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ABSTRACT 
 
Public pension systems manage some of the most significant assets of state government and exert 
enormous influence within the financial market.  While recent research has begun examining the 
relationship external governmental factors (i.e. special interest influence, state partisanship, 
budgetary processes) and pension fund performance, there has been a relative absence of 
research on how internal governance factors have influenced funding and other behaviors that 
have the potential for broad state impacts and policy. Individual board member characteristics, as 
well as the institutional grounding of these systems within state political bureaucracy, may 
influence opportunities for politicized behavior and impact more than just funding levels but also 
investment choice and levers of corporate influence.  As such, this dissertation project uses a 
mixed methods research design to examine the holdings of twenty-six state sponsored public 
pension systems and determine the extent to which varying organizational schemes and their 
independence (both at the individual level and the agency level) impact funding policies, steer 
investment priorities, as well as influence pension fund behavior as shareholders in the financial 
market. 
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CHAPTER 1 
 

INTRODUCTION 
 

Recently, public pensions systems have made a considerable shift in public perception 

from passive public entities with little media attention, to a more visible role in policy 

development, promotion, and implementation.  These changes in the dynamics and engagement 

of public pension systems have transformed the political realities of the American economic and 

political marketplace and have brought sub-state actors to the forefront of important policy 

development.  One reason, among others, is the immense financial leverage that state public 

pension systems possess – valued at approximately one-sixth of the U.S. stock market (Brown, et 

al. 2012) – which enables them to use the assets of their institutions to exert pressures that have 

repercussions for state policy, private industry,1 and the federal government.   

Nevertheless, this is not the whole story.  Most bureaucratic agencies share similar duties 

and constraints that allow us to predict their potential for politicization and the direction of 

policy outputs.  From both a state and federal perspective, they are typically housed in the 

executive agencies of government, manage public monies, and are subject to legislative and 

executive oversight including formalized rules, statutory constraints, and various forms of 

monitoring (Weber 1920; Balla and Gormley 2017; McCubbins and Schwartz 1984).  While 

public pension systems share many of these generalized institutional constraints, their specific 

powers and duties complicate assumptions underlying these factors and predicted outputs.   

Unlike many governmental entities that are responsible for implementing policy or 

distributing legislatively allocated funds across constituencies, trustees of public pension systems 

have a fiduciary and contractual duty to the beneficiaries of the fund rather than the public at 

 
1 For the purposes of this paper, “private industry” means non-governmental and does not speak to 
whether a corporation or entity is publicly traded. 
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large, which makes their obligations atypical and complicates the traditional principal-agent 

relationship.2  Beneficiaries of a public pension fund have a property right – not entitlement – to 

their pension monies and as such, they are often guaranteed future payouts despite fiscal stress or 

underfunding, in addition to protections against any diminution of their benefits prospectively 

(Monahan 2010; Matkin et al. 2016).  To that end, the fiduciary duties of board members 

represent hardline legal constraints under which they must operate, including the investment of 

monies for the exclusive benefit of beneficiaries (public workers) with the primary goal of return 

on investment and profitability.  Despite these obligations, pension systems and their boards are 

put under immense pressure from both a political and social standpoint to not only ensure the 

solvency of the fund, but also -  because a portion of pension monies is taxpayer dollars used to 

fulfill state and local employer contribution obligations3 - they are expected by some 

constituencies to advance programs and investments for the social good.  

Beyond these demands, public pension systems depart from traditional bureaucratic 

entities that may exercise oversight, or serve as a means to distribute governmental benefits, 

because they are actors both within the market at-large as investors, and shareholders within 

private industry.  This unique positioning, coupled with the market power of the pension fund, 

has provided opportunities for boards to use the leverage of these systems as a means to promote 

issue driven priorities, as well as identify systems as an alternative policy-making venue when 

traditional legislative avenues are exhausted or improbable.   

 
2 States vary as to whether they require a prudent person standard of fiduciary duty versus a prudent 
investor.  As a result, there has been reform initiatives to call for all states to adopt the Uniform Prudent 
Investor Act from the Uniform Law Commission. 
3 This assumes a defined benefit structure where employer contributions (taxpayer dollars) are used to 
make up for any difference between the expected rate of return and the actual return.  Defined benefit 
plans, as opposed to defined contribution, have been the most commonly used types by public pension 
systems to date (see Chapter Two). 
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The degree to which we see these types of variations in policy demands and outputs 

cannot wholly be predicted from ordinary bureaucratic agency theory.  Instead, it requires a 

comprehensive approach to understanding the complex institutional situations and designs of 

public pension systems and their boards, their atypical legal obligations, and the extent to which 

elected officials and partisans are embedded within their operation and can exert influence.  If it 

can be shown that there are not only institutional symptoms that induce more or less politicized 

behavior, but also that there is evidence of such political behavior, it will shed light on how the 

institutional grounding and organization of these systems within state political bureaucracy may 

lend itself to politicization, and speak to how the most significant assets of state government may 

be leveraged in ways that avoid transparency measures and traditional accountability schemes. 

1.1 Case Selection and Research Design 

 I use a mixed-methods approach to test hypotheses about the relationship between 

investment strategies and the organization of the governance bodies of twenty-six state level self-

managed public pension systems from twenty states over ten years (2007-2017).4   

The hypotheses tested in my quantitative chapter uses data collected from a number of sources 

including an original dataset that includes over two thousand individual observations of board 

members of the relevant plans across ten years.  The dataset includes, but is not limited to, a 

catalogue of occupations, partisan identification, union membership, union activity, and 

beneficiary information of the board members.   

 
4 The twenty-six plans are comprised of all of the state-level, internally managed public pension systems 
who have 13-f filings over the ten-year period identified for this project.  While there are municipalities 
that may have qualifying filings, there have been arguments that the political concerns of municipal 
versus state funds will diverge based on their ability to declare bankruptcy (Moe and Anzia 2013; Paisley 
1985) 



 

 4 
 

 To that end, I conducted interviews with state officials, retirement system administrators, 

board members, and former staffers of pension funds to provide state specific support for the 

relationships tested in the quantitative chapter and provide insight into a comparative case study 

between New York and Washington states.  Finally, I have used primary source documentation, 

including information from interviews, public testimonies, and public comments to further 

investigate and provide support for potential policy development by public pension funds. 

1.2  Agenda 

My second chapter will provide an overview of traditional bureaucratic theory.  

Moreover, it will present a new model of a mutually constitutive relationship between public 

pension system governance bodies and various governmental actors through a proposed system 

of complex exchanges between these actors that may influence their behavior and policy 

outcomes.5  In this chapter, I will present descriptions of key constraints under which these 

boards operate, and the expected behaviors that result when presented with certain conditions. 

In my third chapter and fourth chapters, I use an original dataset that I have collected on 

twenty-six self-managed public pension fund governance boards to explore relationships 

between board governance and potentially politicized behaviors which are defined in three ways: 

(1) funding behavior; (2) investment behavior; and (3) corporate behavior.   

Finally, my case study will present two comparative state examples of pension systems 

from New York State – including the Employees’ Retirement System and the Teachers’ 

Retirement System – as compared to the Washington State Investment Board.  The case study 

will build on the relationships identified in the quantitative chapter and explore the relationships 

 
5 To date, however, public pension literature, has largely confined any political analysis of these types of 
agencies to be one in which the funds are merely reactionary to exogenous political factors, thereby 
overlooking their place and participation in the political network (see Matkin et al. 2016).   
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between board composition and observed behaviors.  In part, it will speak to how the variance in 

board composition helps to inform the magnitude of politicization, namely through investment 

and corporate strategies.  
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CHAPTER 2 

PUBLIC PENSION SYSTEMS WITHIN THE GOVERNMENTAL ORDER 

Public pension systems exert significant influence and leverage across the financial 

market and are often the largest assets of states and municipalities.  As of 2016, there were 299 

state-administered funds, and 6,000 locally administered defined benefit public pension systems 

(Census Bureau 2016).  Total membership in state and locally administered pension systems has 

also increased 3.7 percent, from approximately 19.7 million members in 2014 to 20.4 million 

members in 2015 (Census Bureau 2016).  For the purposes of political inquiry, state public 

pension systems remain the largest and more diverse body of pension systems and are under the 

sole management and oversight of state government.67  While locally administered pension 

systems are formidable, they offer less variation.  In fact, it has been shown that of the three 

thousand local public pension plans in the United States, over eighty percent are concentrated in 

six states (Matkin and Chen 2015).8  State public pension systems, however, are found in every 

state across the country and not only provide important retirement benefits.  Importantly, both 

“carry symbolic meaning about governments’ employee relations, commitment to generational 

equity, and intergovernmental relations between state and local governments” (Matkin et al. 

2016). 

 
6 Matkin and Chen note that ninety percent of state and local employees are beneficiaries within a state-
sponsored public pension plan (Matkin and Chen 2015). 
7 State pension plans, as opposed to other pension systems are exempt from federal oversight under the 
Employee Retirement Security Act of 1974 (ERISA Section 4(b)(1)).  This exemption not only provides 
for significant variation across states with respect to governance composition, fiduciary duties, and 
regulation, it also sets public systems apart from private pension plans.  For example, ERISA requires 
private sector plans to manage their funds according to prudent and conservative investment practice, plan 
trustees are held personally responsible for investment decisions, and private plans are required to set 
aside calculated reserves to appropriately cover pension liabilities (Munnell 1983).   
8 Municipal funds remain a potential for possible sources of investment data, however, there have been 
arguments that the political concerns of municipal versus state funds will diverge based on their ability to 
declare bankruptcy (Moe and Anzia 2013; Paisley 1985).   
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These systems are generally organized as governance bodies embedded in the executive 

branch of government.  However, states vary as to organizational arrangement, including, but not 

limited to, differences in whether investment boards are part of the overall administrative 

retirement system or operate independently, as well as whether actuarial calculations are 

performed within the public pension system administration or through an outside state actuary or 

governmental unit.  Governance bodies are largely comprised of members from three basic 

categories: individuals elected by those who are members of the pension system, individuals who 

serve by virtue of their employment (i.e. Comptroller, Treasurer), and individuals who are 

appointed by political or elected officials (Hess 2005).  Board members are charged with 

significant tasks including, but not limited to, directing investments by class and equity, 

promulgating reporting requirements, setting actuarial assumptions, as well as establishing 

policies for prohibited investment categories (Hess 2005).  Smaller plans, particularly those who 

are not required to file with the Securities and Exchange Commission (SEC), typically use 

external staff including actuaries, money managers, and investment managers for these 

responsibilities (Mitchell and Hsin 1994).9  Many self-managed public pension systems have 

internal staff responsible for these duties as well as board advisement.  Previous inquiries into the 

potential political bias of pension system boards have noted that, “although pension system’s 

actuarial assumptions are formally selected by the systems’ trustees, the opinions and standard 

practices of actuarial professionals are highly influential” (Matkin et al. 2016).  In fact, financial 

staff of the pension system not only possess the technical knowledge that informs the board, but 

also set assumptions for the fund including the cost method (the distribution costs of benefits 

 
9 Pursuant to the Securities and Exchange Commission (SEC), institutional investment managers who 
exercise investment discretion over $100 million or more in securities must report their holdings through 
the 13-F quarterly disclosures that are contemporaneously updated on a public maintained by the SEC. 
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over time), the discount rate (the present value of future liabilities), the amortization period (how 

long it will take the state to fulfill its liabilities), as well as the asset smoothing period (weighted 

average of market values of holdings) that all impact the funding level of the system (Matkin et 

al. 2016). 

The significance of actuarial assumptions cannot be overstated, especially in defined 

benefit plans, the most common type of retirement plan for state-sponsored systems.10  Defined 

benefit plans provide a guaranteed pension benefit usually calculated as a function of the years of 

service, age, and average salary of the worker and are funded chiefly through contributions from 

the employer (the state) as well as the employee with statutorily defined vesting periods 

(Mitchell and Hsin 1994; Matkin and Chen 2015).  With a defined benefit plan, when liabilities 

of the plan are greater than the assets accrued, the system must use taxpayer sources to meet the 

pension fund obligation.  While this varies with the type of fund, no public pension systems have 

independent revenue authority and therefore generally must compete with other public programs 

to receive appropriations from the general fund – or taxpayer monies - of the state to cover any 

shortfalls in contribution obligations (Matkin et al. 2016; Hess 2005; Chaney et al. 2002).  As 

such, actuarial assumptions can mean the difference between a tax increase in a politically 

contentious or financially strained year, and not.  Hess explains, “some commentators claim that 

two-thirds of all states have manipulated their actuarial assumptions to reduce government 

budget deficits” (Hess 2005).  In contrast, defined contribution plans, which are becoming 

increasingly popular due to state fiscal stress, are more akin to 401(K) or 403(b) plans whereby 

the employee is more actively involved in the choice of investment vehicles, and more important, 

 
10 Eighty-seven percent of full-time state employees and eighty-three percent of full-time local 
government employees have access to defined benefit pension plans and of those individuals, ninety 
percent participate in one (Matkin and Chen 2015) 
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the risk of investment shortfalls are shouldered by the employee rather than the employer (the 

state) (Coggburn and Kearney 2010).11  While states have trended towards defined contribution 

plans in order to mimic corporate efficiencies and transfer this liability, only two states – Alaska 

and Michigan - have mandated defined contribution plans for new state employees (Coggburn 

and Kearney 2010; Mitchell and Smetters 2003).  Others, including Indiana and Oregon, offer 

plans that have features of both, while eight states offer defined contribution plans as a voluntary 

alternative (Coggburn and Kearney 2010).12   

If the connection to taxpayer monies was the only characteristic identified as making 

these types of bureaucratic agencies more unique than others, it would be a very weak example.  

This, however, is only one of many factors that make public pension systems an important caveat 

to traditional notions of how agencies work, and sheds light on potentials for bureaucratic 

politicization and policymaking.   

As aforementioned, unlike many governmental entities trustees of public pension systems 

have a fiduciary and contractual duty to the beneficiaries of the fund.13  The use, investment, or 

disbursement of taxpayer dollars within the fund is not premised on broad threshold 

requirements like those found in traditional welfare or entitlement programs, but rather, is based 

 
11 States have begun transitioning new employees to defined contribution plans, or hybrid DB/DC plans, 
but due to legal constraints in many states, this is for prospective employees only.  This is also a relatively 
new phenomenon.  As Matkin and Chen note, the availability of defined-contribution plans is limited.  
Approximately forty-three percent of state workers and twenty-four percent of local workers have access 
to defined-contribution plans and only fifty-percent of those individuals participate when the plan is 
offered (Matkin and Chen 2015). 
12  Hybrid plans vary in their structure.  Oregon and Indiana are not traditional hybrid plans but are set up 
as a cash balance account.  Alternatively, some states have plans that include an employer contribution 
that may be withdrawn as an annuity or as a lump sum, such as Nebraska (Coggburn and Kearney 2010). 
13 States vary as to whether they require a prudent person standard of fiduciary duty versus a prudent 
investor.  As a result, there has been reform initiatives to call for all states to adopt the Uniform Prudent 
Investor Act from the Uniform Law Commission. 
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on a contractual obligation between the state and an individual.14  Monies from the fund must be 

managed first and foremost in terms of maximizing the benefit to the beneficiary, rather than for 

the fiscal or social good of all taxpayers.  To that end, beneficiaries of the fund are a 

concentrated group – public workers – who are often highly informed of pension operations, 

(funding status in particular) through their public sector unions and organizations.  Notably, the 

costs of pension funding is diffuse across the general public through taxpayer contributions.  

This construct has led Moe and Anzia to categorize the politics surrounding public pension 

systems as those akin to similar policies falling within the “voter blindspot” (Moe and Anzia 

2017; Bawn et al. 2012).  

Public pension systems, unlike other bureaucratic entities, also wield enormous leverage 

in the financial market.  It has been estimated that approximately 60% of the equity of the top 

thousand largest U.S. companies were owned by institutional investors – one type being public 

pension systems (Useem and Mitchell 1998).  This not only contradicts general contentions that 

there is minimal public-sector ownership of industry in the United States, but also implicates the 

power dynamics of traditional market actors (Pedersen and Thomsen 1997; Drucker 1976).  

Public pension systems, like other actors, share a common goal of maximizing profits but do so 

with the advantage of the leverage of the largest assets of state government at their disposal, the 

power to oversee and regulate many of those entities in which they invest (both directly and 

indirectly), as well as the ability to organize shareholder groups around preferred policies 

 
14 Almost all states protect public pensions under either a contract-based theory or a property rights theory 
(Monahan 2010).  The most common form of interpretation is contractual, whereby the pension benefit is 
determined to be legal a contract between the state and the beneficiary that is supported by either state 
constitutional language or buttressed by the contracts clause of state and federal constitutions (Monahan 
2010).  Under a property rights interpretation, the benefit is considered to be a promise that must be 
honored by the state even if explicit contractual language is absent.  This type of interpretation 
(promissory estoppel) is only found in Minnesota (Monahan 2010). 
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through their preexisting relationships and the reputational advantage of their large financial and 

governmental resources.   

Public pension systems not only possess unique powers, but also unique constraints as 

compared to other bureaucratic entities.  Almost all public pension systems in the United States 

are constrained from decreasing benefits to current beneficiaries due to legal guarantees either 

through contract or constitutional provisions within their states (Monahan 2010).  As such, 

benefit changes can almost never be applied retroactively and are born by future workers 

(Monahan 2010; Matkin et al. 2016).  These guarantees drastically alter the political dynamics 

surrounding pension politics and funding debates.  From the perspective of political actors, there 

are minimal incentives to reforming the public pension system as the initiatives will only be 

realized when current hires reach retirement age - resulting in little immediate gains.  To that 

end, there are less immediate political costs to enhancing benefits or increasing payouts to public 

pension beneficiaries – many of whom are members of public sector unions – because the fiscal 

consequences will likely be felt after an individual’s political tenure is over (Anzia and Moe 

2017; Hess and Squire 2010).15 While this is the prime argument of Anzia and Moe, who found 

evidence that stakeholders advance short-term legislative goals at the expense of contributions to 

the fund (Anzia and Moe 2017), these incentives are premised on rewards or benefits for the core 

constituency of public pension boards – public workers.    

The unique nature of public pension systems makes them ripe for investigation into how 

distinct characteristics of individual types of agencies impact political motivations and behavior, 

as well as the policy outputs that may result.  While these should be considered to be atypical 

 
15 Currently, the Bankruptcy Code does not authorize states to declare bankruptcy.  Mitchell and Hsin 
have noted that this prohibition has been persuasive in underfunding certain pension systems – such as 
localities who are exempt - as it decreases the risk of default (Mitchell and Hsin 1994). 
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bureaucratic units, the literature regarding the politicization of the bureaucracy can help 

contextualize the debates about the impacts of organizational structure, incentives for politicized 

behavior, and policymaking more generally.   

2.1 The Politicized Bureaucracy: A Model of Inputs and Outputs 

Traditional conceptualizations of bureaucratic politicization are often presented in one of 

two ways: (1) through top-down influence by political officials external to an agency; or (2) the 

inappropriate injection of politics into the bureaucracy by political officials.  Both, however, 

share the primary motivation for political officials - control (Suleiman 2003).  With the evolution 

of the presidency and the expansion of the administrative state, research has found that 

politicization of the bureaucracy has steadily increased over time and is often linked to 

partisanship, chiefly driven by the administrative strategies of presidents (Heclo 1977; Lewis 

2008; Suleiman 2003).  This has been effectuated in various ways, including but not limited to, 

strategic presidential appointments of party loyalists, recruitment and promotion of co-partisans 

or those who are ideologically sympathetic, as well as the promotion of preferred agendas by 

partisan leaning bureaucrats within agencies – all as a way to circumvent gridlock, satisfy 

electoral promises, and effectuate policy goals in bureaucratic units (Nathan 1975; Suleiman 

2003; Lewis 2008).  While explanations and expectations stemming from this behavior may 

differ, politicization is specifically defined as “party political appointments” throughout most of 

the literature (Suleiman 2003). 

Research of public pension systems has largely remained consistent in its definition of 

politicization as measuring the amount of political appointment on governance boards (Bradley 

et al. 2015), although recent scholarship has attempted to incorporate an expansive political 

dimension to include other branches of government through the measurement of politically 
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affiliated members, and the political leanings of the state government writ large (Hoepner and 

Schopohl 2015).16  Nevertheless, with respect to public pension systems, there has been a 

relatively small amount of inquiry into the potential for politicization in bureaucratic decision-

making, particularly with respect to the process as an embedded institutional arrangement that 

can have multiple and varying degrees of politicized policy outputs.  Research, especially in the 

United States, has focused on fund performance as the dependent variable of interest, and in part, 

for good reason.  First, funding levels are much easier to measure and interpret in terms of 

output.  Second, as aforementioned, there is a “symbolic” connection between the funding of the 

public pension system and the commitment of funds to the state workforce and labor principles 

that has significant explanatory power (Matkin et al. 2016). 

Nevertheless, a narrow focus on funding as the most significant evidence of impacts of 

political influence or behavior discounts the broader impacts that public pension systems can 

have.  The theoretical model presented here will not only consider funding as a behavior that can 

evidence politicization, but also investment and corporate policies, that in the aggregate will 

reconceptualize politicization as an output rather than an input of partisan-leaning boards.1718   

 
16 Political leaning has been measured as an index of the composition of state government including the 
Democratic control of the Executive chamber and the upper and lower houses of the legislature (Hoepner 
and Schopohl 2015). 
17 Previous work has begun to examine the relationship between the politicization of the governance 
board and investment in environmental, social, and governance investments (Hoepner and Schopohl 
2015).  However, in a similar manner to funding as a dependent variable, this has not included an analysis 
of aggregate behavior that can give context to the multiple roles of a public pension system.  
18 While a reconceptualization of politicization as a behavioral output rather than an organizational input 
may be new to the presentation of pension politics literature, it is similar to other political science 
research.  In particular, the attitudinal model in Supreme Court literature which proposes that ideological 
parity with appointing authorities determines judicial decision-making (Segal and Spaeth 2002).  In this 
model, judges are policy-makers and politicization is measured through voting behavior (Segal and 
Spaeth 2002). 
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Figure 2.1: A Theoretical Model of Public Pension Fund Politicization 

 
 

As Figure 2.1 demonstrates, public pension governance boards are at the core of this theoretical 

model and the partisan-lean of their membership is the independent variable of interest.19  In this 

construct, the board should be seen as the central unit in a complex, mutually constitutive system 

of relationships with external actors and conditions that are dynamic, and include varying 

degrees of independence, power, and oversight.  At the federal level, we have seen 

acknowledgment that these types of complex relationships exist.  Prior research has accounted 

for the constraints and incentives imposed from Presidents and Congress on the federal 

bureaucracy (Moe 1982, Weingast and Moran 1983), the organizational incentives and 

motivations for efficiency and policy outputs from within agencies (Downs 1967), as well the 

influence these relationships have on behavior and subsequent policy (Kingdon 1984).  To date, 

however, public pension literature, has largely confined any analysis of these types of agencies to 

 
19 Please see Chapter Three for an explanation of the partisanship variable. 
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be one in which they are merely reactionary to exogenous political factors, thereby overlooking 

their place and active participation in the political system at large (Matkin et al. 2016). 

 In part, this not only fills a gap in the current literature regarding pension politics, but this 

type of inquiry balances between two schools of thought in traditional bureaucracy literature as 

well.  On one side, positive theories of administration have focused on how exogeneous political 

forces, or constraints have shaped behavior and policy responses – much akin to what we have 

seen in the pension literature thus far (McCubbins and Schwartz 1984).  In the alternative, public 

administration has focused on how the realities of bureaucratic government require a recognition 

that there will be give and take, even overlap, between political and administrative spheres 

(Freidrich 1940; Simon 1947).  For example, Friedrich wrote, “the concrete patterns of public 

policy formation and execution reveal that politics and administration are not two mutually 

exclusive boxes, or absolute distinctions, but that they are closely linked aspects of the same 

process” (Freidrich 1940).   

Thus, by focusing on both the internal makeup of public pension governance boards, their 

supporting infrastructure, as well as their relationships to any external factors that may impose 

incentives and constraints on their function, I hope to present a view of these agencies that 

provides context to institutional activities that can have broad policy impacts.  In the following 

section, I will trace the important relationships that constitute this complex institutional dynamic 

and explain how these relationships may lead to politicized funding, investment, and corporate 

behaviors by partisan-leaning governance bodies.   

2.2 External Dynamics: The Governor and the Legislature 

 As aforementioned, public pension systems are typically located within the executive 

branch of state government and as such, the Governor is empowered with the most opportunities 
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to directly influence the degree of politicization of these agencies.  Romano noted, “the political 

affiliation of a significant number of fund trustees renders public pension funds especially 

vulnerable to pressure by other state officials.  This vulnerability is exacerbated by the 

magnitude of fund holdings.  Particularly in times of fiscal difficulty, fund assets are an inviting 

target for state officials seeking new sources of financing for local projects.  There are numerous 

examples of governors pressuring public pension funds to use their assets to assist distressed 

local entities, both public and private” (Romano 1993).  Despite the focus on the executive, both 

state governors and legislatures appear to have independent motives and means to effectuate 

policy goals through public pension systems.   

Previous literature has looked at measures of corruption as a proxy for not just 

gubernatorial influence, but external political pressures from both the executive and legislative 

branches.  This has been estimated in varying ways including the number of convicted state 

politicians divided by the total population in a state in the previous year (Bradley, et. al. 2015), 

as well as the number of local, state and federal politicians convicted for corruption related 

offenses divided by the population (Hoepner and Schopohl 2015).  While corruption measures 

focus the inquiry of pension investment on intent, they do not narrowly reflect political 

motivations for non-financially driven investment policy, particularly diverse interests that may 

be present in both these branches of government.  To that end, even if we are to assume that 

corruption is the right measure, it should include those who have been accused or indicted of 

corruption related crimes given the probability of plea-bargaining or reduced sentences.  More 

important, criminal corruption is a blunt proxy for partisanship generally, as the benefits for 

politically motivated investment could realistically range from individual political gain,  
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ideological policy promotion and even party agenda, without necessarily implying criminal 

activity or unethical conduct. 

As an alternative to a corruption-based perspective, traditional bureaucracy literature 

provides insight into how the executive and the legislature can impose important constraints on 

these agencies, as well as the motivations behind incentivizing certain behaviors.  This literature 

has largely focused on federal systems by typically casting the President as the main proponent 

of politicization and Congress as a constraining influence.  Arguably, this has many similarities 

to the dynamics in pension politics. 

With respect to the president, Howell presents a model whereby presidential power is 

heightened through tools of unitary control which can be effectuated through the bureaucracy.  

These include the presidential use of executive orders, signing statements, and his first-mover 

advantage in agenda-setting (Howell 2003).  These tools are important to presidential control 

over the bureaucracy as the President has been shown to use executive orders to expand his 

scope of control and authority (Kelley and Marshall 2008).  To that end, research has focused on 

how presidents have used the power of appointments that do not trigger traditional Senate 

confirmation protocols to make strategic assignment of individuals who will promote their policy 

preferences (Rozell and Solenberger 2012).  Similarly, many governance bodies of public 

pension systems have a number, if not a majority, of appointments designated by the Governor.  

As will be explored in the quantitative chapter, these appointments have the potential to allow 

gubernatorial proxies access to the board and not only preserve, but also promote, preferred 

policies. 

With respect to the federal bureaucracy, traditional theories have argued that Congress 

has the unique ability to serve as an oversight agency to the bureaucracy which can impact its 
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independence of action and foster political calculations.  McCubbins and Schwartz pointed to 

two models of oversight: (1) “fire alarms” or the heightened focus on bureaucratic agencies and 

implementation after a problem/crisis; and (2) “police patrols” or the concept of consistent 

oversight through reporting requirements and rulemaking review which allows Congress to 

systematically insert political preferences and objectives into bureaucratic initiatives and 

proposals (McCubbins and Schwartz 1987).  Moe and Anzia’s research on public pension 

systems suggest that state legislators utilize the fire alarm strategy with public pension systems 

rather than police patrols (Moe and Anzia 2013).  In fact, the authors argue that pension policies 

– measured through legislative proposals and roll call votes – did not ideologically diverge along 

partisan lines until after the crisis of the Great Recession and the subsequent funding challenges 

for state governments (Moe and Anzia 2013).  Despite this crisis event, other legislative 

constraints have also shaped public pension board behavior.  These have included the issuance of 

legal lists by certain state legislatures – or a statutory prohibition of investment in certain types 

of holdings (i.e. those held by a certain country or type of industry) - as well as legislative 

directives for the expansion of benefits to classes of active or retired workers. 

 A critique of previous work on governance and politicization of public pension boards by 

the National Association of Retirement Administrators noted that studies have continuously 

lacked an appreciation for the significant impacts that entities such as state legislatures and 

governors can have on public pension system behavior.  They responded to one such study by 

writing, 

In general, the definition of governance in the paper appears to be restricted to the 

trustees who are charged with overseeing operations or investing the assets, or 

both, of public retirement systems for employees of state and local governments. 
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We would encourage you to broaden this definition of public pension plan 

governance to include the full range of entities that control and oversee public 

retirement systems, particularly state legislatures, governors, and other bodies 

that are responsible for setting benefit levels, funding benefits, and establishing or 

influencing policies regarding the investment of assets. Public pension trustees 

exert limited control over areas that affect key public pension outcomes, such as 

pension plan required costs and funding levels, and trustees normally do not 

determine benefit levels nor have authority to approve funding needed to pay for 

benefits (emphasis added).20 

As the critique from NASRA demonstrates, there is a complex framework in which public 

pension systems operate.  Boards have a nexus to many political actors who have the potential to 

exercise significant control over them – most important the executive and the legislature.  As 

such, these dynamics are important to an overall understanding of the institutional situation that 

drives and shapes public pension plan behavior. 

2.3   External Dynamics: Special Interests 

Public pension systems have their own set of stakeholders that have unique interests in 

the outcomes of policy promotion and development by these bodies.  These are a narrow set of 

special interest groups who include the public sector unions that represent a majority of public 

workers in many states (depending on the level of union entrenchment).  Given the highly 

technical expertise required to understand pension politics, and the low interest among the voters 

- and even beneficiaries - bureaucracy literature is instructive in predicting the potential for board 

politicization.  Gormley introduced a salience-complexity typology of public policy as a means 

 
20 NASRA.  2016.  “A Response to James Copland and Steven Malanga.”  URL: 
https://www.nasra.org//Files/Letters/Manhattanresponse1604.pdf. 
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of explaining the varying degrees of politicization of regulatory agencies (Gormley 1986).  

Salience and complexity provided different incentives for political actors to participate in the 

policymaking process based on the measurable impacts to communities and the technical 

expertise required to understand the subject matter (Gormley 1986).  With respect to salience in 

particular, researchers have argued that pension politics falls into the “electoral blind spot” of 

voters given the concentrated group of beneficiaries and the lack of salience in political discourse 

(Moe and Anzia 2013; citing Bawn et al. 2012).   

Table 2.1: Salience/Complexity Typology of Public Policy Making  
 

  Salience 
      Low High 

Complexity 

Low Hearing room politics 
(Civil Rights) 
 

Street level politics 
 

High Board room politics  
(Agriculture) 

Operating room 
politics 
(Clean air) 
 

 
Translated, this means that few people are paying attention to these entities.  In the same study, 

the authors extended this ignorance to politicians and argued that pension politics did not become 

partisan in political discourse until its linkage to local fiscal crises and underfunding began to be 

reported (Moe and Anzia 2013).21 As such, pension politics fits squarely into the “board room” 

politics section of Gormley’s typology where issues are low in salience but high in technical 

expertise and we would expect “power elites” to be the primary policy-making actors in these 

 
21 The authors studied 300 pension bills considered by state legislatures from 1999 through 2011 and 
found that prior to 2009, bills typically expanded benefits and were consensual among the parties.  
However, with the onset of the Great Recession, they found that there was a statistically significant 
divergence with Republicans pushing for pension cutbacks and Democrats moderating retrenchment, 
notably, as underfunding and state and local fiscal crises were increasingly reported in newspapers (Moe 
and Anzia 2013). 
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areas while the public and media are unlikely to pay close attention given the subject matter 

(Gormley 1986).   

The potential for special interest policymaking is not just highly likely given the type of 

regulatory organization of public pension systems but is also increased due to the unique 

relationship that these groups have to governance boards.  In many states, public sector unions 

have a statutorily guaranteed place on the board, or a representative of the membership – elected 

through nomination processes dictated by the union – is a de facto means of placement.  In all 

scenarios, this type of arrangement represents a possible sympathetic entre into the governance 

body that is more akin to a corporatist structure rather than that of traditional bright line 

bureaucratic separation.  Prior research has shown that the presence of special interests – 

particularly unions – on these boards does have an impact.22  In 2017, Moe and Anzia found that 

despite expectations that governance boards with higher numbers of union/employee 

representatives would favor fiscally-sound policies, the “interest groups on the inside” 

undermined the integrity of the pension fund by advancing short-term legislative goals at the 

expense of contributions (Anzia and Moe 2017).  The authors explained this as a strategic move 

by union representatives to secure laws that enhanced benefits (such as health coverage or cost of 

living increases), because public pension systems were legally bound to pay the contract 

obligations regardless of funding status (Anzia and Moe 2017). 

While the fiscal impact of these types of groups on the system is important, a key 

component of analyzing these relationships and their impacts on public pensions systems is the 

informational delivery function that they serve.  The literature on political participation instructs 

 
22 Prior research has provided mixed results where some researchers have found a negative relationship 
between unionization and financial performance of pension systems (Johnson 1997; Marks et al. 1988), 
while others have found a positive relationship (Chaney et al. 2002). 
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us that voters compensate for their lack of information regarding elections through judgment 

heuristics, or information provided from alternative sources (Sniderman, Brody, Tetlock 1991).  

