Changes proposed to Birmingham’s pension
systems have potential for negative economic and
socioeconomic consequences
Analysis by Camilla Thompson, People’s Budget Birmingham. PeoplesBudgetBham@gmail.com.
This paper describes the potential unintended economic and socioeconomic impacts that the
policy changes proposed in Bill HB510 could have. All tables and references are at the end of
the document.

Executive summary
If passed, the amendments proposed in Bill HB510 to the City of Birmingham’s Retirement and
Relief benefits could negatively impact tax revenue at the local and statewide levels.
Additionally these changes stand to disproportionately harm vulnerable populations, including
disabled persons, people of color, and women, particularly impacting women of color.

Background
Bill HB510[1], introduced in the 2021 Alabama state legislative session, would amend the City
of Birmingham’s (“the City(‘s)”) Retirement and Relief System. Since operation of the City of
Birmingham’s Retirement and Relief System was established in the Code of Alabama, any
changes have to be passed by the legislature at the state level and signed into law before taking
effect.
This paper summarizes the changes Bill HB510 would make to the operation of the City's
Retirement and Relief System. As the proposed changes impact personal incomes and establish a
long-term funding obligation for the City, this paper discusses the potential impacts of these
changes on vulnerable populations. Using budget data, reports, and demographic data from the
City of Birmingham, this paper uses relevant published data to extrapolate potential long-term
impacts of these changes.
In the conclusion, this paper ultimately cautions against the passage of Bill HB510 as written
because of the high possibility for negative economic and socioeconomic consequences. Changes
to pension spending would likely decrease local and state tax revenues. The changes in incomes
would likely disproportionately affect persons with disabilities, people of color, women, and
could compound to cause greatest harm to women of color, who represent the largest
demographic in Birmingham.
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Summary of proposed changes
The main purpose of Bill HB510 is to revise the City of Birmingham’s Retirement and Relief
System (“System”). These revisions would make significant changes to benefit amounts and
eligibilities, contribution rates and amounts, and to spousal survivor’s benefits. These changes
have been summarized by the section of the Code of Alabama in Table [1]. Table [2] provides a
summary of how these proposed changes affect employee retirement eligibility and benefits.
(Table [2] also includes changes to eligibility and benefits made to the System during the 2017
Alabama legislative session for discussion later.) The major changes are discussed in brief below,
please refer to Tables [1] & [2] and Bill HB510’s text for exceptions, inclusions, and detailed
formulas.
All new participants (newly enrolled) in the System would be paid less in benefits upon
retirement. Upon normal service and vested retirement, new participants’ benefit income would
be 22.2% less. Additionally new participants would be required to reach a minimum age of 55
before being eligible to receive benefits regardless of years of service. New participants who take
early retirement would receive 21.6% less benefit income. Any participant, current or future,
who becomes newly disabled due to non-job related incidences would, under these changes, be
paid 12.5% less in benefits.
For all participants, the contribution rate, as a percentage of their total salary, would increase to
7.5%, from the between 6 to 7% paid by most employees now. The City of Birmingham and all
subsidiaries (other local entities who pay into the System) would be required to pay, at minimum,
an amount calculated to both fully fund the pension system and repay the unfunded amount over
no more than 30 years.
Spousal survivor’s benefits would be changed for all new participants. Currently, participants are
paid the full amount of their benefits upon retirement, and, should their spouse outlive them, the
spouse is paid a reduced amount of that benefit. Bill HB510 would end what it terms “subsidized
spousal survivor’s benefits.” New participants, who are married upon retirement would chose
between a) receiving the full amount of their retirement benefits while living at the cost of
eliminating any potential survivor’s benefit should their spouse outlive them or b) receiving 60%
of the full amount of their retirement benefits in return for their spouse receiving the same
amount should their spouse outlive them. For new police and firefighter participants who retire
under the police and firefighters’ supplemental system after 20 years of service, should they die
prior to the date they would have reached 30 years of service, their spouse would no longer be
eligible for spousal survivor’s benefits.
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Local and statewide economic impacts
The argument for pension reforms that cut benefits is that taxpayers can’t afford to fund them.
However, pension plans provide an important source of income, and thus spending power, for
retirees. If this income is decreased, as proposed in Bill HB510, what would the long-term
economic impact be? There is a growing body of evidence that the spending of pension
payments is an important source of revenue for both local and state economies, and is a net
revenue generator.
According to a report published in January 2021,[2][3] researchers with NIRS found that every
$1 paid in pension benefits ultimately supported $1.30 in total economic benefit for the state of
Alabama. The authors explain this increased value is due to a “ripple” effect, where recipients of
pension income spend their money locally, and money spent locally recirculates, benefiting local
people and businesses the most. This same study calculated that in 2018, spending attributable to
state and local pension payments in Alabama supported 30,054 jobs that paid $1.4 billion in
salaries and wages, $4.8 billion in total economic output, and $531.6 million in state and local
tax revenues. The economic impact of pension spending on Alabama jobs is shown in Table [4]
The authors concluded that pension spending is a net revenue generator in Alabama. Another
report published by NCPERS in 2020 reached similar conclusions.[4] The authors calculated that
the spending of public pension spending generated $1.8 billion in revenue at the state and local
level in Alabama in 2018 alone.
If pension spending is an important source of local revenues, it stands to reason that decreased
benefit payments could negatively affect revenue streams for the City of Birmingham. Though
there are no publicly available analyses that examine the economic effects of payments from
Birmingham Retirement and Relief System, we can evaluate available data on City revenue and
pension benefit payments, and compare this to data on how pension income is spent to evaluate
the potential impact. Table [3] shows that between 2014 and 2019 the System provided between
$76.4 and $94.8 million in benefit payments annually. During the same time period, the City’s
total general fund revenue ranged from $397.9 to $455.2 million, of which 80 – 90% came from
sales and use taxes, occupational taxes, and business taxes[5][6] – all revenue streams that are
highly sensitive to consumer spending habits. If benefit payment recipients in Birmingham
spend anywhere near the US consumer average of 80 cents per dollar of income received[4],
assuming that at least a part of this money is reinvested in and around Birmingham, this spending
may represent a significant source of revenue for both the City and for local businesses. This
assertion is further supported by the fact that there is significant overlap between the industries
with jobs most supported by pension spending in Alabama (Table [4]), and the industries of the
largest employers in the City of Birmingham, as shown in Table [6]. Therefore any changes that
decrease current and future benefit payments could negatively impact The City’s long-term
economic and budgetary health.
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In addition to decreasing tax revenue, decreasing employee benefits may negatively affect the
City of Birmingham’s budget by increasing the costs for active employees. Data shows that
decreasing employee benefits has a negative effect on recruitment and retention, and can increase
employee turnover rate and training costs.[7]
Decreasing pension benefits could negatively impact local and state level economies by
decreasing revenues because of the cumulative economic effect of decreasing income and
financial resources for individual payment recipients. So what do these changes mean to an
individual? As shown in Table [2] Bill HB510 proposes amending the calculation of the benefit
amount for a normal retirement by decreasing the multiplier for the calculation from 2.25% to
1.75%, which amounts to a decrease of 22.2% of pension income. For example, if a participant
works for 30 years and retires with a final average salary of $50,000, this change would mean a
loss of $7,500 a year in benefit payments as their retirement income would decrease from
$33,750 to $26,250. If this participant chooses to provide potential survivor’s benefits for their
spouse, their benefit payments would decrease an additional 40% to $15,750 annually.
Bill HB510 would also increase the employee contribution rate, thus decreasing the employee’s
take-home pay. All employees (current and future) would see a decrease in take-home pay
ranging between 0.5 to 1.5%. This decrease may seem small, but over a 30-year career of an
employee, this would accumulate to a significant amount, and would be most impactful to
employees making the least. As a result of these combined changes, new employees would
receive decreased benefit payments at retirement at an increased cost.

