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Reforming Tier 2 Pensions in lllinois

Executive Summary

Ilinois has a public service workers shortage. This includes thousands of unfilled teaching positions at local school
districts. Labor shortages have been linked to inadequate pay and benefits as well as other issues like burnout. One
proposed solution has been to reform the two-tiered retirement system for state and local government workers—half of
whom are not covered by Social Security, including Illinois’ teachers.

State and local government workers earn less than comparable private sector workers, and evidence suggests
Illinois’ two-tiered pension system likely contributes to labor shortages.
e Since Tier 2 was enacted in 2011, public school teachers and state and local government workers have seen
theirincomes grow between 13 and 16 percent slower than private sector workers in Illinois.
e Compared to their private sector counterparts, state and local government employees earn 13 percent less and
public-school teachers earn 21 percent less on average in Illinois.
e |llinois now produces 3,800 fewer university-level graduates with education degrees in the Tier 2 era while the
state has 3,900 unfilled teaching positions at public school districts—a 284 percent increase since 2017.
e Insurveys, education leaders cite salary and “retirement system issues” as causes of staff shortages.
e State agencies have had a historically high 5,000 to 7,800 unfilled positions every year since 2021.

Under IUinois’ two-tiered retirement system, employees must now work longer to earn diminished pensions that
no longer keep pace with inflation.
e Tier 2 increased the full retirement age to 67 years old for most workers, reduced the “final average salary”
calculation upon which retirement checks are based, and reduced annual cost-of-living adjustments.
e Tier 2 has lowered retirement earnings by at least $2,600 per year, which widens over time to at least $23,600 per
year (26 percent or more) due to cost-of-living adjustments.
e Atleast 6 percent of state government workers are at risk of earning less in retirement with Tier 2 pensions than
they would if they collected Social Security checks.

Although there have been improvements over recent years, Illinois’ pensions require sustained financial
commitments from the State to address $145 billion in unfunded liabilities.
e OfIllinois’ 279,000 active public sector employees, 149,000 workers are in Tier 2 (53 percent).
e Insufficient State contributions are responsible for 47 percent of the increase in unfunded liabilities, after the
current Pension Ramp—created in 1994—set payments artificially low.
e Since 2019, assets have grown faster than liabilities, the State has made supplemental contributions, and the
funded ratio (48 percent) has reached its highest level since 2008.

Lawmakers could consider a range of proactive Tier 2 reforms to combat public service worker shortages, deliver
retirement security, and achieve a 90 percent funded ratio by 2045 while potentially saving money for taxpayers.

1. Option 1 would adjust the salary cap to the Social Security wage base to comply with federal requirements,
which would cost $3 billion by 2045 but annually grow the economy by $248 million and create 1,200 jobs. This
could be paid for entirely by repurposing money from legacy bond payments after those debts are paid off.

2. Option 2, represented by 2025 Senate Bill 2 and House Bill 2711, would more closely align benefits with Tier 1—
costing $20 billion by 2045 but increasing economic activity by $1.2 billion annually and creating 5,700 jobs. The
cost could be reduced by two-fifths by repurposing money from legacy bond payments after they are paid off.

3. Option 3, represented by the Fair Retirement and Recruitment Act (2025 Senate Bill 1937 House Amendment 2)
would comply with Social Security, adjust final average salaries, improve the cost-of-living adjustment to 3.0
percent, lower the retirement age to between 62 and 65 years old, and repurpose a portion of the money from
legacy bond payments after those debts are paid off to lower the total cost to $3 billion by 2045—adding $567
million in economic activity and 2,800 jobs annually.

4. Option 4 would comply with Social Security, adjust final average salaries, increase the cost-of-living adjustment
to 2.5 percent, and repurpose 100 percent of the money from legacy bond payments after those debts are paid
off. This would save taxpayers $3 billion by 2045 while boosting economic activity by $337 million and creating
1,600 jobs annually.

Public pensions are crucial to public school teachers, police officers, firefighters, nurses, university faculty, and other
state and local government employees. Ultimately, proactive Tier 2 reforms can attract and retain more qualified workers,
ensure compliance with federal law, and boost economic activity in Illinois.
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Glossary of Key Terms

Pension Ramp - A 50-year plan created in 1994 and signed into law by Governor Jim Edgar intended to address
underfunded pensions and bring the systems up to 90 percent funded by 2045, with State payments set artificially
low for the first 15 years but accelerating between 2010 and 2045.

Accrued Liabilities — The total amount owed in future benefits to current employees, former employees who are not
yet retired, and retirees.

Actuarial Value of Assets — The total value of pension fund investments, which are used to pay for benefits. The
“actuarial value” differs from the market value because it smooths out investment gains and losses over several years
to reflect long-term trends rather than current market volatility. The actuarial value tends to be lower than the market
value during periods when investment performance exceeds expectations and higher when the opposite occurs.

Unfunded Liabilities — The difference between accrued liabilities and the actuarial value of assets, which pension
funds must address in order to be fully funded.

Funded Ratio - The actuarial value of assets as a share of accrued liabilities. A funded ratio of 100 percent indicates
that assets can pay current and future liabilities. However, the Congressional Budget Office (CBO) considers an 80
percent funded ratio sufficient. Illinois’ Pension Ramp requires a funded ratio of 90 percent by fiscal year 2045.

Final Salary — The average of an employee’s highest earnings over a specific period (4 of the last 10 years in Tier 1
employees and 8 of the last 10 years in Tier 2) used in calculating initial pension earnings upon retirement.

Multiplier — A value thatis multiplied by years of service and final average salary to determine initial pension earnings.
Thisis “how much” of the final average salary aretiree receives for each year he or she worked. In Illinois, the multiplier
is 2.2 percent. As examples, retirees who work 20 years receive 44 percent of their final average salary (20 times 2.2
percent). Retires who work 35 years receive the maximum 75 percent.

Cost-of-Living Adjustment (COLA) — The annual increase to pension earnings, intended to keep pace with inflation
so retirees’ ability to purchase goods and services is not diminished over time on a fixed income.

Social Security Wage Base (SSWB) - The maximum annualincome subject to Social Security taxes, used for benefit
calculations ($176,100 in 2025). Social Security benefits are based only on taxed earnings up to this level.

Tier 2 Salary Cap - The maximum annualincome used in final average salary calculations to determine initial pension
earnings, intended to limit overly generous pensions for the highest-paid employees (e.g., managers, judges, lawyers,
doctors, professors, etc.). In 2025, the Tier 2 wage cap was $125,774.

Safe Harbor test (or Safe Harbor rule) — A guideline set by the Internal Revenue Service (IRS) to ensure that pension
systems with members who are not covered by Social Security provide basic minimum benefits that would be
equivalent to Social Security checks. The final average salary, the multiplier, and the salary cap are primary factors.

SSWB Base Reserve Fund — An account created by the State of Illinois in fiscal year 2026 “to cover the estimated
first-year costs of adjusting SSWB for State Tier 2 members until legislation is enacted” which would ensure that all
retirees earn at least what they would if they were covered by Social Security.

Legacy Bond Debts - Annual State contributions used to repay bonds that were issued over a decade ago. For

example, in fiscal year 2030, Illinois will repay the final $500 million in principal on $6 billion in general obligation
bonds that were taken out in 2017 “to pay off a portion of the State’s [bill] backlog coming out of the budget impasse.”
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Introduction

Ilinois faces a shortage of workers in key public service roles. Currently, there are nearly 4,000 unfilled
teaching positions statewide (ISBE, 2025a). Illinois is short more than 15,000 registered nurses, and recent
research showed that 34 percent of employed nurses were considering leaving the profession (Davis, 2024;
Dunn, Bruno, & Wilson, 2024). Similarly, police chiefs have said that recruitment and retention are their top
challenges, with vacant law enforcement positions impacting public safety in communities across the
state (Wojcicki, 2022; Draughon, 2024; Keeshan & Sarkauskas, 2023).

Arobust labor market contributed to labor shortages in certain public service occupations, with the state’s
unemployment rate hovering at or below 5 percent since 2022 (BLS, 2025a)." However, research has also
linked inadequate pay, burnout, unsafe staffing levels, job-related strains like mandatory overtime, and
declining interest among younger workers to shortages of teachers, nurses, and other public sector
employees (ISBE, 2025a; Martin et al., 2023; Dunn, Bruno, & Wilson, 2024). Lack of occupational respect
and characterizations as faceless bureaucrats—rather than as frontline professionals who deliver
education, healthcare, and critical services that are often dangerous or taken for granted—are cited as
reasons for high employee turnover as well (IEA, 2024). One potential solution that has been proposed to
attract and retain more teachers, nurses, first responders, and other public employees is to reform the
retirement system for state and local government workers (Devaney, 2024; Martwick, 2025).

It must first be noted that Illinois’ teachers are not, and have never been, covered by Social Security. When
Social Security was created in 1935, all state and local government employees were initially prohibited
from participating in the program. In response, Illinois created the Teachers’ Retirement System (TRS) in
1939 as a standalone retirement system. When the Social Security Act was amended in 1950 to allow state
and local government employees to voluntarily participate, Illinois’ teachers decided against paying into
the program because the TRS delivered higher annual incomes in retirement (TRS Illinois, 2019). Currently,
half of Illinois’ state and local government workers are not covered by Social Security (Li, 2024).2 Public
sector employees who do not receive Social Security must have retirement plans that adequately replace
Social Security benefits under a federal rule that is referred to as the “Safe Harbor” test (Wetmore et al.,
2023).

To reduce rising pension costs, Illinois lawmakers enacted a two-tiered pension system in 2010. All public
sector workers hired after January 1, 2011 are now “Tier 2” employees, and have been subject to higher
retirement ages, smaller salary bases for their pensions, and significantly lower cost-of-living increases to
their benefits (Wetmore et al., 2023). While these changes curbed the growth in unfunded pension
liabilities and saved money for the State, they yielded arrangements in which employees do not earn equal
pay for equal work, contributing to high turnover and recruitment issues as “the best talent looks
elsewhere” (Martwick, 2025). These recruitment and retention issues can have negative repercussions for
IWinois citizens, resulting in larger class sizes for students, lower quality patient care in hospitals, and
diminished services at taxpayer-funded agencies (Devaney, 2024).

This report, conducted jointly by researchers at the Illinois Economic Policy Institute (ILEPI) and the Project
for Middle Class Renewal (PMCR) at the University of Illinois at Urbana-Champaign, assesses Illinois’

T Additionally, 62 percent of Illinois residents ages 16 years and over have been employed since 2023 (BLS, 2025a). By contrast,
only 60 percent of U.S. residents ages 16 years and over have been employed (BLS, 2025b).

2“Most TRS [Teachers’ Retirement System] and SURS [State Universities’ Retirement System] members and a limited number of
SERS [State Employees’ Retirement System] members are not covered by Social Security and must rely more heavily on their State
pensions for a secure retirement” (Sturm, 2024). On the other hand, highway maintenance workers are an example of state
government employees who do receive Social Security benefits (Hollinshead, 2022; The Civic Federation, 2023).
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https://www.isbe.net/Pages/Data.aspx
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https://www.chicagotribune.com/2024/11/18/opinion-tier-2-pensions-will-promote-a-fair-retirement-workers-illinois/
https://www.chicagobusiness.com/opinion/how-fix-illinois-tier-two-pension-crisis-martwick-op-ed
https://web.archive.org/web/20211020232719/https:/www.trsil.org/news-and-events/pension-issues/illinois-teachers-and-social-security
https://www.congress.gov/crs-product/R46961
https://civicfed.org/sites/default/files/2023-11/Tier2ExplainerCopy.pdf
https://civicfed.org/sites/default/files/2023-11/Tier2ExplainerCopy.pdf
https://civicfed.org/sites/default/files/2023-11/Tier2ExplainerCopy.pdf
https://www.chicagobusiness.com/opinion/how-fix-illinois-tier-two-pension-crisis-martwick-op-ed
https://www.chicagotribune.com/2024/11/18/opinion-tier-2-pensions-will-promote-a-fair-retirement-workers-illinois/
https://data.bls.gov/timeseries/LASST170000000000003?amp%253bdata_tool=XGtable&output_view=data&include_graphs=true
https://www.bls.gov/charts/employment-situation/employment-population-ratio.htm
https://budget.illinois.gov/content/dam/soi/en/web/budget/documents/budget-book/FY2025-budget/Fiscal-Year-2025-Operating-Budget.pdf
https://cgfa.ilga.gov/Upload/FinCondILStateRetirementSysFY%202022.pdf
https://www.civicfed.org/civic-federation/blog/enhancing-tier-2-benefits-evaluate-financial-impact-illinois-pension-proposals
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public service worker shortage and the impact that reforming Tier 2 retirement benefits could have on
attracting and retaining qualified workers. While there have been other proposals to combat the labor
shortage, such as increasing salaries for state government employees or implementing nurse-to-patient
ratios for registered nurses, this report only focuses on the issue of job quality through reforms to retirement
systems (ISBE, 2025b; Dunn, Bruno, & Wilson, 2024). The problems with Tier 2 pensions and the history of
underfunded pensions are also discussed. Estimated costs, potential ways to pay for, and economic
impacts associated with four potential Tier 2 reforms are subsequently addressed. A concluding section
recaps key findings.

Illinois’ Public Service Worker Shortage

In partnership with Illinois’ Future of Work Taskforce, researchers at the Project for Middle Class Renewal
(PMCR) at the University of Illinois at Urbana-Champaign defined and measured employment quality
across a variety of subjective and objective measures (Bellisle et al., 2022). They found that seven core
dimensions influenced job quality: pay, benefits and employer supports, job security and employment
outlook, hours and scheduling, work environment, job content and meaningfulness, and contract type
such as whether workers are W-2 employees or independent contractors and whether they are unionized.?
The researchers concluded that “rais[ing] the floor for job-related benefits can improve economic security,
health, and employment quality” and prevent and alleviate labor shortages (Bellisle et al., 2022).

Public service workers in Illinois have faced numerous detriments to their employment quality in recent
years. The first was the Tier 2 legislative change to pensions that became effective in January 2011, which
reduced retirement benefits for new state and local government workers (Wetmore et al., 2023; The Civic
Federation, 2023). Then, the State’s two-year budget impasse that lasted from July 2015 through August
2017 led to faculty cuts at public universities and job insecurity among state government employees
(Kramer, 2017). In June 2018, a 5-4 U.S. Supreme Court decision in Janus v. American Federation of State,
County, and Municipal Employees, Council 31, et al. case struck down a 41-year precedent and forced
public sector unions to represent all employees even if they decide not to pay dues (Oyez, 2018). When
“free riders” can receive all the services and benefits of collective bargaining—such as a higher wage,
better health insurance, and legal representation—without paying, resources that labor unions would
otherwise have available to advocate for and organize new workers become depleted, which weakens
worker bargaining power, decreases union membership, and reduces worker earnings (Manzo & Bruno,
2023; Fortin, Lemieux, & Lloyd, 2022; VanHeuvelen, 2020; Gould & Kimball, 2015; Stevans, 2009; Hogler,
Shulman, & Weiler, 2004; Davis & Huston, 1993). Finally, the COVID-19 pandemic brought additional
challenges. Public sector employees were deemed essential workers. Research reveals that essential
workers faced health and safety concerns that affected both their work environment and overtime hours,
resulting in high rates of burnout, turnover, and even excess mortality (Burrowes et al., 2023; The People
Lab, 2022).

