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INTRODUCTION

THE GROWING IMPORTANCE OF SUPPLEMENTAL 403(B) PLANS FOR PUBLIC K-12 TEACHERS

1 Clark and Craig (2011 forthcoming) provide an analysis of replacement rates for career teachers in all states from state retirement plans for public  
 school teachers.
2 A combination, or hybrid, plan has features of both a DB and a DC plan. Michigan and Washington are examples of states that recently transitioned  
 to a hybrid teacher retirement plan.
3 States in which teachers are not covered by Social Security include: Alaska, California, Colorado, Connecticut, Illinois, Kentucky, Louisiana, Maine,  

 
 greater importance.
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THE 403(B) MARKET FOR PUBLIC K-12 SCHOOL SYSTEMS

4 See, for example, Novy-Marx and Rauh (2009) or Brown and Wilcox (2009) for a discussion of issues related to public pension funding.
5 Chapter 10 of Clark, Craig, and Sabelhaus (2011 forthcoming) describe the numerous changes in public retirement plans that have been made  
 over the last decade as state and local governments have attempted to slow the increase in the cost of retirement plans.

 
 and 401(a) plans.

 
 and any retirement distributions are tax-free.
8  For a full discussion of these changes see Coyne, et. al. (2006).
9 Recent changes to the 403(b) regulations have increased the documentation and reporting requirements for many employers. See Richardson  
 and Gallagher (2009) for an overview of these changes.
10 Spectrem Group (2010)
11 Spectrem Group (2010)
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THE STRUCTURE OF EMPLOYER PLAN CONTROL IN THE PUBLIC SCHOOL 403(B) MARKET

STATE VERSUS LOCAL CONTROL OF SUPPLEMENTAL RETIREMENT PLANS

12 Richardson and Gallagher (2009) provide an overview and survey evidence of how the 403(b) regulations are impacting plan sponsors.
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CONTROLLED VERSUS OPEN ACCESS MANAGEMENT

IMPLICATIONS OF MANAGEMENT MODELS
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FIGURE 1: MODELS OF 403(B) PLAN MANAGEMENT AND ACCESS
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ANALYSIS OF STATE LEVEL MANAGEMENT OF SUPPLEMENTAL 403(B) PLANS

13
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THE IMPACT OF OPEN VERSUS CONTROLLED ACCESS ON PLAN COMPLEXITY

TABLE 1: K-12 MARKET STRUCTURE BY STATE, 2009

CA TX IA AZ

source: author calculations of California, Texas, Iowa, and Arizona data 
Note: Investment options are distinct for each state

14 Iowa added a 6th provider in 2010.
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TABLE 2: PROVIDERS AND PRODUCTS, BY STATE, 2009

FIXED ANNUITIES VARIABLE ANNUITIES CUSTODIAL ACCOUNTS

PROVIDERS PRODUCTS PROVIDERS PRODUCTS
INVESTMENT 

OPTIONS
PROVIDERS PRODUCTS

INVESTMENT 
OPTIONS

source: author calculations of California, Texas, Iowa, and Arizona data 
Note: The number of Investment options are distinct counts for each product

15 See for example, Iyengar (2008) for a discussion of how choice proliferation in plan design negatively affects participant outcomes.
16 Note that the number of investment options is not necessarily equal in Tables 1 and 2. Table 1 counts distinct investment options regardless of type  
 of product, whereas Table 2 counts total investment options by product. Providers may offer the same investment option in both a variable annuity  
 and a custodial account.
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THE IMPACT OF OPEN VERSUS CONTROLLED ACCESS ON PLAN FEES

TABLE 3: INVESTMENT OPTION FEES BY TYPE, 2009

STATE FEE MEAN MEDIAN MINIMUM MAXIMUM
STANDARD 
DEVIATION

NUMBER

source: author calculations of CALSTRS, TRS, Iowa RIC, and TIAA-CREF data 
key: AS=Asset-based Fee, FE=Front-end Load, BE=Back-end Load, SU=Surrender Charge 
note: Does not include Fixed Annuity products

 Tables 1 and 2 count products and distinct investment options within a plan. Tables 3 and 4 count all possible combinations of investment options  
 because different providers may charge different fees for the same underlying investment.
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18
19  Teacher Retirement System of Texas (2009)
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TABLE 4: CONDITIONAL FEES BY PRODUCT AND TYPE, 2009

PRODUCT STATE FEE MEAN MEDIAN MINIMUM MAXIMUM
STANDARD 
DEVIATION

NUMBER 
WITH FEES

TOTAL
NUMBER
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source: author calculations of California, Texas, Iowa and Arizona data 
key: AS=Asset-based Fee, FE=Front-end Load, BE=Back-end Load, SU=Surrender Charge 

THE IMPACT OF HIGH FEES ON TEACHER RETIREMENT SECURITY
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CONCLUSIONS

20 Required minimum distributions are the minimum amount a retired account owner must withdraw annually beginning with the year they attain age  

21 For the U.S., current average life expectancy at age 65 is 18.5 years. See National Center for Health Statistics (2010), Table 24.
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TABLE A1: AVERAGE ASSET-BASED FEES: T-TEST FOR EQUAL MEANS

TX IA AZ

source: author calculations 

TABLE A2: AVERAGE ASSET-BASED FEES: F-TEST FOR EQUAL VARIANCES

TX IA AZ

source: author calculations
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FIGURE 2: DISTRIBUTION OF ASSET-BASED FEES FOR INVESTMENT OPTIONS BY STATE, 2009
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FIGURE 3: DISTRIBUTION OF ASSET-BASED FEES FOR COMMON INVESTMENT OPTIONS 2009
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FIGURE 4: THE IMPACT OF ASSET BASED FEES ON REAL ASSET ACCUMULATION
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FIGURE 5: EFFECT OF ASSET-BASED FEES ON REAL ANNUITY INCOME
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FIGURE 6: EFFECT OF BACK-END LOADS AND ASSET-BASED FEES ON REAL ANNUITY INCOME
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FIGURE 7: EFFECT OF SURRENDER CHARGES AND ASSET-BASED FEES ON REAL ANNUITY INCOME



RESEARCH DIALOGUE  NOVEMBER 2010  24  

FIGURE 8: REAL 403(B) ASSET VALUES TO AGE 100
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FIGURE 9: REAL ANNUAL INCOME TO AGE 100
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FIGURE 10: REAL LIFETIME INCOME AND ESTATE VALUE AT AGE 100


