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Public Sector Pensions in Illinois 

“Let it not be said, however great disasters may befall us, however much we may be 
impoverished, how heavy the burden imposed upon us may be, we will, for relief, destroy the 

constitution, or disregard its requirements.  Our safety, in the midst of perils, is in a strict 
observance of the constitution – this is the bulwark to shield us from aggressions.  Trifling with 

it, treating it lightly, dispensing with this or that provision of it, is the sure precursor of the direst 
calamity which can befall the people, the end of which cannot fail to be, anarchy and ruin.”3 

Introduction 

Scholars, reporters, government commissions, activists, and laypeople alike have studied 
and written on the issue of Illinois’ public pension systems for decades but confusion abounds in 
the public discourse. Those that have not studied this issue may not understand its history, 
causes, consequences, nor see a path forward toward sustainable fiscal health, while those that 
have may not see a way forward politically. 

It is commonly understood that the state of Illinois runs a year-over-year budget deficit 
and that the unfunded pension liability contributes largely to that debt. For example, Moody’s, a 
bond rating agency, recently assigned a rating of “Baa3” to the State of Illinois marking it “near-
junk” status.4 Year-over-year the unfunded pension liability grows, the state falls deeper into 
debt, and its bond rating continues to fall. This trend provokes a sense of crisis among 
lawmakers, annuitants, and residents, and causes General Assembly members to make rash 
decisions and institute short term “fixes” to a problem that requires a long-term solution.5 

Over time two lines of argumentation have emerged to describe the problem and offer a 
solution to the pension crisis: One argument holds that Illinois offers too lavish of pension 
benefits to its retirees and that these overly-expensive benefits have caused the pension crisis. 
These authors suggest that the way out of the crisis is to reduce pension benefits and to do this 
through the passage of a constitutional amendment.6 

                                                           
3 The Illinois Supreme Court, People ex rel. Merchants’ Saving, Loan & Trust Co., 30 Ill at 437, as cited in Madiar, 

Eric M., Illinois Public Pension Reform: What’s Past is Prologue, The Illinois Public Employee Relations 
Report, Illinois Institute of Technology Chicago-Kent College of Law and the University of Illinois School of 
Labor and Employment, Vol. 31, Iss. 3, Summer, 2014.  

4 Moody’s Investors Service, Moody’s assigns Baa3 to Illinois’ Series of November 2019 GOs; outlook stable. 
October 18, 2019. (Available at: https://www.moodys.com/research/Moodys-assigns-Baa3-to-Illinois-
Series-of-November-2019-GOs--PR_906100242) 

5 Bruno Robert, Amanda Kass, and David Merriman, A “Pension Crisis” Mentality Won’t Help: Thinking Differently 
About Illinois’ Retirement Systems, a joint report of the University of Illinois-Chicago’s Government 
Finance Research Center, the University of Illinois’ Institute of Government & Public Affairs, and the 
University of Illinois’ Project for Middle Class Renewal, February 19, 2019. 

6 Dabrowski, Ted and John Klingner, A dramatic rise in pension benefits – not funding shortfalls – caused Illlinois’ 
state pension crisis, a WIREPOINTS Special Report, February, 2018; Dabrowski, Tad, and John Klingner, 
Illinois Auditor General pension report: Everything’s fine (but not really), WIREPOINTS, December 31, 2018; 
Dabrowski, Ted and John Klingner, Moody’s vs. Illinois politicians: $100 billion difference in pension debts, 
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Other authors argue that Illinois’ pension benefits are not overly generous; that the 
current fiscal health of the pension systems came about due to years of underfunding the 
systems, making less than the actuarially required employer contributions, and borrowing against 
the pension systems to pay for regular operating budgets so as to avoid modernizing Illinois’ tax 
system.7 Recently, the latter argument has gained traction even among influential business 
groups such as the Civic Committee of the Commercial Club of Chicago.8 

Pension Overview 

Illinois has five major statewide public pension plans. These include The State 
Employees’ Retirement System (SERS), the Teachers’ Retirement System (TRS), the State 
Universities Retirement System (SURS), the Judges’ Retirement System (JRS), and the General 
Assembly Retirement System (GARS). These employees work for the state and the state, as their 
employer, has a financial obligation to contribute to these pension plans.9 A pension system must 
delicately balance its fiduciary duty to pensioners, taxpayers, and the sponsors of the system, and 
this balancing act lies at the heart of the pension problem. 

