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Overpromising has crippled public pensions.
A 50-state survey.

By Ted Dabrowski and John Klingner
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Introduction

The real problem plaguing public pension funds nationwide has gone largely ignored. Most reporting
usually focuses on the underfunding of state plans and blames the crises on a lack of taxpayer dollars.

But a Wirepoints analysis of 2003-2016 Pew Charitable Trust and other pension data found that it’s the
uncontrolled growth in pension promises that’s actually wreaking havoc on state budgets and taxpayers
alike.! Overpromising is the true cause of many state crises. Underfunding is often just a symptom of this
underlying problem.

Wirepoints found that the growth in accrued liabilities has been extreme in many states, often growing
two to three times faster than the pace of their economies.? It’s no wonder taxpayer contributions
haven’t been able to keep up.

The reasons for that growth vary state to state — from bigger benefits to reductions in discount rates —
but the reasons don’t matter to ordinary residents. Regardless of how or when those increases were
created, it’s taxpayers that are increasingly on the hook for them.

a . . .
Pension promises overwhelm economy, residents
States with the biggest cumulative growth in total pension promises (accrued liabilities) vs.
cumulative growth in Gross Domestic Product (GDP), 2003-2016
=mmmm Accrued pension liabilties = GDP
New Jersey New Hampshire Kentucky
176% 175% 162%
o 53%
41% 1%
2003 2016 2003 2016 2003 2016
lllinois Nevada Minnesota
162% 148% 146%
61% o
50% 56%
2003 2016 2003 2016 2003 2016
Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2016"; | " -
U.S. Bureau of Economic Analysis ‘ | \'T'S

Unsurprisingly, the states with the most out-of-control promises are home to some of the nation’s worst
pension crises. Take New Jersey, for example. The total pension benefits it owed in 2003 — what are
known as accrued liabilities — were $88 billion. That was the PV, or present value, of what active state
workers and retirees were promised in pension benefits by the state at the time.
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Today, promises to active workers and pensioners have jumped to $217 billion — a growth of 176
percent in just 13 years. That increase in total obligations is four times greater than the growth in the

state’s GDP, up only 41 percent.

Many of the top-growth states — including
New Jersey, lllinois, Kentucky and
Minnesota — have high growth rates due
to recent changes in their investment
assumptions.?

But more honest accounting, i.e. lowering
the investment rate, is hardly a comfort to
the residents of those states.* It simply
reveals just how much in promises
residents are — and always have been —on
the hook for.

And it’s not just the fiscal basket-cases
that are in trouble. Accrued liabilities have
skyrocketed in states across the country.
Legislators continued to grow their
obligations even as their states’ pension
crises worsened during the 2003-2016
period.

Twenty-eight states allowed their accrued
liabilities to outgrow their economies by
50 percent or more. And pension promises
in 12 states outgrew their economies by a
factor of two or more.

Pension promises were meant to be
funded by a combination of employer (i.e.
taxpayer) contributions, employee
contributions and investment returns. But
as promises have skyrocketed and assets
have failed to keep up, funding shortfalls
across the 50 states have jumped.

The Pew data shows that unfunded state
promises — known as unfunded liabilities

Definitions: The difference between accrued
liabilities and unfunded liabilities

This report covers the growth in state pension promises, or
Accrued Liabilities, which is different from pension shortfalls, or
Unfunded Liabilities. The difference between the two are
discussed below, with lllinois serving as the example:

Illinois owes nearly $550 billion in pension payouts over the next
three decades. That's the total sum of payouts lllinois’ five state-
run pension plans are estimated to make to the pensioners of the
state’s plans through 2045.

To determine how much that $550 billion is in today’s dollars, the
actuaries calculate the “present value” of those obligations based
on a certain set of assumptions. For Illinois, the state’s official
actuaries have put that present value at $215 billion. That
amount is formally known as lllinois” Accrued Liability. To ensure
it can meet its obligations, then, the state should have $215
billion in Pension Assets today to offset the $215 billion it owes in
Accrued Liabilities.

Those assets will be, mathematically, enough to meet the
promises made to future pensioners if the funds’ assumptions
about mortality, inflation, investment returns, etc., are all met
over the next three decades.

Unfortunately, the state has just $85.4 billion in Pension Assets
on hand today, falling far short of the $215 billion needed. Under
the actuaries’ current assumptions, $85.4 billion will never grow
enough to meet the funds’ future obligations.

The difference between the $215 billion Accrued Liability and the
current $85.4 billion in Pension Assets means the pension funds
have a shortfall of $129 billion. That amount is known as the
Unfunded Liability. The numbers above are all based on the
state’s official numbers.

Other financial groups, like Moody’s Investor Services, use more
conservative assumptions to calculate the state’s Accrued
Liability and, therefore, its Unfunded Liability. Under Moody’s
assumptions, lllinois has an Unfunded Liability, or pension
shortfall, of $201 billion (see Endnote 18).

— grew six times, to $1.4 trillion in 2016 from $234 billion in 2003.°

In all, states had just $2.7 trillion in assets in 2016 to cover accrued liabilities of $4.1 trillion. And that’s

the rosy scenario. Most states use assumptions that underestimate the true size of the promises they’ve

made to state workers. Under more realistic assumptions, the pension shortfalls are actually $1-S3

trillion larger.®
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Those funding shortfalls are being piled onto ordinary residents. Government employee contributions
are generally fixed and investment returns aren’t enough to dig most funds out of debt. So taxpayers are
stuck holding the bag for the states’ massive unfunded liabilities.

The Pew data covers 13 years of pension growth, a relatively short period when analyzing pensions. A
longer-term data series is needed for a deeper analysis. Fortunately, Wirepoints was able to collect 30
years of lllinois pension data. The state’s long-term numbers show an even greater disparity between
the growth in total benefits and what taxpayers can afford.’

Total promised benefits in lllinois are nearly 1,100 percent higher now than they were in 1987. In
contrast, lllinois personal income — a proxy for GDP — was up just 236 percent during that 30-year
period.®

lllinois is the poster child for why the common narrative surrounding pensions — that crises are due to
taxpayer underfunding —is false. The real problem has been the enormous growth in accrued liabilities

across the nation.

There’s no fixing pensions without dramatically scaling back that growth in retirement promises.
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Growth in total pension promises across the states

Some states have experienced far higher growth in pension promises, and far more fiscal strain, than
others.

