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Every child deserves a high-quality education, and every teacher who dedicates their career to 
this mission deserves financial security in retirement. Yet, in New Jersey, new teachers are 
getting a raw deal. As the state struggles with a growing teacher shortage, one major barrier to 
recruitment and retention is compensation — not just salaries, but also retirement benefits. 
 
Compared to states with similar pension programs, New Jersey’s retirement benefits for 
newly hired teachers are the least generous in the nation. Among the 38 states with defined 
benefit pension plans for public school teachers, New Jersey ranks dead last. This is largely due 
to a combination of policy choices: a low “benefit factor” (the percentage of salary that accrues 
toward a pension each year), a high retirement age, a long vesting period, a lengthy average 
salary calculation period, and the absence of cost-of-living adjustments. 
 
These shortfalls stem from policy changes made in 2011 through Chapter 78, which created a 
new pension tier (Tier 5) for teachers hired after that year. These changes raised contribution 
rates, increased the retirement age, and cut the value of benefits — leaving today’s teachers 
with the weakest defined benefit pension plans in the country. 
 
If New Jersey wants to attract and retain the highly qualified, diverse educator workforce that 
students deserve, the state must reform its pension system. Eliminating Tier 5 and restoring 
fairer benefits would bring the state closer in line with national standards and help ensure that 
the teachers shaping our future can retire with dignity. 
 
Background 
 
Like many other states, New Jersey is facing a teacher shortage.1 As the New Jersey Policy 
Perspective (NJPP) has reported, the state now enrolls significantly fewer teacher candidates 
in preparation programs than it did a decade ago, signaling an alarming trend in the educator 
pipeline.2 Compensation remains a major obstacle to attracting and retaining teachers, with 
research consistently showing that lower pay and weaker benefits reduce recruitment and 
retention.3  
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Strong retirement benefits can help 
offset lower salaries by increasing 
overall compensation; however, New 
Jersey's pension system has moved in 
the opposite direction. Over the last 
decade, teachers have paid more into 
their pensions while receiving less in 
return.  
 
Chapter 78, passed in 2011, not only 
increased employee contribution 
rates to record highs but also created 
a new pension tier, “Tier 5,” for 
teachers hired after June 2011. 4 
Compared to earlier tiers, Tier 5 
raised the normal retirement age and lowered the benefit factor — the amount a pension grows 
with each year of service as a percentage of a teacher’s final salary. As a result, Chapter 78 hits 
new teachers the hardest, just as the state needs more qualified workers to consider entering 
and staying in the profession. 
 
In 2017, NJPP published a report quantifying the damage caused by Chapter 78, finding that 
New Jersey's pensions were already among the least generous in the country. 5  This updated 
analysis, using refined methods and the most recent data, finds that little has changed. Without 
action to address the state's inadequate retirement benefits for new teachers, New Jersey will 
continue to struggle to attract and retain the high-quality educators its students deserve. 
 
Ranking Pension Generosity 
 
Retirement programs for teachers vary widely between states, making direct comparisons 
complex. However, there are various factors many plans have in common. This report 
compares these factors and ranks their relative value for plan members. It then weighs each 
factor and averages a state’s rank to arrive at a final grade. Further details can be found in the 
Appendix. 
 
There are three main types of teacher pensions: defined benefit, defined contribution, and 
hybrid (see box above). Figure 1 shows that most teacher retirement plans for recent members 
are defined benefit plans, although several states have moved to hybrid plans. Since defined 
contribution plans introduce market variables that complicate direct comparisons, this analysis 
focuses exclusively on the 38 states with defined benefit plans, including New Jersey. 
  

Teacher Retirement Plan Types 
• Defined Benefit: Employees contribute a percentage of their 

income throughout their careers and receive a guaranteed 
benefit upon retirement. Defined benefit plans are what are 
typically thought of as “pensions.”  

• Defined Contribution: Both employees and employers 
contribute to the plan, but the retirement benefit is not 
predetermined. Instead, the final amount depends on 
contributions and investment performance. These plans 
function similarly to 401(k)s in the private sector. 

• Hybrid: Plans that combine elements of both defined benefit 
and defined contribution plans. Hybrid plans often have a 
defined benefit component that requires relatively smaller 
contributions than full defined benefit plans, but also have a 
smaller benefit factor. 
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Defined benefit plans have six major factors in common that affect their generosity: 
 

1. Benefit Factor: The percentage of a salary accrued annually toward the pension and the 
key factor of a pension’s payout (see below). 

