
 PUBLIC PENSIONS: RETRENCHMENT OR INVESTMENT? EVIDENCE 

FROM THE STATES 

 

 

A Dissertation 

Submitted to 

the Temple University Graduate Board 

 

 

 

In Partial Fulfillment 

of the Requirements for the Degree 

DOCTOR OF PHILOSOPHY 

 

by 

Patricia Amberg-Blyskal 

Diploma Date May 2018 

 

Examining Committee Members: 

Robin Kolodny, Advisory Chair, Department of Political Science 

Gary Mucciaroni, Department of Political Science 

Ryan Vander Weilen, Department of Political Science 

Janice Laurence, Adult and Organization Development, College of Education  



 

 

 

ii 

 

ABSTRACT 

 

The “Great Recession” of 2008 decimated many facets of the U.S. economy in the 

short-term but the long-term effect of the recession on the retirement security of millions 

of Americans is a story in progress. This study investigates the impact of the 2008 

recession on the public pensions of state and local government employees. Prior to the 

recession, the 19 million current state and local government employees enjoyed the 

prospect of a retirement built on the tradition FDR’s three “legs”: a private pension from 

their employer, personal savings, and Social Security. Although the “first leg” of 

retirement, the private pension, disappeared in the late 20th century for the majority of 

American workers, state and local public sector employees were the exception-with about 

90% eligible for a defined benefit pension at the beginning of the 21st century (GAO 

2008). 

The 2008 recession, effected all U.S. states, however the response to reduced 

investment earnings for state-administered public pensions varied. The National 

Conference of State Legislatures (NCSL) noted in one year, 44 states enacted 269 

pension bills (NCSL 2013). The changes enacted in state legislation, all involved a 

reduction in benefits. The retrenchment actions ranged from suspended cost-of-living 

allowance (COLA) increases and increased employee contributions to the loss of the 

defined pension benefit. Several states, after the 2008 recession, terminated the defined 
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pension benefit for future employees, one state (Rhode Island) changed to a hybrid plan 

for current employees.  

Scholars seeking to understand retrenchment of benefits argue the lack of a 

“public outcry” permit elected officials to act without fear of a backlash (Pierson 1994). 

Conversely, conditions that prevent political opponents to transfer costs to a losing 

coalition and instead compromise on a long-term sharing of costs, is considered policy 

investment (Jacobs 2011). This study seeks to use retrenchment and investment theories 

to explain the public pension actions U.S. states took following the 2008 recession. 

The quantitative analysis confirms several expectations of retrenchment theory, 

such as the importance of interest groups, represented by the number of public sector 

employees in a state and the level of unionization within a state’s public sector. 

Investment theory predictions are not confirmed in the quantitative analysis, however a 

case study analysis of Delaware does find conditions of political compromise resulting in 

long-term stability for the pension plans.  

The quantitative analysis expected to find a strong “mirror” relationship between 

a pension plan’s funded ratio (assets to liabilities) and the state’s annual required 

contribution (ARC). The relationship between the two key measures, while positive and 

significant, is small. The unexpected finding led to a focus on ARC payments and the 

political conditions surrounding the decision to fund or not fund a state’s annual 

contribution. 
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 Delaware and Oklahoma are examples of states with adequate ARC payments yet 

contradictory public pension actions.  Rhode Island and New Jersey are states with 

inadequate ARC payments, yet also contradictory public pension actions. Understanding 

the conditions that led to a state’s decision to pay or not pay the ARC also uncovers a 

host of actions states take to manipulate their required contributions. Regardless of 

similar institutions and budget processes across the 50 states, not every political 

institution gets the same results. Politics and state norms will change the outcome.  
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“Ask not what your country can do for you—ask what you can do for your country.” 

This dissertation is dedicated to all those who answer President Kennedy’s January 20, 

1961 call for public service. 
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CHAPTER 1  

 

INTRODUCTION 

 

 Lasswell (1936) defines politics as “who gets what, when, and how” and in the 

United States we have the unique opportunity to apply the definition of politics not only 

to our national government but also to our state governments. The U.S. provides a federal 

structure with 50 states also deciding who gets what, when, and how. Rather than one 

government making the decision for the nation and the sub-national bodies, state 

governments construct their own constitutions, determine their legislative and judiciary 

structures, and through their self-designed institutions create laws, policies, and 

procedures that serve their citizens.  

 As Justice Louis Brandeis aptly stated in a U.S. Supreme Court decision (1932) 

this federal structure allows states to act as “laboratories of democracy”, trying “novel 

social and economic experiments without risk to the rest of the country”.1   State 

governments permit Americans to experiment with various rules, practices, and 

institutions. The autonomy gives citizens in each state the opportunity to create their own 

solutions to public policy dilemmas.  This experimentation also permits each state to 

learn from their experience and provides a benefit to other states as they monitor the 

results of new policies and determine their own path.  

 This experimentation in governing also creates the opportunity for Americans to 

observe the concept of equifinality in action.  Equifinality is a concept, associated with 

open systems theory, that there are many ways to reach a stated goal. Unlike Frederick 

                                                           
1 Louis Brandeis, New State v. Liebmann, 28 5 U.S. 262, 311 (1932) 
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Taylor’s scientific management theory that there is one best way, equifinality argues 

there are many alternative causal paths to the same outcome (Fry and Raadschelders 

2014, 71). 

 Political scientists use the states to examine not only different causal paths but 

also a variety of public policies. Walker’s (1969) early study of 88 innovations adopted in 

the U.S. states included a range of policies from minimum wage laws to licensing 

requirements for beauticians.  Walker (1969) concluded some states are more likely to 

pioneer new ideas and hypothesized the importance of political and economic factors. 

Gray (1973) continued the research and identified the importance of specific issues for 

states to adopt. She concluded the decision to adopt an innovation is dependent on the 

issue for the state and the role of the federal government (1185).  Berry and Berry (1990) 

analyzed the adoption of a state lottery and found evidence for both internal factors and 

external factors such as a neighboring state’s action (410). Finally, Shipan and Volden 

(2006) found a new path of diffusion across states for anti-smoking policy innovation. 

Shipan and Volden (2006) documented the role of vertical diffusion and found “evidence 

that policies do bubble up from city governments to state governments” (825). The 

common finding across political science scholarship is the value of studying policy issues 

at the state level to understand variation in public policy and to determine alternative 

causal paths to an outcome of interest. 

 Despite differences in state and local practices, national trends are apparent in the 

delivery of government goods and services. This demand for new services has expanded 

the role of public sector employment. For example, American cities in the 19th century 
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transitioned from volunteer fire brigades to established fire departments. In the 20th 

century, a transition occurred from churches and charities as the sole provider of food, 

clothing, and shelter to the needy to a role for state and local government departments. 

Now American cities create and run homeless shelters and provide additional economic 

and medical services to the poor. The late 20th century saw new demands on government 

for goods and services such as clean air and water, safe food and sanitary restaurants.   

All of these demands required new organizations and more public sector workers 

to provide the goods and services. The growth of public sector employment, especially in 

the late 20th and early 21st century is seen not at the federal level but at the state and local 

government level. The “goods” demanded by citizens require public sector employees-

teachers, police, fire safety, and health inspectors.   

 In 2008, all states experienced the Great Recession, and found budgets with 

reduced revenue and increased demands that were still responsible for their state and 

local government workers.  As Brandeis noted, however, not all states reacted the same. 

This study explores state responses to the 2008 recession. Specifically this study looks at 

how states as employers are responsible to employees for the financial stability of their 

public pensions and their future retirement income security.  

Public Pension Crisis 

 The “Great Recession” influenced Americans on many levels, from local and 

national media coverage in their living rooms to personal financial struggles thrashed out 

in their kitchens. From the perspective of 2018, Americans are no longer concerned about 

failing banks, freezing credit markets, a housing market collapse, and high 
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unemployment levels.  However, the long-term impact of the 2008 recession on the 

retirement security of millions of Americans is a story in progress.  This research 

investigates the impact of the 2008 recession on U.S. states and the choices state political 

leaders make for the retirement security of state and local government employees. I 

believe this is a critical story not only for the 19 million current state and local 

government employees but also for all Americans. The lessons learned in the states may 

frame future national discussions and decisions in the most significant U.S. retirement 

public program, Social Security. 

 Retirement for many Americans in the late 20th century consisted of three “legs”: 

a private pension from their employer, personal savings, and Social Security. Significant 

changes in the private sector’s pension benefits as a result of the Employee Retirement 

Income Security Act of 1974 (ERISA)2 and in the pensions of the federal public sector as 

a result of the Federal Employees’ Retirement System Act of 19863 are now evident. The 

long-term policy effects of legislation passed over thirty years ago result in the changed 

structure of retirement income. Many workers in the private sector lost the “first leg” of 

retirement-a private pension from an employer, with just 14% covered as of 2010 

(Steuerle, Harris, and Perun 2014, 7). Because of this change, the majority of working 

Americans looking ahead to retirement must rely on their own savings, the risk of the 

market, and Social Security.  

                                                           
2 ERISA Frequently Asked Questions from United States Department of Labor: 

http://webapps.dol.gov/dolfaq/go-dol-faq.asp?faqid=225 

3 FERS Information from Office of Personnel Management: http://www.opm.gov/retirement-

services/fers-information/ 
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 Although most Americans in the 21st century lost the private pension leg, state 

and local government employees still enjoy the risk-free benefit of a defined benefit 

pension.  GAO (2008) noted, “With few exceptions, defined benefit pension plans still 

provide the primary pension benefit for most state and local workers. About 90 percent of 

full-time state and local employees participated in defined pension benefits as of 1998” 

(4).  A long-term impact of the 2008 recession may be this remaining core of defined 

benefit beneficiaries will also lose the “first leg” of retirement. 

 As recently as 2000, the majority of state and local government employees could 

rest assured that their retirement pensions were adequately funded by their employer with 

90% of plans funded at 80% or more (GAO 2008). With the recession of 2008, the 

landscape has changed and now millions of state and local government employees are 

learning their pensions may not be secure (Barkley 2012, 2014; Pew 2010, 2012, 2014; 

Johnson, Butrica, Haaga, and Southgate 2014). The Public Plans Database (PPD) 

reported the significant change in the aggregate funded ratio for state and local pension 

plans comparing the peak funded ratio of 103% in 2001 to the 72% funded ratio for 2016.  

 The popular press highlighted specific states such as New Jersey and 

Pennsylvania for their practices of underfunding public pension funds (DiStefano 2014; 

Inquirer Staff Report 2014; Nardoff 2014) as well as tension between other pressing 

needs, such as education funding and pension contributions (Worden 2014). The national 

press highlighted the battle between Detroit creditors and the retired public employees 

who saw their pensions treated as another debt, subject to reduction in bankruptcy 

proceedings (Walsh June 2014). Pension administrators across the nation have voiced 
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concern that an initial federal court finding in Michigan determined “pensions could be 

cut under federal bankruptcy law, despite the protective language in Michigan’s 

constitution” (Walsh June 2014). Conversely, an Illinois State Court determined the 

pension changes passed in 2013 by a Democratic legislature and signed into law by a 

Democratic governor were unconstitutional stating, “pensions are an enforceable 

contractual relationship that cannot be impaired” (Walsh November 2014). The Illinois 

case is significant as the underfunding of the pension plans is one of the lowest in the 

nation as noted by The Federal Reserve Bank of Chicago, “Illinois’s unfunded pension 

liability is roughly $80 billion, giving the state a funded pension ratio (assets minus 

liabilities) of 38.5%” (Mattoon 2010). Another state noted for its underfunding situation, 

Rhode Island, demonstrates the impact the issue of pension funding can have on 

traditional partisan partners.   The attempt to correct the underfunding in Rhode Island 

jeopardized the traditional support for Democratic candidates from labor unions. The 

2014 governor’s race saw a Democratic candidate lose support from unions due to her 

previous role as State Treasurer and her actions in overhauling the state’s pension 

programs (Seelye 2014).  

 In addition to the popular press attention to public pensions, foundations, credit 

rating agencies and academia have joined the discussion. The 2010 Pew Center on States 

Report, The trillion-dollar gap: Underfunded state retirement systems and the roads to 

reform and the 2012 Pew Center on States Report The Widening Gap Update ($1.38 

trillion) generated much of the popular press attention to the issue.  An updated report 

(March 2014) makes the case that the funding gap between assets and liabilities continues 

to grow. 
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 From the popular press and the foundation literature one would think all states are 

in the same predicament. Despite the headlines, a more detailed look at the Pew Center 

on States Reports, Barkley’s reports for Morningstar (2012, 2014), and Johnson et al.’s 

analysis for the Urban Institute (2014) reveal variation across the states.  

 Observers consider states such as Kansas, Illinois, New Jersey, and Pennsylvania 

failures given their “grades” and significant gaps in their pension funds, yet also “stars”, 

such as Delaware, Florida, New York, and Wisconsin.  States that responded to the same 

national recession and managed to adequately fund their public pensions. The “grades” 

received by a state in the Pew Center on States, Morningstar, and Urban Institute reports, 

while varying in the emphasis of specific measures4 , are based on the state’s pattern in 

making annual required contributions (ARC) and the overall funded level or ratio of 

assets to liabilities for the pension plans. Comparing the health of pension plans using the 

two measures, funded ratio and percentage of ARC paid, dominate both the academic 

literature and popular press. 

What explains the variation in state performance with respect to public pensions? 

While all states suffered investment losses and saw their funded ratios decline, many took 

action to regain lost ground and improve the financial health of their pension funds. 

However, several states did not make the annual required contributions and their 

respective funded ratios continue to decline. In addition to the funding variation, some 

state legislatures revamped their pension benefits by eliminating the pension as a defined 

                                                           
4 For example, the Urban Institute analysts look at the impact on recruiting and retaining new employees 

as a sub-category in their evaluation criteria for state performance.   



 

 

 

8 

benefit5. These states used the window of opportunity to replace the defined benefit 

program with a defined contribution benefit, similar to the private sector’s 401K 

programs.   

Moe and Anzia (2013) documented a change in support for public pensions after 

the 2008 recession. Their findings note bipartisan support for funding public pensions 

before the recession but a political divide after 2008. Post the great recession, Moe and 

Anzia (2013) found the Republican Party did not support pension funding and advocated 

to eliminate the defined benefit in public pension plans.  

Project Contribution 

 Scholars investigated state and local government response to the 2008 recession 

(Hoene and Pagano 2008; Martin, Levey, and Cawley 2012; Perlman 2009, 2010, 

Scorsone and Pierhoples 2010) with a focus on retrenchment strategies to close 

immediate budget gaps. State and local governments responded to the crisis by cutting 

benefits and services from non-core activities such as libraries, parks, and recreation 

centers and from the critical functions of police protection, fire response, and education.  

Several scholars analyzed state pension funds and captured the effect on annual 

performance results due to the recession (Munnell et al. 2008; Munnell et al. 2011; 

Munnell and Quinby 2012; Novy-Marx and Rauh 2012).  

                                                           
5 A defined benefit (DB) pension, the typical pension of the 20th century was a commitment from the 

employer to the employee for a regular monthly payment post-employment. The determination of the 

monthly amount based on the employee’s length of service and salary. The private sector version of a 

defined benefit plan did not usually require contributions from the employee (Scheiber and Shoven, 1997, 

p.18) while the public sector versions of a defined benefit pension do include employee contributions.   
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 This study addresses several gaps in our understanding of public pension funding 

at the state level.  Previous quantitative studies attempting to explain the variation in 

public pension underfunding had contradictory results with respect to the type of 

employee covered by the pension plan. An example of competing results focused on 

teacher pension plans. Munnell et al. (2011) found plans that included teachers had 

funded ratios 4.8% lower than plans without teachers (256) and explained the finding due 

to the longer tenure, higher education requirements, and higher earnings for teachers.  

Thom (2013) found the opposite, when including teachers in the pension plan “funded 

ratios increase by 10 percentage points” (167). He theorized the stronger funding could 

result from union advocacy or a shared financial responsibility between state and local 

governments.   

  Another gap addressed by this study is the effect of liberal or conservative 

ideology within a state.  Previous public pension scholars who used ideology as an 

independent variable have used congressional roll call votes to infer state ideology. 

Public opinion scholars (Brace, Arceneaux, Johnson, and Ulbig 2004, 2007; and 

Erickson, Wright, McIver 2007) recommended an alternative measure (survey responses) 

and the revised measure was used in this analysis. 

 This study also addresses the gaps of previous quantitative studies by using a 

standardized source of data, the Public Plans Database and a longer study period (2001-

2013) rather than a snapshot of a specific year. Previous political science studies relied on 

scholars’ independent analysis of state data provided by each states’ comprehensive 

annual financial reports (CAFR’s).  The Public Plans Database, created in 2001 by the 
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Center for Retirement Research at Boston College, provides access to over 150 pension 

plans updated through 2013. The Center for Retirement Research (CRR), created in 1998 

as part of the Social Security Administration’s Retirement Research Consortium (RRC) 

along with its affiliates (Brookings Institution, the Massachusetts Institute of Technology, 

Syracuse University, and the Urban Institute) has worked to provide researchers timely 

access to current, standardized data. The use of the database permits the use of 

standardized terms and values across states and pension plans.  

 In addition to the gaps in previous quantitative studies, there has not been a 

qualitative comparative analysis of states, exploring the public pension funding 

environment before and after the 2008 recession. Finally, conditions that have proven 

significant for public pensions at the national level to explain policy retrenchment or 

policy investment remain unexplored systematically at the U.S. state level (Pierson 1994; 

Jacobs 2011).  This study addresses the gap in our understanding of a significant public 

policy, affecting millions of Americans. 

Background 

New Deal Policies 

 Bartels (2008) uses the term “the new gilded age” to capture the extent of changes 

to the average incomes of Americans and the patterns of divergence between wealthy, 

middle, and low income Americans in the 21st century.  The term is reminiscent of the 

original gilded age of the late 19th Century, the roaring 1920’s, the extremes of wealth, 

and the stock market crash of October 1929. The stock market crash, the resulting bank 

closures, and record-breaking unemployment also created the opportunity for new leaders 
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to reshape the role of the federal government. Franklin Delano Roosevelt elected 

November 8, 1932 and inaugurated on March 4, 1933 transformed the role of the federal 

government in the lives of all Americans. Roosevelt’s New Deal policies began with 

Congressional approval of several new federal agencies- Civilian Conservation Corps, 

Federal Emergency Relief Administration, Agricultural Adjustment Administration, 

Tennessee Valley Authority, Farm Security Administration, and National Recovery 

Administration-in the first 100 days (Bowman 1989, 87). 

 The new federal agencies may have stopped the bleeding caused by the Great 

Depression but the fundamental shift in the citizen-government relationship emerged with 

Roosevelt’s August 14, 1935 signing of the Social Security Act. Bowman (1989) notes:  

The Social Security Act [is] one of the most far-reaching pieces of legislation in 

American history. It sets up a system of guaranteed retirement pensions with 

contributions from both workers and employers. The act assists states in providing 

financial aid to dependent children, the blind, and aged who do not qualify for 

Social Security. Beyond this, the act establishes a system of unemployment 

insurance. Although modified over the years, and occasionally attacked, this act 

becomes the foundation of America’s security for the aged for decades to come 

(92). 

 

 It might be tempting to view Roosevelt’s plan for Social Security as government 

welfare for elderly Americans. Yet scholars who have researched the commission 

charged with the design of the Social Security system are adamant in Roosevelt’s mental 

model “insurance, not charity” (Jacobs 2011, 112). The contributions of employees and 

employers, the delayed granting of benefits to 1940, and Roosevelt’s intent for full 

funding without need of general revenues clearly demonstrate his fiscal conservatism.  
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Roosevelt wanted the aged to avoid poverty but he was skeptical of unintended 

consequences of government welfare programs: 

 

Despite having spent the first two-and-half year of his presidency alleviating 

economic pain through a series of emergency relief programs, Roosevelt abhorred 

the ‘dole’ as a matter of principle (Perkins 1946). As a handout divorced from 

merit or effort, welfare was to him ‘a narcotic, a subtle destroyer of the human 

spirit’ (Berkowitz 1991, 14; quoted in Jacobs 2011, 114). 

 

 Despite Roosevelt’s mental model, the political debates of the 21st century 

regarding “entitlement reform” lump Social Security with other federal programs and a 

dueling perception exists: is Social Security a government welfare program or a 

government sponsored insurance program? Similarly, Americans must answer are public 

pensions an employer commitment to employees or a government line item that must be 

evaluated as a potential source of savings given economic constraints?  How legislators 

and taxpayers frame the public pension commitment should constrain the funding actions 

taken by a state.  A unique feature of the framing however is the significant change in 

pensions in the last few decades.   

Pensions 

 Public pensions began in the United States initially as a benefit for municipal 

employees-the New York City police officer was the first civil servant offered a pension 

in 1857. Massachusetts was the first state to offer pensions for state employees in 1911 

but by the end of the century, a defined pension benefit covered the majority of state and 

local government employees (Bleakney 1972). 
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 The policies of the New Deal immediately  changed middle and low income 

workers’ lives, but the Social Security Act (SSA) impacted Americans for many years 

past employment. The SSA program as designed relies on contributions from employees 

and employers and as such, many Americans view SSA not as a government handout or 

“charity” as cautioned by Roosevelt, but as an earned benefit.  

 The view of earned benefit is similar between those receiving Social Security and 

those entitled to pensions. Millions of retired Americans view Social Security as an 

“earned benefit” based on their contributions paid while employed.  Likewise, many 

current workers view a pension as a continuation of their employment contract. As 

salaries, vacation days, sick leave, and health benefits earned and used during 

employment, a pension is a fund established for the employee’s benefit after 

employment. Employee and employer contributions, similar to the structure of the Social 

Security benefit, fund pensions.  Yet unlike Social Security, pension funds are invested 

and depending on the market, may gain or lose additional value. 

 Roosevelt’s ideal may have been that the monthly Social Security check 

combined with the pension check from the employer and personal savings would allow 

elderly Americans to enjoy a comfortable standard of living following employment. All 

workers are encouraged to save for retirement but as income has stagnated over the last 

thirty years for many middle and low income workers, saving for retirement has become 

an unrealistic goal. Therefore, Social Security and a pension from an employer are the 

primary sources of income for many retired Americans.  Yet as Aaron (2011) notes: 

Social Security assures people basic income in defined contingencies, assuring a 

floor to undergird private saving. The program has been remarkably successful in 
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performing these functions. Of families, aged 65 or over, 64 percent received half 

or more of their income and 22 percent received all of it from Social Security in 

2008. In public opinion polls, Social Security consistently ranks as the most 

popular government program (385). 

  Social Security, intended to be one of three sources of income for elderly 

Americans, has become a primary source for some. If stagnant wage growth helps 

explain the reduced personal savings of workers, what explains the loss of the employer 

pension as a source of income? The “pension” changed from the defined benefit version 

prevalent during the economic growth period of the 1940-1970’s to the defined 

contribution version that exists today. 

 A defined benefit (DB) pension, the typical pension of the 20th century, was a 

commitment from the employer to the employee for a regular monthly payment post-

employment. The determination of the monthly amount was based on the employee’s 

length of service and salary. The private sector version of a defined benefit plan did not 

usually require contributions from the employee (Scheiber and Shoven 1997, 18) while 

the public sector versions of a defined benefit pension did include employee 

contributions.   

 The defined contribution (DC) pension, the typical pension of the 21st century, 

requires the employer to contribute a specific amount for a participating employee. 

However, the employee’s account at the end of employment determined the monthly 

benefit. Therefore, the volatility of the stock market and the ability of the employee to 

redirect current funds to a retirement fund determine the monthly benefit, unlike the 

defined benefit version of a pension that was calculated based on years of service and 

average salary.  
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 Steuerle, Harris, and Perun (2014) note the transition in pension benefits for the 

private sector workforce in the U.S.: 

The phenomenal growth in assets held in DC plans and IRAs (which largely 

represent assets rolled-over from DC plans) reflects a fundamental shift in the 

private pension system. Beginning roughly in the mid-1980s, private sector 

employers began terminating their DB plans. From a high point of over 175,000 

plans in 1983, only 45,000 plans remained by 2011 (Department of Labor 2013). 

Over 80 percent of those plans were small plans, covering fewer than 100 

participants…The Pension Benefit Guaranty Corporation (PBGC) reported that 

the percentage of private sector wage and salary workers covered by insured DB 

plans fell from a high of over 30 percent in 1980 to a current low of 14 percent in 

2010 (PBGC) (7). 

 Studies have found a defined contribution plan transfers risk from the employer to 

the employee and although defined contribution plans are relatively “new” 

(approximately 25-30 years)–to date the average monthly benefit for the retired worker is 

lower than a defined benefit plan (Coggburn and Kearney 2010).  Scholars acknowledge 

this lower monthly benefit is a result of multiple factors including below optimal 

employee contributions, higher administrative costs for DC plans, and market volatility.  

 The private sector transition from defined benefit to defined contribution noted 

above has been characterized as “achieving corporate efficiency and transferring 

investment risk to individuals” (Coggburn and Kearney 2010, 98). In addition to 

transferring risk from corporations to individuals, scholars have also noted the private 

sector termination of defined benefit plans resulted in a transfer of wealth. 

For example, between 1980 and 1988, 1827 corporate pension plans were 

terminated to capture $19.7 billion in excess assets. These asset reversions 

affected nearly 2 million pension plan participants. {These} pension reversions 



 

 

 

16 

represent a wealth transfer from plan participants to stockholders. (Peterson 1992 

as quoted in Eaton and Nofsinger 2004).   

 The passage of the Employee Retirement Income Security Act of 1974 (ERISA) 

intended to prohibit companies from using the pension funds inappropriately may have 

had the unintended consequence of eliminating the defined benefit as the customary 

“third leg” of the retirement portfolio. The conventional three retirement sources of 

income envisioned during the New Deal and economic growth era were individual 

savings, Social Security, and a defined pension. The replacement of the defined benefit 

with the defined contribution has shifted the retirement portfolio for most American 

workers to one that is more dependent on their own patterns of saving and the 

performance of the market, rather than the performance of their specific employer’s 

pension plan. 

 With personal savings reduced and now the defined benefit version of pensions 

eliminated for many middle and low-income workers, Aaron’s (2011) finding of the 

reliance on Social Security becomes understandable.  

 The private sector’s transition after 1974, along with the Federal Government’s 

transition to a defined contribution plan in the mid-1980’s has left the states and local 

governments as the remaining employer with a preponderance of defined benefit pension 

plans.  This group however represents a significant workforce across the nation. 

Donovan, Mooney, and Smith (2013) note: 

State government is the single largest employer in almost every state. At last 

count, 4.3 million people worked for state governments nationwide, including 

over 100,000 each in 11 states. Even the states with the fewest state employees-

Vermont, Wyoming, and the Dakotas-each has over 10,000 of them” (314). 
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 These state and local government employees represent a broad range of workers-

teachers, police and fire officials, health care professionals, and the numerous bureaucrats 

serving at state and city agencies across the nation. The number and breadth of positions 

correlate to the many responsibilities of state and local government as they provide public 

safety, public health, education, and a myriad of other services to their constituents.  

 The responsibilities and the corresponding workforce at the state and local 

government level have grown over the last forty years. The federal civilian work force at 

2.7 million employees has been stable while the number of state and local employees has 

risen from 12 million in 1977 to 19.1 million in 2014 (Bureau of Census Annual Payroll 

Survey 2014; GAO 1979). Because of this growing workforce, states as employers have 

increased their financial obligations for post-employment benefits.  

 Retirement as envisioned by FDR consisted of personal savings, a defined benefit 

pension from an employer, and Social Security. We have seen the majority of the private 

sector workforce lose the defined pension benefit in the aftermath of ERISA and the 

federal workforce (hired after 1984) lose the defined pension benefit  after President 

Reagan signed the Federal Employees’ Retirement System (FERS) in June 1986 (Kerns 

1986). The 19 million state and local government employees represent the last remaining 

segment of the American population to enjoy a defined benefit pension and, as 

envisioned by FDR, have the retirement security represented by the “three legs”: personal 

savings, defined pension benefits, and Social Security.  An analysis of states’ responses 

to the 2008 recession and the demand for additional public pension funding due to 

investment loss will help us understand if the defined pension benefit is now being 
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eliminated for state and local government employees.  An initial step is to understand 

what factors explain the financial health of a state’s pension plan.  

Research Questions 

 Given the national recession of 2008, what factors explain a state’s public 

pension plan’s financial stability? Using both the snapshot measure (funded ratio) and 

the long-term trend (annual contribution required) over the study period what explicates 

the solvency of a state’s pension plan?  

 Given the financial stability (or instability) of a state’s pension plan, what factors 

explain state decisions to  maintain or eliminate a defined benefit for the public sector 

employees? 

 I offer a quantitative study analysis of all states in a structured equation model 

using the most promising independent variables to explain states’ funded ratios and the 

percentage of annual required contribution paid.  The quantitative analysis confirms 

several expectations such as the importance of interest groups, represented by the number 

of public sector employees in a state and the level of unionization within a state’s public 

sector. The funding of the annual required contribution (ARC) has a significant but small 

effect on the pension plan’s overall funding.  This study found states used a variety of 

methods to artificially lower their ARC, thereby weakening the relationship between 

ARC and funded ratios.  

 For example, states lower their ARC by lengthening the period of amortization 

and using an open time period instead of a closed time period to generate their pension 

liabilities. Imagine refinancing your home every year (open) and using a 40-year (long) 
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period to repay the debt versus a fixed (closed), 15-year (short) payment method. Both 

homeowners pay the required amounts, but the closed, shorter time period represents a 

stronger commitment to eliminating the debt.  

  The lack of strong relationship between states making their annual required 

contributions (ARC) and the funded ratio, an unexpected finding in the quantitative 

analysis became the focus of the case studies. The case studies explicate the differences 

between states that use methods to artificially lower their ARC versus states that do not 

manipulate their annual payments 

 Following the quantitative analysis, the qualitative portion of this study develops 

an understanding of how and why states either underfund or fully fund their public 

pensions.  The qualitative analysis identified four states; all effected by the 2008 

recession, yet who took actions that varied widely. Two of the states, Delaware and 

Oklahoma, despite positive funded ratios, took opposite actions. Delaware chose to 

maintain adequate funding and retain the defined pension benefit for their public sector 

employees. Oklahoma- continued adequate funding- yet eliminated the defined pension 

benefit for state employees.  The case studies explore the conditions within each state that 

explain the divergence. 

 Two additional states, Rhode Island and New Jersey, had significant funding 

problems; yet their responses differed.  Rhode Island eliminated the defined pension 

benefit for current and future employees, excluding public safety workers, and created a 

new hybrid plan. New Jersey despite numerous commissions, task force reports, and 
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significant union concessions in 2011, continues to underfund the annual required 

contribution and as of April 2018, the future for their public pensions is unclear.  

 The qualitative analysis reveals additional factors, such as distinct state-level 

institutions, that explain the variation among states in pension funding. An example is a 

Delaware institution, created in the late 1970’s, the Delaware Economic and Financial 

Advisory Council (DEFAC). DEFAC continues in the 21st century to support a bipartisan 

revenue and expenditure estimating process for state budgets. I argue this institution, 

created decades before the 2008 recession, explains Delaware’s ability to maintain 

adequate public pension funding and creates the conditions of policy investment. 

 Understanding the conditions that led to a state’s decision to pay or not pay the 

ARC also uncovered a host of actions states have taken to manipulate their required 

contributions.  As a result, regardless of similar institutions and budget processes across 

the 50 states, not every political institution gets the same results. Politics and state norms 

will change the outcome.  

 This study contributes to our understanding of a critical government function, 

providing public pension benefits to the approximately 19 million state and local 

employees.  The research also explains how an economic crisis in 2008, continues to 

reverberate throughout the United States. The study may also help us anticipate future 

arguments, proposals, and decisions on the most significant U.S. retirement benefit-

Social Security.  
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Chapter Outline 

 This dissertation consists of ten chapters plus appendices describing the 

quantitative data set created and analyzed to determine the effect and significance of 

variables on states’ funded ratios and percentages of ARC paid, and the qualitative 

analysis using elite interviews and pension legislation in four states. Chapter 2 discusses 

the value of retrenchment theory and investment theory in understanding benefit 

reduction or benefit enhancement at the country level and I argue the theories help us 

explain state pension funding decisions. The chapter also summarizes public pension 

research: what we know, what we don’t know, and critical contributions. 

 Chapter 3 presents the sources of data and the variables used to test the 

retrenchment and investment theories as well as to address the gaps in previous public 

pension studies. The chapter also details the methods and decisions creating the unique 

data set for the study and introduces the quantitative model. The chapter concludes with 

hypotheses, including the expected results. 

 Chapter 4 details the findings of the quantitative analysis using a structured 

equation model. Chapter 5 introduces the retrenchment index, a compilation of state 

legislative actions taken during the course of the study, and the qualitative analysis. The 

chapter explains the selection of the four states for case study examination. 

 Chapters 6 though nine give historical background, analysis of significant events, 

description of key conditions, summaries of elite interviews, and broad benefit 

comparisons in Delaware (Chapter 6), Oklahoma (Chapter 7), Rhode Island (Chapter 8), 
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and New Jersey (Chapter 9). Chapter 10 provides a summary of the research effort and a 

discussion of potential future endeavors.  
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CHAPTER 2 

LITERATURE REVIEW   

Public Pensions 

 Public pensions began in the United States initially as a benefit for municipal 

employees-the New York police officer was the first civil servant offered a pension in 

1857. Massachusetts was the first state to offer pensions for state employees in 1911 but 

by the end of the century, a defined pension benefit covered the majority of state and 

local government employees (Bleakney 1972). Prior to the 1970’s the majority of state 

pension funds were “pay-as-you-go”-being paid with current revenues and not pre-funded  

with state contributions and active investments (Mitchell 2011). The passage of ERISA in 

1974 for private sector pensions raised the issue of funding pro-actively for state pension 

funds. The era of “pay-go” for state pension funds ended. The evaluation, scoring, and 

publicity of pension plan liabilities and assets followed.  At the end of the 20th century, a 

new level of scrutiny from the federal government and the credit rating agencies began 

and scholars began to evaluate differences among states. 

 The literature uses several measures to evaluate state performance with public 

pensions. Two frequently used measures are the funded ratio (a comparison of assets and 

liabilities) and the annual (or actuarial) required contribution or ARC (the annual deposit 

required to fund the pension plan). Scholars and financial analysts have also used per 

capita measures to illustrate how much each citizen would need to pay to close the 

funding gap. The funded ratio and the payment of the ARC are the standard comparative 

metrics for states and the dependent variables in this study. 
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 In 2000, the mean funded ratio for all pension plans in the Public Plans Database 

was 103% (Munnell et al. 2014) so that across the nation, the issue of funding future 

pension benefits for public sector employees was not a concern for state legislators or 

pension plan administrators. Although the mean funded ratio fell to 87% prior to the 

recession, the gap between the fully funded states (usually recognized as 80% or above) 

and those unfunded pension plans (recognized as below 80%) spread between the states. 

As of 2010, twenty-nine states had funded ratios above 80% with 21 states below 80% 

and two states (Illinois and Kansas) below 60%. Clearly, the divergence between states 

following the Great Recession accelerated (Pew Report Center on States 2010).  The 

variation across the states noted in 2010 continued with funded ratios reported at 40% in 

Illinois to 100% in Wisconsin and the percentage of ARC payment ranging from 43% in 

Pennsylvania to 101% in Arizona, Mississippi, and West Virginia (Pew Report Center on 

States 2014).  The Public Plans Database notes an aggregate funded ratio of 72% for state 

and local pension plans for the most recent reported year (2016). 

Retrenchment and Interest Group Influence 

 Scholars have studied countries as they tackled the challenge of funding needed 

services and prior commitments with reduced revenues.  Pierson’s seminal work 

Dismantling the Welfare State (1994) investigated the national response to several public 

policy issues such as pensions in the United Kingdom under Thatcher and in the United 

States under Reagan. Bonoli (2000) building on Pierson’s study investigated pension 

policy retrenchment in the United Kingdom, Switzerland, and France.  
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 Bonoli (2000) concluded that both the political institutions and the nature of the 

pension program explained the retrenchment policies that the three nations used in his 

study. Despite the controversial aspect of retrenchment in pension programs, all three 

countries did enact change. The changes varied according to the nation’s approach: 

inclusive or exclusive. With inclusive approaches providing pension “losers” with new 

benefits. Exclusive approaches used institutions and electoral power to achieve pension 

reform without providing quid pro quos (150-51). The case study analysis in this study 

explores the suggestion that new benefits will offset the loss of pensions and therefore the 

presence of a quid pro quo will explain successful examples of retrenchment. 

 Pierson (1994) noted several public policy programs, such as housing and 

unemployment, were subjected to deep budget cuts yet others, notably Social Security, 

were able to withstand attempts to dismantle. He concluded, “The vulnerability of 

programs has turned on whether or not the two administrations could identify substantial 

reforms that would not generate a public outcry. Retrenchment occurred where 

supporting interest groups were weak, or where the government found ways to prevent 

the mobilization of these groups’ supporters” (1994, 6). This study therefore, seeks to 

examine the conditions that could create a public outcry as well as conditions that could 

eliminate a response. In this study I expect states with higher levels of public sector 

employees and higher levels of unionized public sector employees to mobilize their 

members against retrenchment and to shape public opinion within their communities to 

support their efforts. 
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 Scholars have also used the presence of collective bargaining rights (Chaney, 

Copley, and Stone 2002; Mitchell and Smith 1994; Thom 2013; Thom and Randazzo 

2015) to evaluate the effect on pension funding.  Not all states have extended collective 

bargaining rights to state employees (Chaney, Copley, and Stone 2002) and the presence 

of these rights signals a stronger influence of union interests in states that provide the 

protection.  Scholars have indeed found the increased funding for pensions in those states 

that provide collective bargaining rights (Chaney, Copley, and Stone 2002; Thom 2013). 

However, other studies have found lower pension funding in states with collective 

bargaining rights for public sector employees (Mitchell and Smith 1994; Thom and 

Randazzo 2015).   

 Proponents of right-to-work legislation characterize the statutes as “securing the 

right of employees to decide for themselves whether to join or financially support a 

union” (The National Right to Work Committee 2016). Opponents label right-to-work 

laws as restrictions on the “rights of workers and employers in the private sector from 

entering into certain kinds of labor contracts” (Sanes 2014). The initial thrust of right-to-

work legislation focused on the private sector; however, proponents of these laws apply 

right-to-work legislation to the public sector.  The presence of right-to-work legislation, 

from both perspectives, is a signal of a weak union environment in a state (Keefe 2015). 

Scholars investigating public pension funding have not investigated the relationship 

between pension funding and right-to-work legislation affecting the public sector. This 

study addressed the gap by including the variable. Unlike the positive influence expected 

from the previous variables, public sector density, public sector union density, and 

collective bargaining rights, a negative influence from right-to-work legislation is 
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expected. The weak union environment in right-to-work states reflects the inability of an 

organized group to raise a public outcry. As noted by Pierson (1994), the lack of a 

pushback from an organized group enables elected officials in times of fiscal crisis such 

as the 2008 recession to withdraw benefits without fear of electoral loss. 

Investment and Political Influence 

  Jacobs (2011) compared the United Kingdom and the United States from a 

different perspective: what explains when nations avoid retrenchment and instead make a 

policy investment decision? His study focused on the past funding crises with the U.K’s 

public pensions and the SSA Trust Fund in the United States. He compared the actions 

taken by both the U.K. and U.S. political leaders and found the U.S. leaders created 

policy investment in resolving the SSA funding crisis, while the U.K. leaders 

redistributed costs to the losing coalition, future British retirees. 

 Jacobs explains the concern from the U.S. business community was the 

abandonment of the firewall created between the federal budget and the Old Age, 

Survivors, and Disability Insurance (OASDI) program.  From its inception decades 

earlier, the SSA Trust fund, consisting of two programs, retirement pensions and 

disability pensions, was separate from the general budget account. 

 The SSA trust fund, financed by payroll taxes with the current work force 

supporting current retirees is a “pay-as-you-go” retirement system. This is a redistribution 

of funds across generations, with the younger, able-bodied work force supporting the 

elderly, disabled non-working citizens. Economic problems in the 1970’s and 1980’s 

brought the SSA trust fund to dangerously low levels and there was a need for a new 
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source of funds. Left leaning politicians were not willing to reduce benefits and right 

leaning politicians were unwilling to break the firewall separating the general budget and 

the SSA trust fund. The right leaning politicians were concerned that once the firewall 

was breached, all future politicians would be unable to resist granting higher benefits to 

constituents and therefore an escalation of benefits, federal debt, and inappropriate 

practices would be established.  

 Given the disagreement between the two perspectives, yet the inability to accept 

the status quo (the bankruptcy of the SSA program) the politicians were forced to accept 

an alternative. The alternative, an increase in current payroll taxes, although not either 

side’s first choice of action was better than cutting benefits (left-leaning); breaking the 

firewall (right-leaning); or bankrupting the system (both left and right leaning). The 

alternative was a policy reinvestment according to Jacobs (2011) and he explains “For 

policy investment to occur, powerful organized groups must be constrained from 

achieving their long-range goals through purely redistributive means. Only when they 

must internalize their long-run problems do they ---and their allies in government ---have 

reason to invest in a solution” (10).  

 Jacobs (2011) explored alternative explanations for the policy reinvestment such 

as institutional constraint (veto points). Yet Britain in the comparative case had fewer 

veto points (unitary parliamentary government versus divided bicameral legislature and 

separate executive in the United States) and did not make the policy reinvestment as the 

U.S. did in both 1977 and 1983. Another possible explanation for the lack of policy 

reinvestment Jacobs (2011) explored was electoral constraints. In the British example; 
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Thatcher had stronger support than both President Carter and President Reagan during the 

policy proposal timeframes but was unable to execute her first choice of pension reform.  

Business interests defeated Thatcher’s desire to suffer several years of double payments 

in order to transition to a completely private pension system and ultimately by the year 

2033 save billions for their system. The British politicians implemented delayed cuts 

thereby forestalling policy reinvestment and instead achieving a “long-term redistribution 

of the costs of retirement” (12). The future British retirees (at the point of the decision in 

the 1970’s) would pay the costs of reduced retirement benefits. 

 In this study, the political influence measures seeks to capture the conditions of 

policy investment.  Jacobs (2011) concluded business interests dominated the debate of 

pension reform in the British case and business leaders argued against short-term costs to 

insure a long-term investment. Given Jacobs (2011) finding that evenly matched groups 

(as in the U.S.) are unable to force their preferred redistribution of costs onto the other, 

the condition of policy investment should exist in states with equivalent percentages of 

each political party in the state legislature.6  Conversely, states with supermajorities will 

not create policy reinvestment but rather will redistribute costs to the “other” side. The 

variable, democratic control captures the balance of power (or imbalance) between the 

political parties with one party controlling the majority of both chambers. 

 For example, given a Democratic supermajority, tax increases to higher income 

groups and the business community could supply the funds to support public pensions. 

                                                           
6 I explored several different specifications to capture this condition including percent of legislative seats 

held by each political party as well as various interaction terms. 
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States with a Republican supermajority could redistribute resources from supporting 

public pensions via tax cuts to higher income groups and the business community. The 

quantitative analysis identifies states most likely to support policy investment and the 

qualitative analysis explores the specific legislative and budget appropriation actions 

taken within the state.      

 Bonoli (2000) studied pension reform policies in the United Kingdom, France and 

Switzerland.  He focused on the differences in political institutions, such as veto points, 

in the legislative process.  Measures within this study investigate the potential effect of 

veto points by isolating those states with unified government (governor and legislature of 

same party) versus those states with a divided government. Divided government 

(governor and legislature of different parties) should provide the conditions conducive for 

policy retrenchment (increased underfunding of pensions).  As Pierson (1994) noted, 

governments that have the ability to blame another party are more likely to pursue policy 

retrenchment rather than governments that have sole responsibility.  Scholars have found 

divided government is less able to react to revenue shocks which increase budget deficits 

(Alt and Lowry 1994) yet may also enhance transparency with respect to budget 

conditions (Alt, Lassen, and Rose 2006). Overall, there is an expectation of increased 

underfunding of pensions, given divided government. 

 The condition I categorize as “sole responsibility” (unified government) presented 

a challenge for this study. Unified governments present citizens with the transparency 

needed to assign responsibility and enhanced “traceability”-yet the political parties 

evaluate the outcome of pension underfunding differently.  The funding of public 
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pensions, although a non-partisan issue pre-recession, has become a source of 

partisanship (Moe and Anzia 2013). As a result, the policy implications (retrenchment or 

investment) will vary depending on the controlling party. Moe and Anzia (2013) have 

documented the Republican Party’s desire to eliminate the defined benefit in public 

pensions and recent votes indicate a unified Republican Party may achieve retrenchment 

while a unified Democratic Party may achieve policy investment.  

 Therefore, there is an expectation of increased underfunding of pensions, given 

divided government, but the presence of unified government, should result in either a 

policy retrenchment or a policy investment conditional on the dominant political party.   

 Scholars documented the link between the ideology of citizens and the 

responsiveness of elected officials to their preferred policies at the federal level (Stimson, 

Mackuen, and Erickson 1995) and the state level (Erickson, Wright, McIver 1993).  In 

numerous studies, there has been a documented difference between the preferred public 

policies of Massachusetts versus Mississippi (Bartels 2008) although there is not a perfect 

correlation between public opinion within a state and the corresponding state policy (Lax 

and Phillips 2012). An area of disagreement among scholars investigating the role of 

ideology at the state level and the impact on specific public policies is the measure used 

to evaluate a state’s ideology. Berry, Fording, Ringquist, Hanson, and Klarner (2010) 

explain that their measure, used by many to evaluate the effect of ideology on state policy 

output, is based on the “ideological orientations of members of Congress” and this 

measure “assumes that state officials mirror their federal counterparts” (118).  Brace et al. 

(2004, 2007) argue the Berry et al. measure “is more closely tied to elite preferences than 
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those of the public” (2004, 537). Erickson, Wright, and McIver (2007) agree with Brace 

et al. and offer an alternative measure, survey responses from the citizens.  

 All of the previous public pension scholarship that investigated the role of 

ideology used the Berry et al. measure rather than the survey measures recommended by 

Brace et al. (2004, 2007) and Erickson, Wright, and McIver (2007). This study uses the 

survey measure rather than the Berry et al. measure (Congressional roll call votes) to 

evaluate a state’s ideology and the funding of public pensions. Higher funded ratios 

should be found in states with more liberal ideological preferences and conversely states 

with more conservative ideological preferences should result in lower funded ratios.  

Member Profile 

 Bonoli (2000) also identified as a key independent variable the pension scheme of 

a nation: income maintenance or welfare prevention. Income maintenance programs such 

as Social Security and public pensions in the United States are contributory. Welfare 

prevention programs are means-tested and supported by general tax revenue.  Public 

pensions are income maintenance programs and require employees to contribute to their 

pensions however; there is a range of contribution levels from a low of 1.25% in Georgia 

to 13.25% in Nevada, with the typical rate between 4% and 8% (NASRA 2014). Lower 

contribution levels should be positively associated with the policy of retrenchment 

resulting in increased levels of underfunding in the states.  However, states with higher 

contribution levels will signal a proactive approach to monitoring the financial health of 

their pension plans and therefore will have higher funded ratios.     
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 The inclusion of law enforcement or fire fighters in pension membership, 

although not used in previous studies, should demonstrate a positive effect on funding 

ratios.  The events of September 11, 2001, specifically the loss of life of public sector 

employees attempting to rescue World Trade Center victims, heightened citizen 

awareness and appreciation for this group of government employees.  It is expected that 

the personal sacrifice and workplace dangers associated with those public sector positions 

will have a positive impact on executive and legislative leaders and therefore the funds 

necessary to secure their pensions will be found despite the financial impact of the 

recession and recent partisanship surrounding the issue of public sector pensions. In this 

study, pension plans are analyzed based on the member profile, with police/fire member 

plans expected to have increased funding compared to plans for bureaucrats 

(PERS/SERS), and combined plans7. As noted, pension plans for teachers are expected to 

have lower funding, and are used as the baseline to compare all other plans.  

Institutional Constraints 

  States differ in their budgeting rules and more broadly in the institutional 

constraints they face when they experience a fiscal crisis such as the 2008 recession. This 

study evaluates the impact of the restrictions such as a balanced budget requirement, a 

prohibition on deficit carryover, and term limits. . In the analysis of the factors affecting 

the percentage of annual required contribution paid, a unique institutional constraint is 

included: a legal restraint to change the ARC.  The predicted effect of a legal constraint 

                                                           
7 Combined plans are pension plans that include general employees, teachers, and law enforcement in a 

single retirement system administered by the state.  
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on the legislature to alter the ARC is negative.  A final institutional variable included in 

the study is the level of professionalism in the state legislature. 

 Unlike the budgeting rules for the federal government, the majority of states have 

enacted legislation requiring an annual balanced budget. Of course, a proposed balanced 

budget at the beginning of a fiscal year does not automatically translate to a balanced 

budget at the end of the fiscal year. To address the end of the fiscal year budget short-fall, 

states have added an additional self-imposed constraint that forbids carrying a deficit into 

the next budget cycle. Rules such as a balanced budget requirement and restrictions on 

deficit carryovers implemented to achieve positive budgeting practices have had negative 

effects in pension funding. Scholars have found however, that in practice these 

restrictions are associated with states decreasing their required pension contributions and 

therefore increasing the levels of underfunding (Chaney, Copley, and Stone 2002; 

Coggburn and Kearney 2010; Eaton and Nofsinger 2004; Munnel et al. 2008; and 

Munnel et al. 2011). States with these institutional constraints, faced with decreased 

revenues and increased demands, have been restricted in their response to the change in 

their financial health. As a result one area of “discretionary” spending, pension funding 

has been used to balance budgets and avoid shortfalls, at least on paper.  

 Some studies have found term limits as an institutional constraint to explain the 

variation across states in their pension funding performance. Elder and Wagner (2015) 

found the existence of term limits reduced average pension funded ratios by 

approximately 10 percentage points. The scholars modeled politicians weighing short-

term versus long-term needs given a brief career horizon. The expected finding, a focus 
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on short-term versus long-term public goods was found in their analysis of state pension 

funding from 2001 through 2010. It should be noted another scholar (Thom 2013) also 

explored the effect of term limits and found a negative impact yet not statistically 

significant. As noted previously however, the data source used by Elder and Wagner 

(2015) is the Public Plans Database while Thom (2013) used an independent review of 

state reports. Given the continuing dilemma of short-term versus long-term needs for 

elected officials juxtaposed with a brief legislative career, term limits should correlate 

with increased levels of pension underfunding.    

 In addition to the balanced budget requirement and deficit carryover restriction, 

several states with a legal constraint, cannot adjust their annual required contribution 

(ARC).  Munnell et al. (2008) found 19 states with statutes prohibiting an increase in 

pension contributions. Plan sponsors may accurately project the amount of state funds 

necessary, based on market and demographic changes, to calculate a revised ARC. 

However, previous legislation prevents increasing the ARC payment without new 

approval.  Therefore, without new legislation states are unable to readjust their employer 

contributions and the gap between pension assets and liabilities increases (Munnel et al. 

2008). A review of 2006 data (before the recession) found that 56% of states paid the 

ARC and 44% failed to pay the ARC. Of the 44% not paying the ARC, a majority of 

states (30%) had a legal constraint prohibiting them from increasing their payments, and 

a minority (14%) did not (Munnel et al. 2008). State legislatures aware of the need to 

adjust their legislation to fix a “procedural problem” after the recession, must add this 

demand to the growing list for state budgets. 
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 A final factor explored within the institutional constraints cluster is the 

professionalism of the state legislature. Scholars have investigated the effect of 

professionalism of legislatures-defined by a series of measures such as salary, staff 

resources, and length of sessions –on the internal rules and procedures of the institutions 

and the policy output (Squire 2007).  

 Although, scholars investigating the effect of professionalism on public pensions 

have used the same metric, the Squire index, they found inconsistent results.  Thom and 

Randazzo (2015) concluded  more professional legislatures corresponded to increased 

underfunding, while Coggburn and Kearney (2010) found the opposite results, a more 

professional legislature decreased the underfunding of pensions. This study uses the 

Squire index but the length of the time analyzed is expanded (2001-2013) and the pension 

plan specifics are obtained from a standardized repository, the Public Plans Database 

rather than an independent analysis of state reports.   

 Therefore, legislatures that are more professional should have a positive impact 

on funding. Given more time in legislative session and more staff resources, elected 

officials in more professional legislatures should have a more thorough understanding of 

the issue and should work to improve the pension fund performance. Specifically, those 

legislators with more time in session and experts on staff to analyze proposed bills will 

understand the effects of benefit expansion for the public sector and will provide 

adequate funding mechanisms to minimize underfunding.  
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State Factors 

 As noted, the Great Recession has brought the topic of public pension funding to 

popular attention. Yet scholars had been investigating the variation across states for 

several decades.  While there is not yet agreement in the literature8 on the factors 

contributing to the underfunding of pensions, several independent variables have more 

consistently than not been positively associated with pension underfunding.  The majority 

of studies have determined the presence of fiscal stress within a state and the use of 

specific accounting methods led to an increase of underfunding.  

  Fiscal stress has been measured as an increase in unemployment (Mitchell and 

Smith 1994; Elder and Wagner 2015), a deficit in the general fund balance (Chaney, 

Copley, and Stone 2002), interest paid as percent of revenue (Eaton and Nofsinger 2004; 

Coggburn and Kearney 2010), total public debt as percent of revenue (Eaton and 

Nofsinger 2004), state debt as percent of personal income (Elder and Wagner 2015) and 

state debt as percent of gross state product (Munnell et.al 2008; Munnell et al. 2011; 

Thom 2013). The budget circumstances in state capitals following the recession were 

similar to those faced by many Americans in their personal budgets-less revenue coming 

in and more demands. For states, just as the revenue side was decreasing, there were 

more demands placed on budgets as their citizens faced unemployment and loss of 

healthcare (Donovan, Mooney, and Smith 2013).  Declining state revenues exacerbated 

                                                           
8 The majority of the literature on state public pensions has been written by economists and finance 

scholars. An exception is Terry Moe and Sarah F. Anzia’s The Politics of Pensions. The paper was presented 

during the APSA 2013 annual conference. The empirical analysis looked at 268 bills voted on in state 

legislatures from 1990-2011 and concluded until the “Great Recession” both Republican and Democratic 

legislators voted to increase pensions. The Great Recession brought a new reality and now public 

pensions have become a partisan issue.   



 

 

 

38 

by the national economic recession forced many states to increase borrowing to meet 

operational needs and delay capital expenditures. In some state capitals, the pressure to 

avoid a budget shortfall while also shunning a tax increase translated to decreasing or 

skipping the pension contributions (Seidman 2015). The present study uses state debt as a 

percent of gross state product to capture the fiscal stress of states. It is expected that as 

the percentage of state debt to gross state product increases both the funded ratio and the 

percent of ARC paid will decrease.  

 A variation in accounting methods9 has also consistently demonstrated a strong, 

positive relationship with higher levels of underfunding (Chaney, Copley, and Stone 

2002; Eaton and Nofsinger 2004; Munnel et al. 2011). As an example of accounting 

differences, states that use the less restrictive methods to calculate liabilities, such as the 

projected unit credit (PUC) method versus the entry-age normal (EAN) method,10 also 

                                                           
9 Significant attention (Chaney, Copley, and Stone 2002; Reilly 2013) has been paid to the nuances of 

financial accounting rules for private sector firms (Generally Applied Accounting Principles GAAP) and 

public sector requirements (Governmental Accounting Standards Board GASB). The differences as they 

relate to public pensions include the discount rate used for evaluating assets, public pensions have used a 

historical or fixed rate usually 7%-8% .The private sector recognizes gains and losses in investments as 

they occur (mark-to-market) while the public pensions use smoothing to average gains and losses over a 

set period of time (usually five years). All of these practices can impact the reported funding level of a 

state’s pension as well as the actuarial required contribution, also referred to as the annual required 

contribution. The differences between the private sector and the public sector methods and the 

controversy over the effects should these changes be implemented for public pensions while of concern 

to public administration and public finance scholars, is not a primary focus of this research. The focus of 

the accounting measure differences will be targeted to differentiating between states in their 

performance of funding or underfunding of pensions. 

10 PUC (projected unit credit) and EAN (entry-age normal) determine how much money should be put 

aside to fund a pension plan, and both methods generate funded ratios. However, the EAN method 

requires a larger contribution. Therefore, “given comparable funded ratios, plans using the EAN method 

have recognized more liabilities and accumulated more assets than those using the PUC, which is the 

dominant costing method in the private sector” (Munnell et al. 2011,250). 
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use more generous estimated rates of return, and longer periods of amortization. All of 

these choices lead to higher levels of underfunding.  Scholars analyzing state pensions 

and accounting standards in the 1990’s predicted this possibility: 

Mitchell and Smith (1994,288) report data from the late 1980s indicate no 

instances of egregious misuse of actuarial and economic assumptions for the 

purpose of reducing employers’ pension fund contributions. Nevertheless …the 

funding status of public sector pension plans may deteriorate quickly if 

unprecedented state budget deficits impose new economic pressures’. Consistent 

with Mitchell and Smith’s warning, our analysis suggests that by the mid 1990s 

state governments both deferred pension funding and selected higher discount 

rates in response to fiscal and budgetary stress (Chaney, Copley, and Stone 2002). 

 Scholars concluded states recognize their underfunding challenge and use a 

variety of methods to minimize the deficit. The “gimmicks” used to project a higher 

funded ratio in the short run may hide a state’s predicament with their pension funds to 

citizens and other interested stakeholders. However, scholars have found a strong 

correlation –those states with the most serious funding shortfalls use a variety of 

accounting methods to diminish their predicament (Munnell et al. 2015).      

Conclusion 

 

 Scholars have found benefits can be taken away from constituents when elected 

officials believe there will not be a “public outcry”.  The potential of a backlash from 

those losing benefits has moderated policy retrenchment in national welfare and social 

insurance programs. Pierson’s (1994) retrenchment theory has not been applied to the 

U.S. states and their response to the public pension-funding crisis.  

 Jacob’s (2011) investment theory has also not been applied to the U.S. states, to 

determine if conditions found in state legislatures mirror those found in national policy 
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debates. This study applies Pierson’s (1994) retrenchment theory and Jacob’s (2011) 

investment theory to state funding of public pensions.  
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CHAPTER 3 

HYPOTHESES, METHODS, DATA 

Hypotheses 

 The existence of a variation in state pension funding is clear and despite the recent 

attention to this critical issue, there remain questions as to what factors explain each 

state’s response.  Although public pensions are nationwide phenomena, not all states are 

the same. Therefore, looking at just one state, such as a “star” or a “failure” with respect 

to funded ratio and percentage of ARC paid, would not be sufficient.  Rather, I choose to 

explore public pensions across all states, using retrenchment theory (Pierson 1994) and 

investment theory (Jacobs 2011) to investigate state responses to the 2008 recession. 

 This study uses both quantitative and qualitative methods to investigate the 

variation across states, focusing not only on those states deemed “failures” for the 

presence of specific conditions but also investigating the “stars” to confirm or disconfirm 

the effect of the conditions. Given the increased financial role of the states in the national 

and global economy,11 the implications of the variance in their performance impact not 

only public sector retirees for decades to come, but their current and future citizens as 

well. The findings therefore contribute to a better understanding of the economic, 

political, and institutional conditions that improve a state’s ability to meet obligations as 

an employer and as a steward of public funds. 

                                                           
11 As noted by Rodriquez-Tejedo and Wallis, “American state and local governments manage extremely 

sophisticated systems of public finance. In the first decade of the twenty-first century, state and local 

governments combined borrow roughly $300 billion a year to finance capital and infrastructure 

investments. Subnational governments that are clients of the World Bank, with about 60% of the world’s 

population, borrow only about $5 billion a year (Fiscal Institutions and Fiscal Crisis, in When States Go 

Broke eds. Conti-Brown and Skeel 2012, 10).  
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 In addition to identifying the explanatory factors and the relative effect of each 

independent variable on a state’s funded ratio and the percentage of annual required 

contribution paid, this study provides an opportunity to apply theoretical frameworks 

developed by scholars to explain national retrenchment or investment at the state level of 

government.  

Expectations 

 Interest Group Variables 

It is expected that public sector employees should support a state that contributes 

the required annual amount to the pension fund and criticize a state that fails to make the 

annual required contribution. Public sector employees represented by unions have the 

opportunity to organize a response should pension benefits be underfunded by the state.  

Following Pierson’s (1994) lead in studying the strength of interest groups and the 

potential for a public outcry, I expect states with lower density levels of public employees 

and lower density levels of unionized public sector employees to show policy 

retrenchment. In this instance, policy retrenchment translates to underfunding of 

pensions. 