This provides a shortcut around the time and expense needed to obtain a good understanding of 

their options.  This theory is translatable to the public pension context.  When beneficiaries are 

seeking information about investments, funding, and system behavior – and that is a big if23 - 

unions provide a filtering and delivery mechanism through which they receive that information.  

Unions provide information about the public pension system in their literature to members, 

actively support campaigns for candidates to the board in some states and organize around policy 

issues and divestment drives.  Complicating this activism, however, is the embedded nature of 

these groups within the board structure.  As opposed to the traditional lobbying that many special 

interest groups must do to advance legislative or regulatory policy, unions have the opportunity 

to advocate for specific agenda and issue prioritization within public pension systems.  In 

addition, they have the potential added benefit of having their representatives or proxies on the 

board to ensure sympathetic allies.  If true, this serves them two very significant ways: (1) they 

can appear to be effective to their constituency; and (2) it insulates preferred policies from any 

negative attention or pushback. 

 This is not to say that there are not significant critiques of the entrenchment of union 

interest in pension boards.  As will be explored later in this examination, public pension boards 

participate in various activities that can create conflicts of interest for special interest including 

negotiations with private industry and serving as shareholders on corporate boards.  This can 

raise important concerns regarding power asymmetry of public sector unions interacting with 

 
23 Hess argues that public pension system data is similar to voter information in that the cost of collecting 
the information is too high for beneficiaries and thus many abstain from gathering information or making 
informed decisions (Hess 2005). 
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business associates.  For example, in 2004, CalPERS played an active role in corporate 

governance reform proposals targeted at Safeway, namely, to remove the then-CEO (Hess 2005).  

Critics of the proposal noted that the president of the CalPERS board was also the head of the 

union representing Safeway employees in ongoing contract disputes with the company (Hess 

2005). 

2.4 External Dynamics: State Fiscal Health 

As aforementioned, public pension systems are often funded through general monies of 

the state, or operating funds that are subject to annual or biennial appropriation by the 

Legislature (NSCL 2010).24  Thus, funding is often cast in a competitive bid against other state 

programs for requisite monies and proceeds through the executive budget process of states.  This 

can lead to a potentially politicized tug-of-war between the governor and leaders of both houses 

of the legislature over the amounts of appropriations.  In periods of financial stress this process 

may also mean that states will seek to divert funding to preferred programs in lieu of required 

pension contributions.  Often, preferred policy programs that receive funding are more salient 

and will promote more goodwill for the politicians, and deferral of pension contributions will 

likely not receive as much attention.  As such, it is intuitive that the fiscal constraints of the state 

will likely have a relationship with politicized behavior.   The determination of required funding 

of the pension fund varies by state, and it is often done by way of two processes: (1) statutes that 

establish an actuarially determined rate of contribution; or (2) contribution rates that are 

established as a percentage of payroll and reviewed periodically (St. Clair 2013).  Researchers 

 
24 As a point of clarification, the general fund is primarily where all state tax collections are deposited.  
Grants and monies for federal reimbursement are considered part of the non-general fund (NCSL 2010). 
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have noted that these requirements, even when constitutionally required, are often not complied 

with during times of financial strain (St. Clair 2013).25 

 The consequences for not funding or underfunding the public pension system are 

significant for both the employees relying on the benefits, but also the taxpayers and the state 

writ large.  Not only does underfunding the pension system potentially jeopardize the ability for 

the state to meet their financial obligations in the future, but it also undermines the confidence of 

employees in their retirement security, poses as a deterrent to potential employees to pursue state 

employment, and harms the reputation of the fund (Johnson 1997).  As discussed, taxpayers will 

at some point be required to shoulder the burden of unmet pension obligations which some have 

argued will increase out-of-state migration (Johnson 1997).  Johnson used data to show that there 

was a strong, positive relationship between the level of underfunding between state-administered 

pension plans and the fraction of the population leaving the state over a five-year period 

(Johnson 1997).  But, perhaps the most immediate consequence of deferring required pension 

fund contributions is to evaluations of state solvency.  The pension fund is used as a determinant 

of the fiscal health of a state.  While this can create issues of endogeneity when trying to 

determine what drives underfunding, the substantive outcome is the same (Yang and Mitchell 

2004).   Ultimately, deficient funds add to budget deficits and impact state credit ratings which 

makes it harder for governments to borrow money or plan their budgets in out years (Brooks 

2017). Compounding these considerations is the fact that it has been shown that in states where 

monies were deferred in years of financial distress, they were not later restored when there were 

budget rebounds (Chaney et al. 2002). 

 
25 St. Clair notes that Arizona and Louisiana have strict constitutional requirements with respect to their 
constitutional contributions (St. Clair 2013). 
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 While it is a rare occurrence for state officials to directly transfer monies from the 

pension fund to the general fund of the state, there have been occasions where the pension fund 

has offset the monetary hit to the state during times of fiscal distress.  In the first example of a 

state using funds that were earmarked for the pension fund to offset budgetary constraints, 

California faced a $14.3 billion budget deficit and the legislature allowed the state to decrease its 

required contributions to CalPERS by $1.6 billion, or 2.4 percent of total assets (Munnell and 

Sunden 2015).  CalPERS sued in state court and lost in 1991, 1992, and 1993 as the practice 

continued (Munnell and Sunden 2015).  In 1997, the California Supreme Court held that workers 

had the right to an actuarial sound pension system and required that the money be reimbursed 

(Munnell and Sunden 2015). 

 In some states, financial strain is further compounded by balanced budget requirements 

that also put pressure on state finances.  According to the National Conference of State 

Legislatures (NCSL), forty-nine of the fifty states have some form of balanced budget 

requirement, with the exception of Vermont (NCSL 2010).  While the specific requirements vary 

across states – including strict constraints on spending relative to cash on hand, or prohibitions 

on state indebtedness – NCSL categorizes balanced budget requirements as one or more of the 

following categories: the governor’s proposed budget must be balanced, the enacted budget must 

be balanced, no deficit can be carried forward from one fiscal period into the next (NCSL 2010).  

Studies have noted the relationship between balanced budget requirements in states and the 

contribution rates to the pension fund (Chaney et al. 2002).  Chaney et al. used a sample of state 

pension funds from the years 1994-1995 and found that funding was worse where states were 

experiencing financial distress, as well as when there was a mandatory balanced budget 
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requirements (Chaney et al. 2002).26  To that end, the authors hypothesized that fiscally stressed 

states would have incentives to select higher discount rates where there were fiscal stressors.  

They confirmed that these actuarially calculated discount rates were used strategically and that 

not only was the state fiscal condition inversely related to discount rates in states with mandatory 

balanced budget requirements, but also that the monies deferred in years of financial distress 

were not reimbursed (Chaney et al. 2002). 

 Underfunding is a uniquely government-sponsored plan issue (Mitchell and Hsin 1994).  

The reporting and reserve requirements are different for public plans versus private plans, and 

the actuarial accounting methods utilized by state plans allows for greater flexibility – and even 

strategy – to minimize contribution requirements (Id.).  First, government entities must abide by 

much more flexible standards of accounting disclosure as compared to the private sector.  The 

Government Accounting Standards Board (GASB) is a private non-governmental organization 

that establishes the generally accepted accounting principles for state and local governments 

(GASB 2019).  Chaney et al. do an excellent job in tracing the reforms made in the 1990’s to the 

present in the reporting requirements for public pension systems, and how the requirements 

differ from those imposed on the private sector (Chaney et al. 2002).  They describe how the 

GASB issued guidance in 1994 required the reporting of costs by public systems to include the 

“amount contributed to the plan or expected to be liquidated with expendable available financial 

resources” (Chaney et al. 2002 quoting GASB Statement No. 27).  Pursuant to this guidance, 

governments were allowed to use the expected long-term rate of return on plan assets as a 

discount rate in calculating current pension liabilities.  In contrast, the private sector is limited to 

 
26 Note that their definition of balanced budget requirement was that the budget be balanced at year end 
rather than alternative measures.  The authors noted that the effect of a governor signing a balanced 
budget had a negative but insignificant relationship to funding status, and regulations prohibiting deficit 
carryover or borrowing did not result in impacts to pension funding (Chaney et al. 2002). 



 

 27 
 

the market value of plan assets, which is ultimately much less subjective (Chaney et al. 2002; 

Eaton and Nofsinger 2004). 

Second, in addition to determining the various ways to meet reporting requirements, 

public pension system actuaries are equipped with multiple tools at their disposal to manipulate 

the costs owed in any given fiscal year.  As has been noted by Chaney et al., there are two ways 

that governments can manipulate the realization of pension costs: (1) governments can defer the 

required contributions by reporting them as general long-term debt so that expenditures are not 

reported until the funding is actually paid; and (2) governments can overstate the expected rate of 

return on plan assets (Chaney et al. 2002).  This higher discount rate reduces the contribution 

amount and thus reduces the total obligation.  It has been identified as one of the contributing 

factors to disagreement over the estimates of unfunded liabilities in states across the country (St. 

Clair 2013).  Actuaries of public pension systems are the primary source of information for the 

board relative to funding information and recommendations and may have a number of reasons 

for promoting as well as facilitating a lower contribution rate.27  These could include 

considerations related to agency performance and future funding, as well as political pressures to 

reduce contribution rates given state financial issues.  With respect to financial strain, we do 

know that there is a relationship between pension plan funding, fiscal stress, and governance 

variables (Hsin and Mitchell 1994).  Hsin and Mitchell found that actuarial assumptions 

including interest rates, wage growth rates, and amortization periods, were strategically set to 

meet challenging fiscal situations in nearly two-thirds of all states (Hsin and Mitchell 1994). 

 

 

 
27 Hess explains, “some commentators claim that two-thirds of all states have manipulated their actuarial 
assumptions to reduce government budget deficits” (Hess 2005). 
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2.5 Internal Dynamics: The Governance Board 

Governance boards themselves also have organizational and operational factors that 

contribute to the degree of politicization of a public pension system.  From an institutional 

perspective, the governance body of the public pension system is the most important independent 

variable of interest with respect to the potential for politicization as these are the actors directly, 

and legally, responsible for the administration of the system. 

Traditional inquiries into the politicization of the bureaucracy tell us that staffing, 

particularly with respect to political appointees, is significant to the operation and outputs of 

bureaucratic agencies.  Authors have argued that political appointees increase responsiveness, as 

well as encourage the flow of ideas, and keep the government accountable to stakeholders, 

including voters (Moe 1985).  In the alternative, others have argued that politicians strategically 

use the power of appointment to ensure that sympathetic and like-minded individuals will act in 

key places of government to effectuate their agendas, even at the expense of agency performance 

and outputs (Lewis 2008).   

As aforementioned, governance bodies of public pension systems are generally made up 

of members who are elected to represent beneficiaries (either retired or active fund participants), 

politically appointed members, or ex-officio members who serve by virtue of their position (i.e. 

Treasurer, Comptroller).  While the tenure for board members is specific to each state, the 

individuals appointed to these governing bodies often hold their positions, be it through 

appointment or reappointment, for extended periods of time.  For example, in a sampling of 

forty-six pension funds during the period 1990-2011, Andonov, Hohberg, and Rauh found that 

there were only thirty-seven instances of changes to board structures (Andonov et al. 2017).  The 

consistency and durability of these appointments can be viewed from two perspectives.  First, the 
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extended term of these types of positions allows for members of the governance board to accrue 

the technical knowledge necessary for membership.  While many states require a certain number 

of members have financial expertise, all members are responsible for the funding of the system.  

This includes an understanding of the actuarial practices utilized, as well as the strategies for 

investment of fund monies including allocating assets among categories, selecting investment 

products, as well as engaging with investment managers when needed (Hess 2005).  While 

boards are assisted by the investment and actuarial staff of the pension system, their fiduciary 

duties require a general understanding of these concepts. 

Second, governance boards also offer political officials with the opportunity to place 

sympathetic proxies in a position of power for periods that extend beyond their personal time in 

office – unlike many bureaucratic appointments that end simultaneously with a political 

administration.  While these types of appointees are not afforded lifetime appointments - like 

federal justices - the literature behind judicial staffing is instructive (Dahl 1947; Segal et al. 

2000).  When an appointment extends beyond the tenure of the political official, considerations 

of legacy and ideological consistency may drive selection choice (Segal and Spaeth 2002).  With 

respect to public pension systems, board members not only possess significant powers over the 

inner workings of the system, but also direct the management and investment of the largest assets 

of the state.  This power to invest in certain industries, as well as negotiate with corporations 

whom they oversee as shareholders, allows these boards to directly promote various policy 

initiatives. 

Beyond an egregious breach of fiduciary duty (often rising to the level of criminal 

activity), there are few accountability mechanisms for board members by beneficiaries or the 
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public at large.28  Academics have argued that this has created an opportunity for partisan as well 

as personal motivations to take prominence.  Romano noted that “the composition of public fund 

boards may also explain why public funds are more active in corporate governance than private 

funds even if private fund managers lack conflicts of interest involving other business relations 

with issuers.  Public funds are frequently managed by individuals with aspirations to higher 

political office whose reputations can be enhanced by populist crusading against corporate 

management” (Romano 1993).  As such, it is important to determine whether these types of 

bureaucratic arrangements are driven by purely financial motivations or alternatives incentives. 

Another potential constraint in the structure of these governance bodies that may increase 

politicization is the proximity and dynamics between board members and political officials.  

Indeed, most public pension systems provide for a certain number of political appointees, 

however, the remaining members should not broadly be cast as unaffiliated or non-partisan 

individuals.  Ex-officio members, or those who serve by virtue of their employment, are often 

appointed officials within the executive branch.  Bureaucratic theory has long held that political 

appointees retain loyalties to the institutions or political authorities that place them in their jobs 

(Moe 1982; Wilson 1989), and we should not expect these types of members to act differently 

than other directly appointed ones.  In contrast, previous research has considered those 

individuals who are elected by membership, either active or retired, as outsiders who are 

unburdened by political influence and are not susceptible to similar political pressures (Hess 

2005).29  This characterization is significant and presents an opportunity to also parse out 

whether employee representatives may share similar tendencies towards appointment loyalties.   

 
28 Some states have encouraged board members to obtain individual liability insurance to mitigate for any 
claims arising from a breach. 
29 Hess draws on the corporate governance literature to justify his contention that inside and outside 
directors will have differences in motivations behind their decision-making (Hess 2005).  Harkening to 
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While there are broader arguments to be made that public sector unions should be 

considered to be a component part of a political party (Cohen et al. 2008), even when they are 

cast as third-party stakeholders, public sector worker unions and associations will likely have 

policy demands and political preferences.  Prior research into the relationship between union 

representatives and fund performance has shown that despite expectations that those pension 

boards with higher numbers of union/employee representatives would favor fiscally-sound 

policies, the “interest groups on the inside” undermined the integrity of their own pension fund 

for short-term legislative goals (Anzia and Moe 2017).  While this does not tell the reader the 

partisan bias behind these choices, it does suggest that members have an impact on the behavior 

of the fund, and the motivations are related to political gain. 

Similar lessons can be gleaned from the previous findings about the relationship between 

board composition and the fiscal integrity of the fund including underfunding tendencies and 

investment performance.  Both strains of research have produced conflicting results.  Schneider 

and Damanpour found a negative relationship between elected officials, as a percentage of the 

members of the board, and the amount of accrued liability of the fund while others have shown 

that funding is lower in states where active employees were represented on the board (Schneider 

and Damanpour 2002; Mitchell and Hsin 1997).  In contrast, some evidence has been found that 

the number of active members is associated with a lower discount rate, whereas the number of 

retired members on the board has shown opposite results (Brooks 2017).  With respect to 

investment performance, there has been similar conflicts.  Prior research has found that member-

 
traditional theories of principal-agent relationships, Hess argues that inside directors, or politically 
affiliated trustees, will have a conflict of interest between their duties to the principal (the state or the 
appointing authority) and their own self-interest, in this case, politically motivations.  Outside directors, 
or those elected by membership of the public pension fund, will be insulated from political pressures and 
will act in the best interest of the beneficiaries (Hess 2005).   
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elected trustees positively impact fund performance (Romano 1995), while specific member-

elected trustees have a negative impact (Murphy and Van Nuys 1994; Mitchell and Hsin 1994).30  

Although it appears that the significance of the relationship between board members and the 

financial integrity of the fund remains in question, what these studies demonstrate is that 

membership does have an impact. 

While it is hypothesized that these underlying constraints on public pension plan 

governance boards will make them more susceptible to political influence, we anecdotally know 

that political officials consider these entities to be important and worthy of manipulation.  In 

1991, Republican Governor Pete Wilson of California tried to mitigate the projected $300 

million annual state contribution to the retirement system by, among other things, reorganizing 

the board so that a majority of the members would be appointed by the governor (Myers 2016).  

After backlash from Democratic legislators, public sector unions, and a successful ballot 

measure, the proposal was permanently blocked.31 More recently, the Kentucky Retirement 

System board of trustees was reconfigured twice in four years.  First, a statutory change in 2013 

increased the number board members from nine to thirteen, including three new Governor-

appointed positions (Cheves and Brammer 2016).  In 2016, the Governor of Kentucky, Matt 

Bevin, again attempted to reconfigure the composition of the board by dissolving the thirteen-

member board through executive order, and replacing it with a seventeen-member board, with 

four more additional Governor-appointees (Cheves and Brammer 2016).  While the restructuring 

was later ruled to be sound given statutory ratification, it became the subject of one of many 

 
30 Both found that retired plan members had a negative impact while active members had a null result 
(Romano 1995; Mitchell and Hsin 1994; Hess 2005). 
31 Proposition 162 was qualified for the November 3, 1992 election ballot and passed by a single 
percentage point (Myers 2016). 
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lawsuits lodged against the Governor (a Republican) by the Attorney General Andy Beshear (a 

Democrat) over the management and structuring of the public pension system (Loftus 2018).  

2.6  Internal Dynamics: Agent-Principal Relationships 

Second to the membership and organizational components of the public pension board, 

the agent-principal complexities of these types of agencies have the potential to lend themselves 

to increased risk of politicization.  In simple conceptualizations of principal-agent relationships, 

the agent will act on behalf of the principal to facilitate their preferred policies and outcomes 

(Moe 1984).  This is traditionally characterized in the bureaucratic literature as a department or 

agency serving the interests of the principal – either Congress or the President.  Importantly, this 

traditional public choice framework is hierarchal whereby the principal exercises unequal, yet 

dynamic power and attempts to limit divergence from his or her self-interests through varying 

means of control (Moe 1984; Schneider and Damanpour 2002).   

Agency theory has been studied with respect to public pension systems and does not 

provide a simplistic overlay; often, it blurs the lines of accountability and policy direction.  

Scholars have consistently argued that there are not only multiple, complex, agency relationships 

between public pension plan participants, the government and taxpayers, but also that the 

organization of these agencies separates decisionmakers and stakeholders thereby clouding an 

already complicated agency network (Munnell and Sunden 2005; Murphy and Van Nuys 

1994).32  Board members have a legal responsibility to act for the primary economic interests of 

beneficiaries, yet remain answerable to political officials who exercise oversight and monitoring 

of fund activities and have alternative preferences and motivations.  Despite these obligations, 

 
32 This contention does not discount that there are theories of multiple principals, or “common agency” 
within the broader literature which sheds light on how bureaucratic agencies may serve more than one 
superior (Gailmard and Patty 2012; Laffont and Martimort 2001), however, the complication with public 
pension funds is in the accountability mechanisms. 
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“the residual claimants are the taxpayers,” or those who ultimately bear the risk of contribution 

shortfalls rather than the beneficiaries or the administrator (Eaton and Nofsinger 2004).33  Given 

the direct implication of public monies, advocates of activist investment agendas will often argue 

that there is a responsibility to promote some form of social good for all taxpayers of the state 

including formal protocols for evaluating investments beyond their financial promise. 

To that end, absent member-elected board members, as well as beneficiaries of the fund, 

individuals who exercise decision-making authority over the fund are not the same as the 

stakeholders who stand to win (increase benefits) or lose (decrease benefits) based on their 

activities.  This relationship has the potential to decrease the level of care and diligence they 

exercise (Munnell and Sunden 2005) and is akin to Adam Smith’s analysis of the complications 

presented by joint stock companies.  In The Wealth of Nations he wrote, “the directors of such 

companies being the managers of other people’s money than their own, it cannot well be 

expected that they should watch over it with the same anxious vigilance with which the partners 

in a private copartnery frequently watch over their own” (Smith 1776).  Indeed, when the 

consequences of poor decision-making are not born by the decision-maker there is not only the 

potential for less care, but also misuse and abuse (Schneider and Damanpour 2002).34  

On the one hand there are important benefits that beneficiaries accrue when they delegate 

the management of their pension benefits to governance boards – they do not bear the risk of 

investment choices or funding, and they do not have to have technical expertise, or even a base 

 
33 Eaton and Nofsinger argue that fund beneficiaries also bear some risk in that their benefit levels can be 
decreased, however, as aforementioned, most funds are legally constrained to limiting benefits 
prospectively and as such, this should not be considered a comparable significant relationship (Eaton and 
Nofsiner 2004). 
34 Schneider and Damanpour distinguish this structural weakness in public pension systems from those 
systems governed by ERISA which require a clear boundary between management and sponsors and 
include bright line rules on fiduciary standards, minimum funding requirements, potability, vesting and 
reporting (Schneider and Damanpour 2002). 
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level of understanding, about their investment choices.35  On the other side of that coin, however, 

their ability to monitor and hold these agents accountable is limited and highlights a vulnerability 

for a departure from principal interests and increased politicization.   

First, public accountability requires tangible evidence to point to where there is a breach.  

In the bureaucratic literature, accountability has been studied in light of impacts to available 

services and budget appropriations (Gailmard and Patty 2012).  With respect to public pension 

systems, the tangibles are difficult to identify absent underfunding.  Perhaps, this serves as one 

explanation of why much of the political science literature to date has focused on funding levels 

as an explanation of the degree of political influence (Romano 1993, 1995; Schneider and 

Damanpour 2002; Murphy and Van Nuys 1994; Mitchell and Hsin 1994).  Nevertheless, 

politicization will not only impact the amount of funding provided to the fund, but more 

important, what the funding is used to promote – including social investments.  A simple choice 

of one type of investment over another is not necessarily considered a breach and raises the 

second complication for accountability in these principal-agent models – deference.  Indeed, 

studies of bureaucratic expansion and politicization have recognized that those agencies that are 

highly technical and require more expertise than others are privileged with greater amounts of 

delegation and deference from principals (Huber and Shipan 2002).   

An example demonstrates this point.  In October 2000, the California Public Employees 

Retirement System voted to divest its $671 million in tobacco stocks – approximately 0.4% of it 

$172 billion portfolio (Hiltzik 2016).  At the time, the board justified the action by citing high-

 
35 It is recognized that this optimistic view of delegation ignores the significant argument surrounding the 
paternalism debate of public pension systems and whether there is an assumption that the state will act 
more responsibly than beneficiaries left to their own devices, This benevolent paternalism is what 
Buchanan has expounded as, “the claim is, quite simply, the someone knows better than the individuals 
themselves how to secure their own well-being” (Buchanan 1990). 
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profile lawsuits and settlements with the tobacco industry across the country, as well as increased 

regulatory pressures from federal and state governments that all were projected to impact 

profitability.  Over a fourteen-year period (2002-2016), these stocks actually doubled their 

returns, and it was estimated that California lost approximately $3.6 billion (Hiltzik 2016).  If a 

beneficiary were to sue the public pension system on the grounds of breach of fiduciary duty it 

would be difficult for them to establish that the monies that would have otherwise been put 

towards tobacco investments were known at the time to be less profitable, and also that the board 

divested from tobacco for reasons other than for financial reasons.  When this issue was revived 

in 2016, with a call to divest additional pension monies (mutual funds were not included in the 

previous divestment), board member and Treasurer of California John Chiang emphasized the 

social good that would result from full divestment with the caveat that investment performance 

could not be accurately predicted.  He wrote to the Chair of the CalPERS investment board, “past 

performance is not an indicator of future results, and tobacco is no exception.  The reported $3 

billion in lost return due to the exclusion is not an indicator of future performance.  The reported 

$112 million to $127 million in projected annual future impact from excluding tobacco 

investments pales in comparison to the costs CalPERS bears to care for tobacco-related diseases 

in its beneficiaries as well as in lost productivity for state employees. I believe that tobacco is 

literally a dying industry and that CalPERS must divest itself of all tobacco-related investments” 

(Chiang 2016).  Despite the recommendations of pension fund employees to the contrary, the 

board voted to divest further from tobacco stocks in 2016.  This case not only demonstrates the 

difficulty in establishing a breach where investments are concerned, but the tools available to 

board members to capitalize on the temporal and technical characteristics of investments to 

minimize accountability and increase independence. 
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As the aforementioned example demonstrates, and studies of bureaucratic agencies have 

shown, bureaucracies have the advantage of informational asymmetry, particularly with respect 

to highly technical information, and this allows them to broaden their powers and increase the 

potential for politicization (Niskanen 1971).  Unlike Congress or the President, who can demand 

information – either through their subpoena power or by virtue of their authority – and can 

replace rogue agents or limit appropriations (Gailmard and Patty 2012), public pension 

beneficiaries lack real redress as principals.  First, beneficiaries, and even the public at large, 

likely have little to no insight about how public pension systems work, how the money is 

allocated, and even that taxpayer monies are implicated.  While some pension systems provide 

annual reports to beneficiaries, technical expertise again is required for a base level of 

understanding.  Second, and more important, there is no formalized process for feedback absent 

member elections.  To that end, courts have shown considerable deference to board decisions in 

lawsuits filed by beneficiaries.36  Finally, while public pension boards have a fiduciary duty to 

the individual beneficiaries, the most significant amount of oversight and control is exercised by 

the executive or legislature.  The disconnect between the duty owed and the accountability 

mechanism is important.  There is a disruption in the feedback loop from agent to principal with 

a mitigating actor that may have his/her own interests in behavior and outputs.  This may lead to 

selective oversight based on the preferences of the executive or the legislature, rather than the 

 
36 For example, in the 1970’s, the New York State Common Retirement System (NYSCRS), the New 
York State Teachers’ Retirement System (NYSTRS), and the New York City Teachers’ Retirement 
System (NYCTRS) invested millions of dollars in Municipal Assistance Corporation (MAC) bonds to 
bailout New York City from pending bankruptcy (Gottlieb 1985).  This raised concerns not only of 
conflicts of interest, but also breach of fiduciary duty, resulting in review by federal courts. In Withers v. 
Teachers’ Retirement System (447 F. Supp. 1248 (S.D.N.Y. 1978)), the beneficiaries of the NYCTRS 
challenged the $860 million investment and the court found that despite the highly speculative nature of 
the investment, the board bought the MAC bonds to mitigate fund bankruptcy and therefore exercised 
appropriate care and protection. 
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beneficiaries, and not only provides an opportunity for politicization, but other pathologies such 

as mission drift and shirking. 

The argument of complex relationships with dynamics that incentivize or constrain 

politicized behavior is premised on the conceptualization of public pension systems as one 

component of a larger institutional order.  The dynamics are vulnerabilities within the makeup of 

public pension systems that will uniquely impact these systems as part of the corpus of the 

bureaucracy in its entirety.  These dynamics should also be considered beyond their individual 

characteristics but also as triggers within the institutional arrangements that can impact 

interactions, relationships, and the degree of politicization of public pension systems.  Why does 

all of this matter?  Politicized behavior has the potential to warp priorities and thereby impact 

policy outputs.  Based on these dynamics and constraints we now can try to predict the type of 

politicized behavior that may result. 

2.7 Politicized Behavior: Expectations 

Absent the few members on public pension boards who are elected political officials, it is 

anticipated that the politicized behaviors expected here will largely be driven by policy 

preferences and issue promotion rather than individual electoral gains.  Partisanship has 

generally been interpreted through two frames in political science research.  First, it is reflective 

of political interests that are “endogenous to governance or electoral cycles,” including party 

identification and loyalty (Fiorina 2003; Nie et al. 1979; Green et al. 2004).  Second, it serves as 

a proxy for ideological beliefs, or a predictor for preferred outcomes along policy issues 

(Abramowitz and Saunders 1998, 2006; Converse 1964).  For the purposes of this dissertation, 

the latter is the most relevant interpretation of partisanship.  Because ideological scoring of board 

members and private citizens is unavailable, partisanship serves as a proxy to anticipate preferred 
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policy outcomes of public board members and informs their motivations for certain behaviors.  

Behavior is the resulting agendas, policies, or strategies of the public pension board.  That said, it 

is expected that where boards are more partisan (in either Democratic or Republican directions), 

there will be differences in the behaviors that they express given funding, investment, and 

corporate issues.  The premise of the traditional belief that public pension systems are reactive 

bureaucratic entities that passively invest for the benefit of the public sector workforce ignores 

the possibilities that the motivations and constraints previously discussed could also be driven by 

ideology or partisanship.  If, in fact, it is found that partisan leaning boards evidence different 

types of behaviors, the outputs of these behaviors should be considered public policy.   

In order to gauge the full extent of the institutional dynamics that govern public pension 

systems, as well as the varying incentives and constraints behind different policies, it is 

hypothesized in the theoretical model that politicized behavior will evidence itself in three ways 

based on the chief responsibilities public pension systems have, the external pressures that they 

confront, the roles that they play within government and the market, and the governance 

structures under which they operate.  It is expected that the degrees of politicization will vary 

among funding, investment, and corporate behaviors, thereby providing points of comparison 

and a spectrum of influence from which we can anticipate political and policy outcomes.   

The aforementioned dynamics of internal and external actors are all important factors in the 
complex environment in which a board must operate.  More specifically, these dynamics are 
filtered into a system where the board is specifically concerned with key constituencies, their 
interests, and the salience of relevant policy issues (Gormley 1986).  Like Gormley’s 
complexity/salience typology, these factors all provide different incentives for boards to 
participate in the policymaking process and the board factors serves as the mediating variable for 
expected outcomes.   
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Table 2.2: Constituency and Board Factors that Lead to Expected Outcomes 

Behavior Constituency factors Board factors  

Constituency Stakes Salience Board 
Constraints 

Board 
Governance 

Variation 

Expectations 

Funding Beneficiaries 
 
 

High: payout 
of benefits 
 
 

High 
 
 

High as a result 
of fiduciary 
responsibility 
requirements 

Both Republican 
and Democratic 
leaning boards 
likely to be 
equally active, 
with similar 
concerns 
 

low levels of 
politicized 
behavior (i.e., 
funding levels and 
unfunded 
liabilities, with 
some variation 
over time for short 
term gains 
especially during 
periods of severe 
fiscal stress) 
 

Elected officials High: make 
up for deficits 
or fund 
alternative 
programs 

Vary: Blame 
avoidance 
depending on 
constituency 
(raising taxes – 
taxpayers; or 
cutting public 
pensions – 
public sector 
workers) 

Taxpayers High: when 
tax increases 
are required 
to 
compensate 
for deficient 
contributions 
 

Low 

Investments Beneficiaries Low: returns 
on investment 

Generally low 
unless unions 
are strong and 
exert pressure  
 

Moderate—
cannot violate 
fiduciary 
responsibilities  
 
 

Democratic boards 
likely to be most 
active on 
environmental and 
social issues 
reflecting both 
political and 
constituency 
pressures 
 

Moderate 
politicized 
behavior conforms 
with ideological 
preferences on 
environmental and 
social priorities, 
concentrated in 
Democratic 
leaning boards 
 
All types of boards 
may address 
Governance 
issues; little 
partisan variation  
 

Elected officials Moderate: 
worth it as a 
second best to 
traditional 
policymaking 

Moderate 
salience, only 
for Democrats 

Activists High 
symbolic 
(low tangible) 
 

High 

Corporate Beneficiaries Low Low: not 
transparent 

Low 
 

Democratic boards 
likely to be most 
active, reflecting 
responsiveness to 
activists 
 

Highly politicized 
behavior with 
Democratic 
leaning boards 
most active 
 

Elected officials 
 

Varying: 
issue 
dependent 
 
 

Vary 

Activists Highly 
symbolic 
(low 
tangibles) 

High 
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2.8 Politicized Behavior: Funding  

 As Table 2.2 demonstrates, I believe partisans (in both directions) will evidence different 

funding tendencies as compared to more neutral boards because of the possibilities that such 

large state assets have to alleviate financial burdens, promote preferred agendas, and advance the 

objectives of policy-promoting board members and their political allies.  These tendencies are 

likely driven by immediate gains that are then reinforced by the attenuated costs of pension 

politics.  In particular, these dynamics speak to the concerns of political officials who can 

achieve short term gains of opening up available funds or offsetting financial crises without 

feeling immediate sacrifices. 

 One potential source of politically motivated incentives for underfunding is in immediate 

benefits for elected officials that can be achieved by diverting employer contributions, or monies 

of the state.  Researchers have noted that underfunding the public pension system by decreasing 

the required contributions of the employer is beneficial to both sides of the aisle in the short 

term.  Democrats can use monies that are reallocated for the promotion of preferred programs 

and enhanced welfare services, while Republicans can use the increase in available funds to 

decrease taxes (DiSalvo 2018).  Moreover, given the involvement of localities, in addition to the 

state, partisans can argue that a decrease in employer contributions, or underfunding the pension 

system, equates to mandate relief for cash strapped municipalities.  Short-term gains from 

underfunding are not only measured in terms of the monies diverted, but also the ways in which 

politicians and their proxies can benefit from appeasing special interest groups that may 

otherwise raise alarm at unmet pension obligations.  Anzia and Moe argue that the presence of 

union members on the board has led to the finding that an increase in these types of members 

leads to increased benefits and services to beneficiaries at the expense of the solvency of the fund 
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(Anzia and Moe 2017).  In effect, the authors argue that because pensions are guaranteed by law 

and cannot be retroactively diminished, special interest groups and members of the board that 

represent them, are more concerned with increasing the short-term legislative or policy agendas 

of their organizations because pensions must be paid even if there is not adequate funding.    

