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ABSTRACT 

Recently, Brazil made changes to its retirement system as it concerned public sector 

workers, changes which in certain ways were similar to those which occurred for most federal 

workers in the United States somewhat over a quarter of a century ago. Broadly speaking it 

involved the conversion of a purely pay-as-you-go defined benefit plans to a hybrid of a reduced 

pay-as-you-go defined benefit plan with a funded defined contribution plan. In the United 

States, the latter is called the Thrift Savings Plan which now has over 4.5 million participants 

and nearly $400 billion in assets. 

This paper offers a brief history of the origins of the U.S. system up until the changes in 

question were made, what were among the major factors or considerations which appear to have 

spurred the changes, a little bit about the constituencies which seem to have driven or resisted 

change as the case may be, the modifications that were envisioned, and expectations as to the 

difference that was expected to be wrought from those alterations. It canvases the differences 

between the then “old” and the “new” systems in relation to what was ostensibly sought to be 

achieved. It then draws on what is a surprisingly thin literature to describe the outcomes of the 

changes more than 25 years later with an eye to hoped-for or anticipated results at the outset. 

We then detail important elements of the new Brazilian system – which is at an early stage – 

with an eye to similarities and differences between it and the one we have described with a 

focus on how the outcomes of the system in the U.S. might bear on thinking in Brazil as it 

moves forward with its own. We conclude briefly with thoughts on the nature and merits of 

further pursuing the comparison and inquiry. 

Keywords: retirement system, reform, Brazil, U.S.A., federal employees. 

mailto:lwb@law.harvard.edu
mailto:arthurbvw@gmail.com


“REFORM” OF THE UNITED STATES AND BRAZILIAN RETIREMENT SYSTEMS FOR FEDERAL 

EMPLOYEES 

 

 

 Rev. Bras. Prev., Curitiba, Paraná. v.5 n.1, p.33-66, Janeiro-Dezembro. 2014. 

34 

  

I. Introduction 

This writing of this brief essay is antimated by the broad similarity of certain recently 

enacted, dramatic changes in Brazil to the retirement system for federal employees (among 

other public sector workers), to significant changes legislated over 25 years ago to the 

retirement system for federal employees in the United States. 

More particularly, according to law enacted in 2012 those who become new Brazilian 

public sector employees – whether federal, state, or municipal employees – will be participants 

in a new retirement system, one with two parts. (which are discussed at length below). First, 

they will they will, like those already employed before the effective date of the legislation, be 

able to earn a right to lifetime, indexed post-retirement income payments – “pension” benefits 

– but only in relation to a portion of their salaries up to a cap. Second they have the opportunity 

to establish and contribute to individual retirement accounts a percentage of their annual 

earnings above that cap which must be matched by the federal government. Under the 2012 

law, although those who had already been employed prior to its effective date can remain in the 

old system, they have the right, within 24 months, to elect to join the new one. 

These and certain other aspects of both the old and the new system are broadly similar to 

those which characterized the retirement system for United States federal employees prior and 

subsequent to, respectively, the effective date of legislation enacted in the U.S. in 1986. 

Moreover, in a number of respects the interests, concerns, and motivations which were factors 

in causing alternations in the system in the U.S. seem not unlike those which appear to have 

played in role in producing the result last year in Brazil.  

This paper in fair measure focuses on the U.S. experience, though not based on any 

judgment as to the merits of the U.S. system on its own terms or in comparison to what has 

emerged in Brazil with a particular focus on federal employees.[1] Rather, detailing the U.S. 

experience affords a basis for relevant audiences in each of the countries to learn about the 

choices of this sort – what they were and in certain respects, why they were made. It also affords 

the opportunity to to compare the somewhat similar choices – and in some respects, with the 

possible added benefit of slightly over a quarter of a century of hindsight from the U.S. 

experience. This, in turn, might inform thinking in each country about what further changes, if 

any, might be worth considering in the future. 
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That being said, we observe that that “pension reform” – what we prefer to refer to as 

retirement system or plan reform – is a very complicated and serious business. In that regard 

we cite two leading scholars who have offered a cautionary note.[2] They stress three principles 

for the analysis upon which reform should be ground: that one must recognize that pension 

systems have multiple objectives; that one should consider the pension system as a whole; and 

perhaps most importantly, reform should be framed in a second-best context! That is, there is 

no single best pension system. Any system has to navigate the constraints of the fiscal and 

institutional capacity of the relevant public or private players, the realities of actual behaviors 

in terms of the impact of the system on saving and the labor supply, the income distribution 

prior to any government distribution, priorities – from poverty relief to risk sharing within and 

across generations to the weight of history – and so-called “path dependence. 

We refer to this friendly warning as an upfront acknowledgment that in exploring 

assessing either of the federal employee retirement systems (or more broadly the overall 

retirement systems) in the two countries, we recognize that they have many “moving parts” and 

innumerable “players” with diverse and often conflicting interests rooted – sometimes deeply 

so – in personal or institutional histories. And that admission is intended to encourage readers 

to expect informative and hopefully important descriptions, comparisons, and insights from this 

account of the two schemes, but not what might be drawn from a much lengthier, detailed, and 

textured one. 

The paper has four main parts. The first offers a brief history of the origins of the U.S. 

system up until the changes in question were made, what were among the major factors or 

considerations which appear to have spurred the changes that were made, a little bit about the 

constituencies which seem to have driven or resisted change as the case may be, the 

modifications that were envisioned, and expectations as to the difference that was expected to 

be wrought from those alterations. Second, we canvas the differences between the then “old” 

and the “new” systems in relation to what was ostensibly sought to be achieved. Third, we draw 

on what turns out to be a rather thin literature to describe the outcomes of the changes more 

than 25 years later with an eye to hoped-for or anticipated outcomes at the outset. Lastly, we 

canvas elements of the new Brazilian system – which is at an early stage – with eye to 

similarities and differences between it and the one we have described with a focus on how the 

outcomes of the system in the U.S. might bear on thinking in Brazil as it moves forward with 

its own. We conclude briefly with thoughts on the nature and merits of pursuing the comparison 

and inquiry.  
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II. From the U.S. Civil Service Retirement System to the Federal Employees Retirement 

System: What Changes Were Sought, Why, and Which Were Made 

A system for provision of retirement benefits for United States civilian federal employees 

– the Civil Service Retirement System (CSRS) – was established in 1920.[3] “The primary 

objective of the [CSRS was to improve the economy and efficiency of public management by 

staffing federal positions with employees fully capable of carrying out their duties.”[4] Insofar 

as “retirement security of individuals who [had] devoted substantial periods of their lives to 

government services” was an objective, it ‘was defended as a means for improving the work 

force.” [5] It was only many decades later that the latter objective was raised and the former 

diminished. 

