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WHAT ROLE DOES STATE GOVERNMENT 

PLAY IN FUNDING TEACHER PENSIONS?

* Jean-Pierre Aubry is the associate director of state and local research at the Center for Retirement Research at Boston College.

Introduction 
Many who are familiar with state and local govern-
ment finances are concerned that rising pension con-
tributions could be crowding out important govern-
ment services.1  And, some academic literature does 
find that higher pension contributions are associated 
with reduced employment in local governments and 
school districts.2  The issue is particularly acute for 
school districts, which must maintain a relatively 
large workforce compared to other government units.  

Importantly, school districts are different from 
other local government entities in that a significant 
portion of their costs are covered by transfers from 
state government.  So, as the employer portion of 
teacher pension costs has risen from about 8 percent 
of payrolls in 2001 to almost 20 percent today, discus-
sions about the role of states in funding teachers’ 
pensions have grown more frequent.  To help inform 
the discourse, this short primer investigates how, and 
how much, states contribute to teacher pensions.  

This primer has four sections.  The first section fo-
cuses on states that provide explicit support for some 
portion of teacher retirement benefits – describing the 
various types of arrangements, as well as the size and 
scope of the funding.  The second section focuses on 
the remaining states – here, the school districts are 
expected to pay for virtually all of teacher retirement 
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costs, but the states implicitly support some portion of 
these costs through general state-aid programs.  The 
third section documents significant changes made 
by states since 2001.  The final section concludes that 
about two-thirds of states explicitly support some por-
tion of teacher pension costs, with 15 of these states 
paying the full cost of teacher pensions.  The re-
maining third of states implicitly help with pensions 
through the state-aid process, but this support seems 
to have fallen somewhat behind actual costs.

Which States Explicitly Fund 
Teacher Pensions? 
 
Very few studies have explored the role of states in 
funding teacher retirement costs.3  And, unfortu-
nately, each of these studies presents a somewhat 
different sample of states that explicitly fund teacher 
pensions and excludes some key details on each 
state’s funding arrangement.  So, to better under-
stand the situation, the CRR reviewed the existing 
studies, pored over current state statutes on pension 
funding and school finance, and read the financial 
reports of all the state and local retirement systems 
that provide retirement benefits to teachers.  Below 
is a summary of the findings.
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Figure 2.  Distribution of Share of Teacher 
Pension Costs Explicitly Funded by the State, 2022 

Note: See Appendix Table A-1 for state-by-state details.  
Sources: Author’s calculations based on various documents. 

Figure 1. States that Explicitly Fund Some 
Portion of Teacher Pensions, 2024

As of June 2024, 35 states (including DC) explic-
itly provide funds for some portion of the retirement 
benefits promised to school district teachers (see 
Figure 1).  While most states cover teachers through 

The second aspect is the pathway through which the 
state provides the funds – that is, whether it is totally 
separate from the state-aid process or somewhat 
integrated.  

Currently, 15 states (15 plans) explicitly fund virtu-
ally all teacher pension costs; and 20 states (24 plans) 
provide funds for a portion of costs.  Using the details 
from documents describing the funding arrange-
ments for each state and data from the Public Plans 
Database, Figure 2 shows that – among the states 
providing funds for a portion of the costs – 11 of 20 
pay less than half. 
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and the Public Plans Database.

States use various approaches to determine their 
payments.  The most common approach – covering 
38 percent of teacher pension plans – is for states 
to pay all of the annual required contribution (ARC) 
(see Figure 3 on the next page).  In cases where the 
state does not pay the full ARC, the most frequent 
policy – covering 23 percent of plans – is to pay a 
fixed percentage of salary or a fixed dollar amount.

a state-run plan, a few also have locally run plans for 
teachers.  Overall, then, states explicitly provide some 
degree of regular funding for 39 separate teacher pen-
sion plans.4

 To better understand the nuances of each state’s 
funding arrangement and how it might impact in-state 
discourse on teacher pension costs, it is helpful to look 
at two aspects of each state’s policy.  The first is the 
amount of funding that the state provides for teacher 
pension costs – that is, whether a state funds all the 
costs or rather contributes a specific portion, such 
as the payments to amortize the unfunded liability.  
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integrate their funding of teacher pensions with the 
state-aid process.  The approach taken here may mat-
ter because of its potential influence on school district 
decision-making.  If states send money directly to the 
pension fund, it bypasses the school district, mak-
ing the funding less visible to key stakeholders at 
the school-district level.  If states instead integrate 
funding for pensions through the state-aid process, 
then school district decision-makers may be more 
conscious of pension costs.5