Economic research shows that workers earn less in the public sector. Public sector employees earn
between 11 percent and 14 percent less than their counterparts in private industries after accounting for
important variables like education, experience, organizational size, gender, race, and hours worked—and
state government employees specifically earn between 16 percent and 19 percent less (Keefe, 2010;
Morrissey, 2021). State and local government workers in Illinois have previously been found to earn 13
percent less (Bruno & Manzo, 2013). The teacher pay penalty—which reached a record high in 2024—has

3 The average employment quality for all Illinois workers in the fall of 2021 was 6.8, but that those covered by union contracts rated
their job satisfaction at 7.5 on a common scale of 0 to 10, with 10 being the highest possible job satisfaction (Bellisle et al., 2022).
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also been estimated to be 24 percentin Illinois (Allegretto, 2025). However, the public sector pay gap tends
be lower in states like Illinois, which protects the right of workers to collectively bargain (Morrissey, 2021).

Incomes for public school teachers and state and local government employees have fallen behind private
sector workers since Tier 2 was enacted (Figure 1). From 2021 through 2024, full-time state and local
government workers in lllinois earned $36 per hour on average in inflation-adjusted wage and salary
incomes. This represented a 5 percent increase in real hourly earnings compared to the 2001 through 2010
period, or the decade before Tier 2 went into effect. Similarly, full-time pre-K through 12 public school
teachers experienced a 7 percent growth in inflation-adjusted earnings up to $39 per hour. By contrast, full-
time private sector workers saw a 20 percent rise in their average inflation-adjusted earnings, from under
$33 per hour in the 2001 through 2010 period to more than $39 per hour in the 2021 through 2024 period.
Since the Tier 2 pension changes went into effect, state and local government employees have seen their
incomes grow 16 percent slower and public-school teachers have seen their incomes grow 13 percent
slower than private sector workers in lllinois (Figure 1).

FIGURE 1: INFLATION-ADJUSTED HOURLY EARNINGS FOR FULL-TIME ILLINOIS WORKERS BY SECTOR AND TIME PERIOD

Inflation-Adjusted Private State and Local Public School
Hourly Earnings Sector Government Teachers
2001-2010 $32.60 $34.53 $36.51
2011-2020 $35.73 $36.19 $37.82
2021-2024 $39.23 $36.18 $39.01
Change Since 2001-2010 +20.3% +4.8% +6.8%
Vs. Private Sector Workers -- -15.6% -13.5%

Source(s): Authors’ analysis of 2001 through 2024 Current Population Survey Outgoing Rotation Groups (CPS ORG) data from the
U.S. Census Bureau (EPI, 2025). *NOTE: The share of workers employed full-time, or 35 hours or more per week, was between 82.8
and 84.0 percent for private sector workers, 83.6 and 87.0 percent for state and local government employees, and 90.3 and 92.2
percent for public school teachers in all three time periods.

These income trends are occurring despite public service workers having higher levels of educational
attainment, on average, than their counterparts in the private sector (Figure 2). In the pre-Tier 2 era, just
over half of all state and local government employees had obtained bachelor’s degrees or higher (53
percent), including 21 percent who had master’s degrees. In comparison, only one-third of private sector
workers in Illinois had bachelor’s degrees or higher (32 percent), of whom 7 percent held master’s degrees.
Over the most recent four-year period, both workforces have seen their levels of educational attainment
improve, but state and local government employees remain better-educated, with 65 percent having
bachelor’s degrees or more and 31 percent holding master’s degrees compared to respective shares of 46
percent and 11 percent in the private sector (Figure 2).

Among public school teachers, nearly all have bachelor’s degrees (98 percent) and almost two-thirds now
have master’s degrees (64 percent), up 13 percentage points since the pre-Tier 2 era (Figure 2). This is
influenced by collectively bargained pay scales, which incentivize teachers to obtain master’s degrees.
Using district-level salary data from the 2024-2025 school year for 829 school districts with available
information, teachers earn between 10 percent more (beginning salaries) and 23 percent more (maximum
salaries) on average with master’s degrees compared to having only bachelor’s degrees (ISBE, 2025c).

Many factors can influence a worker’s earnings, like level of educational attainment and sector of
employment. Union membership, age, gender, racial and ethnic background, veteran status, marital
status, citizenship and immigration status, location in a metropolitan area, and hours worked are also
important. Statistical models called “regressions” are used to account for these and similar factors to
isolate the independent effect of working in the public sector on inflation-adjusted wages (Figure 3). After
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accounting for these variables, state and local government employees statistically earned 9 percent less
than private sector workers prior to Tier 2’s enactment. Since Tier 2 went into effect, state and local
government employees now earn 13 percent less than their private sector counterparts—a 5 percentage
point worsening of the pay gap. Additionally, after accounting for other important factors, public school
teachers statistically earned 19 percent less prior to Tier 2 but now earn 21 percent less, a 1 percentage
point worsening of the pay gap (Figure 3).

FIGURE 2: EDUCATIONAL ATTAINMENT OF FULL-TIME ILLINOIS WORKERS BY SECTOR AND TIME PERIOD

Private State and Local Public School

Years Share with Level of
Educational Attainment

Sector

Government

Teachers

2001-2010 Bachelor's Degrees or More 32.2% 53.3% 96.4%
Master's Degrees 6.9% 21.0% 51.1%

2011-2020 Bachelor's Degrees or More 41.2% 59.6% 95.5%
Master's Degrees 10.0% 28.3% 58.7%

2021-2024 Bachelor's Degrees or More 45.9% 65.3% 98.1%
Master's Degrees 11.3% 31.0% 64.5%

Change Since | Bachelor's Degrees or More +13.7% +12.0% +1.7%
2001-2010 Master's Degrees +4.4% +10.0% +13.4%

Source(s): Authors’ analysis of 2001 through 2024 Current Population Survey Outgoing Rotation Groups (CPS ORG) data from the
U.S. Census Bureau (EPI, 2025). *NOTE: The share of workers employed full-time, or 35 hours or more per week, was between 82.8
and 84.0 percent for private sector workers, 83.6 and 87.0 percent for state and local government employees, and 90.3 and 92.2
percent for public school teachers in all three time periods.

FIGURE 3: IMPACT OF WORKING IN STATE AND LOCAL GOVERNMENT ON WORKER EARNINGS, BY TIME PERIOD
Public School

Public Sector

State and Local

Pay Penalty Government Teachers
2001-2010 -8.6% -19.2%
2011-2020 -9.1% -20.3%
2021-2024 -13.3% -20.6%
Change Since 2001-2010 -4.7% -1.4%

Source(s): Authors’ analysis of 2001 through 2024 Current Population Survey Outgoing Rotation Groups (CPS ORG) data from the
U.S. Census Bureau (EPI, 2025). Results from robust ordinary least squares (OLS) regression models that account for educational
attainment, union membership, age, genderidentification, racial and ethnic background, veteran status, marital status, citizenship
and immigration status, residence in a metropolitan area, employment in the federal government sector, usual hours worked per
week at all jobs, and a constant term. All results are statistically significant with 99 percent confidence and converted to percent
changes using adjustments to correct for the interpretation of natural logarithms (Kennedy, 1981; IDRE, 2025). For regression
results, see Table A in the Appendix.

Beginning in 2009, the U.S. Census Bureau began asking people with bachelor’s degrees to list their
specific majors in the American Community Survey, which samples approximately 1 percent of the U.S.
population every year and asks demographic, social, economic, and housing questions (IPUMS, 2025). This
allows for an assessment of the number of young Illinois residents with bachelor’s degrees or higher who
were graduating with education majors during the two years prior to the Tier 2 pension changes compared
to equivalent numbers in the Tier 2 era (Figure 4).

There has been a steep decline in education majors graduating in Illinois since Tier 2 was enacted (Figure
4).In 2009 and 2010, there were about 150,000 residents aged 18 to 24 years old with bachelor’s degrees
or higher. Of those, about 15,500 majored in the education administration and teaching field, or 10 percent.
From 2021 through 2023, an average of 186,000 residents aged 18 to 24 years old had bachelor’s degrees
or higher, which was a growth of 24 percent. However, just over 11,600 of those graduates had education
majors, a drop of 25 percent. As a result, only 6 percent of university-level graduates today are in the field

4
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of education, a 4 percentage-point decrease (-40 percent). Illinois is now producing 3,800 fewer university-
level graduates with bachelor’s degrees in education in the Tier 2 era.

FIGURE 4: UNIVERSITY-LEVEL GRADUATES IN ILLINOIS WITH BACHELOR’S DEGREES IN EDUCATION BY TIME PERIOD

Average Annual . With Education Share with Education
. . With Bachelor’s .. . .. .
Illinois Residents Administration and Administration and
Degrees or More . . . .
18-24 Years Old Teaching Majors Teaching Majors
2009-2010 149,610 15,480 10.3%
2011-2020 163,949 11,740 7.2%
2021-2023 186,107 11,635 6.3%
Change Since 36,497 -3,844 -4.1%
2009-2010 +24.4% -24.8% -39.6%

Source(s): Authors’ analysis of 2009 through 2023 American Community Survey data (1-year estimates) data from the U.S. Census
Bureau for Illinois residents between the ages of 18 and 24 years old who had earned bachelor’s, master’s, professional, and/or
doctorate degrees (Ruggles et al., 2025).

Meanwhile, as of the 2025 school year, Illinois had 3,900 unfilled teaching positions (Figure 5). Not only
does this number represent nearly five vacancies for each of the 852 school districts across Illinois, but it
also almost precisely matches the number of missing young workers with education degrees who would
have otherwise been qualified to fill those vacancies (Figure 4). The educator shortage has risen
dramatically over time, from about 1,000 unfilled positions in 2017 to more than 3,000 every year since
2023. Similar staffing shortages have been reported amongst paraprofessionals, support personnel,
licensed staff, and administrative personnel at school districts. Overall, the number of unfilled positions
statewide has grown by 284 percent for teachers and 260 percent for other positions since 2017 (Figure 5).

FIGURE 5: UNFILLED POSITIONS REPORTED AT ILLINOIS’ SCHOOL DISTRICTS BY SCHOOL YEAR

Unfilled Positions Teaching All Other All

By School Year Positions Positions Positions

2017 1,007 1,000 2,007

2018 1,416 1,443 2,859

2019 1,858 1,971 3,829

2020 1,985 2,477 4,462

2021 1,704 2,417 4,121

2022 2,139 3,163 5,302

2023 3,558 3,580 7,138

2024 4,096 4,012 8,108

2025 3,864 3,600 7,464
Change: 2017 to 2025 +283.8% +260.1% +272.0%

Source(s): Authors’ analysis of 2017 through 2025 “Unfilled Positions Data” from the Illinois State Board of Education (ISBE, 2025a).

Pensions have been cited as a cause of staffing shortages in Illinois’ school districts. Research shows that
reducing the monetary value of pension benefits makes it more difficult for public sector employers to
compete with the private sector in recruiting and retaining employees, with varying impacts based on where
workers are at in their careers (Bunch, 2025; Quinby & Sanzenbacher, 2020). New applicants are, on
average, less credentialed and have lower wages in their former occupations after benefits are diminished
(Quinby & Sanzenbacher, 2020). A 2024 survey of 500 public school teachers in lllinois also found that 59


https://usa.ipums.org/usa/cite.shtml
https://www.isbe.net/Pages/Data.aspx
https://igpa.uillinois.edu/wp-content/uploads/2025/02/Policy-Brief-Analysis-of-Proposals-to-Revise-Tier-2-Pension-Plans.pdf
https://www.jstor.org/stable/48636688
https://www.jstor.org/stable/48636688

Reforming Tier 2 Pensions in lllinois

percent were considering leaving the profession, and the top reason cited was poor compensation,
including salary and retirement benefits (65 percent) (IEA, 2024).*

The Illinois State Board of Education (ISBE) and Illinois Association of Regional Superintendents of Schools
(IARSS) surveyed education leaders at public schools, special education cooperatives, and area career
centers in the fall of 2024 about their 2025 school year staffing shortages. When 694 education leaders
were asked about their top three causes for educator shortages, 55 percent said issues related to salary
and benefits and 21 percent said difficulty with recruitment and retention—of whom two-thirds (14
percent) specifically named “retirement system issues” as a primary culprit (ISBE, 2025b). Their top three
solutions that would resolve educator shortages in their districts included adjusting pay scales (23
percent), supporting alternate certifications (19 percent), and improving the retirement system (18 percent)
(ISBE, 2025b). One education leader was quoted as saying that “[t]he changes to Tier 2 retirement have
significantly reduced interest in teaching and 2" career individuals from entering the profession. While the
pay during their career may not be great, there was always a good retirement to work towards. Now they
don't have either” (ISBE, 2025b).

Research has shown staffing shortages at State agencies and public universities as well. Although the
State’s improved finances enabled total budgeted positions to rebound from a low of about 51,900 full-
time equivalent workers in 2016 under Governor Bruce Rauner to an estimated 61,100 in 2026, the Civic
Federation found that number of filled positions has lagged (Padula, 2025a). From fiscalyears 2021 through
2024, State agencies had between 5,000 and 7,800 unfilled positions, producing historically high vacancy
rates between 9 percent and 13 percent—significantly above both pre-pandemic and pre-Tier 2 vacancy
rates, which ranged from 1 percent to 8 percent annually (Padula, 2025a). Since 2022, progress in
addressing staffing shortages has occurred in part due to Governor JB Pritzker’s “state-wide employment
and retention strategy,” which increased participation at job fairs and enhanced both professional
development and voluntary benefits for existing workers (Kwiatkowski, 2022). Additionally, universities and
community colleges have experienced difficulty with recruitment and retention because staff salaries are
as much as 21 percent less than comparable employees at State agencies (IEA, 2026; Adams, 2023).

Reduced retirement benefits suppress the extrinsic rewards of government employment (Ritz, Brewer, &
Neumann, 2016; Thompson & Christensen, 2018). Employees working in the public sector experience
wage penalties, raising the relative importance of fringe benefits in attracting highly qualified people to
government service. Jobs like firefighting and policing are inherently dangerous jobs, while schoolteachers
report increased lack of respect for their work by parents, administrators, and elected officials. There are
many reasons why people are attracted to public service, but a strong drive to work for the common good
is often a key factor (Perry, 1997; Pandey & Stazyk, 2008; Perry, Hondeghem, & Wise, 2010). A deterioration
of retirement benefits, however, can contribute more broadly to a suppression of this “public service
motivation.” Research finds that when workers perform the same civic functions but are classified as lower-
tier employees, both the extrinsic and public service motivation for doing the work are compromised for
the Tier 2 employee (Ritz, Brewer, & Neumann, 2016; Thompson & Christensen, 2018).