 Given the primary purpose of unions to argue for worker benefits, in states 

providing collective bargaining for public sector employees, higher funded ratios and 

higher percentages of the annual required contribution (ARC) paid is expected.  

Conversely, states that have passed right-to-work legislation that applies to the public 
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sector workforce have signaled an “anti-union” environment and lower funded ratios and 

lower percentages of ARC is expected. 

 The importance of interest group strength identified by Pierson (1994) in 

examples of retrenchment at the national level led to the inclusion of this condition at the 

state level.  Therefore, interest group influence variables are expected to have an effect 

on the funding of public pensions and are evaluated via four measures. The density of 

public employees (percentage of state government employees versus all others), the 

public union density (percentage of state employees represented by a union), collective 

bargaining rights (state extended collective bargaining rights to state employees through 

state constitution or legislation; including the duration and innovator status), and finally 

right-to-work legislation. 

Political Influence Variables 

 Given Jacobs (2011) finding that evenly matched groups are unable to force their 

preferred redistribution of costs onto the other, the condition of policy investment should 

exist in states with equivalent percentages of each political party in the state legislature.12  

The variable (Democratic control) measures the balance of power (or imbalance) between 

the political parties with one party controlling the majority of both chambers.  

 In contrast to Jacobs (2011), other scholars have also found the presence of 

unified government as a condition for economic development and credible budget 

allocation. Unified government, with the executive, and both legislative chambers under 

                                                           
12 I explored several different specifications to capture this condition including percent of legislative seats held by 

each political party as well as various interaction terms.  
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the control of the same political party increases the accountability of the elected officials 

in the eyes of voters. With full responsibility for all branches of state government, both 

Republican and Democratic unified governments will increase funded ratios and 

percentages of annual required contributions paid. 

 After the 2008 recession, scholars (Moe and Anzia 2013) found a divergence in 

political party support for public pensions. Prior to the recession Moe and Anzia (2013) 

found support for funding public pensions from members of both political parties. 

However, after 2008 they found Republicans championed eliminating the defined benefit 

pension plan and converting public sector pensions to defined contribution plans while 

Democrats pushed reform but not the elimination of the defined benefit pension. 

Therefore, an expected finding is states with a Republican supermajority will have 

decreased funded ratios and decreased percentages of annual required contributions, 

while states with Democratic supermajorities will have increased funded ratios and 

percentages of annual required contributions.  

 A final variable included in the political influence analysis is the ideology of 

citizens.  Scholars analyzing the link at the federal level (Stimson, Mackuen, and Erikson 

1995) and the state level (Erickson, Wright, and McIver 1993) have documented the 

ideology of citizens and the responsiveness of elected official to their preferred policies. 

In numerous studies, for example there has been a documented difference between the 

preferred public policies of Massachusetts versus Mississippi (Bartels 2008) although 

there is not a perfect correlation between public opinion within a state and the 

corresponding state policy (Lax and Phillips 2012).  
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 With the recent availability of state level ideology data,13  this study is able to use 

survey responses of citizens (liberal/conservative) and expects that states with more 

liberal ideological preferences are associated with higher funded ratios and conversely 

that states with more conservative ideological preferences have lower funded ratios.  

 Political influence measures included in this study have had inconsistent results 

in previous research explaining state variation. Therefore it is unknown if statistical 

significance will be found in unified government, democratic control, or citizen ideology.  

However, given more recent data and access to the Public Plans Database it is expected 

that this study will shed light on the conflicting results from previous studies. 

 It is expected unified government will allow executive and legislative branches to 

agree on a method to bridge revenue and expenditure gaps in state budgets, but that the 

results will vary depending on the majority party’s policy position. A decision to invest 

or retrench from public pensions will be dependent on the position of the party in control 

of the unified government. As a result the qualitative analysis is necessary to further 

explore the differences across states resulting from Republican and Democratic partisan 

preferences. 

 Democratic control highlights states with Democrats holding majority control of 

both legislative chambers. Given the Democrats historical support of government 

programs, public employees, and labor, the presence of Democratic majority control is 

expected to have a positive effect on public pensions. States with Democratic majority 

                                                           
13 Enns, Peter K. and Julianna Koch. 2013.  
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control are expected to have higher funded ratios and a higher percentage of meeting the 

required annual contribution. 

  The ideology of the state’s citizens as calculated by the percent liberal in public 

opinion polls is also expected to positively correlate with funded public pensions. 

Member Profile Variables 

 Given the public perception and regard for those public servants that risk their 

lives on behalf of their fellow citizens, pension plans for Police/Fire members are 

expected to have increased funded ratios and percentages of annual required 

contributions compared to pension plans covering teachers (baseline), bureaucrats 

(PERS/SERS), and a mix of all public employees in a state (Hybrid). 

 Another explanatory variable included in the member profile group is the 

employee contribution rate.  Most public sector employees unlike the private sector 

contribute a percentage of their salary to the pension plan. Plans with higher percentages 

of contributions from employees are expected to have increased funded ratios and 

percentages of annual required contributions.  Although the average employee 

contribution rate is 8.4% of salary, there is a range from zero 14contribution to 12% of 

salary. 

  

                                                           
14 PPD shows four pension plans with a zero-member contribution rate for the study period: Florida (#26), Michigan 

SERS (#54), Missouri DOT and Highway Patrol (#60), and Missouri State Employees (#63). 
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 Member profile variables include the percentage of payroll deducted from salaries 

toward the pension plan, and the type of employee (police/fire, bureaucrat [pers/sers], 

teacher, or combined plan [hybrid]). It is expected that higher contribution amounts will 

correlate with increased funded ratios and percentages of ARC paid. Expectations are 

mixed on the profile of workers and the funded status based on previous scholarship.  

However, this study includes a new variable, identifying pension plans dedicated to 

public safety workers and it is expected those plans will reflect increased funding.  

Institutional Variables 

 Scholars consistently find a negative effect on pension funding in states with a 

balanced budget requirement and a deficit carry-over prohibition (Chaney, Copley, and 

Stone 2002; Coggburn and Kearney 2010; Eaton and Nofsinger 2004; Munnel et al. 

2008; and Munnel et al. 2011).  Balanced budget requirements and deficit carry-over 

prohibitions limit options available to state governments and therefore the pension funds 

become more valuable in closing budget gaps. Terms limits for elected officials have also 

consistently been found to have a negative effect on pension funding (Thom 2013; Elder 

and Wagner 2015). 

  Conflicting results have been found by scholars exploring the professionalism of 

state legislatures. Thom and Randazzo (2015) concluded more professional legislatures 

corresponded to increased underfunding, while Coggburn and Kearney (2010) found the 

opposite results, a more professional legislature decreased the underfunding of pensions.  
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 Institutional constraints such as a balanced budget requirement, a prohibition on 

deficit carryover, and term limits is expected to negatively influence the funding of 

pensions and is included in the model. Additionally, the presence of legal constraints is 

expected to have a negative impact on adjusting the percent of the state’s contribution to 

the pension fund and is included in the ARC model. The final measure of institutional 

constraints, the professionalism of the legislature is also predicted to have a positive 

effect on funding, given staff and time resources to understand the long-term impact of 

the issue (Coggburn and Kearney 2010).  

State Factor Variables 

 In previous studies, two factors have been statistically significant and positive 

predictors of underfunding in state pension funds: the presence of fiscal stress within the 

state and the use of specific accounting methods that artificially decrease the liability of 

the pension system.  Therefore, this study also uses both factors. 

 This study uses state debt as percent of gross state product to capture the fiscal 

stress of states. As the percentage of state debt to gross state product increases, both the 

funded ratio and the percent of ARC paid should decrease.  

 To capture the accounting differences used by states, this study identifies pension 

plans by a variety of accounting methods used. The expectation is that states using the 

Projected Unit Credit (actuarial2) should have decreased funded ratios and decreased 

percentages of ARC paid.  Although the method was permitted during the study period 

(2001-2013), the Government Accounting Standards Board (GASB) issued guidelines in 
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2012 (Book of States 2013) that the Projected Unit Credit method should no longer be 

used. All states effective with the 2014 reports must use the Entry Age Normal 

accounting method to estimate their liabilities. 

 Several state factors have consistently been found to have statistical significance 

in previous studies and two have been positive predictors of underfunding in state 

pension funds: the presence of fiscal stress and the use of specific accounting methods 

(PUC, FIL, and AGG) that artificially decrease the liability of the pension system. 

Therefore, the two consistent explanatory factors (fiscal stress and accounting methods) 

are included in the model. 

 Control variables such as population growth, percent of population over 65, 

unemployment rates, educational attainment levels, and per capita income are included in 

the study. 

A summary of hypotheses follow: 

Annual Required Contribution: percentage of annual required contribution paid 

can predict funded ratios 

 H1: Funded ratios will increase in states with higher percentages of ARC paid. 

 

Interest Group Influence: five indicators of interest group influence can predict 

funding ratios 

 Public Employee Density 

 H2: Funded ratios15 will increase in states with higher public employee density. 

 Public Union Density 

 H3: Funded ratios will increase in states with higher public union density.  

 Collective Bargaining 

                                                           
15 Funded ratios and percentages of annual contribution paid follow same pattern (increase or decrease).  
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 H4: Funded ratios will increase in states that permit collective bargaining for 

 state employees. 

 H5: Funded ratios will increase in states with longer duration of collective 

 bargaining rights for state employees. 

 H6: Funded ratios will increase in states recognized as early adopters of 

 collective bargaining rights for state employees. 

 Right-to-Work Legislation 

 H7: Funded ratios will decrease in states with right-to-work legislation. 

 

Political Influence: three indicators of political influence can predict funding ratios 

 Unified Government/Divided Government 

 H8: Funded ratios will increase (decrease) in unified governments (dependent on 

 majority party’s position).  

 Democratic Control 

 H9: Funded ratios will increase in states with Democratic majority control in both 

 chambers. 

 State ideology 

 H10: Funded ratios will increase in states with a more liberal ideology.  

 

Member Profile:  four indicators describing types of members and amount 

contributed to a pension can predict funded ratios  

 Member Composition 

 H11: Funded ratios will decrease in state pension plans that include teachers in 

 the membership. 

 H12: Funded ratios will increase in state pension plans that include law 

 enforcement  and fire fighter personnel in the membership. 

 Contribution Level 

 H 13: Funded ratios will increase in states with increased employee contribution 

 levels. 

  

Institutional Constraints: five indicators of institutional constraints can predict 

funded ratios 

 Balanced Budget Requirement 

 H14: Funded ratios will decrease in states with a balanced budget requirement. 

 Deficit Carryover 

 H15: Funded ratios will decrease in states that prohibit a deficit carryover.  

 Term Limits 

 H16: Funded ratios will decrease in states that have term limits. 
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 Legal Constraints16 

 H17: Percentages of ARC17 paid will decrease in states with legal constraints. 

 Professionalism of legislature 

 H18: Funded ratios will increase in states with legislatures that are more 

 professional. 

 

State Factors: two indicators of state conditions can predict funded ratios  

 Fiscal Stress: because state governments can choose to delay pension funding 

 given reduced revenues, the following was expected: 

 H19: Funded ratios will decrease as fiscal stress increases.  

 Accounting Methods: because state governments can choose to minimize the 

 liability of the state pension fund, the following was expected:   

 H20: Funded ratios will be lower in states that use the PUC (projected unit 

 credit), FIL (frozen initial liability), and AGG (aggregate) method of valuation 

 than states that use the EAN (entry-age normal) method of valuation. 

 

 

Methods and Data 

 

 The study uses both quantitative and qualitative methods to address the research 

questions: Given the national recession of 2008, what factors explain a state’s public 

pension plan’s financial stability? Using both the snapshot measure (funded ratio) and 

the long-term trend (annual contribution required) over the study period what explicates 

the solvency of a state’s pension plan?  

 Given the financial stability (or instability) of a state’s pension plan, what factors 

explain state decisions to  maintain or eliminate a defined benefit for the public sector 

employees? 

                                                           
16 Legal constraints: States with a legislative prohibition to increase the annual required contribution 

(ARC). 

17 Funded ratios for states with legal constraints (334 observations) were eliminated from funded ratio 

analysis but were included in the ARC analysis.   
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  The quantitative analysis addresses the question of causal effect on the funding of 

public pensions across the states.  For example, does the ideology of the state’s citizens 

(Political Influence) or the presence of term limits (Institutional Constraints) predict the 

funding or underfunding of public pensions?  The qualitative portion of the study 

explains how and why these factors have an impact on pension funding in specific states. 

Quantitative Analysis 

 A cross sectional study of all U.S. states is conducted with data collected from 

2001 through 2013, using the Public Plans Database18 as the source for the pension plans 

in the study. The dependent variables represent the two standard metrics used in the 

academic and financial literature to evaluate a state’s level of funding for public pensions.  

A summary of the dependent and independent variables follow:  

 (DV) Funded Ratio  

 The aggregate pension funded level by State. Formula for determining level: 

 percentage of the actuarial accrued liability (AAL) that is currently funded 

 through the actuarial value of the plan’s assets, calculated by AVA/UAAL. 

 Source: Public Plans Database (Line 12) http://crr.bc.edu/data/public-plans-

 database/.  

 

DV) Annual Required Contribution  

 The amount needed to be paid by the respective state during the current fiscal 

 year to fund the benefits earned in that year by current employees (normal cost) 

 and a portion  of unfunded liability from prior years. 

 Source: Public Plans Database (Line 17) http://crr.bc.edu/data/public-plans-

 database/. 

                                                           
18 Public Plans Database created in 2001 by the Center for Retirement Research at Boston College 

provides access to over 150 state and local pension plan data: http://publicplansdata.org/public-plans-

database/. 

 

http://crr.bc.edu/data/public-plans-%09database/
http://crr.bc.edu/data/public-plans-%09database/
http://crr.bc.edu/data/public-plans-%09database/
http://crr.bc.edu/data/public-plans-%09database/
http://publicplansdata.org/public-plans-database/
http://publicplansdata.org/public-plans-database/
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(IV) Interest Group Influence  

 Public Employee Density: number of state employees per 10,000  

 Source: Governing Sourcebook, U.S. Bureau of Labor Statistics, U.S. Census 

 Public Union Density: Percent of state employees belonging to unions 

 Source:  U.S. Bureau of Labor Statistics, January 2015 Report, Table 3 (Public 

 versus  Private Union Membership; Table 5 (state data).     

 Collective Bargaining: 

 Source: National Bureau of Economic Research (NBER) Public Sector Collective 

 Bargaining Law Data Set, and Anzia and Moe (2016). 

 Right-to-Work State: 

 Source: Center for Economic and Policy Research (Sanes 2014) 

 

(IV) Political Influence 

 Unified /Divided Government 

 Majority control of upper and lower house and executive by members of same 

political party (1=all same parties, 2= governor different, legislature same party, 

3= governor and one house same party, other house different party). 

 Source: Book of States 

 Democratic Control:  

 Dummy variable, majority control Republican or split control =0, Democratic 

majority in both chambers =1 

 Source: Book of States 

 Ideology of state: Use state political ideology score calculated by Enns and Koch 

 (2013). Score based on surveys of state residents and yields a percent liberal 

 annual score from 1976 through 2010. Methodology avoids using elite roll-call 

 voting model (Berry et al. 2010) to determine ideology of state. Enns and  Koch 

 (2013) build on efforts of public opinion scholars to use national polling data 

 segregated by state to create a state political ideology score (Brace et al. 2004, 

 2007).  

 Source:  Replication data for Public Opinion in the U.S. States: 1956-2010. 

 Available from Harvard Dataverse 

 (http://dataverse.harvard.edu/dataset.xhtml?persistentId=hdl:1902.1/21655).                               

  

Member Profile 

 Police/Fire: Dummy variable, 0= if no police/fire members, 1=police/fire 

 members 

 PERS/SERS:  Dummy variable, 0=if no general employees, 1=general employees 

 Hybrid: Dummy variable, 0= if not mixed members, 1= mixed members 

 Baseline: Teacher plans used as baseline 

http://dataverse.harvard.edu/dataset.xhtml?persistentId=hdl:1902.1/21655
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 Source: Public Plans Database (coding of member types changed in PPD during 

 study)  

 Contribution Level: Employee share of total pension contributions (share x 100) 

 Source: Public Plans Database (Line 146) http://crr.bc.edu/data/public-plans-

 database/ 

 

(IV) Institutional Constraints  

 Dummy variable for balanced budget requirement (1=requirement, 0=no 

 requirement) 

 Dummy variable for deficit carryover prohibition (1=prohibition, 0= no 

 prohibition) 

 Dummy variable for term limits (1=term limits, 0=no term limits) 

 Source: Book of States 

 Dummy variable for legal constraints on percentage of state contribution (

 1=constraint,  0=no constraint)  

 Source: National Conference of State Legislatures Reports; Center for Retirement 

 Research (State and Local Pension Plans, Number 7, May 2008, Appendix A, 

 Plans Statutorily Constrained from Making their ARC)  

 Professionalization of Legislature: Use calculated score for each state legislature 

 evaluating three components (salary, time demands, staff/resources) against 

 Congress as baseline ( 1= perfect correlation, 0= no correlation) 

 Source:  Measuring State Legislative Professionalism: The Squire Index 

 Revisited (Squire 2007). 

 

State Factors 

(IV) Fiscal Stress  

 Ratio of a state’s debt to its gross state product (GSP) 

 Source: Two sources used to calculate fiscal stress. The U.S. Census Bureau 

database for state and local government finances and employment determined 

debt levels (http://www.census.gov/compendia/statab/2011/tables/11s0452.pdf). 

The Department of Commerce’s Bureau of Economic Analysis reports 

determined gross state product (http://blog.bea.gov/category/gdp-by-state/.   

 

(IV) Accounting Methods 

 Projected Unit Credit (PUC):  Accounting 2 dummy variable, 0= not using PUC, 

 1= PUC method used 

 Frozen Entry Age (FIL): Accounting 3 dummy variable, 0= not using FIL, 1= FIL 

 method used Aggregate Funding Method (AGG): Accounting 4 dummy variable, 

 0=not using AGG, 1= AGG method used   

 Baseline: Entry Age Normal (EAN) method used:  

http://crr.bc.edu/data/public-plans-%09database/
http://crr.bc.edu/data/public-plans-%09database/
http://www.census.gov/compendia/statab/2011/tables/11s0452.pdf
http://blog.bea.gov/category/gdp-by-state/
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 Source: Public Plans Database (Line 33) http://crr.bc.edu/data/public-plans-

 database/ 

 

Control Variables  

 Population Growth: Census results from 2010 compared to 2000, percentage 

 change of population 

 Percent of Population over 65: Census results from 2010  

 Unemployment Rate: 2001-2009, Statistical Abstract, Table 628; 2010-2013, 

 BLS, Department of Labor Education Attainment Levels: Census results from 

 2010   

 Per Capita Income: Bureau of Economic Analysis   

 

Sources of Data 

 This study includes recent data for all states from the Public Plans Database. 

Previous political science studies relied on scholars’ independent analysis of state data 

provided by their comprehensive annual financial reports (CAFR’s).  The Public Plans 

Database (PPD), created in 2001 by the Center for Retirement Research at Boston 

College provides access to over 160 pension plans updated annually. The 160 state and 

local defined benefit pension plans cover over 26 million members including 13 million 

active state and local government employees. In 2013, the pension plans held total assets 

of $2.97 trillion dollars. 

 The Center for Retirement Research (CRR), created in 1998 as part of the Social 

Security Administration’s Retirement Research Consortium (RRC) along with its 

affiliates (Brookings Institution, the Massachusetts Institute of Technology, Syracuse 

University, and the Urban Institute) has worked to provide researchers timely access to 

current, standardized data.  The Center for Retirement Research staff collects data from 

certified annual financial reports, actuarial valuations, plan member handbooks, and 

http://crr.bc.edu/data/public-plans-%09database/
http://crr.bc.edu/data/public-plans-%09database/
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administrators. The data is available in an easily accessible Public Plans Database, with 

over 100 variables annually updated for each pension plan such as a pension plan’s 

actuarial methods, assumptions, and asset and liability valuations. PPD also provides 

detailed information on each plan’s membership and retirees, asset allocation, and 

asset returns.    

 The Center for Retirement Research staff review individual state pension reports, 

culling critical data from annual reports, actuarial reports, and valuation studies to ensure 

the status of pension plans can be accurately understood and compared. Previous pension 

scholarship has relied on an individual researcher reviewing the documents to ascertain 

the comparable information. Although a standardized data base does not preclude errors, 

the group effort and transparency of data collection at the Center for Retirement Research 

improves the accuracy of PPD information.  I believe my use of this data source, given 

the standardization of data and the third-party review provided by the staff at the Center 

for Retirement Research, can contribute to a better understanding of the mixed results 

found in previous studies.  

 The study period, begins in 2001, with the first year of standardized data available 

from PPD. The study period ends in 2013 because of a new rule issued by the 

Governmental Accounting Standards Board (GASB) in 2012. The new pension standards 

became effective July 1, 2014 and as noted “dramatically changed the way pensions are 

calculated and reported in a government’s financial statement” (Poynter 2013).  The new 

rule effects several measures reported by the states, the most significant for this study, the 

percentage of annual required contribution (ARC) paid. Due to accounting changes, after 
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2013, states were no longer required to report the ARC as previously calculated and 

reported. As a result, the quantitative analysis concludes with data reported through 2013, 

using consistent methods throughout the study period. 

 In addition to the Public Plans Database, data from the National Conference on 

State Legislatures, Book of States, and U.S. sources such as the U.S. Census, Bureau of 

Economic Analysis, and U.S. Department of Education contributed to the creation of the 

unique data set.  

Qualitative Analysis 

 

 The case studies examine in detail the mechanisms and causal sequence of events 

within the states that resulted in either underfunding (retrenchment) or funding 

(investment) in public pensions. As noted by Pierson (1994) retrenchment can occur 

when the “losing” group has been unable to mobilize, when the opposition divides the 

“losing” group, and when attractive alternatives exist in lieu of the lost benefit. Although 

Pierson’s research focused on national legislatures, the expectation is that state 

legislatures engaged in retrenchment provided evidence of the same causal factors. For 

example, retrenchment in funding public pensions was expected in states with weak 

public sector unions (measured via public employee density and public union density); or 

when the legislature  created tiered benefit reductions (measured as applying to one 

group, for example bureaucrats but not public safety employees, or new hires but not 

current employees). 

 Jacobs (2011) argued many research efforts focus on the distribution of benefits 

and costs across groups—winners and losers-- at a specific point in time and fail to focus 
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on the long term effect of policy decisions. Jacob’s research agenda on policy investment 

sought to answer the following: “Under what conditions do democratic governments 

enact policies that impose costs on constituents in the short-run in order to produce long-

run social gains” (2011, 4).  Jacobs (2011) found a key condition for investment to occur 

was the inability to force a redistribution scheme on the opposition. Although Jacob’s 

research focused on national legislatures, the expectation is that state legislatures engaged 

in investment would provide evidence of the same causal factors. For example, would 

states that had continued to fund public pensions, despite the fiscal crisis, reveal cost-

sharing responses across political parties. In contrast, would unified governments 

(dependent on political party ideology) reveal costs imposed on the minority? 

 The case studies evaluate the evidence of retrenchment or investment in states. 

Initially, an analysis of pension legislation in 50 states enacted from 2001 through 2013 

(National Conference of State Legislatures), identified actions as minimum, moderate, or 

maximum retrenchment. An example of a minimum retrenchment action is the 

suspension of a cost-of-living adjustment (COLA). The loss is a minimum retrenchment 

because a COLA would have increased the monthly benefit to keep pace with other 

increases in expenses such as food, utilities, etc., but the monthly benefit or salary for the 

retiree or employee is still in effect. A maximum retrenchment action therefore would 

eliminate a guaranteed monthly benefit. Using the minimum and maximum retrenchment 

action in contrast with funded ratio, I identified four states for case analysis. 

 Two states without funded ratio problems, Delaware and Oklahoma, examine 

similarities in achieving adequate pension funding; yet reveal contradictory actions of 

minimum retrenchment (Delaware) and maximum retrenchment (Oklahoma).  Two states 
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with funded ratio problems, Rhode Island and New Jersey, examine the differences in 

response to the crisis. Rhode Island eliminated the defined pension benefit for future and 

current employees, a maximum retrenchment action, and New Jersey has implemented 

retrenchment actions, yet did not maintain an agreement in 2011 to close the funding gap.   

 The methods to conduct the case studies began with a review of popular press 

reports, and scholarly research. In addition an analysis of public documents such as 

legislative hearings, debates, and commission reports offered details for state actions 

taken prior to, during, and after the study period of 2001-2013.  Finally, elite interviews 

with key stakeholders including public sector union officials, pension administrators, and 

legislators provide the context in each state’s response to public pension funding 

decisions.  See Appendix A for interview questions. 

 The four cases provide an opportunity to confirm or disconfirm the conditions of 

retrenchment and policy investment.  As noted by Van Evera (1997), researchers should 

“explore the case (or cases) looking for congruence or incongruity between expectations 

and observation” (55). 

 Prior to the analysis there was an acknowledgement that states could improve 

performance on the outcome measures (funded ratio and percentage of annual required 

contribution paid) while enacting policies of retrenchment. For example, states requiring 

higher levels of contributions from employees and eliminating cost of living increases for 

current beneficiaries yet not increasing the state’s contribution to the pension fund would 

impose retrenchment on the public sector employees, yet not achieve improved 

outcomes.  New Jersey’s case analysis confirms this set of conditions.  Improved 

performance on the outcome measures (funded ratio and percentage of annual required 
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contribution paid) is not always associated with investment policies. Likewise, declining 

performance on the outcome measures is not always associated with retrenchment 

policies.  I use the case studies to explore the factors that explain both the retrenchment-

investment continuum and the solvency-insolvency continuum (see Figure 3.1). 

 

 

Figure 3.1. Typology of States: Funding Status (Solvent/Insolvent) and Benefit Status 

(Retrenchment/Investment) 

 

 

Solvency 

 

 

 

  Retrenchment          Investment 

 

 

    

        

 

 

 

 

Insolvency 

 

Source: Author’s review of Public Plans Database and National Conference on State Legislature Pension 

Legislation (2001-2013).   

 ARC/Funded Ratio Positive 

 Defined benefit plan not 

eliminated  

 Example: Delaware 

 

 ARC/Funded Ratio Negative 

 Defined benefit plan not 

eliminated  

 Example: New Jersey 

 ARC/Funded Ratio Positive 

 Defined benefit plan eliminated 

for future retirees 

 Example: Oklahoma 

 ARC/Funded Ratio Negative 

 Defined benefit plan eliminated 

for current workers 

 Example: Rhode Island 
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Table 3. 1. Hypotheses and Variables 

Hypotheses Variables 

H1: Funded ratios will increase with greater percentages of ARC paid.  Annual Required Contribution 

Interest Group Influence  

H2: Funded ratios* will increase with greater public employee density. Public Employee Density 

H3: Funded ratios will increase with greater public union density. Union Density Public Sector 

H4: Funded ratios will increase in states that permit collective bargaining for 

state employees. 

Collective bargaining 

H5: Funded ratios will increase in states with longer duration of collective 

bargaining rights for public sector employees. 

H6: Funded ratios will increase in states recognized as early adopters of 

collective bargaining rights for state employees. 

H7: Funded ratios are lower in states that have passed right-to-work legislation 

for public sector workplaces. 

Duration of CB 

 

Innovation 

 

Right-to-work state 

Political Influence  

H8: Funded ratios will increase in states with unified government. Unified Government 

H9: Funded ratios will increase in states with Democratic majority control of 

both legislative chambers. 

Democratic Control 

H10: Funded ratios will increase in states with a more liberal ideology. Percent Liberal 

Member Profile   

H11: Funded ratios will decrease in pension plans for teachers. 

H12: Funded ratios will increase in pension plans that include law enforcement 

and firefighter personnel in the membership compared to plans for bureaucrats 

and combined plans. 

Baseline 

Police/Fire 

PERS or SERS 

Hybrid 

H 13: Funded ratios will increase in states with increased employee contribution 

levels. 

Contribution Level 

Institutional Variables  

H14: Funded ratios will decrease in states with a balanced budget requirement. Balanced Budget Requirement 

H15: Funded ratios will decrease in states that prohibit a deficit carryover. 

H16: Funded ratios will decrease in states that have term limits. 

Deficit Carryover Prohibition 

Term Limits 

H17: Percentages of ARC paid will decrease in states with legal constraints on 

the percent of the state contribution to the public pension fund. 

Legal Constraints 

H18: Funded ratios will increase in states with legislatures that are more 

professional. 

 

Professionalism 

State Factors   

H19: Funded ratios decrease as fiscal stress increases. Fiscal Stress 

H20: Funded ratios are lower in states using the PUC (projected unit credit) 

method of valuation than in states using the EAN (entry-age normal) method of 

valuation. 

Accounting Method 

(Act2,Act3,Act4)  

 

*Funded ratios and percentages of annual required contribution paid follow 

same pattern (increase or decrease). 

 

Source: Public Pensions: Retrenchment or Investment? Evidence from the States (2018) 
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CHAPTER 4 

QUANTITATIVE RESULTS AND ANALYSIS 

 This study focused on explaining the variation in state response to public pension 

funding, following the 2008 recession. The variables that could explain the difference in 

pension funding include interest group influence, political influence, member profiles, 

institutional constraints, and state factors. The unit of analysis is the state. Therefore, only 

pension plans administered at the state level, not local pension plans were included in this 

study. For this study, I used 114 pension plans; only those administered at the state level 

and excluding those pension plans administered at the local level. The 114 pension plans 

represent all 50 states, have over 25 million members (94% of members in PPD 

database), have 12 million active employees, and have assets of $2.65 trillion dollars.  

 Although the study as noted did not include locally run municipal pension plans, 

members of the pension plans can include local government employees. The members of 

the pension plans in this study run the gamut of public servants: from bureaucrats at state 

agencies, to state troopers and local police and fire safety officers, to teachers. The 

creation of the data set began with the identification of the state administered pension 

plans in the PPD.19  Interest group variables included the number of public sector 

employees in a state, the percentage of unionized public sector employees,20 the presence 

of collective bargaining rights 21for public sector employees, and right-to-work 

                                                           
19 Pension plan name, ID number, funded ratio, ARC, accounting method, member type, and contribution rate were 

obtained from the Pension Plan Database, Center for Retirement Research at Boston College: 

http://publicplansdata.org/public-plans-database/.  

20 Public sector employment from U.S. Census and public sector unionization from Hirsh and MacPherson (2003). 

21 Collective bargaining rights from National Bureau of Economic Research (NBER) and Moe and Anzia (2016) 
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legislation22 for the public sector. Political influence variables included the presence of a 

unified government in the state, the presence of Democratic majority control in the 

legislature,23 and citizen ideology.24  Member profiles, identifying the pension plans for 

teachers, or public safety employees, and the percentage of their contribution to the 

pension plan were collected from the PPD. Institutional variables included the presence 

of a balanced budget requirement, the prohibition of a deficit carryover, term limits,25 and 

the level of professionalism 26for state legislatures.  The final cluster of variables 

included the level of fiscal stress27 in a state and the accounting methods used by the state 

to calculate their pension liability.  The accounting method used by the state was captured 

from the Public Plans Database. It should be noted; the GASB rules, issued in 2012 and 

effective after the study eliminated the choice of accounting methods for states.  

Models 

 This study uses two dependent variables, funded ratio and annual required 

contribution (ARC), to understand the variation in public pension funding across states.  

The funded ratio (a comparison of assets and liabilities) is a widely used measure, in both 

scholarly studies and press coverage that speaks to the solvency of the pension plan.  A 

100% funded ratio would translate to sufficient assets to cover all liabilities assuring all 

pension plan members their promised benefit payments would be received. Pension plans 

with funded ratios at 80% and above are considered fully funded (GAO 2007).  

                                                           
22 Right-to-work legislation for public sector from the National Conference on State Legislatures 

23 Book of States provided political party affiliation of executive, and number of seats held in each chamber.  

24 Enns and Koch 2013. 

25 Book of States provided balanced budget, deficit carryover, and term limit information. 

26 Squire Index provided level of professionalism for state legislatures. 

27 Fiscal stress calculated as ratio of state debt to gross state product, U.S. Census.  
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 A second measure used to compare states and their commitments to pension plan 

funding is the annual (or actuarial) required contribution (ARC). Actuaries calculate what 

amount a state should contribute each year to fund their pension plan. Despite the 

calculation and publication of the ARC, states vary on the percentage of the ARC paid 

each year.  

 The dependent variables (funded ratio and percentage of annual required 

contribution paid, ARC) provide complementary perspectives on the health of a pension 

plan, a broad overview of the plan and a snapshot of an employer’s commitment in a 

specific year.  The funded ratio provides an overview of the pension plan: the total assets 

held in comparison to the total liabilities (calculated by dividing the value of accrued 

assets into accrued actuarial liability).  The percentage of ARC paid gives an annual 

indication of the employer’s commitment to the pension plan.  

 In layman’s terms, funded ratio illustrates how well a plan can provide the funds 

needed to pay promised retirement benefits for current employees, past employees, and 

survivors of past employees receiving benefits.28  Percentage of annual required 

contribution paid (ARC) provides the snapshot of a state’s commitment to the pension 

plan in a given year: if the state paid all that was needed, it would pay 100% of ARC. The 

two dependent variables, funded ratio and percentage of ARC paid, are linked: 

Funded ratio= employee contributions + employer contribution (ARC) + investment earnings 

                                                           
28 The ability to change retirement benefits for current retirees and current employees depends on the 

state constitution and state law. See discussion of public school employee plans in Monahan, Amy. 2010. 

Public Pension Plan Reform: The Legal Framework. Education, Finance, and Policy 5:617-646.    
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 The funded ratio is the standard metric used to evaluate a pension plan’s health, 

however, it is also critical to evaluate the state’s commitment to the pension plan by 

analyzing the pattern of annual contributions. The present study seeks to understand what 

factors explained a state’s funded ratio as well as the factors that explained a state’s 

percentage of ARC paid. In order to show the relationship between funded ratio and 

percentage of ARC paid, I created a model to show the interrelationship between the 

funded ratio and the ARC and the clusters of explanatory variables.  

 Given that all states lost investment earnings in the 2008 recession, and most 

states collect employee contributions, I expected the funded ratio and ARC to mirror each 

other. If a state consistently paid the ARC, the funded ratio would reflect a “healthy” 

pension plan. I also expected the independent variables to affect the dependent variables 

in a consistent manner. If the potential for a public outcry was present, as predicted by 

Pierson’s (1994) retrenchment theory, both the funded ratio and the ARC would be 

positively influenced. Likewise, if a political factor, such as Democratic majority control 

was present, both the funded ratio and ARC would be positively influenced. 

 Given the ARC is itself an endogenous variable, both exerting an effect on the 

funded ratio and functionally dependent on the same variables that also explain the 

funded ratio, a regression analysis would be insufficient to understand the effects of the 

potential causes. A structural equation model (SEM) however, would reveal the direct 

effect of the variables on the funded ratio and ARC, as well as the indirect effect of the 

variables on the funded ratio via ARC.  Finally, the model would also provide the total 
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effects of variables on the funded ratio, by simultaneously considering their indirect 

effect and direct effects. The SEM appears as follows: 

Model Summary:  

Funded ratio = ARC + Interest Group Influence + Political Influence + Member 

Profile + Institutional Variables + Fiscal Stress + Accounting Methods + 

Control Variables + error term 

 

Percentage of Annual Required Contribution Paid = Legal Constraints29 + 

Interest Group Influence + Political Influence + Member Profile + Institutional 

Variables + Fiscal Stress + Accounting Methods + Control Variables + error 

term  

 

Variables 

Funded Ratio Descriptive Statistics 

 The average funded ratio in the sample is 80.12, the variation across pension 

plans and across the study period (2001-2013) is substantial. At points across the study 

period 224 plans had average funded ratios above 100%. However, across the same time 

period 61 plans at points had average funded ratios below 50%. Overall, funded ratios 

declined during the sample period. Starting from the highest average funded ratio of 

100% in 2001, the mean ratio declined consistently to 84.1% in 2006. In 2007 there was a 

slight increase in the average funded ratio to 85.4% however the decline began the 

following year (83.4%) and the mean ratio has continued to decline throughout the study 

period, ending at 72% in 2013 (see Figure 4.1.) 
                                                           
29 Legal Constraints: States with a legislative prohibition to increase the annual required contribution 

(ARC). 
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Figure 4.1. Mean Funded Ratios for 114 Public Pension Plans, 2001-2013 

Source: Author’s Data Set
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 Despite the declining average funded ratio, several pension plans and states have 

been able to achieve the recommended funded ratio of 80%. In 2013 at the conclusion of 

the study period, pension plans administered by three states (Delaware, North Carolina, 

and Oregon)30 had average funded ratios of 90% or higher. Four states (Florida, Idaho, 

Maine, and Utah) had average funded ratios of 80% or higher. The majority (33) of the 

states however had average funded ratios in the 60%-79% range, which is below the 

recommended level of 80%. Five states have average funded ratios below 60%: Kentucky 

(46%), Illinois (51%), Alaska (51%), New Hampshire (57%) and Mississippi (58%).  

 

 

                                                           
30South Dakota, Wisconsin, Tennessee and New York are also in this category however due to the use of the 

accounting method of valuation (FIL and/or aggregate cost) the funded ratios for the pension plans are not 

considered comparable. 
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Interest Group Influence (Retrenchment Theory) 

 Pensions rely on the contributions from the members (deducted from their salary), 

contributions from the employer (the state’s annual required contribution) and investment 

returns. It was expected that public sector employees would support a state that 

contributed the required annual amount to the pension fund and criticize a state that failed 

to make the annual required contribution. Public sector employees represented by unions 

have the opportunity to organize a response should pension benefits be underfunded by 

the state.  

 Two independent variables capture the potential for a public outcry and the 

strength of supporting interest groups across states, public employee density (number of 

government employees per 10,000 population) and union density (percentage of state 

employees belonging to unions.  States with higher proportions of public sector 

employees and higher proportions of unionized government employees could “generate a 

public outcry” and signal concern about the stability of their retirement funding. If this 

thesis is correct then we should see a positive relationship between public employee 

density and funded ratios and public sector union density and funded ratios.31 

 The two measures reveal public sector employment differences across states:  

public employee density varies from a low in Nevada of 455 public employees per 

10,000 citizens to 1,135 public employees per 10,000 citizens in Wyoming. Figure 4.2 

provides the average public employee density across the states for the study period. 

                                                           
31 Funded ratios and percentages of annual required contributions paid follow same pattern (increase or 

decrease). 
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Figure 4. 2. Mean Public Employee Densities, U.S. States (2001-2013) 

 

Source: Author’s calculations from U.S. Census and Book of States  

  

 The variable public sector union density captures the percentage of union 

members within a state’s public sector.  As with public employee density there is wide 

disparity between the states in this measure.  The annual figures range from a low of 

4.9% in Mississippi to a high of 67.6% in Rhode Island.32   Figure 4.3 provides the 

average public union density across the states for the study period.  

 

                                                           
32New York has higher public sector union densities but is excluded from the funded ratio analysis due to 

the accounting method used (aggregate which reports a 100% funded ratio). 
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 Figure 4. 3 Mean Union Densities in the Public Sector, U.S. States (2001-2013) 

 

 

Source: Author’s calculation from Bureau of Labor Statistics, U.S. Department of Labor, U.S. Census and 

Hirsch and MacPherson at http://www.unionstats.com/ 

 

In addition to the two density measures, collective bargaining rights for public 

sector employees and the absence of right-to-work legislation applied to the public sector 

workforce, indicate the strength of a state’s public sector as an interest group. Therefore 

the presence of collective bargaining rights for public sector employees was captured as 

an initial variable.  In addition to the presence of collective bargaining rights, I added two 

additional variables following the initial analysis to better understand the effect of 

collective bargaining rights in the states. The two additional measures capture the 

duration of the collective bargaining agreement between the state and the public sector 

http://www.unionstats.com/
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labor unions and a dummy variable highlights the states that initiated collective 

bargaining rights for public sector employees (innovator, INV). 

  Wisconsin in 1959 was the first state to grant collective bargaining rights for the 

public sector, and six additional states, Rhode Island (1962), Michigan (1965), Delaware 

(1965), Connecticut (1966), Massachusetts (1966), and New York (1967) quickly 

followed. The data set captured both the duration of the collective bargaining agreement, 

and a dummy variable to identify the seven states labeled as “innovators”.  

 In summary, the interest group category includes: public employee density, union 

density public sector, presence of collective bargaining rights for the public sector, 

duration of collective bargaining rights, innovators in granting collective bargaining 

rights, and the presence of right-to-work legislation for the public sector. 

Political Influence (Investment Theory) 

 Given Jacobs (2011) finding that evenly matched groups are unable to force their 

preferred redistribution of costs onto the other, the condition of policy investment should 

exist in states with equivalent percentages of each political party in the state legislature.33  

The variable (Democratic control) measures the balance of power (or imbalance) between 

the political parties with one party controlling the majority of both chambers.  

                                                           
33 I explored several different specifications to capture this condition including percent of legislative seats held by 

each political party as well as various interaction terms.  
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 Prior to the 2008 recession, both political parties supported public pension 

funding. However, since the recession there has been a divergence between the parties.34  

The divergence in political party support for public pensions is explained by Moe and 

Anzia (2013) as a change in position by Republican elected officials. ALEC and other 

conservative organizations support elimination of the defined pension benefit for the 

public sector workforce (See Appendix E).  Therefore, I expect that states with a 

Republican supermajority will decrease funded ratios and decrease percentages of annual 

required contributions, while states with Democratic supermajorities will increase funded 

ratios and percentages of annual required contributions. 

 In contrast to Jacobs (2011), other scholars have found the presence of unified 

government as a condition for economic development and credible budget allocation. 

Unified government, with the executive, and both legislative chambers under the control 

of the same political party increases the accountability of the elected officials in the eyes 

of voters. With full responsibility for all branches of state government, both Republican 

and Democratic unified governments will increase funded ratios and percentages of 

annual required contributions paid. 

 Therefore, there are multiple conditions expected to result in policy investment: 

unified government, evenly matched parties (per Jacob’s 2011), and because of the 

                                                           
34 Terry Moe and Sarah F. Anzia’s The Politics of Pensions (2013) presented during the APSA 2013 annual conference 

looked at 268 bills voted on in state legislatures from 1990-2011.  Scholars concluded until the “Great Recession” 

both Republican and Democratic legislators voted to increase pensions. The Great Recession brought a new reality 

and now public pensions have become a partisan issue with Republicans voting to eliminate the defined pension 

benefit.    
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partisanship of public pensions after the 2008 recession, the presence of a Democratic 

supermajority. 

 A final variable included in the political influence analysis is the ideology of 

citizens.  Scholars analyzing the link at the federal level (Stimson, Mackuen, and Erikson 

1995) and the state level (Erickson, Wright, and McIver 1993) have documented the 

ideology of citizens and the responsiveness of elected officials to their preferred policies. 

In numerous studies, for example there has been a documented difference between the 

preferred public policies of Massachusetts versus Mississippi (Bartels 2008) although 

there is not a perfect correlation between public opinion within a state and the 

corresponding state policy (Lax and Phillips 2012).  

 An area of disagreement among scholars investigating the role of ideology at the 

state level and the impact on specific public policies is the measure used to evaluate a 

state’s ideology. Berry et al. (2010) explain their measure, used by many to evaluate the 

effect of ideology on state policy output is based on the “ideological orientations of 

members of Congress” and this measure “assumes that state officials mirror their federal 

counterparts” (118).  Brace et al. (2004, 2007) argue the Berry et al. measure “is more 

closely tied to elite preferences than those of the public” (2004, 537). Erickson, Wright, 

and McIver (2007) agree with Brace et al. and offer an alternative measure, survey 

responses from the citizens.  
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 With the recent availability of state level ideology data,35  this study was able to 

use survey responses of citizens (liberal/conservative) and expected that states with more 

liberal ideological preferences are associated with higher funded ratios and conversely 

that states with more conservative ideological preferences have lower funded ratios. 

 To summarize, the measures of unified government, Democratic control, and 

political ideology (percent liberal) capture political influence. The evidence to reflect 

either an evenly matched political environment within state government (policy 

investment condition) or the conditions that would permit a redistribution of costs is 

expected.  The redistribution of costs will differ given the partisan response to public 

pensions. Therefore, a Democratic supermajority should result in higher funded ratios 

and higher percentages of ARC paid, yet have achieved the funding through a 

redistribution of costs rather than an investment. A Republican supermajority should have 

decreased funded ratios and decreased percentages of ARC paid, unless there is unified 

government. Ideology (percent liberal) is expected to positively affect funded ratio and 

percentage of annual required contribution paid. 

Member Profile  

 A single pension plan can cover all public employees in a state, such as the New 

Hampshire Retirement System (#70) which includes state and local employees, teachers, 

police and firefighters. However, the majority of pension plans states administer focus on 

a specific type of public employee. Scholars investigating the effect of teachers as 

                                                           
35 Enns, Peter K. and Julianna Koch. 2013.  
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members of a pension plan found conflicting results. Munnell et al. (2011) found plans 

that included teachers had funded ratios 4.8% lower than plans without teachers (256) 

and explained the finding due to the longer tenure, higher education requirements, and 

higher earnings for teachers.  Thom (2013) found the opposite, when including teachers 

in the pension plan “funded ratios increase by 10 percentage points” (167). He theorized 

the stronger funding could result from union advocacy or a shared financial responsibility 

between state and local governments.     

 This study uses member profile information to isolate pension plans for specific 

types of public employees to understand differences in funding ratios and percentages of 

ARC paid. The results should confirm either Munnell et al. (2011) finding of teachers’ 

plans with underfunded ratios or Thom’s (2013) finding that teachers’ plan have 

increased funded ratios.  In addition, this study seeks to understand if perception of 

certain types of public employees, such as firefighters, affects the funding of their 

pensions. Given the public approval of public safety employees (Harris Poll 2014) in 

comparison to the public perception of bureaucrats, I expect improved pension funding 

for public safety plans.  The member profile variables isolate pension plans covering 

public safety employees (Police/Fire), teachers (baseline), bureaucrats (PERS/SERS) and 

a mix of all public employees (Hybrid). 

 A final member profile variable is the contribution rate. Most public sector 

employees, unlike the private sector, contribute a percentage of their salary to the pension 

plan. The contribution rate is the percentage of salary each employee contributes to their 

respective pension plan through payroll deduction.   
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 To summarize, there are four member profile variables to differentiate pension-

funding performance across the states by isolating funded ratios and percentages of ARC 

paid in plans for bureaucrats (PERS/SERS), for Police/Fire and for a combination of 

public sector employees (Hybrid) and comparing the plans to teacher pension plans 

(baseline). See Table 4.1.  

Table 4.1.  Mean Funded Ratio, by Member Type 

Type of Member  Number of Pension Plans      Mean Funded Ratio 

General Employees   585                            81.65% 

Hybrid (Multi-type)     299                            85.35% 

Police/Fire               182                                 81.35% 

Teachers    416                            74.06% 

 Total Observations                    1,482 

Source: Author’s Data Set 2001-2013, Public Pension Study 

Institutional Variables 

 To promote judicious budgeting practices, states implemented budgeting rules 

such as a balanced budget requirement and restrictions on deficit carryovers. Scholars 

have found however, that in practice these restrictions are associated with states 

decreasing their required pension contributions and therefore increasing the levels of 

underfunding (Chaney, Copley, and Stone 2002; Coggburn and Kearney, 2010; Eaton 

and Nofsinger, 2004; Munnel et al. 2008; and Munnel et al., 2011). States with these 

institutional constraints, faced with decreased revenues and increased demands, have 

been restricted in their response to the change in their financial health. As a result, to 
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balance budgets and avoid shortfalls, at least on paper, states used pension funding as an 

area of “discretionary” spending.  

More professional legislatures should have a positive impact on public pension 

funding.  Given more time in legislative session and more staff resources, elected 

officials in the more professional legislatures have a more thorough understanding of the 

issue and work to improve the pension fund performance. Specifically, those legislators 

with more time in session and experts on staff to analyze proposed bills understand the 

effects of benefit expansion for the public sector and provide adequate funding 

mechanisms. Scholars investigating the effect of professionalism on public pensions have 

used the same metric, the Squire index. However, conflicting results have been found 

with Thom and Randazzo (2015) concluding more professional legislatures corresponded 

to increased underfunding, while Coggburn and Kearney (2010) found the opposite 

results, a more professional legislature decreased the underfunding of pensions.  

 A final institutional factor found to explain the variation across states in their 

pension funding performance is the existence of term limits. Elder and Wagner (2015) 

found the existence of term limits reduced average pension funding ratios by 

approximately 10 percentage points. The scholars modeled politicians weighing short-

term versus long-term needs given a brief career horizon. The expected finding, a focus 

on short-term versus long-term public goods was found in their analysis of state pension 

funding from 2001 through 2010. It should be noted another scholar (Thom 2013) also 

explored the effect of term limits and found a negative impact yet not statistically 

significant. However, the data source used by Elder and Wagner (2015) is the Public 



 

 

 

78 

Plans Database while Thom (2013) used an independent review of state reports. This 

study uses the standardized and updated Public Plans Database. Therefore, there is an 

expectation of increased levels of pension underfunding in states with term limits given 

the continuing dilemma of short-term versus long-term needs for elected officials 

juxtaposed with a brief legislative career.  

 To summarize, expectations include a negative effect on pension funding from 

three institutional factors (balanced budget requirement, deficit carry-over prohibition 

and term limits) and a positive effect with professionalism.  

State Factors: Fiscal Stress and Accounting Methods 

 In previous studies, two factors have been statistically significant and positive 

predictors of underfunding in state pension funds: the presence of fiscal stress within the 

state and the use of specific accounting methods that artificially decrease the liability of 

the pension system.  Therefore, this study also uses both factors. 

 Fiscal stress has been measured as an increase in unemployment (Mitchell and 

Smith 1994; Elder and Wagner 2015), a deficit in the general fund balance (Chaney, 

Copley, and Stone 2002), interest paid as percent of revenue (Eaton and Nofsinger 2004, 

Coggburn and Kearney 2010), total public debt as percent of revenue (Eaton and 

Nofsinger 2004), state debt as percent of personal income (Elder and Wagner 2015) and 

state debt as percent of gross state product (Munnell et al. 2008; Munnell et al. 2011; 

Thom 2013).  Declining state revenues exacerbated by the national economic recession 

forced many states to increase borrowing to meet operational needs and delay capital 
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expenditures. In some state capitals, the pressure to avoid a budget shortfall while also 

shunning a tax increase translated to decreasing or skipping the pension contributions 

(Seidman 2015). This study uses state debt as percent of gross state product to capture the 

fiscal stress of states. As the percentage of state debt to gross state product increases, both 

the funded ratio and the percent of ARC paid should decrease.  

 A variation in accounting methods36 has also consistently demonstrated a strong, 

positive relationship with higher levels of underfunding (Chaney, Copley, and Stone 

2002; Eaton and Nofsinger 2004; Munnel et al. 2011). As an example of accounting 

differences, states that use the less restrictive methods to calculate liabilities, such as the 

PUC method versus the EAN method,37 use more generous estimated rates of return, 

longer periods of amortization, and have higher levels of underfunding.   

 Scholars have concluded the states recognize their underfunding challenge and 

use a variety of methods to minimize the deficit. The “gimmicks” project a higher funded 

                                                           
36 Significant attention (Chaney, Copley, and Stone  2002; Reilly 2013) has been paid to the nuances of financial 

accounting rules for private sector firms (Generally Applied Accounting Principles GAAP) and public sector 

requirements (Governmental Accounting Standards Board GASB). The differences as they relate to public pensions 

include the discount rate used for evaluating assets; public pensions have used a historical or fixed rate usually 7%-

8%. The private sector recognizes gains and losses in investments as they occur (mark-to-market) while the public 

pensions use smoothing to average gains and losses over a set period of time (usually five years). All of these 

practices can influence the reported funding level of a state’s pension as well as the actuarial required contribution, 

also referred to as the annual required contribution. The differences between the private sector and the public sector 

methods and the controversy over the effects should these changes be implemented for public pensions while of 

concern to public administration and public finance scholars, is not a primary focus of this research. The focus of the 

accounting measure differences will be targeted to differentiating between states in their performance of funding or 

underfunding of pensions. 

37 PUC (projected unit credit) and EAN (entry-age normal) determine how much money should be put aside to fund a 

pension plan, and both methods generate funded ratios. However, the EAN method requires a larger contribution. 

Therefore, “given comparable funded ratios, plans using the EAN method have recognized more liabilities and 

accumulated more assets than those using the PUC, which is the dominant costing method in the private sector” 

(Munnell et al. 2011, 250). 
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ratio in the short run may hide a state’s predicament with their pension funds to citizens 

and other interested stakeholders. Scholars have found a strong correlation between states 

with the most serious funding shortfalls and the use of a variety of accounting methods to 

diminish their predicament (Munnell et al. 2015). This study identifies pension plans by 

accounting method and predicts states using the Projected Unit Credit (actuarial2) should 

have decreased funded ratios and decreased percentages of ARC paid.   

Percentage of Annual Required Contribution Paid (ARC) Descriptive Statistics 

 A public pension plan receives funds from three sources: employee contributions, 

employer contributions (ARC), and investment returns.  Employee contributions, 

collected via payroll deduction, are a constant source of funds for pension plans and 

rarely decreases.  Investment returns for a pension plan vary depending on the mix of 

equities, bonds, etc. in a pension plan’s portfolio but the overall highs and lows of the 

market affected all states simultaneously.  The most adjustable factor across states 

therefore is the ARC:  do states pay the entire amount due each year, pay more, or may 

less?  NASRA (Figure 4.4) provides the weighted ARC payments for the study period: 
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Figure 4.4. Weighted Annual Required Contributions by State (2001-2013) 

 

 

 

 

 

 

Source: National Association of State Retirement Administrators (NASRA) 2015 

 Due to the flexibility provided states with ARC payments, I expect to find ARC 

having the most effect on the funded ratio. I find a small but statistically significant 

effect.  However, I find several variables with a positive statistically significant effect on 

funded ratio and different variables with a positive, statistically significant effect on 

ARC. These unexpected findings provide a line of inquiry for follow-up in case studies. 

Table 4.2 provides the structural equation model results, and organizes the variables by 

the conceptual categories presented in Equation 1 above (i.e. interest group, political 

influence, member profiles, institutional constraints, and state factors) for both of the 

dependent variables- funded ratio and ARC. 
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Table 4.2 Structural Equation Model Results 

Funded Ratio (DV)    ARC (DV)   

Independent 

Variables 

Regression 

Coefficient 

 

Standard 

Error 

P>I z l Regression 

Coefficient 

 

Standard 

Error 

P>l z l 

Annual Required 

Contribution (ARC)   .0239414 .0065857 0.000      

Legal Constraints    -.2139125  .040126 0.000 

 

 

Interest Group 

Influence        

Public Employee 

Density   .0001783 .0000582 0.002   .0000872 .0002503 0.727 

Union Density Public 

Sector   .0011717 .0005035 0.020   .0004954 .0021854 0.821 

Collective Bargaining  -.0616476 .0185161 0.001 -.1083947 .0797437 0.174 

Innovator   -.0436311    .017941 0.015 -.0088863 .0781874 0.910 

Duration of CB     .000677 .0003255 0.038   .0001382 .0014111 0.922 

Right-to-Work State   .0320134 .0123384     0.009 -. 0069693 .0531407 0.896 

Political Influence        

Unified Government   .0100174 .0049841 0.044   .0177415 .0214858 0.409 

Democratic Control  -.0264448 .0109349 0.016   .0910691  .0469207 0.052 

State Ideology 

(liberal)     .002566 .0016144 0.112   .0141142 .0069514 0.042 

Member Profile       

Police/Fire   .0661156 .0139988 0.000  -.0962264 .0603777 0.111 

PERS/SERS 

(bureaucrats)     .074594 .0092346 0.000  -.0046969  .0396858 0.906 

Hybrid (mix of 

members)   .1238635 .0114346 0.000   .1200036 .0491179 0.015 

Member Contribution 

Rate -.1539136 .0873313 0.078   .1239439 .3767903 0.742 

Institutional 

Constraints       

Balanced Budget 

Requirement   .0080405  .0131106 0.540   .0220394 .0565822 0.697 

Deficit Carryover 

Prohibition   .0161464  0104794 0.123  -.0066773    .045036 0.882 

Term Limits   .0088256 .0111541 0.429   .0773681    .047959 0.107 

Professionalism   .1046388      .05602 0.062    -.503063    .240808 0.037 

State Factors       

Fiscal Stress   -.0041129 .0014635 0.005 -.0006174    .006325 0.922 

Actuarial2 (PUC)  -.0746445    .012624 0.000 -.1396013  .0541903 0.010 

Actuarial3 (FIL)   .0075351      .05407 0.889  -.2046066  .2325386 0.379 

Actuarial4 (AGG)   .2087596 .0414562 0.000   .3273915  .1780926 0.066 

_cons   .8365995  0.000   .2306737     .789972 0.770 
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  The structural equation model results (see Table 4.2) provide the direct effects of 

variables on dependent variables (funded ratio and ARC). I expected the variables to 

influence both funded ratio and ARC in the same manner. The model results do not 

confirm the expectation.  As a result of this unexpected finding, the mechanisms driving 

ARC payments became the focus of the case studies.  

 Two dependent variables, funded ratio (a comparison of assets and liabilities) and 

annual required contribution paid (the annual deposit required to fund the pension plan) 

reflect the variation in pension plan funding across states. However, the annual required 

contribution paid (a percentage ranging from 0% to 100%) also functions as an 

independent variable influencing the funded ratio. The results confirm the expectation 

that ARC has a positive and statistically significant effect on funded ratio (see Table 4.2).  

As Munnell et al. (2015) has noted in her work, while the market downturn is the primary 

factor explaining decreases in funded ratios for pension plans during the study period, the 

next critical factor in maintaining an adequate funded ratio is the consistent payment of 

the ARC by the state sponsor. She notes that for “bad plans” while investment returns 

accounts for 55.4% of the decrease, the failure to pay the ARC accounts for 32.5% of the 

decrease (Munnell et al. 2015, 4).  
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Funded Ratio Statistically Significant Findings 

 The small effect of ARC, a 2 percentage point (.0239) change in funded ratio was 

not expected. The lack of a more substantial effect between funded ratio and ARC, 

prompted the focus of the qualitative analysis to understand what factors explained the 

differences.  The case studies revealed the manipulation states can use to artificially 

lower the ARC, such as amortization periods, and the long-term negative effect such 

actions have on the funded ratio. 

State Factors (Fiscal Stress and Accounting Methods) 

 Two variables included in State Factors (fiscal stress and actuarial 2 accounting 

method) are statistically significant and effect the funded ratio in the expected direction.  

Fiscal stress, measured as a percentage of state debt to state gross product, as predicted 

has a negative but small effect (-.0041) on the funded ratio.    

Although public pensions represent a commitment of funds to public sector 

workers, the pre-funding of pensions is a relatively new phenomenon (post 1970’s).  In 

the past states met their commitments to retirees using current funds and did not use 

revenue to pre-fund the pension plans.  If revenues decrease and debt increases, some 

states have decided to delay making their required annual contribution to the pension plan 

in order to meet financial obligations without raising taxes, cutting services, or incurring 

more debt.  As noted by scholars (Munnell 2012) some lack the fiscal discipline to 

maintain the funding of pensions while also confronting budget challenges such as the 

2008 recession. 
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 An arcane topic related to public pensions is the accounting or actuarial method 

used to calculate the plan’s liabilities. Prior to a recent change (GASB 2012) states were 

permitted to use several different types of methods to calculate their liabilities. Entry-

Age-Normal (EAN) and Projected Unit Credit (PUC) have been the most common 

methods used but Aggregate Cost Method (AGG) and Frozen Initial Liability (FIL) have 

also been used by states.    

Table 4.3 Pension Plans, by Accounting Methods  

 

 

 

 

 

Source: Author’s Data Set, Pension Plan Study 2001-2013 

 Pension plans in the majority of states use the Entry-Age-Normal (EAN) 

accounting method and in this study have an average funded ratio of 81.23%. A negative 

effect on funded ratios was expected for plans using the Projected Unit Credit (PUC) 

method as the back-loading of liabilities indicated a preference for underfunding the 

pension benefits. The EAN method evenly distributes across an employee’s career the 

liability incurred for their future retirement benefits. The PUC method on the other hand 

incurs a smaller liability in the beginning of an employee’s career and therefore must 

incur greater liabilities toward the end of the employee’s career.  The choice to use EAN 

Actuarial  Method Number of Observations 

Entry Age-Normal (EAN) 1095 

Projected Unit Credit (PUC) 177 

Frozen Entry Age(FIL) 57 

Aggregate Method (AGG) 107 
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or PUC was seen as an indicator of fiscal discipline and therefore states that chose to use 

the PUC method were expected to show a decreased funded ratio. However, the gap 

between plans using EAN and PUC was more significant than expected. States using the 

PUC method have an average funded ratio of 70.30% compared to states using the EAN 

method with an average funded ratio of 81.23%.  