States Implicitly Helping 
Through General State Aid 
Importantly, even the school districts in the states 
without explicit funding implicitly receive help with 
their pension costs through the provision of general 
state education aid.  At a high level, state aid provided 
to school districts is a function of two components.  
The first component is the state’s estimate of the 
total cost to provide students adequate basic educa-
tion – often referred to as the “foundation amount.”6  
The second component is the state’s estimate of each 
school district’s capacity to pay for basic education 
from its own fiscal resources.7  In general, state aid to 
school districts is meant to help districts that cannot 
support the costs of adequate basic education through 
their own resources.  The key question for this primer 
is to what extent states’ estimates for the cost of basic 
education incorporate the rise in pension costs over 
the past two decades.

To better understand states’ processes for de-
termining the cost of basic education and how that 
might impact school districts during periods of rising 
pension costs, the CRR reviewed policy briefs by edu-
cation finance experts, academic papers, and state leg-
islation on education funding.8  The analysis revealed 
two important facts.  The first is that the cost of basic 
education in many states is intended – in concept – to 
include school district pension costs.  The second is 
that states’ estimated costs of basic education are only 
intermittently updated to account for actual changes 
in school district costs.  Instead, carefully derived esti-
mates of basic education costs are generally increased 
by inflation for several years until it is determined 
that another comprehensive assessment is needed.9  
Indeed, as of June 2024, 7 of the 16 states where 
schools are responsible for the lion’s share of teacher 
pension costs had not comprehensively reassessed 
the adequacy of their state aid for over 10 years (see 
Figure 5 on the next page). 

Figure 3. Approach to State Governments’ Explicit 
Funding of Teacher Pension Costs, By Plan

Note: See Appendix Table A-2 for the approaches used by 
states to partially fund specific retirement plans.
Sources: Author’s calculations based on various documents.
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Finally, Figure 4 shows that 21 of the states that 
explicitly fund teacher retirement benefits choose 
to transfer money directly to the pension fund, fully 
separate from the state aid process, while 14 states 
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For school districts responsible for a large portion 
of teacher pension costs, the impact of a significantly 
delayed adjustment can be meaningful.  For example, 
teacher pension costs have risen from about 8 to 20 
percent of payroll from 2001 to 2024.  If state aid was 

Conclusion
School districts are different from other local govern-
ment entities in that a significant portion of their 
overall expenditures are related to personnel costs; 
and they rely heavily on state government transfers 
for revenue.  So, as teacher pension costs have risen 
from about 8 percent of payrolls in 2001 to almost 
20 percent today, discussions over how to manage 
these costs – and the potential role of state govern-
ment – have grown more urgent.  To help inform the 
discourse, this short primer investigated the current 

Figure 5. Number of Years Since Comprehensive 
Review of Basic Education Foundation Amount

2

0

3
4

7

0

2

4

6

8

10

1-2 3-4 5-6 7-9 10+

N
um

be
r o

f S
ta

te
s

Years Since Foundation Amount Last Updated

Note: See Appendix Table A-3 for state-by-state details.
Sources: Author’s calculations based on various documents 
and communications with education experts.

Table 1. Changes to State Government’s Role in 
Funding Teacher Pensions, 2001-2022

Note: The State of Minnesota also makes contributions to 
MN TRA to cover the unfunded liability of Duluth’s and 
Minneapolis’ Teachers Retirement Systems – which were 
consolidated into MN TRA in 2012 and 2015, respectively.
Sources: Author’s calculations based on various documents.

State Plan FY Change in State Role

Expansion of State Role

AK TRS 2018
State started paying any required 
contribution above 12.56 percent of 
teachers’ pensionable salary.

CO
PERA-

Schools
2018

State started making fixed dollar 
contributions.

CO
Denver 
Schools

2018
State started making fixed dollar 
contributions.

IL
Chicago 
Teachers

2019
State started funding the normal 
cost.

MI PSERS 2012
State started paying any required 
contribution above 20.96 percent of 
teacher salary.

MN TRA 2019
State started paying any required 
contribution above 7.5 percent of 
teacher salary.

Contraction of State Role

MD
SRPS-

Teachers
2010

State shifted normal cost payments 
onto the school districts.

