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Special Commission to Study the Massachusetts Contributory Retirement Systems 
March 31, 2009 

Ashburton Place, 9th Floor 
State Comptroller’s Office conference room 

 
3:00-5:00 pm 
 

Minutes 
  

The first meeting of the Special Commission to Study the Massachusetts Contributory 
Retirement System was held at 3:00 p.m. on Tuesday, March 31, 2009, at Ashburton 
Place.  The following Commission Members were present: 
 
o Alicia Munnell - Director of the Center for Retirement Research at Boston College, 

Chair, by appointment of the Governor 
o Peter Diamond - Professor of Economics, MIT, by appointment of the Governor 
o Representative Robert P. Spellane - Chair, Joint Committee on Public Service; 

Designee, Speaker of the House 
o Sean Faherty - Representing Senator Steven C. Panagiotakos, Chair, Senate Ways 

and Means Committee; Designee, President of the Senate 
o Representative Michael J. Rodrigues - Vice Chair, Joint Committee on Public 

Service; Designee, Speaker of the House 
o Elizabeth Broda - Representing Senator Michael R. Knapik; Designee, Senate 

Minority Leader 
o Representative Todd M. Smola - Designee, House Minority Leader 
o Joseph E. Connarton - Executive Director, Public Employee Retirement 

Administration Commission 
o Nicola (Nick) Favorito - Executive Director, State Retirement Board 
o Kate Fitzpatrick - Town Manager, Town of Needham; Member, Massachusetts 

Municipal Association 
o Pam Kocher - Deputy Chief of Staff, Executive Office for Administration and 

Finance; Designee, Secretary of Administration and Finance 
o John Parson - General Counsel, State Auditor’s Office, Designee, Auditor of the 

Commonwealth 
o Joan Schloss - Executive Director, Massachusetts’ Teachers’ Retirement System 
o Ralph White - President, Retired State, County and Municipal Employees 

Association of Massachusetts 
 

Not Present: 
o Senator Frederick E. Berry- Senate Majority Leader; Designee, President of the 

Senate.  
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Ms. Munnell presided as Chair of the meeting and Melissa Wortman recorded the 
minutes. 
 
WELCOME / INTRODUCTIONS 
 
Ms. Munnell called the meeting to order and welcomed everyone present.  All attendees 
introduced themselves.   
 

 
BACKGROUND INFORMATION 

 
Mr.Connarton provided an overview on the role of the Public Employee Retirement 
Administration Commission (PERAC) and on the structure of the structure of the 
Massachusetts Contributory Retirement System.    
 
Mr. Connarton handed out the following documents: 

 Power Point presentation on Public Employee Retirement Administration 
Commission (PERAC) 

 2009 State of the Pension System  
 January 1st 2009 Massachusetts State Employees Retirement System Actuarial 

Valuation 
 2006 Report of the Blue Ribbon Panel on Massachusetts Public Employees’ 

Pension Classification System 
 2005 Reform Initiatives Advisory Committee Report 
 2007 Public Employee Retirement Administration Commission (PERAC) Annual 

Report 
  

FRAMEWORK FOR CHANGE 
 
Ms. Munnell began the Commission’s discussion with her – and Peter Diamond’s (the 
other Governor appointee) – framework for studying the Massachusetts Retirement 
System. 

 Support for a defined benefit structure for providing public sector retirement 
benefits. 

 Not here to “blow up” the system, but rather to consider changes that would be 
improve the fairness of the system but be cost neutral on balance. 

 Important to clarify what changes can apply to current employees and what must 
apply only to new hires. 

 Financial crisis has intensified the need for the system to be perceived as “fair” by 
the taxpayers, who have suffered big losses in their 401(k)s but will be called 
upon to pay higher taxes to make up for losses in the public system. 

 
FUNDAMENTAL REFORMS AND ELIMINATING ABUSES 
 
The Legislature and Governor are proceeding to get rid of the most egregious abuses; the 
consensus was that the Commission probably has little to add.  Representative Spellane 
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confirmed that, for now, the pension reform bill will progress without the assistance of 
the Commission.   

 
Ms. Munnell introduced the idea of more fundamental reform: 

1. Move away from “high 3” (retirement) or current salary (disability) as 
base for benefits. 

2. Rationalize classification system. 
3. Make health benefits proportional to service. 
4. Improve vesting and review COLA. 
 