 Pension plans that use the projected unit credit (PUC) accounting method (i.e.  

“back-loaded” an employee’s owed benefit rather than equally distributing the liability) 

have funded ratios that are 7.46 percentage points lower than pension plans that use the 

entry-age-normal (EAN) method.  A significant difference between pension plans is 

explained by the actuarial method used within the state.    

 It should be noted due to a change in accounting standards all public pension 

plans effective 2012 (for reports issued in 2014) must use the EAN method which will 

eliminate the ability to backload liabilities. Given the significant difference in funded 

ratios between plans using the two methods, this institutional change may have one of the 

most positive effects in improving public pension funding in the short term. 

 To summarize for state factors, as predicted fiscal stress within the state as 

measured by the ratio of state debt to gross state product and the use of an accounting 

method (actuarial 2) that back-loads  the amount of a pension plan’s liabilities are 

statistically significant and negatively associated with the funded ratio.  

 

 



 

 

 

87 

Interest Group Influence 

 Pierson’s (1994) work demonstrated the importance of interest group strength 

when faced with the possible loss of a benefit. In a budget shortfall situation, such as a 

recession, political leaders will look for areas to reduce spending. Pierson (1994) found 

benefits such as welfare payments, housing subsidies, education assistance, etc. will be 

reduced if political leaders believe there will not be a negative consequence. The negative 

consequences for elected officials range from negative publicity to electoral losses. 

However, Pierson (1994) also found political leaders quickly determine if a quid-pro-quo 

is needed to soften the loss such as an increase in another benefit in lieu of the reduction. 

A critical factor is the power of the potential “losing” group to mobilize and alert political 

leaders to the impending negative consequences.    

 I expected to see a positive relationship for two variables that capture the strength 

of the public sector as an interest group: public employee density and union density. The 

results confirm the expectations, as the density of public employees increase there is a 

small (.0002), positive effect on the funded ratio and the results are statistically 

significant.  

 Similarly, as the density of unionization increases within a state’s public sector 

workforce, there is a small (.0012), positive statistically significant effect on the funded 

ratio.  These findings are consistent with Pierson’s work (1994) that found as interest 

group strength increases, a loss or retrenchment of the group’s benefits is less likely. The 

potential for a public outcry provides a barrier for political actors considering reducing 

the group’s earned benefit. 
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  I also expected a positive relationship for collective bargaining. Consistent with 

Pierson’s work (1994) I expected states that had permitted public sector employees to 

bargain for wages, benefits, work conditions, etc. would also provide the environment for 

a stronger interest group-and therefore would have increased funded ratios. The results 

show the opposite. There is a negative, statistically significant relationship between the 

funded ratio and collective bargaining rights for the public sector. States that have 

prohibited collective bargaining for public sector employees have higher funded ratios 

than states that have allowed collective bargaining. States with collective bargaining 

rights have a 6.16 percentage point decrease in funded ratio. 

 The final variable, right-to-work-state was expected to have a negative effect on 

funded ratios as states that permitted right-to-work legislation to apply to public sector 

workplaces were expected to signal a weak union environment and therefore a weaker 

group response to pension underfunding. However, the results show a positive 

statistically significant effect.   

 Exploring previous research can explain the unexpected findings for collective 

bargaining and right-to-work.  Two previous studies have found conditions that explain 

lower funded ratios and strong public sector unions. Mitchell and Smith (1994) explored 

42 pension plans using 1989 data and found a “wage differential, that is if the promised 

pension benefit rise by $1.00 per year and this increase is fully funded, salaries would 

probably fall by about .50 cents per year” (288).  Thom (2015) looked at states’ 

comprehensive annual financial reports from 2003-2012 and found “collective bargaining 

has a negative impact on the percentage of the annual required contribution paid”. Thom 
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(2015) did not investigate funded ratios but he offered an explanation similar to Mitchell 

and Smith’s (1994) finding for the negative effect on ARC payments: “possible other 

wage and benefit increases crowd out pension funding” (5).  To determine if this trade-

off between wages and other benefits explains pension underfunding in strong union 

environments the qualitative phase of this study explored this relationship. Oklahoma, 

while not a strong union environment state, nevertheless presented an example of an 

employee association willing to eliminate a defined pension benefit for future employees 

while gaining a wage increase for current employees.  New Jersey, a strong union 

environment did provide evidence of employee representatives agreeing to pension 

underfunding proposals in exchange for wage and benefit enhancements (Salmore and 

Salmore 2008, 213).  

 As Pierson (1994) noted the strength or weakness of interest groups can predict 

the success or failure of retrenchment. Initial results reveal two interest group influence 

variables (public employee density and public sector union density) are positively 

associated with a plan’s funded ratio and are statistically significant.  I theorized the 

denial of collective bargaining rights and the presence of right-to-work legislation 

signaled a weak union environment.   My conception of a weak union environment 

hypothesized the conditions for decreased pension funding and conversely, conditions for 

a strong union environment associated with increased pension funding.  Neither the 

denial of collective bargaining nor right-to-work legislation produced the expected results 

for pension-funded ratios. As noted above the qualitative analysis pursued the potential 

explanation of a quid-pro-quo that is unions accepting underfunding for pensions if wage 

or other benefits are increased.  



 

 

 

90 

  The initial variables (collective bargaining and right-to-work legislation) captured 

the current status of bargaining rights and right-to-work legislation affecting the public 

sector workplace. However, to better understand the culture of a state with respect to 

labor relations I collected two additional variables. The additional variables attempted to 

measure a state’s respect for labor by measuring the duration of the collective bargaining 

agreement with a state’s public sector unions. The collective bargaining rights could have 

been granted by a state legislature, state court, or governor. The purpose of the measure 

was to gauge the length of time a state’s public unions had been permitted to bargain. I 

also wanted to identify the pioneers (innovator, INV) in public sector union recognition. 

The second variable captured the initial states granting collective bargaining rights 

beginning with Wisconsin in 1959. Using the National Bureau of Economic Research 

(NBER) Public Sector Collective Bargaining Law Data Set (Valletta and Freeman 1988) 

and Anzia and Moe’s (2016) work I determined the date the state permitted public sector 

unions to bargain (duration of collective bargaining). Using Kearney (2009) I created a 

dummy variable to differentiate the states that pioneered the idea of union rights by 

initially granting collective bargaining rights for public sector employees and coded the 

seven states as innovators (INV).    

 Both variables are statistically significant and yet again I find different effects on 

the funded ratio. For the duration of collective bargaining, I find a positive but small 

(.0007) effect on the funded ratio and for the innovators I find a negative effect (-.0436) 

on the funded ratio.  Scholars have noted the unique effect of bargaining and public 

pensions and the “counterintuitive effect of unions”.  Splinter (2015) explains the upward 
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pressures on salaries and the results gained there offset the “negative effect of unions on 

pension contribution ratios” (75).   

Political Influence 

 Three measures (unified government, Democratic control, and state ideology) 

demonstrate the effect of political influence on the funding of public pensions.  A 

condition in state government that scholars have found contributing to credible 

commitments is unified government. If voters can attribute a state’s economic and budget 

allocation performance to one entity, the accountable party maintains commitments. For 

this study, commitment to public pensions reflects increased funded ratios and 

percentages of annual required contributions. 

 Using the Book of States and National Conference of State Legislature (NCSL) 

the party identification of the governor and the majority party for both legislative houses 

during the study period generated the following results: Code 1 represents the governor 

and one house of the same party, Code 2 represents the governor of one party with both 

houses of the legislature the opposite party, Code 3 represents all of the same party, Code 

4 represents a unique situation where the legislature is evenly distributed between the 

parties, and finally Code 5 is Nebraska (a unicameral legislature).  
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Table 4.4 Unified Government Variable Observations 

Unified Government Variable Codes Number of Observations 

Governor and one chamber same party=Code 1 265 

Legislature same party=Code 2 406 

Governor and Legislature same party=Code 3 731 

Legislature, even split between parties=Code 4 67 

Unicameral Legislature (Nebraska)=Code 5 13 

Source: Book of States, National Conference of State Legislature 2001-2013  

 

 The presence of a unified government is positive and statistically significant 

effect for the funded ratio, however the effect is small (.0100).  In addition to the effect of 

one party controlling both the executive and legislative branches on the funded ratio, I 

also analyzed the effect of Democratic control of the legislative branch.  Moe and Anzia 

(2013) found after the 2008 recession, the funding of public pensions became a partisan 

issue. Therefore, a second condition that could lead to increased funded ratios and 

percentages of annual required contributions paid is a state government with a 

Democratic majority (Democratic Control). 

 States with a “tie” were excluded from the analysis and the results show 618 

observations with Democratic majority of the legislative branch.  Although this condition 

was expected to have a positive effect on the funded ratio, I found a negative (-.0264) and 

statistically significant effect.    
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 A final condition expected to contribute through political influence measures to 

increased pension funding is the ideology of the state’s citizens. A more liberal citizen 

ideology in a state translates to support for public sector provisions of benefits and 

services and the necessity of funding to support those programs.   Enns and Koch (2013) 

analyze public opinion in the U.S. States from 1956 to 2010 and provide a measure of 

partisanship, policy mood, and ideology. The partisanship and policy mood measures 

have data across a 40-year span while the ideology measure is from the 1970’s through 

2010. All three measures reflect a more conservative U.S. from the 1960’s to the present 

as Enns and Koch (2013) explain:  

 These estimates align with contemporary views of state political environments. 

Also of note is the degree to which almost all states have shifted toward a more 

conservative policy mood (the average is 14 points). In fact the policy mood for 

Massachusetts and New York in the early 2000s is estimated to be more 

conservative than the policy mood of almost all states in the early 1960’s. 

Although not all of the differences are statistically significant, we do estimate that 

the policy mood in Massachusetts in the early-2000s was significantly more 

conservative than the policy mood of some Southern states in the 1960’s, such as 

North Carolina and Arkansas. At first glance, this conservative shift in policy 

mood across all states, indicating widespread decreases in support for New 

Deal/social-welfare-type policies, may be surprising. However, as we report in 

Figure 4, an examination of individual survey questions reinforces this 

conclusion. All regions of the country appear to have expressed significantly more 

support for redistributive policies in the 1960’s (359). 

 Public pensions, the focus of this study does not involve “redistributive policies” 

yet the rhetoric of anti-government, and the experience of many private sector workers 

with reduced or eliminated retirement benefits may explain the lack of public outcry in 

support of adequate funding.  

 Figure 4.5 and 4.6 show the percent liberal and percent conservative as reported 

in citizen surveys across all 50 states. The median percent liberal 19.05% is significantly 
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less than the median percent conservative of 39.85%.   As expected despite the national 

shift to a more conservative ideology, there is wide variation across the states with the 

lowest percent liberal 8.74% in Oklahoma and the highest percent liberal 38.02% in 

Hawaii. The ideology of a state’s citizens measured as percent liberal had as predicted a 

positive effect on the funded ratio, yet the result was not statistically significant.  

Figure 4.5. State Ideology, Average Percent Liberal, U.S. States, 2001-2013 

 

Source: Enns and Koch 2013 
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Figure 4.6. State Ideology, Average Percent Conservative, 2001-2013 

 

Source: Enns and Koch, 2013 

To summarize, unified government and state ideology had a positive effect on 

funded ratios however, the results for state ideology were not statistically significant. 

Democratic control however was negative and the results were statistically significant. 

Funded ratios declined in states where the Democratic Party had majority control of both 

legislative chambers.  This finding was unexpected given Democratic support of public 

sector pension funding; however, as with the findings in Interest Group Influence 

scholars have found instances of unions agreeing to pension underfunding in order to 

obtain wage growth (Mitchell and Smith 1994).  A Democratic legislature may also agree 

to pension underfunding to support public sector employment levels and wage growth.  

The role of Democratic majority control in the legislature was explored during the case 

studies to clarify this result.  
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Member Profile 

 Four measures (Police/Fire, PERS/SERS, Hybrid, and Member Contribution 

Rate) capture the effect of member profiles on the funding of public pensions.  Pension 

plans can be created for a single type of public employee, such as teachers, public safety 

officials, or bureaucrats. Several states have created plans to cover all public sector 

employees (hybrid). Table 4.5 provides the types, number of plans, and the mean funded 

ratio of each category. 

Table 4.5. Mean Funded Ratio, by Member Type  

Type of Member Number of Pension Plans      Mean Funded Ratio 

General Employees  585                                       81.65% 

Hybrid (Multi-type)    299                                       85.35% 

Police/Fire                182                                        81.35% 

Teachers (Baseline)                       416                                       74.06% 

Total Observations            1,482 

Source: Author’s Data Set 2001-2013, Public Pension Study 

 

 I used teacher pension plans as the baseline and I expected pension plans for law 

enforcement and public safety personnel to have increased funded ratios as compared to 

the other groups of public sector employees. I expected public safety pension plans to be 

better funded for several reasons. Bleakney (1972) traced the origin of public pensions in 

the United States to a New York City firefighter and other cities and states followed, with 

the emphasis on public safety workers.  Police and fire officials face daily risks as they 

perform their jobs and to compensate for the potential harm and to ensure a competent 
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workforce early communities determined there was a need for pensions. In addition to the 

historical significance of public safety pensions, current political leaders differentiate 

between public sector employees. For example, in Wisconsin Governor Scott Walker 

proposed in 2011 to eliminate collective bargaining rights for public sector employees-

except public safety employees (Greenhouse 2014). Rhode Island recently eliminated the 

defined pension benefit for teachers and other state employees, but excluded the majority 

of police and fire employees from the change. Finally, the public perception of public 

safety officials, specifically fire-fighters and police are viewed as favorable in public 

opinion polls (Harris Poll 2014).  Therefore, as a result of the historical significance of 

pensions for public safety officials, the favored treatment of police and fire unions by 

elected officials, and the general regard given by the public, increased funded ratios were 

expected. 

 I found police/fire pension plans better funded than the baseline teacher pension 

plans. However, contrary to expectations the bureaucrat plans (PERS/SERS) and the 

combined pension plans for all public sector employees (Hybrid) had greater funded 

ratios than police/fire pension plans. Overall, all coefficients are positive with police/fire 

plans having the lowest funded ratio, bureaucrats slightly better, and the hybrid plans the 

highest funded ratios compared to teacher plans (12% higher). All findings for the 

member groups are positive and statistically significant. This confirms the Munnell et al. 

(2011) finding that pension plans for teachers have lower funded ratios and the difference 

is statistically significant.  Munnell et al. (2011) argue the pension plans for teachers are 

older and therefore incurred more liabilities before pre-funding became the norm.  Higher 
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average salaries and longer tenure for teachers have also contributed to the increased 

liabilities (Munnell et al. 2011). 

In addition, an unexpected finding is the effect of the member contribution rate, I 

expected as members contributed more to their pensions, the funded ratio would increase 

but the sample results show the opposite. As member contributions increase, funded 

ratios are declining, although the effect is not statistically significant. During the study, I 

found the reason for this finding is the ease of changing employee contribution rates. 

Pension plans had significant investment losses in the 2008 recession and many used 

increased employee contributions to capture lost value. During the study period, 2001-

2013, there were 87 legislative actions across the states to raise employee contributions. 

It should be noted 35 of 50 states raised employee contributions; therefore several states 

raised employee contributions more than once during the period (NCSL Pension 

Legislation 2001-2013). 

Institutional Variables 

 Four measures (balanced budget requirement, deficit carryover prohibition, term 

limits, and professionalism) expressed the effect of institutional variables on the funding 

of public pensions. Legislatures with increased professionalism scores had a positive 

effect on funded ratios but it is not statistically significant at the traditional confidence 

level.  Term limits also had the expected effect (negative) on funded ratios but again the 

finding is not statistically significant. 
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 The remaining variables (balanced budget requirement and deficit carryover 

prohibition) did not have the expected negative effect and were not statistically 

significant. While there is variation in the measures across the states, the preponderance 

of observations have both conditions and may not have sufficient explanatory power.  

The balanced budget requirement and deficit carryover prohibition limit the discretion of 

state leaders in the budgeting process and therefore we expected to find decreased funded 

ratios in states with the requirements.  However as noted in Table 4.6 the balanced budget 

requirement was found in 1,183 observations (80%) of the study and the deficit carryover 

prohibition was found in 1,014 observations (68%) of the study and the funded ratio 

comparisons show minimal variation. 

Table 4.6. Mean Funded Ratio, by Institutional Constraints 

Institutional Constraint States (Yes) Mean Funded Ratio States (No) Mean Funded Ratio 

Balanced Budget 

Requirement 

1,183 80% 299 81% 

Deficit Carryover  

Prohibition 

1,014 81% 468 79% 

Source: Author’s Data Set 2001-2013 Pension Study 

 

Annual Required Contribution (ARC) Statistically Significant Findings 

 In addition to explaining the funded ratio of public pensions administered by the 

states, this analysis also examined what factors explained the variation in the percentage 

of annual required contribution (ARC) paid.  The same sets of factors (interest group, 

political influence, member profile, institutional, and state) analyzed for funded ratio 

results were examined for ARC results. However, within the state factors in addition to 
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fiscal stress and accounting methods there was a third unique variable that effected ARC.  

The variable, legal constraints, is a dummy variable and it captures the condition in a 

state where a statute exists that prevents the state from paying the ARC.  Munnell et al. 

(2008) explains several states passed legislation that restricts the pension payment to a 

certain amount and therefore would need to pass new legislation to alter the payment. I 

examined the states with the legal constraint and identified the years in the study when 

the ARC payment was constrained due to the legislation. I have 364 observations within 

the study with the legal constraint condition.  As expected this condition has a negative 

effect, 21.39 percentage points, on ARC and the results are statistically significant.  

 The state factors (fiscal stress, accounting methods, and legal constraints) 

negatively affect the ARC; however, fiscal stress is not statistically significant. 

Accounting (PUC) methods (-.1396) and legal constraints (-.2139) are statistically 

significant. The percentage of ARC paid is coded as a proportion (0 to 1) and therefore 

states using the PUC accounting method on average have a decrease of 13.96 percentage 

points and states with the legal constraint condition have a decrease of 21.39 percentage 

points.  

Interest Group Influence 

 The interest group variables (public employee density, union density of public 

employees, collective bargaining, right-to-work legislation, duration of collective 

bargaining agreements, and innovation with collective bargaining) are not statistically 

significant factors for ARC.  The lack of interest group effect on states’ payments of 
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ARC in the quantitative analysis shaped the survey questions (Appendix A) used in the 

case studies. 

Political Influence  

 The political influence variables (unified government, democratic majority 

control, and state ideology) did have a positive effect on the payment of ARC. Unified 

government (.0177) was not statistically significant for ARC yet it was also positive and 

statistically significant for the funded ratio analysis.  The accountability of a unified 

government structure with one political party responsible for the executive and both 

legislative chambers does have an impact on funding of public pensions. 

 Democratic majority control was a negative influence on funded ratio, yet with 

payment of ARC, the control of the legislature by Democrats is a positive, marginally 

statistically significant effect.  The positive effect (.0912) of Democratic legislative 

control translates to a 9 percentage point improvement in ARC payment.  Because of 

Democratic support of government programs, government employees, and unions 

documented in decades of party platforms, hypotheses for this study predicted a positive 

effect of Democratic majority control on both dependent variables (funded ratio and 

ARC). Therefore, it was an unexpected finding to see the negative effect on funded ratio 

with Democratic majority control. The disconnect between the funded ratio and the ARC 

findings in the quantitative analysis generated the emphasis for the interviews conducted 

during the case studies of Delaware, New Jersey, Oklahoma, and Rhode Island. 
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 The ideology of state citizens, measured as percent liberal, had a positive 

statistically significant effect on ARC.  As expected, in states with higher percentages of 

citizens identifying as liberal, there is the political influence necessary to pay the annual 

required contribution (ARC) for public pensions. The effect, while small (.0141), may 

provide elected officials with the signal from their constituents to have state funds used to 

fulfill the pension commitments to public employees. 

Member Profile  

 Four variables (police-fire, pers-sers, hybrid, and member contribution rate) 

measured the effect of the member profile on the payment of the ARC.  All four were 

expected to have a positive effect and two (hybrid and member contribution rate) were 

found to have a positive effect yet only hybrid was statistically significant. The police-

fire and pers-sers variables had a negative effect, yet neither was statistically significant.  

 Hybrid refers to pension plans with a mix of public sector workers rather than all 

public safety employees (i.e. police-fire) or all general employees (pers-sers). Hybrid 

plans include state and municipal teachers, bureaucrats, police, and fire. The wide range 

of public sector employees may explain the positive effect (.1200) or 12 percentage point 

increase in ARC payments for this type of pension plan.   

Institutional Variables 

 Four measures (balanced budget requirement, deficit carryover prohibition, term 

limits, and professionalism) measured the effect of institutional variables on the payment 

of ARC.   Three of the four variables did not have a statistically significant effect on 
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ARC.  Professionalism was statistically significant, yet the influence was negative rather 

than the expected positive effect.  The large negative effect of the professionalism 

variable (-.5030) on ARC, was unexpected. The decisions and mechanisms used by states 

to determine ARC payments became the focus for the qualitative analysis in order to 

understand this unexpected finding. 

 Most of the states have a balanced budget requirement and the observations with 

the requirement (1,183 of 1,482) reflect the lack of variation in the condition. The 

average percentage ARC payments (93.09 %) for states with a balanced budget 

requirement and for states without the requirement (93. 16 %) are similar (See Table 4.7).  

Table 4.7. Mean Annual Required Contribution Paid (ARC), by Institutional Constraints 

Institutional 

Constraint 

States (yes) Mean ARC States (no) Mean ARC 

Balanced Budget 1,183 93% 299 93% 

Deficit Prohibition 1,014 95% 468 89% 

Term Limits 1,029 97% 453 92% 

Source: Author’s Data Set, 2001-2013 Pension Study 

  

However, this is not the case with the deficit carryover prohibition. There is more 

variation across the observations with 1,014 (68%) with a deficit carryover prohibition 

and there is also a larger difference in average ARC payments. For states with a deficit 

carryover prohibition the average percentage ARC payment is 95% while the average 

percentage ARC payment in states without a deficit carryover prohibition is 89% (see 

Table 4.7). The prediction prior to the study was that states that were unable to carry a 
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deficit into the next fiscal year would be more likely to have lower percentages of ARC 

payments was not found. The fiscal discipline fostered by a deficit carryover may 

contribute to a culture of honoring payments. This unexpected finding although not 

statistically significant in the model was explored in the qualitative portion of the study. 

 Term limits was expected to have a negative effect but had a positive, not 

statistically significant effect on ARC. However, as found in the deficit carryover 

prohibition, the average percentage of ARC paid did vary between states with term limits 

(96.69%) and states without term limits (91.51%). See Table 4.7 for details.  

 The adoption of the deficit carryover prohibition and term limits for state 

legislatures were promoted as examples of good governance and although neither 

condition within the model are statistically significant, the differences between 

percentages of ARC paid require further study.  

Marginal Effects 

 The structural equation model provides the opportunity to determine the direct 

effect of variables on the funded ratio and ARC (discussed above), the indirect effect of 

the same variables via ARC, and the total effects.  Figure 4.7 illustrates the marginal 

effects of key variables on the funded ratio. The overall negative effect of actuarial2 and 

member contribution rates on the funded ratio can be compared with the positive effects 

of plans for police-fire, pers-sers (bureaucrats) and hybrid plans. The pension plans for 

these public employees compare favorably to the baseline pension plans used in the study 

(teacher plans). 
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Figure 4.7. Marginal Effects 

 

Source: Author’s Data Set, Pension Plan Study 2001-2013  
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Summary 

 There is variation in states’ funded ratios and percentages of annual required 

contributions paid for the study period (2001-2013). The variables expected to predict 

funded ratio increases and decreases were grouped into several categories: interest group, 

political influence, member profiles, institutional constraints, and state factors. ARC was 

both a dependent variable and independent variables in the study. See Summary Statistics 

(Table 4.8).  

 Several expected findings were confirmed: ARC, public employee density, public 

sector union density, member profiles, and the duration of collective bargaining rights for 

the public sector employees have a positive, statistically significant effect on funded 

ratio. Also expected and confirmed was the negative effect of fiscal stress and accounting 

methods (PUC) on the funded ratio. Expected findings for ARC included the positive 

effect of state ideology (liberal) and the negative effect of accountings methods (PUC). 

See Summary Hypotheses and Findings, Table 4.9 for funded ratio and Table 4.10 for 

ARC Summary Hypotheses and Findings.  

 The most significant unexpected finding was the lack of a “mirror effect” between 

funded ratio and ARC. The small effect of ARC on funded ratio and the lack of a 

consistent pattern of the independent variables on both dependent variables shaped the 

focus of the case study analysis.  
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Table 4.8 Summary Statistics 

Variable Description Observations  Standard 

Mean  

(SD) 

Min Max Source(s) 

Dependent Variables      

Funded Ratio  The aggregate pension 

funded level by State. 

Formula for 

determining level: 

percentage of the 

actuarial accrued 

liability (AAL) that is 

currently funded 

through the actuarial 

value of the plan’s 

assets, calculated by 

AVA/UAAL. (ratio x 

100) 

 

1,309 80.179 

(.1736) 

.191 1.48 Public Plans 

Database 

Annual Required 

Contribution * 

The amount needed to 

be paid by the 

respective state during 

the current fiscal year 

to fund the benefits 

earned in that year by 

current employees 

(normal cost) and a 

portion of unfunded 

liability from prior 

years.  

1,473 

 

 

 

1,139 

observations 

(no legal 

constraint) 

 

334 

observations 

(legal 

constraint 

present) 

 

93.103 

(.5332) 

 

 

*98.406 

(.5900) 

 

 

 

*75.017 

(.1568) 

0 

 

 

 

 

17.28 Public Plans 

Database 

Legal 

Constraints* 

(Note antecedent 

condition for 

states with legal 

constraint to pay 

ARC) 

 

Dummy variable for 

legal constraints on 

percentage of state 

contribution paid 

 

 (0=no constraint, 

1,139 observations, 

 1= constraint, 334 

observations) 

 

1,473  

 

N/A 0 1 Center for 

Retirement Research 

(State and Local 

Pension Plans, 

Number 7, May 

2008, Appendix A, 

Plans Statutorily 

Constrained from 

Making their ARC)  

 

Independent Variables      

 

Interest Group Influence  

     

Public Employee 

Density 

 

Number of state 

employees per 10,000 

citizens 

 

1,482 664.65 

(90.80) 

455 1135 U.S. Bureau of 

Labor Statistics, 

U.S. Census 
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Table 4.8, continued 

Union Density 

Public Sector 

Percent of state public 

sector employees 

belonging to unions.   

 

1,482 34.87 

(18.19) 

4.9 72.4 Barry Hirsch and 

David Macpherson 

at 

http://www.unionstat

s.com. 

 

Collective 

Bargaining 

 

 

 

 

 

 

 

 

 

 

 

 

Dummy variable 

0=collective bargaining 

not provided for public 

sector  

(182 observations) 

 

1=collective bargaining 

permitted or not 

addressed  

(1,300 observations) 

1,482  

 

N/A 0 1 Center for Economic 

and Policy Research 

(2014) 

Innovator 

 

Dummy variable 

 

0=not initial state to 

provide collective 

bargaining for public 

sector 

(1287 observations) 

 

1=initial state provided 

collective bargaining 

rights for public sector 

(195 observations)  

 

1,482 N/A 0 1 Kearney (2009) 

Duration of CB Calculated from date of  

collective bargaining 

legislation 

1,482 27.12 

(16.95) 

0 54 Anzia and Moe 

(2016) 

 

Valletta and 

Freeman (1988) 

 

Right-to-Work 

State 

Dummy variable  

0=not a right-to-work 

state  

(995 observations) 

 

1= right-to-work-

legislation for public 

sector  

(487 observations) 

1,482      N/A 0 1 National Conference 

of State Legislatures 

       

       

       

 

 

      

http://www.unionstats.com/
http://www.unionstats.com/
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Table 4.8, continued 

Political Influence       

Unified 

Government 

Nominal variable: 

Majority control of 

upper and lower house 

and executive by 

members of same 

political party:  

 

1=governor and one 

house same party 

2= legislature same 

party 

3= all same party 

1,402 

 

 

 

 

 

1=265 

2=406 

3=731 

N/A   Book of States and 

National Conference 

of State Legislatures 

Democratic 

Control 

Dummy variable 

0= Republican control 

of both chambers or 

split control 

 (851 observations) 

 

1=Democratic control 

of both chambers  

(618 observations) 

1,469    N/A 0 1 Book of States and 

National Conference 

of State Legislatures  

State Ideology  

(Percent Liberal) 

State political ideology 

score based on surveys 

of state residents and 

yields a percent liberal 

annual score from 1976 

through 2010. 

1,482 19.39 

(4.66) 

8.74 38.02 Enns and Koch 

(2013) 

Member Profile (Group)      

Member Type 

(Police/Fire)  

Dummy variable 

(0=not police/fire, 

1=police/fire) 

182 Police/Fire       N/A 0 1 Public Plans 

Database 

Member Type 

(SERS or PERS)  

Dummy variable 

(0=not PERS or SERS, 

1=PERS or SERS) 

585 

PERS/SERS  

      N/A 

 

0 1 Public Plans 

Database 

Member Type 

(Hybrid) 

Dummy variable 

(0=not hybrid, 

1=hybrid) 

286 All Public 

Sector Types 

      N/A 0 1 Public Plans 

Database 

Member Type 

Teachers/Base 

 416 Teachers    Public Plans 

Database 

Member 

Contribution Rate 

Percentage of payroll 

deduction from the 

member paid into the 

pension plan, (x 100). 

1,396 .0570 

(.0422) 

0 1.22 Public Plans 

Database 

Institutional Variables      

Balanced Budget 

Requirement 

Dummy variable for 

balanced budget 

requirement  

0= no requirement (293 

observations) 

1= requirement (1183 

observations)  

1,482     N/A 0 1 National Conference 

of State Legislatures 
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Table 4.8, continued 

Deficit Carryover 

Prohibition 

Dummy variable for 

deficit carryover 

prohibition 

 

0=no prohibition (468 

observations) 

1= prohibition (1014 

observations) 

 

1,482       N/A 0 1 National Conference 

of State Legislatures 

Term Limits Dummy variable for 

term limits 

0=no term limits (1029 

observations) 

1=term limits (453 

observations) 

 

1,482       N/A 0 1 National Conference 

of State Legislatures 

Professionalism Calculated score for 

each state legislature 

evaluating three 

components (salary, 

time demands, 

staff/resources) against 

Congress as baseline 

(0= no correlation, 1= 

perfect correlation). 

 

1,482 .20 

(.12) 

.027 .626 Squire Index 2007, 

2012 

State Variables       

Fiscal Stress   Ratio of a state’s debt 

to its gross state 

product (GSP) 

1,482 7.06 

(3.54) 

.13 19.54 U.S. Census Bureau, 

Census of 

Governments (state 

debt) Department of 

Commerce’s Bureau 

of Economic 

Analysis (gross state 

product) 

Accounting 

Method  

Act1(EAN) = 1095 

Act2(PUC)=177 

Act3(FIL)=57 

Act4(Agg)=107 

1,426 

 

     N/A  0 1 Public Plans 

Database 

Control 

Variables 

      

Population 

Change 

Percentage change in 

population from 

previous year 

1,482 .83 

(.88) 

-5.72 5.29 U.S. Census 

Percent over age 

65 

 

Percent of state’s 

citizens age 65 or older 

1,482 12.76 

(1.70) 

5.7 17.8 U.S. Census 

Unemployment 

Rate 

Average annual 

unemployment rate, 

not seasonally adjusted 

(rate x 100) 

 

 

1,482 6.05 

(1.88) 

2.5 14.7 U.S. Census 
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Table 4.8, continued 

Education 

Attainment (High 

School or more) 

Percent of state 

population age 25 or 

older with a high 

school degree or more 

1,478 86.18 

(3.73) 

77.2 94.7 U.S. Census 

Education 

Attainment 

(Bachelor’s 

degree or more) 

Percent of state 

population age 25 or 

older with a bachelor’s 

degree or more 

1,478 27.18 

(4.89) 

15.3 44.9 U.S. Census 

Per capita income 

 

Per capita income for 

state 

1,482 $37280 

($7137) 

 

$22806 $62738 U.S. Census 

       

Source: Public Pensions: Retrenchment or Investment? Evidence from the States (2018)   
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Table 4.9. Summary of Hypotheses and Findings (Funded Ratio) 

Hypotheses Finding 

H1: Funded ratios are higher in states with greater percentages of ARC paid. Confirmed 

  

Interest Group Influence 

 

 

H2: Funded ratios* are higher in states with greater public employee density. Confirmed 

H3: Funded ratios are higher in states with greater public union density. Confirmed 

H4: Funded ratios are higher in states that permit collective bargaining for state 

employees. 

Not confirmed 

H5: Funded ratios will increase in states with longer duration of collective 

bargaining rights for public sector employees.  

H6: Funded ratios will increase in states recognized as early adopters of 

collective bargaining rights for public sector employees. 

H7: Funded ratios are lower in states that have passed right-to-work legislation 

for public sector workplaces. 

Confirmed 

 

Not confirmed 

 

Not Confirmed 

Political Influence 

 

 

H8: Funded ratios are higher in states with unified government. Confirmed 

H9: Funded ratios are higher in states with Democratic majority control of both 

legislative chambers.  

Not confirmed 

H10: Funded ratios are higher in states with a more liberal ideology. Not confirmed 

Member Profile  

 

 

H11: Funded ratios will decrease in pension plans for teachers. 

H12: Funded ratios are higher in state pension plans that include law enforcement 

and firefighter personnel in the membership in comparison to bureaucrats and 

combined member plans. 

Confirmed 

Not confirmed 

H 13: Funded ratios are higher in states with increased employee contribution 

levels. 

Not confirmed 

Institutional Constraints 

 

 

H14: Funded ratios are lower in states with a balanced budget requirement. Not confirmed 

H15: Funded ratios are lower in states that prohibit a deficit carryover. Not confirmed 

H16: Funded ratios are lower in states that have term limits. 

H17: Percentage of ARC paid will decrease in states with legal constraints.  

Not confirmed 

Confirmed 

H18: Funded ratios are higher in states with more professional legislatures. Not confirmed 

State Factors  

 

H19: Funded ratios decrease as fiscal stress increases. Confirmed 

H20: Funded ratios are lower in states using the PUC (projected unit credit) 

method of valuation than in states using the EAN (entry-age normal) method of 

valuation. 

Confirmed 

 

*Funded ratios and percentage of annual required contribution paid follow 

same pattern (increase or decrease). 

Not confirmed 

Source: Public Pensions: Retrenchment or Investment? Evidence from the States (2018) 
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Table 4.10. Summary of Hypotheses and Findings (ARC) 

Hypotheses Finding 

  

Interest Group Influence 

 

 

H2: Percentage of ARC paid is higher in states with greater public employee 

density. 

Not Confirmed 

H3: Percentage of ARC paid is higher in states with greater public union density. Not Confirmed 

H4: Percentage of ARC paid is higher in states that permit collective bargaining 

for state employees. 

Not confirmed 

H5: Percentage of ARC paid increases in states with longer duration of collective 

bargaining rights for public sector employees.  

H6: Percentage of ARC paid increases in states recognized as early adopters of 

collective bargaining rights for public sector employees. 

H7: Percentage of ARC paid is lower in states that have passed right-to-work 

legislation for public sector workplaces. 

Not Confirmed 

 

Not confirmed 

 

Not Confirmed 

Political Influence 

 

 

H8: Percentage of ARC paid is higher in states with unified government. Not Confirmed 

H9: Percentage of ARC paid is higher in states with Democratic majority control 

of both legislative chambers.  

Confirmed 

H10: Percentage of ARC paid is higher in states with a more liberal ideology. Confirmed 

Member Profile  

 

 

H11: Percentage of ARC paid decreases in pension plans for teachers. 

H12: Percentage of ARC paid is higher in state pension plans that include law 

enforcement and firefighter personnel in the membership in comparison to 

bureaucrats and combined member plans. 

Confirmed 

Not confirmed 

H 13: Percentage of ARC paid is higher in states with increased employee 

contribution levels. 

Not confirmed 

Institutional Constraints 

 

 

H14: Percentage of ARC paid is lower in states with a balanced budget 

requirement. 

Not confirmed 

H15: Percentage of ARC paid is lower in states that prohibit a deficit carryover. Not confirmed 

H16: Percentage of ARC paid is lower in states that have term limits. 

H17: Percentage of ARC paid will decrease in states with legal constraints.  

Not confirmed 

Confirmed 

H18: Percentage of ARC paid is higher in states with more professional 

legislatures. 

Not confirmed 

State Factors  

 

H19: Percentage of ARC paid decreases as fiscal stress increases. Not Confirmed 

H20: Percentage of ARC paid is lower in states using the PUC (projected unit 

credit) method of valuation than in states using the EAN (entry-age normal) 

method of valuation. 

Confirmed 

 

  

Source: Public Pensions: Retrenchment or Investment? Evidence from the States (2018) 
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CHAPTER 5 

INTRODUCTION 

   

 The 2008 recession affected all public pensions in the United States (Munnell et 

al. 2015). The steep decline in the stock market resulted in significant investment losses 

across the country. The Federal Reserve reports the funded ratio for each state during the 

study period, 2001-2013 (Figure 5.1).  The color-coded charts visually demonstrate the 

slide from 80% and above (gold/yellow) in 2001 for most states, to the 2008 shock to 

below 60% (orange/red), and the continuing rebound through 2013. Although all states 

were affected by the losses in the stock market, the responses to the declining funded 

ratio differed. 

 Many states responded to investment losses by decreasing retirement benefits for 

public employees via legislative changes.  Pension legislation across the states has been 

summarized and reported by the National Conference of State Legislatures (NCSL) since 

1999. I used the NCSL reports to identify the state actions from 2001 through 2013.  

Appendix H provides an overview of pension legislation across the 50 states throughout 

the study period.  The scope and frequency of state actions to reconfigure the retirement 

benefits for public workers led to the creation of a retrenchment index.



 

 

 

115 

Figure 5.1. Federal Reserve Funding Ratios, by State, 2001-2013  
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Figure 5.1, continued 

 

 

                                                                                  

 

                                                                                

    

Source: Federal Reserve 
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Retrenchment 

 The quantitative analysis sought to explain the variation in public pension funding 

across the U.S. states after the 2008 national recession. To understand the solvency or 

insolvency of state pension plans, as determined by the funded ratio and percentage of 

ARC paid, this study examined factors such as interest group influence, political factors, 

institutional factors, member profiles, and state level measures such as fiscal stress and 

accounting methods.  

 In addition to pension plan solvency or insolvency across the states, this study 

also seeks to understand the effect of the 2008 recession on the retirement security for 

millions of state and local government employees. To understand the effect of state 

actions on current and future retirees, I examined pension-related legislation enacted in 

all states for the study period (2001-2013) and developed a retrenchment index. The 

retrenchment index (0-1) captures the type and frequency of actions taken by states to 

reduce benefits and/or increase costs for current and future retirees. States are evaluated 

using an ordinal factor analysis model and retrenchment index scores generated. 

Maximum retrenchment (1) translates to the most significant reduction in retirement 

benefits for public sector employees during the study period (2001-2013).  

 The index captures six categories of state actions ranging from cost-of-living 

adjustments to the termination of a defined benefit pension plan for current employees.  

All six actions reduce salaries/benefits for employees or retirees. Therefore, all six 

actions represent a “retrenchment” from previous legislation. See Table 5.1 for the list of 
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retrenchment actions and Table 5.2 for the frequency of actions throughout the study 

period.   

Table 5.1. Retrenchment Index Categories 

Cost-of-living adjustment: action to suspend or reduce an increase in salary or benefit.  

Contributions: action to increase the percentage of an employee salary deducted for pension  

Higher age and service requirements: action to increase the age or length of service for full 

retirement 

Final average salary (FAS) adjustments: action to increase the number of “high” years included in 

average salary calculation and decrease the modifier used to generate the monthly benefit 

Future employees-hybrid, cash balance, defined contribution plan: action to eliminate defined 

benefit plan for employees hired after specific period 

Current employees-hybrid, cash balance, defined contribution plan: action to eliminate defined 

benefit plan for current employees 

Source: National Conference of State Legislatures, Pension Legislation 2001-2013  

 

Table 5.2. Retrenchment Actions, by Study Year (2001-2013) 

 

 

 

 

 

 

 

 

 

 

Source: National Conference of State Legislatures, Pension Legislation 2001-2013 

  

Year Number of 

State Actions 

2001 2 

2002 0 

2003 6 

2004 3 

2005 13 

2006 10 

Year Number of 

State Actions 

2007 12 

2008 9 

2009 19 

2010 29 

2011 61 

2012 37 

2013 47 
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 The range of action captures a continuum of retrenchment, from a suspension of 

future cost-of-living increases (minimal loss); to the permanent loss of a guaranteed 

monthly retirement benefit (maximum loss).  Morrissey (2014) documented the 

percentage of income loss across the range of retrenchment actions for public sector 

employees, long-term as well as new employees. However, most of the changes for 

public sector employees have involved the loss of a cost-of-living increase or an 

increased contribution amount to the pension plan. To understand the effect of the loss of 

a defined benefit, scholars have looked to the private sector. 

 The private sector’s elimination of a defined pension benefit for many workers 

permitted scholars to analyze the change on retirement income. Oakley and Brown 

(2016) note, “The results of this shift [from defined benefit to defined contribution plan] 

are startling----currently, the median retirement balance for all working-age households is 

only $2,500; for households near retirement, the balance only marginally improves to 

$14,500” (1) . In addition to the low balances in many defined contribution accounts, 

Rhee (2014) captures the broader effect of retirement plan changes on a community. She 

explains, “Defined benefit pension benefits not only provide a secure source of income 

for many retired Americans, they also contribute substantially to local, state, and national 

economies” (1). Rhee’s 2012 study found defined benefit pension expenditures “have 

large multiplier effects: each dollar paid out in pension benefits supported $1.98 in total 

economic activity” (1). Therefore, the immediate retrenchment effects of decreased 

retirement benefits for public sector employees will also translate to decreased economic 

activity in communities across the nation. 
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 An ordinal factor analysis captured the retrenchment actions, frequency, and 

distinction between states. The results are provided in Figure 5.2. The retrenchment index 

(0-1), a continuous variable, reflects the variation in state response. 

Figure 5.2. Retrenchment Index, U.S. States 2001-2013, Pension Study 

 

Source: Author’s Calculation, NCSL Legislation, State Actions to Reduce Pension Benefits 
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Figure 5.3. Retrenchment Index, Selected States for Case Analysis 

 

 

Source: Author’s Calculation, NCSL Legislation, State Actions to Reduce Pension Benefits 

 

 In addition to evaluating all states and their retrenchment actions, the present 

study examined the retrenchment actions of two states with solvency problems (Rhode 

Island and New Jersey) as well as two states without solvency issues (Delaware and 

Oklahoma).  

 Figure 5.3 illustrates the two states without solvency problems (Delaware and 

Oklahoma) implemented less retrenchment actions than New Jersey and Rhode Island. 

Rhode Island’ actions, eliminating a defined pension benefit for current employees 

represents the most negative action taken by a state during the study period.  
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Case Study Introduction 

 The quantitative analysis involved a data set with 114 state-administered pension 

plans, covering all 50 states. The model in the quantitative analysis included two 

dependent variables (funded ratio and percentage of ARC paid). This study used 2001 

through 2013 information due to a change in reporting requirements for states, effective 

with the 2014 data. The Government Accounting Standards Board (GASB) adopted new 

rules regarding ARC effective with the states’ 2014 comprehensive annual financial 

reports (CAFR’s). The publication of the annual required contribution was no longer 

needed effective 2014, and states could adjust their comprehensive annual financial 

reports to eliminate the information.  

 Although states have continued to publish their ARC and percentage of ARC 

paid, the possibility of losing ARC information in the 2014 reports, caused me to end the 

quantitative study with 2013 data.  The qualitative research builds on the statistical 

analysis and uses archival documents, legislation, and elite interviews. The interviews of 

union officials, pension administrators, and legislators were conducted from June 2017 

through September 2017.  

 The statistical model included several categories of independent variables such as 

interest group influence; political factors; institutional factors; member profiles; and state 

level measures such as fiscal stress and accounting methods. Expected findings included 

the improved funded ratios and percentage of ARC paid given more public sector 

employees and increased public sector unionization. Expected findings also included 

decreased funded ratios and percentage of ARC paid given increased fiscal stress and the 
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use of certain accounting methods. Unexpected findings included the lack of influence of 

institutional variables such as term limits, a balanced budget requirement, deficit 

carryover prohibition, and professional legislatures.  

 In the quantitative analysis, I expected pension plans with higher rates of 

employee contributions to be better funded, however I found the opposite condition in the 

case studies. I found states with funding problems requiring employees to contribute 

more to the pension plan through their payroll deductions. Increasing employee 

contributions is an easy first-step in improving funding and after the 2008 recession, the 

majority of states took that step. However, as noted in the Retrenchment Index (Figure 

5.2) there was wide variation across the states in the types, frequency, and effects of their 

response to the 2008 recession.  

 The quantitative analysis identified several puzzles. The first puzzle involved a 

state, such as Oklahoma, that did not have a funding crisis. However, the legislature 

terminated the defined pension benefit for all new state employees effective 2015. 

Another puzzle involved a state, such as New Jersey, that had a significant funding crisis. 

However, their legislature failed to take any action to address the crisis. In contrast, 

Delaware did not have a funding crisis and maintained the defined pension benefit. 

Rhode Island had a funding crisis and did take legislative action to reduce the defined 

pension benefit.  

 When I am looking at the states and the puzzles, I need to consider their history 

and factors that influenced them in 2008. Critical juncture theory helps in understanding 

these conditions and their potential for influences. In addition to the puzzles presented by 
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the quantitative analysis results, scholars have cautioned researchers to question the long-

term effect of significant events, such as the Great Recession of 2008.  Collier and Collier 

(1991) define critical junctures as significant events that provide the opportunity for 

change. The key term in their definition is the “opportunity” for change, not all countries, 

states; actors, etc. use the opportunity of a significant event to make change.  In the case 

studies that follow, I pay attention to the 2008 recession as an opportunity for change in 

the states using the concept of critical juncture to frame the analysis. 

 Slater and Simmons (2010) argue scholars must consider the conditions prior to 

the significant event in a given country or states to more accurately understand the 

potential of change. Therefore, although all U.S. states experienced the 2008 recession, 

the conditions that existed in the state prior to the national economic crisis must also be 

explored in order to understand the effects of the event.  I examine the conditions 

surrounding public pensions within the state prior to the study period to understand the 

pre-existing conditions and further explore the causal story after the 2008 recession.  

 Slater and Simmons (2010) caution prior conditions must be examined to 

determine if they are “causally significant” to a critical juncture. The conditions found to 

be causally significant, termed “critical antecedents” are traced to have a direct causal 

relationship with the outcome of interest. In this study, the outcomes of interest include 

public pension solvency and retirement benefit security for state and local government 

employees.  As a result, I explore in each case study specific conditions related to both 

outcomes of interest and trace the state actions that affect both pension plan solvency and 

retirement income security for their public sector employees. 
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 Soifer (2012) also questions the potential for change provided by a critical 

juncture and he argues attention must be given to conditions after the critical juncture 

occurs. Soifer (2012) identifies permissive and productive conditions as significant to 

understanding the differences across entities experiencing the same event. Soifer (2012) 

defines permissive conditions as “easing of the constraints of structure and make change 

possible” (1573). Soifer (2012) explains productive conditions exist “in the presence of 

permissive conditions, produce the outcome or range of outcomes that are then 

reproduced after the permissive conditions disappear and the juncture comes to a close” 

(1573).  Although the 2008 financial crisis has ended and many pension plans have 

rebounded from the investment income loss, several states continue to pursue 

retrenchment actions. The case studies provide the opportunity to explore these concepts 

vis-à-vis the 2008 recession and the response to the crisis within the states.  

 Exploring the conditions existing in each state prior to the 2008 recession, the 

case studies seek to explain the causal logic behind the outcomes of pension solvency and 

retirement security for state and local government employees. By examining four states 

over time and in depth, using the concepts of critical juncture and critical antecedents, I 

explain how states responded to the 2008 recession. State responses to the economic 

decline affect both pension solvency and retirement security and, as the case studies 

indicate, the responses vary. 

 Therefore, the qualitative analysis sought to explain the variation across states 

given adequate funded ratios-such as Delaware and Oklahoma; as well as the variation 

across states with funding problems-such as Rhode Island and New Jersey. 
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Table 5.3. Case Study States, by Funding Ratio Problem 

Funded Ratio Problem? 

  YES      NO 

New Jersey Delaware 

 Rhode Island Oklahoma 

 Source: Public Plans Data Base, Author’s Pension Study, 2001-2013  

 The states have constraints and challenges in common. All four states faced the 

stock market losses in the early 2000’s from the dot.com crisis and the 2008 national 

recession. All four states face multiple demands for services, such as increased education 

funding and improved infrastructure. All four states compete for business and strive to 

increase jobs for their citizens.  

 However, the case studies focused on the differences in the states such as how 

Delaware, despite the same national economic challenges, found a way to consistently 

pay the ARC and maintain the defined pension benefit. To understand Delaware’s 

experience, I argue institutions, competitive political parties, and established norms are 

critical to their success. I also argue to understand Delaware’s actions in 2008, it is 

necessary to look back to the 1970’s, and explore how the reaction to the prior financial 

crisis, a critical juncture at the time, created antecedent conditions that explain the current 

response. 

 Oklahoma’s example of terminating a defined pension benefit, despite improved 

funding, can be explained by political ideology and weak political organization. 

Oklahoma’s Republican majority legislature and Republican Governor adopted limited 
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government policies recommended by ALEC (American Legislative Exchange Council) 

and targeted the weakest public sector group, state employees. 

 Rhode Island’s example recalls Hardin’s Tragedy of the Commons, (1968) with 

elected officials using the pension system to reward political allies and union officials 

collaborating in the pension system’s deterioration. The State’s initial use of the pension 

funds to cover budget shortfalls due to a banking crisis in the 1990’s exacerbated by the 

view of the funds as a “candy jar” (Interview, Mary Duffy Messier, September 1, 2017). 

 New Jersey’s pension funding crisis is the most significant. The State began 

manipulating accounting methods in the 1990’s and the “smoke and mirrors” practices 

used initially by Governor Florio (Democrat) were minimal compared to the $2.7 Billion 

pension bond issue authorized by his successor, Governor Whitman (Republican). 

Whitman’s action allowed New Jersey to skip the ARC for 1997 and the pattern 

continued for six years. Numerous studies and commissions since 2006 have explored the 

problems and potential solutions. Unfortunately, despite the public sector unions’ 

agreement to member contribution increases and benefit decreases, the state continues to 

underfund the ARC.  Stearns (2016) explains: 

The state of New Jersey’s pension system is dire. According to a study by the 

National Association of State Retirement Administrators, New Jersey’s record of 

funding its pension system is the worst in the country. Pension system funding is 

evaluated by comparing the amount a state contributes to the system against the 

Annual Required Contribution (“ARC”). From 2001 to 2013, New Jersey 

averaged 38% of the ARC.  Pennsylvania and New Jersey were the only states in 

the nation to average less than 50%.  All but six states contributed at least 75% of 

their ARC.  Additionally, the funded ratio of New Jersey’s pension has decreased 

each year since 2003. In 2003, New Jersey’s pension systems were 93.5% funded.  

In 2013, New Jersey’s pension systems were 62.8% funded. The funding ratio fell 
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to 51.5% in 2015. According to Moody’s Investors Service, the unfunded liability 

in 2016 is $55 billion. New Jersey’s annual average contribution over the past 

seven years is 13.5%, the lowest in the nation (360).  

 Legislation in all four states (see Appendix B, C, F, and G) show similar patterns 

of benefit increases during “boom” times and benefit decreases during recessions. As 

noted in the Delaware case, the increases passed were ad-hoc, fully funded, and able to be 

reversed if needed. Rhode Island and New Jersey on the other hand increased benefits 

without dedicated funding and did not anticipate a need for reversing the increases. After 

the 2008 recession, significant benefit reductions occurred in Oklahoma, Rhode Island, 

and New Jersey (NCSL Pension Legislation). Delaware’s practice of ad-hoc cost of 

living allowance increases (COLAs)’s allows the state to slow benefit enhancements 

when needed, without legislative or collective bargaining action. 

 The study’s purpose, to understand the variation in public pension funding after 

the 2008 recession, was partially answered in the quantitative analysis. However, to 

understand what lead each state to take specific actions to fund or underfund public 

pensions, the case study focused on the mechanisms driving ARC payments. The case 

studies also permitted an analysis, in conjunction with the quantitative analysis, to answer 

the question; did the 2008 recession fundamentally change the public pension benefit in 

the state? 

 The potential for large-scale change, or switching to a new “path”, referred to as a 

critical juncture (Collier and Collier 1991), did not occur in Delaware in 2008. I argue 

Delaware’s critical juncture occurred in the 1970’s and the response to that financial 

crisis created policies, procedures, institutions, and norms within state government that 
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facilitate the state’s pension solvency and retirement benefit security for  their employees.  

New Jersey, although it enacted several retrenchment actions since 2008, also did not 

fundamentally change the public pension benefit in the state. This state represents a “near 

miss” in which the crisis situation had some potential for putting New Jersey on a 

different path, but conditions were not quite hospitable for that outcome to occur. 

 Oklahoma and Rhode Island, on the other hand, fundamentally changed the 

pension benefits for a portion of their public sector workforce, after the 2008 recession. I 

argue both states used the 2008 recession to execute the retrenchment, although 

conditions prior to the change differ between the states. 
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CHAPTER 6 

 DELAWARE 

Introduction 

 Delaware exemplifies consensus politics and fiscal responsibility. However, the 

state also profited from a past problem. The problem was a 1970’s fiscal crisis and 

conflict between the governor and legislature. The lessons learned during the 1970’s and 

the new institutions adopted because of the crisis continue to have a positive effect on the 

State. 

 The “First State” celebrates Delaware’s pride of place as the first to ratify the U.S. 

Constitution. Scholars (Boyer and Ratledge 2009) attribute Delaware’s enthusiasm for 

the 1787 constitution to the provision of equal power in the Senate regardless of state 

size.  Delaware’s small size creates opportunities that larger, more dispersed states cannot 

duplicate and Delaware has used its size and location to its advantage.   

 Delaware’s small size has led to consensus politics. The small size of the state 

with a population 897,934 in the 2010 census; the 49th ranked state for land mass at 1,982 

square miles; and only three counties contributes to the “everyone knows everyone” 

mantra. The General Assembly of 62 members (41 House and 21 Senate) with many long 

tenured legislators also contributes to the sense of familiarity and community. Although 

there have been tensions between the rural and urban residents in the three counties 

overall the state has enjoyed “consensus politics” (Boyer and Ratledge 2014) for many 
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decades. However, this does not translate to one-party politics but rather competitive two-

party rule for the governor’s mansion and the General Assembly seats. 

 Located along the I-95 corridor and mid-way between New York and Washington 

DC, the state’s position and ease of access has played a role in its economic growth and 

stability in the last decades of the 20th century and first decade of the 21st century. Boyer 

and Ratledge (2009) summarize the effects of the size and pro-business ideology of the 

state: “State legislators and business representatives have formed an ongoing two-way 

bipartisan and cooperative relationship in Delaware that may not easily exist in larger and 

more populous states where larger government bureaucracies and more partisan politics 

hinder consensus building” (27).   

Background 

 The three counties in Delaware include the metropolitan New Castle in the north; 

the rural Sussex in the south; and Kent county in the center of the state with the capital 

Dover. Population growth in the 20th century especially in New Castle County did not 

translate to political power until after the one person, one-vote Supreme Court rulings in 

the 1960’s. The three counties previously had shared power despite the population 

differences. For example, the population dispersion in Delaware in 1960 shows New 

Castle with 307,000; Kent with 66,000, and Sussex with 73,000 residents. The late 

1960’s and early 1970’s saw change and the New Castle business leaders, rather than the 

agricultural leaders of Sussex and Kent, began to exert more influence on state politics. 

Despite the shifts in political power and periodic tensions between the three counties, 

scholars have noted several unique characteristics of Delaware’s political culture: 
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One theme is that Delawareans have favored incremental rather than radical 

change, as evident by their deference to the common law, their continuing trust 

and acceptance of representative government through the General Assembly, their 

longtime unwillingness to drop the principle of unequal representation by 

counties, and their rejection or reluctance to act on amendments to the U.S. 

Constitution. … The most apparent theme has been the entrenchment of 

representative government throughout Delaware’s history. Thus, the General 

Assembly has maintained and even tightened its control over constitutional 

amendments, which has had the effect of fostering only strongly held incremental 

change over time. Episodic changes, evoked by referenda, voter initiatives, and 

recall, are public participation practices inconsistent with Delaware’s long history. 

One point of view contends that these public participative practices are consonant 

with democratic governance. The point of view prevalent in Delaware, however, 

is that their political system, devoid of these practices, provides an extremely 

stable and predictable platform for governance (Boyer and Ratledge 2009, 51). 

 Delaware in the 1970’s, however presented quite a different picture with a fiscal 

crisis and conflict between the Republican Governor, Pete du Pont and the Democratic 

majority legislature. The newly elected du Pont began his tenure stating, “We are on the 

verge of bankruptcy” (Boyer and Ratledge 2014, 133). The legislature and governor 

disagreed on the revenue and expenditure estimates and the governor vetoed the General 

Assembly’s proposed budget. For the first time in Delaware’s history, the General 

Assembly overrode the governor’s veto and implemented their funding levels for the state 

budget. To du Pont’s surprise, the legislature’s estimates were accurate and he recognized 

the need for changes to the state’s budget process.  

 Working together, the du Pont administration and General Assembly implemented 

three institutional changes to address the fiscal crisis and conflict. The three institutional 

changes include an independent body to provide revenue and expenditure estimates; a 

constitutional amendment creating a rainy-day fund; and a constitutional amendment 

limiting the growth of government spending based on revenue growth. Decades later the 
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institutional changes continue to help Delaware maintain fiscal health including health 

for the pension plans promised to their public employees. 

Battle of the Budget 

 In the late 1970’s Governor du Pont attempted to get Delaware out of its fiscal 

problems. Delaware faced budget shortfalls, despite increasing taxes 22 times from 1972 

through 1977. The state also had the highest income tax rate (19.8%) for citizens with 

income over $100,000. Republican Governor du Pont believed he had to shake the 

majority Democratic General Assembly out of their complacency and used his initial 

March 3, 1977 budget address to declare the state was bankrupt. The state was not 

actually bankrupt and after the budget address, du Pont spent time and effort convincing 

New York banks not to downgrade Delaware’s credit rating. The Governor wanted to set 

a new course for the state and the first budget created and signed by him would be the 

signal that change had begun. The 1978 budget was critical for the new administration.  

 This led to a crisis in budget planning. The budget proposals for 1978 included 

two sets of revenue projections, one from the Governor and the other from the legislature. 

The legislature’s revenue projections were higher and the budget planned for the 

increased availability of funds. Pete du Pont vetoed the legislature’s budget bill and for 

the first time in state history, the legislature overrode his veto (Boyer and Ratledge 2014, 

137). Following the veto override there was not a continuing battle between the executive 

branch and the legislature. Instead, Du Pont began a personal outreach initiative to meet 

the members of the General Assembly and host legislators at baseball games, picnics, etc. 

(Boyer and Ratledge 2009, 79). Rather than continue his adversarial tone the Governor 
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developed a collaborative approach with the General Assembly. Du Pont also realized the 

legislature’s revenue projections were accurate and his administration’s were incorrect. 

 The revenue projection discrepancy created the need for a new approach to budget 

planning. Governor du Pont had initially created an advisory board of cabinet, business, 

and academic members to develop revenue and expenditure projections. The advisory 

council although formed was not yet functioning for the 1978 budget. After the problems 

with the 1978 budget, the Governor added legislative members and changed the name to 

the Delaware Economic and Financial Advisory Council (DEFAC).  The first chair, 

Eleanor Craig, a University of Delaware economist, served throughout the eight years of 

the du Pont administration and believed Governor du Pont recognized the need to get the 

politics out of revenue forecasting (Boyer and Ratledge 2014, 138-39). 

