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Abstract: This thesis employs Monte Carlo simulation to evaluate the new Department of Defense (DoD) retirement system.
This new retirement system will incorporate a Thrift Savings Plan (TSP), similar to a 401k, with matching in addition to the
current defined benefit. This thesis seeks to first evaluate the new retirement from a monetary perspective and compare it to
the old retirement system. Next, this paper will analyze how long officers should decide to stay in the Army based on the net
present value (NPV) of all future incomes in both military and civilian careers. The Monte Carlo simulation explores the
value of an officer’s career by simulating uncertainty in military promotion rates, interest rates, rates of returns
on investments, and civilian career growth. This model shows that officers should opt in to the new retirement system
because it has a higher NPV than the old retirement system at 20 YOS. Additionally, it allows servicemembers to leave
the military with retirement benefits even if they do not reach 20 YOS. The salary that officers make as civilians
determines whether or not they should stay in the Army. If an officer’s starting salary in a career field is $60,000 or more,
the best decision for them is leaving the Army to work in this civilian career field as there is greater than a 50% probability
that this will result in the most income. If they can obtain a starting salary of $85,000 or more at age 25, then 75% of the
time choosing this civilian career is a better decision than an Army career from a monetary perspective. Lastly, when
considering civilian career fields, sales and business development is the best field for Army officers to enter followed by
engineering.
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1. Introduction and Background
1.1 History of Military Retirement
The military compensation system’s purpose is to attract citizens to serve in the military in the capacity of an “allvolunteer force” instead of relying on supplementing the force through conscription. Though military compensation,
including retirement compensation, seems antiquated and resistant to change, it has actually been relatively dynamic since the
1970s. Following the Vietnam War, President Nixon appointed the Gates Commission to study the feasibility of
transitioning to an all-volunteer force by adjusting servicemembers’ compensations (Harrison, 2012). Though this
commission’s recommendations to overhaul the compensation system were largely unheeded, base pay increased slightly
and the understanding that compensation plays a key role in sustaining the ranks of an all-volunteer force became a
more widespread belief (Harrison, 2012). The Department of Defense Authorization Act, 1981 instituted a uniform
retirement system for all of the military branches which included non-disability retirement after 20 years of service
(YOS), no contributions by servicemembers and no defense retirement trust, and no vesting or retirement benefits before
20 creditable YOS (Hudson, 2007). The Military Retirement Reform Act of 1986, also known as Redux, reduced
retirement pay for personnel serving more than 30 YOS. However, the Clinton administration repealed the act in 1999
due to its negative impact on personnel retention (Hudson, 2007). Since then many military retirement reform
panels have devised recommendations for reform, including changes in vesting, lump-sum payments, and benefits before
20 years of service.

1.1 New Military Retirement System
The Fiscal Year 2016 National Defense Authorization Act changed the current military retirement system in an attempt
to maintain readiness of the the all-volunteer force, continue to provide good retirement benefits, and reduce defense
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