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RMJ: Many working Americans under age 35 have
little faith in Social Security. What advice would you
have for them as they prepare for their own
retirement?

Pomeroy: I’m confident Social Security benefits
will be there not only for younger workers but their
children and grandchildren as well.

The Social Security Trust Funds are exhausted in
2037. Because cash flow from the Federal
Insurance ContributionsAct (FICA) taxes pays only
75% of benefits, action needs to be taken on a long-
term solvency plan to make sure future generations
are served as well as past generations have been.

I think it’s important for workers in the early part
of the career curve, as well as all parts thereafter,
to understand that Social Security was never
intended to be a stand-alone retirement program.
It is a foundation of secure income in retirement,
but the benefit structure is not going to support a
level of comfort and lifestyle in retirement years that
people would want. So retirement savings strategy
is very important, even with Social Security
benefits.

RMJ: The bipartisan National Commission on
Fiscal Responsibility and Reform recently issued
a report suggesting how to solve the Social
Security solvency issue. What was your reaction to
that Commission’s recommendations?
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Pomeroy: Obviously it comes down to some
mixture of funding increases and/or benefit
decreases and the best thing about the (deficit
reduction) Commission work is that it proves
bipartisan agreement can be found on ways to make
Social Security secure over 75 years. For my
purposes, I thought the reduction on future
inflation adjustments to benefits were a heavier part
of that formula than I would have liked. The
product does indicate that this is a matter that can
be negotiated and bipartisan agreement can be
reached if people are willing to compromise.

RMJ: There has been much discussion about
fiduciary standards. Right now it’s possible that
there could be two definitions of fiduciary standard,
one for 401(k) plan participants and one for
investors who deal with intermediaries.

Pomeroy: Two definitions are not acceptable.
There are very serious legal ramifications of the
fiduciary standard. People need to clearly know
what fiduciary standard means. Also, fiduciary
standard – in the strictest sense of the word – means
transaction consideration must be strictly in
accordance with the interests of the party to whom
the fiduciary standard is owed. That strict standard
readily applies across all manner of business
transactions like the President’s statutes have
applied. So theAdministration’s got somework here
to straighten this out. There are some very
important clarifications that have to be advanced
here before it can work.

RMJ: The annuity industry has suggested that one
way to ensure that people have a guaranteed income
is by allowing an annuitization of all or part of their
401(k) balances. What are your thoughts on that?

Pomeroy: First of all, I favor defined-benefit
plans in the marketplace. These traditional pensions
provide a secure monthly annuity, resulting in

assured, predictable income in retirement years.
To the extent that 401(k) defined-contribution
plans have largely supplanted defined-benefit
plans, I think it makes all the sense in the world to
try and find strategies to have 401(k)s act more like
defined-benefit plans for purposes of providing plan
participants a secure, predictable cash flow. So, I’m
strongly in favor of expanding the annuitization of
plan balances.

Individuals are hard pressed to manage 401(k)
balances comfortably. Number one, they don’t know
how long they are going to live. And two,
investing competence can vary considerably. Or, for
that matter, markets go up and markets go down.
In a commercially-provided annuity, the annuity
provider assumes those risks as part of the value the
product offers. With an annuity, you are
insuring longevity risk, that you won’t outlive your
benefit and you can also insure market performance
risk.

RMJ: What steps should be taken to deal with
underfunded public pensions?

Pomeroy: First of all when it comes to public
pension underfunding, it’s important to have an
accurate view of the dimensions of the problem.You
have some states like New Jersey and Illinois where
the state literally hasn’t paid in what is required
every year to maintain a solvent pension plan. You
have other states where a recent downturn in
investing performance driven by the great recession
produces a snapshot of pension asset values that is
troubling relative to plan funding but it’s highly
likely to improve as the stock market recovers and
interest rates rise.

Many are overstating the dimensions of the
problem because they want to achieve a political
result, as we are seeing with the situation in
Wisconsin. However, the great recession beat up
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plans very badly and while they are healing up, they
had to pay out benefits even while the assets
values were at a lower level, so their solvency had
been damaged. That does not mean it can’t be
brought back with a combination of improved
investor performance and adjustments on everything
from benefit accruals to the funding responsibili-
ties of the state and plan participants.

There’s nothing magic here. They stepped in a hole
with the recession hitting their investment value and
to get out of the hole you need to have the
investments come back. With the Dow at 12,000
they will come back a good bit. Most plans will
probably have to adjust some benefits, as well. I
don’t see anything that requires a wholesale
elimination of public pension plans. There will be
plans where the benefits don’t make much sense
either because the retirement age is too low or
benefits are too high to be sustainable. In these
circumstances, plan changes will be required so the
pension as a whole is not placed at risk and
younger workers will be able to expect a fair return
from their participation in the plan.

RMJ: Many Americans will likely keep working “in
retirement” either out of want or need. Any
thoughts about what the future holds for those for
whom earned income becomes an essential part of
their retirement security?

Pomeroy: People are planning on working longer
and they should. I also think that more people should
wait to access Social Security benefits until they get
the highest amount they can obtain, for those who
reasonably have that choice. Working longer and
accessing Social Security later are important

retirement-income strategies for those who are
healthy enough and have the employment
opportunity to do that. Looking at the aging
demographics for our country, one can conclude we
are going to need people to work longer to
maintain healthy worker-to-retiree ratios. So it’s
going to be useful to the overall economy to have
people staying in the workforce. Hopefully
people will enjoy the work and stimulation that
comes from being employed, and we are going to
advance beyond what we have today – strategies
of phased retirement where part-time work and
partial access to benefits is a transitional strategy
that helps many ease into retirement and softens the
hit on retirement savings that full retirement at early
ages can represent.

RMJ: What would you tell President Barack
Obama to do in order to solve the retirement
crisis in America?

Pomeroy: I wouldn’t call it a crisis. But we need
to have a comprehensive long-term retirement-
income strategy for our country. It should contain
these elements: take the steps necessary to make
certain Social Security is secure over the long haul;
preserve – to the extent possible – defined-
benefit plans in the marketplace; advance strategies
to make 401(k) plans act more like defined-
benefit plans in terms of providing secure,
predictable income throughout one’s retirement
years; and continue to place priority on retirement
savings strategies. Looking at strategies to help even
modest-income households save more is important,
those unable to get a nest egg put together will
require the support of taxpayer-provided services
later. �
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