Socioeconomic impacts
As the City of Birmingham is the 9th largest employer in the Birmingham Metropolitan area
(Table [6]), these changes would directly and indirectly affect a large portion of the City. Since
pension spending is a financial boon for local businesses and economies, any reduction in
pension spending could ripple through communities, and negatively affect marginalized
communities the most. Therefore the proposed reductions in take-home pay and benefit
payments should be assessed for their potential to impact the most vulnerable populations in the
City. A summary of select demographic information for residents of the City of Birmingham
alongside the same demographic information for the US population at large is presented in Table
[5].
Because of the racial wealth and savings gap, changes to retirement income have the potential to
disproportionately harm people of color. Households of color are less likely to have retirement
savings accounts, and when they do, they have lower savings. 62% of Black households do not
have any savings in retirement accounts, compared to 37% of white households. For households
near retirement, the per-household average retirement savings balance among households of
color ($30,000) is one-fourth that of white households ($120,000).[8] Pension income is
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particularly important for Black seniors as these payments make up a larger percentage (21%) of
their retirement income, compared to 17% of income for non-Hispanic whites and 12% of
income for Hispanics.[9] Therefore increasing and maintaining strong pension benefits could
help address the racial inequalities in retirement savings. Likewise, we should consider how
divestment from strong pensions can exacerbate these wealth inequalities.
Women of every ethnicity are disproportionately affected by negative changes to retirement
income as they earn less than men, spend more time out of the labor force, live longer than men,
and have fewer savings. Partially because of these factors, women are 80% more likely than men
to be in poverty after the age of 65.[10] Therefore the proposed changes that decrease benefit
payments would be likely to disproportionately harm women, especially women of color.
Additionally, since women are the recipients of more than 85% of widowed survivor pension
benefits [11], decreasing survivor’s benefits would excessively negatively affect women.
Individuals with disabilities are particularly vulnerable to decreases in income, as they are more
likely to live in poverty. 26% of individuals with disabilities live below the poverty line
compared to 8.6% of individuals without disabilities.[12] Therefore the 12.5% reduction in
disability benefit payments proposed in Bill HB510 has a high probability of disproportionately
harming individuals with disabilities. Additionally Black and Latino workers have higher
disability rates than white workers.[13] Combined with racial disparities in savings, reductions of
disability benefits could have a compounded negative effect on workers of color who become
disabled.