The system provided those employees with a defined benefit plan. Its terms at the outset 

have been characterized as “far from generous.” It has been said to have accorded considerable 

management discretion as to the timing of retirement in order to “keep opportunities open and 

to reduce expensive turnover, to achieve stability and to adjust to dislocations, and in general, 

to improve the image of government service in the public eye.”[6] According to this view, there 

was “little doubt that the initial objectives of the CSRS were to keep costs down and to assist 

supervisors.”[7] However, as a practical matter there may have been other motives. According 

to one report, the system was born out of a pressing management need to remove from 

employment permanently tenured personnel who could no longer perform effectively because 

of age or infirmities. Many employees had grown quite old and often became inefficient in their 

work and incompetent for continued service. Because most elderly workers had not been able 

to make provision for their old age, and because isolated instance of removing them had drawn 

adverse public reaction, it was very difficult to induce manages to dismiss them. As a result, an 

unofficial, unauthorized pension system had evolved that simply retained on the employment 

rolls, under various pretexts, all superannuated employees with many years of service and 

paying them full salary for little or no work.[8] 

Originally, the CSRS “provided only for two types of retirement – mandatory and 

disability.”[9] But in 1930 optional ones were added on the rationale that “certain individuals 

become superannuated and inefficient earlier in life than other and affording such employees 

the opportunity to retire a few years early with fair remuneration for long service would enhance 

government efficiency.”[10] There was a further liberalization in 1942 allowing people to retire 

at lower benefits with fewer years of service “because most other public retirement systems 
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provided earlier retirement options and the change would reduce the number of employees 

retiring on disability, thereby effecting savings in administrative costs.[11] Over the years, 

though, “[m]andatory retirement rules were relaxed and disability provisions were liberalized,” 

“[o]ptional retirement, survivor benefits, and protections for involuntarily separated workers 

were added” and coverage expanded.[12] These modifications have been characterized as being 

“designed to maintain morale and facilitate mobility among Federal workers, [and] were 

expected to improve Government operations.”[13] They reflected a broader shift away from 

benefits “as payments granted to achieve management objectives” to “the concept of retirement 

of as an indirect or deferred form of compensation,” a development which mirrored broader 

changes in the U.S. during the Depression and through the years of World War II.[14] However, 

after 1969, under fiscal pressure, the Government started to reduce the policy of benefits 

expansion and the purchasing power of benefit payments decreased.[15]  

In all events, as of the early 1980s – shortly before the changes to the CSRS with which 

this paper is concerned were made – its key features included the following: 

(1) Required employee contributions into the Civil Service Retirement and Disability 

Fund (CSRDF) of 7% of total pay;[16] 

(2) Vesting of benefits after 5 years of service;[17] 

(3) Benefits calculated on a “salary base” of the average of the three highest years of 

salary;[18] 

(4) Graduated accrual of benefits: 1.5%, 1.75%, and 2.0% of the salary base for the first 

5, second 5, and post 10 years of service, respectively; 

(5) Qualification for unreduced benefits: age 55 with 30 years of service; age 60 with 20 

years of service; age 62 with 5 years of service;[19] 

(6) Cost of living adjustments were fully indexed using the Consumer Price Index;[20] 

and 

(7) Contributions were (and could only be) be invested in “special-issue [U.S.Treasury] 

bonds that earn interest equal to the average rate on the Treasury’s outstanding long-term 

debt.”[21] 

Note that “[i]nitially, only employees made regular payroll contributions to the fund. 

Regularly scheduled agency contributions were not mandated until the 1950s.” However, in 

1956, Congress enacted legislation which “required federal agencies to make contributions to 
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the Civil Service Retirement Trust Fund on behalf of their eligible employees. The contributions 

made by federal agencies were equal in amount to the money paid into the fund by their 

employees, and were made from appropriations that agencies received specifically for this 

purpose.”[22] 

As of that time the vast majority of private sector employees were required to participate 

in the federally mandated pay-as-you-go Social Security system.[23] and many, though not all, 

state and local employees had to as well.[24] By contrast, federal civil employees were not. 

The confluence of increasing concern about the rising costs of and fiscal challenges to 

both the Social Security System and the CSRS (and the import of both for the federal fisc) 

occasioned serious public discussion of the need for changes in both.[25] Over the course of 

the ensuring six years, contention among the new Republican President, Ronald Reagan – 

whose first term began in January 1981 – the Republican controlled Senate, and the Democratic 

controlled House of Representatives, resulted in precisely that.[26]  

In December 1981 President Reagan appointed an ostensibly bipartisan National 

Commission on Social Security Reform (the so-called Greenspan Commission), which became 

an important vehicle for proposing specific recommendations to address these issues. Within a 

relatively short span of months after its report in 1983 a broad range of its proposals, including 

a gradual increase in the age for qualifying for full retirement benefits from 65 to 67, affecting 

all current members of the Social Security system, were enacted into law.[27] However, also 

among the provisions was inclusion in the Social Security system of all federal civilian 

employees hired into permanent employment on or after January 1, 1984.[28] 

At first blush this addition of uncovered workers brought more revenues into the system 

which could help avoid having to make more dramatic and perhaps politically unpopular 

effective reductions in benefits.[29] Moreover it was argued by some that federal civil service 

employees unfairly benefited from the Social Security system. The contention was that insofar 

as those (relatively high wage) employees also worked in the private sector for some period 

during their lifetime careers, even though they contributed to that system, their relatively short 

careers effectively entitled them to benefits similar to those of lower wage, life career private 

sector workers. The Social Security system’s formula for benefits was skewed in the favor of 

lower wage workers.[30] Another author has suggested what is in some respects an opposing 

argument to the effect that “the TSP was adopted in part to address inequity faced by some 
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federal employees at the top of the GS pay scales who would get less retirement income from 

GS and Social Security because of the progressive nature of Social Security benefits.”[31] 

These changes were made over the strenuous objections of federal civil service employees 

who strongly favored the existing scheme and were skeptical of the viability of Social Security 

and were correspondingly resistant to having to pay payroll taxes into the system.[32] In turn, 

the changes had a powerful influence on what was to follow. Of necessity, enrolling new 

employees in Social Security required reconfiguration of the CSRS. Otherwise there would 

have been a duplication of benefits and a substantial increase in employee contributions overall. 