States' overwhelming pension promises

Atthe top of the list are Compounded annual growth in total pension promises (accrued liabilities), 2003-2016

states like New Jersey,

. L New Jersey I 3| %
New Hampshire, lllinois, New Hampshire 8.1%
Nevada, Kentucky and Kentucky 1 7.7 %
Minnesota. Several of lllinois I 7.7 %
Nevada I 7.2 %

those states have Iowered Minnesota I 7.2 %

their assumed investment North Dakota I 6.0 %
H i |
rates as a result of their Arizona 6.8%
. Colorado I 6. 7 %
crises (See Endnote 3)' Hawaii I 6.6 %

California . 6.6 %
Connecticut I G.5%

All six states experienced
Nebraska I 6. 4%

accrued “abi“ty grOWth of Vermont I .4 %

more than 7 percent a year South Dakota 1 . 30,
VWais hing ton 15— .2

between 2003 and 2016. asnmgron 6:2%

Virginia I . | %
Utah  —— 6.0 %

At the bottom of the list, New Mexico I 5.9 %

Montana 1 5 5%

states like Wisconsin, Idaho . 5.7 %

Maine, Michigan, Delaware S 5 (%
Oklahoma and Ohio have U.S. 2VE7/27E ATt 5.6%
. Alaska | 5 5%
all kept their accrued Florida I —————————————— 5 5
liability growth rate below Arkansas I 5. 5%

Maryland . 559,
Massachusetts I 5.5%
Georgia I 5.0 %,
That 3 percentage_point lowa I 5.2%
Mississippi I 5.1 %
South Carolina I 5 1%,
growth is significant when Texas I 5.1%
the impact of New York I — 5 (%
. . Wyoming HE— 4.9 %
compoundmg Is Indiana I 4.8 %
considered over a 13—year Kansas m s s—— 4.8 %
period. Pennsylvania e 4.6 %
North Carolina N 4 6%
Alabama IS 4.5%
It's pushed pension Missouri I/ 5,
promises up in the top Louisiana S 4.5%
Tennessee NEEEEEEEEEEEEEEEE————— 4.4 %
states by 160 percent over Oregon I 4.4 %
the period. In contrast, the West Virginia - e —— 2%
Oklahoma I 4 .0%
Ohio HEEEEEE——— 4. 0%

4 percent per year.

difference in annual

states with more moderate

benefit growth grew their Maine EEE———— 3.3
promises by a total of 60 Michigan meeeeses————— 3.2%

t | Wisconsin IS 3.1%
percent or less. Rhode Island m—— 1.7%

Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2016"

\Note: See Appendix 1 for more information on California's 2016 pension data. ‘ ‘ “Y"{EP("NTS/

In many states, that’s
made the difference
between fiscal stability and financial crisis.




Pensions vs. economies
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A vast majority of states have experienced unsustainable pension benefit growth compared to their

economies.

In 28 states, accrued
liabilities outgrew their
economies by 50 percent or
more between 2003 and
2016.

And 12 states were totally
overwhelmed by increases in
their accrued liabilities. The
total growth was more than
double that of their
economies.

Again, it was New Jersey,
New Hampshire, lllinois,
Connecticut and Kentucky
which were the most out-of-
control.

Those states have mature
pension systems that have
been in operation for
decades. There’s little
reason, in theory, for their
promised benefits to grow
so much faster than their
economies. In some cases,
it's due to more honest
reporting of their true
liabilities.®

Other states have seen
robust increases in
population — thereby
necessitating some growth
in services — but not enough
to warrant the kind of
increases in their pension
obligations.

Total pension promises grow multiple times

faster than GDP in most states

Cumulative growth in total pension promises (accrued liabilities) vs. Gross Domestic Product (GDP)

New Jersey
New Hampshire
Kentucky
lllinois
Nevada
Minnesota
North Dakota
Arizona
Colorado
Hawaii
California
Connecticut
Nebraska
Vermont
South Dakota
Washington
Virginia

Utah

New Mexico
Montana
Idaho
Delaware
U.S. total
Alaska
Florida
Arkansas
Maryland
Massachusetts
Georgia
lowa
Mississippi
South Carolina
Texas

New York
Wyoming
Indiana
Kansas
Pennsylvania
North Carolina
Alabama
Missouri
Louisiana
Tennessee
Oregon
West Virginia
Oklahoma
Ohio

Maine
Michigan
Wisconsin
Rhode Island

2003-2016
m Accrued liabilities nGDP

0% 50% 100% 150%

Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2016"; I '
U.S. Bureau of Economic Analysis . . -
Note: See Appendix 1 for more information on California's 2016 pension data. \ ‘ WIREPOINTS

Nevada’s population, for example, grew more than 25 percent. But that doesn’t justify the fact that its
pension promises grew by more than two times the growth in the state’s GDP.

Overall, only six states — Rhode Island, Wisconsin, Oklahoma, Oregon, Texas and North Dakota —
experienced GDP growth that exceeded the growth in their accrued liabilities.
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States with the largest and smallest pension benefit growth

There is a stark contrast between the states at the top and bottom of the accrued liability growth chart.
Many states with rapidly growing pension obligations are in crisis. Most states with slow-growing
obligations are not.

The five states with the largest growth in promises in the nation — New Jersey, New Hampshire, lllinois,
Nevada and Kentucky — have all seen their benefits grow 150 percent or more since 2003.

That explosive growth in benefits has overwhelmed many of those states’ economies and their
residents’ ability to pay. Every one of the top 5 states has seen their pension benefits grow 2 to 4 times
more than their GDP growth.

Growing pension obligations is also reflected in those state’s promises as a share of GDP. For example,
lllinois pension promises have grown to 28 percent of GDP in 2016 from 16 percent of GDP in 2003, a 75
percent increase. New Jersey has seen its promises as a share of GDP skyrocket 96 percent, growing to

42 percent from 22 percent. (See Appendix 3 for a full list of state accrued liabilities as a percent of

GDP).

Unsurprisingly, these states are also home to some of the nation’s worst pension crises.

In 2016, New Jersey had the nation’s 2nd-worst credit rating and the worst-funded pensions in the
nation — only 31 percent funded.® Kentucky was right behind with a funded ratio of 31.4 percent. And
lllinois followed closely with a funded ratio of just 36 percent and the lowest credit rating in the nation,

just one notch above junk.!!