 The success of what Delaware implemented in the 1970’s is still reaping rewards 

in the 21st century. A Department of Finance report in 2005 summarized the effect of 

DEFAC, “Over the years, DEFAC, by providing State officials with conscientious, non-

partisan guidance, has operated in a manner consistent with the fiscal blueprint conceived 

in 1977. Because both the governor and the General Assembly accept DEFAC’s revenue 

projections as ‘the estimate,’ others recognize the DEFAC process as a model for 

eliminating politics from revenue and expenditure estimates” (Boyer and Ratledge  2014, 

140). An International Monetary Fund study of 2006 also recommended the DEFAC 

process as a method for helping the state handle recessions and other economic 

disruptions (Alt, Lassen, and Rose 2006). 
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 In addition to creating DEFAC, the du Pont administration implemented two 

additional institutional changes, a rainy day fund and a built-in limit on spending. To 

achieve the changes, the legislature amended the Delaware constitution. The process 

required a two-thirds vote in each house of two successive legislatures, with an 

intervening general election.  Both measures went through the process but as du Pont’s 

secretary of finance (Boyer and Ratledge 2014, 142) explained in an oral history, the 

spirit of the changes were accepted and implemented even before the constitutional 

amendments were finalized. Given an agreement on estimates (through DEFAC’s work) 

and revenue for the upcoming year, the first change set-aside 5% of the expected revenue 

for a rainy day fund. The second change limited the upcoming annual appropriation to 

98% of the remaining revenue. To spend the final 2% of the annual appropriation, rules 

were adopted including supermajority requirements.   

 As a result of the three changes: a non-partisan independent body for revenue 

projections, a rainy day fund, and a built-in restraint on spending growth, the state 

transitioned from “the verge of bankruptcy” to a stable, fiscal environment. Boyer and 

Ratledge note, “The result was a watershed in fiscal responsibility which was accepted in 

a bipartisan fashion by the executive and the legislature” (2009, 79-80).  

Bipartisan Politics 

 The bipartisan collaboration alluded to in the budget process has been traced to 

the statewide appeal of both parties and the sharing of political power. However, the most 

significant reason offered for the bipartisanship seen in Delaware is the shared ideology 

of both political parties. The shared ideology is based on the shared view of the 
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importance of the economy and the need for the state to keep a focus on employment and 

incomes. Johnson and Pika (1993, 71) explain, “Debate is constrained by the consensual 

nature of Delaware politics, as well as the consciously cultivated, pro-business climate 

that is carefully sustained”.  

 The equal sharing of reduced resources, or economic “pain”, may also account for 

the bipartisanship. As explained, the late 1970’s saw the state facing budget shortfalls and 

Governor du Pont wanted to implement a hiring freeze and eliminate cost-of-living 

increases for public sector employees. To eliminate the cost-of-living increases he needed 

legislative approval. Senator Nancy Cook (Democrat) reportedly agreed to support the 

Governor’s reductions but with a caveat.  According to Nathan Hayward, du Pont’s Chief 

of Staff, Senator Cook said, “if you want my vote, you’ve got it but none of your cabinet 

is getting a pay raise because if you are taking cost of living away from the state 

employees, your team isn’t going to get a pay raise. So that was her price” (Boyer and 

Ratledge 2014, 136). 

Public Pensions 

 The fiscal responsibility and bipartisanship demonstrated by the Delaware 

executive and legislative branches also applied to the state’s public pensions. A series of 

interviews with a union official (Jeff Taschner), pension administrator (David Craik), and 

retired legislator (Nancy Cook) help explain the history of Delaware’s pension funding 

and the reasons for their exceptional stability despite the recession of 2008. 
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Investment Strategy 

 The Delaware State Employees’ Pension Plan established in 1945 operated as a 

pay-as-you-go system until 1971 (Delaware Public Employees Retirement System, 

Comprehensive Annual Financial Report 2001). Pay-as-you-go pension systems use the 

contributions from current workers to fund retirement benefits for current retirees. Pre-

funded systems calculate the amount of monies needed for future benefits and set it aside. 

Once the pension plans in Delaware began pre-funding, they invested a sizable amount in 

private equity. Unfortunately, in the late 1970’s, the pension fund lost significant funds 

and it led to a change in philosophy. Managing risk became a key focus for Delaware 

pension administrators. 

Mr. Craik, Delaware’s Pension Administrator, described the post-1970’s 

investment strategy as focused on “risk bands”. The Investment Committee, a sub-

committee of the State Board of Pension Trustees, determines how much will be invested 

in each fund, what level of risk it will tolerate, and tracks performance.  Craik added, 

“We sell when the risk is too high. We do not look to make significant gains; we look to 

downside risk. Managing risk is a primary concern” (Interview, David Craik, July 26, 

2017). 

Delaware’s record of managing risk and maintaining stable pension funding is 

unique among the states. The Center for State and Local Government Excellence 

recognized Delaware’s management of public pensions in a 2011 report. The report noted 

the strategies that have helped Delaware remain in the fully funded range despite the 

market downturns and economic challenges:  
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Sustained commitment to fully funding the annual required contributions; 

Ad-hoc cost-of-living increases (COLA) that are not imbedded in the pension 

statute, are considered annually by the legislature based on fund performance, and 

are funded over five years when granted; 

A historically cooperative partnership between the executive and legislative 

branches on pension issues; and 

A good understanding of pension plans and challenges in the General Assembly 

along with until recently, legislator continuity among those most involved in 

making decisions about DPERS. 

  

Benefit Enhancements 

 In addition to the conservative approach to investments, Craik also explained the 

Delaware policy on cost-of-living-allowance (COLA) increases for retirees. Unlike 

several states that guarantee COLA’s, Delaware treats the increases in an ad-hoc manner 

and rather than amortizing the COLA indefinitely, the state funds a COLA over a 5-year 

period. 

Legislators adapted a DuPont business practice to fund the cost of living 

allowance (COLA) increase. Senator Nancy Cook gave further details on this adopted 

practice during an interview conducted on August 7, 2017. Senator Cook explained that 

in the past the state had difficulty coming up with the funds needed all at once to fund a 

COLA. However, she recalled, “We were having problems funding a COLA, since we 

don’t grant enhancements unless we can fund them but a one-year pay-off for a COLA 

was not possible. A Pension Board member, an executive at DuPont, mentioned in an-

off-the-cuff remark that DuPont looks at a 5-year period to fund enhancements in their 

business”. Senator Cook continued, “It was like a light bulb went off, we could do the 

same thing, look to fund the COLA over 5 years.”  
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 Craik explained the same process is in use today (2017) and Delaware may have 

several COLA’s they are paying off at the same time but there is a finite period for each 

benefit enhancement. 

In funding COLAs, Delaware’s example is an exemplar across the country. Peng 

and Boivie (2011) highlighted Delaware’s State Employees Pension Plan (SEPP) in the 

National Institute on Retirement Security: Lessons from Well-Funded Public Pensions for 

their COLA process. 

The COLA is ad hoc. Over the study period, a COLA was not granted in 2002, 

2007, 2008, or 2009 due to investment losses, even though the plan’s funded ratio 

was over 100% in some of these years. In terms of funding its COLA, as 

Delaware’s COLA is discretionary, any COLA granted is unfunded and this 

creates an immediate unfunded liability. In the early 1990s, when Delaware SEPP 

started granting COLAs, it created a Post-Retirement Reserve Fund (PRF) with 

seed money, and it requires that each discretionary COLA be paid off in 5 years. 

Every year, funds equal to the five-year amortization cost of the COLA granted 

are deposited into the PRF, and the required amount is then transferred to the 

pension fund. This short amortization period ensures that any COLA will not add 

to the future unfunded liability and also makes the cost of the COLA more visible 

to the employer (25). 

 Delaware’s example of spreading the cost of a benefit enhancement over five year 

periods and establishing separate funds for benefit enhancements ensures the unfunded 

liability is not adversely effected. The fiscal stewardship shown in the investment 

strategy and benefit changes helped Delaware maintain stability for the pension plans 

despite national recessions. 

Joint Finance Committee 

 A unique feature of the Delaware legislature is the Joint Finance Committee, 

comprised of members from both chambers; this committee is responsible for all budget 
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and appropriation bills. In addition to being unique, the committee also displays the 

bipartisanship within the Delaware legislature. Senator Cook, elected in 1974 and co-

chair of the Joint Finance Committee explained that for most of her tenure, the committee 

had six members from the House and six members from the Senate. For a brief time, the 

committee expanded to 20 members but that was too large and changed back to 12 

members. The House for most of her tenure was majority Republican and sent four 

Republicans and two Democrats to the Joint Finance Committee. The Senate was 

majority Democrat, and sent four Democrats and two Republicans to the Joint Finance 

Committee.  

Senator Cook explained in order to pass legislation within the committee, seven 

votes were needed, and therefore there was a need for bipartisan compromise. Because of 

the partisan balance in the legislature and the Joint Finance Committee, one party could 

not dictate their preferred action. Jacobs (2011) refers to this balance of power as a 

condition for policy investment, when one political party cannot force the other party to 

absorb all of the costs (or losses) and both parties compromise for long-term policy 

investment. 

 Senator Cook believed the institutional arrangement of a joint finance committee 

with members from both the House and the Senate was also a key ingredient to their 

ability to find compromise. Senator Cook described the process of the Joint Finance 

Committee with 12 members meeting together and deciding on legislation rather than a 

separate House Committee proposal and a separate Senate proposal and the conference 

committee structure needed to negotiate differences. In Senator Cook’s view, “The 
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Delaware structure helped them avoid set positions within each chamber and then 

entering a forced bartering or compromising phase. The compromising occurred within 

the Joint Finance Committee” (Interview, Nancy Cook, August 7, 2017). 

 The ability to compromise within the legislature across political parties also 

extended to an ability to compromise between the governor and the General Assembly. 

Senator Cook gave an example of the cooperative nature between the executive and 

legislative branches when they faced a budget shortfall. She recalled Governor Castle 

(Republican 1985-1992) leading a meeting with the legislature leadership, including the 

majority and minority leaders of Senate and House, along with co-chairs of Joint Finance 

Committee. Senator Cook paraphrased Governor Castle saying, “We have a deficit of 

$300 million in our upcoming budget and I don’t have all of the answers”. Senator Cook 

explained they worked together and got $150 million in new revenue and $150 million in 

cuts. State employees took a 2.5% pay cut (Interview, Nancy Cook, August 7, 2017). 

The ability to have private meetings within the Joint Finance Committee also 

fostered compromise. Scholars have commented on the private nature of the Joint 

Finance Committee’s deliberations and the power to make final appropriation decisions 

behind closed doors. The General Assembly has given the Joint Finance Committee the 

power to finalize appropriation bills and because the legislature exempted itself from the 

state’s Freedom of Information Act, good government groups have criticized the process. 

Boyer and Ratledge (2009, 94) claim, “[The Joint Finance Committee] wielded more 

financial power than any public body in the state.”  
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 Senator Cook explained Delaware’s Joint Finance Committee relied on the 

Pension Board for accurate financial projections, policy analysis, and “had significant 

trust” in its members. The Delaware State Board of Pension Trustees has two ex-officio 

members, the Secretary of Finance and the OMB Director, and five members appointed 

by the Governor. Senator Cook thought, “The Pension Board’s use of sub-committees 

such as the investment committee ensured high quality work and work we could trust.”  

She added, “The Pension Board, with high trust from the legislature, has been 

independent, able to do their work without interference and when they asked for 

legislation from us (Joint Finance Committee) they had done their homework and we as 

elected officials developed a level of trust with them” (Interview, Nancy Cook, August 7, 

2017).   

Annual Required Contribution (ARC) 

 The pension plan is funded from three sources: the state’s contribution as 

employer (ARC), the employees’ contributions from their payroll deductions, and the 

investment earnings gained by the pension fund via the plan’s portfolio. The 2008 

recession translated into investment losses for all public pension plans. The public 

employees continued their contributions through their payroll deductions. The third 

component, the state’s contribution, and the decision about whether to make or not make 

the contribution, is the focus of the case study and interviews.  

 Officials were asked what factors were significant in their perspective in the 

decision to pay the ARC. They were also asked if any groups or organizations argue in 
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support of paying the ARC. Finally, they were asked to comment on a quote regarding a 

state’s culture and payment of the ARC (See Survey Questions, Appendix A). 

Union Official Interview 

 Jeff Taschner, Delaware State Education Association (DSEA) General Counsel 

believes the most significant factor for Delaware’s decision to pay the ARC is the non-

partisan nature of the issue. He added “The ‘Delaware’ way, this is not a partisan issue. 

Republicans, now Democrats, have controlled the legislature. We had a Republican 

Governor (Castle, 1988-1992) and then Democratic Governors Carper, Minner, Markel, 

and current Carney. All the same when it comes to pensions, there is never a question 

about not funding the ARC” (Survey Response, Jeff Taschner, July 24, 2017).  

 Many groups argue for paying the ARC. According to Taschner, “All groups, the 

governor, his/her head of OMB; legislature and their comptroller; pension board; pension 

administration; public sector unions don’t need to argue-they (all) agree on the principal 

of a commitment to public sector employees” (Survey Response, Jeff Taschner, July 24, 

2017). 

 Finally, Taschner agreed that a state’s political culture affects whether or not 

pensions are properly funded and added, “I can’t explain why the culture exists but 

Delaware is proud of its performance and the way they run the pension system” (Survey 

Response, Jeff Taschner, July 24, 2017). 

 Delaware adapts the pension plans as needed to match the financial situation. 

During the interview, Taschner described the changes to the pension plan when funding 

was above 100%, such as the 2001 legislation (Appendix B) that increased the modifier, 
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and decreased the penalty for early retirement. When the 2008 recession hit, the modifier 

was decreased, and the early retirement penalty increased, so there was a reverse of the 

enhancements. In addition to the reversal of enhancements, the unions agreed to an 

increase in the employee contribution rate from 3% to 5%. However, there was a small 

(2%) wage increase as well for that year (2011). Taschner added, “Everyone shares in the 

responsibility to fund the pension plan” (Interview, Jeff Taschner, July 25, 2017). 

 The conservative approach to benefit enhancement is seen in the COLA process 

and legislation approved by the Joint Finance Committee affecting pensions (Appendix 

B). Although the funded ratio was above 100%, the state did not want to lose the entire 

surplus. The note explains the underlying principle for the Pension Board and the Joint 

Finance Committee from the pension administration:  According to the Delaware Office 

of Pensions, “The legislation was developed to reduce the overfunded position in the 

State Employees' Pension Plan by granting benefit improvements to active and retired 

members. This was done in a manner that would protect the Plan and maintain a surplus 

cushion, share excess returns among all members, and focus on enhancements with a 

one-time or past service impact on benefits” (Appendix B, NCSL, 2001 Pension 

Legislation). 

Pension Administrator Interview 

 Mr. David Craik has worked for the Delaware Office of Pension for 29 years. He 

worked as Deputy Administrator for 9 years, and has been the Director for 20 years.  He 

explained his role as a liaison with the legislature, specifically the Joint Finance 

Committee. All legislation involving funds must be approved by the Joint Finance 
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Committee and Craik offered, “Since we have to implement the legislation, it is better to 

help write the law, even if we disagree with it” (Interview, David Craik, July 26, 2017). 

 Craik addressed the survey questions with a similar response as Mr. Taschner, the 

union official. Craik said, “Everyone, the governor, legislature, pension board, OMB, 

secretary of finance, believes the pension contribution (ARC) is mandatory. There is not 

a discussion of not paying. No one has to argue for the ARC- it is expected. No one 

argues against paying the ARC” (Interview, David Craik, July 26, 2017). 

 In discussing Delaware’s culture and the enduring commitment to ARC, despite 

revenue shortages and budget shortages, Craik explained the political leaders in both the 

executive branch and legislative branch have had significant experience and knowledge 

of the pension issues, despite the complexity. He gave as examples the current governor 

(John Carney) was Secretary of Finance; previous governors Jack Markell and Tom 

Carper also had state experience with budgets, pensions, and ARC payments. He added, 

“They are not learning on the job and they have experienced the culture, the norm of 

paying for pensions every year” (Interview, David Craik, July 26, 2017). 

 Craik also complemented the legislature for their willingness to learn the details 

of the pension plans and the effect of proposed changes. He is concerned that with many 

legislators such as Senator Nancy Cook no longer in the General Assembly, he and his 

staff will need to provide more education to new members of the legislature. 

 Craik explained the Pension Board, specifically the Investment Committee –a 

sub-committee of the board meets 18 times each year and remains focused on managing 
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risk. The committee consistently looks at each investment and is concerned with 

moderate growth in order to downsize risk.  The rate of return expected for pension 

investments has slowly been decreased from 8.5% to the current 7%.  The lowering of the 

rate of return expected for investments will cause an increase in the ARC needed in 2019 

but the Pension Board believes it is prudent to make this change.    

Legislator Interview 

 Senator Cook’s responses to the three survey questions echoed the union official 

and pension administrator. A term she used to describe paying the ARC was “sacred”. 

She added, “The Joint Finance Committee and the General Assembly took their 

responsibility to employees seriously. It is their pension funding. I worried about the 

worker who made $20,000-$30,000 a year. How do they save for retirement?”  

 She also added, “There was never an argument about ARC. The legislature and 

administration trusted each other, worked hard, and both trusted the Pension Board. We 

were conservative in funding; any benefit enhancement had to be pre-funded. I am a 

Democrat and I would stand up and tell constituents (unions), we cannot have an 

automatic COLA. We have to make sure funding is there for everyone.” (Interview, 

Nancy Cook, August 7, 2017). 

Full funding of the ARC is a necessary condition for stable pension funding but 

scholars have argued it is not a sufficient condition. By examining a state’s actuarial 

assumptions, we understand the reason full ARC funding may not be sufficient. Keith 

Brainard, research director of the National Association of State Retirement 

Administrators (NASRA), recommended analyzing Delaware’s actuarial assumptions to 
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understand their pension performance (Interview, Keith Brainard, July 6, 2017). The 

details of this analysis are more appropriate for a public finance study however; 

highlights of the broad characteristics are useful. Three elements for each pension plan 

demonstrate the philosophy of paying for the commitment: period of amortization; open 

or closed; and level percent or level dollar. If a state wanted to pay the least amount 

possible for future liabilities, the state would choose a 40-year period, open, and level 

dollar. Delaware has chosen 13.62 years, closed, and level percent (Public Plans 

Database). The three elements confirm the state does not choose to minimize ARC 

payments rather Delaware has chosen the most prudent method to calculate their annual 

payments. In basic terms, there are many ways to make paying the ARC easier for the 

state in the short term, and Delaware has avoided each opportunity.  

Comprehensive Annual Reports 

 I analyzed Delaware’s Public Employees Retirement System (DPERS) 

Comprehensive Annual Reports for three years (2001, 2007, and 2013) to capture the 

average benefit for Delaware public employees at the beginning of the study (2001), the 

mid-point (2007) and the conclusion (2013). 

 DPERS provides pension benefits under several funds. The funds are co-mingled 

and managed as one entity however, benefit payments vary based on an employee’s 

position as well as tenure. A sample of three types of employees and their average 

monthly benefit are provided in Table 6.1. 
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Table 6.1. Delaware Average Monthly Benefits, Sample Study Years 

Year State Employees  

Average Monthly 

Benefit 

State Police 

 Average Monthly 

Benefit 

Judicial  

Average Monthly 

Benefit 

2001 $933 $2600 $4274 

2007 $2425 $5187 $8301 

2013 $2800 $8173 $10,066 

 Averages are for 30 

year credited service. 

Exception is 2007; state 

police is 29.99 credited 

service as 30 years not 

available. 

   

Source: Comprehensive Annual Financial Reports, Delaware Public Employees Retirement System 2001, 

2007, 2013  

Conclusion 

Delaware regularly pays the annual required contribution (ARC) for their public 

pensions. This dependable financial behavior differs from many states.  The survey 

responses and interviews reveal a consistent explanation for why this behavior exists. All 

stakeholders, including governors, legislators, cabinet officials, pension board members, 

pension administrators, and union leaders believe paying the ARC is their responsibility. 

The various groups recognize the fiscal responsibility is a shared responsibility. The 

benefit enhancements during “flush” times have been restrained and during recessions, all 

entities have been willing to pull back enhancements in order to maintain financial 

soundness. 

 Delaware did not escape the 2008 recession, yet the event did not substantively 

alter the state’s retirement benefits for their public sector employees. Delaware did 

experience investment losses in the public pension fund due to the 2008 recession, yet the 
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significant event did not alter the state’s pattern of paying 100% of their annual required 

contribution. Scholars have identified significant events such as the Great Recession of 

2008 as critical junctures (Collier and Collier 1991) and they provide the opportunity for 

change. Research has determined however, that not all countries, states, organizations, 

etc. adopt change as a result of the event. Slater and Simmons (2010) argue, “Adopting a 

divergence-driven definition proves especially important in comparative politics, where 

different cases inevitably experience exogenous shocks in distinctive, historically 

conditioned ways” (890).  

 Slater and Simmons (2010) ask scholars to consider background conditions and 

again warn, “The cases in any historical comparison might have been in very different 

places before a critical juncture set them on very different paths” (891). Delaware 

provides an example of a very different place, before the 2008 recession than other states.  

The fiscal discipline of paying ARC, the investment strategy, the benefit enhancement 

policy, and the seriousness of the long-term commitment to their public sector employees 

distinguishes the state among others.  I would argue the state did not diverge from its 

pattern of financial stewardship in 2008 because it had established a successful response 

to a prior fiscal crisis. 

 I believe the conditions that created this financial stewardship can be traced to the 

state’s experience in the 1970’s. Governor du Pont and the General Assembly agreed to 

an independent body (DEFAC) to generate revenue and estimates. With a common set of 

expectations, the executive and legislative branches could agree on the broad boundaries 

of a fiscal budget. 
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 In addition to the creation of DEFAC, the General Assembly and governor agreed 

in the late 1970’s to two institutional changes to the constitution; a rainy day fund, and a 

limit on spending growth without supermajority agreement.  

 As well as the constitutional changes, the unique structural arrangement in 

Delaware of a Joint Finance Committee within the General Assembly enables Senate and 

House members to compromise while crafting appropriation bills, rather than bargaining 

from set positions in a conference committee.  

 Finally, the events within the Pension Board in the 1970’s, with the significant 

decline in investment due to private equity losses created a new norm. Managing risk, 

establishing risk bands, and looking for long-term moderate growth enabled Delaware to 

avoid the boom as well as the bust in the stock market. 

 I would also add the mutual respect and trust between the union leaders, pension 

administrator, and legislator I interviewed was evident throughout the case study. There 

have been and will be disagreements especially as the economic climate within the state 

continues to face challenges. However, the defined benefit pension plan in Delaware is 

stable as a result of institutions such as DEFAC, the rainy day fund, and growth controls; 

structures such as the Joint Finance Committee; and cultural norms that view payment of 

the ARC as a shared responsibility, a preference for moderate growth, and mutual respect 

among the parties.   

Jacobs (2011) found policy investment when political opponents compromised. In 

the U.S. case, Jacobs (2011) found neither the Republican nor Democratic Party wanted 
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the SSA Trust Fund to go bankrupt nor yet they could not force the other party to accept 

the cost of saving the program. Instead, both parties invested in the program by 

compromising and accepting policy costs. I would argue Delaware’s experience in the 

1970’s fiscal crisis and the leadership demonstrated by the Republican Governor DuPont 

and the Democratic Legislative leaders; to solve that crisis echoes Jacob’s (2011) 

findings. As noted by Senator Cook, both political parties accepted responsibility for 

achieving increased revenues (against the Republicans’ preferences) and decreased 

spending (against the Democrats’ preferences). The policy investment also led to a new 

non-partisan entity, DEFAC, responsible for revenue and expenditure estimates. DEFAC 

continues in the 21st century to serve the state’s needs for reliable budget information.  
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CHAPTER 7 

OKLAHOMA 

Introduction 

 

 Public pension funding in Oklahoma increased throughout the study period for 

both funded ratios and percentages of ARC (see Table 7. 1). However, despite the 

improved funded ratios, Oklahoma Governor Mary Fallin signed legislation passed in 

2014 to eliminate the defined benefit for state employees (excluding those with hazardous 

duty). The legislation, effective November 1, 2015 requires all newly hired state 

employees to participate in the defined contribution plan, with no additional retirement 

options. My project looked at pension funding from 2001 through 2013 and given the 

financial improvement of the pension funds, a retrenchment in benefits the following year 

was not expected. What explains a state increasing funding for pensions, achieving 

improved investment returns and funded ratios, and finally terminating the pension 

benefit despite the improvements?  

 I argue Oklahoma’s decision to eliminate the defined pension benefit is explained 

by three factors: Republican ideology of limited government; politically unorganized 

state workers; and the decision made by employee leaders to trade pension benefits for 

future state employees for an immediate wage increase for current workers.    

 The rationale for the retrenchment of the defined benefit in Oklahoma was not as 

expected, a pension-funding crisis. Rather the argument was ideological. The sponsor of 

the legislation (McDaniel) and the joint committee chair (Sears) contend the defined 

contribution pension plan will give state workers more freedom to invest. McDaniel also 
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argued in a foundation’s article that a smaller government with less cost for taxpayers is 

the ultimate goal for pension reform (Gilroy 2014). 

Table 7.1 Oklahoma Pension Plans, Funded Ratio, Percentage of ARC Paid    

Year State OPERS 

Funded Ratio 

State OPERS 

ARC (%) 

Teachers 

Funded Ratio 

Teachers 

ARC (%) 

Police 

Funded ratio 

Police* 

ARC (%) 

2001 83% 77.5% 51% 72.8% 91%  

2002 80% 73.8% 51% 65.6% 88%  

2003 77% 58.8% 54% 62% 85%  

2004 76% 51.6% 47% 70.5% 81%  

2005 72% 52.5% 50% 56.4% 79%  

2006 71% 55.1% 49% 85.6% 78%  

2007 73% 58.7% 53% 93.1% 80%  

2008 73% 60.6% 51% 101.3% 82%  

2009 67% 75.3% 50% 86.2% 76%  

2010 66% 66.7% 48% 83.4% 75%  

2011 81% 62.9% 57% 77.5% 93% 38.6% 

2012 80% 109.5% 55% 116% 90% 94.2% 

2013 82% 105.3% 57% 112.7% 89% 83.5% 

*Data not available until 2011 Fiscal Year. 

Source: Oklahoma Comprehensive Annual Financial Reports 

 

Background 

 Oklahoma, the 46th state, joined the union in 1907. The state alternately referred 

to as a southern state and a western state has both cultural histories. As a “southern state”, 

it was a slave-holding state, with a history of segregation, Jim Crow laws, and in Elazar’s 
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typology, a traditionalistic political culture (Morgan, England and Humphreys 1991, 

xxv). As a “western state”, Oklahoma’s past involves the forced migration of Indians in 

the 19th century, referred to as a “trail of tears”.   Oklahoma is also the setting of 

Steinbeck’s (1939) Joads family, who were devastated by the dust bowl in the classic 20th 

century novel Grapes of Wrath.  

 The state with approximately 70,000 square miles and 77 counties has been a one-

party state for most of its history, first as a Democratic stronghold and now as a 

Republican majority. Oklahoma is a low-tax state with a history of economic dependence 

initially on agriculture, and in the 20th century, oil. The boom and bust trajectory of the 

state’s one-dimensional economy has contributed to the fiscal conservatism of Oklahoma 

(Gibson 2010). 

 The balanced budget amendment passed by the legislature in 1941 and the use of 

“state bond issues to evade or defer the ultimate confrontation on a tax increase” (Gibson 

2010, 250) contributed to the fiscal conservatism and low tax environment.  

Earmarks 

 Scholars have also noted Oklahoma’s legislature frequently earmarks funds for 

certain uses, such as the sales tax for the state welfare fund. The earmarking of funds 

continues in the 21st century and a recent study concludes 75% of state funds are targeted 

for specific programs leaving the legislature with 25% of revenue for discretionary 

appropriations (Gibson 2010, 252). The lack of legislative control and reduced 

governmental resources contributes to the challenge of funding public services including 
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public sector salaries and pensions. The recent full funding of the ARC does not erase the 

years of underfunding and the resulting unfunded liability.  

Direct Democracy 

 The state’s initial constitution formed during the progressive era is also 

remarkable for the presence and use of direct democracy.  Throughout the state’s history, 

the initiative and referendum have been used for a variety of social issues, for example 

prohibiting alcohol until 1959, and fiscal issues, such as requiring voter approval for tax 

changes. The state’s public services and salaries have historically trailed the national 

average and the use of direct democracy had an impact with numerous tax increases and 

bond issues defeated by the voters. In the 20th century, the denial of funding for public 

education resulted in a condemnation from the National Education Association. “In 1950, 

said the NEA, the state was spending one dollar less per student than the national 

average. In 1964 it was $104 less and in 1965 it will be $117 less” (Gibson 2010, 256). 

Corruption 

 Political corruption has also been frequent in the state’s brief history. The 1960’s 

saw the impeachment of numerous state Supreme Court members convicted of accepting 

bribes. In 1975, a former governor was indicted for “seeking a $50,000 bribe to influence 

the investment of $10 million in state retirement funds in a private company” (Gibson 

2010, 262). Over 200 county officials were convicted in the 1980’s for kickbacks 

involving state highway funds with only 17 of the state’s 77 counties untouched by the 
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scandal. The 1990’s saw school districts under investigation for the use of education 

bonds and campaign contributions (Holloway 1998).  

Legislature 

 Currently the bicameral legislature has 101 House members and 48 Senate 

members, and since 2010, has Republican majorities in both chambers. Term limits, 

established in 1990 limit service in the Oklahoma legislature to twelve years. The twelve 

years represent a maximum of service in both the House and Senate.  Other changes to 

the Oklahoma legislature have come slowly with much resistance such as the distribution 

of political power between rural and urban Oklahoma. 

Rural Oklahoma kept losing people, but it never loosened its hold on political 

power. The principal reason was that rural Oklahoma ran the legislature, and the 

legislature ran all of Oklahoma. When Oklahoma became a state, its House and 

Senate districts were divided up in such a way that each member of either 

chamber represented about the same number of people. To maintain that equity, 

its constitution instructed future legislators to adjust their own district lines with 

every subsequent federal census, starting with the first, just three years hence.  

Yet, after the new census of 1910, they made only the slightest pretense of 

meeting their constitutional obligations. After each of the next five federal census 

reports, they did not even bother to pretend. By the early 1960’s nearly half of the 

state’s population lived in or near Oklahoma County or Tulsa County, but those 

counties had no more influence than they had had in 1907, when Oklahoma City 

was not yet the capital and Tulsa was just emerging from its cow-town status. 

Between them, they still elected only 2 of the 44 state senators and 15 of the 109 

representatives. A single voter in Cimarron County had as much influence on 

lawmaking as did ten in Oklahoma County or eight in Tulsa County (Baird and 

Goble 2008, 239). 

 The legislative branch underwent mandatory reapportionment changes following 

the Supreme Court decisions of the 1960’s, and in the late 1960’s began meeting annually 
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rather than every two years.  Unlike partisan profiles of Northeastern states, Oklahoma’s 

rural voters were Democrats (referred to as Dixiecrats), and the urban voters of 

Oklahoma City and Tulsa were Republican with an emphasis on limited government. The 

reapportionment shifts led to a growing Republican presence within the legislature. The 

partisan change combined with the state’s historical approach to low taxes did not 

prevent the voters from enacting further constraints. In the 1990’s, voters approved two 

new constitutional amendments. The first amendment implemented lifetime twelve-year 

term limits for the legislature. The second amendment required voter approval of most 

new tax increases before taking effect (Baird and Goble 2008, 248). 

 The result of the changes to the legislature in both partisan profile and 

institutional constraints contributed to the conditions of low public services and low 

public benefits.  Baird and Goble (2008) capture the effect of these policies and politics. 

Besides keeping taxes as low as they can, Oklahomans are more likely to levy the 

heaviest tax burden on those least able to pay. Very few states levied lighter taxes 

on corporate income than Oklahoma did; even fewer have lower overall property 

taxes. At the same time, not many rely so heavily upon a general sales tax and 

most states that do— all but Oklahoma and about a dozen others—are careful to 

exempt the purchase of groceries and medicines. However, Oklahoma taxes every 

bite of food and every drop of medicine and slaps excise taxes on any number of 

specific purchases such as beer, whiskey, and tobacco—things that the high-

minded (if not the high-moneyed) tended to dismiss as immoral in the first place 

(248).  

 The regressive nature of the taxes translates to the poorer citizens of Oklahoma 

contributing a larger share of their income to necessities, “some estimate six to twenty 

times greater than the wealthy” (Baird and Goble 2008, 248). The lack of state 

expenditures is seen most dramatically in the social and economic statistics of Oklahoma 
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children. Scholars noted the state lagging behind many others at the start of the 21st 

century with regard to children living in poverty; teenage births; mortality rates of one-

year olds; child abuse; and medical care (Baird and Goble 2008, 249). The lack of 

funding for basic needs for the state’s youngest citizens helps explain why public 

employees also struggled with below average wages and benefits.  

 Finally, the legislature also strained to adapt to the requirements of open 

government. As a government reform group noted, the Oklahoma legislature has not 

scored well when judged for transparency or accountability: “records on debates and 

intent are virtually non-existent”; “frequently these [appropriation] committees meet 

secretly, if at all, during the rushed final weeks of the legislative session” (Morgan, 

England, and Humphreys 1991, 88). 

Executive Branch 

 The role of governor has changed throughout the late 20th century. Many state 

level executive/cabinet positions are elected independently of the governor. The ten 

elected positions include the lieutenant governor, who does not run as the governor’s 

running mate but rather as an independently elected position. Currently all of the elected 

officials are Republican, however, in the past both parties have held either the governor 

or the lieutenant governor concurrently. 

 Given the term limits within the legislature, these statewide elected positions 

provide additional avenues of political power within the state. The role of State Auditor 

and Inspector, as well as State Treasurer, are also elected state-wide and it is expected 
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that state legislators who have recently been quite involved in state pensions will be 

running for these positions. 

 In addition to other elected officials, the Oklahoma executive branch struggles 

with many boards and commissions that are not easily controlled by the governor. 

Morgan, England, and Humphreys (1991) add, “Oklahoma ranks somewhat below most 

other states on formal powers of the governor, primarily as a result of the limited 

administrative and reorganizational powers vested in the office.  Strengthening the 

position would require either abolishing many of the separate boards and commissions or 

bringing them under some form of genuine cabinet system” (115). 

Public Pensions 

 Oklahoma’s Retirement System comprises seven plans (see Table 7.2) with the 

names of plans and the employee contribution rate.  Appendix C lists all pension 

legislation passed by the Oklahoma legislature for the study period. The state is 

responsible for the two largest plans, teachers and state employees and these plans have 

been the focus for this analysis. 

Table 7.2. Oklahoma Employee Contribution Rates, by Pension Plans 

Employee Contribution Rate        Plan Name 

   7.0%                                               Teachers Retirement System of Oklahoma (Teachers) 

   3.5%                                               Oklahoma Public Employees Retirement (PERS) 

   9.0%                                               Oklahoma Firefighters Pension and Retirement System  

   8.0%                                               Oklahoma Police Pension and Retirement System 

   8.0%                                               State of Oklahoma Law Enforcement Retirement System 

   8.0%                                               State of Oklahoma Uniform Retirement Justices and Judges 

   5.0%                                               Plan for FTE of the Department of Wildlife Conservation 

 

Source: Oklahoma Comprehensive Annual Reports, 2013 
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Teachers 

 The Oklahoma Teachers Retirement System began in 1943 with teachers 

contributing 3% of their salaries and no contribution by the state. The pattern of 

employee contributing and employer not contributing continued throughout the 1950’s, 

1960’s, 1970’s, and 1980’s. The employee contribution increased to 7% in 1997 remains 

at that level. The state began contributing to the pension plan in 1989 and therefore the 

historically low funded ratio can be explained by the lack of Oklahoma’s pre-funding for 

four decades. With 10 years of state contributions, the plan’s funded ratio improved to 

49.8% in 1999 and with 20 years, there was a slight increase to a 50% funded ratio.  

 The state, however, did not contribute 100% of the annual required contribution 

throughout the 1990’s but the percentage of ARC paid increased from 41% in 1996 to 

73% in 2001. The state also approved a 1% cost of living increase three times (1994, 

1998, and 2000) for retirees, which increased the unfunded liability and decreased the 

funded ratio.  

 At the beginning of the study period in 2001, the Teachers’ pension plan had a 

funded ratio of 51.4% and the Board of Pension Trustees explained, “Since 1995, the 

System’s funded ratio has improved from 38.4% to 51.4%, primarily due to return on 

investments exceeding the assumed actuarial rate of return on investment of 8% per year. 

The actuarial yield on assets has exceeded 11% each year since 1995” (Oklahoma, CAFR 

2001, 9).  The pension plan funding was improving, but the cause was the growth of 

investments, not state contributions. 
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 Legislation passed in 2002 gradually increased the percentage of the state sales, 

use, and income taxes dedicated to the pension plan. Legislation in 2007 required local 

government employers to increase their contributions to the pension plan. The legislative 

efforts were successful and by the end of the study period in 2013, the funded ratio 

increased to 57.2%. Even more impressive, from the state perspective, is the new pattern 

of paying the ARC and in several years, paying more than the ARC (see Table 7.3). 

Table 7.3. Oklahoma Teachers’ Pension Plan, ARC Contribution 

FY Ended June 30 Annual Required Contribution Percentage Contributed 

2007 $575,745,142 93.1% 

2008 $590,495,652 101.1% 

2009 $714,367,558 86.6% 

2010 $742,286,289 83.6% 

2011 $822,419,996 77.6% 

2012 $588,287,377 115.9% 

2013 $619,805,640 113.1% 

Source: Oklahoma Comprehensive Annual Financial Report-Teacher’s Retirement, 2013 

 

 Senate Bill 1894 effective in 2006 required any new legislation with a fiscal 

impact on the pension system to be introduced in one session and voted on in the 

following legislative session. In addition, the law required an actuarial study to be 

conducted and the analysis included to enable the legislature to understand the financial 

implications of the proposal. 

 House Bill 2132 effective in 2011 changed the procedures for granting cost of 

living increases. No longer could COLAs be granted by the legislature and added to the 
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unfunded liability. Instead, any COLA granted in the future must be funded by the 

legislature with appropriated funds. The effect of this legislation was to artificially 

increase the funded ratio of both the Teachers’ Pension Plan and the State Employees 

Plan. It was “artificial” because no additional funds were committed by the legislature. 

Since all future COLAs would require separate funding, the legislation allowed the state 

to reduce its projected liabilities, thereby improving its funded ratio without actually 

adding any funds to the pension plans. The 2011 legislation also increased retirement 

ages for teachers to age 65 for those hired after 2011. The average annual pension 

payment increased during the study period from $14, 179 in 2001 to $19,514 in 2013 

(Oklahoma, CAFRs 2001, 2013). 

 Despite the improved funding from the state, the Teachers’ Pension plan 

continues to have the worst funded ratio of Oklahoma’s plans (Public Plans Database, 

Center for Retirement Research). Oklahoma’s legislature, even with increased funds 

dedicated to the pension plan, signaled their intention to eliminate defined benefit 

pension plans with legislation passed in 2014, effective 2015 for state employees. As of 

this writing in December 2017, teacher representatives predict the legislature will attempt 

to eliminate the defined benefit for their pension plan in the near future. 

 The elimination of the defined benefit pension plan will not be a result of poor 

funding, as expected. Rather as explained during interviews, this change follows model 

legislation from the American Legislative Exchange Council (ALEC). ALEC is a non-

profit organization funded by corporations and foundations with a conservative, limited-

government ideology. ALEC creates recommended legislation and shares the templates 
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with individual representatives and senators. Appendix D provides examples of ALEC 

model pension legislation. 

State Employees 

 In 2014, the Oklahoma legislature via Senate Bill 2120 eliminated the defined 

pension plan for state workers. The Oklahoma Public Employee Retirement System 

(OPERS) similar to the Oklahoma Teachers pension plan had increased funding in recent 

years and improved financial measures. The Employees Association in exchange for a 

wage increase agreed to the loss of the defined benefit for employees hired after 

November 1, 2015 for current employees. The elimination of the defined benefit pension 

plan was not a result of a decreased funded ratio---in fact, the legislator who sponsored 

the change explained the termination of the benefit was delayed from 2011 until 2014 ---

to allow for a better-funded ratio (Gilroy, 2014). The improved financial health of 

OPERS meant fewer taxpayer funds would be needed to offset the lost employee 

contributions. New state employees would contribute only to the new defined 

contribution plan, not the now-closed defined benefit plan. 

 State Representative, Randy McDaniel, is a major force in Oklahoma’s public 

pensions since his election in 2007. McDaniel is the Chair, of the House Banking, 

Financial Services, and Pensions Committees in Oklahoma as well as a vice-president of 

investments at a major financial institution. McDaniel explained to a reporter with the 

Reason Foundation that he first authored legislation for the state employees to switch to a 

defined contribution plan in 2011, however the funded ratio at the time was too low 

(81%).  
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He clarified: 

If a plan is 100% funded, it is difficult to argue there are transition costs. The 

lower the funded ratio of a plan, the more debatable the issue becomes. When I 

first authored legislation to move to a defined contribution plan in 2011, behind 

the scenes we were presented with an outside analysis stating there would be 

heavy transition costs. We debated the issue but at the end of the day, it did stop 

the momentum. Members wanted to wait and take a further look at the issue 

(Gilroy 2014, 3). 

 The Oklahoma Public Employees Retirement System (OPERS) founded January 

1, 1964, includes all permanent employees of the State, counties, county hospitals, and 

municipalities not members of other state pension plans. The OPERS Board of Trustees 

recommends contribution rates for both employees and employers to the Oklahoma 

legislature. The thirteen-member Board of Trustees includes appointed positions by the 

Governor, Supreme Court, Speaker of the House, and President Pro Tempore of the 

Senate; and positions ex officio such as the Director of State Finance and Administrator 

of Office of Personnel Management. 

 The average annual benefit payment increased during the study period from 

$14,532 in 2001 to $15,679 in 2013 (Oklahoma, CAFRs 2001, 2013). Interviews 

conducted with union representatives and pension administrators provided background 

information of the employees’ association deciding to agree to the loss of this benefit for 

future state employees. State employees had a significant wage increase in 2007, with 

average annual salaries improving from $34,490 in 2006 to $36,383 in 2007. The years 

after the recession saw stagnant wage growth and a wage decrease in 2012 (average 

salary $38,381). The employees’ association therefore agreed to the retirement plan 

changes in order to gain a wage increase. Representative McDaniel concurred with the 
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assessment in a 2014 interview, “[In] the end, when it became clear that we were willing 

to fulfill the agreed-upon pay raises, OPEA (Oklahoma Public Employees Association) 

agreed to not actively oppose the final passage of the bill. This made all the difference in 

the world, because the other groups decided not to get in the way of their pay raises” 

(Gilroy 2014, 3). 

 Current OPEA leaders have told other unions they regret their decision to accept a 

one-time pay raise for a limited number of employees in exchange for the termination of 

the defined benefit pension plan (Interview, Tom Spencer, July 31, 2017). 

Annual Required Contribution 

 The pension plan is funded from three sources: the state’s contribution as 

employer (ARC), the employees’ contributions from their payroll deductions and the 

investment earnings gained by the pension fund via the plan’s portfolio. The 2008 

recession translated into investment losses for all public pension plans. The public 

employees continued their contributions. However, not all states decided to fund their 

ARC. The interviews conducted focused on the state decision to pay the annual required 

contribution (ARC).  Officials were asked what factors were significant in their 

perspective in the decision to pay the ARC. They were also asked if any groups or 

organizations argue in support of paying the ARC. Finally, they were asked to comment 

on a quote regarding a state’s culture and payment of the ARC (See Appendix A). 
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Union Official Interview 

 Sabra Tucker, Executive Director of the Oklahoma Retired Educators Association 

responded in writing to the survey questions and agreed to a telephone interview 

conducted on June 12, 2017.  

 Before beginning the telephone interview, Tucker gave me a brief overview of her 

professional background. She began as a teacher in the Oklahoma public schools and 

assumed the role of principal before retirement. Tucker completed a doctoral degree in 

educational leadership and recently assumed the Executive Director position of the 

Oklahoma Retired Educators Association. 

 Tucker’s written response she explained the history of underfunding the Teachers’ 

pension plan despite dedicated revenue streams and the push to eliminate the defined 

benefit. She explained: 

The state budget situation in Oklahoma, however, has raised many red flags. We 

now have a Republican-trifecta state government. Our tax base has been cut to the 

point that we are having consistent revenue failure. Every year, our group has to 

lobby diligently to keep efforts away from reducing or eliminating dedicated 

revenues to the system. We have experience three straight years of revenue 

failures in our state budget, and if this continues, I predict we will not be able to 

protect these monies. In addition, our champion in the legislature is term limiting 

out of office in another year. Ironically, he would also like to see our system 

converted to a defined contribution plan for the long run, and this past year 

introduced legislation to do just that--but we were able to defeat that bill before it 

was heard on the state House floor. 
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 During the telephone interview, we discussed why the state employees’ pension 

plan (OPERS) was selected for termination, when it was better funded than the teacher’s 

plan or the police plan.  Tucker responded: 

 

The legislature has been trying to eliminate the defined benefit for ten years but 

this time they succeeded in passing the change for new state employees (hired 

after November 1, 2015).  State employees did not fight the proposal since there 

had not been a salary increase since 2008. Therefore, they thought they had a deal 

for a salary increase, they would agree to give up the defined benefit for future 

employees. The salary increase did not happen.  

 

To clarify, there was a salary increase but the increase was for a very small section of the 

state workforce (Interview, Tom Spencer, July 31, 2017). 

 We discussed interest groups and political organization.  Tucker further explained 

the organization for state employees, the Oklahoma Public Employees Association 

(OPEA) did not organize against the eliminated defined benefit even though other public 

sector organizations wanted to fight the change. 

 The Oklahoma Retired Educators Association along with Oklahoma firefighters 

filed a lawsuit in October 2014 (Oklahoma Public Legal Research System) in order to 

stop the change to a defined contribution because the legislature failed to follow 

established process. Previous legislation required all pension changes to have actuarial 

reports accompany the new law. The actuarial report required the costs of any change to 

the pension plan to be attached to legislation and certified.  

 The Oklahoma State Supreme Court ruled against the appellants’ motion. 

Although the actuarial report was not supplied the court found “It is entirely the 

prerogative of the legislature, however, to make, interpret, and enforce its own procedural 
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rules, and the judiciary cannot compel the legislature to act in accordance with its own 

procedural rules so long as constitutional questions are not implicated. Furthermore, the 

legislature has complete control and discretion whether it shall observe, enforce, waive, 

suspend, or disregard its own rules of procedure, and violations of such rules are not 

grounds for the voiding of legislation” (Supreme Court Decision, No. 114,676, 2016). 

 According to Tucker, the teachers and police/firefighters union associations and 

leaders believe the pattern is set in Oklahoma. They expect to have their defined benefit 

plans targeted in upcoming fiscal years. However, they are organized and fighting 

legislation. As an example Tucker explained in 2017 they fought a bill to have the State 

Treasurer, an elected official, added to the Teachers Retirement Board. The teachers’ 

organizations succeeded in getting the legislation defeated.  

 The teacher associations understand the State Treasurer wants to combine all 

pension plans and move all plans to defined contribution. The groups argued their Board 

of Trustees already includes the State Finance Officer, appointed by the governor and is 

large enough. They also reminded legislators the last time the State Treasurer was on the 

Board of Trustees; he was involved in a scandal involving investments as a personal 

favor to him. In 1987 after the scandal broke the legislature replaced the State Treasurer 

with the State Finance Officer. The State Finance Officer continues as a member of the 

Board of Trustees, (Interview, Sabra Tucker, June 12, 2017).  

 Finally, Tucker discussed the organization efforts the teacher groups are making 

and the educational push. Examples include getting economic studies showing the 

positive impact of defined benefit pension plans from National Teachers organization and 
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the National Pension Coalition and hosting meetings for national speakers to address the 

local Oklahoma teacher organizations.  Within Oklahoma, the teachers have also formed 

a State Public Pension Coalition with fire fighters.  State employees were not initially 

part of the coordination but with their regret with the 2014 legislation and the loss of the 

defined benefit pension for their new members, they may also join the coalition.38 

Pension Administrator Interview 

 

 Mr. Thomas Spencer, Administrator Oklahoma Teachers’ Pension Plan completed 

the written survey questions on July 28, 2017 and agreed to a telephone interview on July 

31, 2017. Before beginning the telephone interview, Spencer provided details on his 

professional experience. He began his state career in the 1980’s as a lawyer in the State 

Attorney General’s office and worked as general counsel for the Teachers Retirement 

Pension Plan. In the 1990’s he worked with the Pension Oversight Commission as a 

member of the State Treasurer’s Office. He worked with the state employees’ pension 

plan (OPERS) from 2003-2014 and in 2014 joined the Teacher’s Retirement Pension 

Plan as administrator. 

                                                           
38 Dr. Tucker recommended if possible that I interview Mr. Thomas Spencer because of his long-term experience with 

the state worker pension plan (OPERS) and his recent move to become the administrator for the Oklahoma Teachers 

Pension Plan. His perspective would be valuable for both pension plans and the relationship with the Oklahoma 

legislature. 
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 Due to Spencer’s experience with OPERS when the defined benefit was 

eliminated, we discussed the legislature’s view of pension benefits for public workers. 

Spencer explained: 

It is fair to say that a strong majority of the Legislature believes that Oklahoma 

must honor its commitment to members of public pension plans. There has been 

no appetite to change retirement benefits for those already participating. However, 

there has been a majority supporting reasonable pension reform over the last ten 

years or so. Oklahoma adopted the “Oklahoma Pension Legislation Actuarial 

Analysis Act” (OPLAAA) in 2006. This act requires all pension bills with a fiscal 

impact to be analyzed by a Legislative Actuary before a final vote. Such bills may 

only be passed if there is sufficient funding to pay for the changes to the plans. In 

2011 the retirement ages for almost all state pension plans were increased. In 

2014 a bill creating a defined contribution for future members of the Oklahoma 

Public Employees Retirement System was passed. 

Oklahoma is a “red state” and many legislators are suspicious of, or antagonistic 

toward, public pension plans with the exception of the public safety plans. If TRS 

(Teachers’ Retirement System) is the next target, I believe that the legislature will 

follow the path taken in 2014 with OPERS. I’m confident that funding will 

continue at reasonable levels to prevent the legacy pension debt from sky-

rocketing. 

 

 We discussed the presence of unions, associations, and collective bargaining 

rights. Spencer explained, “Labor is strong with the police, firefighters, and teachers but 

not state employees. There is no collective bargaining at the state level but there is public 

employee association”. Spencer said, “By 2013 the governing board for state employees 

was a ‘red board’ and the 14-member board would not permit him to argue against the 

elimination of the defined benefit pension plan”. Spencer added, ‘There is regret within 

the state employee associations both within the pension administration and employee 

groups”. He added, “The state employee association traded away the DB plan for a one-

time pay increase that gave a wage increase for 1/3 of the employees. The pay increase 
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was not for all state employees but only covered correction officers, social workers, etc. 

Many employees did not get the pay increase and all new state employees as of 2015 no 

longer get a DB plan” (Interview, Tom Spencer, July 31, 2017). 

 Spencer observes the Republican legislature is hesitant to take the defined benefit 

pension plan away from police and firefighters. He added, the legislature does recognize 

the shorter career spans for public safety workers.  However, he noted police and fire 

members are well organized and the groups would not react well to losing their respective 

defined benefit plans. 

 I asked why the state employees’ pension plan was targeted.   The funded ratio 

was 82%-it had been much lower but had been getting better each year. The state had 

been paying over 100% of ARC in 2012 and 2013. Spencer said, “It was targeted because 

of union weakness actually there was no union push-back because no unions existed and 

the state employee association believed a wage increase was worth trading the benefit 

away” (Interview, Tom Spencer, July 31, 2017). 

 Spencer added, “A well-funded plan is actually a better target” because new 

employees will not be paying into a DB plan, the unfunded liability will grow until all 

current eligible workers/retirees die. So if the plan is already not funded well-it will be 

more of a negative impact on a state’s revenues. If, however, the plan is in good shape, it 

won’t be as difficult to pay the obligated benefits and switch all new employees to the 

DC plan” (Interview, Tom Spencer, July 31, 2017). 

Spencer reiterated what Tucker had told me about the teachers, police, and 

firefighters fighting the defined contribution case in court and losing. Spencer, concluded, 

“The teachers, police, and firefighters have joined forces. They recognize what has been 
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done to state workers will be done to them at some point. They have watched each 

change first applied to state workers, and then eventually the change is applied to their 

pension plan” (Interview, Tom Spencer, July 31, 2017). 

Legislator Interview 

 I attempted to interview Representative McDaniel but he was unable to speak to 

me. He did respond to the three survey questions, (See Appendix E). However, when 

asked for a telephone interview to follow-up on the responses, he replied, “I must move 

on to other things”. I was able to interview Representative Earl Sears,39 Chair, House 

Appropriations and Budget Committee, and Member of the House Banking, Financial 

Services, and Pensions Committee. Representative Sears is also Chair of the Joint 

Committee on Appropriations and Budget and quite familiar with the Oklahoma pension 

legislation.  

 We discussed the first survey question regarding the most significant factor in 

deciding to fund the ARC.  Representative Sears explained his experience when he began 

in the legislature, in his recollection, “pensions were atrocious”. He could not recall the 

exact funded ratio of each plan but he believed the teachers’ pension plan was 44% and 

state employees’ pension plan was 57%. In his recall, all seven pension plans in the state 

were “in bad shape”. 

                                                           
39 Representative Sears is a retired principal of Oklahoma public schools, and he confirmed he is a 

recipient of a defined benefit pension award from the state. He was elected in 2006 and is about to start 

his twelfth year as a State Representative. He reminded me that due to term limits, this will be his final 

year in the Oklahoma legislature. 
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 Representative Sears wanted to be clear to give credit to Randy McDaniel.  Sears 

seemed surprised and disappointed McDaniel did not want to be interviewed as he said, 

“I am proud of what we accomplished. Randy was a financial person but I was his ‘go-to-

person’. I was chair of A and B (Appropriations and Budget) but Randy had the priority 

to fund the pensions.” 

 He continued that although they are not done, the funded ratios are now in the 69-

70% range versus where they were 10-11 years ago. He added, “We turned it around”. He 

explained they decided to put the funds needed each year but there would be no COLA. 

“So the seven pension funds have not had a COLA but they (the retirees) know we kept 

our word in putting the funds in each year”. 

 The second survey question asks about groups arguing for full funding of the 

ARC.  Sears responded, “All of the unions, associations, everybody wants it funded-but 

other needs are pressing as well. As an example, a colleague (did not give a name but 

alluded to person as a Senator) remarked last year that we had already hit our guideline. 

We made progress faster than we expected. So, ‘why not take $30 million and use it for 

another need’? Sears added, “It happened like that in the past. We had a hole in the 

budget, if we took $300 million, we tapped into the fund”. “We would make payments 

but not all of the money that was needed”-so the unfunded liability would grow and it got 

harder”.  

 Sears was quite adamant that they (the Republicans) had stopped that. “We won 

the day”. “I am very proud of how we did that”. He reminded me it is “easy money laying 

there”. He wanted to be clear it was not that any politician took the money, there was not 
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fraud, just using the money for other needs.  However, he clarified, “The Republican led 

caucus made it more solvent.” He also explained there would be no COLA until the fund 

was at 100%. I asked if 80% funded had been discussed, since that is the target most 

economists recognize as a fully funded pension system. 

 Sears said, they (Republican caucus) had stipulated not 80-85% but 100% before 

a COLA would be granted. He understood the pain for retirees going 8-9 years without a 

COLA but they did not have the funds for a COLA. He said the Democrats were 

frustrated about the COLA, and the unions, associations.  

 I asked if they had ever discussed a 3-year or 5-year window to pay for a COLA 

rather than paying for it all at once. Representative Sears said that had not come up, but it 

might work. When I added that I had learned of this method from another state 

(Delaware) Representative Sears’ tone changed and the spread-out COLA was not a good 

idea. He concluded, “We have to pay for the whole thing at the same time, and we 

probably won’t have the money”. 

 We discussed the last question regarding political culture. Representative Sears 

said he agreed paying for pensions is a cultural issue and Oklahoma had a problem in the 

past, but they no longer have that culture. He frequently referred to the seven pension 

funds as “easy pickings” and repeated, “We stopped it and I am very proud of that”. “In 

Oklahoma we stopped the culture of taking the funds”.  

 I asked if the legislature had investigated other states such as West Virginia and 

their experience. They had eliminated the defined pension fund, and then discovered 
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there was not sufficient replacement income for most public sector employees. West 

Virginia reinstalled the defined benefit pension plan for their employees in 2005. I also 

reiterated the legislation did not give a choice, it mandated the end of the defined benefit.  

 Sears replied, “I heard about West Virginia all of the time-must have been 30 or 

40 different times people would bring this up”. “We are giving people a choice”.  

However, he added, all seven pension plans want the defined benefit, but he believes 

people need to be more involved.  

 He did not say they took the defined benefit plan away for cost savings. His 

rationale sounded similar to what Spencer, (Teachers’ pension fund administrator) told 

me McDaniel has said about the legislation, that people should have nest eggs to hand 

down to their children (Interview, Tom Spencer, July 31, 2017). 

 Sears also acknowledged the members’ reaction to the legislation with the 

statement, “All of the other pension plans are terrified we will do it to them but we only 

did it to one plan”. He concluded the interview by adding, “I am very proud of the road to 

recovery the great state of Oklahoma has taken”. (Interview, Earl Sears, August 18, 

2017). 

Conclusion 

 Oklahoma increased funds for the public pension plans during the study period, 

paying more than the annual required contribution for two of its largest pension plans 

(Teachers and State Employees) in 2012 and 2013. However, the improved funded ratio 

for the state employees plan made the pension fund a better target for transitioning from a 

defined benefit plan to a defined contribution plan. 
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 Pierson (1994) argued political leaders would take away benefits from 

constituents if there is no fear of backlash and a quid-pro-quo can suffice in squashing 

opposition. The Oklahoma Public Employee Retirement System (OPERS) provides an 

example of the theory in action. Pierson’s theory of retrenchment would predict the 

legislature would select the weakest aligned group, Oklahoma Public Employees 

Association (OPEA) to withdraw the pension benefit. The theory would also predict that 

if the teachers, police, and fire groups are organized and prepared to “raise a public 

outcry” they would not lose the defined pension benefit. 

 The state employees, unlike teachers, police, or firefighters have not been 

politically organized. OPEA, the employee association representing the state workers, 

agreed to not oppose the legislation with a promise for a wage increase. The wage 

increase was given but the number of state employees covered by the pay raise was 

estimated to be 33% of the workforce (Interview, Tom Spencer, July 31, 2017). 

 As discussed above, the rationale for the retrenchment of the defined benefit in 

Oklahoma was not as expected, a pension-funding crisis. Rather the argument was 

ideological. Both the sponsor of the legislation (McDaniel) and the joint committee chair 

(Sears) argue defined contribution pension plans give state employees more freedom to 

invest. McDaniel also argued in a foundation’s article that a smaller government with less 

cost for taxpayers is the ultimate goal for pension reform (Gilroy 2014). 

 The 2008 recession provided the potential for a new path or critical juncture in 

Oklahoma’s public pensions. Collier and Collier (1991) explain, “A critical juncture may 

be defined as a period of significant change, which typically occurs in distinct ways in 
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different countries [or other units of analysis] and which is hypothesized to produce 

distinct legacies” (29).  Applying the critical juncture framework to the four states chosen 

for case analysis, all experienced the 2008 recession, yet the paths chosen by elected 

officials, pension administrators, and union/employee leaders produce distinct legacies. 

Collier and Collier (1991) note the same event across unique settings may not produce a 

legacy, the disruption caused may be temporary and stability may return. In other cases, a 

mechanism for sustaining the change may be present, and a new legacy is generated. I 

argue Oklahoma is an example of a new legacy for public pensions in the state. 

  The significant loss of investment income for the state contributed to the 

argument that public pensions represent increased costs for taxpayers. The argument of 

decreasing costs for the taxpayer by reducing benefits for public employees reinforced 

the preferred ideology of smaller government. Yet, the ideological argument could only 

be successful if it was accompanied by political power. For Oklahoma, political power 

also changed during this time, see Table 7.4.   
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Table 7.4. Oklahoma Partisan Profiles Senate and House Chambers, 2001-2013 

Year   Senate   House 

  D/R   D/R 

2001  30/18   52/48 

2002  27/20   53/48 

2003  27/20   53/48 

2004  28/20   53/48 

2005  26/22   44/57 

2006  26/22   44/57 

2007  24/24   44/57 

2008  24/24   44/57 

2009  22/26   40/61 

2010  22/26   40/61 

2011  16/32   31/70 

2012  15/31   31/69 

2013  12/36   29/72 

Source: Book of States, 2001-2013  

 The partisan change in the legislature, occurring throughout the study period, also 

contributed to the potential for change in public pensions. In 2001, the Democrats 

controlled both the Oklahoma Senate and House, and by the end of the study period in 

2013, Republicans controlled both chambers. Moe and Anzia (2013) found the issue of 

public pensions became a partisan issue after the recession with the Republican Party no 

longer supporting the funding necessary to maintain defined benefits.  Oklahoma’s 

transition from Democratic majority to Republican majority in state government, along 

with the Republican Party’s ideological change against public pensions, coalesced with 

the investment losses of the 2008 recession, creating the conditions for change. 