One way to measure the fiscal health of these pension plans is by looking at their funded 
ratio, or the ratio of assets to current and future payments. This measure shows how close the 
plans are from insolvency. Figure 1 shows that the aggregated public pension systems were over 
70% funded in the year 2000, and by the year 2009 the funded ratio fell by 40%; the highest 
increases occurred during the good economic times of the “tech boom” of the 1990’s, while the 
greatest decreases occurred during the economic recessions of 2001-2003 and 2007-2009. 

                                                           
WIREPOINTS, January 3, 2019; Jones, Tim, Latest Pension Play is No Guaranteed Fix, The Better 
Government Association, June 26, 2019. 

7 Martire, Ralph and Drazzel Feliu, The Impact of Flawed Tax Policy & Pension Debt Repayment Plans on Illinois’ 
Structural Deficit, The Center for Tax and Budget Accountability, October 21, 2019; The Civic Federation, 
State of Illinois FY2020 Recommended Operating and Capital Budgets: Analysis and Recommendations, 
The Institute for Illinois’ Fiscal Sustainability, May 16, 2019; Merriman, David, Chuanyi Guo, and Di Qiao, 
No Magic Bullet: Constructing a Roadmap for Illinois Fiscal Sustainability, University of Illinois Institute for 
Government & Public Affairs, March 1, 2018; Brown, Jeffrey R. and Richard F. Dye, Illinois Pensions in a 
Fiscal Context: A (Basket) Case Study, Working Paper 21293, NBER Working Paper Series, National Bureau 
of Economic Research, June 2015. 

8 For example, Tim Jones writes, “Embracing that line of reasoning is the Civic Committee of the Commercial Club 
of Chicago, one of the state’s most influential business groups.  The Civic Committee had been a driving 
force behind the 2013 law, but last February reversed course in advocating a bitter-medicine fix to pay for 
the state’s pension woes: raising income tax rates, broadening the sales tax to apply to more consumer 
services and ending a blanket exemption from taxation for retirement income.” Jones, Tim, Latest Pension 
Play is No Guaranteed Fix, The Better Government Association, June 26, 2019, page 6. 

9 Brown, Jeffrey R. and Richard F. Dye, Illinois Pensions in a Fiscal Context: A (Basket) Case Study, Working Paper 
21293, The National Bureau of Economic Research, June 2015. 
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Figure 1: History of Funded Ratio of Illinois' Five State Retirement Funds 

 

Source: Bruno, Robert, Amanda Kass, and David Merriman, " A 'Pension Crisis' Mentality Won't Help: Thinking Differently About 
Illinois' Retirement Systems." February 19,2019. 

Figure 2 shows that the Teachers Retirement System and the State University Retirement 
System have hovered around 40% funded since 2009; the State Employees Retirement System 
and Judges Retirement System have hovered around 35% funded since 2009; and the General 
Assembly Retirement System has gone from 22% funded in 2009 to 15% funded in 2018. 
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Figure 2 History of Funded Ratio of Various State Pension Systems 

 
  

  

 

Source: Bae, Julie and Luke Versweyveld, “Illinois State Retirement Systems: Financial Condition as of June 30, 2018.” The Commission on Government Forecasting & Accountability, April, 2019. 

 



One explanation for this funding shortfall is that Illinois’ pension benefits are overly 
generous, but the data show otherwise. 

Brown and Dye find that Illinois’ various pension benefits are actually average with 
respect to generosity. For example, in terms of initial annual benefits Illinois SERS ranks 25 out 
of 50 states.10 The annual pension benefits of TRS employees, too, are not overly generous; TRS 
employees’ benefit ranks 27th out of 46 states.11 Brown and Dye conclude that “[w]hen one 
considers the combined generosity and expense of public pensions and Social Security, there is 
little evidence that Illinois is more generous than other states with higher funding ratios.”12 

So, then, what explains the history of low funded ratios of the various statewide pension 
plans? 