The solution could have been some re-jiggered combination of two defined benefit plans – one 

pay-as-you-go and the other (in certain way) funded. The alternative was to pare down what 

both systems in combination afforded employees and add on a defined contribution component, 

which those employees had strongly opposed as well. However, an argument which had 

considerable political purchase for the relevant players was based on the claim that “the most 

common private-sector program for large companies” – “a three-tiered plan” involving Social 

Security, “a modest defined benefit plan,” and a “voluntary thrift plan” involving matching 

employer and employee contributions.[33] 

The dominant proponents of change sought dramatic changes to the status quo involving 

some combination of the following: 

(1) Include new federal employees in the Social Security System (which had already been 

accomplished); 

(2) In all events reduce the estimated cost of the existing system – the normal employer 

cost – gauged by some at 25% of payroll, to the federal government/taxpayer in some measure 

with an eye to the cost being more comparable to that of certain private plan;[34] 

(3) Insofar as the defined benefit character of the scheme is retained, cut the cost of living 

adjustments (COLAs) applied to benefits and/or reduce the level of benefits through changes 

in the age or other criteria for qualification for receipt of benefits or in the formulas for 

calculating benefits 

(4) Reduce the scale of or completely eliminate the defined benefit scheme; 

(5) Replace it in whole or part with a defined contribution scheme; 

(6) Require a sufficient level of employee contributions and some matching employer 

contributions to any new defined contribution scheme; 
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(7) Invest least some of the contributions in other than the special U.S. Treasury securities 

to which CSRS investments had been limited, but . 

(8) Restrict investments a way prevented significant control of or influence of the federal 

government of companies in the portfolios or impact on financial markets;[35] and 

(9) Keep control of the assets out of the reach of Congress to prevent it laying claim to 

them to use for “political purposes” and have an organizational structure and standards designed 

to avert mismanagement of those assets.[36] 

While the motivations for the above were largely financial in character, others were of 

different nature. Some concerned what might be termed “human resource” issues: 

(10) Offer individual accounts attractive to certain kinds of workers which government 

wanted to hire or retain, especially professional and technical and mid-career workers – who 

were not likely to pursue lifetime careers with the federal government and not get any or the 

full rewards of the CSRS defined benefit plan – because they could more freely in and out of 

government employment.[37] 

The legislation as enacted made a number of key modifications to the law.[38] They 

included the following: 

(1) All federal civil employees hired on or after January 1, 1984 were obliged to be 

members of the Federal Employees Retirement System (FERS); 

(2) They were required to participate in a defined benefit plan similar to that of the CSRS 

but with substantially lower – potentially about 60% lower – annual accrual of benefits as a 

percentage of the salary base than that for CSRS participants[39]; their COLA was to be as 

much as 1 percentage point lower than that of CSRS participants and it was to commence only 

after they reached the age 62 (whereas it commenced at retirement – as early as age 55 – for 

CSRS participants) [40]; 

(3) The earliest retirement age was increased from 55 to 57 years[41]; 

(4) They were required to make combined contributions into the Social Security system 

and the CSRDF fund of 7.0% of pay up to the maximum Social Security tax base) and (initially) 

1.3% of any pay above that base[42]; 

(5) They were eligible to participate in a defined contribution plan, the Thrift Savings 

Plan (TSP) (a) into which the employer was required to automatically contribute 1% of pay (b) 
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into which the employee could contribute up 10% of pay with a required employer match $1 

per $1 for the first 3% and $0.50 per $1 for the next 2% with (c) automatic vesting of all but 

the automatic 1% employer contribution, which vested after 2 or 3 years depending upon 

employee status [43]; 

(6) With some minor exceptions, TSP participants were allowed to elect investment in 

either (a) a special U.S. government securities fund, (b) a fixed income securities fund, using 

insurance company Guaranteed Investment Contracts, bank certificates of deposit or other 

private-sector securities, or (c) equities, using a stock index fund (invested in proportion to a 

diversified common stock portfolio) [44]; 

(7) (a) Investments through the TSP were to be managed by a 5-member board appointed 

by the Presidential, taking into account one Senate and one House recommendation and (b) the 

board barred from exercised voting rights in connection with common stock owned by the 

plan.[45] 

(8) TSP participants could elect a payout in the form of (a) an annuity for life or a fixed 

term; (b) cash at retirement, death, or disability; or (C) as a roll-over to an Individual Retirement 

Account (at termination of employment) [46]; and 

(9) According to “final estimates,” FERS would result in “an employer normal cost of 

22.9 percent of payroll” compared to 25 percent for the CSRS.[47] 

Those who were employed before January 1, 1984 were at the outset obliged to remain 

in the CSRS. However, during “open seasons” in 1987 and 1998 CSRS participants were 

allowed to switch from the CSRS to the FERS.[48] As it turned out, “[n]early all workers who 

had the option to choose between the old and new system chose to remain in the old 

system.”[49] 

Note that not all federal civil employees were covered by the CSRS or FERS. For 

example, there were separate retirement systems for the Foreign Service, Central Intelligence 

Agency, and Federal Reserve Board.[50] It appears that these employees successfully resisted 

being part of the FERS as did members of the military initially. (In 2000 the latter joined its 

nonmilitary component).[51] 