 I would argue, however, the most significant condition to explain Oklahoma’s 

retrenchment action of eliminating the defined pension benefit for state workers, was the 

lack of an organized pushback. The Oklahoma employees association representing state 

workers accepted the promise of a wage increase for current workers and traded away the 

defined pension benefit for future employees. Pierson’s (1994) theory of retrenchment 
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predicted a quid prop quo could entice a group to relinquish a benefit, and in Oklahoma, 

the promised wage increase was sufficient in achieving the goal. 

 The question remains will Oklahoma teachers, police, and fire employees see the 

retrenchment of a defined benefit pension in future legislative sessions. Given the 

strength of a new legacy in public pensions in the state, proposed legislation to eliminate 

the defined benefit for all other public employees is expected. The remaining question is 

Pierson’s (1994); will the potential for a public outcry from an organized group be 

sufficient to halt the continued retrenchment?  
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CHAPTER 8 

RHODE ISLAND 

 

Introduction 

 

 Rhode Island experienced funding problems for their public pensions during the 

study period, and in 2011 initiated comprehensive legislation to create a hybrid pension 

plan for current employees and suspended cost of living increases for retirees. The 2011 

legislation generated numerous lawsuits from the public sector unions. A federal judge 

referred all parties to the Federal Mediation and Conciliation Service and on July 1, 2015 

both Rhode Island state officials and union negotiators agreed to a settlement. 

 Scholars disagree on the “fairness” of the settlement, with Munnell (2012, 225) 

using Rhode Island as a positive example of all parties “giving” something and achieving 

financial stability. Hiltonsmith (2013), Morrissey (2013), and Beerman (2015) argue the 

state failed to make its financial commitment to public servants and the new hybrid plan 

would not generate the savings predicted by the state. Rhee and Oakley (2012) give the 

following example: 

 A 45-year-old teacher who anticipated retiring at age 62 with 30 years of service 

under the old plan would have been eligible for a retirement benefit that would 

replace 56.3 percent of pre-retirement income. Under the new hybrid plan’s DB 

component, she would replace only 31.1 percent or pre-retirement income, or 

about 45 percent less than the old plan. The amount accumulating in her new DC 

plan would be able to provide a lifetime income of just 5.6 percent of pre-

retirement earnings. Thus, the teacher would receive 35 percent less in retirement 

income, which would be similar to a 20 percent cut in pay (21). 

 The most significant factor for many Rhode Island retirees is the loss of a cost of 

living increase for the near future. Since many public sector employers have not 
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participated in Social Security, this translates to a frozen retirement income. The 2011 

legislation required the pension plans to achieve 80% funded ratios before a COLA could 

be granted. The funded ratio continued to decline from 58.8% in 2011 to 57.3% in 2013, 

the end of the study period, and no improvement as of 2016 with a funded ratio of 57.4% 

(Public Plans Database, Center for Retirement Research).  

 Should the funded ratio begin to improve, other changes advocated by Governor 

Gina Raimondo, but not yet implemented would negatively affect the funded ratio. The 

Governor has called for decreasing the projected rate of return on pension investments 

and the amortization period for their unfunded liability. The two actions, decreasing the 

rate of return and decreasing the amortization period will make the target of 80% funding 

even more difficult to achieve.  Cost of living increases for Rhode Island retirees may be 

delayed for many years due to the pension plan’s performance and the proposed 

additional actuarial changes. 

 The theories I have used to explain Delaware, investing for the long term (Jacobs 

2011) and Oklahoma’s retrenchment (Pierson 1994) do not explain Rhode Island. From a 

review of Rhode Island’s experience with public pensions, I would suggest Hardin’s 

(1968) “Tragedy of the Commons” is a more appropriate theory in action. A pension 

system established in 1936 ended the 20th century with funded ratios over 80%.  But the 

perception of public pensions have for decades been viewed as “goodies” to be dispensed 

by political leaders and the supporting pension funds have been used to bridge budget 

gaps to avoid increasing taxes. These political behaviors explain the decreased funded 

ratios, to the mid-50% range, before the great recession. 
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 I argue the executive branch, legislative branch, union leaders, and business 

community all contributed to the tragedy. Each entity sought to further their interest and 

collectively they “over-grazed” the pension funds. A governor redirected millions to 

balance budgets (Congressional Hearing 1991); legislators gave access to the pension 

benefit as rewards for political support including those without public service careers 

(Moakley and Cornwell 2001, 8); union leaders sought greater benefits without ensuring 

adequate funding (Moakley and Cornwell 2001, 8), and the business community as 

members of the retirement and investment boards gambled with high risk, high return 

portfolios (ERSRI Annual Reports 2001, 2007). 

Background 

 Rhode Island, also known as the Ocean State is the smallest state in the U.S. with 

1,034 square miles. A complete north-south drive through the state is 50 miles and the 

east to west drive is even shorter at 35 miles (Moakley and Cornwell 2001). Although 

ranked last in the nation for land size, the state ranks second in population density as of 

2010 with 1,018 people per square mile (U.S. Census). 

 The state with just over a million residents is dense, urban, ethnic, and primarily 

Catholic. A scholar noted in the 1970’s that 90% of the legislators were Catholic and “for 

many years, a Catholic priest was chairman of the state board of education” (McLoughlin 

1978, 224-25). Population is heavily skewed to a single county, Providence, out of the 

five counties in the state.  Providence has 60% of the state’s population, is the state 

capital, largest city, and business center (The Book of States 2013).  
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 Rhode Island is unique not only in its size, density, and concentrated power center 

but unlike the U.S. federal structure and the other state governments, the concept of three 

equal branches of government was not accepted in the state. Rhode Island’s original 

colonial leaders designed a weak executive, which existed through much of the state’s 

history. Late 20th century court decisions upheld the sovereignty of the legislative branch 

over the executive.  Only in the 21st century (2004) did the people of Rhode Island 

approve a constitutional amendment to decrease legislative power. 

Separation of Powers 

 The original charter from King Charles II in 1663 gave full power to a legislative 

body and although the original state constitution of 1843 recognized three branches of 

government, the distribution of power remained unequal. Moakley and Cornwell (2001) 

explain, “The General Assembly, under both the charter and the 1843 constitution, had 

almost unlimited freedom to create and empower executive organs and courts on just 

about any basis it chose” (52). 

 Rhode Island’s governor has historically been seen as an example of a weak 

office. It is one of six states without line item veto. In addition the governor has other 

elected state officials who could be seen as rivals for power, as the voters elect a 

lieutenant governor, attorney general, secretary of state, and a general treasurer 

(commonly called “line offices”), denying the governor the ability to appoint those who 

work with him in the executive branch.  
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 In addition to the inherent weakness within the executive branch, the legislative 

branch had unusually broad reach. General Assembly members served on boards and 

commissions throughout the state and participated in the process of appointing other 

members. The executive branch through an ethics regulation attempted to stop the 

practice, arguing it violated the separation of powers doctrine. State Supreme Court 

decisions in 1999 and 2000 upheld the practice and ruled only voters, via the ballot, could 

alter the practice. 

 In 2004, a constitutional amendment was on the ballot for Rhode Island voters to 

decide if change was needed. The separation of powers ballot questions approved several 

constitutional changes delineating executive power and requiring legislators to remove 

themselves from numerous boards and commissions. The amendment passed with 78.3% 

voting “yes” and 21.7% voting “no”.   

 The General Assembly continued to argue they could staff and appoint members 

for certain commissions such as with the Coastal Commission, but the State Supreme 

Court denied their argument in 2008. Separation of powers, although settled by the 2004 

constitutional amendment, continues to be an important political issue within the state. 

 The state has been characterized as a one-party state for most of its history, first as 

a Republican majority and then as a Democratic state, but regardless of party, the 

governor was weak and the significant political power source was the General Assembly.  

General Assembly 

 The bicameral legislature is part-time, with limited staff yet due to the state’s 

constitution and political culture, the members have enjoyed considerable perks. Moakley 
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and Cornwell (2001) describe the transition from Republican political bosses to 

Democratic bosses following the New Deal:  

The Democrats, supported by large numbers of ethnically disparate working-class 

voters, finally took political control in 1935 and slowly began to promote the 

interests of their constituencies. They too established and managed an extensive 

machine system based in the urban environs of Providence, a system that only 

began to unravel during the late 1970’s. These social and partisan divisions bred a 

strong patronage-based system of interpersonal politics with a built-in measure of 

corruption. Jobs, favors, appointments were routinely doled out on the basis of 

political connections and compliance. Appointments and public contracts often 

involved financial and political kickbacks. While the Democrats managed to 

accommodate the central concerns of the business elite up through the late 1980’s, 

political agendas favored the interests of Democrats’ supporters, particularly the 

unions (5). 

 A study of the state legislature in the late 1960’s captured the amateur status 

reporting a salary of $5/day for a maximum of $300 dollars/year. The legislators were not 

provided any personal staff assistance and the budget process gave the Senate one-two 

days for review before the end of the annual session. The recommendations made by the 

Eagleton sponsored study suggested conducting public hearings, expanding fiscal staff, 

and scheduling joint budget hearings (Tantillo 1968). Scholars noted four decades later, 

none of the recommendations had been implemented. The lack of professionalism, 

minimal salary, history of political machines, and wariness of voters for any reform 

contributed to the ongoing culture within the legislature. Moakley and Cornwell (2001) 

add, “This disposition provided cover to a political establishment that, especially in the 

legislature,  rarely faced electoral competition and managed quite nicely to develop a 

system of substantial perks of office to supplement their meager salaries” (6). 
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Banking Crisis 

 The system of perks would ultimately bring a financial crisis to the state’s public 

pensions, but first in the early 1990’s there would be a banking crisis that closed dozens 

of banks and credit unions (Bradsher 1991). Most critically, the crisis would freeze 

300,000 accounts in a state with just under 1,000,000 citizens (New York Times 1992; 

Pulkkinen and Rosengren 1993; Moakley and Cornwell 2001).  The Rhode Island Share 

and Deposit Indemnity Corporation (RISDIC) declared bankruptcy on December 31, 

1990 just one day before the inauguration of the new governor, Bruce Sundlun.  

 The new governor called for a bank holiday, the first in the state since 1933 and 

began the long process of repairing the damage to the state’s economy and financial well-

being for thousands of residents. Multiple investigations followed and millions of tax 

dollars were needed to repair the damage. The role of government and business leaders in 

ignoring the problem and failing to heed the numerous red flags raised for years before 

bankruptcy became evident. The insidious nature of legislators having “side-jobs” with 

direct conflicts of interest also became clear. Bogus (2004) explains: 

Both of the investigations blamed the RISDIC crisis, in significant part, on 

conflicts of interest by legislators. For example, one state senator was 

simultaneously the director of a credit union with a soaring deficit and a member 

of a Senate committee that killed legislation that would have required credit 

unions to obtain federal deposit insurance. A state representative was both Chair 

of the House Corporations Committee and a member of the Board of Bank 

Incorporation. According to one of the reports, this legislator ‘played a prominent 

role in the shaping of bank legislation’ at the same time he was receiving such 

significant favors from RISDIC and one of its insured institutions-including a 

large loan that was often in default, and junkets at RISDIC’s expense-as to be ‘a 

captive of the RISDIC lobby (120). 
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 The most egregious example was a state representative, Robert V. Bianchini, vice 

chair of the House Finance Committee and president of the Rhode Island Credit Union 

League, a lobbyist for the credit union industry. Investigations revealed, “House 

leadership gave him final say over all legislation relating to the regulation of credit 

unions” (Bogus 2004, 120). Legislators may have become accustomed to the perks and 

rationalized the “side-job” benefits because the salary for State Senators and 

Representatives was $5.00 per day for a maximum of $300.00 per year until a 1994 voter 

approved change.  

 Voters in 1994 approved a $10,000 salary and an end to pensions for legislators. 

Voters also approved a change in the number of legislators to become effective after the 

2000 U.S. Census. The State Senate would decrease to 38 senators from 50 and the 

House would shrink from 100 to 75 representatives. Salaries continue to be below 

average, $15, 630 per year as of July 1, 2017, but the elimination of legislative pensions 

has brought change, such as ending the practice of awarding lifetime benefits to political 

insiders (Gregg 2017). 

 Katherine Gregg (2017) quotes former Common Cause Director, H. Philip West 

as he recalled: 

 When I started in 1989, the rush of special pension bills on the last night of the 

session often reminded me of a herd of cattle going through a gate. A cloud of 

dust rose and no one could tell one from another. Most of the sweetheart pensions 

passed on the consent calendar with no names attached only vague descriptions of 

who was in line for goodies. Leaders of the House and Senate colluded in that 

practice as a way of rewarding loyal soldiers in whatever dirty work they needed 

done. Everyone took this self-dealing for granted. Worst of all, the outrages of the 

1980’s were cloaked by legally mandated confidentiality until The Providence 
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Journal’s ‘Set for Life’ series in 1991 forced pension records into the open 

(Providence Journal, Online 7/09/2017). 

 Representative Bianchini, one of the legislators with a conflict of interest in the 

banking crisis, also served on the State Investment Commission, the group that 

determines how pension funds are invested. Congressional testimony given in 1991 

underscores the connection for Rhode Island between the banking crisis and the pension 

underfunding. 

Pension Funds Solve Budget Gaps 

 The use of public pension funds to balance state and local budgets is not a 21st 

century phenomena. The U.S. 102nd Congress conducted a Joint Hearing on November 

21, 1991 to explore the issue. The Select Committee on Aging and the Joint Economic 

Committee of the House of Representatives invited speakers from several states to 

highlight the problems with public pension funds.  

 Anthony J. Solomon (1991), General Treasurer of Rhode Island testified and his 

words explain the pattern of using Rhode Island’s pensions to avoid tax increases or 

reductions in services: 

To help you understand the nature of the problem in Rhode Island, first let me 

help you understand our present situation. In the past three years, faced with 

mounting budget deficits, former Governor DiPrete and current Governor 

Sundlun have looked at the pension system to help resolve budget deficits. And 

legislators, faced with the political dilemma of higher taxes or raiding the pension 

fund, have chosen to go along with the raid on the pension funds to resolve short-

term budget deficits while creating long-term problems (25). 

 Mr. Solomon (1991) went on to explain in detail how both administrations, a 

Republican DePrete and Democrat Sundlun increased projected rates of return, changed 
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the method of funding, and skipped annual contributions to the pension plans in 1991 and 

1992. Mr. Solomon accurately predicted, “[these changes] transferred the burden of 

payments to future generations” and “the system’s unfunded liability will be 30% higher 

in 2000” (26).  Mr. Solomon as General Treasurer for the state, an elected position, was 

also the Chair of the Retirement System and Chair of the Investment Committee but he 

argued to Congress that he did not have the power to stop the raiding of the pension 

funds. 

 In addition to the revised actuarial methods, the state used to lower their pension 

contribution and the deferral of the reduced amount, the DePrete administration used 

early retirement offers to quickly decrease public sector employment levels. The early 

retirement offers were so good, many more employees accepted than predicted and again 

the long-term costs to the pension funds were more significant than the short-term gains. 

The early retirement offers affected not only the state’s finances, but also budgets in local 

cities and towns throughout the state. Local cities and towns discovered their employees 

would also be eligible for early retirement unless local officials affirmatively denied the 

offer.  

 The state and local communities jointly fund several public pension funds, for 

teachers, police, etc. The state wanted local communities to approve the early retirement 

offers for their public workforce but Solomon argued, “Just before the bill passed we 

were told about the provision that cities and towns had to refuse it. We said it is unfair to 

cities and towns. They don’t have enough time” (McVicar 1990).  In the same news 

report, a professor of finance explained, “Over the long haul it’s probably not in our best 



 

 

 

190 

interest as taxpayers”.  He added, “I have been in Rhode Island for 16 years. I have a 

feeling we do not plan ahead. We do what looks good for the present. That’s why it fits 

with Rhode Island’s character that they only gave us two weeks to make up our mind” 

(McVicar 1990). Cities and towns throughout the state had two weeks to notify the state 

that they rejected the early retirement offers, otherwise they would be included in this 

short-term fix to lower public employment as well as the long-term costs to support the 

pension offers. 

 The short windows to make decisions, the lack of transparency of costs, and the 

choice of “what looks good for the present” characterizes the Rhode Island approach to 

public pension funding. The decisions of the 1980’s and 1990’s contributed to the public 

pension problems in the 2000’s but another event may have also helped set the stage for 

radical pension reform across the state, the bankruptcy of Central Falls, Rhode Island. 

Central Falls Bankruptcy 

 The city of Central Falls, a population of 19,000, located six miles from 

Providence went under state control in July 2010. It had, reduced public services and 

raised taxes, but the state-appointed receiver concluded filing for Chapter 9 bankruptcy 

was the necessary next step (Honan 2011). The bankruptcy filing on July 31, 2011 

included a plan to reduce pensions being paid to retirees by 50% (Bidgood 2012). Unlike 

other municipal bankruptcies across the country, Rhode Island wanted bondholders to be 

exempt from loss, protecting credit ratings and access to the capital markets.  Investors 

with Central Falls municipal bonds would not face a default, despite the bankruptcy 

filing.  
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 The Rhode Island General Assembly gave bondholders “the right to place liens on 

tax revenue” (Bidgood 2012). The legislation ensured investors would receive full 

payment for their bonds. Pension recipients and other creditors, such as local businesses 

would face losses and property owners would see tax increases for several years. 

 Central Falls retirees explained they “agreed to the drastic pension cuts because 

they feared they could end up with nothing. They said they could not afford a lengthy 

court fight over the issue, especially given the broad powers of a bankruptcy judge. They 

recalled Flanders (the state-appointed receiver) telling them ‘a haircut is better than a 

beheading’” (Simon 2013). 

 Initially in 2011, the state agreed to a five-year supplement to ensure funding 

pensions at the 75% level of original benefits. In 2014, Governor Lincoln Chafee signed 

legislation extending the supplement for 30 years. The impact for public sector 

employees was significant. In one example, “Don Cardin, a retired battalion chief on the 

Central Falls Fire Department, said that he retired in 2006 after 22 years and was 

collecting an annual pension of $38,000. After the city went into bankruptcy, he said that 

his retirement pay was cut to about $18,000 annually. He said the new laws Chafee 

signed will bring his retirement pay up to $22,000 annually” (Malinowski 2014). 

 Although the initial reduction to 55% of pension benefits was mitigated by the 

state supplements, I would argue the 2011 example of the Central Falls bankruptcy and 

the legislature’s action to protect bondholders, not pension recipients, set the stage for the 

statewide pension reform initiated by Rhode Island in 2011. 
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Political Culture 

 Despite the macro-partisan shift in the state- from Republican majority prior to 

the New Deal to Democrat majority since WWII, the popular press noted that Rhode 

Island voters are “elastic” (Cohen 2012). Cohen explains, “… a large swath of its 

electorate are persuadable voters unaligned with either political party. Rhode Island has 

very few Republicans (10 percent of registered voters), a ton of Democrats (41 percent), 

but even more unaffiliated voters (49 percent)” (Cohen 2012).  

 Rhode Island has gained a reputation for political corruption with governors, 

mayors, and legislators arrested, convicted, and sent to prison. In addition to executives 

and legislators convicted of bribery, kickbacks, and campaign violations, public officials 

have used public employment and public pensions as political tools.  Two recent 

examples demonstrate the political culture in the state and the acceptance of public 

employment and public pensions as tools for political leaders to use for their own benefit. 

 One example involves the Speaker of the House, John B. Harwood (Democrat) 

accused of sexual harassment in 2002 by a former employee, Wendy Collins. The 

employee filed a worker’s compensation claim for sexual harassment.  Later it was 

discovered- the claim was processed, a settlement granted, and a new job created for her, 

all with the cooperation of state officials. The state’s workers compensation 

commissioner, Frank Knight, refused to sign the agreement.  However, “Knight’s deputy 

confirmed hearing more than once that ‘anyone who talked about the Collins’ case would 

lose their state job and pension’” (Bogus 2004, Note 266, 131). Knight’s boss, a cabinet 

official, Robert L. Carl, approved the settlement without informing the Governor, the 
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man who had appointed him to the position. Scholars use the example to demonstrate the 

power of the legislature within the political environment of the state.  

 The second example was shown on John Oliver’s program “Last Week Tonight” 

on November 2, 2014 and included a TV news report of State Senator Dominick 

Ruggiero being pulled over for suspected drunk driving. Another State Senator, Frank 

Ciccone, pulled over and according to the police officer on the scene said, “You think 

you got pension problems now, wait ‘till this [expletive] is all done. This guy voted 

against you the last time, it ain’t gonna get any better now” (Last Night with John Oliver, 

2014). 

 The examples demonstrate that unlike Delaware, which views public pensions as 

“sacred”, Rhode Island pubic employees have been threatened by political leaders with 

the loss of pensions for actions deemed disloyal.  

Public Pensions 

 Rhode Island created a public pension system in 1936 and currently manages 

several plans. The Employees’ Retirement System of Rhode Island (ERSRI) covers all 

state employees and teachers. The Municipal Employees’ Retirement System (MERS) 

covers police, firefighters, and general employees of participating cities and towns. The 

state also manages several small pension plans for current judges (54 members in 2013), 

state police (222 members in 2013) and judicial fund trust (7 members in 2013).  

 The two largest pension plans, ERSRI and MERS, are the focus of this study in 

the quantitative analysis and the case study. As explained above, the pension funds, 
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especially for ERSRI, had been redirected to fill budget gaps in the early 1990’s but by 

the end of the 20th century the funded ratios for both plans were stable. 

 The funded ratio for ERSRI is broken into two components: for state employees a 

2000 funded ratio of 81.6% and for teachers a 2000 funded ratio of 80.6%.  The MERS 

funded ratio in 2000 was 124.6% (ERSRI, Annual Report, 2001). MERS funding 

throughout the study period consistently exceeded ERSRI with the lowest funded ratio of 

73.6% in 2010 (Public Plans Database, Center for Retirement Research). The discrepancy 

in funding between the state plan and the municipal plan, although both managed at the 

state level, is the employer contribution. 

 Local cities and towns are the employers for MERS and by statute; the local 

governments must make their annual required contributions to the pension plans. The 

consistent contribution by the municipal employer is required by statute and can be 

enforced by the State Treasurer:  

In the case of failure of any city or town to pay to the state the amounts due from 

it under this title within the time prescribed, the general treasurer is hereby 

authorized to deduct that amount from any moneys due the city or town from the 

state notwithstanding education (State of Rhode Island Statutes, Section 45-21-

42). 

 

 ERSRI and MERS are managed by the Retirement Board and State Investment 

Commission. In 2006, due to the separation of powers legislation, members of the 

General Assembly were removed from both boards. The General Treasurer of Rhode 

Island, an elected position, chairs the Retirement Board and State Investment 

Commission. The 15 member Retirement Board includes appointees from the Governor, 
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Treasurer, and Rhode Island League of Cities, and representatives from state employees, 

teachers, and municipal employees. The State Investment Commission is exclusively 

appointed positions without employee representatives. 

Reductions in Benefits 

 Legislation in 2005 changed pension eligibility for employees not yet vested in 

the system (under 10 years of service). The changes included increased retirement ages, 

decreased multipliers (which lowers the annual retirement pension), and a change to the 

cost-of-living allowance. Prior to 2005, retirees received an automatic 3% COLA. The 

2005 legislation stipulated no COLA would be received for the first three years of 

retirement and after the waiting period; the COLA would be set by the Consumer Price 

Index or a 3% increase, whichever was less (NCSL Pension Legislation, Appendix F). 

 In 2009, further reductions in pension benefits were approved and agreed to by 

the public sector unions. The legislation created a new tier of employees (Schedule B), 

again changed retirement eligibility dates, and increased the final average salary 

calculation to highest five years in place of highest three years. In 2010, the COLA was 

again revised to apply to the first $35,000 of benefits only. 

 Of the legislation of 2011, the Rhode Island Retirement Security Act (RIRSA) 

was the most substantive affecting all employees and current retirees. Post-retirement 

increases would be dependent on investment earnings. In addition, retirees would no 

longer get a COLA until the funded ratio was 80%, a level not seen since 2000 (see Table 

8.1). Current employees, other than public safety were removed from the defined benefit 
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plan and transferred to a new hybrid pension plan, with a predominant defined 

contribution portion. Retirement ages were again lengthened, now to the SSA retirement 

age for the cohort. Multipliers were again lowered, further decreasing the replacement 

income earned for a pension.   

 The public sector unions filed lawsuits and the case was referred to the Federal 

Conciliation and Mediation Service (FCMS). Several years of negotiations resulted in a 

2015 settlement.  

 A significant element of the settlement agreement was the decision for employees 

with more than 20 years of service as of July 1, 2012 to return to the defined benefit plan 

effective July 1, 2015. Teachers and state employees with more than 20 years could 

return to the defined benefit program but their contributions would increase from 9.5% 

for teachers and 8.75% for state employees to 11% for both groups (Employees’ 

Retirement System of Rhode Island).40 

 Overall, the changes increase costs on employees and decrease the cost to the 

state, although scholars caution the decreased costs do not occur because of the switch to 

the defined contribution plan rather the savings accrue due to increased contributions 

from employees, the suspension of a COLA, and more restrictive formulas for the 

pension benefit calculation (Hiltonsmith 2013). Another remarkable feature of the 

settlement agreement is the variety of schedules affecting employees in the same 

organization. From a review of the published changes provided by ERSRI, approximately 

                                                           
40 Employees’ Retirement System of Rhode Island, http://www.ersi.org/im-a-member/#gsc.tab=0). 
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eleven schedules exist for state employees; eleven for teachers; and four schedules for 

municipal employees. Schedules explain the eligibility and benefits an employee is 

entitled to following retirement. The presence of many schedules result in employees 

working side-by-side yet because of their entry-on-duty date and years of service, their 

post-employment benefits vary significantly. The effect on employee morale and 

retention has already been realized (Interview, Thomas Mullaney August 17, 2017). 

Future research could study retention rates, sick leave usage, and other employee culture 

issues in state and local governments with this benefit disparity between employees. 

 Police, firefighters, and judges were excluded from the effects of the 2011 

legislation. However, some public safety workers not covered by SSA were required to 

begin contributions to a defined contribution plan, as well as continue their defined 

benefit plan. COLA suspension does apply to police and fire retirees as well; however, 

overall, public safety employees were not as adversely affected as state employees and 

teachers. 

Table 8. 1. Rhode Island Pension Plans, Funded Ratios 2001-2013 

Year                               Funded ratio (ERSRI)          Funded Ratio( MERS) 

2001                                          78%                                         118% 

2002                                          73%                                         111% 

2003                                          64%                                         100% 

2004                                          59%                                           93% 

2005                                          56%                                           87% 

2006                                          53%                                           87% 

2007                                          56%                                           90% 

2008                                          62%                                           93% 

2009                                          59%                                           88% 

2010                                          48%                                           74% 

2011                                          59%                                           84% 

2012                                          58%                                           83% 

2013                                          57%                                           82% 

Source: Public Plans Database, Center for Retirement Research. 



 

 

 

198 

Annual Required Contribution 

 The pension plan is funded from three sources: the state’s contribution as 

employer (ARC), the employees’ contributions from their payroll deductions and the 

investment earnings gained by the pension fund via the plan’s portfolio. The 2008 

recession translated into investment losses for all public pension plans. The public 

employees continued their contributions through their payroll deductions. However, not 

all states decided to fund their ARC.  

 To understand a state’s decision to fund their annual contribution to pensions or to 

skip the payment, I interviewed a union official, pension administrator, and a legislator. 

A written survey with three questions was sent to each potential interviewee. Several 

interviewees throughout the study completed both the written survey and agreed to a 

telephone or in-person interview to discuss the responses and allow follow-up questions. 

 The survey and interview focused on the state decision to pay the annual required 

contribution (ARC).  Officials were asked what factors were significant in their 

perspective in the decision to pay the ARC. They were asked if any groups or 

organizations argue in support of paying the ARC. Finally, they were asked to comment 

on a quote regarding a state’s culture and payment of the ARC (See Appendix A). 

Union Official Interview 

 Jim Cenerini, Legislative Affairs AFSCME completed the written survey 

questions and agreed to a telephone interview on July 14, 2017.  Cenerini explained his 

background as labor organizer provided an introduction to pension issues in 2002.  
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 Cenerini argued there were two critical mistakes in the 1990’s by unions and 

others. Changes were made to pension eligibility that allowed retirement at any age with 

28 years; and a 3% COLA compounded was added. He believed both of these benefit 

enhancements were errors. The enhancements contributed to the high costs of public 

pensions and the growing unfunded liability.  

 In addition to the growing liability because of the enhanced benefits, the state did 

not consistently make the required annual contribution (ARC). Cenerini believes previous 

union leaders were not concerned with the state paying the ARC. He recalled when the 

state skipped pension contributions and a union leader said, “It is not a big deal”. He 

mentioned this as background to understand the unions did not foresee the radical 

changes that ultimately took place in 2011.  

 Cenerini explained unions agreed to pension reductions in 2005 and 2009 to 

address the unfunded liability but they did not anticipate the state’s actions in 2010. In 

2010, the state made several accounting changes, which increased the unfunded liability 

by $1.4 billion (Morrissey 2013, 5). The changes exacerbated the funded ratios and from 

the unions perspective, “manufactured a crisis” (Walsh 2011) creating a new demand for 

change.  

 Both pension plans had a decrease in the funded ratio as a result of the state’s 

2010 accounting changes, but the effect on the state worker/teacher plan (ERSRI, 48%) 

was more significant than the effect on the municipal plan (MERS, 74%). The reason for 

the disparity between the pension plans, although both managed by the state, is the source 

and stability of the employer contribution. ERSRI’s employer contribution from the state 
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of Rhode Island was not consistently paid. MERS’s employer contribution comes from 

the local cities and towns and has been consistently paid. Cenerini explained the 

municipal plans were always well funded because if the municipality did not contribute 

their ARC, state aid could be withheld (Rhode Island, Title 45, Towns and Cities, Section 

45-21-42).  It is noteworthy that the state legislature made cities and towns pay their 

respective ARCs but the state changed actuarial assumptions to lower their required 

contributions. 

 The decreased funded ratios in 2010 helped set the stage for radical changes to the 

pension plans in 2011. A new hybrid plan consisting of a reduced defined benefit and a 

defined contribution plan was implemented for all employees; COLA adjustments were 

suspended; and stricter age and tenure requirements for full retirement benefits were 

adopted (NCSL Pension Legislation, Appendix F).  

 After court cases and a mediated settlement there were differences between the 

public employees (Boivie and Weller 2012). Cenerini explained public safety workers 

were given special consideration. He explained, “The police and fire got a better deal; 

they still have 100% defined benefit, not the hybrid plan that others had to take”. He 

added, “If they are not covered by SSA, then they must join the hybrid, but if covered by 

Social Security, all police and fire maintain their defined benefit plan”.  

 As of 2017, Cenerini explained retirees believe the state has “broken their 

promise to employees” and “current workers are angry”. The public is sympathetic but 

unions were outspent in advertizing during the 2011 pension reform movement and 

Cenerini is not sure the public understands the concerns. He admitted the unions were not 
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united during the 2011 fight, specifically; the building trades did not join the other unions 

in fighting for the defined benefit and a cost of living increase. Cenerini said, “We have a 

divided house of labor in Rhode Island” and “remember paying the full ARC does not 

bring jobs, or create a park. He added, “Politicians react to political pressure and political 

power is key, and remember 100% ARC doesn’t generate political power”.  

 Overall, Cenerini blamed the current Governor, Gina Raimondo, for the pension 

situation. Raimondo, in her previous position as State Treasurer pushed for significant 

change in the pension plans. A pension plan that was already weak, according to 

Cenerini, got even worse because of state actions. He added, “Gina and her Yale network, 

Texas finance people, etc. created a public perception of unsustainable public pensions”. 

Cenerini also admitted the unions were not pro-active and they did not work together to 

combat the perception.  

State Investment Board Member Interview 

 The Rhode Island pension administrator was not available for an interview.  In 

lieu of the pension administrator, I contacted a member of the Retirement Board, who is 

also a member of the State Investment Commission. Mr. Thomas Mullaney, Director, 

Budget Office, Office of Management and Budget, an appointed member of the State 

Retirement Board and the State Investment Commission agreed to an interview on 

August 17, 2017. 

 Mullaney explained the Retirement Board sets assumptions and the rate of return 

for pension plans. He added the Investment Commission is composed completely of 



 

 

 

202 

appointed individuals (no public employee representation). The Investment Commission 

works with consultants and determines the allocation of investments, which funds to use, 

etc. The Investment Commission is the one who recommended the rate of return changes 

but the Retirement Board has to vote and approve the change.  

I asked about the role of legislators in Rhode Island’s public pensions, Mullaney 

explained most of the discussion, and work is done within the Retirement Board and 

Investment Commission. Because of the separation of powers issue, as explained above, 

all legislative representation was removed from the Retirement Board and Investment 

Commission. The funding for the ARC is included in the budget and both the House 

Finance Committee and Senate Finance Committee have jurisdiction.  

 Mullaney explained Rhode Island has a statute that the “state shall pay” (the 

ARC) but he acknowledged there are ways around the statute if necessary. He believed 

the problem for Rhode Island was in the early 1990’s when there was a financial crisis 

within the state. Mullaney discussed the credit union crisis, when several (45) credit 

unions were closed by the Governor and citizens could not get their funds. Taxpayers had 

to help resolve the crisis and pension payments were skipped during this crisis. In 

addition to the credit union crisis there were also benefits given without adequate 

funding: for example, full retirement at 28 years; and the 3% COLA was a big issue. 

Although the state paid 100% of ARC during my study period (2001-2013) 

according to the Public Plans Database, the funded ratio continued to decline. The 

accounting changes, shortened amortization period and decreased rate-of-return from 

investments, made in 2010 explained the decline.  
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 The Investment Commission recommended a change from 8.5% rate of return to 

7.5%. This decision worsened the funded ratio, making the unfunded liability larger. 

Some have said this action “falsely created a larger pension crisis” to spur reforms. I 

asked if the impetus was to be more realistic with the rate of return as claimed in the 

Truth in Numbers Report (Raimondo 2011) or to spur reform.  Mullaney replied, 

“Probably both, it did spur reform”. He also informed me the Retirement Board will soon 

(fall 2017) be voting to further reduce the rate of return to 7.25% with a goal to get to 7% 

by 2020.  

 Mullaney added, “The combination of recession and actuarial changes resulted in 

a greater cost to the state. The changes showed the pension plans were not sustainable 

and had to be addressed. The Governor (Treasurer at time) felt it was important to show 

the state what they faced and she argued we should spread the risk, it should not all be on 

the state and the taxpayer”.  

 Regarding ARC payments, Mullaney explained, “Rhode Island has strong unions 

and so they would argue if ARC had not been paid. They did bring up the state’s failure 

to pay in the 1990’s”. He added, “How easy it would be for a state to delay the ARC as 

that is quite a big number for states. Taking $50 million to plug another budget hole, it 

then gets easy to keep doing that and all of a sudden you have lost the opportunity to gain 

investment returns and it gets to be quite a big percentage of payroll and the state 

budget”. 

 Mullaney agreed a statute would not make a state pay the ARC. Habit and culture 

could make a state pay their contribution, but a statute could always provide a work-

around and therefore would not be a barrier to skipping payments. 
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 I asked Mullaney about the effects of the 2011 legislation, settled in court in 2015, 

on current employees. Mullaney responded, “The turnover for young employees has 

increased. Now they stay for a few years and get work experience but there is not the 

incentive to stay for 30 years. However, for employees already here, they now have to 

wait until Social Security retirement age to retire. The earliest age to retire is now 59. 

Most experienced employees are staying longer. They are worried about retirement 

income and they no longer see replacement rates in the 60-80% range. Employees in the 

past could retire after 28 years; they also saw faster growth (in multipliers) that has 

slowed as well”.  

Legislator Interview 

 Representative Mary Duffy Messier (Democrat) agreed to a telephone interview 

on September 1, 2017. Representative Messier was elected in 2009 to the Rhode Island 

legislature, following a career as a public school teacher.  

 Messier explained she had voted against the 2011 pension legislation; she 

continues to propose pension legislation to restore COLAs to retirees. She believes those 

retirees without Social Security, have been hurt the most since their retirement income 

has been frozen as a result of the 2011 changes. The legislation imposes a suspension of 

COLA increases until the funded ratio of the pension plan equals or exceeds 80%. 

Messier’s concern is the additional changes made by the state since 2011, such as 

reducing the expected rate-of-return on pension investments, will keep the funded ratio 

below 80%, thereby eliminating the possibility of a COLA.  
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 In discussing ARC payments, Messier replied, “Rhode Island did pay the ARC 

but the pension system was in peril. It was not enough”. We discussed the second 

question regarding support for the ARC, and she explained, “The unions certainly argued 

for paying the ARC”. She also recalled the pension legislation vote-many voted for it, she 

believed only 15 voted against the legislation.  She explained most police and fire are not 

covered by the state system but rather are under their own town’s pension plan. The 

people affected are the teachers and state employees. However, she also noted when the 

state took the COLA away from retirees; many towns and cities did the same thing.  

 Messier was not supportive of Governor Raimondo, despite both being 

Democrats.  Messier believes Raimondo, as the State Treasurer and former venture 

capitalist, invested too much of the pension funds in hedge funds and Rhode Island lost a 

significant amount of money. It was clear throughout the interview that although both 

politicians are in the same party, the Representative did not approve of the Governor’s 

performance as Treasurer and her push for pension legislation. 

 In discussing the culture of Rhode Island and payment of the ARC, Messier 

stated, “The problems for the pensions in Rhode Island were that people treated the 

pensions like a candy jar”. She gave examples of people serving as a lifeguard, Mayor, or 

City Council. She added, “You go to two meetings a month for 10-15 years but then you 

are allowed to buy 10 years of service—so you qualify for a pension”. She believed 

“people bought 10 years of service for $800”. She added, “Unlike teachers, state 

employees, police, sending 9.5% of their salary every paycheck-the pensions belong to 

them”. She mentioned the “lack of transparency” and “deals were made”. Another 
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problem she noted involved judges. “In the beginning judges were not contributing at 

all—and got $100,000 pensions”. Judges then started contributing but not at the same 

percentage as teachers. All of these examples reinforced in Messier’s mind the 

legislatures’ view of public pensions as a political tool to be used to reward insiders, not 

as a commitment to long-term employees. 

Comprehensive Annual Reports 

 I analyzed Rhode Island’s Annual Financial Report of the Employees’ Retirement 

System of Rhode Island (ERSRI) and the Municipal Employees Retirement System 

(MERS) for three years (2001, 2007, and 2013) to capture the average benefit for Rhode 

Island’s public employees at the beginning of the study (2001), the mid-point (2007) and 

the conclusion (2013).  

 The Rhode Island public employee retirement system provides pension benefits 

under several funds. The Retirement Board reports the funds separately however; they are 

managed as one entity. Benefit payments vary based on the system (MERS versus 

ERSRI) and within the ERSRI system, vary based on position (state employee versus 

teacher).  A sample of three types of employees and their average monthly benefit are 

provided in Table 8.2. 
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Table 8.2. Rhode Island Average Monthly Benefits, Sample Study Years 

Year State Employees  

Average Monthly 

Benefit 

State Teachers 

 Average Monthly 

Benefit 

Municipal  

Average Monthly 

Benefit 

2001 $1376 $2744 $786 

2007 $1982 $3445 $1056 

2013 $2589 $3786 $1391 

Note: Averages are for 

service retirees 

excluding disabled 

retirees and 

beneficiaries and 

spouses. 

   

Source: Annual Financial Reports, Employee Retirement System of Rhode Island 2001, 2007, 2013 

  

Conclusion 

 Rhode Island’s change to the retirement benefits for current workers is the most 

significant retrenchment example in the study. Eliminating the defined benefit and 

issuing a new hybrid plan will reduce the percentage of “replacement income” in 

retirement for public sector workers. Estimates range from 14% to 34% for the loss of 

income, based on the years of service, salary, and position (Hiltonsmith 2013, 4; 

Morrissey 2013, 2). However, the decrease in retirement income could be offset if current 

workers are able to redirect additional funds to the defined contribution plan, thereby 

increasing their savings and generating more investment income. Hiltonsmith (2013) 

notes “Though the quarter of  employees who are lucky enough to work during a lifetime 

“bull market” will enjoy retirement incomes nearly equal to what they would have had 

under the old system, on balance the new system introduces significant risk that retirees 

will retire with less---risk not present under the old system” (5). 
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 The retrenchment however, does not affect all public sector employees. In the 

majority of Rhode Island communities’ police and fire fighters will continue to have a 

defined pension benefit.  Pierson’s (1994) retrenchment theory predicted a group could 

avoid loss of a benefit if the threat of a public outcry was significant.  The public support 

for law enforcement/fire fighters contributes to the success of this group of employees 

retaining benefits. The inability of the labor movement, private and public, to join 

together to fight the retrenchment is also indicative of the lack of organized opposition. 

 The Great Recession of 2008 provided the impetus for the retrenchment in Rhode 

Island. However, the “critical antecedents” (Slater and Simmons 2010) for the change in 

the state include the pattern of using pension funds to deal with fiscal crisis, the disregard 

elected officials displayed for the abuse of the system, and lack of financial stewardship 

from either government or union officials.  

 Representative Messier used the analogy for Rhode Island and public pensions as 

a “candy jar”. She recalled special deals for people with limited public service gaining 

access to long-term retirement benefits. State officials, both executive and legislative 

branches, agreed to the deals. Both branches and political parties have been involved in 

using the public pension funds for closing budget gaps and for gaining political support 

by granting access to the pensions. 

 Hardin’s Tragedy of the Commons (1968) explores the consequences of people 

not agreeing to a set of rules, restraining their impulse to take more than their fair share, 

and through their collective greed, destroying a public good. Rhode Island’s pattern of 
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public pension use, from political leaders, union leaders, and business leaders epitomizes 

the consequences of greed. 

 Beerman (2015) adds another dimension to the fight over public pensions with his 

observation, “There is something even larger than the fight over public pension rights 

underlying this discussion. It is about whether the United States economy will support a 

thriving  middle class, or whether it will join the many countries in the world that are 

divided between rich and poor” (1019).  
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CHAPTER 9 

NEW JERSEY 

Introduction 

The Garden State, ranked 46th in land size and 11th in population, is the densest 

state in the nation with 1,196 people per square mile (U.S. Census, 2010).  In addition to 

ranking first in population density, New Jersey is also known for its large number of local 

governments and school districts. The concept of home rule, valuing independent local 

governments and local school administration is synonymous with New Jersey’s political 

culture. 

The funding of public pensions in New Jersey is inextricably intertwined with the 

state’s home rule tradition and tax structure.  The Census of Governments (U.S. Census, 

2012) reports 1,344 local governments in New Jersey with 324 municipalities, 242 

township governments, and 598 public school systems. An overriding theme in New 

Jersey state history and politics is the importance of home rule for NJ residents and the 

reluctance to relinquish their independence. Salmore and Salmore (2008) explain:  

Nowhere is the state’s home rule tradition more apparent than in the realm of 

public education. Almost all New Jersey municipalities have their own 

elementary schools, and high schools of barely five hundred students are the rule 

rather than the exception. Arguments for curricular enrichment or economies of 

scale pall when they mean eliminating the institution most central to the identity 

of New Jersey’s towns, where high school football is practically a ritual (6-7).  

Linked to the importance of home rule and the debate of consolidating school 

districts is the tax structure in New Jersey. The state has the distinction of the highest 

property taxes in the nation (Kolomatsky 2017) but the history and structure of taxation 
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in New Jersey has two additional features: exportability and aversion to broad-based 

taxes. 

In the 21st century, states can export their tax burden to others if they possess 

significant natural resources such as Texas oil or Wyoming minerals. States with tourist 

or favorable climate conditions such as Florida and Nevada can also have visitors pay a 

significant portion of their tax revenue (Donovan, Mooney, and Smith 2013).  

In the 19th century, New Jersey perfected the practice of exporting a tax burden 

using the new technology of the times, railroads. Because of its prime location between 

New York and Philadelphia, the state had the opportunity to tax others for the privilege of 

transporting people and goods across the state.  Beginning in the 1830’s the New Jersey 

legislature gave the railroads a monopoly in exchange for a guaranteed fee. The 

guaranteed fee enabled the state to fund their annual budget without taxing citizens. 

Lehne adds, “Thus during this period {19th century} there were virtually no state taxes, 

with most of the necessary revenues being collected from individuals who were not 

citizens of New Jersey but happened to be passing through the state” (1975, 262).  In 

1905 at the inauguration of Governor Edward C. Stokes he declared, “Of the entire 

income of the state, not a penny was contributed directly by the people” (Salmore and 

Salmore 2008, 25). The pattern of exporting the tax burden to others continued in the 20th 

century as New Jersey created authorities to manage the Garden State Parkway and New 

Jersey Turnpike, both entities able to issue bonds and raise tolls. The history of exporting 

the tax burden to others may have added to the difficulties New Jersey governors faced in 

attempting to implement broad-based taxes. 
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New Jersey’s first broad-based tax, a sales tax implemented in 1966 came after 

numerous attempts failed including a 1935 short-lived 2% tax (Salmore and Salmore 

2008, 289). Several governors (Republican and Democrat) in the 1960’s and early 1970’s 

tried to get an income tax instituted but despite majority control of the legislature by their 

respective parties, all three executives failed (Lehne 1975, 243).   Finally, in 1976 the 

income tax passed after the State Supreme Court threatened to close schools until a more 

equitable funding process was created (Linky 2014). 

 The struggle over New Jersey’s tax structure however was not avoided. 

Throughout the 1980’s the property tax increases continued and the courts were again 

ready to rule on the constitutionality of the school funding mechanism. In 1990, the new 

governor Democrat James Florio attempted to address three problems; a budget deficit, 

property taxes that had doubled in the 1980’s, and education funding. Florio succeeded in 

revising the tax structure yet there were still unresolved budget issues. 

Budgets and Public Pensions 

The legislature adjusted Florio’s plan but did approve a tax increase. The tax 

increases signed into law were not sufficient to solve all of the challenges and in 1992, a 

new pattern of using public pensions to solve state budget problems began. The pattern of 

using public pensions to close budget deficits begun under Florio, worsened under 

Whitman, and continued into the 21st century. As a result, New Jersey finds itself with 

one of the worst funded public pension systems in the nation. 

The mid-1990’s began a period in New Jersey marked by accounting gimmicks, 

bond debacles, and failure to pay the state’s annual required contribution for public 
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pensions (Joint Legislative Committee on Public Benefits Reform, 200641; Salmore and 

Salmore 2008, 299). Two decades of state underfunding would transform the state’s 

public pension funds from a healthy financial position with a funded ratio over 90% to 

one of the nation’s worst funded ratios by 2013 (54%) (Truth and Consequence, Status 

Report of the New Jersey Pension and Health Benefit Study Commission 2014, 4). 

The initial step under the Florio administration changed the method of valuation 

used for public pensions in order to balance the budget. Public pensions hold investments 

and the recognized value of the stocks and bonds can dramatically change the worth of 

the fund. Book value is the initial cost paid to purchase the investment, adjusted for 

realized capital gains and losses (Jackson and Hamilton 1968). An investment’s market 

value is the cost that would be paid today to buy or sell the stock. The traditional method 

of valuation for pension funds is book value. The Florio administration discarded valuing 

the stocks and bonds at book value in 1992 for a new method using market value. 

Because of the change, the state gained $769 million in “revenue” (Salmore and Salmore 

2008, 212). Although changing valuation methods in public pensions is allowed, the 

practice of making changes in public pension accounts in order to balance budgets is 

indicative of a structural imbalance.  

Florio lost his reelection bid in 1993 to Republican Christine Whitman who ran 

on the promise of reducing taxes. The structural imbalance between the state revenue and 

expenditures was evident immediately as Salmore and Salmore (2008) explain: 

                                                           
41 Testimony of Frederick Beaver, Director, Division of Pension and Benefits, NJ Department of the 

Treasury, August 24, 2006, 9-12.  
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Like Florio, Whitman engaged in accounting smoke and mirrors to meet payment 

obligations to the pension funds. In Whitman’s first year in office, the state 

treasurer, by changing assumptions about the funds’ growth, declaring that the 

state had overestimated necessary payments in previous fiscal years, and 

extending the payment period for shortfalls, ‘found’ $1.3 billion to balance the 

governor’s first budget and expedite her promised tax cuts (212). 

 

The pattern continued throughout Whitman’s term and she is responsible for one 

of the most damaging actions to the NJ public pensions, a $2.75 billion bond issue in 

1997. States can issue bonds to build infrastructure such as airports, schools, or roads. 

Several states have also used pension obligation bonds to generate funds for the pension 

plans. The theory behind the New Jersey bond issue was that the state could raise needed 

funds, promise a 7.4% interest to bondholders, and make more than the interest they were 

paying in the market. Despite opposition, the pension bond issue was approved and the 

state began an extended period of skipping their annual required contribution to the 

pension funds (Salmore and Salmore 2008, 213).  

Analysts and scholars have found pension obligation bonds are frequently issued 

in states and cities already underfunding their respective pension systems and the use of 

bonds makes the situation worse (Breitenbach 2015). Unfortunately, for New Jersey this 

proved to be the case. The valuation and actuarial gimmicks used by Florio and Whitman 

in the early 1990’s to minimize the need for a state contribution to the pension plans had 

started a new pattern. Whitman’s 1997-bond issue permitted the state to continue the 

practice of skipping pension payments and the stage was set for a 21st century funding 

crisis.  
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Benefit Enhancement 

In addition to skipping pension payments in the 1990’s and 2000’s the New 

Jersey legislature also authorized in 2001 significant benefit enhancements for public 

workers and pension recipients. Retirees received a 9% increase in benefits and current 

workers saw significant changes in pension eligibility (NCSL Pension Legislation, 

Appendix G). The pension eligibility changes included reducing full retirement age from 

60 to 55 and vesting at five years rather than ten years. Within this period the New Jersey 

pension funded ratio decreased from 98% in 1993 to 79% in 2006 (Salmore and Salmore 

2008, 212-213).  

The initial actions in the 1990’s of changing valuation methods and recalculating 

growth forecasts created the false conditions of well-funded pension plans. The inflated 

funded ratios allowed New Jersey politicians to stop paying the annual required 

contribution. The 1997 pension bond issue permitted the pretense of a healthy pension 

fund to continue for several more years. Public union officials rather than protesting the 

state’s failure to pay the annual contribution to the pension funds agreed to unfunded 

benefit enhancements, creating a further deterioration in the funded ratio of the pension 

plans (Benefits Review Task Force Report 2005; Interview, Tom Byrne, August 24, 

2017). 

Pension Administration 

New Jersey administers seven pension systems including the Public Employees’ 

Retirement System (PERS), the Police and Firemen’s Retirement System (PFRS), the 
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Teachers’ Pension and Annuity Fund (TPAF), the Consolidated Police and Firemen’s 

Fund, the Judicial Retirement System, the Prison Officers Pension Fund, and the State 

Police Retirement System.  At the end of the study period (September 2013) the pension 

fund had a net asset value of $74.4 billion, supported 767,000 members with 54% 

working and 38% retired. The remaining members had contributed to the pension fund 

but were not actively working (State Investment Council Annual Report 2013, 5). 

Two organizations within the state’s Department of the Treasury directly manage 

public pensions. The Division of Pensions and Benefits is responsible for the delivery of 

pension benefits to the thousands of retirees. The staff performs a variety of tasks for 

retirees and current public sector workers such as releasing funds via monthly pension 

checks, processing retirement applications, and counseling current employees on their 

retirement options.   

The second organization, the Division of Investment is responsible for managing 

the funds, making investment decisions, and reporting annually on the status of the 

pension fund. A third organization, the State Investment Council, created by the New 

Jersey Legislature in 1950 is charged with developing policies governing the investments 

of the pension fund. The State Investment Council, comprised of 16 individuals serve 

staggered terms and are appointed by the governor (13) and the three largest pension 

plans (Public Employees’ Retirement System, Police and Firemen’s Retirement System, 

and Teachers’ Pension and Annuity Fund). 
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Public Pension Funding 

The practices of changing valuation methods, altering growth forecasts, and 

skipping pension payments led to the decline of the pension plans. At the same time, in 

the early 2000’s the national economy suffered a decline and the combination of state 

practices and a falling stock market caused the New Jersey pension fund to fall from $83 

billion in January 2000 to $56.3 billion in September 2002. The loss of $25.7 billion 

(excluding pension payments) from the fund precipitated an Assembly hearing asking the 

State Treasurer and State Investment Council Chair to testify in October 2002. The 

inaccuracy of budget estimates, the processes and procedures used by the state to make 

pension investments, the cost of the 1997 pension bond issue, and the effect of skipping 

the annual required contribution for seven years were raised as significant factors in the 

state’s declining pension position. 

The Assembly Task Force on Fiscal Responsibility heard from the State 

Treasurer, John E. McCormac that the state was searching for a new method of 

estimating tax revenues because, “Our budget simply cannot withstand another year of 

revenue collections that fall billions of dollars short of targets, as we experienced in the 

last budget cycle” (NJ Assembly Task Force on Fiscal Responsibility 2002, 2). Unlike 

Delaware, New Jersey had not developed a non-partisan institution responsible for 

generating revenue and expenditure estimates and without realistic estimates both the 

state budget and the pension system would be unable to attain stability.  

Mr. McCormac also described New Jersey’s unique investment administration 

compared to the other states. He explained the differences between active and passive 
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investment management as well as internal versus external management. Active 

management is making stock trades, trying to outperform the market. Passive 

management creates a portfolio of investments to match an index and performance is 

expected to mirror the overall market. Internal management requires state employees to 

make investment decisions and external management pays firms to manage the funds. 

New Jersey in 2002 was the only state with 100% active management and 100% internal 

management (NJ Assembly Task Force on Fiscal Responsibility 2002). 

Mr. McCormac also testified that June 1996 was the last time the state of New 

Jersey paid the annual required contribution (ARC) for the pension plans.  The pension 

bond issued in 1997 permitted the state to skip the June 1997 annual required 

contribution and the state continued to skip payments entirely through 2003 and 

thereafter pay less than the annual required contribution (NJ Assembly Task Force on 

Fiscal Responsibility 2002). 

In addition to the missed annual required contributions, New Jersey is also liable 

for debt incurred by the pension bond issue.  Mr. McCormac noted the repayment of the 

pension bonds would begin in 2004 and the “state would have 25 years of debt service on 

that bond” (NJ Assembly Task Force on Fiscal Responsibility 2002, 43). 

Pension Studies 

The decline of the funded ratio and the health of the state’s pension plans 

generated numerous commissions, studies, and legislative hearings. Acting Governor 

Richard Codey created the Benefits Review Task Force in May 2005 and an eight-

member group led by Philip D. Murphy submitted their final report in December 2005. 
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The Murphy report highlighted the state’s failure to pay the annual required contribution 

and the pension plan changes made to distort the funding situation: 

First, government at all levels must meet its current and future commitments to 

fund the pension plans. They must also commit to using financially sound 

practices and be accountable to taxpayers. While workers continued to contribute, 

the State enjoyed a pension holiday for seven of the past nine years. Moreover, 

the state changed the accounting and valuation rules as it saw fit to justify both 

pension holidays and increased benefits. Such valuation gimmicks and pension 

holidays must end (Benefits Review Task Force 2005, 4). 

The task force recommended four additional areas for change including 

eliminating abuse, structurally reforming pension and health benefits, and changing the 

process of enacting enhancements. The commission did not recommend eliminating the 

defined pension benefit for career employees but did recommend eliminating access to 

the benefit for elected officials, contractors, and vendors (Benefits Review Task Force 

2005, 5-7). The committee also recommended increasing the retirement age from 55 to 

60 and the retirement calculation from highest three years of salary to highest five years.  

Within a year, the legislature under Senate President Richard Codey and Speaker 

Joseph Roberts began a series of joint committee hearings and developed 41 

recommendations for change (Joint Legislative Committee on Public Employee Benefits 

Reform, August-December 2006).  

The joint committee again heard of the problems with pension holidays and 

Frederick Beaver, Director of the Division of Pension and Benefits clarified the long-

ranging problem for the state due to the pension bond issue of 1997: 

The pension bond we owed was floated back in 1997. As you can see, this is 

going to rise to a huge cost over time. This is all back-loaded debt. So we’ve got 
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very little going into the principal. We’ve got interest. We’re not getting into big 

principal payments out to the year 2027. Up until then, we’re paying largely 

interest on this debt. This was probably one of the biggest mistakes the State has 

made (Joint Legislative Committee on Public Employee Benefits Reform, August 

9, 2006, 33).  

After 11 hearings held across the state, the bi-partisan joint committee issued a 

final report and designed legislation to implement pension and health benefit changes. A 

final meeting, held on December 7, 2006 announced the receipt of a letter from Governor 

Jon Corzine asking “many of the provisions of the omnibus legislation be removed to be 

negotiated at the collective bargaining table” (Joint Legislative Committee on Public 

Employee Benefits Reform, December 7, 2006, 4).  

The immediate response from the legislators was anger (Republican members) 

and disillusionment (Democratic members). Many of the provisions were subsequently 

passed. However, as noted by Senator Gormley, the changes did not go far enough; 

grandfathering in past practices such as dual office-holders ’and elected officials’; 

eligibility to defined pension benefits ((Joint Legislative Committee on Public Employee 

Benefits Reform, December 7, 2006, 7).  

The study period for this research (2001-2013) concluded without a resolution to 

New Jersey’s public pension dilemma. It should be noted Governor Christie appointed 

another commission to study public pension and health benefits in August 2014 and this 

group issued a final report on February 24, 2015. The report was remarkable with a 

recommendation to change from a defined benefit pension program to a cash balance 

program for all employees. Current employees would not lose their defined benefit 

earned to date but the monies would be frozen and turned over to an employee-run entity 



 

 

 

221 

to manage (A Roadmap to Resolution, Report of the New Jersey Pension and Health 

Benefit Study Commission, February 2015). 

Governor Christie used his budget address on February 24, 2015 to announce the 

changes and as the employee representatives had not yet briefed, there was a significant 

negative response from public sector union members. Governor Christie ultimately did 

not concur with releasing the funds earned to date to an employee entity and the 

recommendations for a cash balance plan were not approved. 

Unions had previously agreed to benefit reductions in 2010 and 2011 (NCSL 

Pension Legislation, Appendix G) for the promise from the state to pay the annual 

required contribution. The agreement called for the state to begin making partial 

payments in 2012 (e.g. 1/7th of the ARC) gradually increasing the amount of payment. 

The initial years following the agreement, the state did contribute 1/7th in 2012 and 2/7th 

in 2013 of ARC. In 2014, the state failed to make the agreed upon ARC partial payment 

and the public sector unions filed a lawsuit. The unions lost their case, as the New Jersey 

State Supreme Court ruled the State Constitution provided a debt ceiling and the 

Governor could not disregard the provision (Zernike 2015).  

Amending the State Constitution to permit an increased debt level became the 

new battle for the public sector unions. The New Jersey Constitution requires both 

chambers of the legislature to approve a proposed amendment and if successful, the issue 

appears on the ballot for voter approval. The public sector unions worked to have the 

proposed amendment passed by the legislature by August 8, 2016 in time for the 

November 2016 election cycle. Although the proposed amendment passed the Assembly 
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in time for the November ballot, Senate President Steven Sweeney, a Democrat, did not 

bring the proposed amendment to the floor in the State Senate (King 2016). Once again, 

the public sector unions failed in their attempts to force New Jersey’s political leaders to 

make the annual required contribution. 

The credit ratings agencies also noted New Jersey’s failure to improve the public 

pension funding and during Governor Christie’s tenure the state’s credit rating was 

downgraded 11 times (Russ 2017). The administration and legislature did agree on a new 

source of funding for public pensions, the state lottery, beginning in FY 2018.  

In 2017, without public sector union support the legislature passed Public Law 

2017, c.98 transferring the state lottery enterprise to the three largest pension plans 

(TPAF, teachers; PERS, state employees; and PFRS, police and fire).  The fiscal 

estimates provided with the bill expect FY 2018 lottery proceeds of $1.014 billion to be 

transferred to the Division of Investment to support the pension plans.  

