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ABSTRACT

Around the world, defined contribution (DC) plans have been the
primary trend in pension reform in both the public and private sectors. In
an attempt to decrease the investment risk associated with DC plans,
public employees are provided with an option to buy back the DB plan in
the State of Florida in the U.S.A. From the simulation results, we find
that the higher the level of risk aversion, the higher the probability to
buy back the DB plan. During the employee’s early years of service and
as the employees near retirement, the probability of exercising the option
is the highest. The probability of exercising the option decreases as the
years of service increase; the option also increases the pension replace-
ment rate and decreases the downside risk of the pension. The probabil-
ity of exercising the option is lower when the option to buy back the DB
plan is prohibited during the employee’s early years of service.
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