Five states with the largest growth in pension promises
Total growth in accrued pension liabilities vs. growth in state GDP, 2003-2016

m Accrued liabilities mGDP

176%
New Jersey
41%

New 175%

Hampshire 51%

|
|

162%
Kentucky
53%

162%
lllinois
50%

|

148%
Nevada
61%

Source: Pew Charitable Trusts, "The State Pension Funding

I
Gap: 2016"; U.S. Bureau of Economic Analysis j WIREPOINTS

L Gap: 2016"; U.S. Bureau of Economic Analysis

Five states with the smallest growth in pension promises
Total growth in accrued pension liabilities vs. growth in state GDP, 2003-2016

m Accrued liabilities u GDP

. 66%
Ohio

46%

) 53%
Maine
1%

51%
Michigan

29%

48%
53%

Wisconsin

Rhode 24%

Island 1%

Source: Pew Charitable Trusts, "The State Pension Funding ! 'J VIREPOINTS
IWIREFUILINILIDY

In contrast, the lowest promise-growing states in the nation — Rhode Island, Wisconsin, Maine, Michigan
and Oklahoma — all kept their annual accrued liability growth at 4 percent a year or less between 2003

and 2016. (See Endnote 3).
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That kept pension benefits from overwhelming those states’ economies. Take Wisconsin, for example.
The state’s pension promises grew 48 percent over the time period, less than the state’s GDP growth, up
53 percent. And Rhode Island’s economy managed to grow faster than promised benefits. Benefits grew
just 24 percent while the state’s economy grew 41 percent.

A common factor among these low growth states is their more reasonable pension benefits and a
willingness to enact pension reforms.

Wisconsin's “shared risk” pension plan and relatively modest benefit structure have kept the state’s
promises limited and its pension system healthier than most for decades.'? Michigan pioneered
comprehensive state pension reform. Back in 1997, the state froze pensions for some state workers and
created 401(k)-style plans for them going forward.*

And Rhode Island enacted major pension reforms in 2011. That’s one of the reasons why the state’s
benefits grew more slowly than the economy. The state introduced hybrid retirement plans, cut cost-of-
living adjustments and increased retirement ages for both new and current workers.*
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A 30-year case study: Illlinois’ overwhelming pension promises

lllinois provides the perfect example of how out-of-control pension benefits can create a state pension

crisis.

Wirepoints analyzed lllinois pension and economic data stretching back to 1987 using data from the
lllinois Department of Insurance. Our analysis found that Illinois’ total pension promises have grown
exponentially over the past 30 years.
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Growth in pension promises overwhelms lllinois’ economy, taxpayer incomes
Cumulative growth of state pension promises* (accrued liabilities) vs. other indicators, 1987-2016

Accrued liabilities

State personal income
State general revenues

Median household income
- Inflation

= Pension membership

Source: lllinois Department of Insurance, lllinois Comptroller, actuarial reports of the five state pension
funds, U.S. Bureau of Economic Analysis, U.S. Census Bureau
*Includes state pension funds for teachers, state employees, university workers, judges and lawmakers.

Resident population

1988 1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016

I'l'|wireporNts

lllinois’ 2016 accrued liabilities were 1,061 percent higher than they were three decades ago. In 1987,
total accrued liabilities equaled $18 billion. By 2016, that amount had swelled to $208 billion.*

No other measure of
lllinois’ economy even
comes close to matching
the growth in pension
promises. That growth was
six times more than lllinois’
176 percent growth in
general revenues over the
same time period; eight
times more than the state’s
127 percent growth in
median household
incomes, and nearly ten
times more than the 111
percent growth in inflation.

15.0%

10.4%

9.4%

1988

Source: lllinois Department of Insurance
*Includes state pension funds for teachers, state employees, university workers, judges and lawmakers

1990

13.6%

10.7%

93% J§ 9.3% | 95%

1992 1994

1996

12.3%

1998

15.3%

2000

11.5%
11.0%
9.5% 2.8%

lllinois pension promises have grown 8.8 percent annually since 1987
Total pension promises (accrued liabilities) of lllinois' five state-run pension funds, year-by-year growth, 1987-2016

10.8%

8.9%

4.2%

__82%__% _____Q__B83%__|
7.2%
6.1%
ol s 5.5%
‘ ‘ ‘ ‘ |

2002 2004 2006 2008 2010 2012

2014

2016

|
| ‘1 WIREPOINTS

Compounded

annual
growth
rate: 8.8%
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lllinois’ dramatic increase in accrued liabilities over the past three decades has been driven by three

factors: overly generous benefits, pension sweeteners and a realization that pension promises were

dramatically understated due to faulty assumptions.

Since 1987, lawmakers have added benefits to lllinois pensions that:'®

e Add compounding to a retiree’s 3 percent cost-of-living adjustment. That doubles a retiree’s annual
pension benefits after 25 years.

e Significantly increased the pension benefit formulas for the Teachers’ Retirement System, or TRS, and the
State Employees’ Retirement System, or SERS.

e  Provided lucrative early retirement options.

e Allow workers to boost their service credit by up to two years using accumulated unpaid sick leave.

e  Grant automatic salary bumps to workers who earn masters and other graduate degrees.

e Allow for the spiking of end-of-career salaries.

As a result of these changes, long-time state workers in lllinois receive overly generous pensions. The
average newly-retired state employee who worked 30 years or more receives $68,100 in annual pension
benefits and will see his or her yearly pension payments double to $140,000 after 25 years in
retirement. In total, career workers can expect to collect more than S$2 million over the course of their
retirements.’

lllinois state workers also tend to retire long before their peers in the private sector. In fact, 60 percent
of all current state pensioners began drawing pensions in their 50s, many with full benefits.

4 s . . N
lllinois’ overly generous pension benefits

Benefits of recently retired, career workers* in lllinois' big three state-run pension funds as of 2018

Current annual Average direct Average total
pension Average age employee benefits received
Fund benefit at retirement contribution in retirement
Teachers (TRS) $77,100 59 $163,000 $2.4 million
University workers (SURS) $73,600 58 $144,000 $2.5 million
State workers (SERS) $53,000** 59 $65,540 $1.8 million

Source: Member data received from a 2018 FOIA request to the Teachers Retirement System, State Universities Retirement System
and State Employees Retirement System.