The Problems with Tier 2 Pensions

Ilinois has five state-run retirement systems. These five pension funds are the Teachers’ Retirement
System (TRS), the State Employees’ Retirement System (SERS), the State Universities’ Retirement System
(SURS), the Judges’ Retirement System (JRS), and the General Assembly Retirement System (GARS).

4 Nationally, a 2022 survey of 1,899 educators found that 48 percent who were planning to leave the profession said compensation
was a top factor, while 42 percent who had already done so cited compensation (Bryant et al., 2023).
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Cumulatively, these five pension funds have an estimated 279,000 active members and 241,000 total
retirees (Figure 6). The two largest funds are TRS, with over 158,000 active members and about 116,000
retirees, and SERS, with more than 62,000 active members and 63,000 retirees (Hollinshead, 2022). By the
end of fiscal year 2026, the State of Illinois will have paid out $16.2 billion to retirees and their families in
these five retirement systems (Hollinshead, 2022).

There are now more public sector employees in Tier 2 than in Tier 1 (Figure 6). An estimated 149,000
teachers, state employees, university workers, judges, and legislators assumed their roles on or after
January 1, 2011, accounting for 53 percent of the 279,000 active workers in the five state-run retirement
systems. Fully 63 percent of state government employees and 62 percent of public university workers are
in Tier 2, as are 46 percent of teachers (Figure 6). This fiscal year, a majority of teachers are expected to be
in Tier 2 (Hollinshead, 2022).

FIGURE 6: EMPLOYEES AND RETIREES IN ILLINOIS STATE RETIREMENT SYSTEMS, WITH ACTIVE TIER 2 SHARE, FY 2025
FY 2025 Active Active Tier1 Active Tier 2 Tier 2 Share
Employees Employees Employees of Active

Estimates

Teachers’ Retirement System 158,905 85,407 73,498 115,778 46.3%
State Employees’ Ret. Sys. 62,253 22,924 39,329 63,319 63.2%
State Universities’ Ret. Sys. 56,794 21,328 35,466 61,110 62.4%
Judges’ Retirement System 940 259 681 973 72.4%
General Assembly Ret. Sys. 105 85 20 315 19.0%
Five State Retirement Systems 278,997 130,003 148,994 241,495 53.4%

Source(s): Authors’ analysis of “active member headcount” and “retire headcount” the Teachers’ Retirement System (TRS), the
State Employees’ Retirement System (SERS), the State Universities’ Retirement System (SURS), the Judges’ Retirement System
(JRS), and the General Assembly Retirement System (GARS) in fiscal year 2025 in /llinois State Retirement Systems: Financial
Condition as of June 30, 2022 by the Commission on Government Forecasting and Accountability (Hollinshead, 2022).

Tier 2 was enacted to slow the growth in pension liabilities (Wetmore et al., 2023; The Civic Federation,
2023). The legislation, which was signed by Governor Pat Quinn in April 2010, was estimated to save the
State almost $1 billion in pension contributions in the first fiscal year and $71 billion in total contributions
over 36 years (Wetmore et al., 2023). The State aimed to achieve these savings by dramatically cutting
benefits for new workers. The major changes in Tier 2 included (TRS Illinois, 2025a):

1. Reducing the “final average salary” upon which retirees’ pensions are based. While Tier 1
employee pensions are based on the highest four of the last 10 years of service, Tier 2 employee
pensions were changed to the highest eight years—effectively lowering their pension earnings (e.g.,
salaries are generally much lower eight years ago than four years ago). Tier 2 capped the final
average salary at $141,408—a value which was established in 2010 and has increased annually at
the rate of inflation or 3.0 percent, whichever is lower (JRS, 2025). Under Tier 2, teachers and state
government employees can earn up to 75 percent of their final average salary if they have 35 years
of service (TRS Illinois, 2025b).

2. Increasing the full retirement age to 67 years old with 10 years of service. In Tier 1, the
retirement age is generally 62 years old for teachers and university workers but can be as low as 55
years old with 35 years of service for teachers and 50 years old for police and firefighters with 25
years of service. Tier 1 workers under the “Rule of 85” can also retire based on their age plus years
of service equaling 85, meaning individuals starting at age 18 and working for 37 years could retire
as early as 48 years old.® In extending the retirement age to 67 for employees hired after January 1,

537 (years of service) plus 48 (years old) equals 85.
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2011, IWlinois’ Tier 2 teachers now have the oldest age threshold in the country to qualify for a
pension. While many states have tiered systems, New Mexico is the only other state that sets a
retirement age of 67 years old. By comparison, Arkansas, Louisiana, and Montana allow teachers
to retiree with full benefits at age 60 once they have just five years of service (Aldeman, 2020).

FIGURE 7: ANNUAL CHANGE IN INFLATION AND EQUIVALENT TIER 2 COST-OF-LIVING ADJUSTMENT, 1995-2024

Year Consumer Price 2 of CPI-U
Index (CPI-U) or 3% (Tier 2)

1995 +2.53% +1.27%
1996 +3.38% +1.69%
1997 +1.70% +0.85%
1998 +1.61% +0.80%
1999 +2.68% +1.34%
2000 +3.44% +1.72%
2001 +1.60% +0.80%
2002 +2.48% +1.24%
2003 +2.04% +1.02%
2004 +3.34% +1.67%
2005 +3.34% +1.67%
2006 +2.52% +1.26%
2007 +4.11% +2.05%
2008 -0.02% +0.00%
2009 +2.81% +1.41%
2010 +1.44% +0.72%
2011 +3.06% +1.53%
2012 +1.76% +0.88%
2013 +1.51% +0.76%
2014 +0.65% +0.33%
2015 +0.64% +0.32%
2016 +2.05% +1.03%
2017 +2.13% +1.06%
2018 +2.00% +1.00%
2019 +2.32% +1.16%
2020 +1.32% +0.66%
2021 +7.16% +3.00%
2022 +6.41% +3.00%
2023 +3.32% +1.66%
2024 +2.87% +1.44%
Average +2.54% +1.24%

Source(s): Authors’ analysis of Consumer Price Index for All Urban Consumers (CPI-U), using the index levels from December
through December of each year, from the Bureau of Labor Statistics at the U.S. Department of Labor (BLS, 2025c). The Tier 2 cost-
of-living adjustment (COLA) is one-half of CPI-U or 3.0 percent, whichever is lower (Wetmore et al., 2023).

3. Reducing annual cost-of-living adjustments (COLA) once retired. While the pension earnings of
Tier 1 retirees increase by 3.0 percent per year and are compounded just like workers’ raises or
401(k) investments, Tier 2 pension earnings increase by either 3.0 percent or one-half of the
Consumer Price Index, whichever is lower, and are not compounded. Over three decades from 1994
through 2024, the Consumer Price Index averaged 2.5 percent per year (Figure 7). Assuming this
historical rate of inflation holds for the next 30 years, the average annual increase for Tier 2 retirees
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is expected to be about 1.2 percent of the original amount of their pensions. Concurrently, Tier 1
retirees’ 3.0 percent increase enables them to keep pace with inflation.®

Figure 8 provides an example for state and local government employees under the different pension tiers
based on the average salary for currently active workers. For simplicity, it is assumed that the employees
work until age 67 and work for 35 years, reaching the 75 percent cap on final average salaries for both Tiers.
Under Tier 1, their pensions would be determined by the average salary for the highest four consecutive
years, which in this case are 2021 through 2024. That average (about $76,200) is subsequently multiplied
by 75 percent to arrive at nearly $57,200 in first-year pension earnings. Under Tier 2, their pensions are
determined by the average salary for the highest eight consecutive years, which in this case are 2017
through 2024 (about $72,700), and multiplied by 75 percent. These Tier 2 pension earnings of about
$54,500 in the first year represent an immediate 5 percent drop in take-home pay, or about $2,600 (Figure
8). Note that this is a conservative amount, given that it assumes a Tier 1 employee would retire at age 67
instead of collecting pensions over a longer period. Actual gaps may be much higher.

FIGURE 8: EXAMPLE TIER 1 AND TIER 2 PENSION EARNINGS USING 2015-2022 AVERAGE ACTIVE MEMBER SALARIES

Year Tier 1 Tier 2
2015 $65,745 $65,745
2016 $66,595 $66,595
2017 $67,143 $67,143
2018 $68,142 $68,142
2019 $70,291 $70,291
2020 $71,032 $71,032
2021 $73,214 $73,214
2022 $74,927 $74,927
2023 $77,175 $77,175
2024 $79,490 $79,490
Final Average Salary (FAS) $76,201 $72,677
Maximum Pension (75% of FAS) $57,151 $54,508
Tier 2 Difference - -4.6%

Source(s): Authors’ stylized analysis of final average salary for retirees at 67 years old with 35 years of service. Salaries are the
weighted average active member salaries for employees in the Teachers’ Retirement System (TRS), the State Employees’
Retirement System (SERS), and the State Universities’ Retirement System (SURS) from 2015 through 2022, with 3.0 percent
increases assumed in 2023 and 2024 (Hollinshead, 2022).

The biggest loss of income for Tier 2 retirees comes from the change in annual cost-of-living adjustments
(Figure 9). InTier 1, pension earnings go up by 3.0 percent peryear and are compounded, resulting in annual
incomes of about $74,600 after 10 years and $86,400 after 15 years. By contrast, in Tier 2, pension earnings
only go up by one-half of the rate of inflation multiplied by their original pension amounts in the first year.
With an average rate of inflation of 2.5 percent, this means that annual cost-of-living increases would
amount to about $700 per year.” Annual income would thus be about $60,600 after 10 years and $64,000
after 15 years. Despite performing the same work as their Tier 1 counterparts, Tier 2 retirees would earn at
least $23,600 less in their 15" year of retirement (at least 26 percent less), or a cumulative total of about
$174,000 less (at least 16 percent less).

5 Note that despite reduced benefits, Tier 2 employees contribute the same percentage of their salaries towards their pensions as
Tier 1 employees, presenting both legal issues and recruitment and retention concerns (The Civic Federation, 2023; Bunch, 2025).

7The 2025 pension income, $54,508, multiplied by 1.24 percent equals $676.
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FIGURE 9: EXAMPLE PENSION EARNINGS AND TOTAL LOSS FOR AVERAGE RETIREES OVER 15 YEARS, 2025-2039

Tier 1: Tier 1: Tier 2: Tier 2: Total Earnings
Annual Cumulative Annual Cumulative Loss
. 2026 $57,151 $57,151 $54,508 $54,508 -4.6%
(First Year)
2027 $58,866 $116,017 $55,183 $109,691 -5.5%
2028 $60,632 $176,648 $55,859 $165,550 -6.3%
2029 $62,451 $239,099 $56,535 $222,085 -7.1%
2030 $64,324 $303,423 $57,211 $279,297 -8.0%
2031 $66,254 $369,676 $57,887 $337,184 -8.8%
2032 $68,241 $437,918 $58,563 $395,746 -9.6%
2033 $70,289 $508,206 $59,239 $454,985 -10.5%
2034 $72,397 $580,604 $59,915 $514,900 -11.3%
2035 $74,569 $655,173 $60,591 $575,491 -12.2%
2036 $76,806 $731,979 $61,266 $636,757 -13.0%
2037 $79,110 $811,090 $61,942 $698,699 -13.9%
2038 $81,484 $892,573 $62,618 $761,318 -14.7%
2039 $83,928 $976,502 $63,294 $824,612 -15.6%
2040 $86,446 $1,062,948 $63,970 $888,582 -16.4%

Source(s): Authors’ stylized analysis of final average salary for retirees at 67 years old with 35 years of service. Salaries are the
weighted average active member salaries for employees in the Teachers’ Retirement System (TRS), the State Employees’
Retirement System (SERS), and the State Universities’ Retirement System (SURS) from 2015 through 2022, with minor increases
assumed in 2023, 2024, and 2025 (Hollinshead, 2022). Tier 1 retirees receive compounded cost-of-living increases of 3.0 percent,
while Tier 2 retirees are assumed to have simple 1.24 percent average cost-of-living increases, consistent with the 30-year average
from 1995 through 2024 in Figure 7, based on their initial base pension amount.

These significant differences in retirement earnings show how the erosion of job quality in Tier 2 makes it
more difficult for school districts, public universities, and state and local governments to recruit and retain
qualified workers. In general, potential applicants must now work more years to receive full pensions, but
those retirement checks are no longer structured to keep pace with inflation. Moreover, most state
government employees will not receive Social Security checks to supplement this second-tier pension,
preventing the attainment of meaningful retirement security.

This gets to a second problem with Illinois’ Tier 2 pensions: Pension systems whose members are not
covered by Social Security must provide a basic minimum benefit level that would be equivalent to Social
Security checks (Wetmore et al., 2023). The Internal Revenue Service (IRS) sets guidelines to determine
whether plans meet Social Security replacement levels, known as the “Safe Harbor” test. The key factors
that are assessed by the IRS are the number of years used to determine the final average salary, the
definition of compensation, and the multiplie—or percentage of final average salary that is used to
determine the pension amount (which is a maximum of 75 percent in Illinois). Tier 2 uses eight years to
calculate the final average salary while the IRS baseline is three years, but Tier 2 has a higher multiplier at
2.2 percent per year of service than the IRS baseline of 1.5 percent per year.

Ilinois’ Tier 2 pensions may not satisfy the Safe Harbor test because compensation is not growing as fast
as the Social Security wage base. The Social Security Wage Base (SSWB) and the Tier 2 salary cap were
both set at $106,800 in 2011 (Wetmore et al., 2023). However, the Social Security wage base (SSWB)
increases annually with inflation, but Tier 2 is capped at 3 percent or one-half of the rate of inflation,
whichever is lower. In 2025, the SSWB was $176,100 and the Tier 2 wage cap was $125,774 (Bunch, 2025;
Strom, 2025a). This difference of more than $50,000 was up significantly from nearly $37,000 in 2023
(Wetmore et al., 2023).
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In 2024, there were 7,800 state government employees out of 127,000 who earned annual salaries that
were above the Tier 2 wage cap but below the SSWB. As a result, 6 percent of state government employees
are at risk of earning less in retirement with Tier 2 pensions than they would if they were to instead collect
Social Security checks. Department of Corrections (11 percent), Illinois Tollway (23 percent), Department
of Public Health (20 percent), and Department of Children and Family Services (13 percent) employees are
among the most affected (Figure 10). These numbers are only expected to worsen over time as the gap
between the Tier 2 wage cap and Social Security wage base widens.