Unfunded Pension Liability in a Fiscal Context 

Illinois’ has a history of chronically underfunding its pension systems. This history was 
described by the State Budget Crisis Task Force of 2012 in writing that: 

“[D]uring the good economic times of the late 1990s to mid-2000s, Illinois 
expanded government services, but did not raise taxes and did not put away cash 
reserves.  The state paid for its excess spending by making even smaller payments to the 
pension systems, borrowing heavily, sweeping special funds, and putting off paying 
Medicaid and employee healthcare bills until the following budget year.  This chronic 
shortsightedness and avoidance of tough choices has accumulated to a significant 
structural deficit for Illinois.  When the revenue recession hit in 2009, Illinois had no 
cushion.  Time-shifting budgeting tricks used persistently in the good years were of much 
less value for temporary use in a downturn.”13 

In other words, Illinois did not make the contributions necessary to bring down the 
unfunded liability and, therefore, the unfunded liability ballooned over time.14 Figure 3 shows 
that insufficient employer contributions made up the largest factor in the unfunded liability while 
increasing benefits did not play a significant role (see appendix). 

                                                           
10 Ibid. 
11 Ibid. 
12 Ibid. page 6. 
13 The State Budget Crisis Task Force as cited in Brown, Jeffrey R. and Richard F. Dye, Illinois Pensions in a Fiscal 

Context: A (Basket) Case Study, Working paper 21293, The National Bureau of Economic Research, June 
2015, page 7. 

14 Bae, Julie and Luke Versweyveld, “Illinois State Retirement Systems: Financial Condition as of June 30, 2018.” 
The Commission on Government Forecasting & Accountability, April, 2019; “Analysis of Change in State 
Pension Unfunded Liability – 1985 through 2012.” The Commission on Government Forecasting and 
Accountability, 2013. 
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Figure 3: Aggregate Unfunded Liabilities from 1996-2018 

 

Source: Bruno, Robert, Amanda Kass, and David Merriman, “A ‘Pension Crisis’ Mentality Won’t Help: Thinking Differently About 
Illinois’ State Retirement Systems,” February 19, 2019. 

This can be illustrated further by looking at the actual employer contribution relative to 
the recommended contribution (ADC) in figure 4, which shows that year-over-year Illinois has 
contributed less than the recommended contribution and uses TRS as an example.15 The 
recommended contribution (ADC) is “a target or recommended contribution to a defined benefit 
pension plan for the reporting period, determined in conformity with Actuarial Standards of 
Practice based on the most recent measurement available when the  contribution for the reporting 
period was adopted.” The term ‘actuarially determined contribution’ (ADC) replaced the term 
‘annual required contribution’ (ARC) and uses an amortization method based on a level 
percentage of payroll assumption.16 

                                                           
15 In 2012, the TRS Board of Trustees passed a resolution to calculate its recommended contribution using actuarial 

principals and standards. 
16 Mackenzie, George (Sandy), “Addendum to Report on Communicating the Financial Health of Public Pension 

Plans,” The Society of Actuaries, 2015. 
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Figure 4:  Arc Contributions vs. Actual Contributions 

 

Source: Bruno, Robert, Amanda Kass, and David Merriman, “A ‘Pension Crisis’ Mentality Won’t Help: Thinking Differently About 
Illinois’ State Retirement Systems,” February 19, 2019. 

However, even if Illinois had made the recommended contribution, these contributions 
still would have fallen short of the amount necessary to pay benefits to retirees and pay off the 
unfunded liability over time, as illustrated by figure 5; Kriz finds, for example, that in fiscal year 
2018 “no state plan contributes more than 70% of what would be required to fully pay off the 
UAAL [the unfunded liability] by the date established under their own funding policy.”17 

Kriz shows that this is because the actuarily determined contribution is calculated using a 
level percentage of payroll amortization method which calculates annual contributions using a 
level percentage of payroll expenses. This method is based on the assumption that payrolls will 
increase over time. The calculation of contributions using this assumption has resulted in a 
payment plan that starts out low and balloons dramatically over time. 

Kriz argues that a net amortization calculation – one that takes into account the amount 
necessary to pay retiree benefits and pay off the unfunded liability over time at a level dollar 
amount – represents a more suitable way of calculating the contribution to pay retiree benefits, 
reduce the unfunded liability, and return to a reasonable funded ratio.18 

                                                           
17 Kriz, Kenneth, “Are Illinois State and Local Governments contributing Enough to their Pension Plans to pay down 

their Debt?” Institute for Illinois Public Finance, University of Illinois Springfield, January 2020. 
18 Ibid. 
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Figure 5: Contribution Comparisons in FY 2018 

 

Source: Kriz, Kenneth, “Are Illinois State and Local Governments contributing Enough to their Pension Plans to pay down their 
Debt?” Institute for Illinois Public Finance, University of Illinois Springfield, January 2020. 