* Retired after 12/31/2014 with 30 years or more creditable service | ’
** Over 95 percent of SERS members receive Social Security benefits in addtion to their pensions. ‘

I “-/

Changes in mortality, investment rates and other actuarial assumptions also increased the amount of
total pension benefits promised. In 2016 alone, assumption changes contributed to $10 billion of a $17
billion jump in accrued liabilities.*®

For a deeper dive into lllinois’ pension crisis, read:
Illinois state pensions: Overpromised, not underfunded — Wirepoints Special Report

Interestingly, Transparent California recently analyzed California pensions over the same period, 1987-
2016, and discovered similar results. The state’s accrued liabilities grew nearly 900 percent in total, far
faster than any other economic indicator.*®

11
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State pension asset growth

On average, state pension assets nationally grew 3.7 percent a year through 2015, almost identical to
the 3.8 percent annual growth in GDP over the same period. That trend was thrown off track in 2016, a
year of poor investment returns.

State pension asset growth tracks with the economy
50-state cumulative growth in pension assets vs. national Gross Domestic Product (GDP), 2003-2016
70%
60% GDP
50% Pension
assets
40%
30%
20%
10%
0%
2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2016"; | '
U.S. Bureau of Economic Analysis r | e
Note: See Appendix 1 for more information on California's 2016 pension data . /

The accrued liability/asset dynamic of the past 15 years is particularly important because in 2003, the
(weighted) average funding ratio across all state pension plans was 88 percent.

If all legislatures had taken steps in 2003 to ensure that pension promises would not grow at outrageous
rates — especially in states that lowered their assumed investment rates — many states across the nation
would not be in crisis today.

As W't_h pension promises, there is a lot On average, state pension funds were nearly

of variety between states as to how 88 percent funded back in 2003

much pension assets have grown. National average of state pension funded ratios, 2003 vs. 2016
88%

Nearly half of all states grew their
assets faster than their economies, an
outcome that helped offset rapidly
growing pension promises. But that
wasn’t enough for many states to keep
up with the full pace of their promises.

66%

At the top of the asset growth list are
states like West Virginia, Nevada,

Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2016" | ' —
SOUth Da kOta' Ida hO, N ebraSka a nd Note: See Appendix 1 for more information on California's 2016 pension data ‘ | P 'S
New Hampshire.

2003 2016

12



All those states saw their
pension assets grow more
than 6 percent a year
between 2003 and 2016.

And all of them but New
Hampshire are well-funded
in relative terms. They have
pension funding ratios of
anywhere between 72 and
97 percent.

Another exception to the
rule is Illinois. It had the 8th
highest pension asset
growth in the nation, yet it’s
just 36 percent funded.
That’s largely a function of
the Prairie State also having
the 4th-fastest growth in

accrued liabilities since 2003.

At the other end of the
spectrum, Michigan, Rhode
Island, Pennsylvania,
Kentucky, and New Jersey all
saw their assets grow less
than one percent annually.

That’s a big problem for
most of those states, in
particular for those with
rapidly growing promises
like New Jersey and
Kentucky.

It’s no surprise that New
Jersey’s funding ratio fell
from 93 percent in 2003 to
31 percent in 2016.

\' '1 WIREPOINTS

Pension asset growth tracks closely with GDP

growth in most states
Cumulative growth in state pension assets vs. Gross Domestic Product (GDP)
2003-2016

m Pension assets mGDP

West Virginia
Nevada
South Dakota
Idaho
Nebraska
New Hampshire
Utah

lllinois
California
Alaska
Oklahoma
lowa

North Dakota
New York
Washington
Arkansas
Indiana
Tennessee
Missouri
Delaware
Virginia
Montana
Maine
Kansas
Hawaii
Massachusetts
Louisiana
New Mexico
Vermont
U.S. total
Ohio

North Carolina
Wisconsin
Wyoming
Texas
Oregon
Georgia
Arizona
Connecticut
Colorado
Mississippi
Maryland
Florida
Minnesota
Alabama
South Carolina
Michigan
Rhode Island
Pennsylvania
Kentucky
New Jersey

-10% 40% 90% 140% 190% 240%

%

NS

g

Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2016";
U.S. Bureau of Economic Analysis ‘ ; . B
Note: See Appendix 1 for more information on California's 2016 pension data ‘ WIREPOINTS

The same goes for Kentucky, whose funding ratio collapsed from 88 percent to 31 percent over the

same period.

The lethal combination of collapsing assets and fast growing promises has dropped both states’

pensions into virtual insolvency.

13
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Changing the narrative

The pension crisis is currently wrapped up in a false narrative of underfunding — that residents have
never contributed enough to state pensions.

As long as that narrative dominates, higher contributions and tax hikes will be promoted as the only
“solutions” to the crisis. It's what states with the deepest crises are pursuing.

In 2016, California extended a millionaire's tax that’s poured billions into teacher pensions.?’ New Jersey
Gov. Phil Murphy and the state legislature have just agreed to a new tax hike package.?! And lllinois
Democratic gubernatorial candidate J.B. Pritzker is fighting for a multi-billion progressive tax hike — on
top of last year's record $5 billion income tax increase.?

But the nation’s pension crises won’t be solved by piling higher taxes on to residents. “Underfunding” is
just a symptom of the real problem plaguing pensions.

Each state’s crisis is unique — but a common factor across almost all of them is a rapid and uncontrolled
growth in accrued pension liabilities.

The states’ pension crises will only be solved when there is a reversal in liability growth. And that
reversal will begin when states, the media, and politicians finally address the crises as a problem of over
promising, not underfunding.

14
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Appendix 1: Notes on the growth of state pension promises

1. California’s 2016 pension data

The Pew data includes a revaluation of assets and liabilities by California’s Public Employee’s Retirement
System (CalPERS) that occurred in FY 2016 under new GASB 67 and 68 accounting rules. As result, Pew
was unable to provide a like-for-like comparison between CALPERS 2016 data and previous years.

In order to achieve a more like-for-like comparison, Wirepoints used CalPERS’ reported asset and
liability data from the fund’s official 2016 actuarial report as a replacement for the Pew 2016 data.?

2. Total vs. individual pension benefits

Wirepoints’ analysis does not directly address the generosity of individual pension benefits. Our analysis
only examines the growth in total pension obligations — each state’s aggregate promises to its active
workers and retirees.

In other words, this report focuses on the growing accrued pension liability faced by states, just as other
reports address the growing aggregate of other debts.

3. Comparing promised pension benefits across states
Comparing an individual state’s growth in pension benefits to another state’s is difficult because the
math behind each pension system varies widely.

The government employees covered by the state pension systems differ from state to state. For
example, California’s state funds cover local/municipal employees while Illinois’ state funds do not. The
benefits offered to workers also differ, as do other perks tied to retirement. For example, some states
offer compounded cost of living adjustments and early retirements while others do not.