ME
PERS-

Teachers
2013

State shifted normal cost payments 
onto the school districts.designed to support roughly 50 percent of average 

school district costs (including pension contribu-
tions) in 2001, a standard inflation adjustment of 3 
percent would have resulted in basic education costs 
that cover only about 40 percent of school district 
pension costs in 2024.10 

How Has Policy Changed 
Over Time?
In most cases, the state’s role in funding teacher pen-
sions has changed relatively little since pension costs 
were at their lowest point in the past two decades.  
That said, a few notable shifts have occurred.  Table 1 
details the meaningful changes made in seven states 
since 2001.  Five of the states shifted from no state 
involvement to some form of explicit state funding.  
But, interestingly, two states reduced the state’s role 
by shifting a meaningful portion of costs onto school 
districts.
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role of states in the funding of teacher retirement 
benefits.  It found 35 states currently provide some 
explicit support for teacher pensions, with 5 states be-
ginning to do so relatively recently.  Importantly, only 
15 of these states pay for all the teacher pension costs 
on behalf of school districts.  And, in the cases where 
state governments do not provide explicit support for 
teacher retirement benefits, it seems like the educa-
tion state aid process has fallen somewhat behind the 
rise in pension costs.

Endnotes
1  For example, Nation (2017) finds that rising expen-
ditures on pension benefits in California crowd out 
spending on higher education and social services.  
Others, like Eide (2015), believe payments towards 
pension costs are crowding out spending on core 
services such as police and fire.

2  Anzia (2019) shows that, in response to a greater 
share of general revenue spent on rising pension 
costs, local governments reduce employment instead 
of raising revenue.  The crowd-out of pensions 
on public services is more prevalent among local 
governments with collective bargaining.  Schuster 
(2018) argues that public employment in Illinois fell 
in recent years due to growing pension costs.  How-
ever, teacher hiring decisions may be different from 
those in local governments due to legal constraints 
such as class size mandates and the lack of ability for 
school districts to raise local revenue.  Kim, Koedel, 
and Xiang (2021) find that higher teacher pension 
costs relate to lower salary expenditures through 
workforce reductions rather than salary cuts, but the 
coefficient is much smaller than Anzia (2019) and 
Schuster (2018).

3  A review of the existing literature revealed a one-
time survey in 2011 by Ron Snell at the National 
Conference of State Legislatures, a one-time member 
survey of retirement system administrators in 2015 by 
the National Association of State Retirement Admin-
istrators, and an academic study of Governmental 
Accounting Standards Board reporting requirements 
on states’ special funding arrangements in 2019 (see 
Costrell, Hitt, and Shuls 2019).  Additionally, Randaz-
zo, Dowell, and Golos (2021) focus on Connecticut, 
while Randazzo et. al (2023) investigate California.

4  The following local teacher plans are included in 
the analysis: Denver Schools (CO), Chicago Teachers 
(IL), Omaha Teachers (NE), Minneapolis Teachers 
(MN), St. Paul Teachers (MN), Duluth Teachers (MN), 
Montgomery County Teachers (MD), Kansas City 
Teachers (MO), St. Louis Teachers (MO), New York 
City Teachers (NY), and Fairfax County Schools (VA).  
In many cases, the state government ends up explic-
itly providing some degree of regular funding for a 
local teacher plan because the local plan is merged 
into the state-run plan (e.g., Denver Schools merged 
into Colorado PERA, Duluth Teachers and Minneapo-
lis Teachers merged into Minnesota TRA).
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5  While state education aid and state special funding 
arrangements for teacher pensions are often treated 
as separate legislative and budgetary processes within 
state and local governments, all money is fungible, 
and significant state-level pension contributions on 
behalf of school districts could reduce state resources 
available for other school district assistance.

6  As of 2021, the Education Commission of the 
States finds that 34 states (including DC) determine 
costs on a per-student basis, 10 use a per-teacher 
basis, 6 use a hybrid of per student and teacher, and 1 
relies on a guaranteed tax.

7  This estimate is generally determined by the prop-
erty values and income earned within each school 
district.  

8  While descriptive state-by-state summaries of state-
aid programs are plentiful, they generally focus on the 
ways that aid is allocated across school districts.  They 
rarely include any meaningful details on the way that 
estimates of the basic cost of education are derived 
and subsequently updated – let alone how pension 
costs are treated within that process.

9  Griffith (2012) cites Arkansas, Maryland, and Wyo-
ming as being among the few states that determine 
their foundation amounts through periodic studies 
conducted by third-party expert organizations.  In 
many cases, early estimates of basic cost were based 
on existing school district expenditures and simply 
rolled forward afterward.