History of Underfunding the Pension System 

In 1917 the General Assembly commissioned the Illinois Pension Laws Commission to 
study the pension crisis. That commission described the pension system as nearing insolvency 
and heading towards crisis because the state contributions were inadequate for paying the 
pensions benefits. The Commission authored another report to the same effect in 1919.19 

The Commission’s reports of 1945, 1965, and 1969 documented the same issues, adding 
that the pension obligations rested “exclusively upon government as the employer” and “must be 
met by public funds derived from future taxation.” These commission reports found over and 
over again that the unfunded liability was due to a lack of employer contributions. 

Against this historic backdrop came the 1970s constitutional convention and the adoption 
of the Pensions Clause into the new constitution. Madiar shows that the delegates to the 
convention explicitly adopted the pension clause to protect retirees from the then well 
documented inaction of members of the General Assembly to make adequate employer 
contributions. 

In 1984, the Commission released yet another report detailing the same problem and 
adding that for over 30 years it had advocated for the General Assembly to make its 
recommended contributions to pay down the accrued unfunded liability of the public pension 
systems but lawmakers had lacked the fiscal discipline to do so. 

In 1995 Illinois enacted into law a new pension funding plan modeled after Governor 
Edgar’s proposal. This legislation created a plan to achieve 90% funding of the state pension 

                                                           
19 This section draws extensively from Madiar, Eric M., Illinois Public Pension Reform: What’s Past is Prologue, ITT 

Chicago-Kent College of Law and The University of Illinois School of Labor and Employment, Vol 31, Iss 3, 
Summer 2014. 
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systems over the course of 50 years. The plan included year-by-year increases in the state 
contribution to the fund. Figure 6 shows the pension ramp. 

Figure 6: The “Edgar Pension Ramp” ($ Millions) 

 

Source: Martire, Ralph and Drazzel Feliu, "The Impact of Flawed Tax Policy & Pension Debt Repayment Plans on Illinois' 
Structural Deficit." The Center for Tax and Budget Accountability, October 21, 2019. 

This pension ramp increased the unfunded liability and deferred the payment of normal 
costs and the interest on the liability until 2034, Madiar found.20 Today, this funding schedule 
has been found to be nearly impossible to follow and has necessitated a renegotiation of the debt 
repayment plan through re-amortization. 

In March of 2013, the Securities and Exchange Commission found the pension ramp to 
be the primary driver of the unfunded pension liability because it allowed lawmakers to push 
their contributions further and further into the future.21 

In 2003 the Governor took out $10 billion in pension-obligation bonds for pension 
contributions in order to allocate general revenue funds to that year’s operating budget. This 
added significantly to the unfunded pension liability. 

In an effort to reverse the unfunded liability, lawmakers passed legislation in 2010 to 
create a lower tier of public pension benefits. Tier II employees – those hired on or after January 
1, 2011 – have significantly lower benefits than Tier I employees do, while their costs are 
actually larger than Tier I employees’; Tier II employees subsidize the cost of Tier I benefits 

                                                           
20 Ibid page 14. 
21 Bruno et. al. 
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while only receiving seven percent of an active Tier I employee’s benefit.22 Tier II legislation 
passed through both houses of the General Assembly without discussion of detailed projections 
from pension system actuaries on the impact of the legislation.  

“There is also a potentially serious and costly flaw in the Tier II plan.” Bruno et. al. write, 
“If the rate of inflation is high enough, Tier II benefits will be so low that they will violate 
federal law, which requires that they be at least equivalent to social security benefits.” On-going 
lawsuits will determine whether Tier II violates the safe harbor provision of federal law. This 
legislation also had no meaningful impact on the unfunded pension liability because the 
legislature continued to making inadequate contributions based on poor assumptions. 

In 2013 and 2015 the legislature passed pension reform bills to diminish the benefits of 
annuitants in an attempt to bring down the unfunded liability. These laws sought to diminish the 
3% cost of living adjustment (COLA), among other provisions, granted to Tier I members.  Such 
laws were struck down as unconstitutional by the Illinois Supreme Court for violating the 
pension protection clause of the Illinois constitution.23 

Later, lawmakers tried other strategies to lower the unfunded liability. For example, in 
2019 lawmakers offered a pension buyout plan where members could opt-out of their future 
benefits for a lump sum. However, this plan failed because many members did not trade their 
future benefits package for a lesser offer. This is another example of legislation that passed 
where sound actuarial studies were not consulted beforehand.24 

So, today lawmakers find themselves faced with the same problem that the Illinois 
General Assembly has faced for 100 years. All the while the answer has been at their fingertips, 
but it represents a politically difficult solution because it requires fiscal discipline over the course 
of many years. 