The 2017 legislation calls for lottery proceeds to be transferred to the pension 

plans for 30 years. The estimate of the transfer is $13.535 billion over the 30 years and 

the funded ratio of the three pension plans is expected to improve as follows: 

TPAF (teachers) from 47% to 63.9% 

PERS (state employees) from 37.8% to 49.6% 

PFRS (police and fire) from 41.2% to 44.5% 

 

The bill also calls for the State to decrease the annual required contribution by the 

net proceeds from the lottery, therefore the transfer is not meant to increase the ARC but 

rather to dedicate a funding source for some portion of the required contribution 
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(Legislative Fiscal Estimate, Senate, No. 3312, State of New Jersey, 217th Legislature, 

July 2017). 

Annual Required Contribution 

The pension plan is funded from three sources: the state’s contribution as 

employer (ARC), the employees’ contributions from their payroll deductions and the 

investment earnings gained by the pension fund via the plan’s portfolio. The 2008 

recession translated into investment losses for all public pension plans. The public 

employees continued their contributions. However, not all states decided to fund their 

annual required contribution. The interviews focused on the state decision to pay the 

annual required contribution (ARC).   

Officials were asked what factors were significant in their perspective in the 

decision to pay the ARC. They were also asked if any groups or organizations argue in 

support of paying the ARC. Finally, they were asked to comment on a quote regarding a 

state’s culture and payment of the ARC (See Appendix A for survey questions). 

As with the other three states in the study, I attempted to interview representatives 

from public sector unions, a pension administrator, and a legislator. I was not successful 

in obtaining a legislator interview, despite offering anonymity and making approximately 

15 requests throughout the summer of 2017. I was able to interview a public sector union 

representative and the State Investment Chair.  

For the legislative perspective, I used numerous committee hearings. It should be 

noted however, the legislative hearings focused on the pension benefit structure, abuses, 
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and potential reform. I did not locate statements of legislators, of either party or chamber, 

testifying to the importance of paying the annual required contribution.  

I also evaluated testimony from Department of Treasury and State Investment 

Council officials explaining the funding status of the pension plan. I found one official, 

Mr. Frederick Beaver, Director of Pensions and Benefits, Department of Treasury in 

2006 testifying to the importance of paying the annual required contribution (Joint 

Legislative Committee on Public Employee Benefits Reform, August 24, 2006, 14). 

It was surprising initially to not find additional evidence of the organizations 

charged with administering the public pension system in New Jersey arguing for the 

annual required contribution to be paid. However, given the organizational structure with 

the Director of Pensions and Benefits and Director of Investment reporting to the State 

Treasurer, and the Governor appointing both the State Treasurer and the State Investment 

Council Chair, the finding is not extraordinary. I did not have access to internal 

Department of the Treasury documents and any disagreements between executive 

agencies and the Governor discussing the annual required contribution and the effect on 

the state’s budget would not be expected to be shared publically. 

I was unable to gain an interview with Mr. Christopher McDonough, the Director 

of Investment, Department of Treasury, New Jersey. However, Mr. Brendan Byrne, Jr. 

Chair, State Investment Council did agree to an interview and provided an invaluable 

perspective for the state’s pension administration challenges. 
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State Investment Council Interview 

Brendan (Tom) Byrne, Chair, State Investment Council asked me to review the 

status report (September 25, 2014) and the final report (February 24, 2015) of the New 

Jersey Pension and Health Benefit Study Commission prior to the scheduled interview. 

Governor Christie had formed the five-member study commission in August 2014 and 

the final report recommended significant changes to the public pension system. Examples 

of the recommendations included freezing the pension benefits earned to date and 

transferring the funds to employee entities; and creating a cash balance plan for all 

employees.42  

We began the interview by discussing the 2015 commission and final report. I 

clarified that no action had been taken on the recommendations and Byrne agreed with 

the assessment. He explained the commission worked very hard with union leaders, 

specifically NJEA to address the pension crisis. There was an agreement within the 

commission to recommend the changes but to allow the union leaders’ time to educate 

their members and gain support. Byrne added, “Instead of the planned joint 

announcement, Governor Christie used his budget address43 and caught everyone by 

                                                           
42 The employer contributes a set amount annually and an agreed interest amount. All investment risk is 

born by the employer in contrast to a defined contribution plan. However, rather than a defined monthly 

pension benefit at retirement based on years of service and salary, the employee receives a finite amount 

(lump sum or lifetime annuity). See U.S. DOL Cash Balance Plans, January 2014 at: 

https://www.dol.gov/sites/default/files/ebsa/about-ebsa/our-activities/resource-center/faqs/cash-

balance-pension-plans-consumer.pdf 

43 Christie FY 2016 Budget Address, at: 

http://www.state.nj.us/governor/news/addresses/2010s/approved/20150224a.html 

 

https://www.dol.gov/sites/default/files/ebsa/about-ebsa/our-activities/resource-center/faqs/cash-balance-pension-plans-consumer.pdf
https://www.dol.gov/sites/default/files/ebsa/about-ebsa/our-activities/resource-center/faqs/cash-balance-pension-plans-consumer.pdf
http://www.state.nj.us/governor/news/addresses/2010s/approved/20150224a.html
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surprise. Now the union leaders were seen as in bed with the devil and had to be 

replaced” (Interview, Tom Byrne, August 24, 2017). Governor Christies’ rhetoric had 

cast teachers’ unions as greedy, unreasonable, and responsible for New Jersey’s fiscal 

problems (Christie, Keynote Address, Republican National Convention 2012). Christie’s 

track record of reneging on past agreements to fully fund the state’s ARC also 

contributed to his unfavorable view by union members (Seidman 2015). For Governor 

Christie to announce he had made a deal with union leaders that would resolve the 

pension crisis—without giving the union leaders an opportunity to sell the plan to their 

members-doomed the deal before it could be consummated.  

We then discussed the three survey questions (Appendix A) and I noted that since 

New Jersey had not paid the annual required contribution since the mid-1990’s I was 

unsure if he could address this question. Byrne believed taxes, elections, and public 

pension funding were related and could explain the lack of ARC funding. He continued, 

“Florio raised the state income tax by 30%. When Florio was running for reelection, 

Whitman promised to cut the state income tax. Whitman won, cut taxes, and stopped 

making the pension payment. Yet, she paid no political price for failing to make the 

payments. She suggested pension bonds, the unions went along” (Interview, Tom Byrne, 

August 24, 2017). 

Byrne added that after Whitman’s experience the political leaders who followed 

used the same playbook. In Byrne’s opinion both Republican and Democratic Governors 

used pension funding to balance budgets and avoid tax increases. In addition, he believed 

union leaders “sold out as well. You can’t stop making payments regardless of what the 



 

 

 

227 

funded ratio shows, the market will go down, there will be unexpected issues and the two 

portions of the pension (normal cost and amortization of liability) should continue to be 

addressed” (Interview, Tom Byrne, August 24, 2017). 

In Byrne’s analysis both Democratic and Republican leaders, legislators and 

governors learned the lesson from Whitman and kicked the can down the road, taking the 

path of least resistance. Byrne did recognize Codey’s efforts to address the crisis; some 

changes were made but again not a long-term commitment from the political 

establishment. He added, “Corzine wanted to raise tolls on the NJ turnpike by a factor of 

four” (Interview, Tom Byrne, August 24, 2017) but there was not a political consensus.  

We discussed the second question (who argues to pay the ARC) and Byrne 

responded public sector unions do argue for ARC payment. He added however, that 

several union leaders do not acknowledge the sustainability of the pension and health 

benefit plans, arguing that the state has the power to tax and therefore can and will fulfill 

their commitments. In Byrne’s opinion the crisis cannot be avoided, and the 2017 

legislation directing lottery funds “is a wash” (Interview, Tom Byrne, August 24, 2017). 

Finally, we discussed the third question regarding a state’s culture. Byrne believes 

paying the ARC in the 1980’s and 1990’s was not an issue. He argued former Governor 

Whitman’s practice of not paying the ARC in the mid-1990’s and the lack of a political 

consequence for her encouraged subsequent political leaders to adopt the practice. The 

lack of trust between union leaders and political leaders has become a dominant theme as 

well in the public pension crisis.  
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Byrne is concerned and suggested New Jersey cannot compete with New York for 

business opportunities given the current tax structure. He added, “Illinois is in trouble 

with their pensions but given their tax rate they have room to maneuver” (Interview, Tom 

Byrne, August 24, 2017). Byrne does not believe New Jersey can tax their way to pension 

solvency.   

Union Official Interview 

Sarah Favinger, Associate Director, Research and Economic Services, New Jersey 

Education Association (NJEA) agreed to answer the survey questions and participate in a 

follow-up telephone call. Favinger gave the union perspective in the decades-long fight 

for pension funding. She explained in the mid-1990’s NJEA brought suit against the State 

of New Jersey for changing the pension valuation method. Although the lawsuit was 

settled in 1997, the result was the state issuing a bond of $2.7 billion to fully fund the 

pension systems. The pension bond issue was the only “ARC payment” made by the state 

for years. In 2007 when ARC payments started again, they were a fraction of what was 

required. She reminded me the teachers of the state continued to make their employee 

contributions during the ten-year state pension holiday. 

Favinger argued the most significant factor affecting payment of the ARC is the 

huge hole dug by the state during the years of non-payment (1996-2006) and 

underpayment (2007-2017). The ARC has now grown to an amount that is nearly 15% of 

the State’s budget. 
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Favinger believes all of the unions argue for ARC payment and have agreed to 

benefit reductions in the past. Specifically, legislation passed in 2010 and 2011 increased 

retirement age, decreased the formula to calculate the retirement benefit, suspended cost 

of living allowances (COLA), and increased the employees’ payroll contribution. The 

suspended COLA increases affected current and future retirees. The increased payroll 

contributions affected all current and future employees. The increased retirement age and 

changed retirement benefit formula affected new hires and employees not yet vested in 

the pension plans. 

The reductions were agreed to with the stipulation that the State of New Jersey 

would pay 1/7th of the ARC payment in 2012, increase ARC payment to 2/7th in 2013, 

and within eight fiscal years graduate to paying the full ARC. Governor Christie paid the 

required percentages in 2012 and 2013 but failed to make the required 3/7th payment in 

2014. NJEA and other unions again took the State to court, but lost because of the State’s 

constitutional requirement regarding debt levels. NJEA worked with other unions to get 

the necessary constitutional amendment on the ballot in November 2015. In order to have 

a constitutional amendment presented to voters both the Assembly and Senate must 

approve the item. The Assembly approved the measure but Senate President Sweeney did 

not bring the legislation to the floor in 2015. Therefore, the constitutional amendment 

was not presented to NJ voters in November 2015. 

In 2016, NJEA and other unions fought for legislation requiring the State to make 

quarterly ARC payments, to enhance investment income. Governor Christie signed the 

legislation in December 2016 but union leaders doubt the commitment of political 
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leaders. Favinger explained, “New Jersey has a history of stealing from public funds, 

regardless of the plan or settlement agreement, both Democratic and Republican 

governors failed to pay what is due to pensions” (Interview, Sarah Favinger, July 11, 

2017). 

Favinger (Survey Response, July 11, 2017) responded to the final question 

regarding the state’s political culture with a detailed response: 

I think an argument can be made that the political culture got us into the current 

pension crisis. Between 1996 and 2015, employees in the NJ state funded pension 

systems paid over $15B into the pension system while the state put in less than 

$6B. 

In the mid-1990s, NJEA brought suit against the State of New Jersey for actuarial 

manipulations.   The suit was settled in 1997 and resulted in the state issuing a 

bond of $2.7B to fully fund the pension systems.  That was the only “payment” 

that was made until 2007.  

In fact, the state did not actually contribute new monies to the TPAF (Teachers’ 

pension and Annuity Fund) after the infusion of pension obligation bond money 

until 2006.  Governors Codey, Corzine and Christie have only put in a small 

fraction of the annual required contributions (ARC).  Moreover, even when 

payments have been made, those payments have come at the very end of the fiscal 

year.  In some cases, the final contribution amount has been slashed from what 

was originally proposed because the state did not have the money at the end of its 

fiscal year.   

The political culture has been one of ignoring the issue and/or pushing the 

problem down the road for another administration to deal with. Pensions have 

been an afterthought in the State budget; payments to the pension system are not 

viewed as an integral function of the State.  

We concluded the interview with a discussion of the recent legislation (July 2017) 

moving the state lottery proceeds to the pension funds. Favinger clarified NJEA took no 
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position on the legislation because the funds are already being used for worthwhile 

activities such as a school for the blind, veterans’ benefits etc.  

Comprehensive Annual Reports 

 I analyzed New Jersey’s Comprehensive Annual Reports for three years (2001, 

2007, and 2013) to capture the average benefit for New Jersey public employees at the 

beginning of the study (2001), the mid-point (2007) and the conclusion (2013). 

 The New Jersey public employee retirement system provides pension benefits 

under several funds. The funds are co-mingled and managed as one entity under the 

Department of Treasury; however, benefit payments vary based on an employee’s 

position as well as tenure. A sample of three types of employees and their average 

monthly benefit are provided in Table 9.1. 

Table 9.1. New Jersey Average Monthly Benefits, Sample Study Years 

Year State Employees  

Average Monthly 

Benefit 

 Police and Fire 

 Average Monthly 

Benefit 

Teachers  

Average Monthly 

Benefit 

2001 $1073 $2424 $1984 

2007 $1641 $3070 $2810 

2013 $2074 $3485 $3262 

Source: Comprehensive Financial Reports, Actuarial Sections, New Jersey, Division of Pension and 

Benefits 2001, 2007, 2013 
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Conclusion 

New Jersey’s public pensions deteriorated throughout the study period. The 

funded ratios presented to New Jersey citizens and public employees in the late 1990’s 

and 2000’s appeared to show well-funded plans. In reality, beginning in 1997 the State 

stopped paying the annual required contribution and used a pension bond issue to 

artificially inflate funded ratios. 

The practices started in the 1990’s with changing valuation methods, adjusting 

growth forecasts, and culminating with the pension bond issue became the new norm for 

New Jersey political leaders. The Republican and Democratic parties and both the 

executive and legislative branches contributed to the public pension crisis. 

Union leaders also bear responsibility for agreeing to the 1997 pension bond 

issue, and advocating for significant benefit increases without recognizing the lack of 

funding would jeopardize the sustainability of the pension plans. 

The problems within the pension plans are well documented given the numerous 

studies, commissions, and legislative hearings. The power of the public sector unions has, 

as predicted by Pierson (2004), prevented a complete loss of the defined pension benefit 

for teachers, fire and police, and state employees. The Great Recession of 2008 

exacerbated an already deteriorating pension system and yet provided an opportunity for 

a “critical juncture” (Collier and Collier 1991) for the state and public sector unions to 

establish a new legacy in their stewardship.  The public sector unions could argue their 

concessions to reduced benefits, higher costs, and longer service requirements enacted in 

2010 and 2011 legislation signaled willingness for change. The proposed conversion to 
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cash balance plans, agreed to by union leaders in 2015, if consummated by the Christie 

administration would have indicated a critical change for the state. However, the early 

announcement by Governor Christie of the proposed change in his February 2015 Budget 

Address doomed the implementation before it had begun.    

The agreed to benefit reductions in the 2010 and 2011 legislation have created a 

tiered system, with employees hired at different times eligible for different benefits. The 

tiered-system challenges retaining new employees and maintaining employee morale.  In 

addition, the uncertainty surrounding the health of the pension plans remains for all 

employees because of the state’s budget shortfalls, competing needs, and decades-long 

practice of not paying the annual required contribution.  

Union leaders and political leaders cannot escape the problems created by pension 

holidays, accounting gimmicks, and unfunded benefit enhancements. New Jersey’s newly 

elected Governor, Philip D. Murphy led a Benefit Review Task Force examining the 

state’s public pensions and health benefits in 2005. His knowledge and experience with 

the issues, the options, and the stakeholders may provide another opportunity in 2018 for 

New Jersey to address the public pension crisis and reverse the multi-decade decline.  
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CHAPTER 10 

CONCLUSION 

Introduction 

 This study explored the variation in funding public pensions across the states in 

response to the 2008 recession and the effect of funding on the retirement security of 

state and local government employees. Two measures, a pension plan’s funded ratio 

(assets to liabilities) and the percentage of annual required contribution paid (ARC), 

capture an overall view of the health of a pension system, as well as an annual snapshot 

of the employer’s contribution. The study analyzed pension plans administered by the 

states and covered 114 plans with approximately 25 million members, 12 million active 

employees, and $2.65 trillion dollars in assets. The study included all 50 states and rather 

than a snapshot included a longer time (2001-2013) and used a standardized data set 

(Public Plans Database) as the foundation for the quantitative analysis.   

 The differences in public pension funding across the states can be seen in both 

measures. The variance in states’ funded ratio is reported by the Federal Reserve (Figure 

10.1) showing the results for the study period (2001-2013). The National Association of 

State Retirement Administrators (NASRA) in Figure 10.2 reports the variance in ARC 

payments for the study period (2001-2013). 
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Figure 10.1. Federal Reserve Funding Ratios, by State 2001-2013  
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Figure 10.1, continued 

 

 

                                                                                  

 

                                                                                

 

Source: Federal Reserve 
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Figure 10.2. Weighted Annual Required Contribution, by State 2001-201 

 

 

 

 

 

 

 

 

 

 

Source: NASRA 2015 



 

 

238 

 

 The variation in funding public pensions in the U.S. brought to the forefront the 

question of reducing or eliminating the pension benefit (retrenchment) or finding the 

resources to maintain the promised benefit (investment).  

 I used the theories of retrenchment (Pierson 1994) and investment (Jacobs 2011), 

to explain how this variation occurred and to generate hypotheses for a quantitative 

analysis. Retrenchment theory (Pierson 1994) predicts benefits can be taken away by 

elected officials if there is no fear of a public outcry. Investment theory (Jacobs 2011) 

predicts political opponents, if evenly matched, will be unable to force their preferred 

policy and its costs on each other. The inability to transfer short-term costs will lead to a 

long-term policy investment. A series of interest group factors and political influence 

variables captured the conditions of retrenchment and investment across the states.  

 Scholars have used member characteristics, such as the amount contributed or 

occupation to analyze differences in pension plan funding. Finally, institutional 

constraints, such as balance budget requirements; and state factors, such as fiscal stress 

have been used to explain funding and underfunding of public programs.  Despite 

numerous studies, there had not been a quantitative analysis of the length and breadth of 

this project nor had there been a qualitative analysis of multiple states. This study sought 

to fill the gaps in literature and understand the impact of the 2008 recession on millions 

or public sector workers. 
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Quantitative Analysis 

 The initial research question was “What explains the variation in public pension 

funding across the states after the 2008 recession?” All states lost investment earnings, 

therefore all would see funded ratios decline and increased ARC funds would be needed 

to bridge the gap. Yet some states responded with the elimination or curtailment of 

benefits (retrenchment), and others found the resources necessary for investment.  

 A structural equation model, ascertained the unique relationship between funded 

ratio and ARC.  In this study, ARC functions as both an explanatory variable for funded 

ratio, and as a dependent variable. As an independent variable, ARC was expected to 

have a significant effect on funded ratio. In addition to ARC, interest group influence, 

political factors, member profiles, institutional constraints, and state factors had the 

potential to explain the variation in outcomes. 

 Key findings from the quantitative analysis confirmed the effect of ARC 

(significant but small), interest group influence (unions and public employee density), 

member profiles, and state factors. Political factors had mixed results and institutions had 

no effect. The mirror relationship expected for factors effecting the funded ratio and 

ARC, positively or negatively, was not found. For example, under political factors, 

Democratic majority control in a state legislature had a significant negative effect on 

funded ratio. The same variable had a positive, yet not statistically significant effect on 

ARC. 
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 One of the most significant results in the quantitative analysis was a state factor. 

The type of accounting method the state used to calculate their pension liability. Given a 

state that used the Projected Unit Credit (PUC) method, which back loads pension 

liabilities, funded ratios decreased by 7.5% percentage points. This type of accounting 

method, while approved for use until GASB rule changes in 2012, signaled an attempt to 

minimize a state’s liability, and therefore its ARC.  The funded ratios of states using PUC 

looked better but in reality, the pension plans were not in a stronger financial position. 

The states using PUC had a mathematical advantage but dedicated fewer resources to 

their pension plans. 

 The two factors, a lack of significant correlation between ARC and the funded 

ratio, and the attempt to minimize liabilities led to new questions concerning ARC.  

Additional research led to the discovery that payment of the annual required contributions 

can be manipulated. States can employ a host of methods, in addition to the accounting 

method, to minimize their ARC—therefore understanding the conditions that contribute 

to a state’s payment or non-payment of the ARC became the focus for the case studies. 

The case study analysis, using the concepts of critical juncture and antecedent conditions, 

led to understanding that “where states were” before the 2008 recession helped explain 

the differences in their response to the 2008 recession vis-à-vis pensions. 

 Several factors were considered for case study selection: funding ratio status and 

benefit retrenchment. Delaware and Oklahoma, states with funded ratio success, and 

Rhode Island and New Jersey, states with funded ratio problems were selected. The states 
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also differed on the benefit retrenchment continuum, from minimal retrenchment 

(Delaware/New Jersey) to maximum retrenchment (Oklahoma/Rhode Island), see Figure 

10.3.  

Figure 10.3. Typology of States: Funding Status (Solvent/Insolvent) and Benefit Status 

(Retrenchment/Investment) 

 

 

Solvency 

 

 

 

Retrenchment              Investment 

 

 

    

        

 

 

 

Insolvency 

 

Source: Author’s review of Public Plans Database and National Conference on State Legislature Pension 

Legislation (2001-2013)   

 

 ARC/Funded Ratio Positive 

 Defined benefit plan not 

eliminated  

 Example: Delaware 

 

 ARC/Funded Ratio Negative 

 Defined benefit plan not 

eliminated  

 Example: New Jersey 

 ARC/Funded Ratio Positive 

 Defined benefit plan eliminated 

for future retirees 

 Example: Oklahoma 

 ARC/Funded Ratio Negative 

 Defined benefit plan eliminated 

for current workers 

 Example: Rhode Island 
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Qualitative Analysis  

Retrenchment Index 

 The majority of states (48) took some action to reduce benefits following the 2008 

recession. Alaska and Idaho are the states that did not enact pension legislation in the 

study period. The retrenchment index (Figure 10.4) illustrates the variation in action 

across the states. The four states selected for case study analysis also vary on the 

retrenchment index (Figure 10.5). 

Figure 10.4. Retrenchment Index, U.S. States, 2001-2013, Pension Study 

 

Source: Author’s Calculation, NCSL Legislation, State Actions to Reduce Pension Benefits 
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Figure 10.5. Retrenchment Index, Selected States for Case Study Analysis 

 

Source: Author’s Calculation, NCSL Legislation, State Actions to Reduce Pension Benefits 

 

 Delaware, as detailed in the case analysis, exemplifies committed pension 

funding. Despite the investment losses of the 2008 recession, the state continued to fund 

the annual required contribution. The state’s actions however, are not a result of the 2008 

recession. I argue Delaware’s performance can be traced to established institutions, 

practices, and norms, in place for several decades that foster financial stewardship. The 

financial stewardship, an example of policy investment, has been championed by both 

political parties within the state, as well both branches of state government.   

 Delaware’s financial crisis experience in the 1970’s led to changes in their 

institutions, such as the creation of the Delaware Economic and Financial Advisory 

Council (DEFAC). The non-partisan DEFAC generated revenue and expenditure budget 



 

 

244 

 

estimates, accepted by legislature and executive leaders, of both political parties. In 

addition to DEFAC, another unique institution found in Delaware is the Joint Finance 

Committee. This legislative body facilitates inter-chamber compromise and contributes to 

the norms of bipartisanship, mutual respect and trust among the key stakeholders in 

Delaware’s public pensions.  With the institutional capacity provided by DEFAC and the 

Joint Finance Committee, Delaware developed policies and procedures regarding the 

payment of the ARC, COLA and benefit enhancements, and an investment strategy 

cognizant of risk. These practices in turn produced both financial stability and policy 

investment.  

 Oklahoma provides an example of retrenchment in the case analysis. The state 

legislature and governor approved the elimination of a defined pension plan for future 

state workers. The ideology of the Republican Party, anti-defined pension benefit (Moe 

and Anzia 2013) explains the desire for change in the state. Republicans enjoy majority 

control of both chambers in the state legislature, as well as the governor’s office. 

However, Pierson’s (1994) retrenchment theory would predict a benefit could not be 

taken away from a group without some fear of public outcry. The selection of state 

workers, the least organized public sector group in Oklahoma for the initial retrenchment 

action, has been noted by other groups within the state. Teachers, police, and fire-fighters 

in Oklahoma remain vigilant and ready to organize against similar action directed at their 

groups (Interview, Sabra Tucker, June 12, 2017). 
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 Rhode Island also is an example of retrenchment. The state took significant action 

in 2011 to replace the defined benefit plan with a hybrid pension plan for state workers 

and teachers. The replacement of plans is not the unique factor for Rhode Island, as other 

states have taken the same action. What is unique in Rhode Island is the change to the 

hybrid plan affected current employees, not only future employees. Interviewees from 

Rhode Island reported the private sector and public sector unions did not respond as an 

organized group but rather were divided on the proposal. Another factor in Rhode 

Island’s retrenchment is the exclusion of public safety workers from the required hybrid 

plan. Police and fire-fighters in most Rhode Island communities will retain the defined 

benefit pension plan. State government’s action, protecting several groups of public 

sector employees from retrenchment while enacting changes for others, symbolized the 

“divide and conquer” method reported during interviews. 

 New Jersey’s public sector unions have agreed to increased contributions, 

suspensions of cost-of-living allowances, and increased service requirements, yet there 

has not been an elimination of the defined pension benefit to date.  The agreements of 

benefit reductions and cost increases for employees were to be accompanied by the 

state’s increased funding of the ARC. The ARC payments have not been made as 

stipulated by the agreement, and, as of 2018, it is not clear how the funding crisis of New 

Jersey’s pension will be resolved. 

 Both the Rhode Island case and the New Jersey case demonstrate the many 

methods states can use to manipulate ARC and avoid pension payments. Both states 
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began the practice of underfunding pensions in the 1990’s and, although the 2008 

investment losses exacerbated the declining funded ratios, the variation in their 

performance precedes the recession.  

Summary 

 The quantitative analysis expected the annual required contribution (ARC) to 

explain the funded ratio and that the five categories of variables would affect both 

dependent variables in the same pattern. The expectations were not met. 

 The annual required contribution does positively affect the funded ratio, but the 

effect is small. Several variables are statistically significant for the funded ratio, but not 

for ARC, and likewise several variables affect ARC but not the funded ratio. The 

“mismatch” between funded ratio and ARC, became the focus for the qualitative analysis. 

 Additional key findings in the quantitative analysis confirmed the positive 

influence of the number of public sector employees and the percent of the public sector 

unionized on the funded ratio. The finding confirms the retrenchment theory hypothesis 

that the strength of interest groups has a positive effect on the pension plan’s funded 

ratio. However, the factors were not statistically significant for ARC. 

 In the case study analysis, several interviewees reported the critical influence of 

interest group strength or lack of strength in the case of Oklahoma state employees. The 

quantitative analysis captured interest group influence at the state level but that did not 

permit me to differentiate between unions and employee organizations within the state. 
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The case study analysis permitted through archival review and interviews to understand 

the differences between employee unions representing teachers, public safety workers, 

and state employees. In Oklahoma for example, the least organized group-the Oklahoma 

Employee Association-representing state workers-was targeted for a pension 

retrenchment action. The lack of organization within the state employee community, and 

the willingness to accept a quid-pro-quo, a wage increase for current employees, enabled 

the legislature to eliminate the defined pension benefit for future state employees. More 

organized influence groups in Oklahoma, such as teachers, police, and fire-fighters, 

continue to have a defined pension benefit.  

 Investment theory hypotheses were not confirmed throughout the quantitative 

analysis. I was unable using numerous quantitative variables such as unified government, 

Democratic control, etc. to capture the effect of political parties compromising and 

creating long term policy investment solutions.  However, using case study analysis, 

policy investment conditions were found in Delaware. A state with positive pension 

funding results in both measures had a history of bipartisanship, and equal sharing of 

responsibility between the executive and legislative branches. In the Delaware example, I 

found via elite interviews the examples of shared responsibility across political parties 

and branches resulting in financial stability for the pension system and retirement income 

security for the public sector employees. 

 Institutional variables (balanced budget, deficit carryover prohibition, term limits, 

and professional legislature) had no statistical significance in the quantitative analysis 
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explaining the funded ratio, and limited explanatory power for the ARC.  But again in the 

qualitative analysis, unique state-level institutions differentiated between funding 

practices. For example, in Delaware, the use of a Joint Finance Committee to handle 

pension issues between both chambers and both political parties permitted bargaining and 

compromise prior to full legislative action. As explained by a former Delaware legislator, 

the process of inter-chamber negotiation, bargaining, and compromise is collapsed within 

the Joint Finance Committee. The two chambers reconcile their differences directly, not 

requiring a conference committee structure, thereby facilitating repeated interactions and 

in the former legislator’s opinion, a level of respect and trust necessary to make hard 

budget decisions (Interview, Nancy Cook, August 7, 2017). 

 DEFAC (Delaware Economic and Financial Advisory Council), a non-partisan 

entity provided revenue and expenditure estimates. The estimates, acknowledged and 

accepted by both political parties and branches, enables the pension administrators and 

legislature to accurately predict and plan for their ARC.  The state-level institutions 

contributed to the fiscal discipline and stewardship necessary to maintain a well-funded 

pension system.  

 In the quantitative analysis I conducted a large N study, using 114 pension plans 

with 1,482 observations (Appendix I), testing retrenchment and investment theories to 

evaluate causes of pension funding. In the qualitative analysis I selected exemplars of 

pension funding and underfunding to explore the causal mechanisms. Using the concepts 

of critical juncture and antecedent conditions, I examined the causal stories in four states 
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to explain pension solvency or insolvency as well as the retrenchment or investment of 

retirement benefits.  

 The two halves of my study reveal measurement problems. Using the quantitative 

analysis, I found institutions such as balanced budget requirement; deficit carryover 

prohibition, term limits, and legislature professionalism were not significant. In contrast, 

the existing literature did not discuss institutions such as Delaware’s DEFAC or the Joint 

Finance Committee. Only through the case study analysis did I discover the impact and 

examine the effect of these institutions on the outcomes of interest. 

 As noted above, the interest group measures although informative in the 

quantitative analysis, did not reveal the nuance of differences between union groups 

within a state such as Oklahoma’s case analysis revealed. 

 State factors, such as accounting methods, were informative in the quantitative 

analysis demonstrating that states using the PUC method (back loaded pension liabilities) 

have a 7.8 percentage point decrease in funded ratios. The case study examples of Rhode 

Island and New Jersey revealed additional practices such as valuation changes, 

amortization periods, and pension bonds issues that distorted pension plan reporting and 

funding. 

Future Study 

 The unique features found in Delaware’s case study, including a Joint Finance 

Committee in the legislature, the non-partisan entity (DEFAC) providing revenue and 
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expenditure estimates, and the pre-funding of benefit enhancements offers the potential of 

further study. Could those conditions that led to policy investment in Delaware be found 

in other states and would the funded ratio and ARC performance be consistent with 

Delaware’s experience? 

 In Oklahoma, the question remains if the Republican majority in state government 

will continue to pursue the elimination of the defined pension benefit for additional 

public sector workers. If the elimination is proposed in future legislative sessions, the role 

of the organized groups in Oklahoma would be critical to the outcome. 

 Rhode Island’s significant change in 2011 to the hybrid pension plan for current 

workers and the ongoing suspension of cost-of-living allowances for retirees and workers 

may force the state to analyze the effects of reduced retirement income on their economic 

prosperity. The effect of the changes on public sector employment and retention could 

also assist in understanding the long-term consequences of the 2008 recession. 

 Finally, the most significant unanswered question for a group of public sector 

workers is the future of the New Jersey pension system. The newly elected governor, 

Philip Murphy, with experience as the Chair of the 2005 Benefits Review Task Force, 

may be uniquely positioned to champion a change in New Jersey’s public pension 

practices.  



 

 

251 

 

REFERENCES CITED 

A Roadmap to Resolution, Report of the New Jersey Pension and Health Benefit Study 

Commission. 2015. Retrieved from: 

http://www.state.nj.us/treasury/pdf/FinalFebruaryCommissionReport.pdf 

Aaron, Henry J. 2011. Social Security Reconsidered. National Tax Journal 64:2, 385-

414.  

Alt, James E. and Robert C. Lowry. 1994. Divided Government, Fiscal Institutions, And 

Budget Deficits: Evidence From The States. American Political Science Review 

88:4, 811-828. 

 

Alt, James E., David Dreyer Lassen and Shanna Rose. 2006. The Causes of Fiscal 

Transparency: Evidence From The States. IMF Staff Papers 53: 30-57. 

 

Baird, W. David and Danney Goble. 2008. Oklahoma: A History. Norman, Oklahoma: 

University of Oklahoma Press. 

Barkley, Rachel. 2012. The State of State Pension Plans: A Deep Dive Into Shortfalls and 

Surpluses. Retrieved September 8, 2014 from Morningstar 

http://etf.wi.gov/news/morningstar-report2013.pdf 

—. 2014. Determining the Aggregate Per Capita Pension Liability. Retrieved January 16, 

2015 from 

http://www.nasra.org/Files/Topical%20Reports/Credit%20Effects/Morningstarciti

es1401.pdf 

Bartels, Larry M. 2008. Unequal Democracy. Princeton: Princeton University Press. 

Beerman, Jack M. 2015. “Resolving the Public Pension ‘Crisis.” Fordham Urban Law 

Journal, 41:3, 999-1026. 

Benefits Review Task Force Report. 2005. Retrieved from: 

http://www.state.nj.us/benefitsreview/final_report.pdf 

Berry, Frances Stokes and William D. Berry. 1990. State Lottery Adoptions as Policy 

Innovations: An Event History Analysis. The American Political Science Review, 

84:2, 395-415.  

Berry, William D., Richard C. Fording, Evan J. Ringquist, Russell L. Hanson, and Carl E. 

Klarner. 2010. Measuring Citizen and Government in the U.S. States: A Re-

appraisal. State Politics and Policy Quarterly 10: 117-135.  

http://www.state.nj.us/treasury/pdf/FinalFebruaryCommissionReport.pdf
http://etf.wi.gov/news/morningstar-report2013.pdf
http://www.nasra.org/Files/Topical%20Reports/Credit%20Effects/Morningstarcities1401.pdf
http://www.nasra.org/Files/Topical%20Reports/Credit%20Effects/Morningstarcities1401.pdf
http://www.state.nj.us/benefitsreview/final_report.pdf


 

 

252 

 

Bidgood, Jess. 2012. Plans to End Bankruptcy in Rhode Island City Gains Approval. New 

York Times, September 6, 2012. 

Bleakney, Thomas. 1972. Retirement Systems for Public Employees. Philadelphia: 

Pension Research Council, Wharton School of the University of Pennsylvania.  

Bogus, Carl T. 2004. “The Battle for Separation of Powers in Rhode Island.” 

Administrative Law Review, 56: 77-134. 

Boivie, Ilana and Christian E. Weller. 2012. Issue Brief: The Great Recession: Pressures 

on Public Pensions, Employment Relations and Reforms. National Institute on 

Retirement Security. Retrieved from: 

http://www.nirsonline.org/index.php?option=com_content&task=view&id=730

 &Itemid =49 

Bonoli, Giuliano. 2000. The Politics of Pension Reform. Cambridge: Cambridge 

University Press. 

Book of States, 2013. Retrieved from 

http://knowledgecenter.csg.org/kc/category/content- type/content- type/book-

states. 

Bowman, John S. 1989. Chronicle of 20th Century History. New York: Mallard Press. 

Boyer, William W. and Edward C. Ratledge. 2009. Delaware Politics and Government. 

Lincoln, Nebraska: University of Nebraska Press. 

— 2014. Pivotal Policies in Delaware. Newark, Delaware: University of Delaware Press. 

Brace, Paul, Kevin Arceneaux, Martin Johnson, and Stacy G. Ulbig. 2004. Does State 

Political Ideology Change over Time? Political Research Quarterly 57: 529-540. 

 

— 2007. Reply to “The Measurement and Stability of State Citizen Ideology”.  State 

Politics and Policy Quarterly 7: 133-140. 

 

Bradsher, Keith. 1991. 45 Credit Unions and Banks Shut By Rhode Island. New York 

Times,  January 2, 1991. 

Brainard, Keith and Alex Brown. 2015. Spotlight on The Annual Required Contribution 

Experience of State Retirement Plans, FY 01 to FY 13. National Association of 

State Retirement Administrators. Retrieved from: 

https://www.nasra.org/arcspotlight 

http://www.nirsonline.org/index.php?option=com_content&task=view&id=730%09&Itemid%09=49
http://www.nirsonline.org/index.php?option=com_content&task=view&id=730%09&Itemid%09=49
http://knowledgecenter.csg.org/kc/category/content-%09type/content-%09type/book-states
http://knowledgecenter.csg.org/kc/category/content-%09type/content-%09type/book-states
https://www.nasra.org/arcspotlight


 

 

253 

 

Breitenbach, Sarah.  2015. Despite Risks, State and Local Governments Turn to Pension 

Obligation Bonds Retrieved from: http://www.pewtrusts.org/en/research-and-

 analysis/blogs/stateline/2015/08/12/despite-risks-state-and-local-

governments- turn-to- pension-obligation-bonds 

Center for State and Local Government Excellence. 2011. Delaware Public Employees’ 

Retirement System. Retrieved from: http://slge.org/wp-

 content/uploads/2011/12/Funding-ratio-case-study_DE.pdf 

Census of Governments, 2012.  New Jersey Census of Government Results. Retrieved 

from:  https://www2.census.gov/govs/cog/2012isd.pdf 

Chaney, Barbara A., Paul A. Copley, and Mary S. Stone. 2002. The effect of fiscal stress 

and balanced budget requirements on the funding and measurement of state 

pension obligations. Journal of Accounting and Public Policy 21: 287-313. 

Christie, Chris. 2012. “Keynote Address to the Republican National Convention.” 

Retrieved from: https://www.npr.org/2012/08/28/160213518/transcript-gov-

 chris-christies-convention-speech 

— 2015. “Fiscal Year 2016 Budget Address.” Retrieved from: 

http://www.state.nj.us/governor/news/addresses/2010s/approved/20150224a.

 html 

Coggburn, Jerrell D. and Richard C. Kearney. 2010. Trouble Keeping Promises? An 

Analysis of Underfunding in State Retiree Benefits. Public Administration Review 

70:97-108. 

Cohen, Micah. 2012. Rhode Island: The Most Elastic State. New York Times, October 18, 

2012. 

Collier, Ruth Bevins and David Collier. 1991. Shaping the Political Arena. South Bend, 

Indiana:University of Notre Dame press. 

Congressional Hearing. 1991. Using Public Pensions to Balance State and Local Budgets: 

The Impact on Public Employees, Retirees, and Taxpayers. Joint Hearing, Select 

Committee on Aging. November 20, 1991. Retrieved from: 

https://www.jec.senate.gov/reports/102nd%20Congress/Using%20Public%20Pe

 nsions%20to%20Balance%20State%20and%20Local%20Budgets%20-

 %20The%20Impact%20on%20Public%20Employees,%20Retirees,%20an

d%20Tax payers %20(1568).pdf 

http://www.pewtrusts.org/en/research-and-%09analysis/blogs/stateline/2015/08/12/despite-risks-state-and-local-governments-%09turn-to-%09pension-obligation-bonds
http://www.pewtrusts.org/en/research-and-%09analysis/blogs/stateline/2015/08/12/despite-risks-state-and-local-governments-%09turn-to-%09pension-obligation-bonds
http://www.pewtrusts.org/en/research-and-%09analysis/blogs/stateline/2015/08/12/despite-risks-state-and-local-governments-%09turn-to-%09pension-obligation-bonds
http://slge.org/wp-%09content/uploads/2011/12/Funding-ratio-case-study_DE.pdf
http://slge.org/wp-%09content/uploads/2011/12/Funding-ratio-case-study_DE.pdf
https://www2.census.gov/govs/cog/2012isd.pdf
https://www.npr.org/2012/08/28/160213518/transcript-gov-%09chris-christies-convention-speech
https://www.npr.org/2012/08/28/160213518/transcript-gov-%09chris-christies-convention-speech
http://www.state.nj.us/governor/news/addresses/2010s/approved/20150224a.%09html
http://www.state.nj.us/governor/news/addresses/2010s/approved/20150224a.%09html
https://www.jec.senate.gov/reports/102nd%20Congress/Using%20Public%20Pe%09nsions%20to%20Balance%20State%20and%20Local%20Budgets%20-%09%20The%20Impact%20on%20Public%20Employees,%20Retirees,%20and%20Tax%09payers%09%20(1568).pdf
https://www.jec.senate.gov/reports/102nd%20Congress/Using%20Public%20Pe%09nsions%20to%20Balance%20State%20and%20Local%20Budgets%20-%09%20The%20Impact%20on%20Public%20Employees,%20Retirees,%20and%20Tax%09payers%09%20(1568).pdf
https://www.jec.senate.gov/reports/102nd%20Congress/Using%20Public%20Pe%09nsions%20to%20Balance%20State%20and%20Local%20Budgets%20-%09%20The%20Impact%20on%20Public%20Employees,%20Retirees,%20and%20Tax%09payers%09%20(1568).pdf
https://www.jec.senate.gov/reports/102nd%20Congress/Using%20Public%20Pe%09nsions%20to%20Balance%20State%20and%20Local%20Budgets%20-%09%20The%20Impact%20on%20Public%20Employees,%20Retirees,%20and%20Tax%09payers%09%20(1568).pdf


 

 

254 

 

DiStefano, Joseph N. 2014. New report: Pa. and N.J. near bottom in pension funding. 

Philadelphia Inquirer, November 30, 2014. 

Delaware Public Employees Retirement System, Thirtieth Comprehensive Annual 

Financial Report for the Fiscal Year Ended June 30, 2001. Retrieved from: 

https://open.omb.delaware.gov/FinancialReports/AnnualFinancialReports.shtml 

Delaware Public Employees Retirement System, Thirty-Sixth Comprehensive Annual 

Financial Report for the Fiscal Year Ended June 30, 2007. Retrieved from: 

https://open.omb.delaware.gov/FinancialReports/AnnualFinancialReports.shtml 

Delaware Public Employees Retirement System, Forty-Second Comprehensive Annual 

Financial Report for the Fiscal Year Ended June 30, 2013. Retrieved from: 

https://open.omb.delaware.gov/FinancialReports/AnnualFinancialReports.shtml 

Donovan, Todd, Chistopher Z. Mooney and Daniel A. Smith. 2013. State and Local 

Government, Institutions and Reform. Boston: Wadsworth Cengage Press. 

Eaton, Tim V. and John R. Nofsinger. 2004. The effect of financial constraints and 

political pressure on the management of public pension plans. Journal of 

Accounting and Public Policy 23:161-189. 

Elder, Erick M. and Gary A. Wagner. 2015. Political Effects on Pension Underfunding. 

Economics and Politics 27: 1-27. 

Employee Retirement System of Rhode Island (ERSRI) Annual Reports, 2001, 2007, 

2013.  Retrieved from: http://www.ersri.org/actuarial-valuations/ersri-annual-

 reports/#gsc.tab=0 

Enns, Peter K. and Julianna Koch. 2013. Public Opinion in the U.S. States: 1956 to 2010. 

State Politics and Policy Quarterly 13:349-372.  

Erickson, Robert S., Gerald C. Wright, Jr., and John P. McIver. 1993. Statehouse 

Democracy. New York: Cambridge University Press. 

— 2007. Measuring the Public’s Ideological Preferences in the 50 States: Survey 

Responses versus Roll Call Data. State Politics and Policy Quarterly 7:141-151. 

Federal Reserve Funding Ratios. 2001-2013. Retrieved from: 

https://www.federalreserve.gov/releases/z1/dataviz/pension/ 

https://open.omb.delaware.gov/FinancialReports/AnnualFinancialReports.shtml
https://open.omb.delaware.gov/FinancialReports/AnnualFinancialReports.shtml
https://open.omb.delaware.gov/FinancialReports/AnnualFinancialReports.shtml
http://www.ersri.org/actuarial-valuations/ersri-annual-%09reports/#gsc.tab=0
http://www.ersri.org/actuarial-valuations/ersri-annual-%09reports/#gsc.tab=0
https://www.federalreserve.gov/releases/z1/dataviz/pension/


 

 

255 

 

Freeman, Richard B. and Casey Ichniowski. 1988. When Public Sector Workers 

Unionize. Chicago: University of Chicago Press. 

Fry, Brian R. and Jos C.N. Raadschelders. 2014. Mastering Public Administration. 

Thousand Oaks, CA: CQ Press. 

Gibson, Arrell Morgan. 2010. Oklahoma: A History of Five Centuries. Norman, 

Oklahoma: University of Oklahoma Press. 

Gilroy, Leonard. 2014. Advancing Pension Reform in Oklahoma. Reason Foundation, 

July 29, 2014. Retrieved from: http://reason.org/blog/show/innovators-pension-

 reform-oklahoma.  

Governmental Accounting Standards Board (GASB). 2013. New GASB Pension 

Statements to  Bring about Major Improvements in Financial Reporting. GASB, 

Retrieved from: 

http://www.gasb.org/jsp/GASB/Document_C/GASBDocumentPage&cid=117616

 0140567 

Gray, Virginia. 1973. Innovation in the States: A Diffusion Study. The American 

Political Science Review, 67:4, 1174-1185. 

Greenhouse, Steven. 2014. Wisconsin’s Legacy for Unions. New York Times, February 

22, 2014. 

Gregg, Katherine. 2017. Political Scene: Who in the Assembly says no to annual pay 

raise?  Providence Journal, July 9, 2017. 

Hardin, Garnett. 1968. The Tragedy of the Commons. Science, 162 (3859): 1243-1248. 

Harris Poll. 2014. Retrieved from: https://theharrispoll.com/when-shown-a-list-of-

 occupations-and-asked-how-much-prestige-each-job-possesses-doctors-

top-the-harris-polls-list-with-88-of-u-s-adults-considering-it-to-have-either-a-

great-deal-of-prestige-45-2/ 

Hiltonsmith, Robert. 2013. Rhode Island’s New Hybrid Pension Plan Will Cost The State 

More While Reducing Retiree Benefits. Retrieved from: 

http://www.epi.org/publication/ib366-rhode-islands-hybrid-pension-plan/ 

Hirsh, Barry T. and David A. Macpherson. 2010. The Union Membership and Coverage 

Database. Retrieved from: http://www.unionstats.com. 

http://reason.org/blog/show/innovators-pension-%09reform-oklahoma
http://reason.org/blog/show/innovators-pension-%09reform-oklahoma
http://www.gasb.org/jsp/GASB/Document_C/GASBDocumentPage&cid=117616%09014056
http://www.gasb.org/jsp/GASB/Document_C/GASBDocumentPage&cid=117616%09014056
https://theharrispoll.com/when-shown-a-list-of-%09occupations-
https://theharrispoll.com/when-shown-a-list-of-%09occupations-
http://www.epi.org/publication/ib366-rhode-islands-hybrid-pension-plan/
http://www.unionstats.com/


 

 

256 

 

Hoene, Christopher and Michael A. Pagano. 2008. Cities and State Fiscal Structure. 

Center for Policy and Research, National League of Cities retrieved from 

http://www.nlc.org/Documents/Find%20City%20Solutions/Research%20Innovati

on/Finance/cities-state-fiscal-structure-2008-rpt.pdf 

Holloway, Harry. 1998. Oklahoma Corruption: Past and Present.  In Gary W. Copeland, 

Ronald K. Gaddie, and Craig A. Williams, eds. The Almanac of Oklahoma 

Politics. Stillwater, Oklahoma: Oklahoma Political Science Association Press. 

Honan, Edith. 2011. Central Falls, Rhode Island Files for Chapter 9 Bankruptcy. Reuters, 

October 1, 2011. 

Inquirer Staff Report. 2014. Christie falls short on pensions. Philadelphia Inquirer, July 

7, 2014. 

Jacobs, Alan. 2011. Governing for the Long Term: Democracy and the Politics of 

Investment. Cambridge: Cambridge University Press. 

 

Jackson, Paul H. and James A. Hamilton. 1968. “The Valuation of Pension Fund Assets.” 

Transactions of Society of Actuaries, 20:1, 386-436. 

Johnson, Richard W., Barbara A. Butrica, Owen Haaga, and Benjamin G. Southgate. 

2014. Assessing Pension Benefits Paid under Pennsylvania’s State Employees’ 

Retirement System. Retrieved February 5, 2015 from Urban Institute:  

 http://www.urban.org/url.cfm?id=413221&RSSFeed=Urban.xml 

Joint Legislative Committee on Public Employee Benefits Reform. 2006. Committee 

Meeting, August 9, 2006. Retrieved from: 

http://www.njleg.state.nj.us/PropertyTaxSession/OPI/jcpe080906.pdf 

Joint Legislative Committee on Public Employee Benefits Reform. 2006. Committee 

Meeting, August 24, 2006. Retrieved from: 

http://www.njleg.state.nj.us/PropertyTaxSession/OPI/jcpe082406.pdf 

Joint Legislative Committee on Public Employee Benefits Reform. 2006. Committee 

Meeting, December 7, 2006. Retrieved from: 

http://www.njleg.state.nj.us/PropertyTaxSession/OPI/jcpe120706.pdf 

Joint Legislative Committee on Public Benefits Reform, Final Report. 2006. Retrieved 

from:  file:///C:/Users/Pat%20Amberg-Blyskal/Downloads/jcpe_final_report.pdf 

http://www.nlc.org/Documents/Find%20City%20Solutions/Research%20Innovation/Finance/cities-state-fiscal-structure-2008-rpt.pdf
http://www.nlc.org/Documents/Find%20City%20Solutions/Research%20Innovation/Finance/cities-state-fiscal-structure-2008-rpt.pdf
http://www.urban.org/url.cfm?id=413221&RSSFeed=Urban.xml
http://www.njleg.state.nj.us/PropertyTaxSession/OPI/jcpe080906.pdf
http://www.njleg.state.nj.us/PropertyTaxSession/OPI/jcpe082406.pdf
http://www.njleg.state.nj.us/PropertyTaxSession/OPI/jcpe120706.pdf
../Downloads/jcpe_final_report.pdf


 

 

257 

 

Joint Legislative Committee on Public Benefits Reform. 2006. Retrieved from: 

http://www.njleg.state.nj.us/PropertyTaxSession/jcpe.asp 

Kearney, Richard C. 2009. Labor Relations in the Public Sector. Boca Raton, Florida: 

CRC Press.  

Keefe, Jeffrey. 2015. Eliminating Fair Share Fees and Making Public Employment 

“right-to-work” Would Increase the Pay Penalty for Working in State and Local 

Government. Economic Policy Institute. Retrieved from: 

http://www.epi.org/publication/eliminating-fair-share-fees-and-making-public-

employment-right-to-work-would-increase-the-pay-penalty-for-working-in-state-

and-local-government/ 

Kerns, Wilmer L. 1986. Federal Employees’ Retirement System Act of 1986. Social 

Security Bulletin 49:11, 5-10.  

King, Kate. 2016. New Jersey Pension Overhaul Won’t Appear on November Ballot. 

Wall Street Journal, August 8, 2016. 

Kolomatsky, Michael.2017. Highest and Lowest Property Tax Rates in the U.S. New 

York Times, March 10, 2017. 

Lasswell, Harold. 1936. Politics: Who Gets What, When, and How. New Haven, CT: 

Meridian Books. 

Lax, Jeffrey R. and Justin H. Phillips. 2012. The Democratic Deficit in the State. 

American Journal of Political Science 56:148-166.  

Legislative Fiscal Estimate, Senate, No. 3312, State of New Jersey, 217th Legislature. 

2017. Retrieved from: 

ftp://www.njleg.state.nj.us/20162017/S3500/3312_E1.PDF 

Lehne, Richard. 1975. “Revenue and Expenditure Policies” in Politics in New Jersey. 

Eds. Alan Rosenthal and John Blydenburgh.  New Brunswick, New Jersey: The 

Eagleton Institute of Politics, Rutgers University Press. 

Linky, Donald J. 2014. The Income Tax and School Finance Reform.  Rutgers Center on 

the American Governor. Retrieved from:  http://governors.rutgers.edu/on-

 governors/nj- governors/governor-brendan-t-byrne-

administration/governor- brendan-t-byrne-issues-income-tax/  

http://www.njleg.state.nj.us/PropertyTaxSession/jcpe.asp
http://www.epi.org/publication/eliminating-fair-share-fees-and-making-public-employment-right-to-work-would-increase-the-pay-penalty-for-working-in-state-and-local-government/
http://www.epi.org/publication/eliminating-fair-share-fees-and-making-public-employment-right-to-work-would-increase-the-pay-penalty-for-working-in-state-and-local-government/
http://www.epi.org/publication/eliminating-fair-share-fees-and-making-public-employment-right-to-work-would-increase-the-pay-penalty-for-working-in-state-and-local-government/
ftp://www.njleg.state.nj.us/20162017/S3500/3312_E1.PDF
http://governors.rutgers.edu/on-%09governors/nj-%09governors/governor-brendan-t-byrne-administration/governor-%09brendan-t-byrne-issues-income-tax/
http://governors.rutgers.edu/on-%09governors/nj-%09governors/governor-brendan-t-byrne-administration/governor-%09brendan-t-byrne-issues-income-tax/
http://governors.rutgers.edu/on-%09governors/nj-%09governors/governor-brendan-t-byrne-administration/governor-%09brendan-t-byrne-issues-income-tax/


 

 

258 

 

Malinowski, W. Zachary. 2014. Chafee signs law giving retired Central Falls police, 

firefighter’s pension supplement. Providence Journal, August 27, 2014. 

Martin, Lawrence L., Richard Levey, and Jenna Cawley. 2012. The ‘New Normal’ for 

Local Government. State and Local Government Review 44: IS, 17S-28S. 

Mattoon, Richard, 2010. Charting Illinois’s fiscal future. The Federal Reserve Bank of 

Chicago, Essays on Issues: 277. 

McLoughlin, William G. 1978. Rhode Island: A Bicentennial History. New York: W.W. 

Norton and Company. 

McVigar, D. Morgan. 1990. Early-pension plan may cost $130 million, figures show. 

Providence Journal, July 13, 1990. 

Mitchell, Olivia and Smith, Robert S. 1994. Pension Funding in the Public Sector. The 

Review of Economics and Statistics 76:278-290. 

Mitchell, Olivia. 2011. Public Pension Pressures in the United States. Pension Research 

Council Working Paper, Wharton School, University of Pennsylvania Retrieved 

from http://www.pensionresearchcouncil.org/publications/document.php?file=991 

Moakley, Maureen and Elmer Cornwell. 2001. Rhode Island Politics and Government. 

Lincoln, Nebraska: University of Nebraska Press.  

Moe, Terry and Sarah Anzia. 2013. The Politics of Pensions. Paper presented at APSA 

annual conference, August 29-September 1, 2013.  

— 2016. Do Politicians Use Policy to Make Politics? The Case of Public-Sector Labor 

Laws. American Political Science Review 110:4, 763-777. 

Monahan, Amy. 2010. Public Pension Plan Reform: The Legal Framework. Education, 

Finance, and Policy 5:617-646.    

Morgan, David R., Robert E. England, and George G. Humphreys. 1991. Oklahoma 

Politics and Policies: Governing the Sooner State. Lincoln, Nebraska: University 

of Nebraska Press. 

Morrissey, Monique. 2013. Truth In Numbers? A Brief History of Cuts To The 

Employees’ Retirement System of Rhode Island. Economic Policy Institute. 

Retrieved from: http://www.epi.org/publication/bp363-brief-history-of-cuts-to-

the-employees- retirement-system-of-rhode-island/ 

http://www.pensionresearchcouncil.org/publications/document.php?file=991
http://www.epi.org/publication/bp363-brief-history-of-cuts-to-the-employees-%09retirement-system-of-rhode-island/
http://www.epi.org/publication/bp363-brief-history-of-cuts-to-the-employees-%09retirement-system-of-rhode-island/


 

 

259 

 

— 2014. Understanding Cuts to Public Pensions. Economic Policy Institute. Retrieved 

from:  http://www.epi.org/publication/understanding-cuts- public-pensions/ 

Munnell, Alicia H. 2012. State and Local Pensions: What Now? Washington, D.C.: 

Brookings Institution Press.   

Munnell, Alicia H., Kelly Haverstick, Jean-Pierre Aubry, and Alex Golub-Sass. 2008. 

Why Don’t Some States and Localities Pay Their Required Pension 

Contributions? Center for Retirement Research at Boston College. Retrieved from 

http://crr.bc.edu/wp-content/uploads/2008/05/slp_7-508.pdf 

Munnell, Alicia H., Jean-Pierre Aubry, and Laura Quinby. 2011. Public pension funding 

in practice. Journal of Pensions Economics and Finance 10:2, 247-268. 

Munnell, Alicia H., and Laura Quinby. 2012. Legal Constraints On Changes In State and 

Local Pensions. Center for Retirement Research at Boston College. Retrieved 

from 

http://crr.bc.edu/?s=legal+constraints+on+changes+in+state+and+local+pensions 

Munnell, Alicia H. Jean-Pierre Aubry, and Mark Cafarelli. 2014. The Funding of State 

and Local Pensions: 2013-2017. Center for Retirement Research at Boston 

College. Retrieved from 

http://crr.bc.edu/?s=legal+constraints+on+changes+in+state+and+local+pensions 

— 2015. How Did State/Local Plans Become Underfunded? Center for Retirement 

Research at Boston College. Retrieved from 

http://crr.bc.edu/?s=legal+constraints+on+changes+in+state+and+local+pensions 

Naroff, Joel. 2014. Just how long can leaders keep tapping the pension well? 

Philadelphia Inquirer, June 1, 2014. 

National Association of State Retirement Administrators (NASRA). 2014. Issue Brief: 

Employee Contributions to Public Pension Plans. Retrieved from: 

http://www.nasra.org/files/Issue%20Briefs/NASRAContribBrief.pdf. 

National Conference of State Legislatures Pension Legislation 2001-2013. Retrieved 

from: http://www.ncsl.org/research/fiscal-policy/pension-legislation-

 database.aspx 

National Conference of State Legislatures, Pension Legislation. 2001-2013. Retrieved 

from: http://www.ncsl.org/research/fiscal-policy/pensions.aspx 

http://www.epi.org/publication/understanding-cuts-%09public-pensions/
http://crr.bc.edu/wp-content/uploads/2008/05/slp_7-508.pdf
http://crr.bc.edu/?s=legal+constraints+on+changes+in+state+and+local+pensions
http://crr.bc.edu/?s=legal+constraints+on+changes+in+state+and+local+pensions
http://crr.bc.edu/?s=legal+constraints+on+changes+in+state+and+local+pensions
http://www.nasra.org/files/Issue%20Briefs/NASRAContribBrief.pdf
http://www.ncsl.org/research/fiscal-policy/pension-legislation-%09database.aspx
http://www.ncsl.org/research/fiscal-policy/pension-legislation-%09database.aspx
http://www.ncsl.org/research/fiscal-policy/pensions.aspx


 

 

260 

 

New Jersey Assembly Task Force on Fiscal Responsibility. 2002. Retrieved from: 

http://www.njleg.state.nj.us/legislativepub/pubhear/103102hw.pdf 

New Jersey Comprehensive Annual Financial Reports, Actuarial Sections. 2001, 2007, 

2013. Retrieved from: http://www.state.nj.us/treasury/pensions/annrprts-

 archive.shtml 

New York Times. 1992. Banking Crisis Still Grips Rhode Island. New York Times, 

January 2, 1992. 

Novy-Marx, Robert and Joshua D. Rauh. 2012. Fiscal Imbalances and Borrowing Costs: 

Evidence from State Investment Losses. American Economic Journal: Economic 

Policy 4:2, 182-213.  

Oakley, Diane and Jennifer Erin Brown. 2016. Preserving Retirement Income Security 

for Public Sector Employees. National Institute on Retirement Security. Retrieved 

from:  https://www.nirsonline.org/reports/preserving-retirement-income-security-

for-public- sector-employees/ 

Oliver, John (Writer) and Joseph Peroti (Director). 2014. State Legislatures and ALEC 

[Television series episode]. In John Oliver (Executive Producer), Last Week 

Tonight with John Oliver, Los Angeles, CA: HBO. 

Oklahoma Bar Journal. 2016. Joe Stevens and Cecil Dooley, Oklahoma taxpayers and 

vested  participants in the Oklahoma Public Employees Retirement System v. 

Joseph A. Fox, Executive Director of the Oklahoma Public Employees Retirement 

System. 87(28): 2117- 2123. 