2. Contribution Rate: The percentage of a salary that must be contributed. 
3. Average Salary Determination: The salary used to calculate benefits. 
4. Vesting Period: The number of years required before pension benefits are guaranteed.  
5. Normal Retirement Age: The earliest age at which a teacher can receive benefits 

without penalty. 
6. Cost of Living Allowance (COLA): The increases to the benefit to account for 

inflation. 
 
Since the benefit factor and contribution rate directly affect a teacher’s benefits, they are 
weighted twice as heavily as the other four factors when determining a final grade. 
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Findings 
Benefit Factor 

 
Pension benefits follow a basic formula to determine a benefit: 
 

Benefit Factor x Years Employed x Average Salary Determination = Benefit6 
 
The benefit factor — sometimes called the retirement multiplier — is the percentage of an 
employee’s average salary they receive as a pension benefit for every year employed. For 
example, a teacher who works for 30 years and has a final average salary of $100,000 would 
receive a pension plan of $30,000 with a benefit factor of 1.0: 
 

1.0 (benefit factor, divided by 100) x 30 (years) x $100,000 (salary) = $30,000 
 
With a benefit factor of 2.0, their pension benefit would double: 
 

2.0 (benefit factor, divided by 100) x 30 (years) x $100,000 (salary) = $60,000 
 
A higher benefit factor means a larger pension benefit. Relative to other states, New Jersey’s 
benefit factor for new teachers is quite small — ranking sixth lowest among the 38 states with a 
1.67 benefit factor.7 
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Contribution Rate 
 
Teachers’ pensions have two funding sources: employer contributions from state or local 
revenues and employee contributions from teachers’ paychecks. Higher contribution rates 
mean that teachers pay more for their pensions. At 7.5 percent, New Jersey’s contribution rate 
ranks in the middle at 18th out of 38. 
 

 
 

Average Salary Determination 
 
Pension benefits are calculated as a percentage of a teacher’s average salary. The average is 
based on some number of years when the teacher’s salary was highest. Because most teachers 
earn more at the end of their careers, and because their salary goes up each year, an average 
salary determination based on fewer years leads to a higher benefit than a salary based on more 
years.  
 
As an example: A teacher in 2020 makes $80,000, and her salary increases by 2 percent each 
year. The average of her last five years is $83,265; however, the average of her last three years is 
$84,908. A pension based on a three-year average is, therefore, larger than a pension based on a 
five-year average. In other words, more generous pensions have average salary determinations 
based on smaller numbers of years. 
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Currently, New Jersey uses five years to determine the average salary, which puts our state tied 
with 20 other states in terms of average salary determination. Fifteen states use a lower 
number of years, and two use a higher number of years. 
 

 
 

Vesting Period 
 
The vesting period is the length of time a member must work before being guaranteed a 
pension benefit. New Jersey, like eight other states, requires ten years of service to become 
vested. 
 

Average Salary Determinations based on fewer years lead to better pensions: An 
example. 

Year 2020 2021 2022 2023 2024 

Teacher Salary $80,000 $81,600 $83,232 $84,897 $86,595 

5-Year Average $83,265 

3-Year Average  $84,908 
NEW JERSEY POLICY PERSPECTIVE | NJPP.ORG 
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Normal Retirement Age 
 
While pension systems can offer options for early retirement, there is usually a penalty for 
doing so. Normal retirement age is when a member can receive their full pension benefit. 
While some states have simple age and work years requirements, others use more complex 
formulas that change the normal retirement age based on when a member started work. For 
simplicity’s sake, this report gives the normal retirement age for each state, assuming that a 
teacher entered the state’s retirement plan at age 25. 
 
In this report’s sample of 38 states, the normal retirement age for new teachers ranges from 53 
to 67. At 65, novice teachers in New Jersey have one of the highest normal retirement ages in 
the country. 
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Cost of Living Allowance 
 
Most states offer some increase in benefits for retirees to offset the effects of inflation. The 
terms of these cost-of-living allowances (COLAs) vary widely. To simplify things, this report 
examined two factors: 1) whether or not there is a COLA and 2) whether the COLA is 
automatic or “ad hoc,” meaning it is only granted when some governing body allows it. New 
Jersey is only one of four states that has no COLA. 
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Overall Grade 
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Compared to states with similar retirement plans, New Jersey has the least generous 
pensions for new teachers in the nation, earning an overall grade of “F.” The state’s low 
benefit factor, lengthy vesting period, high normal retirement age, lack of a COLA, and high 
average salary determination period all combine to make New Jersey’s pension for new 
teachers the stingiest in the nation. See Appendix for more information on the methodology 
for scoring and letter grades. 
 