 The finding from Anzia and Moe demonstrates how the short-term gains implicit in 

pension funding policy also dovetail with the long-term consequences that are offset by virtue of 

pension politics more generally.  With respect to public pension politics, it is commonly 

understood that one of the key attributes that has the potential to drive politicization, particularly 

in the interests of elected officials, is that the consequences for poor funding are felt over the 

long-term, or by the next generation, and therefore political officials do not perceive electoral 

gains from responsible funding practices.  Anzia and Moe characterize it as, “politicians gain 

support of public workers and their unions by offering generous pension benefits – and they can 

gain further, with voters at large, by not requiring governments to make the high annual 

contributions necessary to fully fund those benefits.  This way, they keep current government 

costs artificially low; they keep voters in the electoral blind spot, unaware of the true cost 

burden; and they make the generous pension packages seem eminently affordable.  The true 

costs will eventually come due.  But this won’t happen for decades, when other politicians and 

taxpayers are responsible for the bill” (Anzia and Moe 2017).   

 Importantly, this argument supposes that public pension boards will pursue politicized 

agendas where their elected constituency, or allies, has the highest to lose or gain given the 

financial condition of the state.  However, this argument overlooks the statutory and legal 

constraints related to underfunding, as well as the blame avoidance considerations that some 

politicians will likely feel with respect to pressures exerted by the core constituency of 
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beneficiaries as well as taxpayers (Weaver 1986).  Table 2.2 notes that the stakes are high for the 

constituency of beneficiaries for whom board members remain ethically and legally responsible.  

Low funding implicates the solvency of the fund, and as such, also impacts the direct financial 

health of retirees and future retirees.  With respect to taxpayers, I believe that Anzia and Moe are 

correct to the extent that pension politics remain low in salience, however, there is likely a 

threshold at which underfunding triggers public attention and that is tied to legal and accounting 

standards to which public pension funds must conform.  When underfunding has the potential to 

implicate tax hikes, it is likely that the balance of constituency interest will moderate board 

behavior. 

In addition, there is a rebuttal argument to consider as to why one may expect partisans 

and neutrals to engage in similar approaches to funding and avoid politicized behaviors.  Absent 

their overarching fiduciary duties to maintain responsible funding levels as well as state laws 

governing certain funding policies, there is significant signaling power in the reputation of a 

well-funded pension system.  With respect to public pension systems, the board must be 

cognizant of the multiple principals they are perceived to serve including beneficiaries, state 

political officials, and the greater public.  Arguably, public pension systems are evaluated by 

these principals based on generalizable traits and behavior, namely their reputation for being 

responsibly managed.  This reputation is most often premised on measurements of fund 

solvency.37  Daniel Carpenter and George Krause define this conception of organizational 

reputation as, “a set of beliefs about an organization’s capacities, intentions, history, and mission 

that are embedded in a network of multiple audiences” (Carpenter and Krause 2012; Carpenter 

 
37 Note, Romano also presents an idea that personal reputational interests are important to trustees with 
political affiliations because politically driven actions, such as supporting in-state development or 
preferred projects may provide short-term political advantages (Romano 1995).  Note, this argument is 
distinct from organizational reputation as used here.  
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2010).  For the authors, it is the means by which a bureaucratic agency achieves autonomy and 

protection from the interference by external audiences, but also is speaks to the “legitimacy of 

the state” (Carpenter 2001; Moynihan and Ingraham 2010; Skowronek 1982).   

As previously discussed, given the highly technical areas within which public pension 

systems operate, they are often outside of the scope of continuous monitoring by oversight 

entities such as the legislature or even the executive, and are only the object of focus in crisis 

events – such as pension raids and underfunding.  These examples are significant as both crisis 

events involve underfunding or shortchanging the pension system.  In light of this, it is expected 

that all types of boards will be cognizant of their reputation as a well-managed financial system 

and will perceive benefits from responsible funding policies and their connection to mitigating 

some of the aforementioned external constraints.  To that end, a reputation for being well-funded 

will bolster the credibility of the fund as a market actor and speak to responsible management of 

the state’s largest asset, an important cue to the overall operation of state financial policy which 

partisan and neutral board members will both likely value.  Thus, it is expected that partisan 

boards will have funding policies that are different from more neutral boards in light of potential 

short-term gains.  Nevertheless, I expect that the differences will not be as significant as other 

types of politicized behaviors.  

2.9 Politicized Behavior: Investment  

 Socially responsible investment strategies are the source of much of the public debate 

surrounding pension fund activism and fiduciary obligations.38   On the one hand, stakeholders 

 
38 The definitions for socially responsible investing, sustainable and responsible investing, environmental, 
social, and governance (SRI) investing, and economically targeted investing (ETI) do not have a uniform 
meaning across the literature.  The IRS defines economically targeted investments as those “that are 
selected for the economic benefits they create in addition to the investment return to the employee benefit 
plan investor” (29 CFR 2509).  For the purposes of this paper, “socially responsible investments,” and 
“environmental, social and governance related investments (ESG),” will be used interchangeably. 
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argue that pension systems should promote investments for the public good, while others, 

including beneficiaries, argue that the fiduciary obligations of board members require them to 

exclusively focus on financial returns.  Environmental, social, and governance (ESG) investment 

agendas allow investors to prioritize certain types of holdings based on their connection to a 

company’s policies on human rights, labor conditions, and environmental policy, among other 

things.  Because many of the categories of ESG investments fall into politically charged issue 

areas, they have the potential to prime partisan preferences and become the focus of partisan-

driven investment strategies.    

 To date, most of the literature related to ESG investments has looked at the measure of 

political influence of the board and the relationship it has to the market performance of these 

holdings, which is generally found to be insignificant (Kiewet 2014; Brown et al. 2012; Hoepner 

and Schopohl 2015).  Theoretically, the focus of this type of inquiry is problematic.  Because 

public pension funds have such diverse holdings, valued at such a high sum, and have the tools 

to amortize debt over long periods of time, it is unlikely that the performance of these types of 

investments – which are generally a small share of the entire portfolio - will be meaningful or 

shed light on their relationship to board preferences.  In fact, I would argue that the actuarial 

methods utilized by these types of systems would likely make the performance aspect of these 

investments moot (i.e. smoothing techniques).39  Prior research has supported this point.  In 

analyzing the potential for underfunding, research from the Rockefeller Institute, noted that asset 

smoothing along with amortization periods and discount rates were all tools pension funds could 

 
39 This argument also supports the notion that beneficiaries will have low stakes in ESG investment 
priorities.  As Table 2.2 demonstrates, beneficiaries are largely concerned about funding status and 
available monies to pay benefits.  Inasmuch as ESG investments cause alarm with respect to their 
estimated returns, they will be relevant.  However, because they are such a small portion of quite 
extensive portfolios, the salience for beneficiaries is low. 
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utilize to minimize impacts (Boyd and Yin 2016).  Asset smoothing is a way public pension 

funds recognize recent investment gains or losses by incrementally disbursing them over several 

years which “forestalls sharp contribution increases or decreases in the first few years” (Boyd 

and Yin 2016).  Instead, I think that the important question to answer with respect to ESG 

investments is the extent to which funds prioritize them as preferred holdings.  Put another way, 

states and the politicians who run them, signal their values when they put their money behind 

certain programs.  As a result, there are likely higher stakes for these politicians to pursue 

politicized investments, as well as issue-driven activists who would prefer their promotion. 

 In bureaucratic theory, the budgetary control hypothesis posits that political officials 

control bureaucratic agencies by cutting the appropriations for non-preferred or rogue agencies 

and increasing the budgets of those they value.  In turn, bureaucratic agencies respond by 

decreasing performance outputs when they are faced with budget cuts and alternatively, 

increasing performance after funding increases (Weingast and Moran 1983).  Daniel Carpenter 

used a theory of adaptive expectations to modify the hypothesis and argue that instead of the 

traditional conceptualization of sterile adjustment by agencies to budgetary changes, they instead 

use these budgetary changes to gauge political perception of agency performance and anticipate 

ongoing budgetary challenges (Carpenter 2006).  In effect, control over agency budgets is more 

than just financial allocations by political officials but is a signaling device by which agencies 

learn their preferences.  Similarly, public pension systems have the potential to use their 

investment power, akin to a budgetary allocation, to not only signal their policy priorities but 

also to cue external actors such as activists or private industry, as to the types of policies board 

members prefer as an alternative.  Given the alignment of ESG investment agendas with many 

partisan priorities, I would not only expect that partisan boards will have a higher concentration 
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or overall average number of these holdings as compared to more neutral boards, but that 

Democratic boards will likely have the most. 

In addition to the signaling value of ESG investments, there is also an argument to be 

made that public pension boards, as potential arms of partisan appointing authorities, can 

circumvent highly polarized and politically tumultuous legislatures and pursue long-term agenda 

setting through the promotion of investments in preferred industries and sectors.  Previous 

literature has addressed the potential motivation behind social and political investment strategies.  

Langbein et al. wrote, “it is vital to understand that, almost by definition, the causes that are 

grouped under the social-investing banner are those that have failed to win assent in the political 

and legislative process” (Langbein, et.al. 1980).  While the answer to this particular research 

question is beyond the scope of this research design, it raises an important note about the 

significance of investment policy and may inform the motivations of elected officials in 

promoting ESG investments to boards (see Table 2.2).  If you look at government grants or 

appropriations in state budgets as one-shot investments, they pale in comparison to the 

investment opportunities that pension systems have and their ability to drive long-term 

promotion of sectors and industries they prefer. 

 In light of the signaling and industry promotion potential that ESG investment has, I 

believe that partisan boards will likely devote more of their portfolios to these types of holdings 

as compared to neutral boards and that this will likely be Democratically driven.  ESG 

investments are organized along platforms that generally overlap with Democratic priorities, 

including human rights, labor standards, climate change, and diversity within corporations.  As 

such, it is likely that Democratic boards are more likely than Republican ones to ideologically 

align with the goals of these investment agendas, and as such, prefer them more. 
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 With that said, an important caveat to the partisan motivations that may drive ESG 

investments is the fact that they also serve important financial functions, particularly for public 

pension systems.  Research has highlighted the unique positioning within the investor landscape 

for public pension systems as promoters of socially responsible investment strategies or 

environmental, social, and governance (ESG) agendas because of the long-term agendas they use 

to evaluate holding performance and profitability.  Unlike typical private investors, public 

pension systems are concerned with the projected returns that a holding has over a long period of 

time (20-25 years), rather than the short-term returns that may be achieved (Hebb 2008).  As 

such, public pension funds can not only use ESG indicators as a means to promote partisan 

agendas, but more technically, they are efficient “proxies for long term performance” or a 

corporation’s mitigation of ongoing risk.40  While these considerations may impact neutral board 

promotion of ESG investments within their portfolio, I believe that the ideological/partisan 

benefits of ESG investment agendas, particularly their signaling power, will have a significant 

and positive relationship with the degree of Democratic partisanship on the board. 

2.10 Politicized Behavior: Corporate  

 The importance of signaling in the calculus of partisan boards is not only significant to 

investment behavior, but perhaps more to corporate behavior.  Corporate behavior, or more 

appropriately phrased, corporate engagement, can evidence itself in a number of ways but is 

generally characterized by shareholder activism, private negotiations, and media campaigns led 

by public pension boards to change company policies from within.  While these are premised on 

a range of topics, they generally focus on many of the same categories as ESG investments – 

 
40 As is noted in Chapter Four, I do not believe that all ESG investments will be viewed in the same 
manner across Democrats and Republicans.  For example, there is extensive financial literature to support 
the notion that corporate governance impacts returns, and therefore, I expect both types of partisans to 
prefer this investment type over neutral boards. 
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social, environmental, and governance policies.  The tools utilized by public pension funds 

however, vary dramatically and are expected to be related to the partisanship of the board and the 

activists with whom they are engaging.  Tessa Hebb has very convincingly characterized these 

tools and related activism as a hierarchy of steps that range from the easiest/less costly to the 

most complex/costly (Hebb 2008).  She lists them as follows: “(1) develop a policy statement; 

(2) identify areas of major concern in corporate governance, environmental and/or social 

conduct; (3) develop proxy voting guidelines and vote proxies in a manner that addresses 

concern: (4) take membership in coalitions of institutional investors; (5) where relevant, include 

formal codes of governance, social and environmental conduct that addresses these concerns in 

proxy voting guidelines; (6) engage company officials on extra-financial issues identified above; 

(7) consider extra-financial factors in investment selection and monitoring; (8) consider extra 

financial factors in fund management selection and monitoring; (9) relationship investing; (10) 

propose minority shareholder resolutions and develop Focus Lists” (Hebb 2008). 

 Hebb analyzed the rise of these types of activist strategies in light of the constraints that 

institutional investors face when evaluating whether to divest in certain corporations – arguably 

the first evidence of politicized investment and corporate strategy used on a widespread basis.  

According to Hebb, pension funds cannot easily sell off stocks in the ways that activists, 

politicians, and even policy-driven board members would like because: (1) pension funds 

typically hold large amounts of public equity that make them highly sensitive to market 

fluctuations; (2) they have increasingly begun to utilize passive stock indexes which prohibit 

them from easily divesting certain types of holdings; and (3) complete divestiture or selling 

stocks, can result in lower prices which conflicts with their overarching fiduciary duty (Hebb 

2008).  In turn, she argues that public pension systems have turned towards the hierarchy of 
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corporate activism (Hebb 2008).  I agree.  Moreover, I believe that these types of strategies will 

have a relationship to more partisan boards because the intentions driving their use are more 

symbolic than financially driven.41  As such, I believe that the stakes and salience will be quite 

low for key constituencies, but will be of primary importance to issue-activists and issue 

stakeholders. 

 Although related to ESG investment agendas, the corporate activism explicitly used in 

this context is exclusively focused on messaging rather than financial activity.  As will be 

explored in later detail, a number of the corporate strategies that are utilized by public pension 

boards are only persuasive and non-binding on the targeted corporation and do not relate to the 

immediate value or quantity of holdings the pension fund has.  Instead, these types of activities 

allow public pension funds to signal their preferences to the corporation and other shareholders 

and provide an initial step in the agenda setting process.  This is akin to research that has argued 

that political officials use symbolic gestures to signal their priorities and allow constituencies to 

gauge whether their concerns are being met, even when it is not done in a substantive way 

(Edelman 1964; Ewick and Sarat 2004).  Here, the constituency is likely issue-driven activists 

who are looking to pension funds to change corporate policy from within.  If one were to 

calculate a cost benefit analysis in light of these considerations, I believe that corporate activism 

will likely not only be driven by partisan boards, especially Democratic ones, but will be 

exclusively utilized by them.  

  

 
41 It is likely that Hebb would disagree.  She argues that corporate governance has been linked with 
performance over time and motivates public pension fund activism in this regard (Hebb 2008).  While my 
proposition does not discount this, I also believe that the symbolic and reputational gains that public 
pensions benefit from with respect to these activities outweigh the long-term financial calculations that 
may inform this type of strategy.  
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CHAPTER 3 
 

AN EMPIRICAL TEST OF PUBLIC PENSION SYSTEM FUNDING 
 

In 2014, New Jersey Governor Chris Christie was sued by the board overseeing the 

Public Employees Retirement System claiming that his failure to honor state commitments to the 

fund impaired their fiduciary duties (Marcus 2014).  The lawsuit was premised on a 2011 

political compromise that Christie made with the Democratically-led state legislature to increase 

payments to the fund in exchange for passing legislation that raised the retirement age from 62 to 

65 and mandating enhanced employee contributions (Marcus 2014).  However, in 2014, the 

Governor diverted a total of $2.4 billion that was allocated for pension obligations in order to 

pay to balance the budget after revenue shortfalls (Marcus 2014).  When responding to the 

controversy, a statement by the trustees of the state’s three pension funds, the Public Employees’ 

Retirement System, the Police and Fire Retirement System, and the Teachers’ Pension and 

Annuity Fund stated, “the funding problems of the pension funds are, to quote the governor 

himself, the fault of prior administrations.  And now, by scrapping his own promises while 

demanding sacrifices from public workers, the governor has claimed this breach of faith as his 

and his alone…the governor’s sins of political expedience have now been visited on the active 

and retire employees and their families, who seek only the deferred compensation earned through 

a lifetime of loyal service” (Marcus 2014). 

In 2015, a New Jersey Superior Court ordered Governor Christie and the state legislature 

to restore $1.57 billion that was owed to the pension funds (Associated Press 2014).  In her 

ruling she wrote that the State could not be allowed to “simply walk away from its financial 

obligations” (Id.)  Notably, the Governor responded in starkly partisan terms.  His office stated, 

“once again, liberal judicial activism rears its head with the court trying to replace its own 
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judgment for the judgment of the people who were elected to make these decisions” (Id.).  In an 

highly unusual precedent, the Supreme Court of New Jersey considered the State’s appeal and 

ruled that the governor and the legislature could not establish a legally enforceable contract for 

greater pension funding - a key feature of the 2011 law -  because it required voter approval (Id.).  

In the majority opinion, Justice LaVecchia described the “loss of public trust” and “broken 

promises” as “staggering” (Seidman and Hanna 2015). 

In general, not all disputes over pension funding resolve themselves in favor of state 

leaders as they did in New Jersey, but they are almost certainly as contentious.  For example, 

public workers have protested underfunding in Kentucky and Colorado in 2018, including 

teacher walkouts in both states that closed schools (Associated Press 2018).  Above all other 

issues, public pension funding has received considerable attention in light of the fiscal 

difficulties that states and localities have encountered, the ongoing graying of their populations 

and the demands they present, as well as the shortages that have resulted from economic 

downturns.  Cascade effects have the potential to exacerbate these pressures when debts from 

previous generations have accumulated over time, demands for pensions have increased with 

waves of retirements, and the pool of state resources is continuously stretched.  These 

compromising scenarios can have serious impacts on the financial security of public sector 

workers but also the state in general.  Public pension benefits, paid through the fund to qualifying 

beneficiaries, are an economic promise that states make to their workers that can dictate their 

financial security, standard of living, and even life expectancy. As such, one of the most 

important points of inquiry in public pension fund governance and its impacts has been, and 

continues to be, the relationship between board governance and funding. 
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3.1 Public Pension System Organization and Their Governance Bodies 

The governance bodies of public pension systems are important bureaucratic institutions 

and the individuals who staff them should also be considered significant policy influencers.  In 

order to examine this proposition, I will utilize an original dataset collected across twenty-six 

self-managed public pension funds over ten years to examine a key variable of interest – a 

measure of the political influence in public pension fund governance boards by system and year.  

The twenty-six plans are comprised of all state-level, internally managed public pension systems 

who have 13-F filings with the Securities and Exchange Commission (SEC) from 2007-2017.42  

This original dataset includes background information of board members such as financial 

expertise, main occupation, public service, self-identifying partisanship, union membership, and 

whether they are a beneficiary of a public pension system, among other things. 

Organization of public pension governance boards varies widely across, as well as within, 

states and includes differences across various important indicators including the number of 

members of the board, membership requirements, how authority is delegated, and appointment 

or election authority.  Within the dataset utilized, the total membership of governance boards 

ranges from one elected official for the New York Common Retirement System (NYCRS) to the 

seventeen member Kentucky Employees’ Retirement System board.  Even the sheer number of 

appointees on a board is not without controversy – in the ten-year period of examination for this 

project, the membership of the Kentucky Teachers’ Retirement System changed from a nine-

member board to an eleven-member board.  Even more, the Kentucky Employees’ Retirement 

System changed twice from an original nine-member board, to a thirteen-member board in 2013 

 
42 Pursuant to the Securities and Exchange Commission (SEC), institutional investment managers who 
exercise investment discretion over $100 million or more in securities must report their holdings through 
the 13-F quarterly disclosures that are contemporaneously updated on a public maintained by the SEC. 
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through legislation,43 and finally to seventeen members in 2016 by way of Executive Order.44  

The additional members of the board were all designated as gubernatorial appointees. 

Of the twenty-six systems in the dataset, two systems have a governance board that is 

solely comprised of politicians.  Although one system includes the New York State Common 

Retirement System (“NYCRS”) which as stated only includes one member – the Comptroller of 

the State.  The other state, Florida, has a State Board of Administration that includes the 

Governor as the Chair, the Chief Financial Officer of the state, and the Attorney General.  As 

trustees of the Board of Administration, these political officials have ultimate oversight over 

investment strategy and management but delegate everyday authority to the Executive 

Director/Chief Investment Officer.  As Figure 3.1 demonstrates, all of the remaining boards 

have, on average, less than half of the board membership as sitting elected officials.  

Interestingly, eleven of the boards surveyed had an average of zero elected officials on their 

boards.45   

 
43 During the 2013 fiscal year, the Kentucky General Assembly passed Senate Bill 2 (S.B. 2), which 
among other pension reform measures, required the payment of the full actuarially required contribution 
rate, established limits on the granting of cost of living adjustment, required the last participating 
employer to pay the actuarial costs of “pension spiking,” established a Pension Oversight Board, and 
expanded the board of trustees from nine to thirteen. 
44 In Kentucky, the Democratic Attorney General Andy Beshear has filed a lawsuit to block the Executive 
Order of the Republican Governor reconstituting the membership of the Kentucky ERS board. 
45 Averages of board membership are calculated using the adjusted board total which takes into account 
vacancies by system and year. 
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Figure 3.1: Average Percentage of Elected Officials on Each Board 
 

 
Nevertheless, as shown in Figure 3.2, when the number of politicians of the board is combined 

with the number of members whom elected officials have the power to appoint – otherwise 

referred to as their proxies46 - the total average of elected officials and their proxies of each 

board increases the number of boards with complete political membership to seven boards. 

 
46 It can be argued that the use of the term “proxies” implies that there is a close monitoring by the 
appointing authority.  While that may be true, the term as used here should be interpreted to mean 
someone who has been appointed by, or has a political relationship with, an elected official.  This does 
not equate to a continuous relationship or active monitoring. 
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Figure 3.2: Average Percentage of Elected Officials and their Proxies on Each Board 
 

 
As Figure 3.2 shows, appointing power is vital for representation on a public pension 

board.  When political membership is solely measured as the number of political officials who 

are board members, approximately 40% of the boards were seemingly apolitical.  However, 

when political proxies, or appointees of political officials are introduced, ten of the boards 

increase in the percentage of the board that is politically affiliated, with only one system 

remaining at no political membership (Michigan Municipal).  Notably, Figure 3.2 also 

demonstrates, that when political proxies are taken into account, seventeen of the twenty-six 

boards have 50% or more of their membership constituted by political officials or their proxies, 

as opposed to the two systems in Figure 3.1.  Beyond these figures, what is not captured in this 

basic description of political officials and their proxies, are self-identifying partisans that may 

also be on the boards as well.  Through the background information gathered in the original 

dataset, political officials, their proxies, and self-identifying partisans are all included in the 

measure of the key independent variable of partisanship-lean of the governance board.  
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Alternatively, “neutral” or “unaffiliated” board members should be interpreted as a board 

member with no political affiliation, self-identifying statements, affiliations, or a relationship 

with political officials.   

This is an important distinction and sets the partisanship measure used here apart from 

previous studies.  Prior research has included partisans as only those members who are elected 

officials or appointed by elected officials (Brooks 2017; Hoepner and Schopohl 2015).  This type 

of measure does not capture those members who may be overtly partisan but are on the board by 

virtue of membership election.  While critics may argue that this type of interpretation lends 

itself to a more inclusive measure of partisanship, it is arguably based on more accurate 

characteristics of individual board members and recognizes that those who were previously 

considered unaffiliated may actually have strong partisan preferences.  Thus, if it can be shown 

that partisan board members act in different ways than neutral board members, there will be 

significant insight into how the constellation of these factors may help predict certain policy-

making behaviors of these systems. 

As noted previously, the controversy in Kentucky was not solely about the expansion of 

the retirement board, but also the appointing authority for the additional members - the power of 

which Figures 3.1 and 3.2 highlight.  Importantly, the Governor in Kentucky began the efforts of 

reconstituting the board after a number of controversies surrounding the management and fiscal 

perils that the state faced due to mounting pension costs (Cheves and Brammer 2016).  At the 

time when the political battle began in Kentucky, the number of state retirees outnumbered 

active workers and caused widespread concern about the financial stability of the public pension 

funds (Cheves 2017).  The variation in the ratio of workers to beneficiaries, as well as the 

aggregate membership of these systems, as Kentucky demonstrates, is one of the key indicators 
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of the strength of the public pension system (both in membership as a constituency and fiscal 

solvency) and varies significantly across states and time.4748  Across the systems surveyed, the 

system with the lowest average number of active employees was 11,490 workers (Michigan State 

Employees), and the largest system in terms of average number of active employees was 881,799 

workers belonging to the California Public Employees’ Retirement System (CalPERS).  The 

system with the smallest average number of retired workers was Washington State with 25,734, 

while the largest maximum average was CalPERS’ 569,893.  Between 2007 and 2017, four 

 
47 There is an argument that the significance of aggregate membership will depend on whether the plans 
offered are defined benefit plans versus defined contribution plans.  A defined benefit plan is an employer 
sponsored retirement benefit that includes employer contributions, and a benefit upon retirement that is 
calculated based on a number of factors including years of service and age.  In contrast, a defined 
contribution plan is an employer sponsored retirement benefit that includes employer contributions into a 
401(K), or similar, account and a benefit upon retirement.  The key difference between the two are that in 
the defined benefit plan, the risk of underfunding falls on the employer to make up any deficits (notably 
for governmental employers this is often through taxation), as opposed to a defined contribution plan 
where the risk falls on the employee, in a manner akin to private-sector pensions.  While some public 
pension funds have begun to shift from defined benefit plans to defined contribution plans, or a hybrid of 
both, the predominant model remains defined benefit (see Matkin and Chen 2015).  Thus, for the 
purposes of this examination, the argument will focus on defined benefit plan characteristics and 
assumptions.  
48 With respect to states in this dataset, all of the states included are defined benefit plans with the 
exception of the following: Alaska (defined contribution (DC) for employees enrolled after July 1, 2006), 
Florida (optional hybrid/DC plan), California (mandatory hybrid plan), Colorado (optional hybrid/DC 
plan), Louisiana (mandatory cash balance plan), Michigan (mandatory defined contribution plan for 
employees enrolled after March 1997), Ohio (optional DC plan), Kentucky (mandatory cash balance 
plan), Virginia (hybrid for all employees enrolled after January 1, 2014), Alaska (defined contribution), 
Texas (mandatory cash balance), Utah (mandatory hybrid plan), Washington (optional hybrid plan) 
(NASRA 2014; NCSL 2012).  For the purposes of this examination, arguments regarding state monetary 
obligations are generally more applicable to defined benefit plans, however, states have only begun to 
implement hybrid or defined contribution plans and likely have preexisting defined benefit plans that 
remain relevant. 
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systems in the dataset had, on average, more retired workers than active workers in their system.  

 

Figure 3.3: Average Number of Workers by System Over Time 

 

Figure 3.3 shows that Alaska49, Louisiana50, and both the Michigan State Employees’ Retirement 

System51 and the Michigan Municipal Retirement System52 had more retired workers than active 

 
49 In July 2016, Alaska closed the defined-benefit component of their retirement offerings and 
implemented a defined-contribution retirement program for all new hires beginning July 1, 2006.  Despite 
aggressive campaigns to repeal the law by organized labor, it has remained the policy in the state (Shepro 
2012). 
50 In Louisiana, public sector workers were required to enroll in a mandatory cash balance plan for any 
employee joining after July 1, 2012.  Cash balance plans are generally constructed as an individual 
account for the employee where the employee and the employer both contribute monies and the member 
cannot choose how the money is invested in a similar fashion to a defined benefit plan.  However, upon 
retirement, the member receives an annuity based on the balance of the account (NCSL 2012).  To that 
end, however, the reduction in the active workforce has been attributed to Governor Jindal’s efforts to 
privatize many of the governmental sectors, which led to a reduction in the state workforce from 93,500 
workers in 2008, to 62,000 employees in 2014 (Associated Press 2014). 
51 In Michigan, the Legislature established a mandatory defined contribution plan for state employees 
joining after March 1997.  The closed defined benefit plan which covers all state employees hired prior to 
April 1997 is non-contributory (NCSL 2012). 
52 Unlike the Michigan State Employees’ Retirement System, the Michigan Municipal Retirement System 
sponsors a defined contribution plan as an alternative retirement benefit to participating employers 
(NCSL 2012). 
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workers on average.  Kentucky Employees’ Retirement System had a close average where over 

the ten-year period there were approximately 42,000 active employees versus 34,000 retired 

employees. 

 One of the key takeaways from the average numbers of both active and retired workers in 

these systems is the sheer population size of the active and total membership that they capture.  

For example, Figure 3.3 demonstrates that CalPERS boasts the largest average active 

membership of all of the systems at 881,799 workers.  Based on estimates by the Census Bureau, 

this is more than the total population of four states.  The combined membership of active and 

retired members of this system is approximately 1.45 million members, which exceeds the total 

population of eleven U.S. states (Census Bureau 2018).  Moreover, when CalPERS is combined 

with its sister fund, CalSTRS, which is responsible for the management of monies for the state 

teachers, the total average of active state workers covered by the state pension funds increases to 

1.3 million workers, and the average number of retirees increases to 825,506.  Active and retired 

workers in California, from these two systems alone comprise about 5.4% of the total population 

of the state. 

Translated into monetary strength, the total net assets of the systems averaged from 2007-

2017 was approximately $1.479 trillion.  In comparison, the New York Stock Exchange is 

estimated to be worth approximately $30.1 trillion based on the market capitalization of its listed 

companies.  As such, public pension systems, in this dataset alone, would constitute approximate 

5% of the overall worth of the New York Stock exchange.  Based on the previous description of 

some of the controversies surrounding the Kentucky Employees’ Retirement System it should 

not be surprising that among those states analyzed, it averaged the lowest in net assets at $3.5 
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billion.  In contrast, CalPERS and CalSTRS again totaled the highest in average net assets with 

$251.35 billion and $166.8 billion, respectively.53 

3.2 Data Sources and Model Specification 

In this chapter, I will test hypotheses about the relationships between funding and the 

organization of the governance bodies of twenty-six state level self-managed public pension 

systems from twenty states over ten years (2007-2017).54  Funding behavior, which has been the 

most researched aspect of politicized behavior of public pension governance boards (Matkin et 

al. 2016; Mitchell and Smith 1994; Yang and Mitchell 2004), will be measured through long-

term and short-term solvency measures to not only isolate whether funding levels are different 

across various types of boards,55 but also whether certain types of funding strategies are 

prioritized. 

I test my hypotheses by using data collected from a number of sources including the 13-F 

public equity filings that are available through the Securities and Exchange Commission 

 
53 The total net assets in this dataset averaged approximately $1.479 trillion.  As an additional point of 
comparison, it is estimated that Vanguard funds, or the largest provider of mutual funds in the United 
States which are considered the gold standard of most 401(k), IRA, and managed portfolios, are estimated 
to be worth over $5.3 trillion in asset value (Vanguard 2019).  
54 The twenty-six plans are comprised of all of the state-level, internally managed public pension systems 
who have 13-F filings over the ten-year period identified for this project.  The only exception is the 
Michigan Municipal Retirement System that was created to manage the local units of government for 
Michigan municipalities.  While there are individual municipalities that may have qualifying filings (i.e. 
New York City), there have been arguments that the political concerns of municipal versus state funds 
will diverge based on their ability to declare bankruptcy (Moe and Anzia 2013; Paisley 1985).   
55 Critics may argue that there is a possible spurious correlation here in that some other factor may be 
driving politicized boards and poor solvency.  Some researchers have posited state corruption as a 
possible alternative however, these are less than convincing.  Much of the prior research has focused on 
the magnitude of corruption in a state as a proxy for politicization of a pension board as it relates to 
pension fund performance and solvency.  This has been estimated in varying ways including the number 
of convicted state politicians divided by the total population in a state in the previous year (Bradley, et. al. 
2016), as well as the number of local, state and federal politicians convicted for corruption related 
offenses divided by the population (Hoepner and Schopohl 2015).  While corruption measures focus the 
inquiry of pension performance on intent, they do not narrowly reflect political motivations for non-
financially driven investment policy.  . 
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(SEC),56 indexes and ratings from the MSCI ESG database, as well as governance and system 

information from the Public Plans Database provided by the Boston College Retirement Center 

which contains the plan information for over one-hundred and fifty state and local plans 

spanning the years 2001 to the present.57  I have restricted the sample to large state pension funds 

that have internal managers, consistent with prior research, so the data is subject to comparison 

across studies, and mitigate bias.58  Municipal funds are included in the possible sources of 

investment data, however, there have been arguments that the political concerns of municipal 

versus state funds will diverge based on their ability to declare bankruptcy (Moe and Anzia 

2013; Paisley 1985).59  As such, I have excluded singular municipalities from my analysis except 

for the Michigan Municipal Retirement System which manages the funds of municipalities in the 

aggregate and arguably has less risk of bankruptcy impacting fund solvency and management. 