Oklahoma State Employees Comprehensive Annual Financial Report. 2001, 2007, 2013. 

Retrieved from: http://www.opers.ok.gov/archived-publications 

Oklahoma Teachers Retirement System Comprehensive Annual Financial Reports. 2001, 

2007, 2013. Retrieved from: 

https://www.ok.gov/TRS/Publications/CAFR_Archive.html 

Perlman, Bruce J. 2009. Fiscal Distress and Governance Challenges: The Perfect Storm 

of the Fiscal Crisis. State and Local Government Review 41:3, 201-207. 

— 2010. Governance Challenges and Options for State and Local Governments. State 

and Local Government Review 42:3, 246-257. 

http://www.njleg.state.nj.us/legislativepub/pubhear/103102hw.pdf
http://www.state.nj.us/treasury/pensions/annrprts-%09archive.shtml
http://www.state.nj.us/treasury/pensions/annrprts-%09archive.shtml
https://www.nirsonline.org/reports/preserving-retirement-income-security-for-public-%09sector-employees/
https://www.nirsonline.org/reports/preserving-retirement-income-security-for-public-%09sector-employees/
http://www.opers.ok.gov/archived-publications
https://www.ok.gov/TRS/Publications/CAFR_Archive.html


 

 

261 

 

Peng, Jun and Ilana Boivie. 2011. Lessons from Well-Funded Public Pensions: An 

Analysis of Six Plans that Weathered the Financial Storm. National Institute on 

Retirement Security, retrieved from: 

http://www.nirsonline.org/index.php?option=com_content&task=view&id=613

 &Itemid =48 

Pierson, Paul. 1994. Dismantling the Welfare State. Cambridge: Harvard University 

Press. 

Poynter, R. Kinney. 2013. GASB’s New Pension Standards: Major Changes to Increase 

Transparency, Consistency and Comparability. Book of States, The Council of 

State Governments. Retrieved from: 

http://knowledgecenter.csg.org/kc/content/gasbs-new-pension-standards-major-

changes-increase-transparency-consistency-and-comparabilit 

Public Plans Database. 2001-2013. Center for Retirement Research. Boston College. 

Retrieved from: http://crr.bc.edu/data/public-plans-database/ 

Pulkkinen, Thomas E. and Eric S. Rosengren. 1993. Lessons from the Rhode Island 

Banking Crisis.  New England Economic Review, May-June: 3-12. 

Raimondo, Gina. 2011. Truth in Numbers: The Security and Sustainability of Rhode 

Island’s Retirement System. Rhode Island Office of the General Treasurer.  

Reilly, Thom. 2013. Reforming Public Pay and Benefits. State and Local Government 

Review 45:1, 57-64. 

Rhee, Nari. 2014. Pensionomics 2014. Measuring the Economic Impact of DB Pension 

Expenditures. National Institute on Retirement Security. Retrieved from: 

https://www.nirsonline.org/reports/pensionomics-2014-measuring-the-

 economic-impact-of-db-pension-expenditures/ 

Rhee, Nari and Diane Oakley. 2012. Issue Brief: On the Right Track? Public Pension 

Reforms in the Wake of the Financial Crisis. National Institute on Retirement 

Security. Retrieved from: 

http://www.nirsonline.org/index.php?option=com_content&task=view&id=734

 &Itemid =49 

Rodriguez-Tejedo, Isabel and John Joseph Wallis. 2012. Fiscal Institutions and Fiscal 

Crisis. In Conti-Brown, Peter, and David A. Skeel, Eds. The Origins, Context, and 

Solutions for the American States in Fiscal Crisis. New York: Cambridge 

University Press. 

http://www.nirsonline.org/index.php?option=com_content&task=view&id=613%09&Itemid%09=48
http://www.nirsonline.org/index.php?option=com_content&task=view&id=613%09&Itemid%09=48
http://knowledgecenter.csg.org/kc/content/gasbs-new-pension-standards-major-changes-increase-transparency-consistency-and-comparabilit
http://knowledgecenter.csg.org/kc/content/gasbs-new-pension-standards-major-changes-increase-transparency-consistency-and-comparabilit
http://crr.bc.edu/data/public-plans-database/
https://www.nirsonline.org/reports/pensionomics-2014-measuring-the-%09economic-impact-of-db-pension-expenditures/
https://www.nirsonline.org/reports/pensionomics-2014-measuring-the-%09economic-impact-of-db-pension-expenditures/
http://www.nirsonline.org/index.php?option=com_content&task=view&id=734%09&Itemid%09=49
http://www.nirsonline.org/index.php?option=com_content&task=view&id=734%09&Itemid%09=49


 

 

262 

 

 

Russ, Hilary. 2017. New Jersey credit rating cut for 11th time under Christie. Reuters, 

March 27, 2017.  

Salmore, Barbara G. and Stephen A. Salmore. 2008. New Jersey Politics and 

Government. New Brunswick, New Jersey: Rutgers University Press. 

Sanes, Milla. 2014. Barriers to Freedom of Contract in the Public Sector. Center for 

Economic and Policy Research. Retrieved from: 

http://cepr.net/publications/briefings/testimony/ 

Scheiber, Sylvester J. and John B. Shoven. 1997. Public Policy Towards Pensions. 

Cambridge: MIT Press.  

 

Scorsone, Eric A. and Christina Pierhoples. 2010. Fiscal Stress and Cutback Management 

Amongst State and Local Governments: What Have We Learned and What 

Remains to Be Learned? State and Local Government Review 42: 2, 176-187. 

Seelye, Katherine Q. 2014. Pension Fund Draws Deep Divisions in R. I. Governor’s 

Race. New York Times, September 8, 2014.  

Seidman, Andrew. 2015. Christie issues pension warning. Philadelphia Inquirer, 

February 20, 2015. 

— 2015. N.J. justices tackle pension funding. Philadelphia Inquirer, May 7, 2015. 

Shipan, Charles R. and Craig Volden. 2006. Bottom-Up Federalism: The Diffusion of 

Antismoking Policies from U.S. Cities to States. American Journal of Political 

Science, 50:4, 825-843. 

Simon, Richard. 2013. Rhode Island’s Central Falls reeling from underfunded pension. 

Los Angeles Times, August 3, 2013. 

Slater, Dan and Erica Simmons. 2010. Informative Regress: Critical Antecedents in 

Comparative Politics. Comparative Political Studies, 43: 7, 886-917. 

Soifer, Hillel. 2012. The Causal Logic of Critical Junctures. Comparative Political 

Studies, 45:12, 1572-1597.  

Splinter, David. 2015. State Pension Contributions and Fiscal Stress. Journal of Pension 

Economics and Finance 16:1, 65-80. 

http://cepr.net/publications/briefings/testimony/


 

 

263 

 

Squire, Peverill. 2007. Measuring State Legislative Professionalism: The Squire Index 

Revisited. State Politics and Policy Quarterly 7:211-227. 

State Investment Council Annual Report. 2013. Retrieved from: 

http://www.nj.gov/treasury/doinvest/pdf/AnnualReport/2013AnnualReportStat 

 eInvest mentCouncil.pdf 

State of Rhode Island House Bill 5736 Substitute A. 2011. General Assembly Act: 

Section 45-12- 1 and 45-12-22.4 Relating to Towns and Cities-Indebtedness of 

Towns and Cities. 

State of Rhode Island Title 45, Towns and Cities, Chapter 45-21, Retirement of 

Municipal Employees, Section 45-21-42. Retrieved from: 

http://webserver.rilin.state.ri.us/Statutes/TITLE45/45-21/45-21-42.HTM 

State of Rhode Island, Informational Briefing on Pensions. 2011. Retrieved from: 

http://webserver.rilin.state.ri.us/HouseFinance/IBOP.htm 

State of Rhode Island Pension Plans Presentations Post Settlement. 2015-2017. Retrieved 

from: http://www.ersri.org/im-a-member/general-group-presentations/#gsc.tab=0 

Stearns, Tyler C. 2016.  The Failed System: Understanding New Jersey’s Pension Crisis 

and Suggesting Practical Solutions.  Seton Hall Legislative Journal 40[2]:353-

382. 

Steinbeck, John. 1939. The Grapes of Wrath. New York: Viking Press. 

Steuerle, C. Eugene, Benjamin H. Harris, and Pamela J.Perun. 2014. Entitlement Reform 

and the Future of Pensions. Retrieved February 1, 2015 from Pension Research 

Council, The Wharton School, University of Pennsylvania 

http://www.pensionresearchcouncil.org/publications/document.php?file=1210 

Stimson, James A., Michael B. Mackuen, and Robert S. Erikson. 1995. Dynamic 

Representation The American Political Science Review 89:543-565.  

Tantillo, Charles. 1968. Strengthening The Rhode Island Legislature. New Brunswick, 

New Jersey: Rutgers University Press. 

The Pew Center on the States.  2010. The trillion dollar gap: Underfunded state 

retirement systems and the roads to reform.  Retrieved September 7, 2014 from 

http://www.pewtrusts.org/en/research-and-analysis/reports/2010/02/10/the-

trillion-dollar-gap 

http://www.nj.gov/treasury/doinvest/pdf/AnnualReport/2013AnnualReportStat%09%09eInvest%09mentCouncil.pdf
http://www.nj.gov/treasury/doinvest/pdf/AnnualReport/2013AnnualReportStat%09%09eInvest%09mentCouncil.pdf
http://webserver.rilin.state.ri.us/Statutes/TITLE45/45-21/45-21-42.HTM
http://webserver.rilin.state.ri.us/HouseFinance/IBOP.htm
http://www.ersri.org/im-a-member/general-group-presentations/#gsc.tab=0
http://www.pensionresearchcouncil.org/publications/document.php?file=1210
http://www.pewtrusts.org/en/research-and-analysis/reports/2010/02/10/the-trillion-dollar-gap
http://www.pewtrusts.org/en/research-and-analysis/reports/2010/02/10/the-trillion-dollar-gap


 

 

264 

 

The Pew Center on the States. 2012. The Widening Gap Update. Retrieved September 8, 

2014 from http://www.pewtrusts.org/en/research-and-

analysis/reports/0001/01/01/the-widening-gap-update 

The Pew Center on the States. 2014. The Fiscal Health of State Pension Plans: Funding 

Gap Continues to Grow. Retrieved February 4, 2015 from 

http://www.pewtrusts.org/en/research-and-analysis/analysis/2014/04/08/the-

fiscal-health-of-state-pension-plans-funding-gap-continues-to-grow 

Thom, Michael. 2012. Pension Politics: Partisan Influences on Public Sector Pensions. 

Dissertation, Michigan State University. Retrieved from 

http://etd.lib.msu.edu/islandora/object/etd%3A742/datastream/OBJ/view 

— 2013. All of the Above: How Fiscal, Political, and Workforce Traits Affect Pension 

Funding. State and Local Government Review 45:3, 163-171. 

Thom, Michael and Anthony Randazzo. 2015. Underfunding Annual Pension 

Contributions: Examining the Factors Behind an Ongoing Fiscal Phenomenon. 

State and Local Government Review 1: 1-15. 

Truth and Consequence, Status Report of the New Jersey Pension and Health Benefit 

Study Commission. 2014. Retrieved from: 

http://www.state.nj.us/treasury/pdf/NJPHBSC.pdf 

United States Bureau of Census. 2001-2013, Annual Survey of State Government 

Finances. State Debt. Retrieved from: 

https://www.census.gov//govs/local/historical_data_2001.html 

United States Bureau of Census. 2013. Annual Survey of Public Employment and Payroll 

Summary Report 2013. Retrieved from 

http://www2.census.gov/govs/apes/2013_summary_report.pdf 

United States Bureau of Census. 2010. Density Apportionment. Retrieved from:  

https://www.census.gov/2010census/data/apportionment-dens-text.php  

United States Bureau of Census. 2001-2006. Educational Attainment. Retrieved from: 

https://www.census.gov/data/tables/2001/demo/educational-attainment/cps-

 detailed-tables.html   

United States Bureau of Census. 2010. Rhode Island Quick Facts. Retrieved from: 

https://www.census.gov/quickfacts/RI 

http://www.pewtrusts.org/en/research-and-analysis/reports/0001/01/01/the-widening-gap-update
http://www.pewtrusts.org/en/research-and-analysis/reports/0001/01/01/the-widening-gap-update
http://www.pewtrusts.org/en/research-and-analysis/analysis/2014/04/08/the-fiscal-health-of-state-pension-plans-funding-gap-continues-to-grow
http://www.pewtrusts.org/en/research-and-analysis/analysis/2014/04/08/the-fiscal-health-of-state-pension-plans-funding-gap-continues-to-grow
http://etd.lib.msu.edu/islandora/object/etd%3A742/datastream/OBJ/view
http://www.state.nj.us/treasury/pdf/NJPHBSC.pdf
https://www.census.gov/govs/local/historical_data_2001.html
http://www2.census.gov/govs/apes/2013_summary_report.pdf
https://www.census.gov/2010census/data/apportionment-dens-text.php
https://www.census.gov/data/tables/2001/demo/educational-attainment/cps-%09detailed-tables.html
https://www.census.gov/data/tables/2001/demo/educational-attainment/cps-%09detailed-tables.html
https://www.census.gov/quickfacts/RI


 

 

265 

 

United States Bureau of Census, Statistical Abstract of the United States. 2010. 

Unemployment Rates 2001-2009. Retrieved from:   

https://www.census.gov/library/publications/2009/compendia/statab/129ed/la

 bor-force-employment-earnings.html 

United States Bureau of Census, Statistical Abstract of the United States: 2004-2005. 

State and Local Government Finances and Employment.  No. 442, p.287.  

United States Bureau of Economic Analysis. 2001-2013. Gross State Product. Retrieved 

from: https://www.bea.gov/regional/index.htm 

United States Department of Labor, Bureau of Labor Statistics, Unemployment Rates 

2010-2013.  Retrieved from: 

https://www.bls.gov/news.release/archives/laus_01252011.pdf 

United States Department of Labor. 2014. Cash Balance Plans. Retrieved from: 

file:///C:/Users/Pat%20Amberg-Blyskal/Downloads/cash-balance-pension-plans-

 consumer.pdf 

United States General Accounting Office (GAO). 1979. Funding of State and Local 

Government Pension Plans: A National Problem. Washington, DC. Retrieved 

from http://www.gao.gov/products/HRD-79-66 

United States General Accountability Office (GAO). 2007. State and Local Government 

Retiree Benefits: Current Status of Benefit Structure, Protections, and Fiscal 

Outlook for Funding Future Costs. Report to the Committee on Finance, U.S. 

Senate. Washington, DC. Retrieved from: https://www.gao.gov/products/GAO-

07-1156 

United States General Accountability Office (GAO). 2008. Funding of State and Local 

Government Pension Plans: A National Problem. Washington, DC. Retrieved 

from http://www.gao.gov/new.items/d08223.pdf 

Valletta, R.G. and Richard B. Freeman. 1988. The NBER Public Sector Collective 

Bargaining Law Data Set. Appendix B in Richard B. Freeman and Casey 

Ichniowski, eds. When Public Employees Unionize.  Chicago: NBER and 

University of Chicago Press.  

Van Evera, Stephen. 1997. Guide to Methods for Students of Political Science. Ithaca, 

New York: Cornell University Press. 

https://www.census.gov/library/publications/2009/compendia/statab/129ed/la%09bor-force-employment-earnings.html
https://www.census.gov/library/publications/2009/compendia/statab/129ed/la%09bor-force-employment-earnings.html
https://www.bea.gov/regional/index.htm
https://www.bls.gov/news.release/archives/laus_01252011.pdf
../Downloads/cash-balance-pension-plans-%09consumer.pdf
../Downloads/cash-balance-pension-plans-%09consumer.pdf
http://www.gao.gov/products/HRD-79-66
https://www.gao.gov/products/GAO-07-1156
https://www.gao.gov/products/GAO-07-1156
http://www.gao.gov/new.items/d08223.pdf


 

 

266 

 

Walker, Jack L. 1969. The Diffusion of Innovations among the American States. The 

American  Political Science Review, 63:3, 880-899.  

Walsh, Mary Williams. 2011. The Little State With a Big Mess. New York Times, 

October 22, 2011. 

— 2014. Detroit’s Idea To Save Budget and Pensions. New York Times, June 19, 2014. 

— 2014. Judge Rejects Overhaul of Illinois’ Beleaguered State Pension System. New 

York Times, November 22, 2014. 

Worden, Amy. 2014. Pension overhaul vs. Education. Philadelphia Inquirer, June 30, 

 2014. 

Zernike, Kate. 2015. New Jersey’s Top Court Rules Christie Can Skip Pension Payments. 

 New York Times, June 9, 2015.   

 

 

 

 

 

 

 

 

 

 

 

APPENDIX A 

 

 CASE STUDY SURVEY QUESTIONS 

 



 

 

267 

 

1. In your experience what is the most significant factor affecting {insert 

State/Pension Plan name} decision to pay the annual required contribution (ARC) 

for the pension plan? 

 

 

2. Based on your knowledge of the public pension funding issue in {insert 

State/Pension Plan name} what organizations, officials, or groups argue for 

paying the annual required contribution (ARC) to the pension plan? 

 

 

 

3. A March 2015 report from the National Association of State Retirement 

Administrators (NASRA) included the following statement: 

“A review of states’ collective ARC record shows that some states have statutes 

requiring payment of the ARC, yet somehow the ARC is not consistently funded. 

And other states have statutes that do not require payment of the ARC, yet the 

ARC is consistently paid in those places. One possible explanation for this 

paradox is that a state’s political culture affects whether or not pensions are 

appropriately funded.” 

 

Given your experience with {insert State/Pension Plan name} do you agree with 

the statement? If so, how would you describe the political culture? 

 

If you do not agree with the statement, what factors do you believe contribute to 

{insert State/Pension Plan name} pension funding? 
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 APPENDIX B 

 

 DELAWARE PENSION LEGISLATION 

NATIONAL CONFERENCE of STATE LEGISLATURES 

2001 

DEFINED BENEFIT PLAN CHANGES 

Delaware. The multiplier was increased from 1.8 of final average salary to 2.0% for 

years of credited service prior to January 1, 1997 and to 1.85% for years of credited 

service after December 31, 1996. This follows an increase from 1.66 percent to 1.8 

percent enacted in 2000.  S.B. 256 According to the Delaware Office of Pensions, 

“The legislation was developed to reduce the overfunded position in the State 

Employees' Pension Plan by granting benefit improvements to active and retired 

members. This was done in a manner that would protect the Plan and maintain a surplus 

cushion, share excess returns among all members, and focus on enhancements with a 

one-time or past service impact on benefits.” 

 

2002 

Re-employment after Retirement 

Delaware.  S.B. 439 (73 Del. Laws, C430) allows pension beneficiaries of the State 

Employees’ Pension Plan to be employed by the state in a temporary, casual, seasonal or 

substitute position without an earnings limitation or loss of pension benefits. 

 

Service Credit/Purchase of Service/Transfer of Credit 

Delaware. H.B. 451 (73 Del. Laws, C373) allows police officers who become members 

of the New State Police Pension Plan to buy service credit for other police service at 

their own expense. S.B. 403 (73 Del Laws, C419) provides that all salary paid to an 

employee for all days worked will be used in the calculation of final average 

compensation. 

 

2003 

Service Credit/Purchase of Service/Transfer of Credit 

Delaware. SB 143 protects the retirement benefits of those State employees who take 

military leave in order to serve in Operation Noble Eagle, Operation Enduring Freedom 

and Operational Iraqi Freedom. This will assure that the employee will not realize a 
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reduction in pension benefits because of a reduction in their salary during a period of 

time that might fall in their highest three years of earnings. 

 

2004 

Military Service 

Delaware. Vol. 74, chap 189 (S.B. 143) will protect the retirement benefits of those 

State employees who take military leave in order to serve in Operation Noble Eagle, 

Operation Enduring Freedom and Operational Iraqi Freedom. It will also protect such 

benefits for future, like operations. This will assure that the employee will not realize a 

reduction in pension benefits because of a reduction in their salary during a period of 

time that might fall in their highest three years of earnings. The law reads: If the Final 

Average Compensation of an employee has been reduced because of a leave of absence 

resulting from Presidential determinations to augment active forces, such employee shall 

have their Final Average Compensation adjusted by their amount of military 

compensation. This adjustment will be no greater then what the employee would have 

received had they remained in employment for the period of leave. The employee will 

contribute 3% of the amount that was adjusted.  §5533, Chapter 55, Title 29. 

 

2005 

Defined Benefit Plan Changes 

Delaware. SB 189 removes the integration of Social Security benefits from the 

calculation of pension benefits under the County and Municipal General Employees’ 

pension plan and adjusts the pensions for those employees that have previously retired 

and are still in payment status. SB 191 does the same for the County and Municipal 

Police/Firefighters pension plan. 

 

Service Credit/Purchase of Service/Transfer of Credit 

Delaware. SB 178 allows sick leave accrued as of the date of retirement, beyond the 90 

days paid at retirement, to be used to purchase additional pension creditable service in the 

Stat Employees Pension Plan at the rate of 21 days per month for a maximum of 12 

months. 

2007 

 

GASB 43 and 45 

Delaware. Chapter 70, Laws of 2007 (SB 136), creates a trust fund for the investment of 

assets for future retiree healthcare liabilities; provides that Board of Pension Trustees 

will be the trustees of this trust fund and given the authority to invest those assets. 

 

2009 

Military Service 

Delaware. Chapter 167, Laws of 2009 (SB 135) protects the retirement benefits of state 

http://ncsl.statenet.com/secure/pe/ts.cgi?mode=run&amp;rundate&amp;search_name&amp;delete_sf&amp;edit_sf&amp;save_sf&amp;sp=none%2Bselected&amp;d=DEBL&amp;psf&amp;s3=retirement&amp;s1&amp;s2=enacted&amp;set_display=current&amp;ps_status_actions=none&amp;ps_actions_since=%09%09%2B%2B%2B%2B&amp;maxHits=1&amp;hitWindow=3&amp;records=25&amp;h9&amp;h9
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troopers who take military leave before retirement. The bill assures that the employee 

will not realize a reduction in pension benefits because of a reduction in state salary 

during a period that might fall in the trooper's highest three years of earnings. 

 

2010 

Military Service 

Delaware 

Chapter 167, Laws of 2010 (SB135) protects the retirement benefits of state troopers who 

take military leave prior to retirement; assures that the employee will not realize a 

reduction in retirement benefits because of a reduction in state salary during a period of 

time that might fall in the highest three years of earnings. 

 

2011 

Contribution Rates and Funding Issues 

Delaware. Chapter 14, Laws of 2011 (House Bill 81) increases the employee contribution 

to the Pension Fund from 3% to 5% of annual compensation after the first $6,000 for 

employees hired on or after January 1, 2012. 

 

Defined Benefit Plan Changes 

Delaware. Chapter 14, Laws of 2011 (House Bill 81) changes the normal retirement age 

for employees hired on or after January 1, 2012. Under current law, employees are 

eligible to retire at age 62 with five years of service, at age 60 with 15 years of service, 

or at any age with 30 years of service. Under this act, post-2011 employees will be 

eligible to retire at age 65 with 10 years of service, at age 60 with 20 years of service, 

and at any age with 30 years of service. 

 

The act increases the early retirement reduction factor for employees who retire prior to 

normal retirement age. Under current law, an employee may retire at age 55 with 15 

years of service with a benefit reduction of 2/10th of one percent for each month the 

employee is under the age of 60. Under this act, the employee’s pension would be 

reduced by 4/10th of one percent for each month the employee is under the age of 60. 

 

The act increases the vesting requirement for employees hired on or after January 1, 

2012 from five years to 10 years. 

 

The act excludes overtime payments from the definition of final average compensation 

for employees hired on or after January 1, 2012. Section 8 of the Bill declares the intent 

of the General Assembly to prevent the limited abuse of the State Employee’s Pension 

Plan when employees voluntarily work overtime in order to inflate their final pension 

calculation, and recognizes that to protect the health and safety of employees and the 

http://ncsl.statenet.com/secure/pe/ts.cgi?mode=run&amp;rundate&amp;search_name&amp;delete_sf&amp;edit_sf&amp;save_sf&amp;sp=none%2Bselected&amp;d=DEBL&amp;psf&amp;s3=retirement&amp;s1&amp;s2=enacted&amp;set_display=current&amp;ps_status_actions=none&amp;ps_actions_since=%09%09%2B%2B%2B%2B&amp;maxHits=1&amp;hitWindow=3&amp;records=25&amp;h10&amp;h10
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citizens they serve, agency management should limit the assignment of mandatory 

overtime. This section requires each cabinet secretary to devise a written policy by June 

30, 2012 to limit the use of mandatory and voluntary overtime. 

 

 

 

Elected Officials’ Retirement Programs 

Delaware. Chapter 14, Laws of 2011 (House Bill 81) changes the number of years it 

will take an elected official elected on or after January 1, 2012 to vest for a pension, 

from 5 years to 10 years. Under current law, employees are eligible to retire at age 62 

with five years of service, at age 60 with 15 years of service, or at any age with 30 years 

of service. Age and service requirements for normal retirement were conformed to 

those for other employees: age 65 with 10 years of service, age 60 with 20 years of 

service or any age with 30 years of service. 

 

2013 

Defined Benefit Changes 

Delaware. Vol. 79 Del. Laws, Chap. 174 (House Bill 207) permits qualified corrections 

officers in the State Employees’ Pension Plan to retire at any age with 25 years of 

service and raises employee contribution rates. The provisions apply to corrections 

officers classified as A-1 Hazardous Duty employees. With the issuance of a favorable 

IRS ruling following passage of House Bill 207, corrections officers are eligible to 

retire without a reduction in benefits beginning Jan. 1, 2017, if they have completed 25 

years of service, are classified as A-1 Hazardous Duty corrections officers at retirement 

and have 20 years of credited service in that classification. Qualified corrections 

officers with more than 25 years of service receive a higher multiplier (2.45 percent 

compared to 1.85 percent for post-1996 service) for years of service beyond the initial 

25. 

Effective Jan. 1, 2015, corrections officers will contribute an additional 2 percent of 

annual compensation in excess of $6,000, with a 5 percent rate for those hired before 

Jan. 1, 2012 and a 7 percent rate for those hired on or after that date. 
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APPENDIX C 

 

 OKLAHOMA PENSION LEGISLATION 

NATIONAL CONFERENCE of STATE LEGISLATURES 

 

2002 

Defined Benefit Plan Changes 

Oklahoma. S.B. 1223 modified the eligibility requirements for normal retirement for 

members of the Uniform Retirement System for Justices and Judges (URSJJ). Justices or 

judges who serve for 8 years or more are eligible at age 65 rather than 70 for full benefits, 

and those with 10 years or more are eligible at age 60 rather than 65. Senate Bill 1223 

also changes the maximum percentage of average monthly salary a justice or judge may 

receive in a retirement benefit from 70% to 72½% for members retiring on or after July 1, 

2002. 

 

GOVERNANCE 

Oklahoma. H.B. 1719 added two members to the Oklahoma State Pension Commission, 

to be appointed by the governor, and added the following responsibilities to the 

commission’s duties: 

 

Review proposed legislation affecting state retirement systems and make 

recommendations to the legislature regarding the legislation; 

Make recommendations to the legislature and governor on updating or standardizing 

retirement system benefit designs; and 

Make recommendations on pension system finance. 

 

The legislation also requires state retirement systems to report actuarial and financial 

information to the commission in a standardized form, using common actuarial and 

financial assumptions. 

 

RE-EMPLOYMENT AFTER RETIREMENT 

Oklahoma. H.B.2344 amended limits on earnings for retired members of the Teachers 

Retirement System who return to public school employment: 

(1) Limits post-retirement earnings for retirees under age 62 years to $15,000 or half final 

average salary, whichever is less, during the first 36 months after retirement; (2) Limits 

post- retirement earnings for retirees age 62 or older to $30,000 or half final average 

salary for the first 36 months after retirement; (3) Allows classified members who have 
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been retired for 36 months or more to earn up to $30,000; (4) Extends post-retirement 

earnings limits to members who are hired to work for schools through corporations. 

2003 

Contribution Rates and Funding Issues 

Oklahoma. HB 1278 established a lottery, subject to approval by the people. Five percent 

of the proceeds are earmarked for the Teachers Retirement System. 

SB 206 redirected $85.8 million in insurance premium taxes from pension funds for 

general budgetary purposes. The Insurance Premium Tax generates $144 million a year. 

SB 206 provides that the tax, most of which is dedicated to the Oklahoma Police Pension 

and Retirement System, Oklahoma Firefighters Pension and Retirement System and the 

Oklahoma Law Enforcement Retirement System, will be diverted for one year in order to 

help balance the state budget. In return, the three retirement systems will be repaid over 

five years in an amount equal to the principal plus 7.5% beginning July 1, 2004. 

SB 643 requires the employer’s contribution rate for OPERS members to increase by 1% 

beginning July 1, 2006, and to increase by 1% each year thereafter until 2012. 

Defined Benefit Plan Changes (Including Partial Lump-Sum Options) 

Oklahoma. SB Bill 643 allows for most members of the Oklahoma Public Employees 

Retirement System (OPERS) to make an election to increase or "step-up" the 

computation factor for all future service from 2% to 2½%, effective January 1, 2004. The 

step-up election is irrevocable and is binding for all future employment under OPERS, 

even if there has been a break in service. This step-up election is available for all state, 

county and local government employees, except for elected officials and specified public 

safety categories of employees. 

After January 1, 2004, the election can be made at any time and will be effective the first 

day of the month following the election. Those making the election will also pay a higher 

or stepped-up contribution rate, currently an additional 2.91%. 

HB 1440 provides a partial lump sum option for Teachers Retirement System members, 

permitting a payment equal to 12, 24 or 36 months' benefit with a commensurately 

reduced lifetime benefit. Only members with 30 or more years of credited service are 

eligible for the option. 

 

Deferred Retirement Option Plans 

Oklahoma. SB Bill 668 and HB 1464 created a “Back” DROP for members of the three 

statewide public safety retirement plans. The “Back” DROP allow the members who 

have worked for more than 20 years to decide retroactively to have service in excess of 

20 years (up to a total of five years) to be treated as though the member had entered a 

DROP plan upon completing 20 years of service. A member, however, cannot receive 

credit to the DROP account any years prior to when the member reached his normal 

retirement date. 

The member’s regular retirement benefit will not take into account any years of service 
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credited to the “Back” DROP. The systems' actuary has advised that that the fiscal 

impact of the “Back” DROP is negligible. 

 

Disability 

Oklahoma. SB 643 provides that a member of the Public Employees Retirement System 

(OPERS) who has retired under early retirement provisions, and who becomes qualified 

for a disability benefit under OPERS plan provisions with a disability date on or after 

July 1, 1999 can apply to receive disability benefits in lieu of the early retirement 

benefits. 

Governance 

Oklahoma. HB 1067 repealed the Pension Commission’s requirement to review 

retirement-related legislation. 

 

Studies 

Oklahoma. SB 409 requires the Oklahoma Public Employees Retirement System 

(OPERS), the Teachers Retirement System and several other agencies to conduct a study 

of different plans and vehicles available for health care expenses after retirement. SB 411 

requires OPERS to conduct a study of a possible specialized retirement plan for OPERS 

members who are employed in a hazardous duty position, due December 22, 2003. 

 

Vesting 

Oklahoma. HB 1362 reduced vesting for the Teachers Retirement System from 10 years 

to five years. 

 

Withdrawn Contributions 

Oklahoma. HB 1362 allows an interest payment for former member of the Teachers 

Retirement System who withdraw contributions with fewer than seven years of 

membership (all others are allowed interest under previous law). 

 

2004 

Contribution Rates and Funding Issues 

Oklahoma. SB 1134 provides for increases in employer contribution rates for the Public 

Employees Retirement System. Currently, all participating state agencies pay a 

contribution rate of 10% of the monthly compensation of each member. Beginning July 

1, 2005, state agencies will contribute 11.5%. This percentage will increase by 1% 

annually beginning July 1, 2006, and each year thereafter, through the fiscal year ending 

June 30, 2011, when it tops out at a rate of 16.5%. 

 

Non-state participating employers and their employees currently pay a total of 13.5% of 

the monthly compensation of each member. For the fiscal year ending June 30, 2006, the 

total employer and employee contributions will be 15%. That total will increase by 1% 

each year, finally reaching 20% in FY 2011. In addition, the maximum employer 
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contribution rate of 10% is increased to 11.5% for FY 2006 and increases by 1% each 

fiscal year thereafter to a maximum of 16.5%. 

 

Deferred Compensation Plans/Optional Retirement Plans 

Oklahoma. HB 2226 creates the “Alternate Retirement Plan for Eligible Employees of 

Participating State Institutions of Higher Education Act of 2004" 

1. Allows new employees at the University of Oklahoma, the OU Health Sciences 

Center, or Oklahoma State University to enroll in either an alternate retirement plan 

established by the universities, or enrolling in the Oklahoma Teachers Retirement 

System (TRS). 

2. Provides for a one-time election by current TRS members employed at OU, the OU 

Health Sciences Center, or OSU to opt out of TRS if the Internal Revenue Service 

approves. 

3. Changes the retirement formula for TRS members employed by OU, the OU Health 

Sciences Center, or OSU to more closely parallel benefits received by other TRS 

members.  A special provision will increase benefits for retired university employees 

effective Jan. 1, 2005, but will not allow payment of retroactive benefits. 

4. Requires the universities to fund the cost of this proposal over 30 years, and 

provides that the surcharge paid by the universities can increase if liabilities increase. 

 

Governance 

Oklahoma. S.B. 1134 provides that the Public Employees Retirement System (OPERS) 

Board of Trustees must include a cost of living adjustment assumption in its annual 

actuarial valuation report. 

S.B. 1434 permits OPERS to disclose a member’s name, age, amount of contributions 

paid in, benefits being paid, amount of credited service, and any documents verifying 

credited service or benefits. The prior consent of the member is not required to release 

such information. All other information related to a member, as kept in his or her 

retirement file, shall be kept confidential unless the member has consented to its release.  

Any information in a member’s retirement file is subject to subpoena or court order. 

[Note: the bill followed media scrutiny of state legislators’ retirement benefits.] 

 

Service Credit/Purchase of Service/Transfer of Credit 

Oklahoma. SB 1345 broadened the definition of military service for which the Oklahoma 

Public Employees Retirement System may grant military service credit.  The bill adds 

language that allows military service credit if the member served during a period of war 

or combat military operation other than the conflicts listed in the statute. The war or 

combat military operation must have lasted for a period of ninety (90) days or more. The 

member must have served in the area of responsibility of the war or combat military 

operation and only the service time while in that area of responsibility may be used as 

credited service for retirement. A member who served on active duty for training only is 
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excluded from claiming a military service credit unless the member was discharged from 

that duty for a service- connected disability. The burden of proof is on the member to 

provide adequate documentation of such service including exact dates served in the 

specified are of responsibility, and the proof must be provided in the time and manner 

required by the System. 

 

Studies 

Oklahoma. SB 1134 requires the Public Employees Retirement System (OPERS) to study 

the creation of a deferred retirement option plan (“DROP”) for active and future members 

of the system. A report on the DROP study must be issued and submitted to the 

Legislature no later than December 1, 2004. 

OPERS also is required to conduct a comparative study of retirement benefit designs 

used by other states regarding retirement benefits for employees engaged in public safety 

positions.  The study is to cover retirement benefits, disability benefits and survivor 

benefits.  The study must have a recommendation for what jobs should be included in 

such a benefit structure, as well as recommended employer and employee contribution 

rates. The study is to be submitted to the Legislature no later than December 1, 2004. 

HB 2536 creates the “Task Force for the Study of Public Retirement Systems Benefit 

Design and Equity.”  Its purpose is to conduct a review of the major state public 

retirement systems. The Task Force is to consist of 17 members and must include the 

Executive Director of OPERS, or a person designated by the Executive Director. The 

review must cover a history of benefit designs of each state system, the funding history of 

each system, dedicated taxes going to certain systems, COLA’s, and other relevant 

matters. 

 

Taxation 

Oklahoma. State Question 713 (HB 2660), approved by the voters on November 2, 2004, 

and increased the state income tax retirement income exclusion from $5,500 to $7,500 for 

tax year 2005 and subsequent years. The exclusion applies to all public sector retirement 

benefits and most private sector pension plans and deferred compensation plans. The 

income qualification was increased from $25,000 to $37,500 for single filers and from 

$50,000 to $75,000 for joint filers. 

2005 

Contribution and Funding Issues 

Oklahoma. HB 1858 requires all members of the Uniform Retirement System for Justices 

and Judges to make an 8% contribution from salary; previously the 8% contribution had 

been required only of members who elected a surviving spousal benefit. 

 

SCR 4 set a goal for the legislature of increasing the funded ratio of the Teachers 

Retirement System to 60% (from a current 47.3%, according to the resolution) by 2015. 
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Taxation of Retirement Benefits 

Oklahoma.  SB 435 increased the amount of the retirement income exemption from 

$7,500 to $10,000 for public and private sector retirees. HB 1476 increased the amount of 

the military pension exemption to $10,000 or 50% of the individual’s retirement benefits, 

whichever is greater. 

 

2006 

Benefit Calculation and Eligibility 

Oklahoma. House Bill 1179, enacted during the 2006 Special Legislative Session, 

provides that members of the Oklahoma Teachers’ Retirement System (“TRS”), who 

joined TRS prior to July 1, 1995, and who work one or more years beyond “normal 

retirement age”, will qualify for an improved benefit formula at retirement. “Normal 

retirement age” is when a TRS member reaches age 62, or when age plus total service 

equal 80 (90 if the member first joined TRS after June 30, 1992). TRS members working 

in four-year universities do not qualify for EESIP coverage. 

The current retirement formula for members who joined TRS before July 1, 1995, is a 

two-tiered formula: 

2% x Final Average Salary not to exceed $40,000* x service performed prior to 7/1/1995 

plus 2% x Final Average Salary x service performed after 7/1/1995 

The new formula will allow members working beyond normal retirement age to move 

pre-1995 service to a higher salary. For each year a member works past normal 

retirement age, the member may move two years of service performed prior to July 1995, 

to the higher tier of the formula. 

For members who retire between July 1, 2006, and June 30, 2007, the maximum average 

salary that can be used for the moved service is $60,000. For members who retire 

between July 1, 2007, and June 30, 2008, the maximum average salary increases to 

$80,000, for moved service. For members who retire on or after July 1, 2008, the 

member’s final average salary, regardless of amount, can be used to calculate the benefit 

for moved service that was performed before July 1, 1995. 

Legislative Review of Retirement Policy 

Oklahoma. Chapter 292, Laws of 2006 (Senate Bill 1894) provides for extended review 

of legislation that carries a fiscal impact on a retirement plan. Any legislation with a 

fiscal impact on a retirement plan must be introduced in the first legislative session and 

cannot be passed until the second legislative session.  Any measure with a fiscal impact 

must be assigned to the State Auditor and Inspector and an actuarial impact statement 

provided before the Legislature acts on the measure. 
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2007 

Contribution Rates and Funding Issues 

Oklahoma. SB 357 (signed into law on April 30, 2007) increased employer contribution 

rates for the Teachers Retirement System, which on June 30, 2006, was reported to have 

a funding ratio of 49.3%. Members of the system will continue to contribute 7% of 

salary. Most employers currently contribute 7.6%. For K-12 school, technical schools and 

two-year colleges, contribution rates will gradually increase annually to 9.5% on January 

1, 2010. For four-year colleges, which contribute 7.05% at present, rates will increase to 

8.55% over the same period. The increases are projected eventually to contribute as much 

as $60 million more a year. 

HB 1105 appropriated $10 million to remitting agencies to assist with the additional cost. 

Divestment 

Oklahoma. HR 1026 encourages the retirement systems managed by the State of 

Oklahoma to divest interests or assets of companies entering into transactions with, or 

entities working on behalf of, the governments of the Islamic Republic of Iran, the 

Republic of Sudan, the Syrian Arab Republic, and the Democratic People´s Republic of 

Korea, when such companies are organized in a country other than the United States or 

Canada. 

 

Legislative Review of Retirement Policy 

Oklahoma. Chapter 186, Laws of 2007 (HB 2070) subjects the Oklahoma Firefighters 

Pension and Retirement System, Oklahoma Police Pension and Retirement System and 

Oklahoma Law Enforcement Retirement System to the provisions of the Oklahoma 

Pension Legislation Actuarial Analysis Act. Oklahoma Police Pension and Retirement 

System and Oklahoma Law Enforcement Retirement System to the provisions of the 

Oklahoma Pension Legislation Actuarial Analysis Act. 

 

The Oklahoma Pension Legislation Actuarial Analysis Act (SB 1894 of 2006) provides 

for extended review of legislation that carries a fiscal impact on a retirement plan. Any 

legislation with a fiscal impact on a retirement plan must be introduced in the first 

legislative session and cannot be passed until the second legislative session.   Any 

measure with a fiscal impact must be assigned to the State Auditor and Inspector and an 

actuarial impact statement provided before the Legislature acts on the measure. 

 

2008 

Elected Officials’ Retirement Programs 

Oklahoma. Chapter 105, Laws of 2008 (SB 1641) provides that for people elected to 

office on or after July 1, 2008, the previous-law provisions for elected officials 

contributions and benefit calculation can apply only to years of service as an elected 

official and can be based only on the higher year of salary received as an elected official 

(not on any subsequent salary from a non-elective post as was possible under the original 
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provisions).  Capped benefits at 100% of salary as a member of the Oklahoma Public 

Employee Retirement system (not clear whether this is highest salary as an elected 

official).  [Law responds to concerns that the old formula could provide what some 

considered an unduly generous benefit for former elected officials who occupied highly-

compensated public positions after service as an elected official.] 

 

2009 

Contribution Rates and Funding Issues 

Oklahoma. Chapter 88, Laws of 2009 (SB 397), allows total employer and employee 

contribution for retirement benefits for county employees, employees of courts and 

employees of the Law Library to rise to 16.5% in fiscal year 2011 and subsequent fiscal 

years, from the present cap of 10%. 

 

Ethics, Forfeiture of Benefits and Privacy Issues 

Oklahoma. SB 899 removes a violation of oath of office as the basis for forfeiture of 

retirement benefits by any elected or appointed state or county officer or employees. The 

act specifies that conviction of a felony for bribery, corruption forgery or perjury or any 

other crime related to the duties of his or her office or employment, or related to 

campaign contributions or campaign financing for that or any other office shall result in 

the forfeiture of retirement benefits. Requires the retirement system to immediately 

suspend all benefits of the officer or employee upon notice of forfeiture. Provides 

procedures for the retirement system to follow in order to determine whether the 

conviction or pleas subjects the benefits of the officer or employee to forfeiture if the 

conviction or plea occurs in federal courts or the notice of forfeiture is not forthcoming 

from the local prosecutor. Provides that the officer or employee is entitled to a hearing to 

determine whether a conviction falls within the provisions requiring forfeiture of benefits. 

 

2010 

Early Retirement Incentives 

Oklahoma. Chapters 179 and 186, Laws of 2010 (HB2362 and SB1442 respectively), 

created an employee buy-out or early retirement incentive program for state employees 

eligible for unreduced retirement. The incentive included a subsidy for health insurance 

costs for 18 months, longevity pay, and $5,000 in cash. Officials believe that the state 

could save $67.6 million the first year and nearly $89 million the second year. 

 

Elected Officials Retirement Programs 

Oklahoma. Chapter 435, Laws of 2010 (SB 1889) amended the plan for state and local 

elected officials, which includes legislators and the governor, affecting people elected to 

office after November 1, 2010. Under existing law, people elected to office may choose a 

retirement plan from a menu of six choices that differ in the required contribution from 

the officer’s salary and the percent factor that will eventually be applied to the person’s 

final average compensation to calculate a benefit. This legislation removes the four 
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middle choices and leave only the highest (10% contribution and a 4% factor) and the 

lowest (4.5% contribution and a 1.9% factor) because few people elected the intermediate 

choices.  

 

2011 

Cost of Living Adjustments 

Oklahoma. Chapter 199, Laws of 2011 (House Bill 2132) amends the Oklahoma Pension 

Legislation Actuarial Analysis Act (OPLAAA), so that cost of living adjustments 

(COLAs) are considered fiscal retirement bills for purposes of OPLAAA procedures, thus 

requiring COLAs to be funded by the Legislature at the time of enactment. According to 

the legislative fiscal analysis of the legislation, the practical application of the concurrent 

funding requirement would suggest the retirement systems remove their unfunded COLA 

assumption. According to the legislative actuary’s calculations, removal of COLA 

assumptions will affect the UAAL and the funded ratios of the pension systems as 

follows: Teachers Retirement system: UAAL will decrease by approximately $2.9 billion 

and increase OTRS’s funded ratio from 48% to 56%; Public Employee Retirement 

System: UAAL will decrease by approximately $1.4 billion and increase the OPERS 

funded ratio from 66% to 77%. 

 

Defined Benefit Plan Changes 

Oklahoma. Chapter 203, Laws of 2011 (Senate Bill 377) increases age and service 

requirements for normal retirement for members of the Teachers Retirement System 

(TRS). For those whose membership began before November 1, 2011, the requirements 

remain age 62 or the Rule of 90 with no minimum age. For new employees on or after 

November 1, the bill increases requirements to age 65 or the Rule of 90 with a minimum 

age of 60. The bill provides a schedule of percentages of benefit reductions for such new 

members who take early retirement (available at age 60), which provides for a benefit 

reduction to 65% of normal benefits at age 60 ranging up year by year to 93% at age 64. 

 

Chapter 206, Laws of 2011 (Senate Bill 794) similarly changes age and service 

requirements for retirement for members of the Oklahoma Public Employee Retirement 

System (OPERS) for those who are new members as of November 1, 2011 from 62 or the 

Rule of 90 to 65 or the Rule of 90 with a minimum age of 60. 

Chapter 206 also increases normal retirement requirements for elected officials who first 

serve in elective office on or after November 1, 2011, from age 62 to age 65 or age 62 

with 10 years of service in an elective office (age 60 or the Rule of 80 previously).  

Elected officials with 10 years of service may choose early retirement at age 60 with 

reduced benefits. The schedule of reductions is increased from the previous schedule. 

Vesting for elected officials is increased from six years to eight years of service. 

Contribution requirements for elected officials are changed from a choice tied to different 

benefit packages to the same 3.5% that is required of other members of OPERS. The 

benefit provisions were changed from the variety of choices open to current members to 

2% of final average compensation times years of service. 
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Chapter 190, Laws of 2011 (House Bill 1010) increases the age and service requirements 

for retirement for members of the Uniform Retirement System for Justices and Judges 

whose initial service as a member of the system is on or after January 1, 2012 . For 

previous members, eligibility requirements for normal retirement are 65/8, 60/10 or the 

Rule of 80 with eight years of service. The new requirements are 67/8 or 62/10. The Rule 

of 80 was not continued. 

Elected Officials’ Retirement Programs 

Oklahoma. Chapter 206, Laws of 2011 (Senate Bill 794) increases normal retirement 

requirements for elected officials who first serve in elective office on or after November 

1, 2011, from age 62 to age 65 or age 62 with 10 years of service in an elective office 

(age 60 or the Rule of 80 previously). Elected officials with 10 years of service may 

choose early retirement at age 60 with reduced benefits. The schedule of reductions is 

increased from the previous schedule. Vesting for elected officials is increased from six 

years to eight years of service. 

 

Contribution requirements for elected officials are changed from a choice tied to different 

benefit packages to the same 3.5% that is required of non-elective members of OPERS. 

The benefit provisions were changed from the variety of choices open to current 

members to 2% of final average compensation times years of service. 

Ethics, Forfeiture of Benefits, Privacy 

Oklahoma. Chapter 202, Laws of 2011 (Senate Bill 347) establishes that municipal 

officers or employees guilty of a crime related to the duties of his or her employment will 

forfeit retirement benefits, less the person’s contributions to the retirement system or any 

benefit vested at the effective date of this act. The penalty of forfeiture is applicable both 

during and after the officer’s or employee’s term of office or employment. The law 

provides a right of hearing for the person whose benefits are subject to forfeiture 

 

2012 

Cost of Living Adjustments  

Oklahoma. 2012 Okla. Sess. Laws, Chap. 109 (House Bill 2322) removes a statutory 

requirement that the Oklahoma Public Employees Retirement System (OPERS) include 

an estimate of the actuarial impact of potential future cost-of-living increases in its annual 

actuarial studies. This conforms with language enacted in Senate Bill 794 of 2011. The 

removal of the actuarial cost of potential COLAs has had a substantial effect in reducing 

the OPERS unfunded actuarial accrued liability. [COLAs in Oklahoma are not automatic, 

but are periodically enacted.] 

 

Elected Officials and Judicial Retirement Systems 

Oklahoma. 2012 Okla. Sess. Laws, Chap. 109 (House Bill 2322) permits elected officials 

to participate in the Oklahoma Public Employees’ Retirement System’s "Step Up" 



 

 

282 

 

program available to other OPERS members. The Step Up allows members to increase 

their retirement calculation multiplier from 2.0 percent to 2.5 percent, by paying an 

additional member contribution. The additional contribution is set at a level that equals 

the actuarial cost of the increased benefits. For this reason, HB 2322 is expected to have 

no actuarial impact on the system. 

 

Forfeiture 

Oklahoma. 2012 Okla. Sess. Laws, Chap. 46 (House Bill 2623) relates to the Teachers' 

Retirement System; provides that members who have final felony convictions forfeit 

retirement benefits; delays benefits until completion of deferred sentence; provides that 

members who have left active contributory service and who have certain final felony 

convictions forfeit retirement benefits; provides for rejection of claims; provides that 

suspension or forfeiture continues until conviction or plea is reversed; provides procedure 

for investigation and suspension of benefits. 

 

Governance 

Oklahoma. 2012 Okla. Sess. Laws, Chap. 109 (House Bill 2322) removes a statutory 

requirement that the Oklahoma Public Employees Retirement System (OPERS) include 

an estimate of the actuarial impact of potential future cost-of-living increases in its annual 

actuarial studies. This conforms to language enacted in Senate Bill 794 of 2011. The 

removal of the actuarial cost of potential COLAs has had a substantial effect in reducing 

the OPERS unfunded actuarial accrued liability. COLAs in Oklahoma are not automatic, 

but are periodically enacted. 

 

Oklahoma. 2012 Okla. Sess. Laws, Chap. 312 (House Bill 2320) provides that the board 

of trustees of the Teachers’ Retirement System (TRS) may invest the system’s assets in 

real property owned or acquired by the state. The board is authorized to invest up to 10 

percent of the system’s total assets in real property. The law also removes a statutory 

requirement that TRS include an estimate of the actuarial impact of potential future cost-

of-living increases in its annual actuarial studies, just as House Bill 2322 (see above) 

does for OPERS. 

2013 

Contribution Rates and Funding Issues 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 207 (Senate Bill 847) creates the Oklahoma 

Pension Stabilization Fund to reduce unfunded pension liabilities in the event of a budget 

surplus. General revenue collections that exceed amounts required for deposit in 

Oklahoma’s rainy day fund are now paid into the Pension Stabilization Fund. If one or 

more of the state pension systems has a funded ratio below 90 percent, legislators may 

appropriate stabilization fund dollars to reduce pension liabilities, prioritizing the pension 

system with the lowest funded ratio. The fiscal analysis accompanying Senate Bill 847 
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adds that the existence of such “spillover funds” is a rare revenue phenomenon, occurring 

only three times in the last 15 fiscal years. 

 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 165 (House Bill 2078) creates a new tier of 

benefits for new hires in the Oklahoma Firefighters Pension and Retirement System 

(FPRS) and raises employee and employer contribution rates for active members of the 

system. Effective Nov. 1, 2013, the law increases the employee contribution required for 

active members of the FPRS from 8 percent to 9 percent and increases the required 

employer contribution from 13 percent to 14 percent. The fiscal analysis accompanying 

House Bill 2078 estimated that these changes would result in $2.56 million per year in 

additional employer contributions (payable by employing municipalities) and 

approximately $2.56 million per year in additional employee contributions. The new law 

would also increase the share of insurance premium tax collections allocated to FPRS 

from 34 percent to 36 percent. The fiscal analysis anticipated a corresponding increase in 

system revenue of $4 million per year (the state’s general fund collections would 

decrease by the same amount). 

House Bill 2078’s modifications to the DROP provisions are discussed in the Deferred 

Retirement Option Plans (DROP) section of this report. Please see the section of this 

report entitled Defined Benefit Plan Changes for a discussion the bill’s modified age and 

service requirements for new hires. 

Cost of Living Adjustments 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 119 (Senate Bill 1115) eliminates a 

requirement that the Oklahoma Law Enforcement Retirement System Board adopt a 

COLA actuarial assumption in its annual actuarial valuation report. 

 

Defined Benefit Plan Changes 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 281 (Senate Bill 498) adjusts the retirement 

eligibility criteria for members of a county retirement system who have reached the age 

of 62 and served with the county for 15 years. Such retirees are no longer subject to an 

additional requirement that their final two years of qualifying service be consecutive, 

immediately preceding retirement. 

 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 388 (Senate Bill 1101) affects the volunteer 

firefighter members of the Oklahoma Firefighters Pension and Retirement System, 

increasing the number of years of credited service required before vesting and retirement 

eligibility to conform to similar requirements for paid firefighters under the terms of 

House Bill 2078. For new volunteer firefighters whose first service with a system 

employer occurs on or after Nov. 1, 2013, the vesting requirement will increase from 10 

to 11 years. New volunteer firefighters are eligible for monthly pension benefits once 
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they reach age 50 or attain 22 years of credited service (up from 20 years of credited 

service), whichever is later. 

The law modifies the pension benefit formula for volunteer firefighters that begin service 

as paid firefighters on or after Nov. 1, 2013 and that do not meet the vesting requirement 

(11 years) in their paid capacity. These firefighters are entitled to 1/22 (rather than 1/20) 

of a volunteer pension for each full year served in a volunteer capacity and 1/22 of 55 

percent (rather than 1/20 of 50 percent) of the average salary received for each full year 

of paid service. Volunteer firefighters that begin service as paid firefighters on or after 

Nov. 1, 2013 and that do meet the vesting requirement in their paid capacity can credit no 

more than five years of volunteer time to complete a 22-year paid pension. Remaining 

volunteer time is computed at 1/22 of a volunteer pension for each additional volunteer 

year. 

Finally, the law caps at 30 the number of years of credited service that may be factored 

into the calculation of retirement annuities for both pre- and post-Nov. 1, 2013 hires. 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 159 (House Bill 1325) affects the Public 

Employees Retirement System (OPERS) and extends the period over which final average 

compensation is calculated for new hires. Final average compensation will be based on 

the highest five years of participating service (out of the last 10) for members who join 

the system on or after July 1, 2013. The formula for members who joined prior to that 

date looks to the highest three years of participating service (out of the last 10). 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 318 (House Bill 1383) removes the “top base 

pay” option for average salary calculations used in determining monthly retirement 

allowances for certain participants in the Oklahoma Law Enforcement Retirement 

System. For new hires, retirement benefits will be based on their final average earnings 

and service. Top pay of active members in certain designated positions will no longer be 

used in determining the member’s final retirement benefit (certain retired members had 

been allowed to substitute the current salary of active members in comparable positions 

for their actual final average salary when calculating retirement benefits). 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 165 (House Bill 2078) creates a new tier of 

benefits for new hires in the Oklahoma Firefighters Pension and Retirement System 

(FPRS) and raises employee and employer contribution rates for active members of the 

system. 

Retirement Eligibility. FPRS members first employed on or after Nov. 1, 2013 are 

eligible for normal retirement at age 50 after 22 years of service. Old hires are eligible for 

normal retirement after only 20 years of service, with no age restriction. 

Vesting. The new law extends the vesting period for new hires from 10 to 11 years, with 

benefit eligibility commencing when the member turns 50 or when he would have 

completed 22 years of service, whichever is later. 
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House Bill 2078’s modifications to the DROP provisions are discussed in the Deferred 

Retirement Option Plans (DROP) section of this report. Its changes to employee and 

employer contribution rates and the allocation of insurance premium tax collections are 

discussed in the Contribution Rates and Funding Issues section of this report. 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 101 (House Bill 2079) eliminates the statutory 

reduction factors for early retirement by members of the Teachers’ Retirement System 

and provides that future adjustments to benefits for early retirees be determined in 

accordance with the actuarial equivalent factors adopted by the system’s board. 

Governance and Investment Policy 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 342 (House Bill 1477) adds the Director of 

Human Capital Management of the Office of Management and Enterprise Services as a 

member of the board of Oklahoma Public Employees Retirement System. 

 

Differed Retirement Option Plans (DROPs) 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 165 (House Bill 2078) creates a new tier of 

benefits for new hires in the Oklahoma Firefighters Pension and Retirement System 

(FPRS) and raises employee and employer contribution rates for active members of the 

system. For post-Nov. 1, 2013 new hires who participate in the DROP for the first time 

after that date, the new law establishes the rate of return on DROP deposits remaining in 

the account after severance from service. This rate equals the system investment 

portfolio’s actual rate of return less a minimum of one percentage point to offset 

administrative costs. Individuals must withdraw the balance of their DROP accounts by 

age 70 ½. 

 

Please see the section of this report entitled Contribution Rates and Funding issues for a 

discussion of House Bill 2078’s changes to FPRS employer and employee contributions 

rates. Please see the section of this report entitled Defined Benefit Plan Changes for a 

discussion the bill’s modified age and service requirements for new hires. 

Oklahoma. 2013 Okla. Sess. Laws, Chap. 388 (Senate Bill 1101) further modifies 

(beyond the changes set forth in House Bill 2078) the interest calculation for members of 

the Oklahoma Firefighters Deferred Option Plan, who begin service on or after Nov. 1, 

2013 and, after completing active participation in the DROP, maintain a balance in their 

DROP account. Interest is earned at the investment portfolio’s actual rate of return less 1 

percentage point (rather than a minimum of 1 percentage point) in order to offset 

administrative costs. The law also specifies that these new hires must receive a 

distribution of the entire balance remaining in their deferred option plan accounts on or 

before April 1 in the calendar year following their actual retirement date or following 

their attainment of 70 ½ years of age, whichever comes later. 
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APPENDIX D 

 

ALEC MODEL LEGISLATION 

PENSION REFORM 

  

Defined-Contribution Pension Reform Act 

Intent Section  

The Legislature finds that the defined-benefit model of retirement benefits for state and 

municipal employees is not fiscally sustainable. It is the intent of the Legislature, 

therefore, to direct the [state retirement board] to create and maintain a defined-

contribution program in which all state and municipal employees hired on or after [date], 

2011 will automatically enroll after [X] months of employment to become eligible to 

accrue retirement benefits.  

Short Title  

This Act shall be known and may be cited as the “Defined-Contribution Retirement Act.” 

Section 1.  

(A) Definitions: 

(1) “Defined-contribution retirement system” means a compensation system of post-

employment benefits which are accorded based upon  

(a) The percentage of salary the employer contributes  

(b) The percentage of salary the employee contributes  

(c)The investment return of the 401(k) plan to which the employer and employee 

contributions are made 

 (2) “Vested” or “vesting” refers to the point at which an employee has become eligible to 

receive benefits upon retirement.  

Section 2.  
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(A) Enrollment of current employees:  

(1) All current employees shall be transferred to the new defined-contribution retirement 

plan  

(2) All employee accrual in the existing defined-benefits retirement plan shall be 

immediately frozen and the accrued sums transferred to employee accounts in the new 

defined-contribution retirement plan. 

(B) Enrollment of new employees:  

(1)  State and municipal employees hired on or after [date], 2011 will automatically 

enroll after [X] months of employment.  

Section 3.  

(A) Contributions 

(1)  Upon enrollment, the employer shall contribute [X] percent of each employee’s 

salary toward a defined-contribution plan qualified under section 401(k) of the Internal 

Revenue Code.  

(1)   Upon enrollment, the employee must contribute [X] percent and may voluntarily 

contribute up to [X] percent of salary to the same 401(k) plan which receives the 

employer’s contributions.  

Section 4.  

(A) Vesting  

(1)  The full amount contributed by the employer to the employee’s plan vests after [X] 

years. The employee contribution to the plan vests immediately and is not subject to 

forfeiture. 

 Section 5.  

(A) Investment  
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(1) {Insert state} shall sponsor [X] investment funds eligible for use in the 401(k) plan, 

including a default fund into which contributions flow prior to vesting.  

(2)  Prior to vesting, the employer contributions will be directed into a default investment 

fund.  

(3)  Upon vesting, the employer contributions may be directed by the employee into a 

combination of available investment funds at [X] percent increments.  

(4)  The employee contributions which vest to the employee immediately are directed 

into a default investment fund but may be redirected by the employee into a combination 

of other available investment funds at [X] percent increments.  