Topic 1: Move away from “high 3” 
Professor Diamond discussed the issue of the appropriate averaging period. 

o When benefits are based on a short period of time, there is an enormous 
incentive to make sure your earnings are high in that amount of time. 

o The system would be fairer and create better incentives with a longer 
averaging period. 

 When thinking about changing the averaging period, it is also possible to adjust 
other parameters in the system to keep it cost-neutral on average. 

o Some people will get larger benefits; some will get smaller benefits. The 
question is the extent to which the longer averaging period produces a 
fairer system. 

o Shift will depend on earnings trajectories. Those with higher education 
and lifetime earnings tend to have steeper earnings trajectories and 
therefore benefit more from final earnings plans. 

o It is important to consider the implications not only for a career employee, 
but the worker who starts later and the worker who starts early, works a 
while, and then goes somewhere else. (Median years of service for retirees 
in Massachusetts is about 23 years.) 

 Massachusetts currently is not out of line with other states; most base pension 
benefits on the highest, or last, 3 to 5 years of earnings. Massachusetts disability 
benefit structure (off and on job) is not all that different from the typical state. 

o Thus, the criticism is not of Massachusetts per se but an argument that a 
short service basis for benefits is not good policy. 

o Current system also makes portability more difficult because benefits are 
based on nominal wages at the time of job shift. 

 Many national systems are based on long averaging periods – U.S., Sweden etc.  
o Academics like very long average periods, because they are much harder 

to manipulate.  Don’t have the same worry about the creation of new 
loopholes.    

o The question then becomes how to combine a lifetime of earnings.   
 To capture inflation and a rising standard of living, most plans 

gross up the earlier earnings.  
Ms. Munnell reinforced Professor Diamond’s case for a longer averaging period: 

 Must be adventurous to change the system; would be a leader among states; no 
examples except at the national level 
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 A system based on lifetime earnings is doable and could cost the state the same 
amount 

 Such a system would have an appealing redistribution of benefits from one group 
to another 

 . 
Immediate reactions to idea of revamping the system and lengthening the averaging 
period: 
Statement (Ms. Fitzpatrick):  Enthusiastic about the idea of starting out fresh. 
Statement (Ms. Schloss): Chapter 32 is a complicated law and should be updated to meet 
the needs of a 21st century workforce. 
Question (Mr. White?): To whom would this apply?  
Answer (Ms. Munnell): Probably to new employees. 
 
Question (Mr. Favorito): What is the other part of the equation? Not just a matter of 
taking an average and putting it into our existing point.   
Answer (Professor Diamond): The current system, unlike Social Security, is for someone 
retiring at a given age for a given amount of service (proportional system).  Preserving 
the current proportional system requires grossing up lifetime earnings to an average wage 
index and then multiplying that index by a parameter times years of service. 
Question (Mr. Favorito): What impact does a lifetime average have on the existing 
contributions? 
Answer (Professor Diamond):  These are totally separable issues.   
Question (Mr. Favorito): Our constituency in the state system varies.  How do these ideas 
address the different kinds of responsibilities (longevity, age expectations) 
Answer (Professor Diamond): There could be different schedules for different incentives, 
different ways of weighting average earnings, different accrual weight etc.., to reflect 
specific different responsibilities. Prior Blue Ribbon Report on Classification says it 
makes sense to have a classification system, just not the current one. 
 
Topic 2: Rationalize classification system. 
Professor Munnell noted that this was a perfect segue into the topic of Classification. 
 
The Blue Ribbon Panel concluded that the current classification system: 

o Lacks a clear rationale.  
o Is perceived as unfair to both public employees and taxpayers because some 

people “game” the system by lobbying for classification into a higher group, 
with its more generous benefits.  

  
Ms. Munnell questioned why state police have separate classification. 
 
Representative Spellane supported the idea of addressing the classification system as part 
of the Commission’s work. 

 As a member of the Public Service Committee, he argued that the classification 
system is confusing and out of control. 

 Supported the idea of creating the system from scratch that would be applied for 
our new employees 
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o Doubted the possibility of taking away any benefit structure to those who 
are already in the system. 

o New system might require more resources than the existing one, therefore 
cost-neutrality may be too limiting. 

o Also, Commission should look for successes as well as failures.  Perhaps, 
Group 3 benefits are well structured.   

 
Topic 3: Make health benefits proportional to service. 
 