I have compiled an original dataset on the governance boards of the twenty-six boards of 

interest by surveying the Comprehensive Annual Financial Reports (CAFRs) of the pension 

plans with supplemental data from the websites of the pension systems and press releases and 

articles regarding individual pension board member biographies.  This new dataset has over two 

thousand eight hundred individual-level observations on board members of the largest public 

 
56 Pursuant to the Securities and Exchange Commission (SEC), institutional investment managers who 
exercise investment discretion over $100 million or more in securities must report their holdings through 
the 13-F quarterly disclosures that are contemporaneously updated on a public website maintained by the 
SEC. 
57 System level membership and asset information in the previous section also utilized information from 
the Public Plans Database. 
58 It has been argued that pension plan data should also be restricted to the portion of public plan 
managers that internally manage their holdings because those plans with external managers may have 
headquarters outside of the state and as such, the results of any political bias may not be correlated with 
in-state motivations (Hoepner and Schopohl 2015). 
59 Moe and Anzia argued that political bias may not be applied in the same manner to investments by 
local governments versus state governments because localities can declare bankruptcy – a process that can 
implicate pension fund responsibilities and the amount of risk they are willing to take on (Moe and Anzia 
2013). 
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pension systems in the United States measured through a board and year unit of analysis.  State 

pension plans, as opposed to other pension systems, are exempt from federal oversight under the 

Employee Retirement Income Security Act of 1974 (ERISA), which increases variation across 

governance composition, state-imposed constraints, as well as fiduciary duties that are defined 

by state law.60   

The independent variable of interest for this project is the partisanship-lean of the public 

pension system governance board which can vary to include elected officials, active and retired 

politicians, and appointees of political officials.  Beyond this, many board members who are 

elected through membership of the system or as representatives of retirees also have public 

information or statements that evidence their partisan preferences.  While, previous literature has 

measured partisanship of the board by capturing the percentage of the board that is current 

politicians, former politicians and ex officio appointees (Brooks 2017), or even those affiliated 

with lobbying/contribution activities (Bradley et. al. 2016), these analyses have not expanded 

this measure to in-depth individual analysis of self-identifying partisanship that could impact the 

overall composition of the board and its political sensitivities.   

Instead, I have conducted biographical research into political appointment information, 

self-identifying information, as well as public statements to try to accurately assess individual 

partisan leanings of board members – particularly of those board members who are not political 

officials or are appointed by them.  This is based on an important assumption: board members 

are bureaucratic insiders.61  Given the importance of these boards, it is intuitive that appointment 

 
60 Section 4(b)(1) of ERISA provides that Title I of ERISA does not apply to an employee benefit plan 
that is a “governmental plan” which is defined as “a plan established or maintained for its employees by 
the Government of the United States, by the government of any State or political subdivision thereof, or 
by any agency or instrumentality of any of the foregoing” ERISA 3(32). 
61 The concept of board members as “bureaucratic insiders,” or known entities within the political system, 
and its subsequent implications, is explored in Chapter Five. 
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or election to the board is not only individually prestigious but may be effectuated through 

preferential treatment as a result of political connections or affiliations.  Board members who are 

not appointed by political officials, or are not elected officials themselves, will likely have 

political ties and involvement that promote them to a place of consideration for board member 

status.  This context is also important to the overall calculation of politicization of the board. 

 As such, party affiliation or partisanship has been assigned based on the following 

measurements: (1) political officials or appointed members of an administration (often the 

Governor) are catalogued based on their party identification or the administration they serve; (2) 

members of the board who are not members of an administration but who are appointed by a 

political official are catalogued based on the party identification of their appointing authority;62 

(3) individual board members, particularly members who represent beneficiaries of the fund 

(often appointed through elections within the membership) were publicly searched and assigned 

a partisan identification if there was self-identifying information through press releases or 

interviews by the board member, or if they have previous service working for, or as, a political 

official. 

 If we are to return to the theoretical model underlying this project, the governance body 

itself is the main independent variable of interest.  To measure the degree of partisanship on the 

board, I will use the partisan-lean of the board which is measured from negative one to one and 

is calculated as the number of Democratic board members minus Republican board members 

over the total number of partisans.   

 

 
62 This is consistent with previous political science research that assumes that political appointees will 
often align their voting or policy stances with the appointing authority.  A prime example can be found in 
the attitudinal model of judicial decision-making (Segal and Spaeth 2002). 
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𝑃𝑎𝑟𝑡𝑖𝑠𝑎𝑛𝐿𝑒𝑎𝑛𝑖𝑛𝑔 = 	
(𝐵𝑜𝑎𝑟𝑑123 − 𝐵𝑜𝑎𝑟𝑑526)
(𝐵𝑜𝑎𝑟𝑑123 + 𝐵𝑜𝑎𝑟𝑑526)

 

 
Figure 3.4: Partisan-Lean Variable 

 
 
Thus, a negative measure of partisan-lean will indicate a more Republican board while a positive 

measure will indicate a more Democratic board.  Put another way, a positive change in one unit 

of the partisan-lean variable will indicate a change from a board with zero partisans to a board 

that is comprised of all Democrats.  In addition to this measure, I have included individual 

calculations of the percentage of Democrats over the total board as a robustness check for the 

partisan-lean variable.63   The differences in the two measures is in the denominator and this 

choice was intentional.  A measure isolating partisan lean as a proportion of the number of 

partisans on the total board provides insight into the politically sensitive board members, as well 

as the overall direction and relationship of these members to their fellow partisans.  The 

percentage of Democrats over the total board will not only show the direction of partisanship but 

will also provide a point of comparison in the total board membership including nonpartisans.  

While I would expect both the partisan-lean variable and the percentage of Democrats of the 

total board to go in the same direction, I would not expect them to have the same significance 

given the incorporation of unaffiliated members in the gross board total, thus allowing me to 

determine how much influence unaffiliated members have as well.  I have also included 

alternative model specifications using the partisan-lean variable with a control for the percentage 

of unaffiliated members to determine whether it will have an influence on the relationship given 

 
63 Note, “total board” was measured as the total number of board members adjusted for vacancies so it is 
measured as the true total board by system and year.  
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that the index is not measuring for the size of the unaffiliated cohort in each board (see 

Appendix). 

3.3 Controls 

 As shown in Figure 2.1 in Chapter Two, there are various types of internal and external 

constraints that must be considered when trying to isolate the associations between the 

partisanship of governance boards and potentially politicized behavior.  First, the following will 

provide important board-level controls that I have utilized in the models contained herein 

including controls for members who are retirement fund beneficiaries or those who have 

financial expertise.  These controls represent board characteristics that are expected to have 

internal impacts on behavior.  Second, while the models in this chapter will utilize state fixed 

effects to account for in-state variation, it is important to discuss some of the most significant 

underlying state-level factors that may influence pension board behavior in order to fully 

understand the many relevant constraints and their context.  As such, I have also included 

explanations of some of these common explanatory measures that have been used in multiple 

regression analysis of pension board behavior. 

Internal Control Variable: Retirement Beneficiaries 

Mitchell and Hsin acknowledge that members of the board who are retirement 

beneficiaries may have different investment preferences than otherwise non-conflicted board 

members (Mitchell and Hsin 1994).  They note that while this has not been examined in the 

public context, there is evidence in the private sector that plan beneficiaries invest more 

conservatively than professionals (Mitchell and Hsin 1994).  It is expected that beneficiaries of 

the retirement system will have incentives to ensure that the fund is invested in this manner, 

particularly on a long-term basis so that there is adequate funding to pay out benefits – a 
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consideration that could personally impact them.  To control for this, I have constructed a 

variable to account for participation in any public retirement system in the state as I believe that 

even if participation is in a separate system (for example, a member of a state teachers’ 

retirement system is a board member for the employees’ retirement system), there will be 

concern that all of the public retirement systems are managed responsibly.  To that end, there is 

anecdotal evidence to believe retirement systems within a state are often operated and managed 

in cooperation ,or even coordination ,with one another and mimic policies and share similar 

constraints. 

Internal Control Variable: Financial Expertise 

In contrast to the argument that those members who have a personal stake in the 

responsible operation of the fund – i.e. beneficiaries – there is a plausible argument that the 

complexities and technicalities of investment and funding of a pension system require expertise 

beyond that of a lay person and could influence how a board member approaches the 

management and investment of fund monies (Mitchell and Hsin 1994).   

This assumption, as well as the reasoning underlying state reactions to public pension 

crises which generally includes increasing the number of board members with financial 

expertise, highlights the importance of controlling for this type of background as it would be 

expected that they would have specialized knowledge that would inform their behavior.  As such, 

I have created a control for the percentage of the total board with financial expertise.  This was 

calculated by including any persons with a finance or accounting degree, persons who by the 

nature of their employment have a financial background (for example, a state treasurer), as well 

as those who were directly appointed to fill this board requirement.  While critics may argue that 

politicians, such as Treasurers, Comptrollers, Auditors, and the like, are not professionally 
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required to have financial expertise, and may utilize the position for a stepping stone to higher 

office, I believe it is appropriate to include them in the financial expertise classification as they 

likely have sophisticated finance staff assisting them in performing their duties – including that 

of an ex-officio board member – and they likely gain financial savviness beyond a lay person 

over the course of their tenure in the position. 

Internal Control Variable: Union Membership and Union Influence 

Table 3.1  shows special interests as measured specifically by public sector unions.  As 

has been considered in previous research, despite the labor, fiscal, and tax implications of public 

pension fund policy, their politics typically fall in the “electoral blind spot” in light of the 

concentrated group of beneficiaries – state workers - and the lack of salience in political 

discourse (Moe and Anzia 2014; see also Bawn et a. 2012).  Given these considerations, the 

special interest groups that arguably have the highest stakes are public sector unions which, in 

many states, represent the majority, if not entirety, of the beneficiary pool.   

 Ten states of the twenty states analyzed in this project are not right-to-work states as 

compared to seven states that are.  Three states, including Kentucky (2017), Michigan (2012), 

and Wisconsin (2015), changed their laws within the ten-year time frame to enact right-to-work 

provisions.  The following chart shows the range of public sector workers that are members of a 

union:64 

 

 

 

 
64 Data is taken from Barry T. Hirsch and David A. Macpherson, "Union Membership and Coverage 
Database from the Current Population Survey: Note," Industrial and Labor Relations Review, Vol. 56, 
No. 2, January 2003, pp. 349-54 (updated annually at unionstats.com).  Also, note that “membership” is 
distinct from the percentage of workers who are “covered” by a public sector union. 
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Table 3.1: Public Sector Membership as a Percentage of the State Workforce 

State Membership 
(% of total public sector 

workers) 
Alabama 28% 
Alaska 51% 
Arizona 18% 
Florida 26% 

California 56% 
Colorado 22% 
Kentucky 20% 
Louisiana 13% 
Michigan 52% 

New Jersey 60% 
New Mexico 16% 
New York 70% 

Ohio 43% 
Oregon 54% 

Pennsylvania 52% 
Texas 16% 
Utah 15% 

Virginia 11% 
Washington 52% 
Wisconsin 38% 

 
 
Public sector unions have multiple incentives.  These include, but are not limited to, ensuring 

that there is adequate funding of pensions (particularly for defined benefit plans), as well as 

delivering promises to their membership (through enhanced benefits or tier levels).  Because of 

these multiple incentives, there is reason to believe that there will be individual as well as 

institutional union influence that will impact board behavior.  

It is expected that union strength in a state will make a board more sensitive to union 

pressures.  In part, previous analyses of public pension fund governance studies have criticized 

the lack of acknowledgement of public union density in the state as an important factor that 

could impact behavior, particularly funding.  Matkin writes, “the conventional model also 
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oversimplifies the importance of public employee unions.  Measures of [general] union density 

are not able to pick up the relative clout of a public safety union compared to a general employee 

union, for example” (Matkin et al. 2016).  I agree with these authors and expect that public union 

density would more accurately capture the sector interested in pension politics as these are the 

workers who are members and beneficiaries of these funds.  In turn, I would also expect the 

board to be more sensitive to union pressures and demands in states where public sector union 

density is higher.  

State-Level Factor: Legislative Professionalism 

As noted previously, the funding of the public pension system is part of the executive 

budget process.  A professional legislature, with dedicated staff focused on budgeting and 

revenue, will have a more in-depth understanding of the long-term financial arguments behind 

funding the public pension system and will inform legislative positions during the budget-

making process and during negotiations over bills that may constrain public pension boards or 

raid pension funds.  To that end, legislative professionalism has been used in previous research 

to show a negative relationship (p>0.10 level) with lower unfunded pension liabilities (Coggburn 

and Kearney 2010). 

State-Level Factor: Social Security Coverage 

In some states, pension fund beneficiaries are also able to enroll in Social Security.65  

First, it is likely that those states that opted into the Social Security program were more inclined 

to support retirement programs and as such, promote the public pension system within the state 

 
65 NASRA estimates that 25-30% of state and local employees do not participate in Social Security.  
According to them, “In most cases, the pension benefit—and required contribution—for those outside of 
Social Security is greater both than the typical benefit and the required contribution for those who do 
participate in Social Security.”  (see: 
https://www.nasra.org/files/Issue%20Briefs/NASRAContribBrief.pdf). 
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through adequate funding.  Second, as noted in previous research, in the states where the 

government does not participate in the Social Security system, there is more pressure to provide 

more generous pension benefits to account for this difference (Coggburn and Kearney 2010).  

The expectation with respect to funding is similar to that posited by Coggburn and Kearney, 

where those states without Social Security coverage will have lower funding levels in order to 

currently provide more expansive programs and benefits to beneficiaries so as to compensate for 

the lack of additional coverage.  Third, those states with more expansive benefit programs, such 

as those whose beneficiaries have supplemental Social Security coverage, will likely engage in 

less activist policies because they are perceived as being riskier investments in conservative 

communities and will likely face more criticism from beneficiary groups.   

State-Level Factor: Unemployment 

Unemployment has been commonly used as a proxy for state fiscal health.  Where there 

is poor fiscal health one could anticipate that the pension system will be at risk of underfunding 

given the constraints on public monies.  This will be particularly relevant in states that tie 

employer contributions to the executive budget process, or appropriations from the general fund.  

As such, it is plausible that unemployment, as a proxy for state fiscal health, would have an 

impact on the dependent variables measuring funding.  To that end, many of the so-called “sin” 

policies that become the subject of social investment agendas (i.e. guns, fossil fuels, tobacco) are 

often very stable holdings.  As such, poor state fiscal health could impact the willingness of 

public pension plans to consider freezing or divesting from these assets and would likely have a 

relationship with the dependent variables measuring investment behavior. 
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State-Level Factor: Gridlock 

In an interview with staff from the Washington State Investment Board they opined that 

one of the reasons that public pension system activism has increased over time is that activists, 

and the public at large, are disillusioned by the political process and increased partisanship and 

polarization.  The staffer said, “I have talked to various peers at other funds and industry groups 

and everyone agrees that the more there is a logjam of divisiveness on the policy side, then 

organizations need to go somewhere with their advocacy and the large institutional bloc is their 

strategy and in some cases has been successful for their groups.”66  We also know from prior 

research that polarization has the potential to impact state fiscal policy and outcomes (Shor and 

McCarty 2011).  Moreover, gridlock specifically has been argued to decrease policy-making 

opportunities (Mayhew 1991; Fiorina 1992) and increase tendencies to find alternative 

mechanisms for policymaking, including the bureaucracy (Brooks 2017).   

State-Level Factor: Party of the Governor 

Generally, retirement systems are within the executive branch of government and the 

party of the Governor can influence how much pension fund contributions and politics are 

prioritized.   I would expect that the party of the Governor will not only have a relationship to 

dependent variables measuring funding, where Democratic Governors, typically those of large 

states with a high union presence, will likely increase funding to public pension funds as opposed 

to Republican Governors who may have less pressures to do so.  Also, I would expect that 

Democratic Governors, more than their Republican counterparts, will promote pension fund 

investment in socially responsible platforms that align with partisan agendas, whereas 

 
66 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 



 

 73 
 

Republican Governors will likely have less opportunities to align partisan preferences with these 

types of investment strategies. 

State and Year Fixed Effects 

I have used a multiple regression analysis with state and year fixed effects to control for 

unobserved in-state variation over time.67  This will account for the state-level characteristics that 

have been discussed previously, as well as other state factors that remain unaccounted for which 

have the possibility to lead to omitted variable bias.  Critics of this approach may argue that a 

network analysis of public pension systems within a schema of government institutions would be 

instructive.  While this indeed could be interesting for future research, the point of inquiry here is 

the relationships of concepts rather than actors.  More precisely, the relationships between public 

pension systems are not the focus of this research, but rather the comparisons of public pension 

systems over time, and their intra-state dynamics, are the substantive points of comparison.  To 

that end, a network analysis would present issues when focusing on these actors as the subjects 

of interest as the connections between the actors in network analysis are difficult to interpret.   

Given the types of systems that I am examining, I would expect that observations may be 

correlated across time.  In order to account for this, I have used robust standard errors to adjust 

for possible heteroskedacity in the regression models and account for any correlation between 

independent and dependent variables over time.  Further, I used clustered standard errors by 

retirement system to account for the fact that there may be historical or institutional practices or 

knowledge for which I should account.  For example, a long-standing member of a system’s 

 
67 Although I believe that fixed effects, particularly by year, is appropriate given the secular effects of 
polarization, critics may argue that states will likely not change that much over time.  In order to account 
for this critique, I have run models with only state fixed effects as a point of comparison for the funding 
models.  While the models do indeed show little differences across the three main measures of funding, 
lending support to the exclusion of year fixed effects, theoretically, I believe that the significance of 
polarization, particularly over the period that I have studied (2007-2017) should caution for inclusion.   
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governance board may have his/her current experience impacted by their earlier tenure or the 

information they have gained over time.  To that end, plan policies and procedures are likely to 

change gradually, if at all, and can impact current behavior.  This will also be captured by 

clustering at the plan level (Brooks 2017). 

3.4 Analysis and Results 

Overarching Hypothesis: Partisan Boards Will Have Lower Levels of Long-Term and Short-

Term Funding as Compared to More Neutral Boards 

Much of the political science research to date has focused on funding presumably 

because it is the easiest dependent variable to measure and is the most direct assessment of 

whether the board is fulfilling its responsibilities (i.e. to ensure that beneficiaries can be paid).  

This is not the whole story.  First, funding is representative of the power of the state workforce 

and is also important to the reputation of the public pension system.  As has been noted by 

previous research, a focus on funding as a dependent variable is important because underfunding, 

to a certain degree, is more of an issue for government-sponsored plans (Hsin and Mitchell 

1994).  In part, this is because reporting and reserve requirements are different for public plans 

versus private plans, and the actuarial accounting methods utilized by state plans allows for 

greater flexibility – and even strategy – to minimize contribution requirements during times of 

fiscal stress (Chaney et al. 2002; Eaton and Nofsinger 2014; Hsin and Mitchell 1994).   

As noted, I have measured the independent variable of analysis as the partisan-lean of the 

board (see above) with a robustness check of the percentage of the total board that are 

Democrats.  The partisan-lean variable is on a scale of negative one to one with negative one 

equating to a total Republican board, a zero as a nonpartisan board, and a one as a total 

Democratic board.  The percentage of Democrats are measured from zero to one.  Given the 
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calculation of these terms, I would expect that there will likely be variation around key 

thresholds in board membership, and that increases across these measures will have 

disproportionate relationships with the dependent variables, particularly around nonpartisan 

boards (zero), or when majorities are at stake (around 50%).  An example is illustrative.  A one 

or two percent increase to a board with 49% total Democrats is likely going to be much more 

significant than a one or two percent increase to a board of 51% total Democrats.  Thus, based on 

the ways in which these variables are calculated, I would expect models of their relationships to 

show curvature in their plotting and will require a polynomial term to capture this relationship. 

Matkin et al. lodge significant critiques at the “conventional model” approaches that have 

tried to link financial performance of the pension fund with board composition.  The authors 

identify four key critiques of the conventional model of public pension system literature in the 

United States: (1) the conventional model assumes that pension fund performance is primarily 

the function of the political environment without considering other environmental conditions of 

the financial market; (2) the conventional model assumes that the institutional environment is 

exogenous to financial performance; (3) the conventional model assumes a direct relationship 

between the political economy and the financial performance of public pension systems without 

considering the constraints of political actors; (4) the conventional model assumes a 

simultaneous or near simultaneous relationship between the political economy and financial 

performance without incorporation of any lagged effects or time (Matkin et al. 2016).   

While the model proposed in this analysis attempts to address the important institutional 

concerns that these critiques raise, including constraints imposed by branches of government, as 

well as a mutual relationship rather than reactionary one, lagged effects are arguably not relevant 

for the financial measures at issue here.  In the first set of tests, I analyze the relationships 
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between the partisanship of the board and measures of solvency.  The dependent variables, 

including the funded ratio, actuarially accrued liability, and the percent of the actuarily required 

contribution paid are all reported annually as part of pension funds’ accounting obligations.  

These dependent variables are based on assessments of the fund that the board has the ongoing 

power to adjust.  In the second set of tests I look at the environmental, social, and governance 

(ESG) holdings of these public pension funds as a proportion of their portfolio.  If the research 

questions focused on the performance of these holdings, which requires an assessment over time, 

lagged effects would be appropriate.  However, the central question here is the relationship 

between the board and the amounts of specific holdings, which again, the board has the ongoing 

power to adjust. 

Long Term Solvency: Funded Ratio 

The funded ratio is the most common and reported measure of long-term solvency of a 

public pension system and is equal to the actuarial assets divided by the actuarial liability. Public 

pensions systems can calculate this in different ways, including the market value of assets rather 

than the actuarial accrued value of assets.68  The Governmental Accounting Standards Board 

(GASB) requires the use of actuarial accrued values which is consistent with the reported data 

that is used for all of the plans tested here which ensures consistency in the reported figures.     

 
68 New GASB rules regarding the reporting of funded ratios was implemented in 2014.  Prior to that date 
the traditional rules, as articulated under GASB 25 used actuarially accrued values (including smoothed 
assets and projected long-term returns for discounting), however, under GASB 67, plans began reporting 
their assets according to market value (Munnell and Aubry 2016).  To that end, projected benefit payment 
calculations were modified to include discounts that reflected the expected return for liabilities that were 
projected to be covered by plan assets and the return on high-grade municipal bonds that would be 
covered by other resources (Id).  As Munnell and Aubry note, the impact of these changes was that the 
annual reporting of these systems showed an overall decline in returns rather than the unusually strong 
returns reported despite poor stock market performance (Id).  All plans switched to this mode of reporting 
and I therefore do not expect that the plans will have differential reporting methods which would impact 
results. 
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This is not to say that these figures are not without issues.  In general, reporting of the 

funded ratio only provides a “snapshot” of the plan status at the time of reporting (Boston 

College Retirement Center 2019) and Aubry, Crawford, and Wandrei argue that it does not 

segregate problematic financial trends that underlie the aggregate number (Aubry, et al. 2018).  

For example, the authors segregated one hundred eighty plans in three categories of funding 

status and found that the differences in the top two high performing public plans, as compared to 

the bottom third, were inadequate contributions, determined by the average government 

contribution compared to the amount needed to cover accruing debts and unfunded liabilities 

over thirty years, and poor investment performance as opposed to heightened benefit levels (Id.).    

In the same vein, the use of the funded ratio, as well as the following financial measures 

of unfunded liability, and the percentage of the actuarily required contribution, are ratios which 

often make it difficult to determine what is driving the result – the numerator, denominator, or 

both (Matkin et al. 2016).  As Matkin et al. argue, this would not be problematic if either the 

numerator or the denominator was stable, but that is not the case. (Id.)  The authors explain 

through a useful example, “if researchers…find that governments with higher capital debt 

burdens have less solvent public pensions, it is not clear whether the finding is due to a tendency 

to underfund the pension systems to service capital debt payments (reducing the numerator of the 

funded ratio) or because of a tendency to create larger pension liabilities (increasing the 

denominator), or both” (Matkin et al 2016).  While these measures do have some inherent 

concerns, when examined in combination with each other, they provide an important overall 

perspective of how different boards may be managing their assets and the overall stability of the 

fund. 
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Hypothesis One: Systems With Partisan Leaning Boards Will Have a Lower Funded Ratio as 

Compared to Those With Nonpartisan Leaning Boards   

 It is expected that partisan leaning boards will have lower funded ratios as compared to 

nonpartisan boards given competing political pressures to allocate much needed monies to other 

public programs or short-term interests.  Table 3.2 indicates that Democratic-leaning partisan 

boards are actually associated with a lower funded ratio, even though the results are not 

significant for both the partisan index and the raw measure of the percentage of Democrats on 

the board.  To that end, Table 3.2 shows that Republican-leaning boards are associated with a 

higher funded ratio, but the results are similarly insignificant. 
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Table 3.2: Regression of Partisanship Measures and Their Relationship to Funded Ratios 
of the Systems 

 (1) (2) (3) (4) (5) 
VARIABLES Funded Ratio Funded Ratio Funded Ratio Funded Ratio Funded Ratio 
      
Partisanship -0.0963 -0.104    
 (0.113) (0.115)    
(Partisanship)B 0.00539 0.0197    
 (0.0810) (0.0858)    
%Democrat   -0.0668   
   (0.0661)   
(%Democrat)B   -0.00651   
   (0.0475)   
%Republican    0.0676  
    (0.0836)  
(%Republican)B    -0.0548  
    (0.0923)  
%Unaffiliated  0.0428   -0.0929 
  (0.0418)   (0.100) 
(%Unaffiliated)B     0.150 
     (0.0997) 
%Board - Union 
Members 

0.0739* 0.0749* 0.0825** 0.0920*** 0.0756* 

 (0.0380) (0.0433) (0.0320) (0.0320) (0.0371) 
%Board – 
Financial 
Expertise 

-0.107 -0.0886 -0.118* -0.131 -0.0850 

 (0.0701) (0.0661) (0.0679) (0.0802) (0.0574) 
%Board - 
Retirement Fund 
Beneficiaries 

0.388** 0.380** 0.359** 0.375* 0.379** 

 (0.185) (0.177) (0.170) (0.183) (0.174) 
Constant 0.364** 0.344** 0.405*** 0.373** 0.380** 
 (0.152) (0.163) (0.128) (0.155) (0.148) 
      
State and year 
fixed effects 

X X X X X 

Observations 2,828 2,828 2,828 2,828 2,828 
R-squared 0.870 0.871 0.873 0.870 0.872 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Interestingly, Table 3.2 shows that none of the partisan measures, nor unaffiliated measures, are 

statistically significant with respect to the funded ratio. 

This finding is supported by previous research that has also found little connection 

between politicization and funded ratios.  Brooks used information from boards across one 

thousand state plans between the years 2001 and 2011 (Brooks 2017).  Importantly, he did not 

account for dual preferences of active or retired board employees as both appointees/nominees 

for designated positions, and perhaps partisan relationships as well – which was done here.  

Instead his measure of politicization singularly designated a position as one to fill a statutorily 

designated role (i.e. retiree/active member) or those appointed by a political official or reserved 

for ex-officio members as a percentage of the total board (Brooks 2017).  As such, his measure 

would be less sensitive to politicization or partisan-lean than the one utilized here and the 

measure here would have likely found a relationship where his would not.  Thus, the similar 

findings in both models bolsters the point that there is not a significant relationship to the funded 

ratio. 

Brooks also found that boards with more active employees have higher average funded 

ratios overall (Brooks 2017).  While the direction of these results contrast with alternative 

research that has found that employee trustees have a negative relationship to funding levels 

(Schneider and Damanpour 2002; Hsin and Mitchell 1997), what is important is that all findings 

provide insight into what may be driving funding trends of the board – characteristics of board 

members that are unrelated to partisanship.  As Table 3.2 indicates, there is evidence to support 

the argument that these factors may matter.  For these purposes, with all else being equal, both 

the percentage of union members on the board and the percentage of members who are also 

beneficiaries of a public retirement system lead to significant increases in the funded ratio.  
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Long-Term Solvency: Unfunded Liability 

 An alternative measure of long-term solvency is the unfunded actuarial accrued liability 

which is equal to the actuarial accrued liability minus actuarial assets.  Put another way, the 

unfunded actuarial accrued liability is equal to the present value of all of the future benefits and 

payouts which are discounted by using the plan’s assumed long-term investment return.  In 

effect, this is what the pension plan owes and has not funded (Matkin et al. 2016).  In order to 

account for varying fund sizes, unfunded liabilities have been compared as a function of 

population size, general revenue, or other common denominators (Matkin et al. 2016).  Here, I 

have measured the unfunded actuarial accrued liability as a function of the total number of 

members of each pension system, including actives and beneficiaries, to account for these 

differences across states.  Data was obtained from the Public Plans Database and the variable is a 

reflection of assets calculated using actuarial techniques that smooth out gains and losses over 

time which may vary across plans (Public Plans Database 2019).   

Hypothesis Two: Systems With Partisan Leaning Boards Will Have Higher Unfunded Liability 

as Compared to Those With Nonpartisan Leaning Boards 

 In the same vein as the funded ratio, the measure of unfunded liability as a function of the 

total membership of each retirement system, does not have a significant relationship to the 

partisanship index or any of the measures of specific partisans on the board.  The polynomial 

measure of unaffiliated members, however, shows a significant negative relationship to unfunded 

liabilities at the (p<0.05) level.   
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Table 3.3: Unfunded Liabilities (USD) of Partisan Boards Weighted by Total Membership 
of the Pension System 

 
 (1) (2) (3) (4) (5) 
VARIABLES Unfunded 

Liability 
x10000 

Unfunded 
Liability 
x10000 

Unfunded 
Liability 
x10000 

Unfunded 
Liability 
x10000 

Unfunded 
Liability 
x10000 

      
Partisanship -3.542 1.753    
 (19.66) (20.11)    
(Partisanship)B 27.32 16.85    
 (20.72) (22.93)    
%Democrat   22.64   
   (19.21)   
(%Democrat)B   -9.429   
   (18.06)   
%Republican    4.113  
    (17.97)  
(%Republican)B    8.174  
    (16.85)  
%Unaffiliated  -31.18***   11.19 
  (10.90)   (22.79) 
(%Unaffiliated)B     -46.98** 
     (20.50) 
%Board - Union 
Members 

-45.98** -46.69** -50.78** -51.83** -47.87** 

 (19.03) (19.01) (19.40) (19.30) (17.62) 
%Board – 
Financial 
Expertise 

-10.69 -23.75* -4.640 -10.17 -22.68* 

 (15.54) (12.84) (12.27) (9.904) (11.05) 
%Board - 
Retirement Fund 
Beneficiaries 

-74.50*** -68.64*** -66.20*** -70.27*** -68.71*** 

 (25.40) (17.59) (22.94) (21.32) (15.90) 
Constant 107.2*** 122.0*** 96.88*** 99.43*** 112.3*** 
 (27.68) (20.11) (23.61) (23.67) (18.28) 
      
State and year 
fixed effects 

X X X X X 

Observations 2,828 2,828 2,828 2,828 2,828 
R-squared 0.867 0.880 0.869 0.869 0.882 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Figure 3.5: Predicted Probability of Unaffiliated Board Membership and Unfunded 
Liability Weighted by Total Membership of the System 

 
 

Figure 3.5 shows, generally, as the board increases in unaffiliated members, the unfunded 

liabilities decrease.  This lends credence to the previous findings that partisanship does not have 

a relationship with the funded ratio, and that alternative board characteristics may be more 

significant. 

Both the funded ratio, the most common measure of pension fund solvency, and 

unfunded liabilities, provide a check on the findings from a test of the relationship with 

partisanship.  Both confirm previous literature that has not found a significant relationship 

between partisanship, and its various measures, and funding of the pension system (Brooks 

2017).  Importantly, these results support the notion that alternative board characteristics and 

even unaffiliated members, may be driving alternative preferences or policy agendas, and have a 

significant relationship to funding measures in a positive direction.  Similar to the funded ratio, 

when controlling for other things, the percentage of the board members that belong to a union, as 
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well as those who are public pension fund beneficiaries, both lead to a significant decrease in the 

unfunded liabilities.  On its face, this will likely support notions that board members who are 

appointed based on their background, or even just non-political factors, improve the quality of 

the funds.  Alternatively, these findings may also lend credence to theories that beneficiaries and 

active members will have their own varying sets of preferences that could include fiscal solvency 

and the reduction of debt (Brooks 2017).   

Short-Term Solvency: Percent of Actuarially Determined Contribution Paid by Sponsor 

The percentage of the actuarially determined contribution (ARC) funded is a comparison 

of the amount of money that a sponsor actually contributes into the pension fund based on the 

amount determined by professional actuaries to be necessary to fund the plan on a sound basis -  

which is often over a period of 20-30 years.69  Importantly, this is a measure of sponsor behavior 

rather than fund behavior.  To that end, actuarial responsibilities are institutionally organized in 

various ways across systems – with some who have internal staff that set required contribution 

rates and others who have external state actuaries or bureaucratic agencies that fulfill these roles.  

The ARC’s are calculated in such a way to put a plan “on the path to full funding” (Munnell and 

Aubry 2016).   

