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For years, intrepid number crunchers—finance experts, economists, and pension analysts 
among them—have been trying, with little success, to prompt state policymakers to take action 
on reforming public pensions for teachers. Their efforts have included jaw-dropping numbers 
(Liabilities total trillions of dollars!), catastrophic predictions (Districts will go bankrupt! 
Taxpayers will be on the hook for decades!), dire real-world consequences for both employees 
and students (Teachers will lose their jobs! Class sizes will balloon! Instruction will suffer!), and 
alarming appeals for equity (We’re denying new teachers a secure retirement!). 

If only these warnings were exaggerated. But they aren’t. Nor are they scare tactics cooked up 
by pension reformers. They’re real. Consider these examples from 2016 alone: Pennsylvania 
taxpayers paid over $4 billion to bail out the Keystone State’s teacher pension fund in the 
2015–16 fiscal year, even as a major pension-reform bill failed to clear the state legislature.1 
Detroit Public Schools owes the state of Michigan $138.5 million in back pension payments 
and is accruing what amounts to $33,560 per day in late fees and interest; just servicing this 
debt costs the district $1,394 per student.2 In Chicago, the dispute over not increasing teacher 
salaries because the funds were needed to pay for pensions became so heated that teachers 
nearly went on strike.3

Which makes it all the more tragic that most 
policymakers—and the public that elects them—respond 
to the public pension crisis with little more than a shrug. 
Sometimes this response is simply short-sighted: “Yes, 
it’s a problem and something should be done, but we 
have more pressing issues to deal with.” Other times it 
smacks of avoidance: “This issue is so complicated and 
calamitous that we’re going to bury our heads in the 
sand. Those who come after us will have to cope.” And 
too often, it’s fearful: “If we take this on, we’ll face backlash from the unions, the teachers, and 
much of the public.”

At one level, these reactions are completely understandable. Why take on a complex, costly 
issue that brings no short-term political gain and is sure to enrage many constituents? 
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The reason is that the public pension crisis is already having a negative effect on real people, 
and it will keep getting worse. The most conspicuous victims are new teachers, people eager 
to enter a profession where they can make a difference for kids. The bargain used to be that 
a new teacher would receive mediocre pay but could count on a comfortable retirement. 
Now most new teachers can expect mediocre pay and lousy benefits. Yet many of those new 
teachers are unaware that the job they’ve dreamed about doesn’t fulfill its part of the bargain. 
They will pay a portion of those mediocre wages into a pension system, and for most, that 
system will later fail to provide them with any actual benefits. What they receive in retirement 
will be worth less than what they put into the system while they were in the classroom.

In this report, we calculate and document that harsh reality. We ask specifically: How long must 
a new teacher remain in the same retirement system until the value of her benefit exceeds the 
value of her contributions? We use the term “crossover point” to describe the time when that 
happens. 

To tackle this complicated set of calculations, we 
recruited Martin Lueken, Director of Fiscal Policy and 
Analysis at the Friedman Foundation for Educational 
Choice (EdChoice). He has worked extensively at the 
intersection of education policy and economics, and his 
research, writing, and expertise on teacher pensions 
are respected across the field. Dr. Lueken examined 
the timing of the crossover point for a new teacher in 
the largest public school district in each state plus the 
District of Columbia. These fifty-one districts employ 
approximately 11 percent of U.S. teachers. 

What is distinctive about his analysis is that all calculations are based on real data. He uses 
retirement plan parameters (e.g., contribution rates and assumed rate of return) drawn 
from actual plan documents, and current teacher salaries pulled from actual district salary 
schedules and collective bargaining agreements. In other words, these aren’t hypothetical 
scenarios; they represent reality for incoming teachers in these districts. In all cases, the 
contribution is what employees in a given district are required to pay into the retirement 
system,4 grown by each system’s assumed rate of return.5 (For plan definitions and 
background, see For Pension Newbies.)
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The picture that emerges isn’t pretty. The median crossover point of the fifty-one districts 
is twenty-five years (Figure ES-1). That means teachers in more than half of these districts 
will wait two-and-a-half decades before their retirement benefit is worth more than what 
they’ve put in themselves. For the thirty-nine traditional defined benefit (DB) plans, the 
median is twenty-seven years. Only five DB plans have a crossover point of fewer than twenty 
years—which means that, in the thirty-four other districts with DB plans, nearly three in four 
teachers will leave the profession before they reach the 
crossover point.6 Or phrased another way: Since the average 
experience of a teacher who leaves the profession is fifteen 
years—and fewer than one out of four stays more than 
twenty years—many teachers will never see a “benefit.”

FOR PENSION NEWBIES

Most public retirement systems are structured to reward employees who remain working in a system 

for extended periods and can impose large costs on those who leave “too early.” It is possible (and, as 

we show in this report, common) that a new teacher who enters a retirement system today must remain 

twenty years, thirty years, or even longer until the value of her retirement benefits exceeds the value 

of her contributions. And since pension benefits are not usually portable across state lines, teachers 

typically incur large mobility costs if they don’t remain in a system for their entire career (and we know 

that few teachers do so).

How does this work? A new teacher begins contributing a percentage of her salary to her retirement 

system the day she receives her first paycheck. The idea is that, over her career, she and her employer 

will make contributions to the system, and when she leaves, she receives retirement benefits. What 

happens next depends on the type of plan.