FIGURE 10: SHARE OF STATE GOVERNMENT EMPLOYEES EARNING $126,000 TO $176,000 SALARIES IN 2024
Illinois Department, Agency, Office, Total Above Tier 2 Cap Share
But Below SSWB Affected

Commission or Entity Employees

Human Services 64,648 1,140 1.8%
Corrections 12,892 1,445 11.2%
Transportation 7,039 884 12.6%
Secretary of State 5,181 107 2.1%
Children and Family Services 4,254 583 13.7%
Central Management Services 3,282 132 4.0%
Healthcare and Family Services 2,147 284 13.2%
Courts 2,064 84 4.1%
Natural Resources 1,887 160 8.5%
State Toll Highway Authority 1,486 340 22.9%
Veterans Affairs 1,476 118 8.0%
Revenue 1,471 166 11.3%
Public Health 1,467 300 20.4%
Innovation and Technology 1,453 486 33.4%
Employment Security 1,224 128 10.5%
Attorney General 1,200 90 7.5%
Agriculture 1,094 26 2.4%
Environmental Protection Agency 868 108 12.4%
Juvenile Justice 839 125 14.9%
Military Affairs 839 5 0.6%
House of Representatives 816 13 1.6%
State Board of Education 645 62 9.6%
Senate 622 21 3.4%
Court Reporters 616 49 8.0%
Financial and Professional Regulation 562 68 12.1%
Commerce and Economic Opportunity 446 62 13.9%
State Officers and General Assembly 374 41 11.0%
All Others: Fewer than 400 Employees 6,212 778 12.5%

Totals 127,104 7,805 6.1%

Source(s): Authors’ analysis of “Salary Database” from the Illinois State Comptroller, using salary range $126,000 to $176,000 to
most closely approximate the gap between the Tier 2 wage cap of $125,774 and Social Security wage base of $176,100
(Comptroller, 2025; Strom, 2025a). Data exclude State Police. 2024 salaries were used because they included a full year of salary
information. Note that many of the affected employees could be in Tier 1 but that the gap between the Tier 2 wage cap and Social
Security wage base is only expected to widen over time as a greater share of all state government employees are Tier 2 members,
making the above conservative estimates over the long run.

If benefits fall out of compliance with federal law, public sector employees would be forced to start paying

6.2 percent of their salaries in payroll taxes and state and local governments would have to provide a 6.2

percent match—which could be more expensive to both workers and taxpayers later on than preemptively

addressing the issue (Bunch, 2025). The State could also face costly lawsuits from affected employees
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(Martwick, 2025). Simply adjusting the Tier 2 salary cap to the SSWB, which would guarantee compliance
with the Safe Harbor test, would cost tens of millions of dollars in the first few years (Strom, 2025a).

In the fiscal year 2026 budget, lawmakers added a “SSWB Base Reserve Fund” to begin addressing this
concern. A total of $75 million was set aside into this new account to “cover the estimated first-year costs
of adjusting SSWB for State Tier 2 members until legislation is enacted” (Pritzker, 2025). This, however, is
just a short-term fix: legislation to authorize a permanent change that aligns the Tier 2 wage cap with the
Social Security wage base has not yet passed (Szalinski, 2025).

IWlinois Pensions Require Fiscal Responsibility, But Are Not in Crisis

’

It is no secret that Illinois’ five state-run pension funds are underfunded. In fiscal year 2025, Illinois
retirement systems had $275 billion in accrued liabilities—or the total amount owed in future benefits to
current and former employees—and $130 billion in total assets, resulting in $145 billion in unfunded
liabilities, or approximately $29,000 per household in lllinois (Bae et al., 2025). The funded ratio, or the total
value of pension assets divided by the total value of pension liabilities, was 48 percent for Illinois’ five state
pension funds. This represented the highest funded ratio since fiscal year 2008—right before the Great
Recession—and is partially due to $700 million in supplemental State contributions as well as moderately
successfully pension buyout programs that have allowed Tier 1 members to exchange future retirement
earnings for lump-sum payments at reduced amounts (Bae & Fast, 2024; Hollinshead, 2022;
McGuireWoods Consulting, 2024; Sepeda-Miller, 2019; The Civic Federation, 2019).

Until recently, Illinois had a long history of underfunding public pensions (Finke, 2013). In a 1959 report to
Governor William Stratton, the Illinois Public Employees Pension Laws Commission warned that “the
accumulation of large unfunded accrued liabilities resulting for the most part from the inadequacy of
government contributions in prior years” was a significant concern to the State. In the 66 years since that
report was issued, unfunded pension liabilities have only risen, but largely due to the same reason:
inadequate contributions by the State.

The most prominent example of lawmakers putting off pension payments is the current Pension Ramp.
Created in 1994 and signed into law by Governor Jim Edgar, the Pension Ramp was a 50-year plan to
stabilize the retirement systems. The plan was intended to address $17 billion in unfunded liabilities and a
funded ratio of just under 55 percent. Instead of immediately raising State contributions, the Pension Ramp
set payments artificially low for the first 15 years and then accelerated them over time (McKinney, 2015).
As a result, the Pension Ramp grew unfunded liabilities for years before ever beginning to pay them down
(Zorn, 2016).

A 2024 analysis by the Commission on Government Forecasting and Accountability (COGFA) found that
the primary cause of the growth in pension debt between 1996 and 2024 was underfunding by the State
(Bae & Fast, 2024). Insufficient contributions by lawmakers accounted for 47 percent ($59 billion) of the
$115 billion increase in unfunded pension liabilities. Other key drivers of the growth in unfunded liabilities
included low investment returns due to economic recessions (9 percent), downward revisions in the
assumed rate of returns (26 percent), and demographic factors leading to a slightly smaller tax base than
projected (16 percent) (Bae & Fast, 2024).
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FIGURE 11: UNFUNDED LIABILITIES AND FUNDED RATIO OF FIVE STATE PENSION PLANS, ACTUAL 1985-2024 AND PROJECTED 2025-2045 (CURRENT RAMP)

Five Illinois State-Run Pension Plans Combined: Unfunded Liabilities and Funded Ratio
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Source(s): Authors’ analysis of asset values, accrued liabilities, unfunded liabilities, and funded ratios in Monthly Briefing For the Month Ended: November 2025 - Special Pension
Briefing, Monthly Briefing For the Month Ended: November 2024 - Special Pension Briefing, Monthly Briefing For the Month Ended: November 2023 - Special Pension Briefing
(Revised), and lllinois State Retirement Systems: Financial Condition as of June 30, 2022 by the Commission on Government Forecasting and Accountability as well as /llinois
Public Pension Compendium: A Five Part Series — Part One: lllinois Pension Basics by Bernardi Securities (Bae et al., 2025; Bae & Fast, 2024; Hollinshead, 2023; Hollinshead,
2022; Formas et al., 2014). For more, see Table B in the Appendix.
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The two metrics typically used to assess the financial viability of pension funds are their funded ratios and
unfunded liabilities. Funded ratios of 100 percent indicate that assets can pay current and future liabilities.
However, analysts disagree on the baseline funded ratio for healthy pension systems. The Congressional
Budget Office, for example, considers 80 percent sufficient (Feliu, 2019). Ultimately, pension systems’
fundamental obligation is to pay claims to retirees and their families. Illinois’ five retirement systems are
not projected to go insolvent, with assets being fully depleted—meaning that the State is fully able to make
annual payments to current retirees (Bruno, Kass, & Merriman, 2019).

Ilinois has never reached the threshold of insolvency for a true “pension crisis.” However, past “pension
crisis” mentalities have led to inefficient legislative actions that have addressed short-term concerns but
exacerbated long-term problems (Bruno, Kass, & Merriman, 2019). The 1994 Pension Ramp was intended
to address unfunded liabilities and a low funded ratio butinstead kept State payments artificially low before
exponentially increasing them. The sale of pension obligation bonds and the creation of Tier 2 are two
additional examples of the State making short-term decisions without proper consideration of the long-run
consequences (Bruno, Kass, & Merriman, 2019; The Civic Federation, 2018).

Figures 11 and 12 display the growth in unfunded pension liabilities and the change in the funded ratio for
all state-run pensions. In 1985, Illinois had $7 billion in unfunded pension liabilities and a funded ratio of
53 percent (Figure 11). The funded ratio rose to its highest level in 2000, at 75 percent, before falling back
below 50 percent in 2003 after the burst of the “dot-com bubble.” Years of budget deficits subsequently
followed, with the State failing to make annual payments required under the Pension Ramp, before the
Great Recession of late 2007. Between 2007 and 2008, the funded ratio fell from 63 percent to 38 percent
and unfunded liabilities increased from $55 billion to $78 billion. The funded ratio improved slightly to 40
percent by the end of 2019. However, unfunded liabilities continued to grow faster than the actuarial value
of assets during the Rauner administration, despite employees moving into Tier 2 (Figure 12).

FIGURE 12: GROWTH IN ASSETS, UNFUNDED LIABILITIES, AND THE FUNDED RATIO OF STATE PENSIONS, 1985-2045

Growth Over Time Actuarial Unfunded Funded

(Annualized Change) Value of Assets Liabilities Ratio
Historical: 1985 to 2011 +(Zg.64':;/0 +1(;%?;%‘1;% (_23%}
Tier 2 to Rauner Administration: 2011 to 2019 ;:146-;;91‘;3 ;56551‘;/; (_32::2)
Pritzker Administration: 2019 to 2025 ;:1509%;/; (-:gg:;?) (Z;://:)
Projections: 2025 to 2040 ﬁii;j" '(_7:;)30;/;’ ;fjﬁ;/;’

Source(s): Authors’ analysis of asset values, accrued liabilities, unfunded liabilities, and funded ratios in Monthly Briefing For the
Month Ended: November 2024 - Special Pension Briefing, Monthly Briefing For the Month Ended: November 2023 - Special Pension
Briefing (Revised), and lllinois State Retirement Systems: Financial Condition as of June 30, 2022 by the Commission on
Government Forecasting and Accountability as well as /llinois Public Pension Compendium: A Five Part Series — Part One: Illinois
Pension Basics by Bernardi Securities (Bae & Fast, 2024; Hollinshead, 2023; Hollinshead, 2022; Formas et al., 2014). For more,
see Table B in the Appendix.

Under Governor JB Pritzker, assets have increased faster than liabilities, and the funded ratio has improved
by 7 percentage points, or 1 percentage point per year (Figure 12). The State’s projections assume that
future lawmakers will be able to meet annual funding obligations and that the investment rate of return on
pension assets will average between 6.7 and 6.8 percent per year, enabling unfunded pension liabilities to
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peak of $145 billion this year before finally beginning to fall.® The funded ratio is expected to reach 50
percent again in 2028, 75 percent by 2041, and 90 percent by 2045 (Figure 11).

Recent performance demonstrates how Illinois’ pensions require an ongoing commitment to fiscal
responsibility but are not in a crisis. The State’s pension systems face significant challenges and Illinois’
long-term fiscal health requires tough budgetary choices to ensure that revenue is available to maintain
solvency and honor promises made to current and future teachers, nurses, and other public servants.

Four Potential Options for Reforming Tier 2 and Their Impacts

There is a range of policy options available that lawmakers could consider to reform Tier 2 (Bunch, 2025;
Strom, 2025a). These include relatively modest fixes, such as ensuring compliance with federal Social
Security requirements, and broader reforms that align many Tier 2 benefits with Tier 1 levels, closing gaps
in the two-tiered system (Figure 13). A January 2025 analysis estimated that these reforms would
cumulatively cost between $6.2 billion and $29.8 billion by fiscal year 2045 (Strom, 2025a). A May 2025
assessment indicates that the State Employees’ Retirement System (SERS) and State Universities
Retirement System (SURS) are better funded than previously assumed, which means that these costs
would be adjusted downward if calculated again (Strom, 2025b).°

FIGURE 13: FISCAL IMPACT OF TWO PROPOSED TIER 2 REFORMS, FY2027-FY2045, JANUARY 2025 ANALYSIS
State Contributions (in Millions) Difference Vs. Current (in Millions)

Fiscal Status Quo: Option 1: Option 2: 1: S.S.W.B. Fix 2. SB2 & HB2711
Year C:ar:reI:t séjs‘;v?ii e ?_lBBzz;::l Value Percent Value Percent
2027 $11,678 $11,743 $12,796 +$78 +0.7% +$1,132 +9.7%
2035 $14,913 $15,204 $16,451 +$245 +1.6% +$1,492 | +10.0%
2045 $18,638 $19,337 $20,635 +$765 +4.1% +$2,063 | +11.1%
2027-2045 Totals $285,980 $292,163 $315,742 +$6,182 +2.2% +$29,762 | +10.4%

Source(s): Authors’ estimates using data from Actuarial Impact Study — House Bill 5909 by Segal and Monthly Briefing For the Month
Ended: November 2024 - Special Pension Briefing and lllinois State Retirement Systems: Financial Condition as of June 30, 2022
by the Commission on Government Forecasting and Accountability (Strom, 2025a; Bae & Fast, 2024; Hollinshead, 2022).

Complete policy analyses must account for value in addition to costs. While the public discourse on
pensions typically focuses on State expenditures, pensions represent a significant share of the total
compensation package offered to public service workers. Employees earn their pensions by setting aside
portions of their paychecks toward retirement. Their contributions are combined with employer payments
and then invested to produce long-run returns. When public sector workers retire, they and their families
depend on pension earnings to pay for mortgages, buy groceries and goods, and even invest in business

8 The actuarial assumed investment rate of return is 7.0 percent for TRS, 6.75 percent for SERS, 6.5 percent for SURS, 6.5 percent
for JARS, and 6.5 percent for GARS (Bae & Fast, 2024). Over 20 years from fiscal year 2005 through 2024, TRS had an annualized
average return of 7.0 percent and SERS had an annualized average rate of return of 7.8 percent (Bae & Fast, 2024; Hollinshead,
2023; Hollinshead, 2022).

9 That is, pension systems with greater asset values and higher funded ratios do not need to increase State contributions (i.e.,
taxpayer costs) as much to pay for benefits reforms. Between the two actuarial analyses, there was no change in the funding
projections for the Teachers’ Retirement System. However, SERS had $27.1 billion in assets and was 47.8 percent funded in fiscal
year 2025, compared to previous estimates of $26.3 billion and 46.7 percent funded, while SURS had $25.2 billion in assets and
was 46.7 percent funded in fiscal year 2025, compared to previous estimates of $24.9 billion and 46.9 percent funded (Strom,
2025a; Strom, 2025b). Higher asset values were mostly due to strong investment performance, which was above the assumed
rates of return.
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enterprises—extending the impact of pensions well beyond retirees’ households and driving economic
activity. To estimate the effect of reforming Illinois’ state-run pension systems, economic impact analyses
are performed using IMPLAN, which accounts for interrelationships between industries and households
and follows dollars as they cycle throughout the economy. The assessments also account for the fact that
approximately 18 percent of retirees collecting pensions move out of lllinois, often to live near their children
and grandchildren, in warmer climates, or in areas with relatively lower costs of living (Griffin, 2019)."°

1. Option 1: Social Security Wage Base (SSWB) Fix Only

The first option is to adjust the salary cap to the Social Security wage base and make no other changes.
This revision would cost the State an estimated $3.2 billion in total by fiscal year 2045, including $47 million
in the first year which gradually increases to $382 million by 2045 (Figure 14). Note that this is less than a
January 2025 Commission on Government Forecasting and Accountability projection ($6.2 billion)
because it uses more recent Commission on Government Forecasting and Accountability estimates which
reveal that the State’s pension systems are better funded than previously assumed due to strong
investment performance (Bae et al., 2025; Strom, 2025a; Strom, 2025b). This would increase State pension
contributions by 1 percent over 19 years relative to the status quo.