The Boston College Retirement Center again warns that plans do not calculate these 

contribution requirements the same way – in part, because they account for the amount needed to 

finance benefits accrued each year but also, the amount to amortize unfunded labilities from 

previous years as well (Boston College Retirement Center 2019).  Thus, these figures may not be 

 
69 The GASB replaced ARC standards with Actuarially Determined Employer Contribution (ADEC) 
guidelines in 2015.  The new guidelines, according to Munnell and Aubry, allowed plans greater 
flexibility to utilize a range of assumptions and methods in calculation as well as incorporate statutory 
contribution rates, where applicable (Munnell and Aubry 2016).  The authors concluded that though the 
reporting systems were different conceptually they did not appear to be “consequential” in reporting over 
time (Munnell and Aubry 2016).  See: https://crr.bc.edu/wp-content/uploads/2016/06/slp_50-1.pdf 
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comparable (Id.).  Given the other measurements utilized here, the analysis included below 

should be treated as a general inquiry that in the future would require specification of individual 

thresholds for each system, absent the Michigan Municipal system for which there was no data 

available.70  

Hypothesis Three: Neutral Boards Will Have a Higher Percentages of the Amount of the 

Actuarily Required Contribution Paid as Compared to Those With Partisan Leaning Boards 

 I expect that neutral boards will have a higher percentage of the amount of the required 

actuarial contributions paid because it is likely that those states that have more neutral board 

appointment schemes have made a conscious effort to depoliticize pension fund operations.  

Where public pension systems have more partisan members, I expect that it is likely that there 

will be more cooperation across boards and state government to effectuate partisan goals.  For 

example, where pension systems share budgetary sources with the rest of the state government at 

large, there will be incentives for more partisan boards to not pressure political entities to make 

their required contributions when they reallocate to programs that can deliver more credit-

claiming opportunities for reelection.  Brooks highlights the motivations driving this type of 

behavior, writing, “unfortunately, pension present governments with a time-inconsistency 

problem: they pass a portion of costs into the future by design.  Although governments need to 

pay these costs eventually, complicated actuarial rules keep visibility low and insulate politicians 

from blame” (Brooks 2017).71 

  

 
70 The decrease in the number of observations is accounted for by the absence of the Michigan Municipal 
plan. 
71 Importantly, in Chapter Five, I find evidence in state case study comparisons that this culture of blame 
avoidance is common across pension systems. 
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Table 3.4: Regression Analysis of Partisanship Measures and Their Relationship to the 
Percentage of the Actuarial Required Contribution Paid by the Plan Sponsor 

 
 (1) (2) (3) (4) (5) 
VARIABLES % ARC 

Funded 
% ARC 
Funded 

% ARC 
Funded 

% ARC 
Funded 

% ARC 
Funded 

      
Partisanship 0.211** 0.211**    
 (0.0886) (0.0966)    
(Partisanship)B -0.154** -0.113    
 (0.0742) (0.0881)    
%Democrat   0.110*   
   (0.0619)   
(%Democrat)B   -0.109   
   (0.0669)   
%Republican    -0.128  
    (0.0864)  
(%Republican)B    0.103  
    (0.0885)  
%Unaffiliated  0.0718   -0.0884 
  (0.0587)   (0.107) 
(%Unaffiliated)B     0.209 
     (0.186) 
%Board - Union 
Members 

0.0768 0.0860 0.0790 0.0673 0.0763 

 (0.0681) (0.0686) (0.0794) (0.0873) (0.0813) 
%Board – 
Financial 
Expertise 

0.0251 0.0320 0.0158 0.0368 0.0355 

 (0.0945) (0.0908) (0.0861) (0.0790) (0.0744) 
%Board - 
Retirement Fund 
Beneficiaries 

-0.0677 -0.104 -0.0516 -0.0743 -0.0917 

 (0.188) (0.174) (0.165) (0.179) (0.154) 
Constant 1.066*** 1.062*** 1.041*** 1.089*** 1.064*** 
 (0.180) (0.177) (0.149) (0.173) (0.160) 
      
State and year 
fixed effects 

X X X X X 

Observations 2,739 2,739 2,739 2,739 2,739 
R-squared 0.537 0.539 0.535 0.537 0.537 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Table 3.4 shows that there is a significant and positive relationship to the percentage of the ARC 

that is funded and the partisanship index.  The polynomial term for the partisanship index is 

significant as well which indicates that this is a non-linear relationship to the amount of the 

required contribution that is paid by the plan sponsor. 

 

Figure 3.6: Predicted Probability of the Partisanship Index and the Percentage of the 
Actuarial Required Contribution by the Plan Sponsor 

 
 
 Figure 3.6 shows that there is a slight increase in the percentage of the ARC that is paid 

by the plan sponsor when the board has a higher percentage of partisans, namely Democrats.  

However, it is important to reiterate the measure of the partisanship index again.  The 

partisanship index is measured as the total number of Democrats minus the total number of 

Republicans over the sum of all partisans (Democrats and Republicans) on the board.  Put 

another way, the partisanship index will increase as the proportion of Democrats to the total 

number of partisans on the board increases.  Thus, the partisanship index will be a more sensitive 
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measure than the percentage of a certain type of partisans over the total board because it does not 

include the influence of unaffiliated board members. 

 That said, the significance of the partisanship index is best explained in light of the 

significance of the percentage of Democrats on the board.  As shown in Table 3.4, as a board 

increases from zero percentage of Democrats on the board to one hundred percent, the 

percentage of the ARC that is paid by the plan sponsor increases by 11% (p<0.1 level).  It is 

likely that boards with more unaffiliated members are likely dulling the effects of Democrats, as 

measured by the number of Democrats over the total board, because Table 3.4 shows that an 

increase in unaffiliated board membership shows a decrease, albeit insignificant, in the 

percentage of the ARC paid.    

 While these solvency findings may seem counterintuitive, as there has been no 

partisanship link between the funded ratio and the amount of unfunded liabilities, the percentage 

of the ARC that is paid is a measure of external behavior – or whether the plan sponsor (the 

government) meets their funding obligations.  As such, what the data shows us is that when 

boards are more Democratic, the government is likely to have higher contribution rates.  While 

the information in my dataset limits my ability to explain this result, I believe that there may be a 

correlation between an increase in the number of Democrats and a relative increase in the 

number of leadership roles Democrats have in government.  Put another way, it is likely that 

boards will become more Democratic because there will be more Democratic appointing 

authorities.  Not only is it likely that Democratic states will have bigger pension systems, a 

higher union presence, and a more active governmental workforce, but also there will be more 

forceful external accountability schemes to pressure them to meet their obligations, whereas 
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Republican political officials and unaffiliated boards will not show significant variance in their 

contribution levels. 

3.5 Conclusion 

In my theoretical chapter, I hypothesized that the short-term political gains presented 

from diverting public pension contributions, and long-term projections of costs that defray 

financial and political criticisms would promote opportunities for politically driven funding 

decisions.  In part, this was based on the expectation that both Republicans and Democrats could 

benefit from diverting monies intended for pension funding for their own partisan ends, 

including policy and program promotion as well as tax relief (DiSalvo 2018).  This expectation 

was premised on political actors being rationally bounded by ideological promotion.  In fact, the 

example in New Jersey at the beginning of this chapter highlights many of these considerations 

and incentives.  While opportunities may in fact present themselves for this type of political 

manipulation, the data analyzed from the twenty-six plans in the dataset suggests that they are 

not often acted upon.  My results indicate that partisanship has a tenuous relationship with 

funding metrics, at best. 

With respect to the two metrics of long-term solvency, the funded ratio and the 

actuarially accrued unfunded liability, both the partisanship measure and the percentage of 

Democrats on the total board yielded no significant results.  In fact, the main conclusion with 

respect to these measures is that board governance does in fact matter, but not with respect to the 

board characteristics I anticipated.  Board members identified through non-partisan indicators 

(i.e. beneficiaries and union members), as well as unaffiliated board members, were the most 

statistically meaningful for an increase in the funded ratio, and a decrease in the unfunded 

liability of the pension fund, respectively.  In part, these findings lend themselves in support of 
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research that has shown that these types of members effectively avoid political pressures and are 

more accountable to the interest of beneficiaries (Hess 2005).  What was not completely shown 

was that partisan boards had a completely negative or positive impact on these measures which 

not only questions, but may contradict, previous research that has found that politically affiliated 

trustees have a negative relationship to funding status (Schneider and Damanpour 2002). 

While the measure for unaffiliated board members could be improved, particularly with 

respect to segregating their sub-board identification (i.e. active members versus retired 

members), the original dataset compiled across these twenty-six plans over ten years is arguably 

the first to account for individual-level identification of board members who may be overtly 

partisan or politically active but not also appointed by a political authority.  I believe that this 

information is important and fills a gap in the literature to date.  As will be explored in the case 

study chapter, many of the board members who find themselves on public pension system boards 

are governmental insiders who are known to political officials, have relationships with them, or 

even head political groups or advocacy organizations.  A blunt accounting of partisanship based 

on appointment authority or elected status will not account for the nuances of these types of 

complex relationships with governmental insiders.  To that end, unaffiliated board members are 

more appropriately assigned in this dataset as opposed to inadvertently including partisan 

members in its calculation.  As such, where there are significant relationships between 

unaffiliated board members and funding metrics, there is less of a risk that partisanship may be 

masked. 

Partisanship was not completely irrelevant to funding behavior, particularly within 

Democratic cohorts.  The relationship between Democratic board members and the percentage of 

the ARC paid showed that the external government – or plan sponsor – was responsive to these 



 

 91 
 

types of boards.  While the percentage of the ARC that is paid is relatively outside of the control 

of the board members themselves, I believe that this result is supportive of the notion that more 

Democratic states will be more financially supportive of public pension funds and public sector 

workers.  In fact, it highlights an important question with respect to the previous literature that 

has found that the number of employee representatives on the board, including union members 

and active and retired workers, leads to lower funding (discount rates) and contribution levels 

(percentage of ARC paid) as conciliation for more preferred benefit enhancements and policies 

(Moe and Anzia 2017).  In fact, what these findings suggest is that partisanship has no 

relationship with long term solvency measures, and in fact, where there is likely more union 

presence – in areas where the board is more Democratic – there is a higher contribution rate. 

Finally, I anticipated that a rebuttal to many of the motivations behind politically driven 

funding behaviors would be mitigated by the reputational advantages that a well-funded system 

has with respect to constituencies, board credibility, and market relationships.  While the 

findings here cannot speak directly to reputation as a key factor, what they do show is that 

partisans do not have the extensive relationship to funding that I hypothesized.  That said, they 

also support further inquiry into why partisans may choose to not engage in more politicized 

funding strategies.  Measuring inaction can be quite difficult with respect to a quantitative 

analysis, however, these findings were important in prompting some of the research questions 

raised in my case study analysis where explanations of these relationships, or a lack thereof, 

could be explained through elite interviews and explanations. 
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CHAPTER 4 
 

INVESTMENT STRATEGIES AND CORPORATE PRESSURES  
AS LEVERS OF POWER 

 

 Ceres is a nonprofit organization that works with investors to establish a network of 

influential groups that have the power to in their words, “advance[e] leading investment 

practices, corporate engagement strategies and key policy and regulatory solutions.”72  Among 

its members are retirement systems or representatives from California, Florida, Maine, 

Minnesota, New York, Washington, Vermont, Connecticut, and Rhode Island.  Importantly, 

Ceres is only one of a number of associations that utilizes the power of institutional investors, 

such as public pension systems, to harness market influence, provide members with information 

and technical guidance, as well opportunities to form coalitions with other investors to 

accomplish the main goal of effectuating preferred policy. 

Inasmuch as participation in associational organizations is a signaling mechanism to 

show who various public pension systems align themselves with and what the shared goals and 

values are, monetary policies and investment agendas also allow these systems and their boards 

to demonstrate their preferred industries and policies writ large.  As explored in the theoretical 

chapter, ESG investments, as well as corporate activism present important opportunities for 

partisan boards to signal their priorities and preferred policies to stakeholders and the public at 

large – particularly with respect to issues that often align with partisan agendas (i.e. labor, human 

rights, environment).   

Most important, unlike funding policies - which are governed by statutory and legal 

requirements - socially responsible investment strategies and corporate activism are optional 

 
72 CERES.  2019.  URL: https://www.ceres.org/networks/ceres-investor-network. 
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behaviors in which public pension board can choose to participate or refrain altogether.  This 

difference is key.  Because these activities are optional, there are arguably fewer external 

expectations that public pension boards will engage in them, but when they do, they should be 

considered to be an informed and intentional assertion of board preference as opposed to mere 

compliance with articulated duties and responsibilities.   

An analysis of the ESG investment agendas of public pension systems, as well as their 

records for shareholder proposals, is expected to reinforce theoretical expectations that there will 

be degrees of participation across public pension plans and that variation will largely be driven 

by partisanship.  Put simply, it is expected that partisan boards will utilize ESG investment 

strategies and corporate pressures to increase their power and legitimacy both within the market 

and with important stakeholders. 

4.1  Environmental, Social, And Governance Investments and Portfolio Allocations 

Much of the literature to date has examined the relationship between investments and 

performance as they relate to board composition.  Of those scholars that have looked at the 

politics of pension funds, it has often examined the relationship between overall fund 

performance and the degree of political influence in governance bodies (Romano 1993, 1995).  

For example, an investigation of twenty pension plans found that plans with higher corruption 

measures were more likely to overweight the stocks of companies that were headquartered in the 

state and were also more likely to hold on to the stocks longer than out-of-state holdings (Brown, 

Pollet and Weisbenner 2012).  Similarly, it has been shown that public pension funds not only 

overweight home-state private equity investments to a higher degree based on state corruption, 

but that they underperform on average (Bradley, et. al. 2015).  Notably, these inquiries focus on 

fund performance as the dependent variable rather than the amount dedicated to certain types of 
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investments.  This is an important distinction.  As explored in the theoretical chapter, if 

investments are chosen based on non-financial indicators – whether they are social, political, or 

even economically targeted – they signal preferences and priorities of state government and 

should be viewed in the same light as differences in budgetary appropriations for preferred 

programs. 

 Hoepner and Schopohl have presented the most relevant, and only, research to date on the 

relationship between board member preferences and ESG asset allocations of public pension 

funds.  The authors looked into the partisan motivations of public pension fund investment 

behavior through an examination of the equity holdings of thirty-one state pension funds in 

relation to the party pressures of a state (Hoepner and Schopohl 2015).  They found that pension 

fund investments in ESG holdings, when measured as a proportion to an entire public pension 

fund’s portfolio, were more likely to be heavily weighted where there were Democratic leaning 

governance bodies rather than Republican leaning governance bodies (Hoepner and Schopohl 

2015).  Interestingly, the authors found that funds with Democratic leaning members showed an 

even stronger ESG preference if the state government was dominated by the Democratic Party, 

whereas funds with Republican members avoided companies with high ESG performance, 

independent of political pressures from state politicians.  The authors concluded that, “we 

interpret these results as indicative that state pension funds incorporate their members’ political 

values and attitudes towards ESG issues into their investment choices. In line with this 

interpretation, we find evidence that funds dynamically adjust their ESG investment approach 

around changes in their members’ political leaning” (Hoepner and Schopohl 2015). 

 While Hoepner and Schopohl offer important insight into the potential for preference-

driven selection of ESG investments, their focus is primarily centered on the political preferences 
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of the fund as a singular entity rather than the governance board as a composition of individuals.  

To that end, the authors use the presidential vote share of the state as a proxy for “fund political 

preferences,” with the assumption that board membership reflects the state’s population, and that 

pension funds are indirectly responsible to the taxpayers of the state and therefore will align with 

those preferences (Hoepner and Schopohl 2015).  At the outset it is important to clarify that the 

authors present a different research question than the one proposed here, however, the 

assumptions they make are still problematic in a number of ways.   

 First, I would argue that the unit of analysis that is most appropriate for measuring 

partisanship preferences and asset allocation is the board rather than the “fund” – or a 

homogenous classification of all of the component parts of the public pension system.  

Governance boards are diverse and do not necessarily reflect the state writ large, or even the 

membership of the workforce covered, particularly when certain educational or experience 

criteria are required, and this broad measure fails to account for the fact that personal preferences 

of board members may drive behavior.  Second, while insightful, the research question that 

Hoepner and Schopohl presents offer insight into whether a pension fund’s asset allocation is 

responsive to overall state partisanship but does not speak directly to the source of these choices. 

With that said, the following section will attempt to clarify whether the primary entities 

responsible for the investment agendas of public pension systems – the governance boards - are 

driven by partisan interests in asset selection, focusing on ESG investments. 

 The data for this section is primarily obtained from the 13-F public equity disclosure 

filings that are public record on the Securities and Exchange Commission (SEC) website.73   I 

 
73 As aforementioned, pursuant to the Securities and Exchange Commission (SEC), institutional 
investment managers who exercise investment discretion over $100 million or more in securities must 
report their holdings through the 13-F quarterly disclosures that are contemporaneously updated on a 
public maintained by the SEC. 
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have collected the investment data of the twenty-six systems included in this project across all 

years available from 2007-2017 from the EDGAR database and the entities and the years of their 

investment disclosures can be found in the Appendix.  The financial value of the investment 

portfolios of the pension systems included in this project vary significantly across states, as do 

the number of filings that are available.74  Previous research has required samples to have a 

certain minimum of consecutive quarterly reports to ensure that there is enough data to establish 

a relationship over time, however, I do not believe there will be significant variation over 

quarters to necessitate this collection and instead have included only annual filings.75  In total, 

the data collected included 134,845 observations with the unit of analysis as stock-board-year.   

I have also obtained the Environmental, Social and Governance (ESG) ratings from the 

MSCI database of all of the currently rated companies. 76  These ratings include the aggregated 

environmental, social, and governance pillar scores.  The MSCI ESG ratings are done through an 

assessment of the exposure to and management of key ESG risks and opportunities across 

approximately 8,600 companies.  Each pillar has a corresponding score that represents the 

 
74 The New Jersey Common Pension Fund files the investments from each of the tiers of its fund (A, B, 
D, E) – in order to capture the full extent of the portfolio, I have combined all of the filings of these funds 
across years. 
75 One study required that the sample have at least 20 consecutive quarterly reports over a ten-year period 
– which resulted in sixteen qualifying plans (Bradley, Pantzalis, and Yuan 2015).   
76 Previous research, including Hoepner and Schopohl utilized the MSCI KLD scores which were 
assessed on a seven-point scale that included community activities, employees’ relations, environmental 
record, product quality, human rights, and corporate governance.  Hoepner and Schopohl argue that using 
the traditional KLD scores had historical ratings that were relevant to their period of inquiry, and they had 
been used in previous literature which allowed it to be compared more easily (Hoepner and Schopohl 
2015).  I have used the ESG ratings scores for a number of reasons.  First, and most important, the new 
ESG aggregate ratings were available to the author and covered the relevant time period.  Second, the 
crux of this line of questioning was to determine the relationship between board preferences and asset 
allocation which seemingly has only been considered by Hoepner and Schopohl.  Thus, a use of the ESG 
aggregate ratings also serves as an important check of these alternative ratings and the findings found in 
their 2015 paper. 
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weighted average of underlying issue scores that are collected through an analysis of company 

filings, board meeting disclosures, government and academic data sets, and media searches.77   

Data limitations with the MSCI ESG database are important to note.  Information from 

the MSCI ESG database was only available in current time and I could not access historical 

ratings.  Arguably, these ratings will likely not change over time to a great extent but there is 

justified criticism that I will be assessing holdings based on the value of their ratings in 2017.  As 

such, this should be considered a preliminary investigation into the ESG holdings of the public 

pension fund portfolios and future research should include historical ratings for a more accurate 

representation.  Moreover, the MSCI database only includes the ratings for 8,600 companies.  

While this is quite extensive, it does not include all of the holdings that the public pension plans 

possess and therefore, leads to a missing data issue.  After all observations were matched to 

available ratings data, the number of investment observations decreased to a total of 134,728 

from 264,910 observations.78  In order to attempt to adjust for this, I measure the dependent 

variable – the weighted average ESG score for the portfolio – as the weighted average of each 

holding measured by the product of the value of the holding and its rating, over the total value of 

all of the ESG investments held by each system in that year.79    

𝑥	Q(𝑊𝑒𝑖𝑔ℎ𝑡𝑒𝑑	𝐴𝑣𝑔. ) = 	
∑ (𝑥(𝑅𝑎𝑡𝑖𝑛𝑔)Y ∗ 𝑤(𝑉𝑎𝑙𝑢𝑒)Y)_
Y`a

∑ 𝑤(𝑇𝑜𝑡𝑎𝑙	𝑉𝑎𝑙𝑢𝑒	𝑜𝑓	𝑃𝑜𝑟𝑡𝑓. )Y_
Y`a

 

 
Figure 4.1: Weighted Average Calculation of Ratings in Portfolios 

 
77 See: MSCI methodology report.  URL: https://www.msci.com/documents/10199/123a2b2b-1395-4aa2-
a121-ea14de6d708a. 
78 Please note that missing values were also apparent for each score that may not have included values for 
certain investments.  Of the three pillar scores, there were ten missing values for the social governance 
pillar score and twenty-five missing values for the governance pillar score. 
79 An alternative measure of the weighted average of each holding could be the total amount of ESG 
investment for each system by year with the total amount of investments in the portfolio.   
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Despite the data limitations of the MSCI database, the ratings provide important insight into the 

current holdings of public pension systems, and if partisan bias is in fact found, can inform future 

research in this area. 

Hypothesis: Partisan-leaning boards, as compared to neutral boards, will have a higher weighted 

average ESG score for the portfolio. 

 ESG investments have become part of a broader conversation surrounding the promotion 

of targeted investment vehicles and the signaling power that public pension plans may possess in 

their direction of monies to them.  While there has not been extensive literature related to social 

investment preferences and public pension board governance, there is finance literature to 

suggest that private investor partisan preferences may drive socially responsible investment 

choices (Bonaparte, Kumar and Page 2017; Hoepner and Schopohl 2015).   

Although the general hypothesis here is that more partisan boards will have higher 

weighted ESG averages for their portfolio, I do not believe that Republicans and Democrats will 

behave in the same manner or magnitude.  First, ESG investment agendas, in general, have been 

a point of controversy since their inception, particularly as they relate to fiduciary duties.  As 

such, I believe Republican leaning boards will be less likely to engage in this type of investment 

strategy.  Second, I do not think that all ESG categories are treated equally among partisans.  

Given trends in policy platforms among the parties, it is likely that Democratic boards will prefer 

environmental and social investments more than their Republican counterparts.  Governance 

matters, however, may show similarities across partisan groups.  In part, I believe this will be 

due to a lack of direct partisan overtones in governance matters more generally, as opposed to 

environmental or social justice initiatives that overlay with partisan priorities.  This is also 

coupled with  a strong finance literature that has measured board diversity, 
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disclosures/transparency, and ethics rules with the fiscal health of a corporation.  As such, there 

may be less variation between the two types of partisan boards and average governance scores.  

As aforementioned, with respect to the environmental ratings of investments in public 

pension plan portfolios, I expect that partisan boards will have a higher weighted average of 

these investments as compared to neutral boards, but also, Democratic boards will have a higher 

average than Republicans boards.  MSCI environmental scores use common themes of climate 

change, natural resources, pollution and waste, and environmental opportunities to evaluate risks 

and opportunities of the companies as they relate to these topics.80 Across holdings in the dataset, 

the minimum weighted average environmental score is -0.0001 and the maximum weighted 

average environmental score was 4.569 with a mean of 0.0085.  Table 3.5 shows regression 

output of varying types of partisan boards and their relationships with the weighted averages of 

environmental scores of their investments. 

  

 
80 “MSCI: ESG Ratings Methodology.”  2018.  URL: 
https://www.msci.com/documents/10199/123a2b2b-1395-4aa2-a121-ea14de6d708a. 
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Table 4.1: Weighted Average of Environmental Ratings of Holdings by System 
 

 (1) (2) (3) (4) 
VARIABLES Weighted 

Avg. 
Environmental 

Score 

Weighted 
Avg. 

Environmental 
Score 

Weighted 
Avg. 

Environmental 
Score 

Weighted 
Avg. 

Environmental 
Score 

     
Partisanship 0.00487 0.000750   
 (0.0130) (0.0191)   
(Partisanship)B -0.0243 -0.0192   
 (0.0170) (0.0249)   
%Democrat   0.0231***  
   (0.00470)  
(%Democrat)B   -0.0373***  
   (0.00674)  
%Republican    0.0178*** 
    (0.00425) 
(%Republican)B    -0.0247*** 
    (0.00667) 
%Unaffiliated  -0.000988   
  (0.00272)   
%Board - Union 
Members 

-0.0132** -0.0139*** -0.0104** 0.0148 

 (0.00479) (0.00494) (0.00375) (0.0144) 
%Board – Financial 
Expertise 

0.0167*** 0.0146 0.0117*** 0.00754* 

 (0.00403) (0.00855) (0.00228) (0.00427) 
%Board - Retirement 
Fund Beneficiaries 

-0.000332 -0.00152 -0.000792 -0.00557 

 (0.00805) (0.00952) (0.00716) (0.0106) 
Constant 0.0112 0.0131 0.0130* 0.0163* 
 (0.00765) (0.0104) (0.00653) (0.00896) 
State and year fixed 
effects 

X X X X 

Observations 134,834 134,834 134,834 134,834 
R-squared 0.012 0.012 0.012 0.012 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 
 
 Table 4.1 shows that, indeed, the percentage of Democrats on a board has a significant 

relationship to the weighted average of environmental scores (p<0.001 level).  However, Table 
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4.1 also shows that the percentage of Republican board members also has a significant 

relationship to the weighted average of environmental scores in the portfolio. 

When covariates are held at their means, the predicted probability plot of Democratic 

board members versus weighted average environmental scores shows that there is a slight 

increase in the weighted average of environmental scores in the portfolio, but as the board 

becomes more Democratic there is a decrease overall. 

 
 

Figure 4.2: Predicted Probability Plot of the Percentage of Democratic Board Members 
and the Weighted Average Environmental Score of Investments in the Public Pension 

System Portfolio 
 
 
 A graph of the predicted probabilities in Figure 4.2 shows that when a board has zero 

Democratic members, there is not a significant relationship with the average environmental 

scores of their investment holdings.  However, as the board increases to a quarter of the board 

being Democratic, there is a positive and significant increase in the weighted average of 

environmental holdings.  This relationship begins to decline and when there is a board that is 
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fully comprised of Democratic members, there is a significant negative relationship with the 

weighted average environmental scores of investments in the portfolio.  It is important to note 

that the range of the impact of a Democratic board on the scores of the weighted average of 

holdings is quite small and would likely result in a minimal substantive impact overall.  The 

most Democratic boards have a significant negative relationship showing a decrease in 0.1% of 

holdings while a board that is comprised of approximately 25% Democrats shows an increase in 

these types of investments by 1.1%.  As a further point of clarification, Figure A.2 in the 

Appendix shows that from 75% and approaching 100% of board composition as Democrats, 

there are few observations within the dataset.   

The decline in average environmental scores as the board surpasses a majority is 

interesting given the fact that Democratic boards would intuitively increase their prioritization of 

highly rated environmental holdings as their membership increases in order to appeal to partisan 

platforms that align with environmentalist ideals.  Hoepner and Schopohl found evidence that 

Democratic boards increase their ESG related holdings, particularly when there is Democratic 

leadership in state government (Hoepner and Schopohl 2015).  I believe that this is important as 

Democratic boards may increase their holdings in highly rated environmental investments, 

particularly when approaching majorities on a board, as a signal to Democratic leadership of 

alignment with policy preferences.  The decrease in the weighted average of environmental 

holdings when Democrats on the board comprise 75%-100% of the board may be a reaction to a 

concentration of partisans on the board and serve as a means to alternatively signal to 

stakeholders that they are not using investments to align with partisan preferences.  Put another 

way, a board with a three-quarter majority of partisans will likely be sensitive to criticisms of 
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board politicization and may decrease their holdings in highly rated environmental stocks to 

avoid these critiques. 

 Importantly, when controlling for other things, all of the models that are sensitive to 

Democratic board members (i.e. the partisanship index and the percentage of Democrats as a 

function total board membership) show that the percentage of members on the board who are 

union members has a significant negative relationship to the average environmental holdings in 

the portfolio.  As will be discussed in more detail in subsequent chapters, this provides evidence 

to support the notion that there is a schism in the competing constituencies of pension boards.  

While typically labor leaders and environmental activists are supportive of similar progressive 

and liberal agendas, with respect to pension politics, there is friction over the overarching goals 

of investment – beneficiary gains versus social good.  A finding that the percentage of union 

members on the board has a relationship to a decrease in ESG investments would bolster an 

argument that Democratic boards may be more sympathetic and responsive to labor arguments 

(whom their constituency is active members of in most of these states) as opposed to activists. 

 As a counter to the hypothesis proposed, that Republicans will not engage in ESG related 

investments overall, Table 4.1 also shows that the percentage of the Republicans on the board 

also has a significant relationship with the weighted average of environmental scores (p<0.01 

level). 
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Figure 4.3: Predicted Probability Plot of the Percentage of Republican Board Members 
and the Weighted Average Environmental Score of Investments in the Public Pension 

System Portfolio 
 

 
Similar to Democratic boards, where boards increase to a majority of Republican members, there 

is a slight increase in these types of investments as compared to boards with no Republican 

members.  The range of the amount of rated holdings (as a percentage of the portfolio), like that 

with the Democratic holdings, is quite small.  When a board is completely Republican, there is 

not a significant relationship to the overall weighted average of environmental holdings, and 

when the board is approximately 50% Republican there is a 1.1% increase in the weighted 

environmental scores in the portfolio.  Again, this is likely to result in little substantive impact 

overall for the portfolio but does evidence some ESG related activity by Republican boards. 

 This finding not only rebuts initial hypotheses that Republican boards will not be 

responsive to ESG investments, particularly environmental based ones, but also the findings in 

Hoepner and Schopohl which found that Republican leaning boards do not engage in ESG 

related investment strategies, even where there is a Democratic governor (Hoepner and Schopohl 
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2015).  A scatterplot of the percentage of Republicans on the board versus the weighted average 

of environmental holdings (see Appendix Figure A.3) seems to indicate that the boards likely 

driving this result are the Alaska Retirement Management Board, the Texas Employees’ 

Retirement System, and the Utah Retirement Systems.  While this plot does not include controls, 

and I can only speculate as to why these boards may be driving these results, there is perhaps a 

connection between the influence of energy companies within these states and pressures to 

improve environmental policy from activists to which the board may be responding.  In part, 

these discrepancies may further be explained by temporal characteristics that could influence the 

behavior of boards, including Republican boards. 

It is important to note that fossil fuel divestment campaigns began to emerge after the 

2009 failure of a congressional bill to place restrictions on carbon emissions.  Hoepner and 

Schopohl sample two time periods (in part to test the impact of the UN issued Principles of 

Responsible Investment) including 1997-2004 and 2005-2013 (2015).  The data in the current 

analysis spans 2007-2017.  Notably, the emergence of the fossil fuel divestment campaign was at 

the end of the later sample period for Hoepner and Schopohl, who may not have captured the 

effects of these campaigns on boards throughout the country.  My dataset includes the ramp-up 

to the campaigns – which began at the time of the congressional legislative failure – but also the 

reorganization and activation within states of grassroots activists.81 

 I think all boards will be under pressure during this time period to increase their holdings 

in environmentally responsible and highly rated stocks, particularly those with partisan members, 

which is why we see both an initial increase in holdings across Democratic and Republican 

boards.  Similarly, I also believe that both types of boards will be under intense scrutiny as 

 
81 For more information on the fossil fuel divestment campaign by activists, see: Cheon, Andrew and 
Johannes Urpelainan.  2018.  Activism and the Fossil Fuel Industry.  Routledge. 
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activists concentrate on investment, beneficiaries monitor investment holdings and agendas to 

ensure adequate funding, and critics scrutinize increases in assets that may not serve the primary 

function of return on investment.  As such, both types of boards will likely increase their 

holdings in highly rated environmental stocks as they increase in board membership,82 but will 

likely react to holding supermajorities in the same way due to fears of external criticisms. 

MSCI ratings of social scores take into account the key concepts of human capital (labor 

management and health and safety, etc.), product liability, stakeholder opposition, and social 

opportunities (access to finance, access to healthcare, etc.) in compiling the social scores of 

investments.83  The average social score was 0.0068 with a minimum score of -0.0002 and a 

maximum of 3.4.  With respect to social scores, the percentage of Democrats on the board has a 

significant relationship (p<0.05 level) to an increase in the average score of its holdings and 

confirms the hypothesis presented. 

  

 
82 This proposition should not be thought to advance the notion that both Republicans and Democrats will 
have similar partisan motivations for increasing these types of holdings.  It is not expected that 
Republicans will prefer environmental holdings as Democrats will, however, the critical issue is whether 
they seem responsive to outside pressures to increase these types of holdings. 
83 “MSCI ESG Ratings Methodology.”  2018.  URL: https://www.msci.com/documents/10199/123a2b2b-
1395-4aa2-a121-ea14de6d708a. 
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Table 4.2: Weighted Average of Social Ratings of Holdings by System 
 

 (1) (2) (3) (4) 
VARIABLES Weighted 

Avg. Social 
Score 

Weighted 
Avg. Social 

Score 

Weighted 
Avg. Social 

Score 

Weighted 
Avg. Social 

Score 
     
Partisanship 0.0101 0.00830   
 (0.00890) (0.0115)   
(Partisanship)B -0.0263** -0.0241   
 (0.0116) (0.0148)   
%Democrat   0.0185***  
   (0.00382)  
(%Democrat)B   -0.0286***  
   (0.00525)  
%Republican    0.0124*** 
    (0.00336) 
(%Republican)B    -0.0170*** 
    (0.00441) 
%Unaffiliated  -0.000436   
  (0.00165)   
%Board - Union 
Members 

-0.0120*** -0.0123*** -0.00872*** 0.00832 

 (0.00308) (0.00335) (0.00254) (0.00931) 
%Board – Financial 
Expertise 

0.0141*** 0.0132** 0.00870*** 0.00565* 

 (0.00232) (0.00477) (0.00162) (0.00303) 
%Board - Retirement 
Fund Beneficiaries 

0.000949 0.000423 -0.00103 -0.00623 

 (0.00697) (0.00745) (0.00601) (0.00746) 
Constant 0.00782 0.00868 0.0106* 0.0146** 
 (0.00653) (0.00746) (0.00548) (0.00645) 
     
State and year fixed 
effects 

X X X X 

Observations 134,834 134,834 134,834 134,834 
R-squared 0.014 0.014 0.014 0.014 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 

 Table 4.2 shows that there is a significant nonlinear relationship between the percentage 

of Democrats on a pension board and the weighted average of social scores in the portfolio.  A 

plot of the predicted probability of the percentage of Democrats and the social scores of 
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investments shows a similar curved relationship to what was shown with respect to 

environmental scores.   