Traditional pension, or defined benefit (DB) plans, bear the highest penalties for leaving early. 

Unfortunately, they are also the norm for American teachers—forty-three states have them. In a DB 

plan, a teacher’s benefit takes the form of pension payments: a predetermined amount of money that 

a teacher will receive at regular intervals for the rest of her life after retirement. Only six states offer 

portable, 401(k)-style defined contribution (DC) plans. Under a DC plan, a teacher’s benefit is equal to 

her own contributions, the contributions of her employer, and investment earnings on both. Nine states 

offer hybrid plans, which combine a DB and DC component (we analyze six). Since teachers must enroll 

in the state’s retirement system, and since thirty-nine states have no other option besides a DB plan, 

nearly nine in ten American teachers are enrolled in one. Since the average experience of a teacher who 

leaves the profession is fifteen years—and fewer than one out of four stays more than twenty years—

many teachers will never see a “benefit.”

Many teachers will 
never see a “benefit.”
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FIGURE ES-1: Timing of the crossover point varies greatly across districts.

YEARS UNTIL CROSSOVER POINT

Alpine, UT
Anchorage, AK
Columbus, OH

Miami-Dade County, FL
Detroit, MI

Greenville County, SC
Portland, OR

Shelby County, TN
Indianapolis, IN
Providence, RI

Seattle, WA
Gwinnett County, GA

Christina, DE
DeSoto County, MS

Newark, NJ
Little Rock, AR
Washington, DC

Jefferson County (Jeffco), CO
Wake County, NC

Sioux Falls, SD
Fairfax County, VA

Kanawha County, WV
West Ada, ID

Milwaukee, WI
New York City, NY

Hartford, CT
Houston, TX

Jefferson County, KY
Laramie County, WY

Springfield, MO
Billings, MT

Burlington, VT
Omaha, NE

Des Moines, IA
Philadelphia, PA

Jefferson Parish, LA
Wichita, KS

Albuquerque, NM
Clark County, NV

Hawaii DOE, HI
Montgomery County, MD

Oklahoma City, OK
Mesa, AZ

Portland, ME
Los Angeles, CA

Mobile County, AL
Manchester, NH 

Bismarck, ND
Anoka-Hennepin, MN

Boston, MA
Chicago, IL

0 205 2510 30 40 45 5015 35

M
E

D
IA

N
 =

 2
5

 Y
E

A
R

S
DB plans

DC plans

Hybrid plans

Retirement benefit is never worth more than teacher’s own contributions

Retirement benefit is always worth more than teacher’s own contributions

NOTE: Calculations assume a teacher enters the profession at age 25 for the 2012–13 school year, with a bachelor’s degree for the first five years of 
her career and a master’s degree for the remainder.
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That’s the case in Chicago (IL), Boston (MA), and Anoka-Hennepin (MN) where teachers 

will never reach a crossover point. Although they contribute 7.5 to 11 percent of their 

earnings to the pension system, their pension wealth will never be worth more than their 
cumulative contributions—no matter how long they stay.

It’s not unfair to say that these systems now treat 
new teachers as sources of revenue for other people’s 
pensions rather than valued employees in their own 
right. Instead of building pension wealth for those they 
hire to teach their pupils, they rely on pension theft. One 
study, for instance, finds that, “on average across state 
plans, over 10 percent of current teachers’ earnings are 
being set aside to pay for previously accrued pension 
liabilities.”7

On the other hand, by definition, and by design, the 
crossover point for all six defined contribution (DC) plans 
is zero years: under these 401(k)-style plans, a teacher’s retirement benefit is always worth 
more than her own cumulative contributions into the system. Teachers in Anchorage (AK), 
Miami-Dade County (FL), Detroit (MI), Columbus (OH), Greenville County (SC), and Alpine (UT) 
are covered by DC plans. (Alaska is the only state in which the DC plan is the only option; the 
others also have either DB or hybrid plans that teachers can choose.)

For teachers in the six hybrid plans analyzed, the median crossover point is ten years. Five 
districts have the hybrid plan as the only option: Portland (OR), Shelby County (TN), Providence 
(RI), Fairfax County (VA), and Indianapolis (IN). The sixth district is Seattle (WA), where teachers 
can choose between a DB and a hybrid plan. Teachers in Shelby County and Portland will reach 
a crossover point after just five years; teachers in Indianapolis, Providence, and Seattle reach it 
after ten years; Fairfax County teachers must wait twenty-three years.

So what should states, who sponsor these plans, do about this woeful state of affairs? The 
best recommendations aren’t always new—but they’re prudent. Dr. Lueken offers three: First, 
add a DC or other portable account-based plan (which would not defer compensation for new 
teachers) and allow teachers to choose which plan best meets their needs and circumstances. 
Second, make the more portable option the default plan. And third, increase wages and reduce 
benefits, since many new teachers prioritize higher salaries over deferred compensation.
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Some states are already doing some of these things—but not nearly enough. 

For a nation that places great emphasis on equity, it is astonishing that so many states now 
tacitly endorse pension systems that are inequitable to current and future generations of new 
teachers. All of which is even more egregious since DC options have been found to increase 
the retention rate of new teachers while eliminating the penalty that veterans face if they work 
past the year that their DB pension wealth peaks.8 

Shrugging our shoulders helped get us into this mess. Now let’s stand straight and quit political 
posturing as we approach pension reform in 2017.