As remarked above, in discussions about the design of FERS, one powerful feature was 

that it be comparable to private sector plans. In certain respects it is, at least with regard to large 

private sector employers. Many offered defined benefit plans with a supplementary defined 
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contribution and of course, private workers were required to participate in Social Security. The 

FERS model is similar in that way except that in the private sector it is very unusual for 

employers with defined benefit plans to contribute to the supplementary defined contribution 

plans.[52] The CSRS provided “greater inflation protection for retirees than [did] typical 

nonfederal plans” though the latter “often adjust[ed] benefits” on an ad hoc basis and the CSRS 

adjustments were “cut back significantly” between 1986 and 1995.[53] “CSRS generally 

provided great benefits at age 55 than nonfederal plans, but nonfederal benefits were superior 

at age 62 when Social Security benefits become available to nonfederal retirees.”[54] 

  

III. From the U.S. Civil Service Retirement System to the Federal Employees Retirement 

System: Outcomes and Consequences Over 25 Years After the Transition 

It seems remarkable but as far as we are aware there has been little in the way of 

systematic review and assessment of the impact of the dramatic changes wrought in the 1980s. 

To be sure, we will take note shortly of some subsequent efforts to tweak the scheme but they 

seem to simply take for granted the system as it was refashioned. 

Federal fisc 

As described, an animating concern was the state of the federal fisc. With respect to that 

one commentator – twenty-five years after the fact – who describes himself as having been 

“deeply involved in every aspect of the arduous five-year campaign it took to enact FERS,” has 

broadly claimed that the reform “successfully reduced federal spending on retirement benefits 

(although exactly how much is still debated).”[55] At first blush, this might be deemed to be 

true if one credits the estimates that the CSRS demanded upwards of 25% of payroll. A recent 

publication reported that with respect to fiscal year 2012, the four mandatory federal costs 

associated with FERS – “the normal cost of the FERS basic annuity [12.7% of payroll less 0.8% 

which employees pay 0.8% resulting in a federal contribution]....equal to 11.9% of payroll,“ 

“Social Security [6.2% of wages and salaries up to $110,000 in 2012], the 1% agency 

contribution to the TSP, and the matching contributions to the TSP [which can add up to 4% of 

wages and salaries]” – could cost 22.9% of employee pay.[56] Note that in contrast with the 

CSRS, FERS benefits are required to be fully funded by the sum of contributions from 

employees and their employing agencies and the interest earnings of the CSRDF.”[57] 
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According to one projection running out to 2085, past the estimated date of the death of 

the last worker or survivor still covered by the CSRS, expenses would have dropped to 22.8% 

of payroll and 0.16% of the GDP.[58]  

Of course, for the FERS basic annuity, as for the CSRS annuity, the assets in the CSRDF 

are required to be exclusively U.S. Treasury securities. Hence when the time comes to pay the 

annuities monies must be made available to meet the obligation, either from the funds 

appropriated for the operation of the agencies which employed the annuitants, general tax 

revenues, or some other source. Even then it would appear that over time the burden of the debt 

will decline, at least relative to national GDP. More particularly it would appear that in 2010 

the CSRDF “assets” were 5.4% of GDP and were projected to be 3.7% and 3.3% of GDP in 

2070 and 2085 respectively. [59] 

 

Participation and contributions 

 

As of 2011 less than one-sixth of federal employees were enrolled in the CSRS [60] it 

was estimated the last participating member of the CSRS would die by 2085. 

For 2011, the average and median contributions for all participants were $5,306 and 

$3,340 respectively. Not surprisingly, average and median contributions increased with the 

tenure of participants and with the age of participants. 

Of all the participants, 11.6% made no contributions themselves. (That is they received 

only the mandatory 1% of salary agency contribution.) The rates of participation contribution 

varied with tenure: the highest, 92.2%, was for those with 0-2 years’ tenure whereas the lowest, 

83.0%, was for those with 2-5 years’ tenure. For those with less than 20 years tenure, 

participation rose with age; for those with more than 20 years, it fell. [61] 

According to an earlier study, in 2007, the overall participation rate was 89.9% and 73.1% 

contributed more than the maximum agency match.[62] While the participation rate for those 

age less than 20 was 56.2%, starting with those over 20 it ranged frm 87.0% to 91.4% (for those 

between 60 and 69).[63] There were somewhat larger differences according to salary, with rates 

ranging from 81.4% for those with salaries under $30,000 to 96.8% for those with salaries over 

$250.000. [64] 

According to tha same study, except for those under 20, minority participation was about 

4 to 5 percentage points lower than non-minorities. Participation rates were in the same lower 
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range across all tenture gruops. Participant rates were also lower for those with salaries under 

$50,000 but roughly equal for those above.[65] 

Findings from a two-part survey done in late 2006 and early 2007 pointed to an overall 

participation rate of 87.1%. That rate increased with salary, ranging from 77.6% for those under 

$40,000 to 94.7% to those with $80, 000 or more. The overall rate was steady for all but the 

oldest: 90.0% for those under 40, 90.3% for those in their 40s, and 82.7% for those 50 and over. 

The differences were more dramatic the lower the salary of the individuals. For the most part, 

participation rates increased with tenure.[66] 

 

Investments 

Permissible Investments 

Over the years the investment choices afforded to FERS participants have widened. They 

now include 5 core funds which invest in (a) “short-term U.S. Treasury securities” with the 

interest paid “calculated monthly based on the market yields of all U.S. Treasury securities with 

more than 4 years to maturity” (the “G” Fund); (2) “a broad index representing the U.S. 

Government, mortgage-backed, corporate, and foreign government sectors of the U.S. bond 

market” (the “F” Fund”); (3 ) a “ “stock index fund that tracks the Standard & Poor's 500 (S&P 

500) Stock Index (the “C” Fund)”; (4) a “market index of small and medium-sized U.S. 

companies that are not included in the S&P 500 index” (the “S” Fund) ; and (5) a “broad 

international market index, made up of primarily large companies in 22 developed 

countries)”(the “I” Fund)”[67] 

Returns on permissible investments 

As of December 2011, from their inception dates (indicated) average annual returns were 

as follows: 

April 1, 1987 5.6% for the G fund 

January 29, 1988 7.12% for the F fund 

January 29, 1988, 9.23% for the C fund 

May 1, 2001 6.115 for the S fund 

May 1, 2001 2.88% for the I fund [68] 
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Account balances 

For 2011, the average and median account balances for all participants were $82,461 and 

$40,144, respectively. For the longest term participants – those with more than 20 years of 

tenure – the average and median account balances were $185,741 and $155,119, respectively. 