Option 1 could be paid for through marginal decreases in appropriations for governmental functions
unrelated to education, infrastructure, healthcare, and public safety or small revenue enhancements. It
could also be paid for by using a portion of the money from legacy bond debts, which Governor JB Pritzker
has proposed (Szalinski, 2026). Because retirees would have higher earnings—which are not subject to the
state income tax—to spend locally in the economy, Illinois’ annual gross domestic product (GDP) would be
boosted by $248 million annually and approximately 1,200 permanent jobs would be created each year
from this policy change.™

2. Option 2: Align Tier 2 Benefits with Tier 1 Levels (2025 Senate Bill 2 and House Bill 2711)

A second option is to more closely align the retirement age, final average salary calculation, and salary cap
with Tier 1 levels, as proposed in 2025 in Senate Bill 2 and House Bill 2711 (ILGA, 2025a; ILGA, 2025b).
Included would be a 3.0 percent cost-of-living-adjustment (COLA) that would not be compounded. A 2025
study by the Institute of Government and Public Affairs at the University of Illinois Springfield reviewed
pension systems in California, Massachusetts, Ohio, Texas, and Missouri and found that Illinois’ “Tier 1
COLA is the only guaranteed COLA that is compounded” (Bunch, 2025).

Assuming no change in the Pension Ramp, the Senate Bill 2 and House Bill 2711 option would cost an
estimated $20.3 billion in total by fiscal year 2045, including $906 million in the first year that gradually
increases to $1.2 billion by 2045. Once again, this is less than the initial $29.8 billion projection due to
updated Commission on Government Forecasting and Accountability numbers (Bae et al., 2025; Strom,
2025a; Strom, 2025b). Nevertheless, it would represent a 7 percent average increase in State pension
contributions (Figure 14)."> However, proactively dealing with legal concerns and addressing recruitment
problems would have positive impacts on the Illinois economy, boosting public sector retiree earnings and

10 By contrast, 16 percent of lowa’s pension recipients migrate to other states and 15 percent of California’s recipients relocate out
of state (Griffin, 2019). Note also that domestic retirees who have moved into Illinois—where there is no tax on retirementincome—
contribute to in-state economic activity, but the economic impact analyses in this report provide conservative estimates by only
considering losses to other states.

" For more on Option 1, see Table C and Graph | in the Appendix.
2 For more on Option 2, see Table D and Graph Il in the Appendix.
16


https://www.dailyherald.com/news/20190620/how-many-collecting-illinois-pensions-have-moved-to-other-states-and-how-much-did-they-take-with-them
https://cgfa.ilga.gov/Upload/2025%20Special%20Pension%20Briefing.pdf
https://cgfa.ilga.gov/Upload/COGFA%20Tier%202%20Reform%20–%20House%20Bill%205909%20(Revised).pdf
https://drive.google.com/file/d/1JLTsc6CNja7imFQFU7GpMG0APtvmXRxf/view
https://capitolnewsillinois.com/news/pritzker-sticking-to-proposal-to-fully-fund-pensions/
https://www.ilga.gov/legislation/billstatus.asp?DocNum=2&GAID=18&GA=104&DocTypeID=SB&LegID=157092&SessionID=114
https://www.ilga.gov/legislation/BillStatus.asp?DocTypeID=HB&DocNum=2711&GAID=18&SessionID=114&LegID=160703
https://igpa.uillinois.edu/wp-content/uploads/2025/02/Policy-Brief-Analysis-of-Proposals-to-Revise-Tier-2-Pension-Plans.pdf
https://cgfa.ilga.gov/Upload/2025%20Special%20Pension%20Briefing.pdf
https://cgfa.ilga.gov/Upload/COGFA%20Tier%202%20Reform%20–%20House%20Bill%205909%20(Revised).pdf
https://cgfa.ilga.gov/Upload/COGFA%20Tier%202%20Reform%20–%20House%20Bill%205909%20(Revised).pdf
https://drive.google.com/file/d/1JLTsc6CNja7imFQFU7GpMG0APtvmXRxf/view
https://www.dailyherald.com/news/20190620/how-many-collecting-illinois-pensions-have-moved-to-other-states-and-how-much-did-they-take-with-them

Reforming Tier 2 Pensions in lllinois

increasing their consumer spending at local businesses by $1.8 billion annually from 2031 through 2045.
Overall, Illinois’ annual GDP would be boosted by $1.2 billion and 5,700 full-time equivalent jobs would be
created or saved every year (Figure 14).

3. Option 3: The Fair Retirement and Recruitment Act (2025 Senate Bill 1937 House Amendment 2)

A third option would be to fix the Social Security compliance issue, bring the (non-compounded) cost-of-
living adjustment up to 3.0 percent, and make meaningful improvements to final average salaries and the
retirement age. The Fair Retirement and Recruitment Act, negotiated and proposed in House Amendment
2 to Senate Bill 1937 in 2025, establishes these goals (ILGA, 2025¢; Devaney, 2024). The bill would improve
the final average salary calculation to highest six of the last 10 years of service and lower the retirement
age to 65 years old for workers with 20 years of service and to 62 years old for workers with 35 years of
service. The retirement age would remain 67 years old for those with 10 years of service (Strom, 2025b).

The Fair Retirement and Recruitment Act would put the retirement age for Tier 2 teachers and state
employees back on par with peer states and other essential workers. For example, among the 49 other U.S.
states, the median retirement age for teachers with 10 years of service that were hired after 2011 is 65 years
old (Aldeman, 2020). The normal retirement age for teachers is 60 years old in bordering Missouri and
Kentucky, 62 years old in lowa, and 65 years old in Wisconsin and Indiana (Aldeman, 2020). Many private-
sector union pension plans in Illinois have changed normal retirement ages for workers employed after
certain dates to 65 years old. As examples, normal retirement ages are generally 65 years old for union
carpenters employed after January 1, 2010, 65 years old for union operating engineers after April 1, 2018,
and 65 years old for service employees represented by the United Food and Commercial Workers union
employed after January 1, 2011 (Carpenters, 2016; MOE, 2023; UFCW, 2019). The American Academy of
Actuaries has recommended that pension plans voluntarily “align their plans with Social Security” and
make the normal retirement age 65 years old (Downs et al., 2013).

Over 19 years through 2045, the Fair Retirement and Recruitment Act would carry a cumulative cost of
$11.6 billion—about half the price tag of Option 2 (Figure 14). Compared to the current Pension Ramp,
annual contributions would be $273 million higher in the first year and $1.1 billion higher by 2045. However,
much of this increase could be paid for by redirecting a portion of the money that was previously used to
pay off legacy bond debts towards pensions—lowering the total cost to just $3.0 billion by 2045 (Figure 15).
The compound annual growth rate (CAGR) of State contributions in Option 3 would average 2.9 percent,
above the status quo but below average growth rates in General Fund revenues (4.4 percent) and
expenditures (3.3 percent) over the past 15 years (Varner, 2025).

The Fair Retirement and Recruitment Act would positively impact the economy, largely because money that
was previously spent simply servicing debt would now be transferred to Illinois-based households who
spend it on their needs and wants. These reforms would not only achieve funded ratios of 90 percent in
fiscal year 2045 and 100 percent in fiscal year 2049, but also increase consumer spending by $1.1 billion
per year from 2031 through 2045, boost net economic activity by $567 million annually, and save or create
about 2,800 permanent jobs (Figure 14)."

3 For more on Option 3, see Table E and Graph Il in the Appendix.
17


https://www.ilga.gov/Legislation/BillStatus/FullText?LegDocId=205196&DocName=10400SB1937ham002&DocNum=1937&DocTypeID=SB&LegID=161266&GAID=18&SessionID=114&SpecSess=&Session=
https://www.chicagotribune.com/2024/11/18/opinion-tier-2-pensions-will-promote-a-fair-retirement-workers-illinois/
https://drive.google.com/file/d/1JLTsc6CNja7imFQFU7GpMG0APtvmXRxf/view
https://www.teacherpensions.org/blog/what-teacher-retirement-age-my-state
https://www.teacherpensions.org/blog/what-teacher-retirement-age-my-state
https://ilcarpsfund.org/Content/Docs/Pension/SPD.pdf
https://local150.org/wp-content/uploads/2023/02/FINAL-MOE-PF-2023-SPD.pdf
https://ufcwbenefitfunds.com/Content/UFCW_Midwest/Pension_Plan_Docs_and_Notices/Summary_Plan_Description_SPD.pdf
https://actuary.org/wp-content/uploads/2013/03/Normal-Retirement-Age_Issue-Brief_March_2013.pdf
https://cgfa.ilga.gov/Upload/3YearBudgetForecastFY2026-FY2028.pdf

Reforming Tier 2 Pensions in lllinois

FIGURE 14: FISCAL AND ECONOMIC IMPACTS OF POTENTIAL TIER 2 REFORMS, IN MILLIONS OF DOLLARS

Potential Tier 2 Reform

Options and Fiscal Impacts

Option 1:
S.S. Wage

Option 2:
SB2 and

Option 3:
SB 1937

Option 4:
Modified

Tier 2 Pension Reforms

Base Fix

HB2711

HA 2

SB 1937 HA 2

Social Security Wage Base Fix Yes Yes Yes Yes
Final Average Salary Last 8 Years Last 4 Years Last 6 Years Last 6 Years
Cost-of-Living Adjustment %2 CPl or 3.0% 3.0% 3.0% 2.5%
Typical Retirement Age 67 Years 62 Years 62-65 Years 67 Years
Pension Ramp Unchanged Unchanged Unchanged Smoothed
Fiscal Year Costs
2027 +$47 +$906 +$273 +$80
2028 +$52 +$933 +$316 -$32
2029 +$62 +$965 +$340 +$132
2030 +$72 +$1,000 +$366 +$293
2031 +$84 +$1,035 +$394 +$524
2032 +$96 +$939 +$423 +$426
2033 +$110 +$973 +$456 +$302
2034 +$130 +$1,009 +$492 +$251
2035 +$147 +$1,044 +$529 +$152
2036 +$138 +$1,082 +$567 +$54
2037 +$155 +$1,121 +$608 -$43
2038 +$175 +$1,161 +$653 -$144
2039 +$196 +$1,201 +$701 -$249
2040 +$219 +$1,063 +$751 -$361
2041 +$244 +$1,099 +$806 -$484
2042 +$272 +$1,136 +$865 -$622
2043 +$304 +$1,174 +$932 -$778
2044 +$341 +$1,207 +$1,006 -$954
2045 +$382 +$1,238 +$1,089 -$1,154
Total Change in State Contributions +$3,225 +$20,285 +$11,566 -$2,607
Percent Change (2027-2045) +1.1% +7.1% +4.0% -0.9%
Funded Ratio Targets
90% 2045 2045 2045 2045
100% 2049 2049 2049 2049
Annual Economic Impact (2031-2040)
Improved Benefits (Consumer Spending) +$393 +$1,833 +$1,098 +$533
GDP (Net Value Added) +$248 +$1,159 +$567 +$337
Employment (Jobs) +1,200 +5,700 +2,800 +1,600

Source(s): Authors’ estimates using data from Actuarial Impact Study — House Bill 5909 by Segal and Monthly Briefing For the Month
Ended: November 2024 - Special Pension Briefing, Illinois State Retirement Systems: Financial Condition as of June 30, 2022 and
“Actuarial Impact Study — Revised House Bill 2540 (Reflecting Updated Tier 2 Retirement Eligibilities, 90% Funded by FY 2045 and
100% Funded by FY 2049, Updated Redirected Bond Payments Through FY 2049, and Alternate Treatment of Bond Payments)” by
the Commission on Government Forecasting and Accountability, /llinois State Budget: Fiscal Year 2026 by the Governor’s Office of
Management and Budget, and an input-output economic impact software called IMPLAN (IMPLAN, 2025; Strom, 2025a; Strom,
2025b; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). Numbers may not sum perfectly due to rounding. Annual economic
impacts are in constant 2025 dollars. Investments are assumed to rise by an average of 6.8 percent per year, consistent with the
weighted actuarial assumed investment rate of return for all five systems: 7.0 percent for TRS, 6.75 percent for SERS, and 6.5
percent for SURS, JRS and GARS (Bae & Fast, 2024). Note that TRS and SERS have had annualized average rates of return of 7.0
percent and 7.8 percent, respectively, over the past 20 years (Bae & Fast, 2024; Hollinshead, 2023; Hollinshead, 2022). For more,
see Tables C, D, E, and F and Graphs |, II, lll, and IV in the Appendix.
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4. Option 4: A Modified Fair Retirement and Recruitment Act with a Smoothed Pension Ramp

A fourth option would ensure that retirees earn at least what they would under Social Security, adjust the
final average salary calculation to highest six of the last 10 years of service, and improve the inflationary
adjustment to 2.5 percent—effectively doubling Tier 2 members’ cost-of-living adjustment and bringing it
up to the historical rate of inflation over the past 30 years (2.5 percent). This is essentially the 2025 Fair
Retirement and Recruitment Act modified with a slightly lower cost-of-living adjustment and with no
change in Tier 2 retirement ages." These reforms—the Social Security wage base, final average salaries,
and inflationary adjustment fixes—could be combined with a flattened-out Pension Ramp to improve
benefits for retirees while lowering costs for taxpayers. The flattened-out Pension Ramp would be achieved
by paying down unfunded liabilities earlier with 100 percent of the money from expiring bond debts (Figure
14).

Under this fourth option, annual pension contributions would reach a maximum of $17.6 billion in fiscal
year 2045, less than the projected annual contribution of $18.6 billion in fiscal year 2045 under the current
Pension Ramp (Strom, 2025b). The compound annual growth rate (CAGR) in this scenario would average
2.2 percent, approximately the Federal Reserve System’s target rate of inflation (2.0 percent) (Figure 14).

Option 4 would save taxpayers $2.6 billion through 2045, or 0.9 percent (Figure 14). State contributions
would initially increase from fiscal years 2027 through 2036 relative to the status quo due primarily to the
Social Security wage base fix. However, Illinois taxpayers would experience significant savings of $42
million starting in 2037 and rising to as much as $1.2 billion in 2045 (Figure 14). Even though the Pension
Ramp is less steep than in Options 1 through 3 (resulting in slightly lower payments), Option 4 would still
attain a funded ratio of 90 percent by 2045 and full 100 percent funding by 2049.®

Option 4 would save the State money in the long run and be either credit-neutral or credit-positive, but its
economic effects would be more muted than alternative scenarios. The changes would expand retiree
consumer spending by just over $500 million annually and lift Illinois’ gross domestic product (GDP) by
$337 million on net, creating or saving about 1,600 full-time equivalent jobs (Figure 14). Additionally, while
Option 4 would offer better retirement benefits than the current Tier 2 system, most teachers and state
employees would still be incentivized to work until they are 67 years old to receive their maximum
pensions—which could discourage many qualified applicants and limit Option 4’s overall effectiveness in
combatting public service worker shortages.