Each state’s actuarial assumptions and the changes they’ve made over the years also vary. A pension
system’s assumed rate of return on investment has a major impact on its accrued liabilities. States that
have lowered their assumed rates of return during the 2003-2016 period will have, everything else
equal, higher accrued liability growth compared to states that have not.

4. Time period of Pew data

The Pew data covers a relatively short period in regard to the nation’s pension crisis. Problems have
been building in most states for decades, long before 2003. Longer-term data needs to be collected for a
deeper analysis. However, the limited data available still shows legislators continued to grow their
obligations even as their states’ crises deepened during the 2003-2016 period. Despite its limitations,
the Pew data provides a good proxy for how much politicians have overpromised pensions in each state.

15



Appendix 2: State pension liabilities and assets
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State

New Jersey
New Hampshire
Kentucky
lllinois
Nevada
Minnesota
North Dakota
Arizona
Colorado
Hawaii
California*
Connecticut
Nebraska
Vermont
South Dakota
Washington
Virginia

Utah

New Mexico
Montana
Idaho
Delaware
U.S. total
Alaska
Florida
Arkansas
Maryland
Massachusetts
Georgia

lowa
Mississippi
South Carolina
Texas

New York
Wyoming
Indiana
Kansas
Pennsylvania
North Carolina
Alabama
Missouri
Louisiana
Tennessee
Oregon
West Virginia
Oklahoma
Ohio

Maine
Michigan
Wisconsin
Rhode Island

By cumulative growth in accrued liabilities, 2003 vs. 2016

Total state pension promises

(accrued liabilities) (in billions)

2003
$88.3
$4.7
$24.1
$83.8
$19.6
$44.2
$3.0
$28.7
$40.5
$12.0
$310.5
$28.1
$6.1
$2.6
$4.9
$41.2
$42.5
$15.5
$18.6
$6.8
$7.9
$5.3
$2,025
$10.6
$89.3
$15.5
$35.2
$45.4
$55.2
$18.4
$22.2
$27.4
$115.2
$107.3
$5.7
$26.2
$14.4
$80.5
$54.9
$28.8
$38.1
$29.2
$26.1
$44.1
$10.7
$23.4
$121.4
$10.5
$58.1
$63.2
$9.0

2016
$243.6
$12.8
$63.3
$219.4
$48.6
$108.9
$7.1
$67.4
$94.2
$27.4
$711.8
$63.9
$13.6
$5.9
$10.9
$89.9
$91.7
$33.2
$39.0
$14.1
$16.3
$10.9
$4,133
$21.3
$178.8
$31.0
$70.3
$90.7
$106.4
$35.4
$42.5
$52.2
$218.8
$202.7
$10.5
$48.0
$26.4
$145.0
$98.6
$51.2
$67.5
$51.4
$45.8
$77.1
$18.3
$38.9
$202.1
$16.0
$87.7
$93.4
$11.1

Average

Total annual

growth growth
176% 8.1%
175% 8.1%
162% 7.7%
162% 7.7%
148% 7.2%
146% 7.2%
139% 6.9%
135% 6.8%
133% 6.7%
130% 6.6%
129% 6.6%
127% 6.5%
124% 6.4%
124% 6.4%
121% 6.3%
118% 6.2%
116% 6.1%
114% 6.0%
110% 5.9%
109% 5.8%
105% 5.7%
104% 5.6%
104% 5.6%
101% 5.5%
100% 5.5%
100% 5.5%
100% 5.5%
100% 5.5%
93% 5.2%
92% 5.2%
92% 5.1%
90% 5.1%
90% 5.1%
89% 5.0%
86% 4.9%
83% 4.8%
83% 4.8%
80% 4.6%
80% 4.6%
78% 4.5%
7% 4.5%
76% 4.5%
76% 4.4%
75% 4.4%
1% 4.2%
66% 4.0%
66% 4.0%
53% 3.3%
51% 3.2%
48% 3.1%
24% 1.7%

Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2016"
Note: See Appendix 1 for more information on California’s 2016 pension data.

2003
$82.5
$3.5
$21.3
$40.4
$15.9
$42.3
$2.7
$28.5
$30.6
$9.1
$268.7
$18.6
$5.6
$2.5
$4.8
$44.0
$40.5
$14.7
$16.6
$6.1
$6.6
$5.3
$1,791
$7.4
$101.9
$13.9
$32.7
$33.9
$55.8
$16.4
$17.5
$22.9
$109.3
$106.6
$5.2
$18.0
$10.9
$80.2
$58.2
$26.7
$31.2
$20.0
$25.7
$42.8
$4.3
$15.5
$96.2
$7.8
$50.8
$62.7
$5.7

Total state pension assets

(in billions)
Total
2016 growth
$75.3 -9%
$7.5 114%
$19.9 -7%
$78.2 93%
$35.1 121%
$57.9 37%
$4.7 73%
$40.7 43%
$43.4 42%
$14.1 55%
$488.6 82%
$26.4 42%
$12.1 116%
$3.8 53%
$10.5 120%
$75.5 72%
$66.4 64%
$28.5 94%
$25.5 54%
$10.1 64%
$14.3 117%
$8.8 65%
$2,724 52%
$13.4 81%
$141.9 39%
$23.9 72%
$45.6 39%
$52.2 54%
$80.6 44%
$28.9 76%
$24.5 40%
$28.1 23%
$159.8 46%
$183.6 72%
$7.7 47%
$30.3 68%
$17.2 58%
$76.2 -5%
$87.1 50%
$34.4 29%
$51.8 66%
$30.7 54%
$43.1 68%
$62.1 45%
$13.1 206%
$28.0 80%
$1455 51%
$12.4 59%
$56.1 11%
$92.6 48%
$6.0 4%

Average
annual
growth

-0.7%
6.0%
-0.5%
5.2%
6.3%
2.4%
4.3%
2.8%
2.7%
3.4%
47%
2.7%
6.1%
3.3%
6.3%
4.2%
3.9%
5.2%
3.4%
3.9%
6.1%
3.9%
3.3%
4.7%
26%
4.2%
2.6%
3.4%
2.9%
4.4%
26%
1.6%
3.0%
4.3%
3.0%
4.1%
3.6%
-0.4%
3.2%
2.0%
4.0%
3.4%
41%
2.9%
9.0%
4.6%
3.2%
3.6%
0.8%
3.0%
0.3%

k

I

s ™
Total state pension promises, pension assets and funded ratios across the 50 states