The figures for those with such tenure were quite similar regardless of whether they were in 

age groups 40-59, 60-60, and 70+, namely the averages and medians were in the ~$190-210,000 

and $154-$162,000 range, respectively.[69] 

Investment Choices 

According to an earlier study, in 2007, 28.0% of participants invested in only the G 

Fund.[70] 

n the aggregate, as of December 31, 2011, overall TSP assets were $289.2 billion while 

the different TSP funds held the following amounts of assets (percentage of all TSP assets) 

G Fund: $130.3 billion (45.1%) 

C Fund: $ 65.7 billion (22.7%) 

F Fund: $ 20.1 billion ( 7.1%) 

S Fund: $ 21.5 billion ( 7.4%) 

I Fund: $ 14.9 billion ( 5.2%) 

L Funds: $ 36.5 billion (12.6%)[71] 

Note that The L Funds are a variant of so-called target date funds and invest in the other 

five TSP funds.[72] 

According to a 2008 survey, investing substantial portions of their assets in the G Fund 

for the most part cuts across TSP participants as a matter of age and tenure. The percentages 

increased with age from 38.8% for those between 30 and 39 to 59.0% for those age 60 and over. 

The figure for those under the age of 30, who had much smaller balances, was 54.6%.[73] There 

were broadly simliar resuls for holdings of the F and G funds combined. [74] The figure 

decreased by tenure from 52.6% for those with 2 to5 years tenure to 42.8% for htose with 15 to 

25 years. For those with under 2 years and over 25 years tenure it was 69.3% and 50.5%, 

respectively. [75] 
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Administrative Costs 

The costs to administer the TSP are paid from its assets. Administrative costs of the TSP 

in 2010 reduced earnings in the funds by 0.025 percent or about 25 cents for each $1,000 

invested. By comparison, asset management fees for private sector 401(k) plans range from 60 

to 170 basis points.[76] 

 

Income in Retirement 

According to one series of estimates for federal employees who started their careers in 

2011 and retire after 30 years, the different components of the FERS were projected to produce 

the following outcomes for them: 

1. Their basic retirement annuity would be 32% of their final pre-retirement 

year annual salary, regardless of the level of their salary. 

2. Their benefit payments for Social Security would range from 25% of that 

salary (for the lowest salaried) to 14% (for the highest salaried). (The reason for the 

range is that Social Security benefits in relation to working lifetime income are skewed 

in favor of lower income workers.) 

3. In addition, if they made no contributions to the TSP, they would receive 

an estimated 3% of that salary, regardless of its level. Should they make contributions 

which gain the maximum government agency match, they would receive an estimated 

25% of that salary, regardless of its level. Should they make the maximum possible 

contribution they would receive an estimated 37% of that salary. 

Overall, those who make no contributions to the TSP would receive from 60% (for the 

lowest salaried workers) to 49% (for the highest salaried workers) of their final, pre-retirement 

year salary. 

Those who contribute enough (5%) to get the maximum government match would receive 

from 82% (for the lowest salaried workers) to 71% (for the highest salaried workers) of their 

final pre-retirement salary. 

Those who contribute the maximum (10%) would receive from 94% (for the lowest 

salaried workers) to 83% (for the highest salaried workers) of their final retirement salary.[77] 
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However, among other things, these figures assume an average annual nominal rate of 

return on investment through the TSP of 8.0%. But if one uses the historical returns on all but 

the L funds since inception and calculates the rate of return weighted for the amount actually 

invested by TSP participants in these funds as of the end of December 31, 2012, the figure is 

6.7%. Arguably then, assuming that future returns and the allocation to TSP funds remain the 

same, the fraction of pre-retirement income produced from the TSP would be substantially 

lower. 

Moreover, currently there are many who argue that the expected returns for U.S. 

investments will for an extended in the future be lower than those achieved for a corresponding 

period in the past. This and related arguments have been the basis for contentions that both 

public and private sector defined benefit plans should reduce what were their historical assumed 

rates of return. If these assertions have merit then the fraction of pre-retirement income 

produced from the TSP will be even lower.[78] 

As noted above, defined benefit payments to members of the CSRS and of the Social 

Security System are fully adjusted for inflation. By contrast, those of the FERS are substantially 

but not entirely so. In addition, whether and how the income streams which FERS members 

might derive subsequent to retirement from the assets they have accumulated in the TSP at the 

time of retirement might change in relation to inflation is very difficult to ascertain given a 

diverse and conflicting literature on the sensitivity of investment returns of various assets to 

inflation. It would appear that the annuities available for TSP retirees to purchase with the assets 

they have accumulated in the plan are not inflation adjusted.[79] Any annuities they might 

purchase on an individual basis from outside the plan would, at first blush, appear to be 

obtainable at a great cost in terms of the level of income they would receive. Moreover, what 

they would receive would be highly sensitive to prevailing interest rates at the time of 

retirement. 

In all events, the income projections presuppose that participants have or will purchase 

an annuity at their retirement. However, according to a 2008 survey, less than 3.6% of members 

of FERS participants stated they had plans to purchase a TSP annuity when they separated from 

service with the system.[80] Although the percentage increased with the size of a member’s 

account balance, absolutely it was still quite low.[81] Moreover, this held true regardless of 

whether the respondents were active workers or non-active retired or not retired workers.[82] 

Interestingly, a very modest percentage of active members and non-retired not active members 
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planned to roll over all or some of their TSP balances to a 401(k) or another employer’s plan 

when separated from service: 4.1% and 7.9%, respectively.[83] 

Decisions to retire 

As suggested by some, there was a recognition which informed the policy debate/political 

struggles of the different possible career paths of federal employees within and in and out of 

the federal service. And certainly, the matter of retirement plan design is linked to its impact on 

employee decisions to retire as well, of course, to take up offers of employment, and retention. 