(5)  Investment of such funds shall be self-directed and shall be administered by an 

agency of {insert state} on behalf of the employees and subject to annual audit by the 

state Comptroller, the results of which shall promptly be made available to all state and 

municipal workers and citizens of the state.  

Section 6.  

(A) Redemption  

(1) Upon completion of service, all vested contributions and returns in the 401(k) plan are 

eligible for redemption in full or in the form of an annuity by the employee.  

(2) At the employee’s election, all vested contributions and returns may be paid out in the 

form of an annuity for a time certain, for life, or for a joint and survivor annuity.  

Section 7.  

(A) Forfeiture  

(1)   If employee terminates employment prior to vesting, employer contributions are 

subject to forfeiture. 

(2)   Such contributions may become eligible for vesting again if the employee enters 

employment with the same or participating state employer within [X] years, at which 

point previous years worked are used to determine the vesting eligibility. 
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(3)   The retirement board shall set up a forfeiture account and specify its uses, which 

may include the subsidy or employer contributions.  

Section 8. 

For any pension or retirement system controlled by the state of {insert state} benefit 

enhancements must be concurrently funded at the time the benefit is authorized.  

Section 9. {Severability clause.}  

Section 10. {Repealer clause.}  

Section 11. {Effective date.}   

Approved by the ALEC Board of Directors, January 7, 2011. 

Amendments Approved by the ALEC Board of Directors, September 16, 2011. 

Amended by the Tax and Fiscal Policy Task Force at the Spring Task Force Summit, May 

3, 2013 

Amendments Approved by the ALEC Board of Directors on August 5, 2013. 
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APPENDIX E 

 

RANDY MCDANIEL, OKLAHOMA LEGISLATOR 

 Survey Response 

  

Patricia, 

  

Thank you for contacting my office. Below are my comments for your research project. 

  

“Pension reform is about honoring the past promises as well as being able to meet the 

workforce and economic challenges of the future.” 

  

“Oklahoma has made significant strides to reverse the downward trend of the state 

pension system. The situation has turned from a looming insolvency crisis to a clear 

pathway towards strength and stability.” 

  

“There are three key reasons for the system’s major improvement: Reforms to reduce 

future costs; ensuring adequate funding for the pension system even during times of 

budget shortfalls; and solid investment results despite low interest rates.” 

  

“There has been strong, wide-spread support for adequate annual funding. The political 

culture that led to the implementation of necessary reforms also illuminated the need for 

providing the required resources.” 

  

“For the many Oklahomans whose pension benefits rely on the strength and durability of 

the retirement system, the substantial improvement provides more peace of mind and 

economic security.” 

  

  

Randy McDaniel 
State Representative 

House District 83 
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APPENDIX F 

 

 RHODE ISLAND PENSION LEGISLATION 

NATIONAL CONFERENCE of STATE LEGISLATURES 

 

2001 

 
RE-EMPLOYMENT AFTER RETIREMENT 

 

Rhode Island. New legislation allows a retired teacher to substitute as a teacher at 

state schools and in the public schools of Rhode Island for a period of no more than 

90 days in any one school year without any forfeiture of or reduction in the retirement 

benefits and allowances the teacher is receiving as a retired teacher.  Chapter 199, 

Laws of 2001. 

 

2004 

Contribution Rates and Funding Issues 

Rhode Island. The State Retirement Board has recommended that the state increase its 

employer contribution for retirement plans for state employees and teachers from $196 

million for FY 2005 to $284 million for FY 2006.  Workers' contributions rates set in law 

at 8.75 percent of pay for state workers, 9.5 percent for teachers. The state’s contribution 

for state employees will increase from 11.51 percent of payroll this year, to 16.96 in FY 

2006. That for teachers will increase from .84 percent this year to 20.01 percent of 

payroll next year. The anticipated result will be an increase of $55.1 million, from $124.7 

million this year to $179.8 million next year in state and local payments toward the 

teachers' pension, with the state responsible for paying about 60 percent of that amount, 

and the cities and towns where each of these teachers work, the rest. The board decided 

against scaling back its assumed 8.25-percent rate of return on investment. Providence 

Journal September 14, 2004. 

 

Re-employment after Retirement 

Rhode Island. Chapter 379, Laws of 2004, increased the amount that a retired person who 

returns to service as a university or public school teacher or state employee may earn in a 

year from $12,000 to $15,000 without loss of retirement benefits: limited to specified 

kinds of re-employment. 

2005 

Benefit Calculation and Eligibility 

Rhode Island. Chapter 117, Laws of 2005, Article 7 changed retirement eligibility and 

benefit calculation provisions for teachers and general employees who were not vested 
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(at the 10-year requirement) on or before July 1, 2005. Previous-law eligibility 

requirements were age 60 with 10 years of service or at any age with 28 years of 

service. New minimum requirements are age 59 with 29 years of total service; age 60 

with 10 years of contributory service, or age 55 with 20 years of total service at an 

actuarial reduction. 

 

Benefit provisions were changed for the same groups as follows: 

 
Years of Service Previous Multiplier New Multiplier 
1 – 10 1.7% 1.6% 
11-20 1.9% 1.8% 
21-34 (Old plan) 3.0%  
35th  year  (Old plan) 2.0%  
21 -25 (New plan)  2.0% 

26 - 30 (New plan)  2.25% 

31  - 37 (New plan)  2.5% 

38th    (New plan)  2.25% 

The benefit cap was changed for the new plan. The old plan provision is a cap of 80% 

of final average compensation.  The new cap is 75%. 

 

Former law, still applicable to employees vested on or before June 30, 2005, provided for 

an annual COLA of 3%. New law delays any COLA until three years after retirement, 

and sets it at 3% or CPI, whichever is less, unless the CPI is negative. 

 

Contribution and Funding Issues 

Rhode Island. Chapter 117, Laws of 2005, Article 7, provides that in any year in which 

the actuarially determined state contribution rate for state employees or teachers is 

lower than that of the previous fiscal year, the governor shall recommend an 

appropriation to the system equal to 20% of the rate reduction to be applied to the 

actuarial accrued liability of the system. 

 

Studies 

Rhode Island. Chapter 117, Laws of 2005, Article 7, creates a special joint legislative 

oversight commission to study state employee retirement benefits. 

 

2007 

Divestment 

Rhode Island.  Chapters 79 and 93, Laws of 2007, address divestment. 
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2008 

Studies 

Rhode Island. House Resolution 40 (HB 7141) created a 19-member special House study 

commission to make a comprehensive study of all aspects of the state pension or 

retirement system. Report required no later than May 15, 2008. House Resolution 219 

extended the reporting date to July 31, 2008. 

 

2009 

Benefit Calculation and Eligibility 

Rhode Island. Article 7, Chapter 68, Laws of 2009 (HB 5983 substitute as amended) 

made substantial changes in provisions for eligibility for retirement and benefits for 

many categories of public employees. The revisions are estimated to save in the 

neighborhood of $50 million in general fund expenditures in FY 2010 (House and 

Senate estimates differ). 

 
For State employees and teachers who are NOT eligible to retire as of September 30, 
2009: 
Establishes a retirement age of 62 for all employees regardless of plan, with a 

methodology that proportionally changes age requirement based on years of service so 

the closer one is to retirement, the less the impact: 

Plan A members – proportional to 28 years or age 60 with 10 years (retain 80% cap); 

Plan B members – proportional to 59 and 29 years (retain 75% cap) 

NOTE: Plan B is the tier of pension provisions Rhode Island created in 2005 that 

provided a reduced package of benefits for members who had not at that time vested in 

the system and for all new members of the system. Plan A includes members who were 

vested (with 10 years of service credit) at that time. 
For Corrections and Nurses proportional to age 55 and 25 years. 
Bases average final compensation for pension calculation on 5 years rather than 3 years 

(as under previous law) for members who become eligible to retire on or after October 

1, 2009. 

Freezes service credits earned as of September 30, 2009 - but requires that all future 

accruals are earned at the Plan B schedule. 

Allows purchased credit to count toward total service time but not towards vesting (as 

in current law), and provides that credit must be purchased at full actuarial cost after 

June 16, 2009. 

Limits cost-of-living adjustments to the provisions in Plan B--3.0% or the change in 

CPI, whichever is lower. 

Must annually document disability status to Retirement Board; 

permanently disabled - continue current benefit of 66 2/3 of salary; 

Disabled from service - benefit reduced from 66 2/3 to 50% of salary. 

Judges – Salary basis is 5 consecutive highest years and the maximum benefit would be 
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80% for judges retiring under full pay and 65% under reduced pay – Applies only to 

judges engaged after July 1, 2009. 

 

Disability 

Rhode Island. Article 7, Chapter 68, Laws of 2009 (HB 5983 substitute as amended) 

requires that recipients of disability benefits must annually document disability status to 

Retirement Board; 
Permanently disabled - continue current benefit of 66 2/3 of salary; 
Disabled from service - benefit reduced from 66 2/3 to 50% of salary. 

 

2010 

Contribution Rates and Funding Issues 

Rhode Island. Public Law No. 2010-23 (HB 7397, the budget bill), Article 6, removes a 

statutory obligation to make certain payments to the state retirement system for state 

employees and for teachers. 

 

Cost of Living Adjustments 

Rhode Island. HB 7397 (the budget bill), Article 6, (to governor June 4) reduces post-

retirement benefit increases for state employees, teachers, justices, and judges who are 

ineligible for retirement as of the date of enactment. The legislation limits post –

retirement cost of living adjustments for future retirees to the first $35,000 of retirement 

benefits, with that base to be increased annually by the CPI-U or 3%, whichever is less. 

 

2011 

Contribution Rates and Funding Issues 

Rhode Island. Chapter 408, Laws of 2011 (Senate Bill 1111) revised the state defined 

benefit plan for state employees, teachers, and covered municipal employees to reduce 

employee required contributions and benefits for members as of July 1, 2012 and to 

add a defined contribution component for all members of the plan except State Police 

and judges. Among the changes are revisions to contribution rates. 

The state employee contribution to the DB plan will be reduced from 8.75% of salary 

to 3.75% and for teachers from 9.75% to 3.75%. For municipal employee members, 

the rate changes from 6% to 1% or from 7% to 2% for those who elect the cost-of-

living option. 

The three groups of employees listed above will all participate in a mandatory 

defined contribution plan. Employees will contribute 5% of salary and employers 

will contribute 1% of salary to the DC plan. 

For teachers who are not covered by Social Security, the DC plan contribution 

amounts will be 7% from employees and 3% from employers. 

For municipal police and firefighters who are not covered by Social Security, the DC 
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plan contribution amounts will be 8% from employees and 4% from local government 

employers. 

 

The legislation also extends the amortization period for the current unfunded liability 

from 19 years to 25 years, for a contribution reduction in FY 2013 of $62.3 million. 

Future net changes due to asset losses or gains or the effect of changes in assumptions 

will be amortized over individual 20-year periods. 

 

Cost of Living Adjustments 

Rhode Island. Chapter 408, Laws of 2011 (Senate Bill 1111) suspends cost-of-living 

adjustments to retirees’ benefits until the system is 80% funded, but allows for 

intermittent COLAs at five-year intervals before the target is reached. The target is 

80% funding aggregately for the Employees’ Retirement System, the Judicial 

Retirement Benefits Trust and the State Police Retirement Benefits Trust. The 

provision does not affect COLAs provided by the municipal systems within the state 

plan. 

 

The new COLA provisions are that a COLA will be equal to the difference between the 

five- year smoothed investment return and 5.5%, not to be less than zero and not to 

exceed 4%. It will apply to the first $25,000 of a member’s benefit, a limit that will be 

indexed to inflation annually whether or not a COLA is paid. The COLA that may be 

paid at five-year intervals until the 80% funding target is reached will be calculated 

according to the formula in this paragraph. 

 

Defined Benefit Plan Changes 

Rhode Island. Chapter 408, Laws of 2011 (Senate Bill 1111) revised the state defined 

benefit plan for state employees, teachers, and covered municipal employees to 

reduce employee required contributions and benefits for members as of July 1, 2012 

and to add a defined contribution component for members of the plan. 

 

Some features of the legislation will affect judges and public safely members of the 

state plan, but they will remain entirely covered by a defined benefit plan. The hybrid 

plan has, however, been extended to public safety employees of municipalities that 

are part of the state plan for municipal employees. The changes in this legislation do 

not affect separately administered municipal retirement plans in the state. 

 

The specific changes for the defined benefit component of the plan are as follows: 
Benefits accrued through July 1, 2012, remain unchanged. From that date forward, the 

benefit accrual rate will be 1% per year. 

From that date forward, benefits will be based on the average of a member’s highest 

five-year compensation rather than the present high three. The legislation provides that 

no member’s benefit at retirement will be less than the accrued benefit as of July 1, 

2012 (that is to say, the five-year base will not be applied retroactively). 
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Changes in contribution rates: 

The state employee contribution to the DB plan will be reduced from 8.75% of salary 
to 3.75% and for teachers from 9.75% to 3.75%. For municipal employee members, the 

rate changes from 6% to 1% or from 7% to 2% for those who elect the cost-of-living 
option. 

The three groups of employees listed above will all participate in a mandatory 
defined contribution plan. Employees will contribute 5% of salary and 
employers will contribute 1% of salary to the DC plan. 

For teachers who are not covered by Social Security, the contribution 
amounts will be 7% from employees and 3% from employers. 
For municipal police and firefighters who are not covered by Social Security, 
the contribution amounts will be 8% from employees and 4% from local 
government employers. 

  Employee contributions to DC accounts vest immediately.  

Employer contributions vest after three years. 

Vesting for DB benefits has been reduced from 10 years to five years. 

Age and service requirements: 

For normal retirement, increased to normal Social Security age with five 
years of service for state employees, teachers and general Municipal System 

Members. These provisions affect all current members who do not have five years of 

service as of June 30, 2012. 

Legislation in 2009 set normal retirement at age 62 with 10 years of service. The 2011 

legislation, like the 2009 legislation, provides transitional rules affecting all members 

presently qualifying for retirement under the new vesting period of five years. These 

rules provide that the more service credit a vested member has presently, the less that 

member’s age of retirement will be delayed despite the applicability of new retirement 

age requirements. However, such members would have to work for three years 

following July 1, 2012, to gain the employer’s share of contributions to their DC 

accounts. 

The hybrid plan does not apply to correctional officers covered in the state employee 

plan. Their benefit accrual rate has been modified. Current law provides higher accrual 

rates for service in excess of 30 years. The accrual rate for the first 30 years is 2% per 

year. For year 31, current law provides a rate of 6%, down to 3% for year 34. This law 

flattens those rates to 2% per year, except for current members with at least 25 years of 

service. The maximum benefit for correctional officers has been reduced from 80% of 

final average compensation to 75%. 

Correctional officers’ normal retirement provisions remain age 55 with 25 years of 

service, but those who do not attain 25 years of service cannot receive benefits until 

they reach Social Security age. 

Municipalities whose employees are covered in the state system have had either a 20 

year and out or a 25 and out plan for police and firefighters. This legislation removes the 

20 year and out option. Transitional rules will permit qualified members to retire at 52, 

but the normal retirement age will be 25 years of service or 55/10. 
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For state police, current law allows them to retire when their retirement benefit equals 

50% of three-year average compensation, and mandates retirement at age 62 or when 

the benefit equals 65% of average compensation. It also provides that those who have 

not earned a benefit of 50% at age 62 may continue to work until they do so and then 

must retire. This legislation reduces the benefit accrual rate from 2.5% to 2% with a 

maximum benefit of 65%, and therefore permits members to work to 33 years (up from 

limits of 25 years for those hired before July 1, 2007 and from 30 years for those hired 

since then). 

Judges will not participate in the DC plan, but contribution requirements have been 

increased from 8.75% to 12% except for sitting Supreme Court justices because of 

constitutional protections for them. 

 

Defined Contribution and Hybrid Plans 

Rhode Island. Chapter 408, Laws of 2011 (Senate Bill 1111) revised the state defined 

benefit plan for state employees, teachers, and covered municipal employees to 

reduce employee required contributions and benefits for members as of July 1, 2012 

and to add a defined contribution component for members of the plan. 

 

Teachers, state employees and MERS municipal plans would all participate in this new 

structure. Corrections officers, State Police, judges and MERS public safety personnel 

would not have a defined contribution plan. MERS public safety employees currently 

not participating in Social Security would have a supplemental defined contribution 

plan described further below. The key elements of the defined contribution component 

of the hybrid plan include: 

A mandatory 5.0 percent employee contribution and 1.0 percent employer 

contribution; 

Employees vest immediately, but three year vesting period for employer contributions; 

Teachers not participating in Social Security would have an additional 4.0 percent 

contributed to the defined contribution plan, of which 2.0 percent would come from the 

teacher and 2.0 percent paid by the local employer; 

MERS police and fire personnel not participating in Social Security would have an 

additional 6.0 percent contributed to the defined contribution plan, of which 3.0 percent 

would come from the employee and 3.0 percent paid by the local employer; and. 

The State Investment Commission is responsible for administering and providing 

employee investment support. 

 

Governance and Investment Policy 

Rhode Island. Chapter 408, Laws of 2011 (Senate Bill 1111) includes a number of 

provisions to begin to address deficiencies in the funding of locally-administered 

retirement plans in the state. According to the General Assembly, there are 36 such 

plans, of which half cover public safety employees. Others include general municipal 

employees as well. 
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The General Assembly reports that the 36 plans have combined total assets of $1.4 

billion as of June 30, 2010 and a combined Unfunded Actuarial Accrued Liability of 

$2.1 billion as of June 30, 2010, resulting in an overall funded ratio of 40.3%. Of the 36 

plans, 31 are less than 80% funded and 18 are less than 50% funded. 

 

Purchase of Service Credit 

Rhode Island. Chapter 408, Laws of 2011 (Senate Bill 1111) provides that purchases 

of service credit other than military service credit must be calculated at full actuarial 

cost after July 1, 2012. The full actuarial cost will be based on the plan’s assumed rate 

of investment return minus 1%. 

 

2013 

Divestiture 

Rhode Island. 2013 R.I. Pub. Laws, Chap. 225 (House Bill 5620) directs Rhode Island 

state pension funds or the state investment commission to identify and engage companies 

whose active business operations in Iran would be sanctionable under the federal Iran 

Sanctions Act. Companies that have business operations in Iran that persist become 

targets for divestment. Companies engaged in certain investment activities in Iran’s 

financial and energy sectors are also ineligible to enter or renew contracts with the state. 

The Act has a number of provisions that begin to address the pension deficiencies in 

the locally administered programs. They include: 

Requiring such plans to complete actuarial reviews by April 1, 2012, with the state 

reimbursing communities for 50 percent of the cost; 

Requiring the plans to complete an initial experience study no later than April 1, 2012, 

and every three years thereafter; 

Establishing a 14-member commission to review existing legislation and local 

pension plan administrative practices; 

Requiring all locally-administered pension plans with funded ratios below 60% to 

submit a pension funding improvement plan within 180 days; and 

Providing penalties for non-compliance, including the withholding of state aid. 
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APPENDIX G 

 NEW JERSEY PENSION LEGISLATION 

NATIONAL CONFERENCE of STATE LEGISLATURES 

2001 

Contribution Rates 

New Jersey. The Legislature reduced the normal contribution scheduled to be made by 

local governments to the Police and Firemen's Retirement System (PFRS) in April of 

2001 by $150 million. Under previous law, the 2001 PFRS normal contribution for local 

employers was approximately $225 million. Very favorable investment returns on 

pension assets in recent years generated sufficient excess assets to eliminate normal 

contributions from those employers in 2002. This law allows for the recognition of 

additional surplus investment returns on pension assets to reduce local employer normal 

contributions in 2001. Savings realized by counties and municipalities as a result of the 

reduction will be used for property tax relief. Chapter 44, P. L. of 2001 

 

The Legislature provided for a reduction in the member contribution for members of the 

Teachers’ Pension and Annuity Fund (TPAF). The current rate is 4.5 percent. Legislation 

provides that after 2001 the rate will be reduced equally with employer normal 

contributions but not by more than 2 percentage points, if the State Treasurer determines 

that excess valuation assets in the retirement fund will be used to reduce State normal 

contributions. 

Chapter 133, P. L of 2001. 

Defined Benefit Plan Changes 

New Jersey. The Legislature increased the formula for calculation of retirement benefits 

for state and local employee members of the Teachers’ Pension and Annuity Fund 

(TPAF) and the Public Employees Retirement System (PERS).  The benefit increases 

apply to current and retired members of both systems.  For Class B service, which has 

been the type of membership for TPAF and PERS since the mid 1950s, the benefit 

increase is from 1/60 of final average salary per year to 1/55 of FAS per year [equivalent 

to a multiplier increase from 1.667 percent to 1.818 percent]. The legislation also 

provides for the recalculation of benefits of retirees’ beneficiaries.  The legislation also 

reduces from 60 to 55 the minimum age for certain benefits for TPAF and PERS 

members with 35 or more years of service. [See Contributions; Funding Issues.]  P.L. 

2001, chapter 133. 
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Funding Issues 

New Jersey. Legislation provides that the actuarial value of assets for the Teachers’ 

Pension and Annuity Fund (TPAF) and the Public Employees Retirement System (PERS) 

for the valuation period ending June 30, 1999, will be the full market value of the assets 

as of that date.  Chapter 133, P. L of 2001 [The fiscal note for the legislation observes 

that the purpose of the revaluation is to fund the enhanced benefits provided by the bill – 

see Defined Benefit Plan Changes, above.  The revaluation results in remaining excess 

pension assets of 

$6.2 billion after the costs of the 2001 legislation are taken into consideration. The Office 

of Legislative Services has noted that if the revaluation had been as of April 30, 2001 

instead of the date selected for 1999, the remaining excess pension assets would total 

$3.8 billion rather than $6.2 billion because of intervening losses due to market 

conditions.] Fiscal Note, Senate No. 2450, State of New Jersey, 209th Legislature. 

Service Credit/Purchase of Service/Transfer of Credit 

New Jersey. This law allows a member of the Public Employees' Retirement System  

(PERS) or a member of the Teachers' Pension and Annuity Fund (TPAF) to transfer all 

service credit between the two retirement systems even though there was a period, not to 

exceed two years, of dual membership. 

Prior to this law, a transfer of service credit between PERS and TPAF was allowed only 

if there was no period of overlapping membership. If not vested in both accounts, this law 

allows a two year window in which to make the transfer. Chapter 6, P. L. of 2001 

Taxation 

New Jersey. Exclusion of military pensions and survivor's benefits of those under age 62 

from gross income for tax purposes. [The current gross income tax exemption applies 

only to those individuals over 62 years of age.] This bill takes effect immediately and will 

be retroactive to January 1, 2001. A-1256. 

2002 

Early Retirement Incentives 

New Jersey. 2002 New Jersey Laws, Chap. 23, creates an early retirement incentive 

program for state and specified other public employees, effective May 30, 2002, 

requiring retirement (varying for different groups of employees) by no later than the end 

of the fiscal year that affects the employees in question. 

 

The eligibility requirements and the additional benefits are as follows: 
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Employees who are at least 50 years of age with at least 25 years of service credit under 

the Public Employees' Retirement System (PERS) or the Teachers' Pension and Annuity 

Fund (TPAF) will receive three additional years of service credit. 

Employees who are at least 60 years of age with at least 20, but less than 25, years of 

service credit in PERS, TPAF or ABP, will receive payment by the retirement system or 

the State of retiree health care benefits on the same basis that the State currently pays for 

the coverage of retirees with 25 or more years of service credit. 

Employees who are at least 60 years of age with at least 10, but not more than 20, years 

of service credit in PERS, TPAF or ABP, will receive an additional pension or payment 

of $500 a month for 24 months following the date of retirement. 

Employees who are at least 55 years of age with 25 or more years of service credit in 

PERS or TPAF and who retire on a veteran's retirement will receive an additional 

pension in the amount of 3/55 of the compensation upon which the retirement allowance 

is based. 

When the needs of State government, a college or university, or a State autonomous 

authority so require, an employee electing to retire under the law may continue in 

employment for up to one year with the approval of the employer and the agreement of 

the employee. 

The Director of the Division of Pensions and Benefits is required to report annually for 

five years to the Joint Budget Oversight Committee on the aggregate costs and savings 

resulting from the enactment of this substitute. 

Taxation 

New Jersey. Continues phasing in the exclusion of retirement income from taxable 

income. 

 

2003 

Contribution Rates and Funding Issues 

New Jersey. Chapter 108, P.L. 2003, reduces for four years the pension contributions that 

local employers must make to the Public Employees' Retirement System of New Jersey 

(PERS) and the Police and Firemen's Retirement System (PFRS). 

 

The State Treasurer will reduce local employer PERS normal and accrued liability 

contributions to be a percentage of the amount certified annually by PERS as follows: 

20% for payments due in State fiscal year 2005; not more than 40% for payments due in 
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State fiscal year 2006; not more than 60% for payments due in State fiscal year 2007; and 

not more than 80% for payments due in State fiscal year 2008. Local employer PFRS 

normal and accrued liability contributions will similarly be reduced. 

The law also provides that, for the respective four-year periods during which local public 

employers' pension contributions to PERS and PFRS will be reduced, and for the year 

thereafter when the employers would again be subject to the full contribution 

requirement, the affected contribution payments shall be exempt from the limits imposed 

by the local budget "cap" law. 

Chapter 15 and chapter 42, Laws of 2003 (S-109 and 2-577), allow local governments to 

issue refunding bonds to retire the unfunded accrued liability resulting from the granting 

of early retirement incentive benefits to employees of their local units under the State's 

various pension systems. In essence, the bill would permit local units to "refinance" 

certain of their existing pension liabilities. 

The unfunded liability of a local unit accrues interest at 8.75 percent, the actuarially 

established rate of return for the State's various pension systems. This bill would allow a 

local unit to issue refunding bonds to fund the present value of the accrued liability, 

effectively financing an existing debt at a lower rate of interest. This bill would offer this 

option to counties, municipalities, boards of education and local boards, authorities and 

commissions that have unfunded liabilities due to early retirement incentive benefits 

granted under the 1991 and 1993 laws, and under P.L.1999, c.59. 

The Office of Legislative Services notes: 

At present, according to the Division of Pensions and Benefits, hundreds of local units 

have individual unfunded liabilities within the State administered pension systems. These 

unfunded liabilities were created when eligible employees of a local unit accepted the 

early retirement incentive benefits offered by the local unit pursuant to a series of laws 

adopted and effective in 1991 and 1993, and pursuant to P.L.1999, c59. These unfunded 

liabilities must be paid off by the local unit over a period of thirty-three years, although 

some local units have opted to fund the liability over shorter periods of time. In CY 2000, 

these units made payments in excess of $66 million on these debts. As of June 30, 1999, 

the present value of these debts were believed to exceed $594 million. 

 

Defined Benefit Plan Changes (Including Partial Lump-Sum Options) 

New Jersey. Chapter 108, P.L. 2003, provides for an increase to the special retirement 

benefit for members of the Police and Firemen's Retirement System (PFRS) beginning 

with the fiscal year following the adopted valuation report for the retirement system 
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which indicates a funded level in excess of 104%. PFRS members who have 25 or more 

years of service are currently eligible for a pension of 65% of final compensation, plus 

1% of final compensation multiplied by the number of years of creditable service over 25 

but not over 30 (70% maximum). This law will increase that benefit to a pension of 70% 

of final compensation, plus 1% of final compensation for each year of creditable service 

over 25 but not over 30 (75% maximum) once the funded level exceeds 104%. 

 

The law also provides for the establishment in PFRS of a benefit enhancement fund to 

which will be credited an amount of excess valuation assets for the valuation period 

beginning with the valuation report which indicates a funded level of 104%. The amount 

of excess valuation assets credited to the benefit enhancement fund will not exceed the 

present value of the expected additional normal and accrued liability contributions 

attributable to the increase in the PFRS special retirement benefits payable on behalf of 

the active PFRS members. No additional excess valuation assets will be credited to the 

benefit enhancement fund after the maximum amount is attained. The normal and 

accrued liability contributions for this increase in PFRS benefits for active employees 

will be paid from the benefit enhancement fund. If fund assets are insufficient to pay 

those contributions for a valuation period, the retirement system will pay the amount not 

covered by assets from the benefit enhancement fund. 

Early Retirement Incentives 

New Jersey. Chapters 127, 128, 129 and 130, P.L. 2003, authorize early retirement 

incentive programs for various local governments and educational institutions, with the 

authorization effective for one year, at the discretion of the employer government. 

Incentives include enhanced pension and health benefits. The cost of the enhanced 

benefits will be funded by the public agency or instrumentality that elects to participate 

through employer contributions to be paid over 15 years. 

 

2004 

Alternative Retirement Plans 

New Jersey. Senate Bill 1967 (not enacted in October 2004) addresses the desire of some 

higher education employees to change their retirement plan from a defined contribution 

plan to the state defined benefit plan. Current law requires faculty and officers of 

institutions of public higher education to be members of the Alternative Benefit Plan 

(ABP), a defined contribution plan.  This bill would require anyone who enters such a 

position with 10 years or more membership in TIAA/CREF or the New Jersey Public 

Employees Retirement System to continue membership in that plan.  In addition, the bill 

allows any person who (1) is employed by a county college or community college as a 

full-time officer, full-time member of the faculty, a regularly appointed teacher or an 

administrative staff member; (2) is a member of the ABP; and (3) was previously a 

member of either the TPAF or the PERS and elected to transfer to the ABP to transfer 
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back to the TPAF or PERS, if the person files an application within six months of the 

effective date of the bill. 

 

2005 

Studies 

New Jersey. Acting Governor Richard J. Codey created the Benefits Review Task Force 

on May 25, 2005, and charged it with 

"Examining the current laws, regulations, procedures and agreements governing the 

provision of employee benefits to State and local government workers; analyzing the 

current and future costs of the benefits; comparing the level of benefits provided to 

government employees in this State to the benefits provided to other workers; 

recommending changes to the laws, regulations, procedures and agreements designed to 

control the costs of such benefits to the State's taxpayers, while ensuring the State's public 

employees a fair and equitable benefit system." 

The task force report, released on December 1, 2005, is available at 

http://www.state.nj.us/benefitsreview/final_report.pdf. 

2007 

Contribution Rates and Funding Issues 

New Jersey. Chapter 103, Laws of 2007 (AB 5005) establishes higher employee 

contribution rates for various public employee retirement systems. It increases from 5% 

to 5.5% the member contribution rate for the Teachers’ Pension and Annuity Fund 

(TPAF), the Public Employees’ Retirement System (PERS), and the Defined 

Contribution Retirement Program (DCRP). 

It caps the amount of compensation on which contributions to the defined benefit plans 

will be made. Under current law, base salary is used for members of PERS and TPAF to 

determine contributions and benefits. This bill imposes a cap on base salary pegged to the 

annual maximum wage contribution base for Social Security, and requires that for 

amounts earned above the Social Security annual maximum wage contribution, a person 

will be eligible for membership in the DCRP with regard to the portion of the salary over 

the maximum. 

Defined Benefit Plan Changes 

New Jersey. Chapter 92, Laws of 2007 (SB 17, AB 21), §20, effective January 1, 2008, 

prohibits a person performing professional services for a political subdivision of this 

State or of a board of education, or of any agency, authority or instrumentality thereof, 

under a professional services contract from becoming a member of the PERS. In addition, 

the bill provides that a person who performs professional services will not be eligible, on 

http://www.state.nj.us/benefitsreview/final_report.pdf
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the basis of performance of those professional services, for membership in the PERS, if 

the person meets the definition of independent contractor as set forth in regulation or 

policy of the federal Internal Revenue Service for the purposes of the Internal Revenue 

Code. While a person performing professional services will continue to accrue service 

credit during the term of any current contract, the person will no accrue service credit for 

the performance of those services after the contract expires. 

§21 requires the Division of Pensions and Benefits to investigate increases in 

compensation reported for credit in the various State-administered retirement systems, 

which is a codification of a current regulation. 

§§42 to 46 limit, at the local government and school district level, the payment of 

supplemental compensation to $15,000 at the time of retirement for unused sick leave for 

elected and certain appointed officials. Those who have accrued supplemental 

compensation based upon unused sick leave at the time the bill is enacted, at the 

expiration of a contract in effect at that time, or upon becoming such an elected or 

appointed official will be eligible to receive the amount so accumulated or not more than 

$15,000, whichever is greater. The carry-forward of unused vacation leave is also limited 

for these same local government and school district officials, to one successive year. 

Defined Contribution Plans 

New Jersey. Chapter 92, Laws of 2007 (SB 17, AB 21), §§ 1-19, establishes a Defined 

Contribution Retirement Program for elected and certain appointed officials and for 

retired elected officials who choose to participate in the program. The program becomes 

operational on July 1, 2007. State and local government employers will contribute to the 

program three percent of the employee’s base salary; group life insurance and the option 

for disability benefits coverage will be provided to participants. Participants will 

contribute five percent of their salary. Participants in the program will be allowed to 

allocate their contributions and the contributions of their employer into investment 

alternatives as determined by the new program board.  A Defined Contribution 

Retirement Program Board is established. Service credit earned in the defined 

contribution retirement program would be excluded from service required for employer-

paid health care benefits in retirement. The legislation does not provide for transfer of 

membership from any other public retirement plan to this plan. 

 

Forfeiture of Benefits 

New Jersey. Chapter 49, Laws of 2007 (SB 14) imposes mandatory imprisonment and 

mandatory forfeiture of pension and retirement benefits for public officers or employees 

convicted of certain crimes involving or touching their office or employment. This bill 

amends current law concerning forfeiture of public office to include a definition of the 
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phrase concerning crimes and offenses “involving or touching” public office or 

employment, in accordance with the definition set forth by the New Jersey Supreme 

Court in McCann v. Clerk of the City of Jersey City, 167 N.J. 311 (2001). 

The act clarifies that the board of trustees of a State or local pension fund can order 

forfeiture of “earned service credit” and provides that the board of trustees can implement 

any pension forfeiture ordered by a court pursuant to the substitute. The bill would 

require mandatory pension forfeiture for crimes or offenses involving or touching the 

office, position or employment for specified crimes. 

Currently, a member whose pension is forfeited receives a refund of his own 

contributions to the fund or system, and this bill is not intended to change this practice, 

except under certain instances. Contributions are considered part of the employee’s salary 

and not part of the pension benefit. 

The act provides mandatory terms of imprisonment for conviction of any of the listed 

crimes. The act provides that a State, county or local employer participating in a pension 

fund or retirement system would be responsible for reimbursement to the pension fund or 

retirement system of all pension costs incurred by the pension fund or retirement system 

following any settlement agreement between the employer and an employee that provides 

for the employer not to pursue any civil or criminal charges or an action for misconduct 

against the employee. 

Governance and Investment Policy 

New Jersey. Chapter 92, Laws of 2007 (SB 17, AB 21), §§ 23 to 28 remove language 

from existing law that permits the State Treasurer to reduce the amount of normal 

contributions needed to fund the various State-administered retirement systems when 

excess assets are available and requires each system to use consistent and generally-

accepted actuarial standards. Any modification of the assumption or actuarial 

methodology at the direction of the State that changes asset values will require public 

disclosure and a financial impact analysis prior to adoption. 

 

2008 

Benefit Calculation and Eligibility 

New Jersey. SB 1962 raises normal retirement age for public employees and teachers' 

systems from 60 to 62 for those who become members after the effective date of the bill 

(previously 55/25 or age 60); increases membership eligibility for teachers from 

minimum annual compensation of $500 to $7,500 and for public employees from $1,500 

to $7,500, with the minimum to be adjusted annually by CPI but by no more than 4% a 

year; ineligible persons may enroll in the Defined Contribution Retirement Program. 
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Early Retirement Incentives 

New Jersey. Chapter 21, Laws of 2008 (A 2802/S 2044), provides additional retirement 

benefits to certain employees of state government; provides for an early retirement 

incentive program which includes additional compensation and health benefits; regulates 

the purchase of service credit to qualify for the program; allows a retired employee to be 

reemployed for emergency management purposes; limits the number of employees hired 

thereafter to fill vacancies created to ten percent of those employees who retired. 

The intent of the legislation is to induce around 2,100 employees to retire in addition to 

the 1,000 who could usually be expected to do so. The policy goal is to reduce the state 

workforce so as to save about $90 million in compensation a year. 

The act provides additional service credit to employees who are 58 or old with at least 25 

years of service, so as to increase their retirement benefit by 5.45% (and somewhat higher 

for veterans). 

Employees who are 60 or older with 20 to 25 years of service will be eligible for post-

retirement health benefits. Those who are 60 or older with at least 10 but less than 20 

years of service are offered $12,000 paid over 24 months, not a pension benefit increase. 

Eligible employees may not purchase additional service credit after the effective date of 

the act and cannot return to executive branch employment for three years. Judicial 

employees may not return to judicial branch employment for three years. Employers have 

the power to require an eligible employee to delay retirement for one year. [The 

Philadelphia Inquirer reported on July 30 that about 1,500 New Jersey employees had 

accepted the offer, which closed on July 15, according to preliminary figures.] 

2009 

Contribution Rates and Funding Issues 

New Jersey. Chapter 19, Laws of 2009 (SB 21), provides for an reduction in the 

contributions that local employers must make to the Public Employee Retirement system 

(PERS) and the Police and Firefighters Retirement System during fiscal year 2009.  The 

state treasurer will reduce the normal and accrued liability contributions of local 

employers to 50 percent of the amount certified annually by the PERS and PFRS for 

payments due in fiscal year 2009. 

 

2010 

Contribution Rates and Funding Issues 

New Jersey. Public Law 1 of 2010 (SB 2) provides that beginning on July 1, 2011, the 

state is to make in full the annual employer’s contribution, as computed by the actuaries, 
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to all state retirement systems. The state would be in compliance with this requirement 

provided it makes a payment, to each state-administered retirement system or fund, of at 

least 1/7th of the full contribution, as computed by the actuaries, in the fiscal year 

commencing July 1, 2011 and makes a payment in each subsequent fiscal year that 

increases by at least an additional 1/7th until full payment of the full contribution is made 

in the eighth fiscal year and thereafter. 

 

The budget enacted on June 29, 2010, for FY 2011 provides that the state will not make 

its scheduled contribution to the state retirement funds for FY 2011. Full funding of these 

contributions would total $3.1 billion in FY 2011. 

 

Source: Office of Legislative Services, Analysis of the New Jersey Budget: 

Interdepartmental Accounts, p. 6. 

http://njleg.state.nj.us/legislativepub/budget_2011/interdepartmental_accounts11.pdf. 

 

Defined Benefit Plan Changes 

New Jersey. Public Law 1 of 2010 (SB 2) made numerous changes to the state-

administered retirement systems concerning eligibility, the retirement allowance formula, 

the definition of compensation, the positions eligible for service credit, the non-

forfeitable right to a pension, the enrollment waiver, the prosecutor’s part of the Public 

Employee Retirement System (PERS), special retirement under the Police and Firemen’s 

Retirement System (PFRS) and employer contributions to the pension systems. 

 

Specifically the bill provides that: 

1) New members in the Teachers’ Pension and Annuity Fund (TPAF) and the PERS 

will be eligible only if their hours of work are 35 or more per week for State 

employees and 32 or more for per week for political subdivision employees. 

Persons not eligible for TPAF or PERS because the hours of work are fewer than 

required may be eligible for enrollment in the Defined Contribution Retirement 

Program (DCRP). The membership compensation threshold for the DCRP is 

increased to $5,000 from $1,500. 

2) The multiplier for retirement calculation purposes, other than for veterans’ and 

disability benefits, for new PERS and TPAF members will be changed from 1/55 

to 1/60, the pre-2001 level. 

3) Maximum compensation upon which contributions will be made for PFRS and 

State Police Retirement System (SPRS) purposes for new police officers, 

firefighters, and State Police officers who become members of those systems will 

be the amount of base salary equivalent to the annual maximum wage 

contribution for Social Security, pursuant to the Federal Insurance Contributions 

Act, with a member becoming a participant of the DCRP with regard to any 

amount over the maximum. [This change was previously enacted for other plans.] 

4) The retirement allowance for a new member of the TPAF or PERS will be 

calculated using the average annual compensation for the highest five years of 

http://njleg.state.nj.us/legislativepub/budget_2011/interdepartmental_accounts11.pdf
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service (increased from the three highest years of service), and for a new member 

of the PFRS and SPRS will be calculated using the average annual compensation 

for the three highest years of service as opposed to compensation in the final year 

of service. 

5) A person will be eligible for membership in the PERS or TPAF based upon only 

one position of several that may be held concurrently. The retirement system will 

designate the position providing the highest compensation as the basis for 

membership, contributions, and pension calculations. 

6) New members of the TPAF, the Judicial Retirement System (JRS), the Prison 

Officers’ Pension Fund, PERS, the Consolidated Police and Fireman’s Pension 

Fund, the PFRS, and the SPRS will not have a non-forfeitable right to receive 

benefits upon the attainment of five years of service credit. 

7) The state, beginning July 1, 2011, is to make in full the annual employer’s 

contribution, as computed by the actuaries to the TPAF, the JRS, the Prison 

Officers’ Pension Fund, the PERS, the Consolidated Police and Fireman’s 

Pension Fund, the PFRS, and the SPRS. The state would be in compliance with 

this requirement provided it makes a payment, to each state-administered 

retirement system or fund, of at least 1/7th of the full contribution, as computed by 

the actuaries, in the fiscal year commencing July 1, 2011 and makes a payment in 

each subsequent fiscal year that increases by at least an additional 1/7th until full 

payment of the full contribution is made in the eighth fiscal year and thereafter. 

 

The cumulative state and local savings from FY 2013 to FY 2026 are projected to total 

$1.6 billion and $1.16 billion, respectively, excluding the provision requiring phasing-in 

of full actuarial contributions. The Department of the Treasury indicates that the 

provision of this bill requiring the State to make its full annual pension contribution, 

phased in over seven years, will result in a payment by the State of at least $540.3 million 

in FY 2012, $1.156 billion in FY 2013, and $1.884 billion in FY 2014. The State’s full 

contributions for these fiscal years are estimated to be $3.477 billion for FY 2012, $3.705 

billion in FY 2013, and $3.923 billion in FY 2014. 

 

The final version of the bill omitted a provision passed by the Senate that would have 

allowed new employees covered by any of the state systems or a person already enrolled 

but with less than 10 years of service credit, to choose either to be enrolled in the relevant 

retirement system, enrolled in the defined contribution plan, or to withdraw entirely from 

enrollment in any State-administered retirement system. 

 

2011 

Contribution Rates and Funding Issues 

New Jersey. Chapter 78, Laws of 2011 (Senate Bill 2937), makes various changes to the 
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manner in which the Teachers’ Pension and Annuity Fund (TPAF), the Judicial 

Retirement System (JRS), the Public Employees’ Retirement System (PERS), the Police 

and Firemen’s Retirement System (PFRS), and the State Police Retirement System 

(SPRS) operate and to the benefit provisions of those systems. 

The bill provides for increases in the employee contribution rates: 

For TPAF and PERS, including legislators, Law Enforcement Officer (LEO) members, 

and workers’ compensation judges), from 5.5% to 6.5% plus an additional 1% phased-in 

over 7 years beginning in the first year, after the bill’s effective date; For JRS, from 3% 

2% for JRS phased in over seven years; 

For PFRS members and members of the Prosecutors Part of PERS, from 8.5% to 10%; 

and for SPRS members, from 7.5% to 9%. 

Cost of Living Adjustments 

New Jersey. Chapter 78, Laws of 2011 (Senate Bill 2937), makes numerous changes to 

the operations and benefit provisions of state-administered retirement plans. It terminates 

post- retirement cost-of-living adjustments for current and future retirees, and provides a 

mechanism for their potential reactivation when the retirement plans meet specified 

funding ratios in the future. The mechanism is described below in Section 10: 

Governance and Investment Policy. 

 

Defined Benefit Plan Changes 

New Jersey. Chapter 78, Laws of 2011 (Senate Bill 2937), makes various changes to the 

manner in which the Teachers’ Pension and Annuity Fund (TPAF), the Judicial 

Retirement System (JRS), the Public Employees’ Retirement System (PERS), the Police 

and Firemen’s Retirement System (PFRS), and the State Police Retirement System 

(SPRS) operate and to the benefit provisions of those systems. 

New members of TPAF and PERS will need 30 years of creditable service and age 65 for 

receipt of the early retirement benefit without a reduction of 1/4 of 1% for each month 

that the member is under age 65. TPAF and PERS members enrolled before November 1, 

2008 are eligible for a service retirement benefit at age 60 and members enrolled on or 

after that date are eligible at age 62. New members will be eligible for a service 

retirement benefit at age 65. 

A new PFRS member’s special retirement benefit will be 60% of final compensation, 

plus 1% of final compensation multiplied by the number of years of creditable service 
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over 25 but not over 30, instead of the current benefit of 65% of final compensation plus 

1% for each year of service over 25 but not over 30. 

Elected Officials’ Retirement Programs 

New Jersey. Chapter 78, Laws of 2011 (Senate Bill 2937), makes various changes to the 

manner in which the Teachers’ Pension and Annuity Fund (TPAF), the Judicial 

Retirement System (JRS), the Public Employees’ Retirement System (PERS), the Police 

and Firemen’s Retirement System (PFRS), and the State Police Retirement System 

(SPRS) operate and to the benefit provisions of those systems. 

The bill repeals language that allows a member of PERS or PFRS to retire while holding 

an elective public office covered by PERS or PFRS and continue to receive the full salary 

for that office, if the member’s PERS or PFRS retirement allowance is not based solely 

on service in the elected public office. It also provides that the PFRS or PERS retirees 

who were granted a retirement allowance under those sections prior to the bill’s effective 

date and are currently in an elective office covered by either of those systems may 

continue to receive their pension benefit and salary for the elective office. 

Governance and Investment Policy  

New Jersey. Chapter 78, Laws of 2011 (Senate Bill 2937), makes various changes to the 

manner in which the Teachers’ Pension and Annuity Fund (TPAF), the Judicial 

Retirement System (JRS), the Public Employees’ Retirement System (PERS), the Police 

and Firemen’s Retirement System (PFRS), and the State Police Retirement System 

(SPRS) operate and to the benefit provisions of those systems. 

The bill establishes new pension committees as follows, to be appointed when the system 

or part of a system to which they appertain shall have reached a targeted funded ratio. 

The term―target funded ratio [in non-technical language] means a funded ratio of 75% in 

fiscal year 2012, which is to increase annually by equal increments in each of the 

subsequent seven fiscal years, until the ratio reaches 80 percent at which it is to remain 

for all subsequent fiscal years: 

One 8-member committee for the TPAF and one for the SPRS; 

Two 8-member committees in the PERS, one for the State part of the PERS and one for 

the local part of the PERS; and 

Two 10-member committees in the PFRS, one for the State part of the PFRS and one for 

the local part of the PFRS. 
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Half of the members of each committee will be appointed by the Governor to represent 

public employers and half appointed by certain unions whose members are in the 

retirement system. When a target funded ratio for the system or part of the system is 

achieved, each committee will have the discretionary authority to modify the: member 

contribution rate; formula for calculation of final compensation or final salary; fraction 

used to calculate a retirement allowance; age at retirement; and benefits provided for 

disability retirement. A committee will not have authority to change the number of years 

required for vesting. 

The term ―target funded ratio means a ratio of the actuarial value of assets against the 

actuarially determined accrued liabilities expressed as a percentage that will be 75% in 

fiscal year 2012, and increased annually by equal increments in each of the subsequent 

seven fiscal years, until the ratio reaches 80% at which it is to remain for all subsequent 

fiscal years. 

The committees of these systems will have the authority to reactivate the cost of living 

adjustment on pensions and modify the basis for the calculation of the cost of living 

adjustment and set the duration and extent of the activation. A committee must give 

priority consideration to the reactivation of the cost of living adjustment. 

The bill also provides a revised amortization schedule for the funds. Beginning with the 

July 1, 2018 actuarial valuation, the accrued liability contribution shall be computed so 

that if the contribution is paid annually in level dollars, it will amortize over a closed 30 

year period. 

Beginning with the July 1, 2028 actuarial valuation, when the remaining amortization 

period reaches 20 years, any increase or decrease in the unfunded accrued liability as a 

result of actuarial losses or gains for subsequent valuation years shall serve to increase or 

decrease, respectively, the amortization period for the unfunded accrued liability, [with 

additional provisions in case actuarial losses should extend the amortization period for 

more than 20 years from 2028]. 

The bill also provides that each member of the TPAF, JRS, Prison Officers' Pension 

Fund, PERS, Consolidated Police and Firemen's Pension Fund, PFRS, and SPRS will 

have a contractual right to the annual required contribution made by the employer or by 

any other public entity. The contractual right to the annual required contribution means 

that the employer or other public entity must make the annual required contribution on a 

timely basis and that the retirement benefits to which the members are entitled by statute 

will be paid upon retirement. 
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The failure of the state or any other public employer to make the annually required 

contribution will be deemed to be an impairment of the contractual right of each 

employee. The Superior Court will have jurisdiction over any action brought by a 

member of any system or fund or any board of trustees to enforce the contractual right set 

forth in this bill. The state and other public employers will submit to the jurisdiction of 

the court and will not assert sovereign immunity in such an action. If a member or board 

prevails in such the court may award that party reasonable attorney’s fees. 

The bill also provides that the rights reserved to the state in current law to alter, modify, 

or amend such retirement systems and funds, or to create in any member a right in the 

corpus or management of a retirement system or pension fund, cannot diminish the 

contractual right of employees established by this bill. 

Taxation of Retirement Income 

New Jersey. Senate Bill 2345, vetoed by the governor on February 18, 2011, would have 

expanded the amounts of personal income exempted from personal income tax for people 

over 62. It would have exempted income up to $100,000 and phased out the exemption 

for amounts between $100,000 and $110,000. The estimated revenue loss of the 

legislation was 

$62.4 million to $64.8 million in FY 2012 and FY 2013, with annual increases thereafter. 

2012 

Contribution Rates and Funding Issues 

New Jersey. Senate Concurrent Resolution 110 (passed by both chambers and filed with 

the Secretary of State; does not require the governor’s signature) proposes a 

constitutional amendment that clarifies the legislature’s authority to enact laws that 

deduct contributions from the salaries of Supreme Court Justices and Superior Court 

Judges to help fund their employee benefits, which include their pension and health care 

coverage. The amendment specifically concerns only these justices and judges, as only 

their salaries are referenced and protected from various reductions during their terms of 

appointment under the current provisions of Article VI, Section VI, and paragraph 6 of 

the New Jersey Constitution. 

 

The amendment responds to a question raised in a 2011 lawsuit, DePascale v. State, 

MER-L-1893-11, filed after the legislature passed and the governor signed into law 

P.L.2011, c.78. That law increased the contributions to be deducted from the salaries of 

current and future Supreme Court Justices and Superior Court Judges (as well as other 

public employees), starting in October 2011. The lawsuit, which was appealed to the 
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State’s Supreme Court argued for stopping the higher contributions with respect to 

currently appointed justices and judges, citing to the Constitution’s Article VI, Section 

VI, paragraph 6, which states that salaries for justices and judges “shall not be diminished 

during the term of their appointment.” 

The amendment adds language to that provision to clarify that benefit contributions may 

be deducted from justices’ and judges’ salaries during their terms as set from time to time 

by law. It would become part of the New Jersey Constitution immediately upon approval 

by the voters, and make the higher benefit contribution requirements of P.L.2011, c.78 

applicable to all current and future justices and judges as of that date. 
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APPENDIX H 

SUMMARY STATE PENSION LEGISLATION  

(all 50 states) 

 

National Conference of State Legislatures 

2001-2013 

 

National Conference of State Legislatures’ staff provides an overview of the annual state 

pension legislation and is summarized below: 

2001 

The two issues that received the most attention in 2001 legislation were benefit formula 

increases and provisions to encourage retired teachers (and in some states other public 

employees) to return to covered employment.  

2002 

Major changes in state retirement policy were rare in 2002 state legislation.  A notable 

exception was the Nebraska Legislature’s enactment of a cash-balance plan as an optional 

retirement plan for county and state employees.  

2003 

Fiscal, economic, and funding concerns dominated state retirement legislation in 2003. A 

number of states--California, Illinois, Kansas, New Jersey, Oregon, West Virginia and 

Wisconsin--authorized pension obligation bonds to address state or local current funding 

issues or actuarially accrued unfunded liabilities.   New York authorized local 

governments to bond for any contributions in excess of 7 percent of salaries for FY 2005. 

Some states increased mandatory contribution rates by statute, including Connecticut, 

Florida, Kansas, Massachusetts, Missouri, Nebraska and Washington. Many states do not 

require legislation to increase contribution rates. 

2004 

Legislation in 2004 reflected concerns over the financial and administrative management 

of public retirement programs. Major concerns about the management of pensions 

systems in Ohio were addressed in Senate Bill 133. Louisiana strengthened legislative 

oversight of the state retirement systems, requiring legislative approval of budgets and 

proposals for benefits increases.  
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2005 

The Alaska Legislature became the first legislature in a decade to replace a statewide 

defined benefit plan with a defined contribution plan, doing so for the state plans that 

covered public employees and teachers. West Virginia moved in the opposite direction, 

closing its defined contribution plan for teachers to new enrollment and reopening the 

Teachers Retirement System defined benefit plan that was closed in 1991.   

2006 

The long-term security of defined benefits was the issue of broadest concern to state 

legislatures in 2006 as it was in 2005. Legislation included reduction of future benefits 

for new employees, caps of future cost-of-living adjustments, and increases in employee 

contribution levels. 

2007 

Sustaining defined benefit plans for the long haul continued to be the major concern of 

public retirement policy in 2007. No legislature appears to have improved the benefit 

package for a large plan for public employees or teachers in 2007. Kansas revamped its 

entire state retirement system. 

2008 

Sustaining defined benefit plans for the long haul continued to be the major concern of 

public retirement policy in 2008, just as it was in 2007. Benefit increases were rare and 

were moderate where they existed. A number of states revised their retirement plans to 

reduce benefits for future employees compared to commitments to current employees. 

2009 

The principal theme in pension legislation in 2009 was the need to make future pension 

costs manageable in the light of states' straitened fiscal circumstances and the enormous 

losses most retirement trust funds have experienced. Few benefit increases were enacted, 

and reductions in various forms appeared in a number of states. 

2010 

Continued focus on reducing costs, revising benefit structures. Increase in pension 

legislation enacted, studies, and commissions formed to recommend future changes. 
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2011 

Even more state legislatures enacted significant retirement system changes in 2011 than 

did so in 2010: 29 in 2011, compared to 21 in 2010. Since some states revisited the topic, 

in all, 41 states enacted significant revisions to at least one state retirement plan in 2010 

or 2011. 

Rhode Island enacted the most dramatic revision of a statewide plan in 2011. Legislation 

passed in November will close the defined benefit plans that cover state employees 

(except for judges and some public safety members), teachers, and many municipal 

employees in the state. All current members (as of July 2012) will be transferred to a 

hybrid plan that will consist of a reduced defined benefit plan and an individual account 

for each member. 

Unlike the hybrid plans adopted in 2010 by Michigan and Utah, the Rhode Island plan 

will require both members and employers to contribute to the individual member 

accounts; members may not opt out. For most members, contributions are unchanged, 

although the allocation of the contributions changes. 

2012 

Ten states made major structural changes in state retirement plans in 2012. Kansas, 

Louisiana and Virginia replaced defined benefit plans with cash balance or hybrid plans 

for new employees. Michigan added an optional defined contribution plan for public 

school employees. 

Note: Louisiana’s plan was ruled unconstitutional and is not recorded as a change to 

benefits for future employees. 

2013 

In 2013, six states made major structural changes in state retirement plans. Kentucky and 

Tennessee replaced public employee defined benefit plans with cash balance or hybrid 

plans, and Arizona closed the defined benefit plan for elected officials and created a 

defined contribution plan. Note: Elected officials pension plans were not included in the 

study and the Arizona change is not recorded as a change to benefits for future 

employees. Several made structural changes to existing defined benefit plans, including 

creating new tiers for new hires. More than a dozen states modified contribution rates or 

funding formulas. Additionally, nine states reduced annual cost of living adjustments for 

large classes of public employees. 
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APPENDIX I 

Pension 
ID# (in 
Public 

Pension 
Plan 

Database) 

Plan Name  

200
1 

200
2 

200
3 

200
4 

200
5 

200
6 

200
7 

200
8 

200
9 

201
0 

201
1 

201
2 

201
3 

Total 
Observations* 

1 Alabama ERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

2 Alabama Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

3 Alaska PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

4 Alaska Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

5 
Arizona Public 
Safety Personnel 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

6 Arizona SRS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

7 Arkansas PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

8 Arkansas Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

9 California PERF 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

10 California Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

13 
Colorado 
Municipal 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

14 Colorado School 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

15 Colorado State 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

16 Connecticut SERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

17 Connecticut 1 1 1 1 1 1 1 1 1 1 1 1 1 13 



 

 

319 

 

Teachers 

21 
Delaware State 
Employees 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

26 Florida RS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

27 Georgia ERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

28 Georgia Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

29 Hawaii ERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

31 Idaho PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

32 Illinois Municipal 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

33 Illinois SERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

34 Illinois Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

35 Illinois Universities 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

36 Indiana PERF 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

37 Indiana Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

38 Iowa PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

39 Kansas PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

40 Kentucky County 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

41 Kentucky ERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

42 Kentucky Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

44 Louisiana SERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

45 Louisiana Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

46 Maine Local 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

47 
Maine State and 
Teacher 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

48 Maryland PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

49 Maryland Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

50 Massachusetts SRS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

51 Massachusetts 1 1 1 1 1 1 1 1 1 1 1 1 1 13 
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Teachers 

52 
Michigan 
Municipal 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

53 
Michigan Public 
Schools 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

54 Michigan SERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

56 Minnesota GERF 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

57 
Minnesota State 
Employees 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

58 
Minnesota 
Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

59 Mississippi PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

60 
Missouri DOT and 
Highway Patrol 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

61 Missouri Local 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

62 Missouri PEERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

63 
Missouri State 
Employees 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

64 Missouri Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

65 Montana PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

66 Montana Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

67 Nebraska Schools 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

68 

Nevada Police 
Officer and 
Firefighter 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

69 
Nevada Regular 
Employees 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

70 New Hampshire 1 1 1 1 1 1 1 1 1 1 1 1 1 13 
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Retirement System 

71 New Jersey PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

72 
New Jersey Police 
& Fire 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

73 
New Jersey 
Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

74 New Mexico PERA 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

75 
New Mexico 
Educational 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

78 
New York State 
Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

79 
North Carolina 
Local Government 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

80 

North Carolina 
Teachers and State 
Employees 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

81 North Dakota PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

82 
North Dakota 
Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

83 
NY State & Local 
ERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

84 
NY State & Local 
Police & Fire 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

85 Ohio PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

86 Ohio Police & Fire 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

87 
Ohio School 
Employees 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

88 Ohio Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 
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89 Oklahoma PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

90 
Oklahoma 
Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

91 Oregon PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

92 
Pennsylvania 
School Employees 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

93 
Pennsylvania State 
ERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

95 Rhode Island ERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

96 
Rhode Island 
Municipal 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

99 
South Carolina 
Police 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

100 South Carolina RS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

101 South Dakota RS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

104 
Texas County & 
District 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

105 Texas ERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

106 Texas LECOS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

107 Texas Municipal 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

108 Texas Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

109 
TN Political 
Subdivisions 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

110 
TN State and 
Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

111 
University of 
California 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

112 Utah 1 1 1 1 1 1 1 1 1 1 1 1 1 13 
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Noncontributory 

113 
Vermont State 
Employees 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

114 Vermont Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

115 
Virginia 
Retirement System 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

117 
Washington LEOFF 
Plan 2 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

119 
Washington PERS 
2/3 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

120 

Washington School 
Employees Plan 
2/3 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

122 
Washington 
Teachers Plan 2/3 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

123 West Virginia PERS 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

124 
West Virginia 
Teachers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

125 
Wisconsin 
Retirement System 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

126 
Wyoming Public 
Employees 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

127 

Arizona State 
Corrections 
Officers 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

128 
Connecticut 
Municipal 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

129 Iowa Municipal 1 1 1 1 1 1 1 1 1 1 1 1 1 13 
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Fire and Police 

130 
Louisiana 
Municipal Police 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

131 Louisiana Schools 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

132 

Louisiana State 
Parochial 
Employees 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

133 

Minnesota Police 
and Fire 
Retirement Fund 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

134 

Oklahoma Police 
Pension and 
Retirement System 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

135 Utah Public Safety 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

136 

Pennsylvania 
Municipal 
Retirement System 1 1 1 1 1 1 1 1 1 1 1 1 1 13 

 

Total 
Observations* 114 114 114 114 114 114 114 114 114 114 114 114 114 1482 

                
                
                
                *The pension plan name and number match the records in the Public Plans Database, Boston College, Center for Retirement Research. 

 