Funded ratio

2003
93%
75%
88%
48%
81%
96%
91%
99%
76%
76%
87%
66%
92%
94%
97%
107%
95%
95%
89%
91%
83%
100%
88%
70%
114%
90%
93%
75%
101%
89%
79%
83%
95%
99%
92%
69%
75%
100%
106%
93%
82%
68%
99%
97%
40%
66%
79%
74%
87%
99%
64%

| WIREPOINTS )

2016
31%
58%
31%
36%
2%
53%
66%
60%
46%
51%
69%
41%
89%
64%
97%
84%
2%
86%
65%
1%
88%
81%
66%
63%
79%
7%
65%
58%
76%
82%
58%
54%
73%
91%
73%
63%
65%
53%
88%
67%
7%
60%
94%
81%
2%
2%
2%
7%
64%
99%
54%
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Appendix 3: Accrued liability growth vs. economic growth

Growth in state economies vs. total pension promises
By cumulative growth in pension promises, 2003 vs. 2016
Gross Domestic Product (GDP) To?al pension
(in billions) promises (accrued - How much more

liabilities) total pension

Average benefits grew

annual Total Total growth, compared to
State 2003 2016 growth growth 2003-2016 GDP
New Jersey $408.9 $576.2 2.7% 41% 176% 4.30
New Hampshire $51.7 $77.8 3.2% 51% 175% 3.46
Kentucky $128.1 $195.5 3.3% 53% 162% 3.08
lllinois $531.1 $796.9 3.2% 50% 162% 3.23
Nevada $91.8 $148.2 3.7% 61% 148% 241
Minnesota $216.5 $338.7 3.5% 56% 146% 2.59
North Dakota $22.2 $53.3 7.0% 140% 139% 0.99
Arizona $192.7 $304.4 3.6% 58% 135% 2.33
Colorado $198.8 $323.8 3.8% 63% 133% 211
Hawaii $49.1 $84.9 4.3% 73% 130% 1.78
California® $1,523 $2,620 4.3% 2% 129% 1.80
Connecticut $183.5 $257.0 2.6% 40% 127% 3.18
Nebraska $66.9 $118.9 4.5% 78% 124% 1.59
Vermont $21.4 $31.3 3.0% 46% 124% 2.66
South Dakota $28.1 $48.7 4.3% 73% 121% 1.66
Washington $258.4 $476.9 4.8% 85% 118% 1.40
Virginia $310.2 $491.2 3.6% 58% 116% 1.98
Utah $79.6 $157.4 5.4% 98% 114% 1.16
New Mexico $63.6 $93.2 3.0% 47% 110% 2.36
Montana $25.7 $46.5 4.6% 81% 109% 1.35
Idaho $40.7 $68.6 4.1% 69% 105% 1.53
Delaware $48.9 $70.9 2.9% 45% 104% 2.32
U.S. total $11,367 $18,384 3.8% 62% 104% 1.69
Alaska $32.0 $50.5 3.6% 58% 101% 1.75
Florida $595.3 $930.4 3.5% 56% 100% 1.78
Arkansas $78.8 $121.3 3.4% 54% 100% 1.86
Maryland $227.8 $380.8 4.0% 67% 100% 1.49
Massachusetts $315.4 $505.7 3.7% 60% 100% 1.65
Georgia $340.6 $532.7 3.5% 56% 93% 1.65
lowa $106.7 $186.2 4.4% 75% 92% 1.24
Mississippi $73.8 $109.0 3.0% 48% 92% 1.92
South Carolina $131.5 $210.9 3.7% 60% 90% 1.50
Texas $833.5 $1,601.5 5.2% 92% 90% 0.98
New York $905.6 $1,500.2 4.0% 66% 89% 1.35
Wyoming $21.2 $37.9 4.6% 79% 86% 1.09
Indiana $225.3 $345.2 3.3% 53% 83% 1.56
Kansas $96.4 $154.8 3.7% 61% 83% 1.37
Pennsylvania $456.7 $724.0 3.6% 59% 80% 1.37
North Carolina $312.4 $518.4 4.0% 66% 80% 1.21
Alabama $134.4 $204.2 3.3% 52% 78% 1.50
Missouri $205.2 $297.1 2.9% 45% 7% 1.72
Louisiana $155.9 $237.6 3.3% 52% 76% 1.45
Tennessee $204.2 $332.1 3.8% 63% 76% 1.21
Oregon $127.6 $227.0 4.5% 78% 75% 0.96
West Virginia $46.7 $726 3.5% 55% 1% 1.27
Oklahoma $105.9 $181.5 4.2% 71% 66% 0.93
Ohio $428.7 $624.4 2.9% 46% 66% 1.45
Maine $42.3 $59.5 2.7% 41% 53% 1.31
Michigan $376.3 $486.9 2.0% 29% 51% 1.73
Wisconsin $204.8 $314.2 3.3% 53% 48% 0.89
Rhode Island $40.8 $57.5 2.7% 41% 24% 0.58

Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2016"; U.S. Bureau of Economic Analysis " ‘ . . B

Note: See Appendix 1 for more information on California's 2016 pension data. A WIREPOINTS
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Appendix 4: Growth in accrued liabilities as a percentage of GDP

Wirepoints used the Pew Center’s pension data and economic data from the Bureau of Economic analysis to calculate each
state’s total pension promises as a share of GDP. Because state pension assumptions, membership and benefits differ widely
from each other, Wirepoints does not compare promises as a share of GDP across states. Instead, our analysis looked at the

change, over time, in each state’s accrued liabilities as a share of GDP.