Notwithstanding the importance of the subject, we could locate only one study bearing on that 

subject. It looked at the effect of the financial crisis on federal employee decisions to retirement 

and in essence suggested that employers reliant on the TSP delayed retirement.[84] 

  

IV.  The New System in Brazil: Important Elements and First Steps Toward 

Implementation 

As noted above, with the signature of President Dilma Rousseff on April 30, 2012, 

dramatic changes to the retirement system available to Brazilian federal employees were, as he 

ultimate outcome of an enabling 2003 Constitutional Amendment[85], enacted into law.[86] It 

would appear that, not unlike the situation in the United States in the early 1980, these changes 

were spurred by a perceived concern about the near and long term drain of the then current 

system on federal finances. 

Broadly speaking, it also seems that among the primary reasons for these changes were 

perceived differences in the compensation of public as compared to private sector workers, 

particularly as they related to retirement benefits and, insofar as the federal government had 

financial responsibilities with respect to those benefits, the differential fiscal burden it 

produced. Below we describe certain aspects of the Brazilian retirement system which 

ostensibly relate to those reasons. 

That system has many different elements which, in turn, might be applied in different 

ways to different kinds of workers, their spouses, and survivors, the nature of their participation 

in the labor market, their level of need, etc. So for present purposes, the description may be 

broadly but not universally accurate and focuses on just three aspects which are most relevant 

for the issues here. 
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One aspect is the government mandated scheme for private sector workers, Regime Geral 

de Previdência Social) (“RGPS”)(General Regime of Social Security) which, roughly speaking, 

might be understood as a social insurance scheme similar to that of Social Security in the United 

States. Another is the plan mandated for public sector employees – in effect, an occupational 

pension plan for them – the Regimes Próprios de Previdência Social) (“RPPS”)(Public Sector 

Regime of Social Security). The third involves such retirement-related schemes as are available 

through private sector employers. 

For private sector workers who were enrolled in the RGPS after 1998, the benefit at 

retirement age is the (1) “benefit salary” (which is the average of the worker’s 80% highest 

salaries since July 1994) times a “Social Security Factor” (which is based on the worker’s age, 

life expectancy, and length of contributions to the system), but (2) no less than a minimum 

amount (R$ 678 as of December, 2013) and (3) no more than a maximum amount (R$ 4,159 as 

of December, 2013). The benefit is adjusted for inflation. Men and women can receive the 

benefit by reason of age when they are 65 and 60 years, respectively (a minimum of 15 years 

of contributions are required to be entitled to age benefit); by reason of service, 35 and 30 years, 

respectively.[87] On the revenue side, private sector workers and the government are required 

to contribute up to 11% of wages up to a “wage ceiling” and 20% of all wages, respectively to 

the system.[88] (Of course, regardless of these contributions the government is responsible for 

any deficit in the system.) In 2010, the system “cover[ed] some 23 million beneficiaries” and 

disbursed “around 6½ percent of GDP,” with an annual fiscal deficit of 1 percent.[89] The 

system in 2009 had about 233 million beneficiaries, disbursed about 7,2% of GDP, and had a 

deficit of 1.4% of GDP. 

The public sector system has undergone multiple changes over roughly the last 20 years 

which has made it relatively less and less generous but, clearly there are older cohorts which 

will enjoy higher ones. Public sector employees in the RPPS had been entitled to receive 100 

per cent of their salary at the time of retirement and their pension after retirement had been 

pegged to the current wages of workers in similar positions. For those enrolled after 2003 the 

benefit will be based on 100 percent of their average career wage and thereafter will be adjusted 

for inflation.[90] Men and women enrolled in the system after 1998 can receive the benefit 

when they reach the ages of 60 and 55 years, respectively. A minimum of 10 years of service 

entitles a participant to a benefit.[91] On the revenue side, workers enrolled after 2003 and the 

government must contribute 11 per cent and 20per cent of the workers’ wages or salary, 

respectively. (Again, regardless of these contributions, the government is responsible for any 
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deficit in the system.) In 2010, the system had about 1 million beneficiaries and disbursed about 

2 percent of GDP, with an annual fiscal deficit of 1.4 percent.[92] The overall system for both 

federal and state and municipal workers in 2009 involves about 3 million beneficiaries, 

disbursing about 4.3% of GDP, and had a deficit of 1.7% of GDP.[93] 

For proponents of change, the two systems in combination pose an increasing fiscal 

challenge. According to one report, over the coming twenty years the financing need of the 

system will “undergo a modest rise”; thereafter, “the gap will increase sharply” as the old age 

dependency ratio “continue[s] rising steeply.”[94] As a general matter this has been attributed 

to “relatively generous replacement rates, a low average retirement age and current indexation 

rules.”[95] However, relative to its substantially smaller size, the RPPS’s financial 

requirements are far greater than that of the RPPS, an outcome which is attributed to the 

ostensibly relatively higher pension benefits offered by the RPPS (as compared to the RGPS, 

perhaps especially for legacy participants). 

Arguably, the disparity between public and private sector workers’ retirement benefits 

might be less insofar as the latter gain them through the workplace rather than through the 

RGPS. It is true that private sector workers may have the opportunity to participate in single or 

multiple-employer plans (referred to as “closed funds”). However, participation in such plans 

is quite low: in 2008, there were just 2.8 million private sector participants.[96] By contrast 

there were 92.5 million workers in the formal sector in 2012 and many more in the informal 

sector who, by definition, cannot participate in a plan.[97] (Note that both public sector and 

private sector workers can choose to participate in other retirement related schemes offered by 

financial institutions.) 