Ms. Munnell described the benefits under the current system where a person could be in 
the system for 10 years and then go somewhere else, come back at the retirement age and 
then get a whole heath package.   

o She argued that this arrangement seems very hard to rationalize.  People who only 
spend a portion of time in the system should get less than full health benefits 
because that seems fair. 

o Unlike in the case of lifetime averaging where Massachusetts would be a pioneer, 
other states are already cutting back on health benefits. Some states are beginning 
to move to payments related to how long people are in the system. 

o Who knows if it would apply to new or current employees? But no one would say 
it’s unfair. 
 

Mr. Parsons said that it would be important to distinguish between local and non-local 
employees. 
 
Mr. White said that most communities recognize that participants have portability. 
 
Ms. Fitzpatrick explained that pension creditable service years are portable between 
plans, and there is a proportional responsibility for contributing to and paying benefits 
based on time in each system. For health care, although you can carry vesting service 
credits for retiree health care from system to system, the retiree health care costs are 
based on the last system you were with when you retired.  No shared responsibility of 
retiree health care cost by all systems to which individual was a participant. 
 
Ms. Munnell replied that the commission needs to educate itself on how the health system 
works and consider what the members think would be fair.  Health should be a topic for 
the next meeting.  [Ms. Munnell mentioned that the Commission also needs education on 
the disability system. Not for the next meeting but for the 3rd meeting]. 
 
Mr. White, towards the end of the meeting, urged the Commission members not to go too 
far into health insurance.  He argued the Commission might have too much on its plate 
right now. 
 
Topic 4: Improve vesting and review COLA. 
 
A. Vesting 
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Ms. Schloss reported that she hears on a regular basis that attracting superintendants to 
school districts is difficult because of Massachusetts vesting period is so long. 

 People are changing careers and going into teaching and perhaps the retirement 
plan is maybe no longer relevant to attracting good people into the retirement 
system. 

 If we will create a system from scratch, isn’t it necessary to define fundamentals 
and goals?    

 
Ms. Munnell replied that while the vesting requirements are clearly too long, the inability 
to attract people may reflect the total compensation package – not just the pension.  
Unfortunately, there are no careful studies on the comparability of total compensation for 
private and public employees in Massachusetts.  Such a study is sorely needed but 
beyond the scope of the Commission to undertake – but no to recommend.   

  
B. COLA 

  
Professor Diamond stated that he was not aware of any countries that do the kind of 
adjustments to inflation that is done here in Massachusetts.  

o The kind of system we have here is not attractive- the longer you live the lower 
the purchasing power of what you’ve got and statistics tell us that the poverty 
rates go up in the higher ages and tend to be higher with women. 

o One approach might be to give a retiree a choice- could have the current system 
with what it costs or could have a much lower initial benefit but a larger base for 
COLA.   

 
Other Concerns   
  
Loss of pension benefits 

o Mr. Favorito and Ms. Schloss said that retirement boards need clarification of the 
circumstances under which people lose their pensions.  The current rules are 
vague and cause boards much time and energy addressing when to rule for or 
against a loss of pension benefits.  They were interested in bringing this issue to 
the Commission.   

o Ms. Munnell suggested forming sub-committees to address specific issues such as 
pension loss rules to be headed by those who have knowledge of the topic and are 
interested in including it in the reform process. 
 

TIMETABLE AND PRODUCTS 
 
Meeting Schedule: 

 Commission was supposed to start in September 2008- now March 2009 
 Current pension reform bill includes extension to Sep 1. 
 September 2009 is date for the final report, but an interim report would also be 

helpful. 
 Plan for a total of 8 meetings for the Commission. 
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Products & Assignments: 
 Prospective legal memo should be shared before the next meeting, and lawyers 

should be involved in the next meeting.   
 Mr. Favorito and Ms. Joan Schloss will produce a proposal that clarifies issues 

with current provisions for loss of pensions by 3rd Commission meeting. 
 Representative Spellane will add Amendment to Pension Reform Bill to include 

wording for interim report due by June 30th, 2009. 
 Ms Fitzpatrick can provide information on Retiree Health for Local Systems 
 Information on State Plan Retiree Health Insurance can be gathered from GIC 
 Professor Diamond and Mr. Connarton: Example of 2 or 3 cost neutral changes 

in benefit structure based on some reasonable representative sample of the 
pension system. 

 
ADJOURNMENT 
 
There being no further business, Ms. Munnell adjourned the meeting at 4:45 p.m. 