State

New Jersey
New Hampshire
lllinois
Kentucky
Connecticut
Minnesota
Nevada
Vermont
Arizona

New Mexico
Colorado
Delaware
Virginia
California
Hawaii
Arkansas
Mississippi
Florida

South Dakota
Alaska

U.S. total
Nebraska
Massachusetts
Georgia
Missouri
Idaho
Indiana
Maryland
South Carolina
Washington
Alabama
Michigan
Montana
Louisiana
Ohio

New York
Kansas
Pennsylvania
lowa

West Virginia
Maine

North Carolina
Tennessee
Utah
Wyoming
North Dakota
Texas
Oregon
Oklahoma
Wisconsin
Rhode Island

Gross Domestic
Product (GDP)
(in billions)

2003 2016
$408.9 $576.2
$51.7 $77.8
$531.1 $796.9
$128.1 $195.5
$183.5 $257.0
$216.5 $338.7

$91.8 $148.2
$21.4 $31.3
$192.7 $304.4
$63.6 $93.2
$198.8 $323.8
$48.9 $70.9

$310.2 $491.2
$1,523.5 $2,619.6

$49.1 $84.9
$78.8 $121.3
$73.8 $109.0

$595.3  $930.4
$28.1 $48.7
$32.0  $50.5
$11,367 $18,384
$66.9  $118.9
$3154  $505.7
$3406  $532.7
$205.2  $297.1
$40.7  $68.6
$225.3  $3452
$227.8  $380.8
$131.5  $210.9
$2584  $476.9
$1344  $2042
$376.3  $486.9
$257  $465
$155.9  $2376
$428.7  $624.4
$9056  $1,500.2
$96.4  $154.8
$456.7  $724.0
$106.7  $186.2
$46.7  $726
$423  $595
$312.4  $518.4
$2042  $332.1

$79.6 $157.4
$21.2 $37.9
$22.2 $53.3

$8335 $1,601.5
$127.6 $227.0
$105.9 $181.5
$204.8 $314.2
$40.8 $57.5

Total pension promises
(accrued liabilities)

(in billions)
2003 2016
$88.3 $243.6
$4.7 $12.8
$83.8 $219.4
$24.1 $63.3
$28.1 $63.9
$44.2 $108.9
$19.6 $48.6
$2.6 $5.9
$28.7 $67.4
$18.6 $39.0
$40.5 $94.2
$5.3 $10.9
$42.5 $91.7
$310.5 $711.8
$12.0 $27.4
$15.5 $31.0
$22.2 $42.5
$89.3 $178.8
$4.9 $10.9
$10.6 $21.3
$2,025 $4,133
$6.1 $13.6
$45.4 $90.7
$55.2 $106.4
$38.1 $67.5

$7.9 $16.3
$26.2 $48.0
$35.2 $70.3
$27.4 $52.2
$41.2 $89.9
$28.8 $51.2
$58.1 $87.7
$6.8 $14.1
$29.2 $51.4
$121.4 $202.1
$107.3 $202.7
$14.4 $26.4
$80.5 $145.0
$18.4 $35.4
$10.7 $18.3
$10.5 $16.0
$54.9 $98.6
$26.1 $45.8
$15.5 $33.2
$5.7 $10.5
$3.0 $7.1
$115.2 $218.8
$44.1 $77.1
$23.4 $38.9
$63.2 $93.4
$9.0 $11.1

Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2016";
U.S. Bureau of Economic Analysis
Note: See Appendix 1 for more information on California's 2016 pension data.

Total pension promises as a

2003
22%
9%
16%
19%
15%
20%
21%
12%
15%
29%
20%
1%
14%
20%
24%
20%
30%
15%
17%
33%
18%
9%
14%
16%
19%
20%
12%
15%
21%
16%
21%
15%
26%
19%
28%
12%
15%
18%
17%
23%
25%
18%
13%
20%
27%
13%
14%
35%
22%
31%
22%

e

Growth in pension promises as a percentage of GDP
By increase/decrease in pension promises as a percentage of GDP, 2003 vs. 2016

percentage of GDP
Percent
increase /
2016 decrease
42% 96%
17% 83%
28% 74%
32% 72%
25% 62%
32% 57%
33% 54%
19% 53%
22% 49%
42% 43%
29% 43%
15% 41%
19% 36%
27% 33%
32% 33%
26% 30%
39% 30%
19% 28%
22% 28%
42% 27%
22% 26%
11% 26%
18% 25%
20% 23%
23% 22%
24% 22%
14% 20%
18% 20%
25% 19%
19% 18%
25% 17%
18% 17%
30% 16%
22% 16%
32% 14%
14% 14%
17% 14%
20% 14%
19% 10%
25% 10%
27% 9%
19% 8%
14% 8%
21% 8%
28% 4%
13% 0%
14% -1%
34% -2%
21% -3%
30% -4%
19% -12%
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Appendix 5: Assumed investment returns of state pension funds, 2016