Under the new scheme, all those who commence federal employment after February 2013 

must participate in a plan which provides them with a pension which is the lesser of their final 

salary or R$ 4,159 (equal, as of September 12, 2013, to U.S.$ 1,824).[98] (The figure of R$ 

4,159 is same as the maximum pension a private sector worker may receive as a participant in 

RGPS.) It would appear that relatively speaking only a modest fraction of federal employees 

who would be subject to the new system will be affected because only one-third of federal 

workers earn salaries above the cap, though presumably, unless the cap is inflation-adjusted, 

over time more and more will.[99] 

To enable payment of that pension, employees – as they do now – must contribute 11% 

of their earnings. Similarly, as currently, the government is obliged to ensure payment of the 
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promised pension so its contributions in combination with those of its employees must be 

sufficient to the task. Most recently, the government contribution has been 22% earnings (so 

under the new system the government would contribute 22% of each worker’s earnings up to 

the R$4159 cap) though it may well vary over time. 

In addition to the pension these new employees may voluntarily contribute up to 7.5%, 

8.0%, or 8.5% of their earnings. The government must match those contributions. Note that our 

focus here is on promised retirement income and/or the accumulation of assets for retirement. 

However, the law determines that some of the contributions be designated for special funds to 

finance the so-called “solidary”, or mutual benefits, e.g. death and disability. Whether and how 

there is provision for benefits in connection with death or disability is hardly an unimportant 

consideration in the design of the system but the subject is beyond the scope of this paper.[100] 

Clearly the changes made to the Brazilian retirement system for federal employees are 

similar though not identical to those legislated in the U.S. in 1986. For both, what was solely a 

defined benefit plan was converted into a more modest scale defined benefit plan combined 

with a defined contribution plan. In the U.S. the scaling back of the defined benefit largely took 

the form of reducing the percentage of the worker’s three highest yearly salaries which they 

would receive in retirement. It did not place a cap on the salaries which would be one basis for 

the calculation of the amount to be received. By contrast, for Brazilian employees, the reduction 

took the form of capping the amount of (final) salary which can be the basis for receiving a 

pension. However, there is an additional significant difference: the occupational (defined 

benefit) pension federal employees consists of both that which they get from being 

compulsorily enrolled in the Social Security System and what they get from their federal 

occupational (FERS) pension; by contrast, no comparable, no additional (defined benefit) 

pension is afforded Brazilian federal employees beyond the occupational one. 

With respect to the defined contribution add-on under the new systems, the U.S. has a 

modest mandatory contribution component for employers, 1% of earnings; Brazil has none. 

Each has a voluntary component with the Brazilian one being ostensibly more generous to 

employees. It mandates a real for real match of government to employee contributions up to 

8.5% of earnings; the U.S. requires a dollar for dollar match up to only 2% of earnings and just 

50 cents per dollar for the next 3% of earnings. 

Insofar as employees might want to use their defined contribution plan accumulations to 

acquire an ostensible secure stream of income in retirement, in the U.S. but not in Brazil, the 



“REFORM” OF THE UNITED STATES AND BRAZILIAN RETIREMENT SYSTEMS FOR FEDERAL 

EMPLOYEES 

 

 

 Rev. Bras. Prev., Curitiba, Paraná. v.5 n.1, p.33-66, Janeiro-Dezembro. 2014. 

52 

retirement system offers workers the opportunity to purchase (non-inflation adjusted) annuities 

with their accumulations. The former may annuitize them as a life annuity and only at the time 

they become eligible for their defined benefit payments. In the event they are separated from 

their federal employer before their retirement date they may withdraw the monies, transfer them 

to another qualifying retirement plan, put it in individual retirement account, etc. If they are 

separated, or most FERS participants, their right to their agency’s automatic (1%) contributions 

(and their earnings) is triggered only if they have completed three years of service. There are 

no vesting requirements for matching contributions.[101] Similarly, Brazilian federal 

employees who leave government service prior to retirement may keep monies accumulated in 

their accounts up to that point and have it managed on their behalf by the system. Alternatively 

they can withdraw the monies and transfer it to another private pension plan without penalty. 

There are greater differences between the two countries in terms of how the contributions 

to the defined contribution plans are invested. In the U.S., as noted, under the TSP participants 

may choose among a modest menu of investments to direct their contributions. What they 

accumulate over time will reflect their pattern of contributions and the investment choices they 

make. To date, the types of investments which may appear on the menu by the TSP Board have 

been specified by Congress, essentially indexed funds composed of domestic or non-domestic 

bonds or publicly traded equities. Thus, the TSP Board makes no meaningful investment 

decisions itself and has very influence over the choices which are available to TSP participants. 

By contrast, in Brazil participants have no role in how their or matching contributions are 

invested. Rather, all of their contributions and contributions made on their behalf are pooled 

and invested under the aegis of the Fundação de Previdência Complementar do Servidor 

Público Federal (Funpresp) (Foundation of Complementary Pension of Federal Public Sector 

Employees), subdivided into three segments for executive, legislative, and judicial employees: 

Funpresp-Exe, for executive branch employees, Funpresp-Leg, for legislative branch 

employees and Funpresp-Jud, for judiciary branch employees.[102] What they accumulate over 

time will reflect their pattern of contributions and their pro-rata share of the profits and losses 

associated with the pattern of investments made by those authorities. Legislation prescribes 

both broad categories of investments which are permissible, namely, fixed income, equities, 

structured investments, investments abroad and real estate (Resolution 3792 - Part VIII, Article 

17;[103] and specific maximum percentages, on an individual or group basis, of different 

permissible kinds of investments which fall within those categories. (See, for example, 
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Resolution 3792 - Article 35).[104] If investments are made beyond those limits the plan can 

be sanctioned by the Superintendência Nacional de Previdência Complementar (Previc) 

(Pension Funds Superintendence), the national regulatory body which oversees closed pension 

funds. At the extreme, a plan can be denied its status as a qualifying pension plan and perhaps 

incur tax penalties. 

On its face, the governance and management of Funpresp is far more important to 

Brazilian federal employees than that of the Thrift Savings Plan Retirement board is to United 

States federal workers because, as noted, the former have no investment choices and all the 

decision-making power, subject to law, is in the hands of Funpresp whereas there is at least 

some modest menu of choices for TSP members 

With respect to organization, each has a deliberative council, supervisory board, and 

executive board for which there is equal representation of sponsors and employees. 

