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of retirees. BGSU breaks even if the 
benefits equal the costs. 

Hence, the viability of the program 
depends upon whether or not the ERI plan 
actually does induce a sufficient number 
of faculty to retire early on an annual 
basis to pay for itself. Our calcula
tions show the fallowing: Without an 
ERI plan, the present value of future 
take home income of a faculty member 
continuing in the full-time employ of 
BGSU exceeds the present value of take 
home income of a retiree where no ERI 
plan exists. Hence, without ERI an in
come maximizer would not advance his 
normal retirement date. However, with 
an ERI program, for a period of up to 
3.5 years in the future the faculty mem
ber anticipating retirement would have a 
present value of take home retirement 
income equal to or in excess of the pre
sent value of the take home income from 
not retiring.10 An income maximizer 
would therefore be better off to advance 
his/her retirement plans accordingly. 
The point to this analysis is that an 
ERI plan on an annual basis should 
induce an added flow of retirees. 

We have first estimated the retire
ment flow of BGSU faculty under an an
nual ERI program and also that flow 
which would occur were no such program 
instituted. We have used data from the 
one-time ERI program which BGSU had im
plemented, recognizing that not all BGSU 
faculty eligible to participate in the 
ERI plan actually did so. Using distri
butions of faculty by years of service 
at BGSU and by age, assuming an average 
number of three years of non-ERI purchas
able service, and by noting the ratios 
of those who did and did not retire 
under the previous ERI program, we have 
estimated retirement flows with and 
without ERI on an annual basis over a 
five year period beginning in 1988. 
These estimates give us the number of 
normal retirees, M; induced retirees, R; 
and total retirees, N = M + R. 

For each group of retirees per 
year, BGSU is permitted by STRS to dis
tribute the buyout costs over a five
year period. No interest is due on the 
first-year's payment, but interest is 
paid on the balance owed to STRS at the 
end of the second year at a seven per
cent annual rate. The compounding rate 
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on retirees' salaries which would have 
been obligations of BGSU had they not 
retired would be equal to the annual per
centage salary increment. Whereas under 
the original ERI plan, the annual salary 
increment rate was about equal to the in
terest charged by STRS, this is not nec
essarily true for future pro,jections. 
Our assumption is that the annual in
terest charge exceeds the salary incre
ment rate by one percent each year. 

The replacement rate of retired 
faculty is given·by "r", Replacement 
salary as a percent of retiree's salary 
is given by "g". The product of r times 
g is k, or the ratio of total replace
ment salaries to total retirees sal
aries. (Under the 1984-5 ERI plan, r = 
0.647; g = 0.574 and k = 0.371). The 
break-even formula becomes, 
therefore:zo 

R/N = 0.218/(1 - k) 
By varying either the replacement rate 
or the replacement salary, or both, the 
Administration may adapt k to the ratio 
of R/N in order to maintain the fin
ancial soundness of the ERI plan. If 
R/N exceeds the breakeven ratio, the ERI 
generates a net financial savings frbm 
the program. Hence, the University can 
minimize any financial risk from the im
plementation of the program by adminis
tratively varying k.21 

The ratio of induced retirements to 
total retirements from 1988 through 1992 
has been estimated to be as follows: 

1988 1989 1990 1991 1992 
R/N 69.2% 67.0% 62.5% 65.1% 56.9% 
(R) (31.2) (23.7) (19.8) (21.6) (19.5), 

Based upon an assumed average A.Y. 
salary of $50,000 per retiree and a k = 
0.55 (which is approximated by a ninety
two percent replacement rate and a sixty 
percent replacement salary), total sav
ings from an annual program for a five 
year period beginning in 1988 is esti
mated below.:zz Savings occur because 
the ratio R/N shown above exceeds the 
break-even ratio of 0.484. 

Year 
1988 
1989 
1990 
1991 
1992 

Total Savings From Each 
Year's Operation 

$1,477,125 
1,034,713 

701,821 
871,354 
471,287 
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Table 4 shows the annual pattern of sav
ings from this simulation. Note that 
the savings and costs for each year of 
the program are calculated over a five
year interval, for that is the period 
over which the University distributes to 
STRS the buyout costs. Total savings 
summed over each five year cycle for 
each year of operation up through 1992 
amount to $4.556 million.23 

Because the value of k = 0.55 used 
in this simulation is far above a more 
realistic value (probably of the order 
of 0.45), the actual savings most prob
ably would be in excess of those esti
mated in this exercise. Therefore, the 
expected benefit - cost relationship is 
highly attractive to BGSU, and an ERI 
program on an annual basis may be attrac
tive to other state universities, 

Post Script 

Since December 1986, an ad hoc 
Faculty Senate cormnittee of which the 
author is a member, has been negotiating 
with the Vice Presidents of Academic 
Affairs and of Resource Planning to re
institute the Early Retirement Incentive 
Plan at Bowling Green State University, 
Faculty interest in a renewal of the 
plan on an on-going basis has been 
extremely high, and decisions to retire 
have been postponed until the issue has 
been settled. An average of only three 
faculty members per year have retired 
since 1984-85. In August, 1988 the 
Vice-Presidents have recommended to the 
President, and he has concurred with 
their recommendation, that the ERI be 
reinstated in January, 1990 with a maxi
mum of four years of service credit to 
be purchased by the University. More
over, to maintain a reasonable ratio of 
retired faculty teaching supplementarily 
for one-term to full-time faculty, the 
reinstated program would allow only up 
to three years of post-retirement 
teaching at the option of the faculty, 
The recommendation is under consider
ation by the Faculty Senate and modifi-
cations may be proposed. I 
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2. A 1987 study of the Pennsylvania 
public university system, which in 1982 
had moved back the mandatory retirement 
age to 70, revealed that the average 
retirement age was not affected by this 
change in the mandatory retirement age, 
About two-thirds of the faculty con
tinued to retire by age 66. See 
"Personal and Professional," Chronicle 
of Higher Education, December 16, 1987, 
P• All. 

3. Ibid. P• All. 

4. See "Labor Letter," Wall Street 
Journal," Tuesday, March 8, 1988, p. 1. 
"People retire when they think they can 
afford it." 

5. Ohio Revised Code, Sec. 3307.35. 

6. Mimeographed report of the Ohio 
State Teachers Retirement System, April 
23, 1986, p. 17. By June 30, 1986 the 
number of institutions with ERI plana 
had increased to 308 out of a possible 
789. STRS, 1987 Early Retirement 
Incentive Survey, Columbus, September 
1987, P• 4. 

7. Only Miami University purchased 
three years or less of service credit, 
as did the North F.ast Ohio University 
College of Medicine. The purchase of 
even one or two years of service credit 
can induce early retirement for a 
teacher with twenty-nine or twenty-eight 
years of service, respectively. The 
Ohio retirement system carries a heavy 
penalty for a teacher retiring with less 
than thirty years of service or before 
age sixty-five. For example, a teacher 
age 58 with twenty-eight years of 
service who retires will receive as 
retirement pay only 50.4 percent of her 
final average salary. A purchase of two 
additional years of credit would allow 
her to retire at the same age with sixty 
percent of her salary, At age fifty
eight and with twenty-nine years of 
service, she would receive as retirement / 
pay only 55.1 percent of her final aver-
age salary; a purchase of one year would 
increase her retirement pay to sixty per
cent. A five year purchase plan for 
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