Paying for Tier 2 Reforms

In evaluating the fiscal and economic effects of several potential changes to Tier 2 pensions, there is a
responsibility to consider ways to pay for any level of pension reform. How to best do so includes
accounting for anticipated revenues and legislative spending priorities, as well as the possibility of
“crowding out” future investments in education, healthcare, public safety, and other vital services (Padula,
2025b). As the history of pension reforms reveals, a persistent failure to make appropriate annual State
contributions underfunded the system and has led to faulty efforts at correction. There are also
constitutional limitations and political dynamics on raising specific taxes in order to fund State pensions.

4 Note that there are other modified alternatives. For example, House Bill 4673 introduced in January 2026 would match the salary
cap to the Social Security Wage Base, reduce the normal retirement age to 65 years old, and change the final average salary to four
years without changing cost-of-living adjustments for Tier 2 members who are active on or after January 1, 2028 (ILGA, 2026).

5 For more on Option 4, see Table F and Graph IV in the Appendix.
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Increase

Redirected Bond

FIGURE 15: COST OF OPTION 3 (SB 1937 HA 2) AFTER REDIRECTED BOND PAYMENTS, IN MILLIONS OF DOLLARS

Net State

Share Covered

Year in Annual Payments for TRS, Contributions by Redirected
Contributions SERS, and SURS (Difference) Bonds
2027 +$273 +$0 +$273 --
2028 +$316 +$0 +$316 --
2029 +$340 +$0 +$340 --
2030 +$366 +$296 +$70 80.9%
2031 +$394 +$395 -$2 100.5%
2032 +$423 +$395 +$28 93.4%
2033 +$456 +$395 +$61 86.6%
2034 +$492 +$593 -$101 120.3%
2035 +$529 +$593 -$65 112.1%
2036 +$567 +$593 -$26 104.6%
2037 +$608 +$593 +$15 97.4%
2038 +$653 +$593 +$59 90.8%
2039 +$701 +$593 +$107 84.7%
2040 +$751 +$594 +$158 79.0%
2041 +$806 +$594 +$212 73.7%
2042 +$865 +$594 +$271 68.7%
2043 +$932 +$594 +$338 63.7%
2044 +$1,006 +$595 +$411 59.2%
2045 +$1,089 +$596 +$494 54.7%
A +$11,566 +$8,606 +$2,960 74.4%
Totals

Source(s): Authors’ estimates using data from Actuarial Impact Study — House Bill 5909 by Segal and Monthly Briefing For the Month
Ended: November 2024 - Special Pension Briefing, Illinois State Retirement Systems: Financial Condition as of June 30, 2022 and
“Actuarial Impact Study - Revised House Bill 2540 (Reflecting Updated Tier 2 Retirement Eligibilities, 90% Funded by FY 2045 and
100% Funded by FY 2049, Updated Redirected Bond Payments Through FY 2049, and Alternate Treatment of Bond Payments)” by
the Commission on Government Forecasting and Accountability, and /llinois State Budget: Fiscal Year 2026 by the Governor’s
Office of Management and Budget (Strom, 2025a; Strom, 2025b; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). Numbers may
not sum perfectly due to rounding. For more, see Table E in the Appendix.

Tier 2 pension reforms could be funded without increasing income taxes, corporate taxes, or sales taxes.
The reforms can be paid for almost entirely by repurposing legacy debt. In fiscal year 2030, Illinois will repay
the final $500 million in principal on $6 billion in general obligation bonds that were issued in 2017 “to pay
off a portion of the State’s backlog coming out of the budget impasse” (COGFA, 2017; Sturm, 2024). The
Fair Retirement and Recruitment Act, as negotiated in House Amendment 2 to Senate Bill 1937, would
redirect these bond payment funds to the Pension Stabilization Fund (PSF) through a $300 million payment
in fiscal year 2030, $400 million in annual payments from 2031 through 2033, and $600 million in annual
payments from 2034 through 2049 (Strom, 2025b)."® Repurposing legacy bond debt would cover 74 percent
of the total cost of the Fair Retirement and Recruitment Act from 2030 through 2045, including a peak of

'8 |t is also worth noting that in fiscal year 2033, the State will pay off the remaining $1.1 billion in principal from a plan by Governor

Rod Blagojevich to borrow $10 billion in pension obligation bonds in 2003 (COGFA, 2017; Sturm, 2024). Instead of devoting all the

money to pensions, only $7.3 billion was used to reduce unfunded liabilities, which later cost Illinois’ pension funds an additional

$6.8 billion (McKinney, 2015). The current Pension Ramp already jumps by approximately $1.1 billion in fiscal year 2034 based on

the assumption that the State will increase its annual contribution once that debt is paid off (Bae & Fast, 2024). Accordingly, Figures

14, 15, 16, and 17 include this disbursement of $1.1 billion in savings towards the State’s pension contribution in fiscal year 2034.
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120 percent in fiscal year 2034 (Figure 15). Accordingly, the total cost would decrease to $3.0 billion over
19 years ($156 million per year on average), largely making the bill credit-neutral for Illinois."’

Redirecting the $500 million in bond principal annually starting in fiscal year 2031 and dedicating it to the
State’s pension systems could also enable policymakers to “flatten the State’s payment curve” (Sturm,
2024). Figure 16 uses Option 4, the modified Fair Retirement and Recruitment Act with a slightly lower cost-
of-living adjustment and no change in the retirement age, as an illustrative example. Repurposing legacy
bond debt would fully cover the cost of the Tier 2 reforms (Figure 16).

FIGURE 16: EFFECT OF OPTION 4 (MODIFIED SB 1937 HA 2) WiTH REDIRECTED BOND PAYMENTS, FY2027-FY2045

State Contributions (in Millions) Difference Vs. Current (in Millions)
Fiscal e aa— Option4 = Current Option 4 Change in Redirected $500M
Year Ramp Ramp Growth Growth Annual Bond Payments for
Contributions TRS, SERS, and SURS
2027 $11,678 $11,758 +1.9% +2.6% +$80 --
2028 $12,090 $12,058 +3.5% +2.6% -$32 --
2029 $12,326 $12,458 +1.9% +3.3% +$132 --
2030 $12,565 $12,858 +1.9% +3.2% +$293 --
2031 $12,828 $13,352 +2.1% +3.8% +$524 +$494
2032 $13,127 $13,552 +2.3% +1.5% +$426 +$494
2033 $13,453 $13,756 +2.5% +1.5% +$302 +$494
2034 $14,591 $14,843 +8.5% +7.9% +$251 +$494
2035 $14,913 $15,065 +2.2% +1.5% +$152 +$494
2036 $15,237 $15,291 +2.2% +1.5% +$54 +$494
2037 $15,563 $15,521 +2.1% +1.5% -$43 +$494
2038 $15,898 $15,753 +2.1% +1.5% -$144 +$494
2039 $16,239 $15,990 +2.1% +1.5% -$249 +$494
2040 $16,590 $16,230 +2.2% +1.5% -$361 +$494
2041 $16,957 $16,473 +2.2% +1.5% -$484 +$494
2042 $17,342 $16,720 +2.3% +1.5% -$622 +$494
2043 $17,749 $16,971 +2.3% +1.5% -$778 +$494
2044 $18,180 $17,225 +2.4% +1.5% -$954 +$494
2045 $18,638 $17,484 +2.5% +1.5% -$1,154 +$494
20.?;-::; 43 $285,964 | $283,357 +2.6% +2.2% -$2,607 +$7,410

Source(s): Authors’ estimates using data from Actuarial Impact Study — House Bill 5909 by Segal and Monthly Briefing For the Month
Ended: November 2024 - Special Pension Briefing, Illinois State Retirement Systems: Financial Condition as of June 30, 2022 and
“Actuarial Impact Study — Revised House Bill 2540 (Reflecting Updated Tier 2 Retirement Eligibilities, 90% Funded by FY 2045 and
100% Funded by FY 2049, Updated Redirected Bond Payments Through FY 2049, and Alternate Treatment of Bond Payments)” by
the Commission on Government Forecasting and Accountability, and /llinois State Budget: Fiscal Year 2026 by the Governor’s
Office of Management and Budget (Strom, 2025a; Strom, 2025b; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). Numbers may
not sum perfectly due to rounding. State contributions are based on modified Pension Ramp with 1.5 percent growth in annual
contributions from fiscal year 2032 and after, except 2034, which includes additions from the repurposing of $1.1 billion in funds
from paying off legacy pension obligation bond (POB) debts (COGFA, 2017; Sturm, 2024). Investments are generally assumed to
rise by an average of 6.8 percent per year, consistent with the weighted actuarial assumed investment rate of return for all five
systems. Note that TRS and SERS have had annualized average rates of return of 7.0 percent and 7.8 percent, respectively, over the
past 20 years (Bae & Fast, 2024; Hollinshead, 2023; Hollinshead, 2022). For more, see Table F in the Appendix.

7 n October 2025, following passage through the Illinois House of Representatives Executive Committee, Governor JB Pritzker said
that “more work needs to be done” before the Fair Retirement and Recruitment Act could become law, expressing worries that it
could be “credit-negative” for the State (Miller, 2025). Illinois has experienced 10 credit rating upgrades during the Pritzker
administration (Pletz, 2025).
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To cover the gaps in State contributions from fiscal years 2027 through 2030 that reach as much as $340
million annually in Options 3 and 4 in Figures 15 and 16, lawmakers could consider keeping constant
General Fund expenditures on human services for one or more years. Human services expenditures grew
from $6.2 billion in fiscal year 2019 to $12.0 billion in fiscal year 2025, an increase of 63 percent after
inflation (Sturm, 2025; Sturm, 2020; BLS, 2025c¢).'® Maintaining human services spending at $12.0 billion
instead of increasing it by 1 to 3 percent, as an example, would set aside $120 million to $360 million.
Alternatively, lawmakers could consider minor revenue enhancements, such as reforming the estate tax
($151 million to $221 million), placing a tax on digital advertising ($725 million), or modernizing the sales
tax to cover only services that are disproportionately used by higher-income households, such as
investment counseling services, security and private detective services, and aircraft lease and rental
services (Bellisle et al., 2023; IL Revenue Alliance, 2025; Aleman et al., 2025; CMAP, 2023).

Importantly, repurposing legacy bond debts, keeping certain expenditures constant for one year, and
enacting new revenue sources are potential ways to pay for all four pension reform options outlined in this
report. For example, this would more than pay for the Option 1 Social Security Wage Base fix that only costs
a maximum of $382 million per year by 2045 or cover nearly two-fifths of the $20 billion cost of Option 2
($7.4 billion from 2031 through 2045).

Conclusion

IWinois’ two-tiered retirement system is failing to deliver equal pay for equal work and contributing to a
public service worker shortage. For example, the number of unfilled teaching positions nearly matches
one-for-one the drop in university-level graduates with bachelor’s degrees in education since Tier 2 went
into effect. Reforming Tier 2 has been cited as a solution to recruiting and retaining qualified workers.

Most workers in the state-run retirement funds are now in Tier 2. These workers accrue lower pension
earnings based on changes to the “final average salary” calculation and annual cost-of-living adjustments,
taking home much less than their Tier 1 counterparts who earned the same wage performing the same work
for the same years of service. In many cases, Illinois’ Tier 2 pensions may not provide sufficient income to
replace what workers would have earned if they were instead covered by Social Security.

While there is a range of policy options that lawmakers could consider, reforming Tier 2 pensions would
have substantial impacts. Each option assessed offers significant pension reforms, with varying benefits
and costs depending on the approach:

1. Option 1 is a singular fix of the “Safe Harbor” problem focused on removing a financial liability for
government agencies, is the least costly, and does not alleviate the problem of having vastly
different benefits for Tier 2 employees performing the same work as Tier 1 employees.

2. Option 2, represented by Senate Bill 2 and House Bill 2711 in 2025, addresses the “Safe Harbor”
test and aligns much of Tier 2 with Tier 1. It is the costliest option but would significantly improve
the quality of public sector employment and generate the highest impact on the economy, with
Illinois’ gross domestic product increasing by a net of $1.2 billion annually.

3. Option 3, represented by the Fair Retirement and Recruitment Act, brings the system into
compliance with Social Security and delivers other worker-focused improvements in benefits for

8 Maintaining human services expenditures at $12.0 billion instead of increasing them by 1 to 3 percent would set aside $120
million to $360 million, as an example.
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Tier 2 employees. It is much less costly than Option 2, would be credit-neutral for the State of
Ilinois, would incentivize more highly qualified people to seek out and remain in the public sector,
and would enhance economic activity by nearly $600 million annually.

4. Option 4 shows that Tier 2 pension reforms could save taxpayers money. Option 4 modifies the Fair
Retirement and Recruitment Act but ensures that retirees can earn at least what they would under
Social Security, improves the final average salary calculation, and effectively doubles cost-of-living
adjustments. It addresses many of the disparities that exist within the current system but is less
costly than Option 3 and thus provides a smaller lift to Illinois’ economic activity, expanding annual
GDP by over $300 million while saving the State $2.6 billion in pension contributions through 2045.