Representatives of the latter are chosen by the plan members. Provisionally members of the 

boards in the 3 branches will be designated by the President of the Republic, Supreme Court 

President Justice and the Presidents of the Congress. Government representatives are to be 

appointed by the President and must be from among people who have special 

qualifications.Unions designate the employee representatives.[105] 

Executive Branch Funpresp (Exe) came into operation in October 2012. (The Brazilian 

Treasury allotted R$50 million to cover start-up administrative expenses of the fund.) The 

deliberative council defined investment limits of between 45% and 100% for fixed income. For 

the portion remaining, up to 35% of the fund assets can be in equities (as allowed under 

Resolution 3792) and the allocation to infrastructure can be as much as 10%. Ricardo Pena 

Pinheiro, CEO of Funpresp-Exe has indicated that the fund will initially follow a conservative 

approach with the highest concentration in government bonds and private, long-term, low credit 

risk.[106] The pension fund will have an investment and risks committee, which will act as an 

advisory body to the executive board. For the first two years, the intermediaries through which 

investments are to be made initially will be the Bank of Brazil (BB DTVM) and Caixa 

Econômica Federal (Federal Bank), with half of the total each.[107] After that period, the fund 

will establish rules by which private banks would be allowed to participate in bidding to make 

investments for the fund, limited to a maximum of 20% of overall funds for each bank.[108] 

As of this writing, the Legislative Funpresp (Leg) benefit plan, which begins with $25 million 

from the Treasury for start-up expenses has not yet approved an investment policy.[109] 

Judiciary Funpresp (Jud) has, as of this writing, not been established/begun operation. 
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Given the greater power accorded to Funpresp decision-makers than to TSP board 

members, the possible constraints of the former exercising it loom larger. On its face the latter 

have much more discretion because, per the discussion they are subject only to fiduciary duty 

as broadly framed or stated by a variant of the “prudent person” standard of ERISA. However, 

again as noted, such play is narrow since it is greatly cabined by the legislative prescription of 

a small number of investment menu choices. Although there is reference in the Brazilian 

legislation to fiduciary duty it appears that as a practical matter the primary constraints are a 

relatively detailed specification of the categories of permissible investments and particular 

kinds of investments within those categories from which Funpresp decision-makers can choose 

in constructing the portfolio and, in some measure, percentage limits as o the extent of those 

choices.[110] 

That being said, it is not clear what goals or parameters inform or guide how those 

decision-makers should construct their portfolios. For defined benefit plans, decisions can and 

must be made in light of projected liabilities (for payment of promised pension benefits) over 

an extended future, plausible estimates of which can be made based on estimates of active 

worker movements in and out of the work force, changes in salaries over the work career, 

formulas for calculating benefits, etc. In turn, an investment/strategy plan can be formulated in 

the hope and expectation that that there will be the assets available needed to meet those 

liabilities. By contrast, at first blush there are no similar relatively clear, quantitative financial 

objectives for the pooled investment for all members’ assets which Funpresp manages. Even if, 

in principle, there were a credible set of objectives which could be formulated it would seem 

that devising them would require reasonable projections as to the patterns of participation in 

and contributions to the defined contribution part of the system, but we not are no aware of any. 

Moreover, insofar as information about historical patterns with respect to private sector defined 

contribution plans could be a helpful guide, but as we understand it, the available data is 

scanty.[111] 

As a practical matter then, what the impact of the new system on future retirement income 

(beyond the capped defined benefit pension) for new Brazilian plan participants might be would 

seem to be largely an unknown since neither a creditable characterization of the pattern of 

contributions nor the investment returns on those contributions on which an estimate of the 

impact might be based appears to be available. 
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Similarly, it is not clear what analysis is available about the macroeconomic effect of the 

changes. According to an International Monetary Fund report, the “quantitative impact of the 

reform is small in broad macroeconomic terms…[,] a consequence of the circumscribed scope 

of the reform in terms of affected beneficiaries.”[112] With reference to an apparent animating 

concern about the government’s fiscal condition, it suggests that the new scheme will yield “an 

improvement in the balance of the RPPS from 2033 onwards, with gains rising to 0.4 percent 

of GDP per year in the long run,” with “an overall impact of around 10 percent of GDP in NPV 

terms up in the long run.”[113] Beyond that the report offers some broad gauge suggestions which 

we do not assess here to the effect that it will “encourage long-term private savings and thereby 

support the development of financial markets” because of the “reduc[tion] of replacement rates 

for higher earners (which will also have the effect of increasing ”[p]rogressiveness within 

RPPS…as well as equity vis-à-vis private sector workers.”[114] 

  

Conclusion 

 

In the United States, more than 25 years ago, and in Brazil more recently, somewhat 

similar changes were made to the retirement plans for federal employees and perhaps for 

somewhat similar reasons. That is, both altered what was plainly a pure defined benefit plan to 

one which provided lower defined benefit plan benefits and added a defined contribution 

component to which employees may contribute and to which the government must in some 

measure contribute. (One major difference was that in the United States, while there were cuts 

to the occupational defined benefit plan, a defined benefit component was added through 

compulsory participation in the Social Security system.) Also, for both, the modifications were 

motivated in part by concerns about projected shortfalls in funding for the existing system, the 

corresponding fiscal burden on the government of funding it, and beliefs about the relative 

generosity of public sector employee benefits (and perhaps wages and salaries as well) as 

compared to those of private sector employees. While in the United States the changes were to 

some degree motivated by concern about the role of the retirement plan in the government’s 

ability to attract and retain different kinds of works and influence workers’ retirement decisions, 

it is not clear if the same was true for Brazil. 

While there has been over quarter of a century of experience with the U.S. system, this 

essay suggest that there has been relatively little analysis of how it has worked in practice and 

been successful (or not) in relation to those factors which are thought to haves purred or induced 

its creation. In a somewhat similar vein, although Brazil has just begun to take the extremely 
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important steps needed to implement the mandated changes, there are not readily evident 

defined goals for or measures or benchmarks by which the success of the system as it has been 

prescribed to operate can be assessed. If this is a fair characterization then this essay might be 

viewed as not only just a first enquiry to evaluate the experience of each country for its own 

sake but also a basis for a fruitful dialogue by which the experiences can be compared and 

learning on both sides gained. 
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