In some states, Social Security benefits are not available to teachers; in these cases, teachers do 
not pay FICA taxes, which is a U.S. federal payroll tax. While the overall grade in this report is 
not affected by a state’s Social Security status, the information is included in the Appendix. 
Even if all states that did not participate in Social Security for teachers were excluded from this 
analysis, New Jersey would still rank last in pension generosity. The role of Social Security in 
teacher retirement is discussed further in the Appendix. 
 
Recommendations and Conclusion 
 
In 2016, then-Governor Chris Christie claimed that New Jersey teachers had “gold-plated 
pensions.”8 However, as NJPP pointed out in 2017,9 that was simply not true when compared 
to other states. Teachers’ pensions in New Jersey were some of the least generous in the 
nation.  
 
Today, new teachers in New Jersey’s pension system continue to face significant disadvantages. 
They suffer from a low benefit factor, a mediocre contribution rate, a high salary determination 
and retirement age, and no COLA. By any standard, New Jersey’s newest teachers get a worse 
deal on their retirement benefits than their colleagues in other states. This inequity is 
particularly concerning considering that three-quarters of teachers in the state are women — 
further exacerbating the gender pay gap.10 A fair pension system is not just about financial 
security in retirement; it is about recognizing and respecting educators for their service. 
 
To fix this, policymakers must act now to restore fairness in New Jersey’s teacher pension 
system. The most effective solution is to eliminate Tier 5 and extend more equitable benefits to 
all teachers. This change would bring New Jersey’s pension system closer to national 
standards, making the profession more attractive to new educators while ensuring that long-
serving teachers can retire with dignity. However, simply eliminating Tier 5 and transitioning 
all teachers to Tier 1 would not fully align New Jersey with more generous pension systems in 
other states. While it would mark significant progress, many states would still provide more 
generous benefits than New Jersey. (See supplement for methodology.) 
 
Governor Murphy’s administration has helped New Jersey make great strides toward meeting 
its long overdue pension obligations.11 But if the state wants to recruit and retain well-educated 
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workers into its schools, it must stop using the excuse of previous underfunding to justify 
inadequate teacher pension benefits. Eliminating Tier 5 is a reasonable step toward pension 
fairness for the people who educate our children and shape New Jersey’s future. 
 
Appendix: Data and Methods 

 
Data 

 
Data for this report come from the National Association of State Retirement Administrators 
(NASRA), the foremost authority on public pensions. Data were extracted from these 
documents: 
 

• Retirement System Benefits & Eligibility Requirements for General Employees & Teachers 
(May, 2022) 
https://www.nasra.org/files/Compiled%20Resources/benefitsandeligibility.pdf  

• NASRA Issue Brief: Cost-of-Living Adjustment (May, 2024) 
https://www.nasra.org/files/Issue%20Briefs/NASRACOLA%20Brief.pdf  

• NASRA Issue Brief: Employee Contributions to Public Pension Plans (November, 2024) 
https://www.nasra.org/files/issue%20briefs/nasracontribbrief.pdf  

• Overview of Primary Retirement Benefit Plan Type, by State (July, 2021) 
https://www.nasra.org//Files/Topical%20Reports/Plan%20Design/Overview%20of%20Pr
imary%20Retirement%20Benefit%20Plan%20Type.pdf  

 
As a data check, NASRA’s data was compared to a report recently issued by the Wisconsin 
Legislative Council in 2024.12 When the two data sources conflicted, the author went to the 
state in question’s website and used the information provided. 
 

Methodology 
 
The sample used is restricted to states with defined benefit retirement plans for teachers. 
States were ranked in all six metrics (ties were ranked at the mean of the states’ ranks). The 
final score is the average (mean) of the ranks, with the benefit factor and contribution rate 
ranks weighted twice as much as the others. 
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New Jersey Has the Least Generous Teacher Pensions For New Hires In the Nation 
Teacher Pensions: Overall Grades 

State Overall Grade Ranking 
(mean of ranks) 

Overall 
Grade 

Social 
Security? 