 

Figure 4.4: Predicted Probability Plot of the Percentage of Democratic Board Members 
and the Weighted Average Social Score of Investments in the Public Pension System 

Portfolio 
 

 
 Figure 4.4 shows that there is a significant relationship to the weighted average social 

score when the concentration of Democrats on the board increases to 75% of board membership.  

When the board is composed of 25%-50% Democratic board membership there is the highest 

observable increase in these types of holdings with increases of 0.9% and 0.8% of ratings in the 

holdings, respectively, as compared to a board with zero Democrats.  When the board is 

comprised of 75% Democrats there is a statistically significant increase in these types of 

holdings by 0.4%.  Again, the overall substantive impact to portfolios that have as many holdings 

and investments as these pension funds do is likely minimal, but this shows that there is a 
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relationship between Democratic boards and an increase in these types of holdings.84  With 

respect to the counterintuitive finding that majority Democratic boards do not have a significant 

relationship to the average scores of social investments in the portfolio, I believe that the external 

signaling of nonpartisan agendas of supermajority boards may provide an explanation.   

 Table 4.2 also indicates that Republican boards also have a statistically significant 

relationship to the social scores of holdings in their investment portfolio. 

 

Figure 4.5: Predicted Probability Plot of the Percentage of Republican Board Members 
and the Weighted Average Social Score of Investments in the Public Pension System 

Portfolio 
 
 

Figure 4.5 demonstrates that as a board becomes more Republican, there is a higher 

weighted average of social scores of investments in the portfolio as compared to boards with no 

 
84 This finding is supported by the statistically significant polynomial term for the partisanship index 
which is predicted to follow the same direction as the measure of the percentage of Democrats on the 
board. 
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Republicans.  Republican boards with concentrations of 25%-75% of the board show a 

statistically significant positive relationship with a net increase in the average ratings of social 

holdings of 0.2% at their highest as compared to boards with no Republicans.  Where the board 

is totally comprised of Republican members there is not a statistically significant relationship. 

I believe that these results in addition to those related to environmental ratings – for both 

Democrats as well as Republicans - may speak to public pension board culture and blame 

avoidance.  As explored in-depth in the case study comparison in Chapter Five, public pension 

systems are primarily driven by desire to maintain the status quo and preserve the current rights 

of their core constituency – state workers.  As such, boards will often operate defensively in a 

political environment, particularly with respect to highly salient issues – such as the 

environment, or even workers’ rights.  More politicized boards, or those boards with a high 

concentration of partisans, may be more attuned to this political environment than those boards 

with less partisan members, and identify the potential for schisms between traditional allies.  Put 

another way, activists for more environmentally or socially responsible investment agendas may 

find that their new foes are actually public sector workers and their unions, who have the main 

goal of preserving the solvency of the fund.  As such, boards with more partisan members may 

scale back activist strategies in order to avoid the perception by their main constituency that 

priorities other than financial returns are driving investment strategies.  

As an aside, in the regression in Table 4.2, holding other things constant, all boards that 

are sensitive to Democratic members (i.e. the partisanship index and the percentage of 

Democrats on the total board) show that there is a statistically significant negative relationship 

with the average social scores in the portfolio when there is an increase in the number of board 

members who are in a union.  This finding, like the similar one for environmental scores seems 
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to suggest that those members may be more sensitive to labor calls to avoid politically charged 

investment strategies such as ESG investments. 

Finally, MSCI rates industries on governance variables that include corporate governance 

and corporate behavior.  As noted, there is an extensive literature in the finance community 

related to how these types of issues impact long-term profitability of a company.  As such, it is 

expected that Democratic boards and Republican boards may have similar averages of 

governance ratings.  Overall, the average governance score was 0.01 with a minimum score of -

0.0003 and a maximum of 3.8.  Table 4.3 shows that the percentage of Democrats and 

Republicans on the board (p<0.001 level) has a significant relationship to the governance score.   
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Table 4.3: Weighted Average of Governance Ratings of Holdings by System 
 

 (1) (2) (3) (4) 
VARIABLES Weighted 

Avg. 
Governance 

Score 

Weighted 
Avg. 

Governance 
Score 

Weighted 
Avg. 

Governance 
Score 

Weighted 
Avg. 

Governance 
Score 

     
Partisanship 0.00682 0.00157   
 (0.0128) (0.0196)   
(Partisanship)B -0.0267 -0.0202   
 (0.0167) (0.0256)   
%Democrat   0.0235***  
   (0.00502)  
(%Democrat)B   -0.0374***  
   (0.00702)  
%Republican    0.0178*** 
    (0.00453) 
(%Republican)B    -0.0249*** 
    (0.00684) 
%Unaffiliated  -0.00126   
  (0.00302)   
%Board - Union 
Members 

-0.0144*** -0.0153*** -0.0112*** 0.0143 

 (0.00470) (0.00502) (0.00387) (0.0150) 
%Board – Financial 
Expertise 

0.0163*** 0.0135 0.0107*** 0.00677 

 (0.00377) (0.00886) (0.00233) (0.00463) 
%Board - Retirement 
Fund Beneficiaries 

0.000746 -0.000770 -0.000262 -0.00481 

 (0.00902) (0.0106) (0.00806) (0.0110) 
Constant 0.0123 0.0147 0.0145* 0.0176* 
 (0.00843) (0.0113) (0.00732) (0.00938) 
     
State and year fixed 
effects 

X X X X 

Observations 134,819 134,819 134,819 134,819 
R-squared 0.011 0.011 0.011 0.011 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 

 
 
The polynomial term for the percentage of Democrats on the board is significant which implies 

that the relationship is not linear.  A plot of the predicted probability of the percentage of 
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Democratic board members and the average governance score of investments in the portfolio 

shows, that as boards increase towards a majority there is an increase in the weighted average 

social score by 1.2% at 25% of the board and 1.1% at 50% of the board, that subsequently 

declines after a majority is reached (0.5% increase when the board is 75% Democratic).  A fully 

Democratic board does not have a statistically significant relationship with the governance score.   

 
 

Figure 4.6: Predicted Probability Plot of the Percentage of Democratic Board Members 
and the Weighted Average Governance Score of Investments in the Public Pension System 

Portfolio 
 
 

I believe that the decrease in holdings of highly rated governance stocks follows the same 

reasoning as stated above with respect to environmental and social holdings.   
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Figure 4.7: Predicted Probability Plot of the Percentage of Republican Board Members 
and the Weighted Average Governance Score of Investments in the Public Pension System 

Portfolio 
 
 

 Republicans show a positive, significant relationship to the governance score as well.  

Figure 4.7 shows that there is a slight increase in the governance score of holdings as boards 

become more Republican, as compared to boards with no Republicans.  There is a statistically 

significant positive relationship between Republican boards and governance ratings when there 

is a 25%-75% Republican board structure ,with the highest increase in the governance ratings 

between a quarter and half of the board being Republican (approximately a 1.2% increase in the 

ratings).  There is not a statistically significant relationship between a completely Republican 

board and governance ratings.  

  This supports the contention that both partisan groups would invest in governance 

related holdings.  Importantly, both types of partisans show increases in the governance ratings 

but they appear substantively minimal in light of the scope of the holdings in these funds. 



 

 115 
 

4.2 Corporate Relationships and Pressures 

Above all other things, shareholder resolutions appear to be an increasingly popular 

avenue by which public pension systems exert corporate pressures and have been a growing 

topic of interest among academics.  Research has shown that a majority of the shareholder 

proposals filed by public pension funds involved socially responsible investment priorities 

(Chidambaran and Woidtke 1999).  To that end, Wang and Mao present a comprehensive 

treatment of public pension fund governance and shareholder activism and found that resolutions 

filed between 1997 and 2013 showed a significant relationship between the number of political 

board members and the likelihood of a company being targeted with a socially responsible 

shareholder resolution (Wang and Mao 2015).  To that end, the authors parsed socially 

responsible proposals from governance reforms and found evidence that there was a higher 

likelihood of being targeted with the former rather than the latter when there were more political 

board members which they explain through a hypothesis of “political attention” (Wang and Mao 

2015).  In effect, more partisan boards will file shareholder resolutions with the intention of 

attracting media attention and enhancing their perceived influence. 

The Securities and Exchange Commission (SEC) Rule 14a-8 allows stockholders of 

publicly traded companies who have shares valued at $2,000, or 1% of the company’s securities, 

to introduce proposals for shareholder consideration at annual meetings (see C.F.R. § 240.14a-8 

(2007)).  The substance of these proposals is largely determined by state law but are subject to 

exclusions established by the SEC (i.e. duplication, management functions, among others).  

Despite the non-binding nature of shareholder resolutions, a majority vote on these proposals can 

provide persuasive leverage for shareholders to negotiate with management for a changed policy 
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(Gillan and Starks 2000; Romano 2001).85 Researchers have conceded that this inconsistency is 

important – shareholders engage in increased resolution filings despite their non-binding nature, 

high cost, and time commitment – but later research has explained the political incentives that 

may be motivating these activities (see Gillan and Starks 2000; Wang and Mao 2015).86 

In order to explore the corporate behavior that pension funds may exhibit – as 

shareholders of some of the largest businesses – I looked at the shareholder resolutions proposed 

by the public pension funds within my dataset.  The data was collected from the Proxy Monitor 

database, a source maintained by the Manhattan Institute, which tracks shareholder proposals for 

the largest 250 publicly traded companies as ranked by Forbes magazine.  As with investment 

behavior, there are limitations to the data that is available.  Because the database is limited to the 

largest 250 publicly traded companies, there is missing data covering any remaining companies 

that may be the subject of shareholder resolutions in the portfolios of the public pension systems 

(Proxy Monitor 2018).  Despite this limitation, it is expected that many of the shareholder 

resolutions that are proposed will be within the largest companies – given the fact that public 

pension systems will likely have larger investments in bigger companies, and evidence of any 

partisan-driven behavior will likely show a predisposition towards this type of corporate 

behavior as shareholders in smaller companies as well.  

The total Proxy Monitor database from the years 2007-2017 included 6,063 shareholder 

resolutions that were introduced.  When filtering for just state and local public pension plan 

 
85 Pursuant to SEC rules, all proposals that involve ordinary business decisions are required to be couched 
in precatory language because those decisions are governed by law that delegates them to the board 
(Gillan and Starks 2000)(see 17 C.F.R. § 240.14a-8(i) (2000). Proposals involving matters that are subject 
to shareholder action are qualified for submission in non-precatory form (Gillan and Starks 2000). 
86 Most research has focused on the relationship between institutional activism and stock performance, or 
whether traditional political science notions of voting behavior, including retrospective voting and 
rational ignorance, can explain member voting on corporate proposals (Gillan and Starks 2000; Harris 
2011; Kang 2013). 
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proposals the total decreased to 333 resolutions, and of these, the majority of proxies are 

proposed by systems that are not included in this project analysis.  For example, almost half of 

the resolutions, a total of 157, were filed by one of the retirement systems of New York City.87  

Four pension funds that were included in this analysis had filings during the years 2007-2017.  

They are: 

Table 4.4: Total Shareholder Resolutions Filed by Public Pension Systems (2007-2017) 
 

System Total Number of Shareholder Resolutions Filed 
(2007-2017) 

California Public Employees’ 
Retirement System (CalPERS) 

13 

California State Teachers’ 
Retirement System (CalSTRS) 

5 

Florida Board of Administration 4 
New York State Common 
Retirement Fund 

79 

 
 
As Table 4.4 demonstrates, the total number of the shareholder resolutions filed by the four 

relevant systems equaled 101 over ten years.  Because of the lack of distribution in these filings 

across systems in the dataset, as well as a skew towards the New York State Common 

Retirement Fund as the lead filer, it is appropriate to analyze them only descriptively. 

Of the thirteen official shareholder resolutions filed by the CalPERS from 2007-2017, 

one of the resolutions concerned executive compensation, three concerned corporate governance, 

and eight concerned voting rules (i.e. majority voting).  Only one shareholder resolution focused 

on “social policy”88 which was filed in 2017 against Occidental Petroleum Corporation and 

 
87 These include the New York City Employees’ Retirement System, the NYC Comptroller’s Office, the 
NYC Fire Department Pension Fund, the NYC Police Department Pension Fund, and the NYC Pension 
Funds generally. 
88 This designation should not be confused with social governance initiatives as discussed in the previous 
section.  Instead, “social policy” is used as a designation in the Proxy Monitor database to denote topics 
such as the environment or employee rights.   
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concerned reporting on the impacts of global warming for the portfolio.  The proposal received 

65.7% board support.  At the time of its passage, the Investment Director for CalPERS touted its 

importance.  Anne Simpson said, “the passing of this resolution is a sign of progress. It is a first 

in the United States…the vote at Occidental demonstrates an understanding among shareowners 

that climate change reporting is an essential element to corporate governance.”89  Importantly, it 

was reported at the time of the vote that the corporation’s largest shareholder, BlackRock 

supported the resolution due to a “lack of response” on climate change issues by the company in 

preceding years, and especially, after preceding votes on the imitative (Kozlowski 2017). 

In contrast to CalPERS, three of the five proxy proposals filed by CalSTRS were focused 

on social policy, one on corporate governance, and one on voting rules.  Like CalPERS, all of the 

social policy filings involved environmental issues.  For example, in 2008, CalSTRS filed a 

shareholder proposal for a report on greenhouse gas emissions as a shareholder of ONEOK, Inc., 

a natural gas provider and distributer.  In 2010, CalSTRS also filed a proposal for a sustainability 

report and a report on environmental impacts as shareholders on the board of Chesapeake Energy 

Corporation and ConocoPhillips, a petroleum refining company, respectively.  Notably, none of 

these proxy proposals garnered majority support of the total board. 

 The remaining shareholder resolutions filed by CalPERS concerned board operations and 

corporate governance broadly.  Eight proposals were filed regarding voting rules of the board 

which include specific filings related to shareholder amendments to the company bylaws by a 

majority vote, simple majority voting, and elections of directors.  Three of these proposals were 

filed against Eli Lilly and Co. for three consecutive years beginning in 2007 and concerned the 

 
89 URL: https://www.calpers.ca.gov/page/newsroom/calpers-news/2017/climate-risk-reporting-passes-
occidental-petroleum 
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same topic – amendment of bylaws by a majority vote.  As with the many of the environmental 

resolutions filed by CalSTRS, each of these proposals resulted in a vote just below a majority.   

 In contrast, the four filings by the Florida Board of Administration were limited to 

corporate governance policy and three of the four were filed in 2011 with the remaining in 2013.  

All of the filings concerned declassifying the board and one of the proposals, against Best Buy 

Co., was withdrawn.  This is often indicative of the company being willing to negotiate with the 

shareholders for a compromise. 

 As Table 4.4 demonstrates, New York filed six times the amount of shareholder 

resolutions as the next filer.  Seventy-five of the seventy-nine resolutions concerned social 

policy. 

Table 4.5: Socially-Related Shareholder Resolutions Filed by the New York State 
Employees’ Retirement System (by type) 

 
Specific Social  
Proposal Type 

Number of  
Resolutions Filed 

Employer Rights 5 
Environmental 22 
Equity Compensation Rules 1 
Golden Parachutes 1 
Lobbying 10 
Lobbying and Political Spending 4 
Other 1 
Performance Metric 
Requirements 

1 

Political Spending 32 
Sustainability Metrics 2 

  
 
 As Table 4.5 demonstrates, the leading categorization of socially related shareholders 

resolutions filed by the NYSCRS concerned political spending.  The Comptroller of New York, 

Thomas DiNapoli, has credited the Supreme Court’s holding in Citizens United v. FEC as the 
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reason for the focus on political spending.90  After the decision, DiNapoli joined a letter 

campaign led by the Council of Institutional Investors that urged over four hundred of the top 

SandP 500 companies to adopt political disclosures rules (Gilbert 2012).  To date, the NYSCRS 

has secured disclosures from twenty-six of the fifty-two companies in its portfolio that it 

requested disclose their corporate political spending.91 In 2015, it secured disclosure agreements 

with U.S. Steel, Eastman Chemical, Marathon Oil, Valero Energy, Dean Foods, and HandR 

Block. 

 While shareholder filings and the motivations behind them are largely state-specific, 

these facts do raise two important considerations: (1) the types of actors that engage in these 

activities versus those who do not; and (2) the goals of the resolutions themselves.  First, it is 

important to note that of the twenty-six public pension systems that were analyzed for this 

dissertation, the Florida Board of Administration and the NYCRS are two of the three systems 

that have filed shareholder resolutions.  These two systems are the only systems in the dataset 

whose board is comprised of one hundred percent elected officials (Florida has a board that 

includes the Governor, the State Treasurer, and the Attorney General).  To that end, while the 

NYSCRS has notable filings, the other system within New York in the dataset, the Teachers’ 

Retirement System, a board with a smaller partisanship score, has not filed any shareholder 

resolutions.  Second, as demonstrated in the overview of resolutions and many of their failed 

votes or withdrawals, much of the observed behaviors in the systems analyzed indicates that a 

large part of filing shareholder resolutions involves signaling values and preferences rather than 

an expectation of success. 

 
90 New York State Comptroller.  2015.  URL: https://www.nyretirementnews.com/why-corporate-
political-disclosure-matters/ 
91 New York State Comptroller.  2015.  URL: https://www.nyretirementnews.com/why-corporate-
political-disclosure-matters/. 



 

 121 
 

 Prior research supports this proposition.  Wang and Mao found that partisan boards file 

more socially-responsible shareholder resolutions, and to that end, private industry and other 

shareholders recognize this activity as political activism (Wang and Mao 2015).  Similarly, 

authors have also found that the goals of shareholder resolutions filed by public pension systems 

are shared with unions and platform groups (Chidambaran and Woidtke 1999).  This, combined 

with the fact that the large majority of their resolutions focus on social issues, led the authors to 

conclude that social and political pressures influenced their reasons for filing (Chidambaran and 

Woidtke 1999; Wang and Mao 2015). 

4.3 Conclusion 
 

The data presented in this chapter shows that investment holdings have a significant 

relationship with partisan boards, and the survey of shareholder resolutions among relevant 

systems supports this idea as well.  The ratings-based holdings showed that where there was an 

increase in the partisanship of the board, the average ratings of the holdings in the portfolio 

increase generally until the board passed a majority.  While activities related to shareholder 

resolutions would require an expansion of the dataset in order to determine a relationship, 

shareholder filings data suggested that more partisan, and in fact politically elected, boards will 

have higher numbers of shareholder resolutions.  Notably, the Florida Board of Administration 

and the New York State Common Retirement Fund are the only boards in the dataset who have 

boards that are completely constituted with elected officials.   

On their face, these findings may seem counterintuitive – wholly partisan boards, or 

supermajorities - will have less of a relationship to the average ESG ratings, whereas politicized 

boards tend to file more shareholder resolutions.  Context, however, is important and explains 

this difference.  Investment agendas have the ability to directly impact the value of the fund.   Put 
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another way, socially driven investments may be highly rated for environmental or social factors, 

but also may not have as profitable a return on investment as alternative holdings.  To that end, 

boards will likely be conscious of the attention paid to the reputation for fiscal responsibility of 

the fund and investment returns by important constituencies – including public sector workers.  

In contrast, shareholder resolutions do not impact the financial welfare of the fund, but rather the 

corporation itself, and will attract less constituent attention.  Thus, it is possible that there is less 

politicized investment behavior by increasingly partisan boards as compared to corporate 

pressures because of the transparency related to the two actions and the board’s acute awareness 

of constituency monitoring and its institutional reputation. 

 While the data presented in this chapter frames many of the discussions surrounding ESG 

investment strategies and corporate pressures, caution should be used when trying to generalize 

its applicability across all public pension systems over time.  As stated, the MSCI ratings used to 

evaluate investment holdings was limited to the 2017 values, and access to historical ratings 

were unavailable.  Thus, they do not account for industry change or corporate development 

which could have impacted the average scores for pension holdings.   

 Another complication is that all of the regression analyses resulted in very low r-squared 

values for the models examining average environmental (0.12), social (0.14), and governance 

scores (0.11), respectively.  These values demonstrate the amount of variance in the dependent 

variable that is explained by the independent variables, or put another way, shows the 

explanatory value of the model.  While the r-squared values are indeed low, an accounting of the 

many predictors that inform complex pension portfolios, which are legally required to be diverse, 

is likely hard to capture in a limited model.  Despite this, the r-squared values do not change the 

relationships that were found which show statistically significant relationships to board 
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governance organization and average ESG ratings and support the significance of partisanship 

that was hypothesized in the analytical model. 

 In light of these concerns, more research expanding on Hebb’s hierarchy of activist 

actions discussed in the theoretical chapter would be appropriate (Hebb 2008).  In building her 

argument about the significance of this type of behavior, Hebb noted that recent changes have 

allowed these types of strategies to increase.  She states, “previously owners have been widely 

dispersed and therefore essentially powerless to control corporate managers and boards.  But the 

large holdings of pension funds and their newly found ability to form coalitions mean that 

corporate engagement is a potent force in aligning managerial interests with shareholders” (Hebb 

2008).  The data presented showed that there is indeed more to explored with respect to 

investment selection and corporate pressures.  Over time, it is likely that there will be more data 

points and a more robust findings for self-managed pension funds. 
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CHAPTER 5 
 

THE ROLE OF THE BOARD: 
COMPARATIVE PERSPECTIVES ON PUBLIC PENSION POLICY 

 
In an interview with a board member of the Washington State Investment Board, who 

had extensive experience in the banking and finance industries, he concluded the interview with 

a to-the-point observation that, “governance matters.”92  In the previous two chapters, I drew on 

inferential statistics to confirm and refine, ceteris paribus, the broad theory that the composition 

of governance bodies of public pension systems is associated with politicized action, particularly 

with respect to funding, investment, and corporate behavior.  My goal in this chapter is to 

explore the mechanisms that are at play in the relationships that have been identified in the 

quantitative analysis and shed light on the overarching thesis that these behaviors may be sources 

of new avenues of bureaucratic policymaking.   

 The underlying relationships in my study include the board composition of a public 

pension governance body and its interaction, more broadly, with external factors such as the 

Legislature and Governor, the fiscal conditions of the state, and special interest groups.  The 

constellation of these factors can help explain in an individual case whether certain outcomes 

will be more or less likely – particularly with respect to the hypothesized funding, investment, 

and corporate behaviors.  The logical story behind these trends is better explained by state 

specific context and timing which more appropriately explored through a quantitative analysis of 

the systems and in-depth interviews with board members and staff.   

 In the following chapter, I will compare two retirement systems in New York State with 

the Washington State Investment Board, including supplemental information from Virginia 

 
92 Interview with William Longbrake, Non-voting member, Washington State Investment Board, May 28, 
2019 (notes on file with the author). 
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Retirement System board members and others, to better inform the funding, investment, and 

corporate decisions that have been shown to have a relationship to board governance and board 

characteristics.  Importantly, I believe that interviews with these elites will show that three 

factors -  appointments, board culture, and institutional constraints - all have impacts on the 

degree to which board behaviors become politicized.   

5.1   Introduction: New York and Washington State Systems 

 According to the National Association of State Retirement Administrators (NASRA), 

there are four basic models of public pension fund governance: (1) an integrated investment and 

pension administration organization with a single fiduciary board; (2) a separate investment 

management organization with its own board; (3) separate investment and pension 

administration organizations reporting to the same fiduciary board; (4) a sole fiduciary.93  I have 

used the two systems in New York and the one system in Washington State units of comparison 

given their differences in the independent variable of interest, governance organization.  Across 

these three systems, in the two states, they cover three of the four basic organizational types 

identified by NASRA.  There are also certain similarities in key characteristics of the state that 

allow me to qualitatively control for specific state conditions.  New York and Washington share 

similar partisan demographics.  Both New York and Washington State are solidly Democratic 

states with respect to the partisan voter share of presidential races in the respective states.  For all 

of the presidential races between 2007-2017 they had similar trends in voter choice.94   

 
93See: Miller, Randy and Rick Funston.  March 2014.  URL: 
https://www.nasra.org/Files/Topical%20Reports/Governance%20and%20Legislation/FunstonGovernance
1403.pdf 
94 In 2016, Hilary Clinton won 52.6% compared to Trump 36.9% in Washington.  In New York, Hilary 
Clinton won 59.01% of the vote compared to Trump’s 36.52% of the vote.  In 2012, Obama took 56.16% 
of the state compared to Romney’s 41.29%.  In New York, Obama garnered 63.3% of the vote compared 
to Romney’s 35.17%.  Finally, in 2008, Obama took 57.34% of Washington’s vote compared to 
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With respect to board organization, there are two public pension systems that fall within 

the dataset for New York in this examination – the New York State Common Retirement System 

and the Teachers’ Retirement System.  The New York State Common Retirement System 

(NYSCRS) is the third largest public pension plan in the nation and according to their own 

estimates, is worth approximately $210.2 billion in assets as of March 2019 (Office of the 

Comptroller).  NYSCRS is organized as a sole fiduciary board where the Comptroller is charged 

with the singular responsibility of managing the NYSCRS and under Article V Section 1 of the 

New York State Constitution, is elected to a four-year term that coincides with the election of the 

Governor (New York State Constitution).95  The Common Retirement System manages the 

public monies of the New York State and Local Employees’ Retirement Fund and the State and 

Local Police and Fire Retirement System.  Like many systems with a sole fiduciary, the 

Comptroller utilizes advisory boards for investments, real estate, actuarial duties, and audit 

functions that are comprised of financial experts.  In addition to his duties as the head of the 

retirement system, the Comptroller is also constitutionally charged with the duties of audit and 

control of the state and its localities (Article V Section 1).96  Importantly, for the purposes of 

case study comparison, the Comptroller is not only a political official board member but is also 

elected to that position in a statewide election. 

In contrast, the New York State Teachers’ Retirement System is organized utilizes the 

first model of board governance--an integrated investment and administration organization 

 
McCain’s 40.25%.  In New York, Obama won 62.88% of the vote compared to McCain’s 36.03% 
(Gallup 2019). 
95 There are only four states in the country that utilize the sole fiduciary model: Connecticut, Michigan, 
New York, and North Carolina.  For the purposes of this examination, only New York is part of the 
dataset. 
96 This dual responsibility does not appear to be a very common arrangement.  In an interview with staff 
of the former Comptroller, they noted that this type of arrangement required administrative organization 
and separation between staff dedicated to each function. 
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reporting to a single board--which is also the most common across the country.97  Unlike the 

Comptroller, who is governed by constitutional language and statutory language in the NYS 

Retirement and Social Security Law, the NYSTRS is governed by separate statutory language 

found in the New York State Education Law.  NYSTRS is organized as an instrumentality of the 

state with the powers of a corporation and is not considered an executive agency.  The Executive 

Director of the System is responsible for the entire organization, and the board has the authority 

for investments and pension administration.  The NYSTRS is the second largest public pension 

system in the state and one of the top ten in the country.  Unlike the NYCRS, their membership 

is solely confined to teachers.  Membership in the system is mandatory for full-time teachers, 

teaching assistants, guidance counselors and school administrators in New York State public 

school (excluding New York City), employees of Boards of Educational Services, teachers 

employed by New York State community colleges or SUNY institutions, and eligible charter 

schools.  The board membership is articulated in Section 504 of the New York State Education 

Law and includes: three teacher members that are elected from the membership by delegates to 

the System’s annual meeting; one NYSTRS retiree is elected by mail, two school administrators 

are appointed by the state Commissioner of Education; two present or former school board 

members, experienced in the fields of finance and investment, are elected by the Board of 

Regents based on recommendations from the New York State School Boards Association (one 

must have experience as an executive of an insurance company); one present or former bank 

executive is elected by the Board of Regents; and the State Comptroller or a designee.   Trustees 

serve three-year terms, serve without compensation, and are responsible as fiduciaries. 

 
97 According to NASRA, sixty percent of the largest 55 state public pension funds in the United State 
utilize this structure (NASRA 2019) 
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Finally, the Washington Investment Board has the second most common governance 

organization which is a separate investment management organization with a board that is solely 

responsible for investments.  The Investment Board manages the investments for seventeen 

public plans in the state that include employees, teachers, school employees, law enforcement 

officers, firefighters and judges.98  The current estimated value of total assets under board 

management equal $134.7 billion.  The Board is solely responsible for investment, while the 

Department of Retirement Systems is the administrative arm that separately collects employee 

and employer contributions, maintains files and records, and distributes benefits.  Unlike New 

York, the Pension Funding Council in Washington State sets economic assumptions and 

contribution rates for the state pension plans.  The Council consists of six members including the 

directors of the Department of Retirement System and  the Office of Financial Management, and 

the chairs and ranking minority members of the House of Representatives Appropriations 

Committee and the Senate Ways and Means Committee (Washington 2009).99  

 I leverage important sources of data to explore the differences and similarities across 

these systems.  First, I have conducted interviews with board members and retirement officials 

from both New York retirement systems and the Washington State Investment Board, as well as 

retirement experts, state officials, and board members from other states, such as Virginia, to gain 

insight into the inner workings of these types of bureaucratic units.  Interviews were quite 

difficult to secure and of the forty-nine requests across five pension systems in four states, I 

secured interviews with the former Comptroller of New York, staff from the Teachers’ 

 
98 According to the Washington State Investment Board, the monies of the plans managed by the 
Investment Board are all pooled into a Commingled Trust Fund to “help ensure risk and ensure stronger 
performance overall.”  
99 Washington State Investment Board.  2009.  “Policies.”  URL: 
https://www.sib.wa.gov/information/pdfs/policies/Intro06.pdf. 
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Retirement System, two board members of the Washington State Investment Board and two 

representatives of the Board.100  To that end, I interviewed former and current state government 

staff and counsels who advise retirement systems more generally for substantive actions and 

confirmation of board information.  I asked interviewees the same series of questions related to 

their board experience, their perspectives on their responsibilities as board members and their 

views on the investment and corporate engagement of their respective systems in order to 

determine whether a board member’s perspective of this type of policymaking depends on what 

seat they occupy at the table.101  For interviews with staff of the systems or related bureaucratic 

entities, I asked similar questions but slightly altered due to their position or state affiliation.  

Second, I have utilized complementary data from system websites, including board minutes, 

hearings, and reports, as well as public information and news coverage of retirement system 

actions and commentary. 

 I will use the case study comparison to explore how particular state-specific variables 

inform the relationships between governance structure and the dependent variables of funding, 

investment, and corporate behaviors.  As such, this chapter will use a comparative case study 

analysis to explore the individual case trajectories and outcomes of each state to illustrate how 

specific events in their experiences demonstrate that indeed, governance matters. 

5.2   Board Members are Government Insiders but Not Pension Fund Preference 
Outliers 
 
 While all public pension plan board members are government insiders, I expect that the 

closer they are to electoral accountability schemes the more likely it is that they will make 

politicized decisions. This argument is different than the “insiders” and “outsiders” 

 
100 For a full listing of interview requests and responses please see the Appendix. 
101 See Bennett and George who recommend the development of a single set of general questions to 
ensure the acquisition of comparable data across comparative studies (Bennett and George 2005). 
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categorization used by Terry Moe and Sarah Anzia.  In their analysis of public pension systems, 

they focus on corporate finance literature to classify “inside” directors as those “appointed by or 

otherwise beholden to management” as opposed to “outside” directors who do not have interests 

that “divert them from serving as faithful agents of stockholder” (Moe and Anzia 2017).  The 

argument here seeks to advance a broader understanding of an “insider” as someone familiar 

with the preferences, inner workings, and dynamics of the political environment rather than the 

source of their motivations towards certain policies.  Unlike Moe and Anzia, I believe that most 

board members will have longstanding political relationships and will be entrenched in the 

political environment making them all beholden to someone, however, I think the key 

characteristic in determining the extent to which they engage in political behaviors is the degree 

to which they can be held accountable by electoral processes. 

It should not be a controversial proposition that all board members are insiders.  

Relationships have been key to understanding theories of policy development.  The theory of 

“iron triangles” presented a model to explain policy outputs where coalitions of key 

policymakers, including members of Congress, special interest groups and bureaucrats 

cooperated in a mutually beneficial system of negotiation and bargaining for preferred outcomes 

(Heclo 1977). As a clarification to this hypothesis, Heclo introduced an alternative theory of 

“issue networks” which replaced entrenched governmental interests and posited instead that 

influence was more realistically exerted by, “highly intricate and diverse webs of influence that 

shape modern policy-making” (Schneider 2015; Heclo 1977).  Both theories recognized the 

importance of governmental insiders and the relationships they have.  With respect to public 

pension systems, there are comparable relationships where influential political insiders and 

organizations appoint and nominate key individuals with whom they have established 
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relationships and can rely on to carry out preferred agendas. In general, they are often in the 

position of being considered for board nomination by virtue of the fact that they have 

longstanding relationships with politicians or have leadership posts in influential organizations.  