These reforms would come at minimal cost to taxpayers by repurposing legacy debt payments. Dedicating
hundreds of millions of dollars annually from expiring bond debts to pay for pension reforms would ensure
that future investments in education, infrastructure, healthcare, and public safety are not crowded out, that
Ilinois’ credit rating is not downgraded, and that the funded ratio reaches 90 percent by 2045 and 100
percent just a few years later. Along the way, consumer spending would be augmented, as money that was
previously used to service debts would instead be spent by Illinois-based households who are on fixed
incomes, boosting economic activity and creating jobs.
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Appendix

TABLE A: THE IMPACT OF WORKING IN THE PUBLIC SECTOR FOR STATE AND LOCAL GOVERNMENT WORKERS AND SCHOOL TEACHERS IN ILLINOIS, 2001-2024
Robust OLS Regressions State and Local Government Workers Public School Teachers (Interaction)
Variable 2011-2020 2001-2010 2021-2024 2011-2020 2001-2010

| 2021-2024

Teachers x State & Local +0.185*** +0.837*** +0.103***
Works in State & Local Government -0.143*** -0.096*** -0.090*** -0.136*** -0.075*** -0.076***
All Pre-K Thru 12 Teachers -0.279*** -0.236*** -0.240***
Less than a High School Degree -0.137*** -0.182*** -0.191*** -0.136*** -0.181*** -0.191***
Associate Degree +0.098*** +0.114%** +0.130*** +0.097*** +0.114*** +0.131***
Bachelor’s Degree +0.437*** +0.423*** +0.392*%** +0.445*** +0.432*%** +0.401***
Master’s Degree +0.566*** +0.585%** +0.550%** +0.582*** +0.609*** +0.572***
Professional or Doctorate Degree +0.731*** +0.762*** +0.664*** +0.734*** +0.765*** +0.666***
Union Membership +0.070*** +0.095*** +0.124*** +0.088*** +0.113*** +0.135***
Age +0.036*** +0.042*** +0.047*** +0.036*** +0.041*** +0.046***
Age? -0.000*** -0.000*** -0.000*** -0.000*** -0.000*** -0.000***
Female -0.190*** -0.175%** -0.190*** -0.183*** -0.168*** -0.184***
White, Non-Hispanic +0.151* +0.145%** +0.105%** +0.157* +0.149%** +0.107***
Black or African American +0.047 -0.003 -0.028 +0.047 -0.001 -0.027
Hispanic or Latinx +0.055 +0.066* +0.052 +0.060 +0.072* +0.054
Asian or Pacific Islander +0.204* +0.178*** +0.120*** +0.204* +0.176*** +0.118***
Military Veteran +0.011*** +0.020 +0.015 +0.012*** +0.016 +0.013
Married +0.101*** +0.085*** +0.083*** +0.102** +0.086*** +0.084***
U.S. Citizen +0.051** +0.074*** +0.118*** +0.051** +0.073*** +0.117***
Foreign-Born Immigrant -0.090%** -0.086*** -0.085%** -0.092*** -0.088*** -0.087***
Lives in Metropolitan Area +0.121%** +0.150*** +0.146%** +0.121%** +0.149%** +0.146***
Works in Federal Government +0.064* +0.116*** +0.082*** +0.055* +0.109*** +0.079***
Usual Hours Worked Per Week +0.007*** +0.007*** +0.006*** +0.007*** +0.007*** +0.006***
Constant +1.854*** +1.574%** +1.594*** +1.854*** +1.569*** +1.595***
R? 0.353 0.377 0.377 0.355 0.380 0.379
Observations 13,670 45,280 55,061 13,670 45,280 55,061
Weighted Y Y Y Y Y Y

Source(s): Authors’ analysis of 2001 through 2024 Current Population Survey Outgoing Rotation Groups (CPS ORG) data from the U.S. Census Bureau, released in user-friendly
format by the Economic Policy Institute (EPI, 2025). All regressions are robust ordinary least squares (OLS) models and all samples are employed individuals ages 15 to 80 years
old. To calculate impacts for public school teachers, the interaction term must be added to each of the multiplied variables (Teachers x State & Local plus Works in State & Local
Government plus All Pre-K Thru 12 Teachers). In the report, results are convert to percent changes using the correct interpretation of natural logarithms (ln), which is e(coefficient)_q
(Kennedy, 1981; IDRE, 2025). ***p<|0.01[; **p<|0.05|; *p=<|0.10]|.
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Reforming Tier 2 Pensions in lllinois

TABLE B: CURRENT PENSION RAMP (STATUS QUO) WITH PAYROLL, CONTRIBUTIONS, LIABILITIES, ASSET VALUES, AND FUNDED RATIO (DOLLARS IN MILLIONS)

Fiscal Annual Total State Employee Accrued Value of Unfunded Funded
Year Payroll Contribution Contributions Liabilities Assets Liability Ratio
2027 25,541.5 11,678.3 1,916.4 281,096.0 137,826.4 143,269.6 49.0%
2028 26,154.5 12,090.1 1,957.7 286,834.9 144,253.8 142,581.1 50.3%
2029 26,783.4 12,325.7 2,000.1 292,429.7 150,420.9 142,008.8 51.4%
2030 27,429.6 12,564.6 2,043.1 297,798.2 156,692.2 141,106.0 52.6%
2031 28,064.9 12,827.7 2,086.5 302,915.1 163,096.0 139,819.1 53.8%
2032 28,715.6 13,126.5 2,129.9 307,759.1 169,680.7 138,078.4 55.1%
2033 29,368.8 13,453.4 2,172.8 312,312.7 176,495.6 135,817.1 56.5%
2034 30,027.6 14,591.4 2,215.7 316,552.3 184,396.5 132,155.8 58.3%
2035 30,698.0 14,913.2 2,258.9 320,463.1 192,624.7 127,838.4 60.1%
2036 31,374.5 15,237.3 2,302.1 324,021.8 201,211.3 122,810.5 62.1%
2037 32,055.6 15,563.3 2,345.4 327,222.2 210,206.8 117,015.4 64.2%
2038 32,754.5 15,897.7 2,389.7 330,047.3 219,662.0 110,385.3 66.6%
2039 33,468.0 16,238.5 2,434.6 332,504.8 229,654.1 102,850.7 69.1%
2040 34,204.9 16,590.2 2,481.0 334,585.5 240,251.3 94,334.2 71.8%
2041 34,972.9 16,957.3 2,529.6 336,322.7 251,568.2 84,754.5 74.8%
2042 35,776.4 17,342.2 2,581.3 337,743.9 263,713.7 74,030.2 78.1%
2043 36,622.7 17,748.8 2,636.0 338,906.0 276,834.5 62,071.5 81.7%
2044 37,516.4 18,179.6 2,694.4 339,870.9 291,085.9 48,785.0 85.6%
2045 38,462.8 18,637.7 2,757.1 340,727.2 306,654.5 34,072.7 90.0%
2046 39,474.2 3,343.1 2,825.0 341,557.8 323,260.3 18,297.5 94.6%
2047 40,524.6 3,351.0 2,896.0 342,448.4 325,385.1 17,063.3 95.0%
2048 41,602.1 3,358.5 2,968.9 343,433.4 327,342.5 16,090.9 95.3%
2049 42,690.7 3,376.8 3,042.2 344,548.6 329,116.6 15,432.0 95.5%
2050 43,758.0 2,876.8 3,281.8 347,994.1 330,701.7 17,292.4 95.0%

Source(s): Authors’ estimates using data from “Actuarial Impact Study — Revised House Bill 2540 (Reflecting Updated Tier 2 Retirement Eligibilities, 90% Funded by FY 2045 and
100% Funded by FY 2049, Updated Redirected Bond Payments Through FY 2049, and Alternate Treatment of Bond Payments)” and other data from the Commission on
Government Forecasting and Accountability and Bernardi Securities (Strom, 2025b; Bae & Fast, 2024; Hollinshead, 2023; Hollinshead, 2022; Formas et al., 2014). All State
contributions are based on the current Pension Ramp.
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TABLE C: OPTION 1 -SOCIAL SECURITY WAGE BASE FIX WITH PAYROLL, CONTRIBUTIONS, LIABILITIES, ASSETS, AND FUNDED RATIO (DOLLARS IN MILLIONS)

Fiscal

Annual

Total State

Reforming Tier 2 Pensions in lllinois

Employee

Accrued

Gainin

Value of

Unfunded

Funded

Year Payroll Contribution Contributions Liabilities Asset Value Assets Liability Ratio
2027 25,638.7 11,725.4 1,919.6 279,874.6 6,180.9 139,995.9 139,878.7 50.0%
2028 26,278.0 12,142.5 1,961.0 285,927.7 6,970.9 145,825.7 140,102.0 51.0%
2029 26,936.3 12,387.3 2,004.7 291,868.5 5,829.9 152,530.0 139,338.5 52.3%
2030 27,615.1 12,636.7 2,049.8 297,612.4 6,704.3 159,557.2 138,055.2 53.6%
2031 28,286.9 12,911.2 2,095.7 303,146.7 7,027.2 166,806.5 136,340.2 55.0%
2032 28,977.8 13,222.9 2,141.9 308,455.0 7,249.3 174,314.3 134,140.7 56.5%
2033 29,675.7 13,563.8 2,187.8 313,502.4 7,507.8 182,124.4 131,378.0 58.1%
2034 30,383.6 14,721.2 2,233.9 318,288.1 7,810.1 190,255.6 128,032.5 59.8%
2035 31,108.2 15,060.0 2,280.9 322,793.2 8,131.2 199,563.1 123,083.3 61.8%
2036 31,844.8 15,375.3 2,328.5 327,021.3 9,307.5 209,377.3 117,506.1 64.0%
2037 32,592.8 15,718.7 2,376.6 330,954.8 9,814.1 219,704.3 111,095.1 66.4%
2038 33,364.9 16,072.2 2,426.3 334,584.8 10,327.0 230,587.7 103,822.6 68.9%
2039 34,159.2 16,434.1 2,4771 337,917.6 10,883.4 242,096.8 95,625.3 71.6%
2040 34,984.3 16,808.8 2,529.9 340,972.6 11,509.1 254,268.1 86,485.9 74.6%
2041 35,849.3 17,201.0 2,586.0 343,764.1 12,171.4 267,210.1 76,310.3 77.7%
2042 36,760.9 17,614.0 2,645.5 346,337.5 12,942.0 280,971.7 65,094.0 81.1%
2043 37,730.8 18,052.8 2,709.5 348,749.2 13,761.6 295,760.0 52,685.3 84.8%
2044 38,765.8 18,520.4 2,778.8 351,097.4 14,788.3 311,646.2 39,110.4 88.8%
2045 39,872.0 19,020.2 2,854.2 353,461.4 15,886.3 328,777.2 24,301.7 93.0%
2046 40,868.8 9,000.0 2,942.6 356,996.0 17,131.0 347,367.0 9,629.0 97.3%
2047 41,890.5 6,000.0 3,016.1 360,566.0 18,589.7 356,887.4 3,678.6 99.0%
2048 42,937.8 5,000.0 3,091.5 364,171.6 9,520.4 363,737.9 433.7 99.9%
2049 44,011.2 4,000.0 3,168.8 367,813.4 6,850.6 369,733.0 -1,919.7 100.5%
2050 45,111.5 3,000.0 3,248.0 371,491.5 5,995.1 374,810.5 -3,319.0 100.9%

Source(s): Authors’ estimates using data the Commission on Government Forecasting and Accountability and Governor’s Office of Management and Budget (Strom, 2025b;
Strom, 2025a; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). All State contributions are based on the current Pension Ramp. The “gain in assetvalue” is the result of expected
investment returns plus total State and employee contributions minus total payouts to retirees. Investments are assumed to rise by an average of 6.8 percent per year, consistent
with the weighted actuarial assumed investment rate of return for all five systems: 7.0 percent for the Teachers Retirement System (TRS), 6.75 percent for the State Employees’
Retirement System (SERS), and 6.5 percent for the State Universities’ Retirement System (SURS), the Judges’ Retirement System (JRS), and the General Assembly Retirement
System (GARS) (Bae & Fast, 2024).
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TABLE D: OPTION 2 — SENATE BILL 2 & HOUSE BILL 2711 WITH PAYROLL, CONTRIBUTIONS, LIABILITIES, ASSETS, AND FUNDED RATIO (DOLLARS IN MILLIONS)

Fiscal

Annual

Total State

Reforming Tier 2 Pensions in lllinois

Employee

Accrued

Gainin

Value of

Unfunded

Funded

Year Payroll Contribution Contributions Liabilities Asset Value Assets Liability Ratio
2027 25,629.9 12,584.0 1,922.1 281,116.3 6,970.8 139,996.9 141,119.4 49.8%
2028 26,266.2 13,023.1 1,964.7 287,963.3 6,691.0 146,687.9 141,275.4 50.9%
2029 26,921.8 13,291.1 2,009.5 294,821.3 7,647.2 154,335.1 140,486.2 52.3%
2030 27,597.8 13,564.2 2,055.9 301,614.3 8,058.5 162,393.6 139,220.7 53.8%
2031 28,265.5 13,862.8 2,102.8 308,348.4 8,375.8 170,769.4 137,579.0 55.4%
2032 28,952.3 14,065.1 2,149.8 315,017.3 8,735.9 179,505.4 135,511.9 57.0%
2033 29,645.2 14,426.1 2,196.6 321,597.1 9,013.2 188,518.5 133,078.6 58.6%
2034 30,343.0 15,600.5 2,243.3 328,104.4 9,437.1 197,955.7 130,148.7 60.3%
2035 31,054.7 15,957.7 2,290.7 334,530.7 10,719.8 208,675.5 | 124,810.8 62.4%
2036 31,778.3 16,319.1 2,338.5 340,886.6 11,341.3 220,016.8 119,788.1 64.5%
2037 32,510.1 16,684.0 2,387.0 347,166.1 12,004.3 232,021.1 114,024.3 66.8%
2038 33,261.8 17,058.8 2,436.6 353,372.0 12,696.6 244,717.7 107,493.2 69.3%
2039 34,024.8 17,439.2 2,487.0 359,506.3 13,466.8 258,184.6 100,121.0 71.8%
2040 34,809.5 17,653.3 2,5638.6 365,588.5 14,280.4 272,465.0 92,060.4 74.5%
2041 35,631.4 18,056.7 2,593.1 371,636.1 15,032.7 287,497.6 83,039.0 77.4%
2042 36,487.1 18,478.6 2,650.7 377,681.7 16,004.0 303,501.7 73,043.6 80.4%
2043 37,382.9 18,922.4 2,711.0 383,752.4 17,190.2 320,691.8 61,887.0 83.6%
2044 38,311.2 19,386.6 2,774.2 389,888.1 18,452.8 339,144.6 49,536.6 87.0%
2045 39,280.6 19,875.3 2,840.7 396,107.7 19,862.4 359,007.0 35,863.1 90.6%
2046 40,262.6 10,000.0 2,898.9 400,068.8 21,487.0 380,494.1 19,574.7 95.1%
2047 41,269.2 8,000.0 2,971.4 404,069.5 12,759.2 393,253.3 10,816.2 97.3%
2048 42,300.9 6,000.0 3,045.7 408,110.2 11,309.2 404,562.5 3,547.6 99.1%
2049 43,358.4 4,000.0 3,121.8 412,191.3 9,756.6 414,319.2 -2,127.9 100.5%
2050 | 44,442.4 3,000.0 3,199.9 416,313.2 8,094.4 422,413.5 -6,100.4 101.5%

Source(s): Authors’ estimates using data the Commission on Government Forecasting and Accountability and Governor’s Office of Management and Budget (Strom, 2025b;
Strom, 2025a; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). *NOTE: Senate Bill 2 and House Bill 2711 reforms include adjusting the salary cap to the Social Security wage
base, aligning the “final average salary” to the highest four years with Tier 1, improving the cost-of-living adjustment to a non-compounded 3.0 percent per year, and lowering the
retirement age to Tier 1 levels, or 62 years old for most workers (ILGA, 2025a; ILGA, 2025b). All State contributions are based on the current Pension Ramp. The “gain in asset
value” is the result of expected investment returns plus total State and employee contributions minus total payouts to retirees. Investments are assumed to rise by an average of
6.8 percent per year, consistent with the weighted actuarial assumed investment rate of return for all five systems: 7.0 percent for the Teachers Retirement System (TRS), 6.75
percent for the State Employees’ Retirement System (SERS), and 6.5 percent for the State Universities’ Retirement System (SURS), the Judges’ Retirement System (JRS), and the
General Assembly Retirement System (GARS) (Bae & Fast, 2024).
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TABLE E: OPTION 3 — SENATE BILL 1937 H.A. 2 WITH PAYROLL, CONTRIBUTIONS, LIABILITIES, ASSETS, AND FUNDED RATIO (DOLLARS IN MILLIONS)

