but | love what our restaurant
provides - friendship, food, and jobs, says Leon Howell. Along

with his wife Chris, Leon has run the business since taking over
in the 19805 after his father passed away

retirees at Howell’s for a bite to eat. Even during the recession,
I still dined out occasionally because my pension income didn’t
go down! Phyllis says

As much as possible, Howell's purchases its supplies and

food from other regional businesses. This is an example of an
indirect economic impact. As a result of a consumer purchase,
a business purchases supplies and services from other
businesses, which generates an economic ripple effect.

Then, the owners and employees of Howell's, and of the
businesses that supply goods and services to the restaurant,
spend the personal income that resulted from retirees’
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Profile: Retiree Spending in
Maryland

"liove my new Toyots hybrid® ays 68 yar-old Marylnder
Tich Raff.

Tich will maks thiy for th tfouryearsan 2
mam:mumnmmumum
better about protecting the

"lam retred from ful-time wark, but it'sbeen 2 bugy tima. 'm
trying © Smplify and stay preparad for this newphase of ifel

stodk market ups and downs! she ays

Har pans oo incame is all the more important because she

s dngle. *I'm self<ufficint despite the finandial cbs tackes
facing women. We typicaly earn bes s and work fowar years, bt
we nead more mondy than men in retimement bacasse we ive

longen” she explaing.

s Tish,

In addition to trading in her old car 3t Wes tminster Koons
Toyota, she sdd her single family home st year and purchased
another b an adult community. Tch dossnot want towaery
Dout mowing gass and howeling show as e ages.
'lst.bnamhnlnn#ﬂrdacrndam
payment becasze | d that prowvides 2 reliab

There were years Tich ok time cut of the warkforce © mice
her children, but she still accumulated 26 yaars of senvice. She
did not think mudch about mtirament in har younger years, but
now alues her pens bon

Tich pands more tme with friends and family She enjoys
nch in local restasrants and helping har adult childran Lggle
wodk and family demands. She <o contributes to the college
2vings x he set up for her gandchilds

"Retirement should be 3 stre<s Foe time, but unfartunately
thatisd t the case for everyone! Bch 2ay< She appreciates
that she can safely spend y and suppart bacal becn
thatcraate jobs Her spending alo genarates revenue for the
stata

*Just think sbout the taxes and fees | paid when |bought 3 car
and howse! Not 1 mention my purcha<es at the grocery store!
hesys

Wn‘.dsapnsm 115 good for me. It's good for

"I know my retirement income will st and woa't fl with

y: Tihsays

!
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Conclusions

« DB pensions provide a critical source of reliable
income for over 24 million retired Americans.

« DB pension benefits support $943 billion in
economic activity and have a large economic
footprint in every state and industry.

« State and local pensions have sizable multipliers
— up-front investment of taxpayer dollar goes a

long waly. [T T —
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Conclusions

« DB pensions have large ripple effects — one
retiree’ s spending becomes another’s income,
that provide critical economic support...

— 6.2 million American jobs that paid $307
billion in income.

« Pensions are “automatic stabilizers,” providing
steady economic contribution through economic
ups and downs.
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Questions?
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