The members of these boards of state public pension systems are often, if not always, former or 

current government employees, lobbyists, or government players who will have more than a lay 

person’s knowledge of the political implications of certain behaviors and agendas - they are 

insiders.  While this observation alone could explain a relationship between the degree of 

partisanship – or ideological congruence - and politicized behavior, instead, the case study 

comparisons also highlight that preferences are not uniform and there are varying degrees of 

political sensitivity, even among insiders, to political environment and its pressures. 

We see that when calculating appointments, political officials tend to appoint those 

persons who they perceive to have ideological or policy congruence with them and who they 

anticipate will effectuate preferred agendas or remain ideologically consistent (Segal and Spaeth 

2002).  While this theory has been discussed with respect to Supreme Court appointments, a 

similar notion underlies delegation models whereby legislators will delegate functions to more 

technical, high capacity agencies, that they anticipate will be able to effectuate preferred policies 

(Huber and McCarty 2004).  Both ideas share a similar motivational framework where the 

appointing/delegating authority calculates the risk of an appointment straying or drifting from 

their preferences (Huber and McCarty 2004).  To that end, it is also reasonable to expect that 

appointing authorities will delegate or appoint known persons who have relevant backgrounds, 

present little risk to the appointing authority, and who have predictable behavior.  Risk – or the 

possibility of each board member straying from preferred policy or ideological platforms - can 

arguably only be accurately be assessed through interaction, personal knowledge, or vouching.   
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While Virginia was not studied extensively with respect to all of the concepts discussed, 

the experiences of their board members are instructive with respect to appointments.  A board 

member with the Virginia Retirement System was a former teacher, administrator, and upon 

retirement, a lobbyist for education issues in the state.  When asked why she thought she was 

appointed by the Legislature for the role, she hypothesized that in her capacity as a lobbyist she 

became a “known entity” among legislators on educational issues regardless of any particular 

concentration on retirement issues in general.102  This insight is important.  The legislative 

officials who appointed her to the position had prior knowledge of her background, experience, 

and ability to fulfill the responsibility.  This is not an uncommon occurrence.  Another Virginia 

board member, who previously held the position of Executive Director, described his experience 

in being appointed to the board.  In addition to his tenure as the Executive Director of the 

Retirement System, he had previous state experience in working with then-Governor 

McDonnell’s transition team and had expressed an interest, based on his background, in serving 

on the board.  He stated, “I got a call at 10:30 in morning and they asked if I would be interested, 

by the end of the afternoon I was sworn in.”103  His nomination was passed unanimously.  What 

both of these experiences demonstrate is that even where political officials may not have explicit 

policy platforms or expectations, they seek individuals whom they believe, based on prior 

relationships, will not deviate from established practices and who’s behavior will be predictable. 

Even in cases where the system has multiple mandates with respect to asset management, 

predictability and the mitigation of risk appear to drive appointment which trends towards the 

appointment of familiar figures.  In Washington State, the House Representative on the Board, 

 
102 Interview with representative of Virginia State Retirement System June 6, 2019 (notes on file with the 
author). 
103 Interview with William Leighty. VCU Professor and former state employee, Virginia State Retirement 
System, June 14, 2019 (notes on file with the author). 
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described “lobbying” for appointment by the Speaker.104  At the time of his nomination he was a 

member of the labor committee in the House, the committee that had purview over pension 

policy, but more important industrial insurance.  Industrial insurance is a unique policy to 

Washington State, is “contentious with the business community,” and is under the purview of the 

Investment Board which is charged with the management of the industrial insurance portfolio.  

He stated his main goal in securing appointment was to make sure industrial insurance stayed 

within the investment board’s jurisdiction and was his main argument in advocating for his 

appointment with the Speaker.  While this example may be exceptional with respect to specific 

policy-related motivations outside of the actuarial soundness of the fund and investment 

practices driving an appointment, it bolsters the point that almost all appointments are 

government insiders and incorporate a calculation of predictability and risk for the appointing 

authority.  To that end, where the appointing authority may appear to not have policy preferences 

on pension related matters, the calculation of appointment appears to include predictable 

ideological congruence. 

While this idea of risk does not translate through elected designees such as the 

Comptroller, remaining state board members, who are not directly appointed, are put forward 

through nomination or election by specific constituencies which provide cues upon which 

appointing authorities rely.  In cases where a board member must satisfy a statutorily required 

role, such as “a retiree representative” or “an active police officer or firefighter in the state,” the 

recommendations or nominations for the individuals to be considered are often a result of 

communication and coordination with professional associations and unions in the state.  For 

example, the New York State Teachers’ Retirement System has a board that consists of teachers 

 
104 Interview with Timm Ormsby, Member of the Washington State House of Representatives, 
Washington State Investment Board, June 14, 2019 (notes on file with the author). 



 

 134 
 

who are nominated by the state union (New York State United Teachers) for consideration by the 

Governor, and the administrative officials are nominated by another associational group, the 

School Boards Association, for appointment by the State Board of Regents.  Staff for the 

Teachers’ Retirement System affirms that “many are typically active” in their respective 

unions.105 

In Washington, there is a similar process – the members of the board that are from 

unions, police and fire representatives or teachers are considered through designation of their 

respective unions.  Unlike New York, where the appointing authority is confined to the list of 

names provided, in Washington State, the Governor “consults with labor leaders and union 

representative groups, but does not have to consent” on prospective candidates.106  Staff of the 

Investment Board describe working with the appointing authorities to help guide choice and 

ensure relevant qualifications.  They describe a process of coming up with a description, similar 

to a job posting, and “as people are nominated to the board we give the nominating groups a job 

description so the appointing authorities have a sense of what qualifications to look for.”107  

While this guidance is only persuasive and perhaps instructive, it evidences the reliance on 

appointing authorities to choose qualified candidates and highlights an external source of 

politicization that can be significant to the institutional relationships at play.  Interestingly, the 

Washington Investment Board also illustrates that where there is more flexible appointment 

authority - consultation rather than appointment based on a list of nominees - the appointing 

 
105 Interview with staff from the New York State Teachers’ Retirement System (Joseph Indelicato, Don 
Ampansiri, Yiselle Ruoso) July 15, 2019 (notes on file with the author). 
106 Interview with Timm Ormsby, Member of the Washington State House of Representatives, 
Washington State Investment Board, June 14, 2019 (notes on file with the author). 
107 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 
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authority has the ability to appoint alternative members who, in rare cases, trump special interest 

recommendations.  This was described by staff at the Washington Investment Board who noted 

that a recent appointment to the board was not one of the selected individuals put forth by an 

association of retired public employees, but instead was a recently retired public employee who 

had a long-standing relationship with the Governor’s office and a career history of working as 

part of the legislative process.  This person was appointed by the Governor despite a 

recommendation of others from the association of retired employees.108  While the motivations 

driving this choice could be varied, what is important is that the appointing authority chose an 

individual with whom they had had a prior relationship. To that end, nomination through unions 

or trade groups is not a unique process across public pension systems, even in states where there 

is less union presence and right-to-work laws, these organizations play a key role in advancing 

nominations or individuals for appointing authorities to consider.    

The notion that public pension board members as insiders will likely imply that 

partisanship has a relationship to politicized behaviors, particularly where the appointing 

authorities are political officials, but in fact, the case study comparisons show that there are 

preferences that compete with partisan motivations, particularly those driven by identification 

with an organization or class of workers.  In an interview with an attorney who advises public 

pension systems on their fiduciary duties and had former state service for New York systems, an 

important insight gleaned was that, “virtually everyone [on these boards] is elected by 

someone.”109  First, this notion implies an element of accountability – an election necessitates 

 
108 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 
109 Anonymous interview with attorney who advises retirement systems on fiduciary duty, June 19, 2019 
(notes on file with the author). 
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reelection.  While not all public sector unions require active campaigns,110 as aforementioned, 

members are often nominated based on leadership roles within the organization.111   Second, it 

also acknowledges that these individuals are representative of certain constituencies.  These 

competing loyalties are both organizational and sub-organizational and may have competing 

agendas and priorities.  Prior research confirms the notion that labor organizations will have 

motivations towards increasing benefits and services at the expense of maintaining current 

funding levels, as often funding is constitutionally or contractually guaranteed in the long-term 

(Moe and Anzia 2017).  Thus, organizations, through their proxies, may face demands to deliver 

increased benefits or programs to their constituencies.  This might provide an explanation as to 

why there is not a significant relationship between partisanship and funding and may also 

suggest that there are alternative sources of politicization driving behavior.  These may include 

alternative allegiances to unions and professional organizations, or primary identities as active or 

retired members which should be further studied. 

Beyond organizational objectives, individuals will also be motivated by the preferences 

of the particular class of employees in which they fall. The former staffer and fiduciary counsel 

went on to described the perpetual issue in need of clarifying for members, be it political 

officials, active members or retirees, is that their constituency is the entire pool of beneficiaries 

 
110 Some states do operate union nominations as elections within their constituencies with procedures akin 
to common political campaigns.  There is evidence in the dataset that members of the Ohio Teachers’ 
Retirement System actively run and seek endorsements by the Federation of Teachers, AFSCME and 
SEIU, among others.  Similarly, members of the California State Teachers’ Retirement System seek 
endorsements from labor unions, while board members in New Mexico actively run campaigns for 
election. 
111 As a snapshot example, the 2017 New York State Techers’ Retirement Board was comprised of a 
retired teacher appointee who was the president of Hempstead Teachers’ Association, the designated 
“bank executive” was the treasurer of the New York School Boards Association, two of the three teacher 
representatives were local union presidents, and of the Superintendent and School Administrator positions 
two appointments were both members of the National Council of School Superintendents. 



 

 137 
 

of the fund, not any singular group from which they may find themselves appointed (i.e. a retiree 

represents only retirees or a union member represents union members).112113  It is understandable 

that board members may have difficulty reconciling these duties and evidences the differences 

even among organizational members at a microlevel.  For example, it may seem that all teachers 

in a retirement system will have similar concerns – irrespective of whether they are active 

teachers or retired – public pension systems generally have tiers of classification based on years 

of service, required contribution rate, and vesting periods.  However, a teacher in a beneficiary 

class formed more recently may want to see their employee contribution rate – or the required 

deduction over a given time – decrease, as opposed to a retired teacher who will no longer be 

concerned with employee contributions (they have vested and are no longer required to 

contribute) but would rather prioritize cost-of-living adjustments for retiree payouts.114  These 

self-interested motivations are not unlike rational choice actors who promote self-interested 

policies.  While these may be driving policy decisions these concerns are unfortunately beyond 

the scope of the data presented here. 

 While all have insiders have sensitivities to board policies and political demands, this 

sensitivity will be magnified by a board member’s nexus to accountability schemes, particularly 

electoral ones, and may prime alternative electoral motivations.  The Comptroller, unlike other 

types of board members has a very serious risk of electoral punishment for his fiscal choices as 

 
112 Anonymous interview with attorney who advises retirement systems on fiduciary duty, June 19, 2019 
(notes on file with the author). 
113 Representatives of the Washington State Investment Board as well as the Teachers’ Retirement System 
individually acknowledged these types of concerns and similarly answered that it is part of the reason for 
continued fiduciary counseling and monitoring.  
114 This argument supports the contention forwarded by Terry Moe and Sarah Anzia that self-governance 
of public pension systems, often with beneficiaries of the fund leads to counter-intuitive results where 
incentives for these groups to undermine the fiscal integrity of the fund despite the expectation otherwise 
given the fact that they are beneficiaries (Anzia and Moe 2017). 
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well as his justifications for advancing or refraining from certain conduct.  This is akin to 

Weaver’s hypothesis of blame avoidance.  Blame avoidance arises where there is a perception of 

loss within a core constituency, thereby incentivizing politicians to maintain the status quo rather 

than seek policy gains that may cost them election (Weaver 1986). The Comptroller, as well as 

other elected officials on retirement system boards require support from a larger pool of voters 

because they are subject to statewide election.  As such, they not only are concerned with losing 

the support of the core constituency of beneficiaries, but also taxpayers who may blame them if 

there are tax increases to compensate for shortfalls in employer contributions.   

With that said, public pension politics are low salience for most voters who often do not 

understand the role of boards or their members, let alone the policies for which they may be 

responsible.  Former New York State Comptroller Carl McCall acknowledged this lack of 

general understanding among the electorate.  In an interview he stated, “the majority of the 

public does not really know what the Comptroller does – they have some idea that it has 

something to do with money and finance but they’re not clear about the variety of functions.”115  

This is important.  Absent a crisis event – pension shortfalls or pension underfunding – the 

public is largely unaware and uninterested in pension politics (Moe and Anzia 2013).  This not 

only provides for the opportunity for politicized behaviors to emerge, but also skews incentives 

for such behavior as interested groups, including state employees and retirees, are the only 

constituency with high stakes and high salience around these issues.  Ironically, a member of the 

Washington State Investment Board, who is also an elected member of the House reiterated these 

statements and implied that pension politics are largely low salience for elected officials to the 

extent they affect their electoral ambitions.  When he discussed his self-appointed role of 

 
115 Interview with former New York State Comptroller Carl McCall, New York State Common 
Retirement System, May 13, 2019 (notes on file with the author). 
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educating his party members about public pension issues and the implications of certain pieces of 

legislation, he stated said most often he could persuade members to avoid problematic bills 

because typically “this is not something they are going to campaign on.”116  Thus, sensitivity is 

premised on a direct connection between electoral gains and the impacts of pension politics.  Put 

another way, where there are two members of different boards who are both elected officials, the 

sensitivity to policies is largely felt by the member who runs on his record of managing the 

fund,117 rather than the person who becomes a member by virtue of his or her elected status. 

As such, we should expect that those boards with more political officials who run on their 

pension records will have more visible platforms on sensitive issues in order to appeal to wider 

constituencies and increase credit-claiming opportunities during elections. While the small-N 

nature of this case study cannot allow us to generalize its findings, the stark differences in 

specificity and publicity paid to board policies on socially responsible investments supports this 

hypothesis.  The New York State Teachers’ Retirement Board, which was estimated to be 

moderate in partisanship in the quantitative chapter (index score of 60%), does not have an 

explicit policy on socially responsible investments.  In contrast, the Washington State Investment 

Board (estimated index score of 50%), produces a report on ESG investments annually.  The 

report has a broad overview of the actions related to ESG issues, but the broad-based policy 

encourages engagement and a holistic approach to ESG.  The responsible investment policy of 

the Board cautions, “as a global investment organization, questions about risks associated with 

governance, climate change, other environmental issues, and social concerns have become more 

prominent and serious considerations for the WSIB. While the WSIB recognizes that many risks 

 
116 Interview with Timm Ormsby, Member of the Washington State House of Representatives, 
Washington State Investment Board, June 14, 2019 (notes on file with the author). 
117 There is evidence that Comptroller McCall ran on pension issues.  See section below. 
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and benefits associated with responsible investing are difficult to quantify, it believes all risks in 

WSIB's investment process should be given thoughtful consideration, including evolving global 

challenges which impact a long-term investment horizon.”118 

In contrast, the Comptroller’s Office issues an ESG report that not only summarizes its 

activities but also strategizes “public policy advocacy” as one if its priorities in the responsible 

investing field.119  For example, in the 2017 ESG Report, the current Comptroller Thomas 

DiNapoli noted efforts to persuade the SEC to institute regulatory and enforcement actions 

against fossil fuel companies with respect to their connections to climate change risk, institute 

collaborative efforts with groups to encourage global stock exchanges to set sustainability 

standards, and advocate for shareholder rights and protections across boards.120  To that end, 

unlike the Teachers’ Retirement System and the Washington Investment Board, Comptroller 

DiNapoli has aggressively asserted his commitment to ESG investing through hardline 

thresholds and international engagement.  This has included prominent international appearances 

at the Paris Climate Accords a public commitment in 2019 to doubling the plan portfolio of ESG 

holdings to a hard line threshold of $20 billion, increasing ESG-focused staff, and instituting a 

“watch-list” of investment managers who are not sensitive to the ESG commitments and policies 

(Butera 2019).  This last strategy is akin to the “watch-list” policy that the California Employees’ 

Retirement System instituted in the 1990’s targeting companies whom they targeted for 

corporate reforms. 

 
118 Washington State Investment Board.  2018.  “ESG Report 2018.”  URL: 
https://www.sib.wa.gov/oversight/pdfs/esg_2018.pdf. 
119 Office of the New York State Comptroller.  URL: 
https://www.osc.state.ny.us/pension/infographic/infog.htm. 
120 Office of the New York State Comptroller.  2017.  “New York State Common Retirement Fund: 
Environmental, Social and Governance Report.”  URL: https://www.osc.state.ny.us/reports/esg-report-
mar2017.pdf. 
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Although these actions in isolation do not directly prove the connection to electoral 

platforms, the juxtaposition of the races of the former Comptroller of New York, Carl McCall, 

are instructive in this regard.  McCall ran for Governor in 2002 and faced a primary against 

Andrew Cuomo.  A key cause of contention in the primary race with Cuomo were allegations 

lodged against McCall that his lack of investment of pension funds in socially responsible 

investment vehicles indicated his “social indifference.” (The New York Sun 2002).  Ironically, 

after his success in the primary, McCall faced critiques by his Republican opponent, George 

Pataki, in the general election that he failed to create jobs and aid a struggling upstate economy 

by not investing New York’s pension fund there – arguments for economically targeted 

investments (Eaton 2002).  More important, the elections focused on issues that were more 

salient and comprehensible to the electorate at large. 

While New York systems and the Washington Investment Board share similar 

characteristics with most public pension systems across the country in the types of individuals 

that are selected for the board, their case study comparison evidences the important divergence in 

preferences and interests that motivate such board members.  First, board members are 

representative of diverse constituencies that have varying priorities and demands that can impact 

decisions in a politicized context.  Second, the sensitivity of these board members will also be 

driven by their connection to direct accountability schemes.  The Comptroller, a statewide 

elected official, and the most partisan “board” of the three is an important example that 

preferences are not one dimensional and that elected officials will seek to cultivate more explicit 

and broadly applicable platforms to broaden constituencies and signal their agendas, particularly 

when they are subject to direct election based on their role as a fiduciary. 
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5.3   Pension Board Culture 

 Pension boards and their members have a culture that is common across systems.  This 

culture informs how public pension systems approach political demands and gives important 

insight into varying responses to policy-demands, particularly where formal rules and 

constituency preferences do not align.  The culture of public pension systems cannot be 

overlooked and frames much of the explanations in varying behaviors of differently organized 

governance bodies.  James Q. Wilson argued that an understanding of the culture of bureaucratic 

agencies was fundamental to the picture of internal dynamics, more than external pressures or 

even political directives/demands (Wilson 1989; Gormley 2015).  Culture was not only 

important to Wilson, but critical to an understanding of specific bureaucratic behavior (Wilson 

1989).  He described it as “a persistent, patterned way of thinking about the central tasks of and 

human relationship within an organization” (Wilson 1989).  Indeed, the culture of public pension 

systems not only helps to explain the relationships that are vital to understanding the inner 

workings of the board, as explored above, but also to anticipate expected policy outcomes given 

these unifying norms. Given the legal obligations imposed by fiduciary duty standards, the 

particularities of fund constituencies, and a keen awareness of reputation, public pension systems 

largely operate defensively in seeking to maintain the status quo and avoid risk. 

Fiduciary duties are universal legal duties bestowed on board members and are the 

foremost driver of action, agenda-setting, and policy.  Unlike federally regulated pension 

systems that have articulated duties under ERISA, the fiduciary duties of state pension systems 

are articulated by statute but largely focus on the same key concepts and follow ERISA guidance 

as norms for the industry.  Under ERISA, a fiduciary is required to act: (1) solely in the interest 

of plan participants and their beneficiaries; (2) for the exclusive purpose of providing plan 
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benefits; (3) with the care, skill, prudence and diligence that a prudent person in similar 

circumstances would use; (4) by diversifying the plan’s investments to minimize the risk of large 

losses; (5) in accordance with plan documents.121  In Washington State, while only voting 

members of the Board have an express duty as a trustee in statute, the non-voting members of the 

Board are deemed to have the same duties as well and receive the same fiduciary training and 

counseling.122  All members, by way of their fiduciary duties are required to act for the exclusive 

benefit of fund beneficiaries.  Of note, in all interviews across board members as well as system 

staff, fiduciary duty was continuously referenced and relied upon in justifying and 

contextualizing board choices.  Board staff have indicated that even where there are ideological 

biases of new board members, the learning process surrounding the roles and responsibilities that 

stem from their fiduciary duties inform new board members and shape their perspective for the 

future.  Chris Phillips, the Director of Institutional Relations from the Washington State 

Investment Board stated, “when new members come onto the board, they are eyes wide open, 

and they are learning about the investment and governance process.  If they come in with any 

disillusionment about ideology, they are assimilated into a financially focused framework that is 

 
121 The fiduciary policy of Washington State, as articulated in state statute, requires that board members 
have the duty to use the appropriate standard of care, have a duty of loyalty, and the duty to diversify 
assets (Washington State Investment Board.  “Introduction: Background Information.”  URL: 
https://www.sib.wa.gov/information/pdfs/policies/Intro02.pdf).  In New York, the Comptroller has 
similar obligations that have been articulated as: (1) the responsibility to act for the sole benefit of the 
System’s members; (2) ensure the highest ethical, professional, and conflict of interest standards are 
employed; (3) maintain a high level of operational transparency; and (4) ensure the Fund is managed in an 
efficient, effective manner (11 NYCRR Section 136-2.3).  Finally, the New York State Teachers’ 
Retirement System advises its board members that their fiduciary duties include the duty of care, the duty 
of loyalty, and the duty of prudence (11 NYCRR 136-1.6; URL: 
https://www.nystrs.org/NYSTRS/media/PDF/About%20Us/BoardGovManual.pdf). 
122 Interview with William Longbrake, Non-voting member, Washington State Investment Board, May 
28, 2019 (notes on file with the author). 
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backed by non-voting members who help to guide the culture of the board with a focus on 

fiduciary duty.”123   

Fiduciary duties are also expansively interpreted by pension fund actors so they capture 

much if not all of the legislative, executive, and policy activities that can impact the fund.  For 

example, in arguing against legislation that would require the New York State Common 

Retirement System to divest from fossil fuels, Comptroller DiNapoli’s representative testified, 

“the fiduciary duty to the beneficiaries of the Fund runs not only to the Comptroller; it also 

constrains the State.  Thus, any investment decision made through the legislative process for the 

Fund is subject to the same fiduciary standard that requires the Comptroller to act for the 

exclusive benefit of the members, retirees, and beneficiaries of the System for the sole purpose 

of paying benefits.”124  This type of interpretation lends a scope and breadth to these formal 

duties that arguably reinforces their incorporation into all types of decision-making and 

reinforces a culture of rule-following and risk aversion by the board members.125 

The scope and almost sacrosanct relationship between board members and fund 

beneficiaries has also been repeatedly protected by state and federal courts and bolstered this 

culture.  First, courts have traditionally held that the management and oversight of pension fund 

monies are within the sole jurisdiction of fund trustees.  For example, in 1993 the New York 

State Governor, with the Legislature, tried to change the Common Retirement Fund’s actuarial 

requirements to reduce the amount of contributions required – this equated to a drop in the state’s 

 
123 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 
124 Titarchuk, Anastasia.  April 20, 2019.  Testimony Before the New York Senate Hearing on the Fossil 
Fuel Divestment Act (S. 2126).  URL: 
https://www.nysenate.gov/sites/default/files/anastasia_titarchuk_office_of_the_state_comptroller.pdf. 
125 While not pertinent to the case comparison here, some states have promoted individual liability 
insurance for board members given the liabilities that can stem from breaches of these duties. 
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contributions from $470 million to $3.1 million.  The public pension system filed a lawsuit and a 

state court ruled the practice illegal in 1993 and ordered the state to pay back $403 million in 

back payments (Munnell and Sunden 2015).126  Anecdotally, when asked to describe this turn of 

events, Carl McCall, the then-Comptroller described the litigation, “when I fought [the 

Governor] we had to bring people who were effected by their decision so we had two or three 

retirees and one of the retirees said to me ‘we are going to lose, we are suing the Governor,’ and 

I said to her ‘every judge in the state is a member of the retirement fund, I think we are going to 

be okay’.”127  Second, courts have also almost uniformly held that pension benefits cannot be 

diminished – either through contract theory or statutory/constitutional guarantees – which has 

meant that legislative and executive attempts at reducing benefits or payouts has almost 

categorically been denied.128  While these legal trends have helped to stave off political 

encroachment into pension politics, they have been largely with respect to funding and benefits, 

rather than investment choice or strategy which is where the quantitative evidence has shown 

more variation in politicized behavior.   

 Given the strict fiduciary rules that boards operate within, as well as the concentrated 

constituencies that these duties bind them to, public pension boards typically prefer the status 

quo and operate defensively with respect to policymaking.  Public pension systems’ core 

constituencies are public sector workers who are highly entrenched in state government and 

 
126 Sack, Kevin.  December 7, 1993. “McCall Seeks Repayments For Pensions.”  The New York Times.  
URL: https://www.nytimes.com/1993/12/07/nyregion/mccall-seeks-repayments-for-
pensions.html?mtrref=www.google.com 
127 Interview with former New York State Comptroller Carl McCall, New York State Common 
Retirement System, May 13, 2019 (notes on file with the author). 
128 In New York, pension benefits are constitutionally guaranteed under Article V Section and of the state 
Constitution (see also AFl CIO v. Cuomo, 467 N.E.2d 236 (NY Ct. App. 1984)); in Washington State, 
benefits are not constitutionally protected but have been guaranteed based on a theory of contract 
impairment (Bakenhus v. City of Seattle, 296 P.2d536 (1956); Leonard v. City of Seattle, 503 P.2d 741, 
747-48 (Wash. 1972)). 
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politics, are often represented by unions or organizations, and have secured long-term interests 

through pension programs that they seek to preserve, particularly defined benefit schemes.  In 

light of these considerations it is expected that public pension systems will seek to preserve these 

interests and avoid policy changes that may require changes to the current benefit schemes and 

entitlements.  With respect to New York and Washington State plans specifically, we see that, 

indeed the constituencies are clearly defined and have a primary policy preference, thereby 

leading to negative agenda setting and deflection of alternative policy demands. 

In light of the proposition that many board members are governmental insiders, it is 

intuitive that they often are beneficiaries of public pension funds themselves or share viewpoints 

on the benefits of these types of systems.  Thus, their culture goes beyond adherence to formal 

rules, but also appears to be an institutional one that unites them in a shared identity and ethos 

with public workers.  As a comparison, it is estimated that 60% of the board of the New York 

State Teachers’ Retirement System are members of a public retirement system while 72% of the 

Washington State Investment Board are members of a public retirement systems.  The current 

New York State Comptroller, as a former Assembly member and current state employee is also a 

beneficiary of the state retirement system.  This status, as a beneficiary of the public retirement 

system not only primes individuals to be uniquely concerned about the soundness of the fund, 

but also, gives them more insight into the stakes and preferences as well.  As noted by a member 

of the Washington State Investment Board, “everyone represented there is in one fashion or 

another representing folks that have a defined benefit plan.”129  Because board members are 

often both beneficiaries of the fund, and representing beneficiaries, there are mutually 

 
129 Interview with Timm Ormsby, Member of the Washington State House of Representatives, 
Washington State Investment Board, June 14, 2019 (notes on file with the author). 
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reinforcing identities of public sector, defined benefit, and often pro-labor stances that will 

inform their perspectives on the values and preferred policies of the fund and the market at large.   

To that end, the constituency in which they serve, reinforces this institutional identity as 

one allied with and intricately connected to the welfare of public workers, which is largely 

premised on one singular motivation – adequate funding.  Washington State Investment Board 

staff indicated that this is the singular issue that is raised when speaking with beneficiaries.  A 

staff member recounted an experience at a wedding when was discussing the Board saying, 

“whenever you mention the state investment board to a beneficiary, their mentality is to take care 

of their retirement.  The first words out of their mouth are never about where they [the Fund] 

should be investing.”130  The former Comptroller of New York, Carl McCall, echoes this 

sentiment.  When distinguishing between special interest groups and public sector employee 

organizations he said, “their demands are pretty clear.  They want the program to be sound.  

They want to make sure their benefits are secure, and they would like to see their benefits 

increase in a reasonable way.  So, they are not really aggressively pressing anything.”131  In light 

of these concerns, the primary of which being maintenance of the fund and preservation of 

benefit levels, often the main role that public pension systems play in policy-formation is with 

respect to negative agenda control. 

In conceptualizing negative agenda control, Bachrach and Baratz noted, “power may be, 

and often is, exercised by confining the scope of decision-making to relatively “safe” issues” 

(1962).  An extension of this hypothesis has been used by researchers to explain how leaders in 

 
130 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 
131 Interview with former New York State Comptroller Carl McCall, New York State Common 
Retirement System, May 13, 2019 (notes on file with the author). 
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majority parties use their roles as chairmen of committees in Congress to exert controls over the 

agenda setting process and prevent bills opposed by co-partisans from securing passage and 

thereby “protecting the entrenched set of status quo policies” (Gailmard and Jenkins 2007; Cox 

and McCubbins 1993,1994).  Public pension systems operate in a similar fashion and much of 

their policy behavior and reactions can be explained through negative agenda control to preserve 

independence and avoid perceived losses for their constituency (Weaver 1989).132  As previously 

discussed, the Comptroller of New York used litigation to prevent the Governor from 

reallocating pension monies to balance the budget during difficult fiscal years.  This incident 

attracted widespread media attention in New York State at the time.  Similarly, the current 

Comptroller of New York, Thomas DiNapoli, with the Governor, has convened a 

Decarbonization Advisory Board to provide an alternative to full divestment legislation that is 

pending before the Legislature. 

As opposed to direct confrontation that seemingly results where a fiduciary is an elected 

official, Washington State Investment Board members describe education as the preferred means 

of resisting political pressures and preventing the imposition of policy mandates.  The Executive 

Director, Theresa Whitmarsh, said in an interview, “I have been here 15 years and worked under 

several governors, and for the most part they have been very respectful and understanding that 

our fiduciary duty is for the exclusive benefit of beneficiaries.  Of course, there is an education 

process with every new Governor and set of legislators.  New legislators often say they want to 

invest more assets within the state, and occasionally the first discussion on this subject is not the 

 
132 While Weaver links blame avoidance theory to the relationship between an elected official and 
constituencies who stand to lose entrenched interests, the corollary here is risk aversion, where boards, 
albeit not always elected will seek to minimize negative impacts to their core constituency of 
beneficiaries.   
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last.”133  Similarly, a board member of the Washington State Investment Board, who is also an 

elected official in the Washington State House of Representatives described how he acts as a 

liaison with his party, ensuring that when legislation that proposes constraining the public 

pension system arises, he “feels the responsibility to correct the misconceptions.”134  In a similar 

fashion, the New York State Teachers’ Retirement System staff describe themselves as a 

“resource” to legislative officials and use education to provide legislators with background prior 

to bill introduction or movement.135  Notably, one of the key differences between the Teachers’ 

Retirement System and the New York State Comptroller is the potential for legislative 

negotiation.   

As opposed to the Comptroller’s office, which actively negotiates bills throughout the 

legislative process, the Teachers’ Retirement System does not have the ability to actively 

negotiate legislation.  A staff member from the System noted this distinction saying, “once the 

board adopts the program, it is set.”136  As such, any changes or developments in the legislation 

are required to be reviewed and vetted by the board when they reconvene during one of their 

quarterly meetings - which is often outside of the legislative session window.  While this 

institutional constraint may decrease the ability for the board to engage in negative agenda 

control – or actively negotiate for bills to be removed from the legislative calendar - there is a 

key difference between NYSTRS and the NYSCRS.  The Teachers’ Retirement System is 

 
133 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 
134 Interview with Timm Ormsby, Member of the Washington State House of Representatives, 
Washington State Investment Board, June 14, 2019 (notes on file with the author). 
135 Interview with staff from the New York State Teachers’ Retirement System (Joseph Indelicato, Don 
Ampansiri, Yiselle Ruoso) July 15, 2019 (notes on file with the author). 
136 Interview with staff from the New York State Teachers’ Retirement System (Joseph Indelicato, Don 
Ampansiri, Yiselle Ruoso) July 15, 2019 (notes on file with the author). 
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considered an “instrumentality of the state” and as such is not often captured in legislation 

directed at state retirement systems where this specific language is not used.  Instead, language 

related to entities that “perform an important governmental function” must be present for the 

legislation to apply and as such, many of the proposed changes to retirement system policies are 

binding on the Comptroller’s Officer rather than the Teachers’ Retirement System.  So, 

organizational structures, such as quarterly meetings may reduce the ability for the board to 

actively monitor legislation, but statutory protections also mitigate the need for it as well.137 

An understanding of the risk avoidance culture is critical in explaining policy choices and 

politicized behaviors of public pension systems.  As seen in the quantitative chapter and 

demonstrated in these cases, fiduciary responsibilities and legal infrastructure within states 

reinforce the need for strict conformance to rules, particularly those related to the funding and 

fiscal soundness of the public pension system.  However, this interaction between culture and 

incentives is important because potentials for politicization arise when the core constituency – 

public workers - has expressed apathy and/or are inattentive and there are fewer formal rules 

governing acceptable behavior.  In these cases, the opportunity for divergence from this shared 

culture presents itself and credit-claiming opportunities arise for partisan-leaning board members 

which have the potential to override entrenched blame avoidance tendencies. 

As explored with respect to credit-claiming opportunities, politically affiliated members, 

particularly those connected to accountability schemes, have incentives to utilize socially 

responsible investment strategies to pursue policy platforms that cultivate a broader constituency.  