A Way Forward 

Martire and Kriz argue for the re-amortization of the pension debt to bring the pension 
systems to a reasonable funded ratio.25 They argue for smoothing the payment obligation plan 
into level annual payments. This makes the state’s payment obligation the same year-to-year in 
nominal terms and the obligation actually decreases over time in real dollars. Figure 7 shows 
what such a re-amortization of pension debt would look like as contrasted to the pension ramp. 

                                                           
22 Ibid. 
23 Brown et. al. 2015; Madiar, Eric, “Illinois Public Pensions: Where To From Here?” 33 Ill. Pub. Employee Labor 

Report (Winter/Spring), 2016.  
24 The Civic Federation, “Illinois’ Pension Buyout Savings Far Less than Expected,” The Institute for Illinois’ Fiscal 

Sustainability at The Civic Federation, July 18, 2019. 
25 Martire et. al. 2019; Kriz, 2020. 
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Figure 7: Pension Fund Contributions under Current Law, Compared to CTBA's Pension Re-Amortization Proposal ($ Billions) 

 

Source: Martire et. al.,” The Impact of Flawed Tax Policy & Pension Debt Repayment Plans on Illinois’ Structural Deficit.” The 
Center for Tax & Budget Accountability, October 21, 2019. 

It is important to note that for the first few years Illinois may issue relatively small 
pension obligation bonds to make up the difference between the repayment obligation called for 
under the proposed plan the obligation called for under current law. 

If Illinois were to require more revenue in order to fund core services and make the re-
amortization payments for state pension systems, this could be accomplished in a variety of 
ways. For example, Martire calls for the adoption of a graduated income tax and the expansion of 
the tax base to include services, but another option exists: Illinois could simply raise the flat tax 
rates and keep the tax base as it stands today. Many of these solutions are heralded in common 
by groups such as the Center for Tax and Budget Accountability, the Civic Federation, and other 
independent authors.26 

  

                                                           
26 Martire et. al. 2019; Brown et. al. 2015; Eric Madiar 2014; Bruno et. al. 2019; Merriman et. al. 2018; Moody’s 

2019; and The Civic Federation, “State of Illinois FY 2020 Recommended Operating and Capital Budgets: 
Analysis and Recommendations,” The Institute for Illinois’ Fiscal Sustainability at The Civic Federation, 
May 16, 2019.  
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Conclusion 

Illinois’ public pension systems have been underfunded for decades and government 
commissions and independent scholars alike agree that this has come about due to inadequate 
state contributions to the systems and an inadequate pension debt repayment plan. 

Illinois finds itself in a position to take a proactive approach to solving the pension crisis 
by renegotiating the pension debt repayment schedule and re-amortizing the debt into level 
payment obligations over the next 50 years. Many independent scholars agree that re-amortizing 
the pension debt is a fiscally responsible way forward. 

Such a plan would put the state in a more reasonable position to make its pension 
contributions and it would help safeguard the long-term viability of the state’s pension systems. 
This would in turn help ensure that future generations of public servants receive retirement 
benefits like their predecessors did. 

The only question that remains is whether Illinois’ lawmakers have the political 
wherewithal to take these steps in order to reverse this crisis or, instead, continue down the 
unwise road of seeking quick fixes. 
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Appendix 

 

Source: “Analysis of Change in State Pension Unfunded Liability – 1985 through 2012.” The Commission on Government 
Forecasting and Accountability, 2013. 
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Source: “Analysis of Change in State Pension Unfunded Liability – 1985 through 2012.” The Commission on Government 
Forecasting and Accountability, 2013. 



18 
 

 

Source: “Analysis of Change in State Pension Unfunded Liability – 1985 through 2012.” The Commission on Government 
Forecasting and Accountability, 2013. 
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Source: “Analysis of Change in State Pension Unfunded Liability – 1985 through 2012.” The Commission on Government 
Forecasting and Accountability, 2013. 
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Source: “Analysis of Change in State Pension Unfunded Liability – 1985 through 2012.” The Commission on Government 
Forecasting and Accountability, 2013. 

 

 