Conclusions
For both Birmingham and Alabama, the spending of pension income provides significant
economic benefits to the local and state economies by generating tax revenue and supporting
local businesses and jobs.
The City of Birmingham’s revenue streams are driven by consumer spending, and the spending
of benefit payments from the City’s Retirement and Relief System is likely a significant source
of municipal income. Therefore decreasing benefit payments could have a significant and
negative long-term effect on the City financially, and ultimately cause taxpayers to spend more to
get to the same level of services.
Many of the changes proposed in Bill HB510 could disproportionately negatively affect the most
vulnerable residents of Birmingham. Decreasing disability benefits could make recipients, who
are already more vulnerable to poverty, more susceptible to it. Decreasing retirement income
could exacerbate racial and gender disparities in retirement savings and wealth, and ending
subsidized spousal survivor’s benefits would likely disproportionately hurt women, all of which
could compound to harm women of color most significantly.
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Ostensibly, Bill HB510 proposes changes to ensure that pension funds do not run out. However,
it proposes to do so in a short-sighted manner. These proposed changes have a high probability
of causing long-term negative economic and socioeconomic effects, the effects of which would
not be fully seen for 30 years due to the nature of pensions. Yet this Bill, if passed, would be the
second Bill in four years to make short-sighted negative changes to participant benefits and
eligibilities to the System, (Table [2]).
Decreasing employee benefits is something neither the people of the City nor the taxpayers can
afford, and increasing employee contribution while simultaneously cutting benefits is not
equitable. In order to fully fund the City’s pension, we believe policy-makers should explore
other funding options. We urge them to examine other expenditure streams in the City to redirect
them into pension funding. Considering that pension spending has demonstrated economic
benefits, particularly to marginalized groups, we believe policy-makers should consider
expenditures designated to stimulate development in Birmingham. In particular, we believe
policy-makers should evaluate the City’s economic incentive payments and tax rebates for their
short- and long-term return on investment and their ability to address historic inequities.
Additionally we recommend policy-makers explore other cost-savings measures to ensure
adequate pension funding, such as the recommendations of long-term pension Board members to
explore alternate management strategies that may save millions annually in fees. [17]
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Tables
Table 1. Summary of Proposed Changes by Alabama Code Section

Table 1 shows a summary of the major changes proposed in Bill HB510, organized by the Code
of Alabama affected. [1]
Table 2. Summary of Proposed Changes to Employee Retirement Eligibility and Benefits

Table 2. Summarizes Bill HB510’s proposed changes to the eligibility and benefits for
employees of the City of Birmingham (excluding fire and police employees). Table includes
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changes made to the System by prior pension reform legislation in 2017 and the current proposed
changes. In column “Applicable to employees hired”, “Prior to July 1, 2017” shows the
eligibility and benefits for participants hired before that date, “On or after July 1, 2017” shows
changes made by the previous pension reform Act in 2017, and “On or after July 1, 2021” shows
changes proposed in the current Bill. Changes from previous criteria are indicated in red. [1]
[14]
Table 3. Annual City of Birmingham Retirement and Relief System Payments compared to
the City of Birmingham’s General Fund Operating Budget Revenue from 2014 - 2019

Table 3. Shows the annual benefits paid by City of Birmingham Retirement and Relief System
Payments and the City of Birmingham’s General Fund Operating Budget Revenue from 2014 2019. Amounts shown are in millions. [5][6]
Table 4. The Economic Impact of Pension Spending by Industry Sector

Table 4. This table, adapted from [3], shows the economic impact of state and local pension
spending on the ten industry sectors that this spending had the largest employment impacts on.
Employment Impact (# Jobs) and Labor income are a calculation of how this money spent
translates into business revenues, jobs, and income, and a calculation of the number of jobs
supported by pension expenditures. Value Added Impact is a net estimate of the creation of “new
value” in the economy, commonly referred to as Gross Domestic Product, it includes the value of
employee compensation, profits, rents, and other aspects of production, but excludes the costs of
purchased materials and services. Output Impact measures the value of all goods and services
produced in the economy supported by retirees’ expenditures of pension benefits.
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Table 5. Select Demographic Information, Birmingham, Alabama, and the United States

Table 5. Table shows selected demographic information for Birmingham, Alabama, alongside the
same information for the United States at large. [15][16]
Table 6. Largest Employers in the City of Birmingham and the Birmingham Metropolitan
Area by Rank

Table 6. Table, adapted from the [5], shows the largest employers in the City of Birmingham and
in the Birmingham Metropolitan Area in order of number of jobs. Employers located outside of
the City of Birmingham are indicated, as are employers whose industries overlap with the
industries most supported by pension spending.
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