10  Assuming no payroll growth, contributions grew 
2.5 times from 2001 to 2024 (20/8 =2.5).  Simply ap-
plying an annual 3-percent inflation increase would 
grow basic education costs by about 2 times over the 
same period [1.03^23=1.97].  So, if basic education 
costs supported 50 percent of pension costs in 2001, 
they would only support 40 percent of pension costs 
in 2024 [.5*1.97/2.5=.39].
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State
State share of teacher 

pension costs
State funding separate from  

– or integrated with – the state-aid process

AK 82% Separate

AL 85% Integrated

CA 40% Separate

CO 24% Separate

CT 100% Separate

DC 100% Separate

DE 100% Separate

GA 80% Integrated

HI 100% Separate

ID 100% Integrated

IL 89% Separate

IN 88% Separate

KS 100% Integrated

KY 100% Separate

LA 65% Integrated

MA 100% Separate

MD 66% Separate

ME 36% Separate

MI 32% Integrated

MN 27% Integrated

MT 30% Separate

NC 100% Integrated

NE 17% Separate

NJ 100% Separate

OH 40% Integrated

OK 44% Separate

PA 50% Integrated

RI 40% Separate

SC 100% Integrated

TX 46% Separate

UT 100% Integrated

Table A-1: States Where State Government Explicitly Funds Teacher Pensions, 2024
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Table A-1 (continued)

State
State share of teacher 

pension costs
State funding separate from  

– or integrated with – the state-aid process

VA 55% Integrated

VT 100% Separate

WV 100% Separate

WY 100% Integrated

Notes: Hawaii and DC are single-district entities.  The state government of Delaware is considered the employer of each 
school district’s employees.  Minnesota and Louisiana are classified as making payments within the state-aid process, but 
they also contribute directly to the pension fund outside of the state-aid process.  In Minnesota, the state contributes special 
state aid (approximately $35 million annually) directly to MN TRA to pay off unfunded liabilities that TRA took on as a re-
sult of past mergers into TRA of the financially struggling Duluth and Minneapolis teachers funds.  In Louisiana, the state 
diverts some ad valorem taxes and state revenue sharing funds to the Louisiana TRS that serve as employer contributions 
from non-employer contributing entities.
Sources: Author’s calculations based on various documents and the Public Plans Database.
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Note: The State of Minnesota also makes contributions to MN TRA to cover the unfunded liability of Duluth and Minneapo-
lis Teachers Retirement Systems – which were consolidated into MN TRA.  Starting in FY 2013, the state of Louisiana di-
verts a portion of ad valorem taxes and state revenue sharing funds to Louisiana TRS.  These transfers are used as employer 
contributions but generally amount to less than 4 percent of total employer contributions received by the system.
Sources: Author’s classification based on review of various documents.

Fixed percentage of teacher salary

California State Teachers Retirement System

Minnesota Teachers Retirement Association

St. Paul (MN) Teachers Retirement Fund

Montana Teachers Retirement System

Nebraska Public Employees Retirement System - School Employees Plan

Omaha (NE) School Employees' Retirement System

Texas Teachers Retirement System

Fixed dollar amount

Colorado Public Employees Retirement Association - Schools Division

Colorado Public Employees Retirement Association - Denver Public Schools Division

Fixed share of actuarially required contribution

Rhode Island Employees Retirement System

Actuarially required contribution above fixed school contribution

Alaska Teachers Retirement System

Michigan Public School Employees Retirement System

Illinois Teachers Retirement System

Unfunded liability payments

Maryland State Retirement and Pension System - Teachers Combined System

Maine Public Employees Retirement System - State and Teacher Retirement Program

Normal cost payments

Chicago Public School Teachers' Pension and Retirement Fund

Share of certain dedicated state tax revenue

Oklahoma Teachers Retirement System

Pay-go benefits

Indiana Public Retirement System - Teachers

Based on district resources (state-aid process)

Alabama Teachers Retirement System

Georgia Teachers Retirement System

Louisiana Teachers Retirement System

Ohio State Teachers Retirement System

Pennsylvannia Public School Employees Retirement System

Virginia Retirement System - Teachers

Table A-2. Types of Funding Arrangements for States that Only Fund a Portion of Teacher Pension 
Costs, by Plan
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Table A-3: States Where Schools Pay the Vast
Majority of Teacher Pensions, 2024

Sources: Author’s calculations based on various documents 
and communications with education experts.

State
Years since comprehensive 

review of state-aid

AR 2

AZ 10+

FL 10+

IA 10+

MO 6

MS 5

ND 9

NH 6

NM 10+

NV 2

NY 7

OR 10+

SD 7

TN 10+

WA 7

WI 10+
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