AR 12.125 A Yes 
GA 12.5 A Yes 

(mostly) 
MO 14 B No 
DC 15.3125 B No 
WV 15.4375 B Yes 
ID 15.5 B Yes 
NY 15.6875 B Yes 
CO 15.8125 B No 
LA 16.5 B No 
NV 16.5625 B No 
NM 16.6875 B Yes 
NC 16.8125 B Yes 
DE 16.9375 B Yes 
MS 17.5625 C Yes 
CT 17.4375 C No 
WI 17.625 C Yes 
ME 17.6875 C No 
SD 18.25 C Yes 
VT 18.6875 C Yes 
OK 18.9375 C Yes 
AZ 19.5625 C Yes 
IA 19.5625 C Yes 
CA 20 C No 
TX 20.125 C No 
IL 20.4375 C No 
MT 20.5625 C Yes 
MN 20.75 C Yes 
WY 21 C Yes 
NE 22.8125 D Yes 
MA 24.1875 D No 
MD 24.3125 D Yes 
ND 24.4375 D Yes 
FL 24.5 D Yes 
SC 24.8125 D Yes 
AL 25.25 D Yes 
HI 25.8125 F Yes 
NH 27.6875 F Yes 
NJ 29.125 F Yes 
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For the letter grades, the author converted the rank means into standard deviations and 
assigned grades based on this distribution. 
 

Standard Deviations Grade 
<= -1.5 A 

> -1.5, <= -0.5 B 

>-0.5, <= 0.5 C 
> 0.5, <= 1.5 D 

> 1.5 F 

 
Supplement: Modeling Pension Generosity  

 
While retirement age, COLAs, vesting periods, and average salary determination are important 
measures of a pension’s generosity, arguably the two most important factors are the benefit 
factor and the contribution rate. The first directly affects the value of the pension benefit, and 
the second determines how much an employee pays to get that benefit. 
 
Logically, members would expect that the more they pay into a pension, the more they would 
get out of it. In other words, states with higher contribution rates should have, on average, 
higher benefit factors. The figure below shows a significant correlation (r-sq = 0.38) between 
the benefit factor and contribution rate. 
 
But the correlation is hardly perfect. Some states have higher benefit factors than their 
contribution rates would predict, and some have lower. New Jersey, for example, has a slightly 
higher contribution rate (7.5%) than Arkansas (7.0%). However, Arkansas’s benefit factor (2.15) 
is much higher than New Jersey’s (1.67). Arkansas teachers enjoy a more generous pension 
multiplier than New Jersey teachers, even though they contribute a smaller portion of their 
income. 
 
The amount that the benefit factor is above or below what the contribution rate predicts is the 
“value-added” of that state’s pension: the amount more or less than predicted, based on other 
states’ pensions, that a member receives in benefits based on what they contributed. Teachers 
in states with a higher value-added amount enjoy more generous pensions as evaluated by 
these two critical factors; teachers in lower value-added states have less generous pensions. 
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The figure above also shows that states that do not offer Social Security benefits for their 
teachers (the green markers) tend to have higher value-added amounts. They sit higher above 
the trendline, which is the model’s prediction of the benefit factor given the contribution rate. 
To put it more simply, states do not have to pay the employer’s share of Social Security taxes 
on behalf of their teachers and may use those funds to increase the benefit factor. 
 
To account for this, the author runs a regression model with Social Security as a factor variable. 
The estimates are below; the model allows us to calculate the predicted benefit factor for each 
state and compare it to the actual benefit factor (resulting in the residual). 
 

Dependent Variable: Benefit Factor, New Hires 

Contribution rate (pct.), new hires  4.329*** ( 1.300) 
Social Security Ineligible  0.247*** ( 0.071) 
Constant  1.555*** ( 0.104) 
N 38 
R-sq.  0.540 
*** p<0.01, ** p<0.05, * p<0.1  

 
Using this model, New Jersey’s predicted benefit factor is 1.88. Its actual benefit factor for Tier 
5, as discussed above, is 1.67, and its benefit factor for Tier 1 is 1.82. While the Tier 1 benefit 
factor is still below the prediction, it is much closer than Tier 5. Raising the Tier 5 benefit factor 
to Tier 1’s would go a long way toward making New Jersey’s pension benefits for new teachers 
more like those in other states. 
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