80 percent of major state pension funds still use assumed investment returns of 7 percent and above
Assumed investment rates of return of state pension systems with $3 billion or more in accrued liabilities, 2016
Accrued Accrued
Assumed liabilities Assumed liabilities
rate of (in rate of (in
State System return  billions) State System return  billions)
Texas Teacher Retirement System 8.00% $171.8 Washington Teachers' Retirement System - Plan 1 7.50% $9.0
Michigan Public School Employees’ Retirement System 8.00% $69.0 West Virginia The Public Employees’ Retirement System 7.50% $6.6
Arizona Arizona State Retirement System 8.00% $49.0 Rhode Island Employees' Retirement System - Teachers 7.50% $6.5
Nevada Public Employees' Retirement System 8.00% $48.5 South Carolina Police Officers Retirement System 7.50% $6.4
Connecticut Teachers' Retirement System 8.00% $29.8 Massachusetts State-Boston Retirement System 7.50% $5.7
Kansas Public Employees Retirement System 8.00% $26.4 Washington School Employees' Retirement System, 2 & 3 7.50% $4.9
Arkansas Teacher Retirement System 8.00% $19.0 Rhode Island Employees' Retirement System - State Employees 7.50% $4.4
Michigan State Employees’ Retirement System 8.00% $16.3 Washington Law Enforcement and Fire Fighters' System, 1 7.50% $4.3
Alaska Public Employees' Retirement System 8.00% $13.8 Oklahoma Firefighters Pension and Retirement System 7.50% $3.5
Nebraska School Retirement System 8.00% $11.2 South Dakota South Dakota Retirement System 7.49% $10.9
Alaska Teachers' Retirement System 8.00% $7.2 New Mexico Public Employees Retirement System 7.48% $20.0
North Dakota Public Employees' Retirement System 8.00% $3.4 Pennsylvania Public School Employees' Retirement System 7.25% $99.4
Ohio State Teachers Retirement System 7.75% $100.8 North Carolina Teachers' and State Employees' Retirement System 7.25% $72.5
Mississippi Public Employees' Retirement System 7.75% $42.0 Pennsylvania State Employees' Retirement system 7.25% $45.6
Missouri Public School Retirement System 7.75% $41.7 North Carolina Local Governmental Employees' Retirement System 7.25% $24.9
Alabama Teachers' Retirement System 7.75% $33.8 New Hampshire  New Hampshire Retirement System 7.25% $12.8
Louisi Teachers' Reti System of Louisiana 7.75% $29.3 Oklahoma Public Employees Retirement System 7.25% $9.4
New Mexico Educational Employees' Retirement System 7.75% $18.7 Colorado Local Government Division Trust Fund 7.25% $5.1
Louisiana State Employees' Retirement System 7.75% $18.6 Colorado Denver Public Schools Division Trust Fund 7.25% $4.2
Alabama Employees' Retirement System 7.75% $17.0 Wisconsin Wisconsin Retirement System 7.20% $93.4
Wyoming Public Employees Pension Plan 7.75% $9.1 Utah Public Employees Noncontrib. Retirement System 7.20% $26.5
Montana Public Employees' Retirement System - DB Plan 7.75% $6.7 Delaware State Employees' Pension Plan 7.20% $9.5
Montana Teachers' Retirement System 7.75% $5.5 Utah Public Safety Retirement System 7.20% $3.8
Missouri Public Education Employees Retirement System 7.75% $4.8 Idaho Public Employee Retirement System Base Plan 7.10% $15.9
Missouri University of Missouri Retirement Plan 7.75% $3.9 lllinois State Universities Retirement System 7.01% $43.0
Missouri Department of Transport Employees' System 7.75% $3.8 New York Employees' Retirement System 7.00% $172.3
North Dakota Teachers' Fund for Retirement 7.75% $36 Virginia Virginia Retirement System 7.00% $88.0
California*® Public Employees' Retirement Fund 7.65% $436.7 New York Police and Fire Retirement System 7.00% $30.3
Missouri State Employees' Plan 7.65% $12.8 Hawaii Employees' Retirement System 7.00% $27.4
California State Teachers' Retirement Fund 7.60% $270.0 Connecticut State Employees' Retirement System 6.90% $33.6
Florida Florida Retirement System 7.60% $167.0 Maine State Employee and Teacher Program 6.88% $13.1
Maryland Teachers' Retirement and Pension System 7.55% $40.5 lllinois Teachers' Retirement System 6.83% $124.2
Maryland Employees' Retirement and Pension System 7.55% $24.3 Indiana Public Employee Retirement Fund 6.75% $18.4
Ohio Public Employees Retirement System 7.50% $100.2 Indiana State Teachers' Retirement Fund - Pre 1996 6.75% $16.8
Georgia Teachers Retirement System 7.50% $86.2 Kentucky Employees Reti System - Nonh 6.75% $13.4
Oregon Public Employees Retirement System 7.50% $77.1 Indiana State Teachers' Retirement Fund - 1996 Account 6.75% $6.4
M husett: Teachers' Reti System 7.50% $47.3 Indiana 1977 Police Officers’ and Firefighters’ Pension Fund 6.75% $5.0
South Carolina South Carolina Retirement System 7.50% $45.4 lllinois State Employee Retirement System 6.64% $49.2
Massachusetts ~ State Employees' Retirement System 7.50% $37.8 Texas Employees Retirement System 5.73% $44.2
Washington Public Employees' Retirement System, 2 & 3 7.50% $35.5 Minnesota Public Employees Police and Fire Fund 5.60% $11.1
lowa Public Employees' Retirement System 7.50% $34.6 New Jersey Police and Firemen's Retirement System 5.55% $49.4
Minnesota General Employees Retirement Fund 7.50% $26.1 Colorado School Division Trust Fund 5.26% $52.4
Oklahoma Teachers' Retirement System 7.50% $22.2 Colorado State Division Trust Fund 5.26% $32.0
Tennessee Teacher Legacy Plan 7.50% $22.1 Minnesota Teachers Retirement Fund 4.66% $43.3
Georgia Employees' Retirement System 7.50% $17.1 California Judges' Retirement Fund 4.25% $3.8
Arizona Public Safety Personnel Retirement System 7.50% $14.2 Kentucky Teachers' Retirement System 4.20% $47.7
Washington Public Employees' Retirement System - Plan 1 7.50% $12.5 Minnesota State Employees Retirement Fund 4.17% $23.6
Washi Teachers' Reti 1t System - Plans 2 & 3 7.50% $12.2 New Jersey Public Employees' Retirement System 3.98% $85.8
West Virginia Teachers’ Retirement System 7.50% $10.7 New Jersey State Police Retirement System 3.55% $5.7
Arkansas Public Employees Retirement System 7.50% $9.8 New Jersey Teachers' Pension and Annuity Fund 3.22% $101.7
V i Law Enf nent and Fire Fighters' System, 2 7.50% $9.6 Florida Retiree Health Insurance Subsidy Program 2.85% $11.8
Source: Pew Charitable Trusts, "The State Pension Funding Gap: 2016" S .
Note: See Appendix 1 for more infomation on California's 2016 pension data. ‘ A WIR “\‘D:[D‘ N ’JTS

1 The Pew Charitable Trusts, “The State Pension Funding Gap: 2016,” (April 12, 2018).
http://www.pewtrusts.org/en/research-and-analysis/issue-briefs/2018/04/the-state-pension-funding-gap-2016#0-
overview.

2 U.S. Bureau of Economic Analysis: Regional Economic Accounts https://www.bea.gov/regional/index.htm.

3 New Jersey’s major pension funds have significantly lowered their expected rates of return in recent years, from
as high as 8 percent in 2013 to as low as 3 percent in 2016. Those changes directly impacted the state’s promised
pension benefit growth over the 2003-2016 period. It should be noted that New Jersey, along with Kentucky and
Minnesota have used some of the lowest expected returns in the country. According to Pew’s collected pension
data, nearly 80 percent of state pension funds with liabilities of $3 billion or more still use expected investment
rates of return of 7 percent and above as of 2016. See Appendix 5 for more details. Wirepoints recognizes that if
other states were to lower their assumed investment rates, the overall rankings of these states would change.
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$73,136 in 2003, https://fred.stlouisfed.org/series/MEHOINUSNJA672N.; New Jersey has the 3™-highest state-local
tax burden & as a percentage of income according to the Tax Foundation. Morgan Scarboro, “Facts and Figures
2018: How Does Your State Compare?” Tax Foundation (March 21, 2018). https://taxfoundation.org/facts-figures-
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® The Pew Charitable Trusts, “The State Pension Funding Gap: 2016.” See Appendix 1 for information on
California’s 2016 pension data.
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9 See Endnote 3 for more information on New Jersey and the lowering of its expected investment rate of return.
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