Fiscal

Annual

Total State

Reforming Tier 2 Pensions in lllinois

Employee

Accrued

Gainin

Value of

Unfunded

Funded

Year Payroll Contribution Contributions Liabilities Asset Value Assets Liability Ratio
2027 25,600.1 11,950.8 1,920.7 281,318.2 6,786.0 138,113.8 143,269.6 49.1%
2028 26,305.4 12,406.4 1,968.6 288,804.2 6,575.7 144,899.8 142,581.1 50.2%
2029 26,971.2 12,665.7 2,013.7 295,086.3 7,040.4 151,475.5 142,008.8 51.3%
2030 27,658.4 12,930.7 2,059.6 301,249.2 7,356.7 158,515.9 141,106.0 52.6%
2031 28,339.1 13,221.2 2,106.4 307,281.2 7,633.2 165,872.6 139,819.1 54.0%
2032 29,039.4 13,549.9 2,153.4 313,172.1 7,966.5 173,505.8 138,078.4 55.4%
2033 29,746.3 13,909.2 2,200.2 318,917.6 9,368.3 181,472.3 135,817.1 56.9%
2034 30,463.3 15,083.7 2,247.3 324,505.3 9,826.1 190,840.6 132,155.8 58.8%
2035 31,195.6 15,441.7 2,295.2 329,933.7 10,325.1 200,666.7 127,838.4 60.8%
2036 31,938.2 15,804.2 2,343.4 335,194.7 10,889.7 210,991.8 122,810.5 62.9%
2037 32,691.2 16,171.6 2,392.0 340,301.8 11,510.5 221,881.5 117,015.4 65.2%
2038 33,468.1 16,550.5 2,442.2 345,248.0 12,222.0 233,392.0 110,385.3 67.6%
2039 34,265.3 16,939.2 2,493.5 350,059.5 13,016.8 245,614.0 102,850.7 70.2%
2040 35,091.1 17,341.5 2,546.9 354,746.2 13,934.5 258,630.8 94,334.2 72.9%
2041 35,954.6 17,762.8 2,603.2 359,354.7 14,974.7 272,565.3 84,754.5 75.8%
2042 36,864.1 18,207.4 2,663.0 363,930.2 16,177.9 287,540.0 74,030.2 79.0%
2043 37,829.4 18,680.9 2,727.3 368,544.3 17,554.8 303,717.9 62,071.5 82.4%
2044 38,854.2 19,185.1 2,796.4 373,277.7 19,132.5 321,272.7 48,785.0 86.1%
2045 39,950.7 19,727.0 2,871.6 378,228.1 13,391.4 340,405.2 34,072.7 90.0%
2046 41,134.2 13,022.3 2,953.9 383,500.8 14,641.3 353,796.6 34,155.8 92.3%
2047 42,379.4 13,421.7 3,041.2 389,181.2 15,994.3 368,437.9 34,244.8 94.7%
2048 43,671.1 13,836.9 3,132.0 395,296.9 17,420.6 384,432.2 34,343.3 97.3%
2049 44,987.5 4,000.0 3,224.2 401,852.8 7,280.8 401,852.8 34,454.9 100.0%
2050 46,112.2 3,000.0 3,320.1 405,871.3 6,518.0 409,133.6 -14,828.3 100.8%
2051 47,265.0 2,000.0 3,403.1 409,930.0 5,629.9 415,651.6 -5,722.3 101.4%
2052 48,446.6 2,000.0 3,488.2 414,029.3 5,677.2 421,281.5 -7,252.1 101.8%
2053 49,657.8 2,000.0 3,675.4 418,169.6 5,723.6 426,958.7 -8,789.1 102.1%
2054 50,899.2 2,000.0 3,664.7 422,351.3 5,768.9 432,682.4 -10,331.0 102.4%
2055 52,171.7 2,000.0 3,756.4 426,574.8 6,786.0 438,451.3 -11,876.5 102.8%

Source(s): Authors’ estimates using data the Commission on Government Forecasting and Accountability and Governor’s Office of Management and Budget (Strom, 2025b;
Strom, 2025a; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). *NOTE: Senate Bill 1937 House Amendment 2 reforms include adjusting the salary cap to the Social Security
wage base, changing the “final average salary” to the highest six of the last 10 years, improving the cost-of-living adjustment to a non-compounded 3.0 percent per year, and
lowering the retirement age to 65 years old with 20 years of service and 62 years old when pension benefits are maxed out. The “gain in asset value” is the result of expected
investment returns plus total State and employee contributions minus total payouts to retirees.

33


https://drive.google.com/file/d/1JLTsc6CNja7imFQFU7GpMG0APtvmXRxf/view
https://cgfa.ilga.gov/Upload/COGFA%20Tier%202%20Reform%20–%20House%20Bill%205909%20(Revised).pdf
https://cgfa.ilga.gov/Upload/2024%20Special%20Pension%20Briefing.pdf
https://cgfa.ilga.gov/Upload/FinCondILStateRetirementSysFY%202022.pdf
https://budget.illinois.gov/content/dam/soi/en/web/budget/documents/budget-book/fy2026-budget/Fiscal-Year-2026-Operating-Budget.pdf

Reforming Tier 2 Pensions in lllinois

TABLE F: OPTION 4 - SSWB FiX, FAS FiX, AND 2.5% COLA WITH PAYROLL, CONTRIBUTIONS, LIABILITIES, ASSETS, AND FUNDED RATIO (DOLLARS IN MILLIONS)

Fiscal = Annual Total State Employee Accrued Gainin Valueof  Unfunded Funded
Year Payroll Contribution Contributions Liabilities Asset Value Assets Liability Ratio
2027 25,576.7 11,758.0 1,919.0 281,229.3 7,033.6 140,999.9 140,229.4 50.1%
2028 26,245.0 12,058.0 1,964.2 288,016.5 5,930.1 146,930.0 141,086.4 51.0%
2029 26,896.1 12,458.0 2,008.3 294,023.7 6,698.1 153,628.1 140,395.6 52.3%
2030 27,566.9 12,858.0 2,053.0 299,868.8 7,176.1 160,804.3 139,064.5 53.6%
2031 28,229.4 13,352.0 2,098.4 305,534.8 7,558.6 168,362.9 137,171.9 55.1%
2032 28,909.9 13,552.3 2,144.0 311,006.9 8,057.1 176,420.0 134,586.9 56.7%
2033 29,595.3 13,755.6 2,189.2 316,275.6 8,284.8 184,704.8 131,570.8 58.4%
2034 30,289.0 14,842.6 2,234.7 321,324.1 8,499.9 193,204.7 128,119.4 60.1%
2035 30,996.6 15,065.2 2,280.7 326,145.5 9,630.2 202,834.9 123,084.6 62.2%
2036 31,712.7 15,291.2 2,326.9 330,725.5 10,041.6 212,876.5 117,619.7 64.4%
2037 32,437.0 15,520.5 2,373.4 335,070.0 10,479.3 223,355.8 111,481.4 66.7%
2038 33,182.7 15,753.4 2,421.2 339,167.7 10,930.3 234,286.1 104,645.3 69.1%
2039 33,946.4 15,989.7 2,469.9 343,037.6 11,436.7 245,722.7 97,075.0 71.6%
2040 34,736.6 16,229.5 2,520.5 346,681.9 11,966.4 257,689.1 88,749.3 74.3%
2041 35,561.9 16,472.9 2,573.8 350,141.9 12,586.0 270,275.2 79,619.7 77.2%
2042 36,429.0 16,720.0 2,630.3 353,455.7 13,229.8 283,504.9 69,700.0 80.2%
2043 37,346.7 16,970.8 2,690.8 356,689.0 14,051.4 297,556.3 58,878.1 83.4%
2044 38,319.1 17,225.4 2,755.6 359,915.0 14,907.8 312,464.1 47,192.5 86.8%
2045 39,355.5 17,483.8 2,825.8 363,227.7 15,868.4 328,332.5 40,379.0 90.4%
2046 39,474.2 12,000.0 2,842.1 366,860.0 16,994.7 345,327.3 21,5632.8 94.1%
2047 40,524.6 10,000.0 2,917.8 370,528.6 12,352.6 357,679.9 12,848.8 96.5%
2048 41,537.7 8,000.0 2,990.7 374,233.9 10,874.6 368,554.5 5,679.4 98.5%
2049 42,576.2 5,000.0 3,065.5 377,976.2 9,292.0 377,846.5 129.7 100.0%
2050 43,640.6 3,000.0 3,142.1 381,756.0 6,597.8 384,444.3 -2,688.3 100.7%
2051 44,731.6 2,000.0 3,220.7 385,573.6 4,661.2 389,105.5 -3,531.9 100.9%
2052 45,849.9 2,000.0 3,301.2 389,429.3 3,642.4 392,747.8 -3,318.5 100.9%
2053 46,996.1 2,000.0 3,383.7 393,323.6 3,550.0 396,297.8 -2,974.2 100.8%
2054 48,171.0 2,000.0 3,468.3 397,256.8 3,447.0 399,744.9 -2,488.0 100.6%
2055 49,375.3 2,000.0 3,555.0 401,229.4 3,332.8 403,077.6 -1,848.2 100.5%

Source(s): Authors’ estimates using data the Commission on Government Forecasting and Accountability and Governor’s Office of Management and Budget (Strom, 2025b;
Strom, 2025a; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). *NOTE: Option 4 reforms include adjusting the salary cap to the Social Security wage base, aligning the “final
average salary” to the highest six years (similar to the Fair Retirement and Recruitment Act in Option 3), and improving the cost-of-living adjustment to a non-compounded 2.5
percent per year. State contributions are based on modified Pension Ramp and additions from the repurposing of funds from paying off legacy bond debts. The “gain in asset
value” is the result of expected investment returns plus total State and employee contributions minus total payouts to retirees. Investments are assumed to rise by an average of
6.8 percent per year, consistent with the weighted actuarial assumed investment rate of return for all five systems: 7.0 percent for the Teachers Retirement System (TRS), 6.75
percent for the State Employees’ Retirement System (SERS), and 6.5 percent for the State Universities’ Retirement System (SURS), the Judges’ Retirement System (JRS), and the
General Assembly Retirement System (GARS) (Bae & Fast, 2024).
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Reforming Tier 2 Pensions in lllinois

GRAPH |: OPTION 1 - SOCIAL SECURITY WAGE BASE FIX STATE CONTRIBUTIONS, ADDITIONS, FUNDED RATIO, AND SAVINGS, FY2027-FY2045

Tier 2 Reform: Social Security Wage Fix Only
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Source(s): Authors’ estimates using data from “Actuarial Impact Study — Revised House Bill 2540 (Reflecting Updated Tier 2 Retirement Eligibilities, 90% Funded by FY 2045 and
100% Funded by FY 2049, Updated Redirected Bond Payments Through FY 2049, and Alternate Treatment of Bond Payments)” by Segal, Actuarial Impact Study — House Bill 5909
by Segal, Monthly Briefing For the Month Ended: November 2024 — Special Pension Briefing and lllinois State Retirement Systems: Financial Condition as of June 30, 2022 by the
Commission on Government Forecasting and Accountability, and /llinois State Budget: Fiscal Year 2026 by the Governor’s Office of Management and Budget (Strom, 2025b;
Strom, 2025a; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). State contributions are based on the current Pension Ramp.
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Reforming Tier 2 Pensions in lllinois

GRAPH Il: OPTION 2 — SENATE BILL 2 & HOUSE BILL 2711 STATE CONTRIBUTIONS, ADDITIONS, FUNDED RATIO, AND SAVINGS, FY2027-FY2045

Tier 2 Reform: Senate Bill 2 & House Bill 2711 (2025)
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Source(s): Authors’ estimates using data from “Actuarial Impact Study — Revised House Bill 2540 (Reflecting Updated Tier 2 Retirement Eligibilities, 90% Funded by FY 2045 and
100% Funded by FY 2049, Updated Redirected Bond Payments Through FY 2049, and Alternate Treatment of Bond Payments)” by Segal, Actuarial Impact Study — House Bill 5909
by Segal, Monthly Briefing For the Month Ended: November 2024 — Special Pension Briefing and lllinois State Retirement Systems: Financial Condition as of June 30, 2022 by the
Commission on Government Forecasting and Accountability, and /llinois State Budget: Fiscal Year 2026 by the Governor’s Office of Management and Budget (Strom, 2025b;
Strom, 2025a; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). State contributions are based on Senate Bill 2 and House Bill 2711 reforms. Investments are assumed to rise
by an average of 6.8 percent per year, consistent with the weighted actuarial assumed investment rate of return for all five systems (Bae & Fast, 2024).
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Reforming Tier 2 Pensions in lllinois
GRAPH Il1: OPTION 3 — SENATE BILL 1937 H.A. 2 STATE CONTRIBUTIONS, ADDITIONS, FUNDED RATIO, AND SAVINGS, FY2027-FY2045

Tier 2 Reform: Fair Retirement and Recruitment Act (2025)
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Source(s): Authors’ estimates using data from “Actuarial Impact Study — Revised House Bill 2540 (Reflecting Updated Tier 2 Retirement Eligibilities, 90% Funded by FY 2045 and
100% Funded by FY 2049, Updated Redirected Bond Payments Through FY 2049, and Alternate Treatment of Bond Payments)” by Segal, Actuarial Impact Study — House Bill 5909
by Segal, Monthly Briefing For the Month Ended: November 2024 — Special Pension Briefing and lllinois State Retirement Systems: Financial Condition as of June 30, 2022 by the
Commission on Government Forecasting and Accountability, and /llinois State Budget: Fiscal Year 2026 by the Governor’s Office of Management and Budget (Strom, 2025b;
Strom, 2025a; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). State contributions are based on Senate Bill 1937 House Amendment 2 reforms.
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Reforming Tier 2 Pensions in lllinois
GRAPH IV: OPTION 4 - SSWB Fix, FAS FIx, AND 2.5% COLA STATE CONTRIBUTIONS, ADDITIONS, FUNDED RATIO, AND SAVINGS, FY2027-FY2045

Tier 2 Reform: 2.5% COLA, Smoothed 1.5% Ramp, 100% Funded by 2050
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Source(s): Authors’ estimates using data from “Actuarial Impact Study — Revised House Bill 2540 (Reflecting Updated Tier 2 Retirement Eligibilities, 90% Funded by FY 2045 and
100% Funded by FY 2049, Updated Redirected Bond Payments Through FY 2049, and Alternate Treatment of Bond Payments)” by Segal, Actuarial Impact Study — House Bill 5909
by Segal, Monthly Briefing For the Month Ended: November 2024 — Special Pension Briefing and lllinois State Retirement Systems: Financial Condition as of June 30, 2022 by the
Commission on Government Forecasting and Accountability, and /llinois State Budget: Fiscal Year 2026 by the Governor’s Office of Management and Budget (Strom, 2025b;
Strom, 2025a; Bae & Fast, 2024; Hollinshead, 2022; Sturm, 2025). State contributions are based on modified Pension Ramp with a $300 million increase in annual contributions
in FY2027, $300 million in FY2028, $400 million in FY2029, $400 million in FY2030, $494 million in FY2031 (consistent with the increase in redirected bond payments), $1.087
billion in FY2034 (consistent with the increase in redirected pension bond payments), and 1.5 percent growth in annual contributions in every other year from FY2032 through
FY2045. Investments are assumed to rise by an average of 6.8 percent per year, consistent with the weighted actuarial assumed investment rate of return for all five systems (Bae
& Fast, 2024).
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