To that end, socially responsible investment strategies and corporate engagement are regulated 

by less formal rules and guidance both at the federal level and the state levels and we should 

 
137 Interview with staff from the New York State Teachers’ Retirement System (Joseph Indelicato, Don 
Ampansiri, Yiselle Ruoso) July 15, 2019 (notes on file with the author). 
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expect more deviation in behavior among boards and their members.138  In the quantitative 

chapter we saw that shareholder resolutions have only been filed by four retirement systems, the 

California Public Employees’ Retirement System, the California Teachers’ Retirement System, 

the Florida Board of Administration, and the New York State Common Retirement Fund.  While 

the partisanship index measures CalSTRS at approximately 75% and CalPERS at 46%, what is 

interesting is that both Florida and the New York Common Retirement System have boards that 

are completely comprised of elected officials.  As explored in the quantitative chapter, 

shareholder resolutions are not binding and are internal procedures that systems use to encourage 

corporations to change from within – thus they are relatively low stakes and do not present 

significant immediate fiscal concerns related to the value of shares, or interest in the targeted 

company enough to draw constituency concerns.  Of the four boards that filed shareholder 

proposals, New York was the most prolific with 79 filings, which supports the hypothesis that 

boards that are more connected to electoral processes will behave in more politicized ways. 

Perhaps more convincing is the reasons why boards such as the Washington State 

Investment Board decline to engage in filing shareholder resolutions.  When asked about their 

 
138 There is evidence to suggest that party preferences have led to differences at the federal level, 
expressed in differing IRS guidance regarding the assessment of whether fiduciary principles have been 
violated when a stock has been considered under ETI or ESG factors.  Under President Clinton, the 
Department of Labor (DOL) issued ERISA Interpretive Bulletin 94-1 which advised that economically 
targeted investments (including those with ESG criteria) were not incompatible with fiduciary obligations 
and clarified that “a plan fiduciary may consider collateral benefits in choosing between investments that 
have comparable risks and rates of return.”  In 2008, under President Bush, the DOL issued ERISA 
Interpretive Bulletin 2008-1 which superseded 94-1 stating, “fiduciaries may never subordinate the 
economic interests of the plan to unrelated objectives and may not select investments on the basis of any 
factor outside the economic interest of the plan except in very limited circumstances.”  It further 
emphasized that “the Department reject[ed] a construction of ERISA that would render the Act’s tight 
limits on the use of plan assets illusory, and that would permit plan fiduciaries to expend ERISA trust 
assets to promote public policy preferences.”  Citing the hesitation of investors from considering ETI’s 
and ESG factors, the DOL issued Interpretive Bulletin 2015-01 under President Obama which modified 
the 2008 Bulletin and advised that fiduciaries may invest in ETI’s and noted that ESG factors “may have 
a direct relationship to the economic and financial value of the plan’s investment.” 
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policy on filing shareholder resolutions, the Executive Director Theresa Whitmarsh indicated 

that it is both resource and strategy driven.  She said, “we do not file shareholder proposals; we 

occasionally will sign-on to others’ proposals, but we do not have the staff to generate our own 

proposals…we also are a little different on that approach, we are less issue oriented and less 

political.”  Important to this policy is that active shareholder resolution filing is seen as a more 

political act, even within pension fund peers.  While Washington explains that they believe it is 

an identity issue, “it is the nature of Washingtonians to fly below the radar,” it is also significant 

that the Teachers’ Retirement System, which is within the same state as the Common Retirement 

System has no notable shareholder resolution proposal record either.  This is notable given the 

lack of elected officials on the board. 

5.4  Institutional Organization 

 I believe that public pension board members will operate within varying institutional 

systems and much of their behavior will be determined by the amount of flexibility and 

deference the board is given by other branches of government.  As noted in the theory chapter, 

when exploring fiscal health of the state as a factor, previous research has argued that no public 

pension systems have revenue authority and therefore all must compete with other public 

programs to receive appropriations from the general fund – or taxpayer monies - of the state to 

cover the contribution obligations (Matkin et al. 2016; Hess 2005; Chaney et al. 2002).  While 

this is generally true, the state specific factors of pension system funding determine the degree to 

which it is engaged in this political jockeying, as well as the extent to which it must work with 

political actors to ensure adequate contributions and sustainability.   

When comparing New York and Washington states, the funding of the pension systems is 

quite different.  The New York State Teachers’ system is not part of the executive budget 
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process.  The Systems’ operating budget is approved annually by the Board and the system has 

three sources of income: (1) monies that come in from member contributions; (2) monies from 

employer contributions; and (3) monies from the income generated by investments which 

represent the largest portion of revenue.139  Interestingly, unlike traditional schemes of employer 

contribution collection, where there is an appropriation during the budget process (the 

Comptroller’s office works in this fashion), the Teachers’ Retirement System collects 

contributions from school districts through an intercept with state allocation of school aid.  In 

essence, prior to the distribution of school aid to districts across the state, the Teachers’ 

Retirement System receives its disbursement of the contribution obligations for each school 

district.140 This type of process for collecting employer contributions insulates the system and the 

Board from direct contact with the employer school districts.  While not completely shielded 

from the executive budget process or collection, the Washington State Investment Board has an 

operating budget that goes to the Legislature for approval which includes allocations for staff.  

Similar to the Teachers’ Retirement System, the main income for the Investment Board is 

collected through profits from investments.  Importantly, because the Investment Board is 

distinct from the Office of Retirement Administration and the State Actuary’s Office, 

administrative expenses, as well as collection of employer contributions are not within the 

jurisdiction of the Investment Board thereby minimizing the budget demands of the Board in 

total. 141 

 
139 Interview with staff from the New York State Teachers’ Retirement System (Joseph Indelicato, Don 
Ampansiri, Yiselle Ruoso) July 15, 2019 (notes on file with the author). 
140 Interview with staff from the New York State Teachers’ Retirement System (Joseph Indelicato, Don 
Ampansiri, Yiselle Ruoso) July 15, 2019 (notes on file with the author). 
141 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 
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In contrast, the New York State Common Retirement Fund, is funded as part of the 

executive budget process in New York and requires that there be an appropriation for the 

required employer contributions from state and local governments, and the other covered entities, 

to meet their pension liabilities.  As discussed in the context of Carl McCall’s experience in 

litigating budget sweeps of pension monies, this can be controversial.  However, in recent years 

has not had similar outcomes.  In an interview with the Budget Director for Governor Andrew 

Cuomo, Robert Mujica noted that there is “no conversation” about using pension monies to 

offset budget costs and that the projections are “done by the (Comptroller’s) actuary and 

presented by the Comptroller.”142   There are internal processes that can mitigate the fiscal 

burdens, however.  Mujica noted, “when the stock market was not doing well in the last 

recession – the rate of return went down – both local governments and the state were under 

pressure…during that time, there were conversations with the Comptroller’s office about the 

state bill and they reached agreements in legislation where you could pay back the bill at a 

determined rate of interest but you still had to pay what was due, it was just a question of ‘pay 

me now or pay me later’.”143  McCall noted a similar process of negotiating with the state and 

municipalities but it was not a long term option.  He noted, “there were times that we delayed 

funding but we never kept it [underfunded]…there have been some agreements about the timing 

of payments that have been helpful to the state,” and when asked where the political pressure 

stemmed from, he answered “the pressure is from the Governor rather than the Legislature.”144  

 
142 Interview with Robert Mujica, Budget Director for New York State Governor Andrew Cuomo, July 
19, 2019 (notes on file with the author). 
143 Interview with Robert Mujica, Budget Director for New York State Governor Andrew Cuomo, July 
19, 2019 (notes on file with the author). 
144 Interview with former New York State Comptroller Carl McCall, New York State Common 
Retirement System, May 13, 2019 (notes on file with the author). 
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The dynamics between the Comptroller and the Governor highlight important differences 

that institutional organization can have on political interactions – the Comptroller, given the 

place in the executive budget process often negotiates and works with the Governor and other 

state entities to mitigate the impacts of high pension costs on state budgeting.  The variance in 

how these issues are sorted highlights the differences in how these arrangements impact outputs.  

The Teachers’ Retirement System has no engagement with respect to receiving employer 

contributions, and similarly, the Washington State Investment Board is not implicated in the 

administration of benefits so it does not have to collect contributions either.  The Comptroller 

however, must actively negotiate and even litigate with respect to these monies.  While this 

inserts more politicization within the process, the power dynamic is heavily skewed in the 

Comptroller’s favor.  Payments are legally guaranteed, and in New York, the Comptroller sets 

the interest rate upon which state and municipal governments must pay offset contributions. 

In addition to budgeting, institutional responsibilities and staffing also inform the degree to 

which boards can engage in politicized behaviors, as well as the extent to which they experience 

external political pressures.  In some respects, institutional capacity of public pension systems is 

important because of its potential to insulate the board from certain policy demands.  The 

reallocation of assets in the portfolio of a public pension system requires that there be careful 

actuarial calculation of the long-term projected return on the investment.  While there are 

accounting standards that are used across public pension plans these can be adjusted in certain 

ways to broaden/lessen the fiscal projection (Matkin et al. 2016; Hess 2005; Chaney et al. 2002).   
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Members of the Washington State Investment Board argue that they are more insulated from 

political pressures because the actuarial duties are separated into a three-part management design 

and the Board has no oversight over contribution levels and assumed rates of return.145   

In Washington, the board is solely responsible for the management of investments for the 

pension fund.  The Executive Director of the Investment Board, Theresa Whitmarsh notes that 

because the actuarial duties and funding policy recommendations are handled independently 

from the investment process, there is a clear “laser like focus on performance 

and…maximiz[ing] the benefits to the beneficiaries.”146  This “arms-length” distance between 

the investment process and the setting of contribution rates and return expectations allows them 

to be perceived by political officials, particularly the legislature, as “honest brokers” and allows 

legislators and political officials to view their input and recommendations as non-partisan.147  

Staff argue that the differences from other entities have these functions housed in the same place 

is that, “there is [traditionally] an over focus on investment return as the primary contributor to a 

sound pension system…if it is all housed in one place those issues tend to get commingled and 

mixed up.”148  Important to consider is that the designation of actuarial services within or without 

system operations can inform the potential for politicization of the board, but also the process of 

calculating the guidelines under which the board operates.  Thus, for the purposes of the 

 
145 Interview with William Longbrake, Non-voting member, Washington State Investment Board, May 
28, 2019 (notes on file with the author). 
146 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 
147 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 
148 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 
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relationships highlighted in this dissertation, this may decrease board politicization but 

institutionally may increase opportunities for political officials to seek to change these financial 

projections. 

 Both NYSTRS and NYCRS utilize internal actuarial services.  The Teachers’ Retirement 

System has an in-house actuary who decides and makes recommendations to the board related to 

employer contributions and assumed rates of return.  Additionally, the system contracts for 

external replication audits every five years and is overseen by the State Department of Financial 

Services, which has its own actuary on staff.149  The Comptrollers’ Office similarly has actuarial 

staff upon which they rely for recommendations.  According to data from the Public Plans 

Database maintained by the Center for Retirement Research at Boston College, the percentage of 

the employer contribution required to be paid was 100% for both New York systems from 2007-

2017, yet, the Washington State required contribution was 91% with a variation of a low of 73% 

in 2007 and a high of 119% in 2009.  Importantly, during the years 2007-2014, the Washington 

State Investment Board was over 100% funded.  The average funded ratios across systems New 

York State Teachers’, New York State Employees’, and the Washington Investment Board were 

97%, 96%, and 105%, respectively.  These numbers show minimal variation across systems 

despite varying organizational designs.  While these only highlight two states with unusually 

high funded ratios, the results suggest that actuarial independence may not be as influential as 

proposed.  

5.5 Conclusion 

 In the quantitative chapters discussed previously, there was a spectrum of politicized 

behavior that was found ranging from minimal partisanship influence on funding policy to what 

 
149 Interview with staff from the New York State Teachers’ Retirement System (Joseph Indelicato, Don 
Ampansiri, Yiselle Ruoso) July 15, 2019 (notes on file with the author). 
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is likely a significant relationship to investment and corporate practices.  While this is helpful in 

conceptualizing opportunities for politicization, state-specific factors are less evident.  

Importantly quantitative analysis such as this provides context to many of the relationships found 

and offers insight into motivations, and more important, constraints of the board.  A comparison 

of two systems in New York State, the Teachers’ Retirement System, and the Employees’ 

Retirement System, with the Washington State Investment Board demonstrate that three factors 

affect board behavior and provide potential alternatives and moderating influences on the 

partisanship model proposed.  Given the findings in the quantitative chapter, and the information 

from the aforementioned interviews it appears that appointments primarily effect ESG 

investments in ways that differ across funds.  Specifically, those board members who are subject 

to election are more likely to engage in this type of behavior than those who are not.  

Alternatively, fiduciary duties and the culture they promote affect the tendency for boards across 

organizational type to utilize negative agenda control to maintain the status quo.  These findings, 

in conjunction with the quantitative data, indicate that it is likely that this is most utilized with 

respect to funding policy – which directly impacts a constituency that has high stakes and for 

whom pension policies are highly salient – fund beneficiaries.  Finally, while I expected that 

institutional arrangements – including actuarial duties – would be important, they do not appear 

to impact any of the varying types of pension boards. 

 When generalizing the conclusions from a case study comparison such as this, it is 

important to use caution.  While the comparison of New York State and Washington has yielded 

important findings as to the overall identity, culture, and institutional organizations that drive 

pension funds, as well as those particular characteristics that may trigger departure from these 

tendencies, they are indeed case specific.  To that end, New York State, and the Comptroller in 
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particular, is a highly unique governance structure that is only found in four other states and is 

not found in any other cases of my dataset.  While it would be important to expand case study 

development to a broader class of governance structures and states, this analysis was an 

important preliminary step in identifying some of the unifying features of pension boards and 

specific details that explained the associations I have found in my quantitative analysis, as well 

as observed variation. 

 The lack of interviews is a valid point of contention with this work and is rightfully 

lodged about the conclusions here.  However, as the list in the Appendix demonstrates, a number 

of systems and board members were contacted for interviews for this work.  Importantly, the 

number of members who declined, or simply did not respond, seems to support the risk aversion 

culture that was highlighted in this chapter.  Analyses such as this touch on some of the primary 

responsibilities of pension boards, including their fiduciary duties to fund and operate the 

pension system in a responsible manner.  In light of these areas of focus, and their implications 

for fiduciary duties, declining interviews would actually be consistent with the culture and 

identity that has been observed in this case study analysis. 

Finally, it is important to clarify the narrow scope and presence of socially responsible 

investment vehicles as well as the use of passive investment indexes within the broader context 

of portfolio management.  This is perhaps best encapsulated by testimony by the Comptroller’s 

Interim Chief Investment Officer, Anastasia Titarchuk, at a New York State Senate public 

hearing on fossil fuel divestment legislation.  “With respect to its global public equity portfolio, 

the Fund employs two basic investment strategies – passive and active.  The vast majority of the 

Fund’s public equity holdings are invested passively – that is, by replicating index funds.  

Through its passive investment strategy, the Fund does not select companies or sectors, rather it 
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replicates an index fund – for example, the Russell 3000.”150 In fact, most public pension funds 

are managed this way.  While there is a rise of ESG sensitive index funds, it is important to note 

that ESG related investments represent a small proportion of pension fund portfolios given 

diversification requirements dictated by investment norms, as well as the sheer amount of 

holdings these funds hold.  While increased public attention has been paid to these topics, and 

media campaigns regarding divestment has increased their salience, socially responsible 

investment issues as well as the politicized behaviors associated with them – namely through 

investment and corporate behaviors – are done at the margins.  Perhaps more important is that 

the common culture, norms, and identities of public pension systems and their boards have 

provided self-reinforcing feedback mechanisms to support their main objectives – to preserve 

funding and pension fund stability for beneficiaries. 

 

  

  

 
150 Titarchuk, Anastasia.  April 20, 2019.  Testimony Before the New York Senate Hearing on the Fossil 
Fuel Divestment Act (S. 2126).  URL: 
https://www.nysenate.gov/sites/default/files/anastasia_titarchuk_office_of_the_state_comptroller.pdf. 
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CHAPTER 6 
 

CONCLUSION 
 

6.1 Overview of the Project and Its Findings 

 This dissertation sought to explore the ways in which public pension systems, as the 

largest assets of state government, may be used in ways to advance political or policy objectives.  

From a rational actor perspective, political officials, decisionmakers, and stakeholders are all 

actors who are expected to pursue resources that advance their political or policy agendas.  A 

prime resource is money.  As such, public pension systems seem to be a likely target of their 

efforts.  However, public pension systems have limitations in their capacity to act as vehicles for 

political/policy objectives because they have atypical obligations and duties to beneficiaries, 

rather the public at large.  Yet, they are also required to operate under the same constraints and 

political influence as other state agencies because they too are often subject to the budgetary 

decisions of political officials (particularly with respect to employer contribution payments) and 

they are governed by statutory rules and obligations set by state legislatures.  These dynamics 

were expected to influence behavior, as well as the potential for politicization.  The quantitative 

analyses of funding, investment, and corporate behavior, as well as in-depth interviews with 

board members and retirement system staff in this dissertation inform current research debates 

and provide a more nuanced conceptualization of public pension systems within the 

governmental order. 

 This model reshapes the focus of much of the public pension literature to date by 

focusing on the relationship between public pension governance members and political factors 

and officials, rather than the influence of political factors or officials on boards themselves 

(Matkin et. al. 2016). As noted, prior research has largely focused on fund performance as an 
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indicator of the significance of external dynamics such as state partisanship, special interest 

group demands, or budgetary pressures (Chaney et al. 2002; Schneider and Damanpour 2002).  

Critic of this approach have noted that it ignores the institutional framework within which public 

pension systems operate and gives too much explanatory power to external political forces 

(Matkin et al. 2016).  Matkin, Chen, and Khalid write, “[our] institutional framework recognizes 

the importance of the environmental contexts in which pension systems operate.  Environmental 

conditions rarely have a direct effect on the financial performance of public pensions.  Rather, 

they usually affect public pensions by effecting changes in formal institutions” (Matkin et. al. 

2016).  While the institutional perspective is valid and is part of the basis for the analytical model 

proposed here, this is not the only relevant critique of previous research.  Even where literature 

has focused on the governance board as the variable of interest, and expanded the focus of 

research to include member characteristics as explanatory variables in predicting politicized 

outcomes - namely funding – they have done so through blunt measures of partisanship including 

counts of elected officials and ex-officio members (Schneider and Damanpour 2002), or state 

partisanship as a proxy (Hoepner and Schopohl 2015).  Instead, I think the evidence in this 

dissertation supports the idea that board members and their individual relationships and 

ideologies matter—but they matter in distinctive ways for different types of behavior.  Public 

pension systems should be reframed as complex bureaucratic institutions, operating within and 

among political actors, with members who have their own ideologies and preferences that can 

impact policy—but also operate under substantial constraints imposed by their fiduciary 

responsibilities. 

 As noted in the theoretical chapter, partisanship can generally be interpreted in two ways: 

(1) political interests to advance electoral advantage or political gain; and (2) an ideology or set 
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of beliefs that unite individuals around a broad set of ideas and inform expected policy 

preferences.  For the purposes of this dissertation, partisanship has meant the latter. In measuring 

this, I collected almost three thousand individual level observations of public pension board 

members across twenty-six systems, twenty states, and ten years.  This dataset adds substantially 

to the information available on public pension systems, and the results found in models of 

funding and investment behaviors show important differences from previous research that fill in 

theoretical and empirical gaps.  These gaps are explained by accounting for board considerations 

that include, the constituencies impacted by certain policies, constituency stakes in the issue, and 

the degree of influence that legal and normative constraints have on the potential for politicized 

behavior, as outlined in Table 2.2. 
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Table 6.1: Expected Politicized Behavior and Findings from Quantitative and Qualitative 
Analysis 

 
Behavior Expectations Quantitative Evidence Qualitative Evidence 
Funding Low levels of politicized 

behavior: i.e., funding 
levels and unfunded 
liabilities with some 
variation over time given 
short-term gains, 
particularly during 
periods of severe fiscal 
stress 
 
 

Minimal politicized 
behavior: Democratic 
boards show relationship 
to external political factors 
such as %ARC funded.  
More important 
unaffiliated board 
members show significant 
relationships to funding 
metrics (negative to 
unfunded liabilities) 
 

Reactionary: When funding is 
at risk there is litigation and 
communication with 
beneficiaries and elected 
officials.  Also, reactionary 
when pension 
raiding/underfunding has 
occurred, but constrained over 
time by lawsuits. 
 

Investments Moderate politicized 
behavior that conforms 
with ideological 
preferences on 
environmental and social 
priorities, concentrated 
in Democratic leaning 
boards 
 
All types of boards may 
address Governance 
issues; little partisan 
variation  
 
 
 

Partisan boards are more 
likely to show increases in 
ESG ratings across 
environmental, social and 
governance agendas. 
 

Democratic boards seem more 
likely than others to engage in 
this activity. 
 

Corporate Highly politicized 
behavior with 
Democratic leaning 
boards most active 
 
 

Fragmentary evidence 
suggests that Democratic 
boards are more likely to 
engage in this behavior. 

Democratic boards seem more 
likely than others especially 
when elected officials are on 
the board and can reap 
electoral gains from symbolic 
gestures. 
 

 
  

As Table 6.1 demonstrates, the hypotheses regarding the relationships between funding 

and partisanship, which I predicted would be significant but not high in magnitude, proved to be 

significant but minimally so.  In fact, the quantitative analysis of these dynamics introduced an 

important actor to the overall discussion of public pension funding that I did not anticipate would 

be more significant than partisans across all types of boards – board members with alternative 
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identifies besides partisanship including unaffiliated board members and active/retired public 

workers.  Indeed, prior research has noted that certain sub-sets of governance board members 

have relationships to funding policy, including board members representing active and retired 

fund contributors (Brooks 2017; Hsin and Mitchell 1994: Schneider and Damanpour 2015).  

Generally speaking, these active and retired members are not captured within the partisan 

measures of previous work because they are likely not appointed by a political official but are 

elected or nominated as a representative of their employee classification.  What these 

calculations do not consider is that these members, or previously considered unaffiliated 

members, may in fact have partisan preferences as well.  As was highlighted in interviews with 

board members and pension fund staff, board members are often known entities within political 

circles regardless of elected status, and unaffiliated board members may find themselves 

nominated to boards based on their political participation and preexisting relationships.  By 

taking self-identifying partisan information into account when measuring partisanship, a more 

realistic perspective of the types of board members and their affiliations is provided.  To that 

end, unaffiliated members are truly unaffiliated to the extent that they lack overtly partisan 

identifiers, and thus, we can interpret their significance to a higher funded ratio, lower unfunded 

liabilities, and a decrease in the percentage of the required contribution paid by the plan sponsor 

as being more than just the influence of masked partisans. 

 This is not to say that partisanship was insignificant, and in fact, the quantitative findings, 

supported by qualitative data, show that partisanship has a more significant relationship with 

investment and corporate behaviors and highlights key areas of politicization of public pension 

boards that have yielded contrary results in previous work.  In the quantitative analysis there was 

evidence that Republican boards had higher weighted averages for ESG related investments than 



 

 166 
 

neutral boards at certain levels of board membership (Hoepner and Schopohl 2015). This is 

important as it presents a contrast to the only relevant literature to date on ESG investment 

holdings and board partisanship, where Hoepner and Schopohl found no activity by Republican 

boards, even when there was a Democratic leaning state government (Hoepner and Schopohl 

2015).  As was discussed in Chapter Four, this evidence suggests that partisan boards are more 

generally pressured to respond to the political environment, particularly on issues that are of high 

salience like fossil fuel and environmental policies, and we will likely see some response from 

Republican boards, albeit with minimal substantive impacts overall to the portfolio.  This was 

perhaps best substantiated in an elite interview with a Virginia board member who 

acknowledged that the board does not have an ESG policy, but there have been internal 

discussions recognizing that they must be aware of these types of pressures because they will 

likely pose a risk as more investors begin to engage with these issues.151   

 Responses that were seen across most partisan boards also indicated that the proportion 

of partisan board membership matters to investment activity as well.  When partisan membership 

increased towards a majority, it was typically more likely to see higher averages of ESG ratings 

than after a majority was secured.  Overall, this appears to bolster the theoretical claim that ESG 

holdings are important with respect to their signaling value more than their financial one.  As 

posited in Chapter Four, I believe that partisan boards, when increasing their share of partisan 

membership, use the acquisition of ESG holdings to signal to co-partisans and activists of their 

ideological consistency, however, after a majority is reached the board is more likely to face 

external criticism of politicization and will scale back their behavior to ensure that they are 

conforming with their fiduciary duty and avoid any damage to their institutional reputation.  

 
151 Interview with William Leighty. VCU Professor and former state employee, Virginia State Retirement 
System, June 14, 2019 (notes on file with the author). 
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While I do not have direct evidence of this claim, this finding encourages further research into 

the relationship between majorities and external cues, and I believe there will be a significant 

relationship to institutional reputation, credibility, and board behavior.152 

 In my expectations related to politicized public pension behavior, I thought that 

institutional reputation was an important mediator with respect to activities that would decrease 

funding levels, but at the same time would serve as a promoter of investment and corporate 

activities that funds could use to signal ideological congruence with key constituencies.  

Institutional reputation cuts across both investment and corporate behaviors and supports the idea 

that partisanship is closely aligned with the promotion of preferred ideas and ideological beliefs 

for the benefit of co-partisans, without necessarily committing the board to substantive policy 

commitments (i.e. shareholder resolutions are nonbinding).  I believe that the findings related to 

shareholder activity suggest that they largely driven by a desire to promote external cues 

regarding the ability of the fund to leverage its positioning to change corporations from within on 

ideologically driven platforms.  While the data related to shareholder resolutions was limited to 

four systems and can only provide limited evidence into what may be happening, it lends itself to 

the interpretation that this type of nonbinding, optional, activity is one in which only partisan 

boards are engaging.  Research that has included a wider breadth of system cases has shown that 

there is a relationship between the number of political board members and the likelihood of a 

company being targeted with a socially responsible shareholder resolution (Wang and Mao 

2015).  Their conclusion supports the reputational hypothesis here.  They found that partisan 

boards will file shareholder resolutions with the intention of attracting media attention and 

enhancing their perceived influence (Wang and Mao 2015).  To that end, interviews with board 

 
152 For example, it would be very interesting to look at the relationship between board majorities and any 
increases in criticisms from the media or political officials related to politicization. 
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staff has confirmed this notion as well.   In a direct statement on the issue, Washington 

Investment Board Executive Director Theresa Whitmarsh stated, “we do not file shareholder 

proposals…we are less issue oriented and less political.”1  More research would be important to 

generalize these findings, but the reputational hypothesis that has been developed from this 

initial inquiry is important because it not only confirms previous findings, but it also orients this 

behavior within a broader spectrum of policy-related actions utilized by public pension systems 

that has not been comprehensively theorized or analyzed to date. 

 The spectrum of activities and their relationships to various constituency and board 

related concerns is important to the overall contribution of this work and sheds light on 

institutional dynamics that have largely been ignored in previous research.  Inasmuch as 

partisanship of board members has muted impacts on behavior, the institutional identity of a 

public pension board collectively, as well as the legal duties and responsibilities that board 

members carry is important in evaluating the potential for politicized funding, investment and 

corporate behaviors.  In his treatise on the bureaucracy Wilson emphasized that in addition to the 

types of people that made up a bureaucratic entity, institutional factors such as organizational 

design, mission, culture, and scope of authority were also key to explaining the policy outputs of 

particular agencies (Wilson 1989).  Interviews with pension fund board members and staff 

overwhelmingly emphasized that the key driver of board member behavior is fiduciary 

responsibility, which reinforces a culture across boards of risk aversion and rule-following.  

Fiduciary duty, as noted by staff for the New York State Comptroller, as well as the Washington 

State Investment Board, is a broad legal theory that does not just require board members to act 

for the exclusive benefit of the primary constituency group of beneficiaries, but also to manage 

the monies and the portfolio in a way that is diversified and likely to yield the most return on 
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investment.  As Table 2.2 in the theoretical chapter demonstrates, the constraints on the boards 

given these legal duties was expected to be quite significant, and indeed the quantitative and 

qualitive findings confirm these expectations.   

 Table 6.1 shows that the spectrum of fiduciary constraints from most restrictive to least 

restrictive on behaviors parallel significance in partisanship findings.  Put another way, as legal 

and ethical constraints, as well as internalized role obligations, become less stringent, 

partisanship emerges as a driver of observed behaviors.  Funding policies are highly regulated by 

fiduciary duties, accounting requirements, state statutory mandates, and court precedents and 

there I observe no quantitative evidence of partisan influence.153   With respect to the qualitative 

date, there were only reactive policy responses described in the qualitative data when there were 

attempts at pension raiding or decreases in funding.  ESG investments are similarly subject to 

fund management protocols that require diversification and financial performance thresholds to 

satisfy the board’s fiduciary duty requirements.  These limit the extent to which 

partisanship/ideology can influence board behavior; however, they have broader latitude and 

flexibility in their determination.  Interviews with New York system representatives and 

members of the Washington State Investment Board, both Democratic leaning states, confirmed 

that ESG investments are a priority across systems, but all parties emphasized their fiduciary 

duties and characterized these investments in terms of long-term risk and profitability rather than 

being ideologically driven.  In contrast, the most evident partisan behavior was suggested in the 

shareholder resolution data which, while still subject to fiduciary duty standards, has less 

tangible evidence of a breach (i.e. impacts on funding or value of the fund), is less transparent to 

 
153 Note, the findings of Democratic board relationships to %ARC funded was based on a dependent 
variable that measured outside actor behavior rather than duties that were directly overseen by board 
action.  So, while there were partisanship findings relative to funding policy, they were arguably the 
duties that were least controlled by boards (See Chapter Three for a discussion). 
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the broader public, and is less regulated.  While there was not enough of a universe of cases to 

show a significant relationship to board partisanship, these optional board activities are preferred 

by only a few, highly partisan groups including the New York State Common Retirement 

System, which regularly proposes them and is managed by a singularly elected fiduciary, as 

opposed to its sister fund, the New York State Teachers’ Retirement System, which does not. 

After legal constraints, the stakes for key constituencies, most notably the beneficiaries of 

the fund, are the second most important determinant of politicized behavior by systems.  When 

funding is at stake, or the monies through which beneficiaries will receive their payments, there 

is a highly constrained political environment and boards are likely to behave cautiously.  The 

quantitative analysis supports this notion by again showing that partisanship does not have a 

significant relationship to funding.  In fact, the qualitative study shows that even where I 

expected short-term electoral gains for political officials to divert monies for preferred programs, 

they have been sued (i.e. the Comptroller and public sector unions’ lawsuit against the Governor 

of New York), or the state has been allowed to pay contributions over time at higher interest 

rates, but is still required to pay the full amount.  With respect to investment agendas and 

corporate pressures, public pension board activities are generally less salient and even less 

transparent to these groups, leaving more opportunity for politicized behavior and the 

opportunity for partisan/ideological gains among elected officials and activist communities.  

Investment agendas can impact immediate returns which is why it is likely that there are more 

moderate partisan relationships as compared to what is to be found in shareholder proposal 

activity. 
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6.2 Data Limitations 

 This project used a new dataset to examine a spectrum of potentially politicized 

behaviors as a means of comparison and context.  The generalizability of the data and findings 

contained in this dissertation should be taken with caution, given the limited time period studied, 

the small number of states included in the case studies, and the key features of state public 

pension plans that make them distinct from other types of systems.  Previous research has indeed 

utilized a broader set of public pension funds, including state and local systems (Munnell and 

Sunden 1999; Moe and Anzia 2013).  As was explained in Chapter Three, I have utilized the data 

selection framework employed by Hoepner and Schopohl which excludes local pension funds 

that can declare bankruptcy, unlike state funds, as well as all pension funds that are not self-

managed (Hoepner and Schopohl 2015).  Self-management is important as those who hire 

external managers will likely have less direct control over the portfolio and the preferences of the 

managers may bias any results.  As such, I identified twenty-six pension funds who registered 

with the Securities and Exchange Commission for the time period in question which restricted 

some of the sample. 

 While I believe the sample size of the funds analyzed was appropriate and was diverse 

along partisanship and organizational characteristics, there were significant limitations with 

respect to the investment and corporate data that minimized its generalizability.  As discussed in 

more detail in Chapter Four, I did not have access to the historical ratings of ESG investments so 

all of the ratings that I utilized for this analysis were based on 2017 measures.  While I do not 

believe that the ratings have changed dramatically, access to previous years would provide a 

more accurate picture of whether pension plans have not only increased their holdings with 

higher ratings, but also whether they have been reactive to ratings changes as well. 
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 Perhaps more important, the data on shareholder resolutions was not large enough in 

quantity to enable me to establish a relationship to partisanship with any statistical significance.  

As such, I was limited to descriptions of the types of systems that held them and the demands 

they requested.  While other authors, such as Wang and Mao utilized a broader universe of 

pension systems in their analysis of shareholder proposals including state and local systems.  

Municipalities, such as New York City have strong records of filing these proposals and would 

have contributed more data to Wang and Mao’s total of 1,670 during 1993-2013 (Wang and Mao 

2015).  Unfortunately, because of the exclusion criteria of my dataset, I did not include 

municipalities in my analysis and was limited to those pension funds who were within the 

dataset. 

 Finally, there is a valid criticism that there are not enough interviews in my comparative 

analysis to make generalized findings on board behavior and motivations.  In beginning this 

research, I could not find, and still have not found, a comparative treatment of the experiences of 

pension board members or staff.  While public quotes, reports, and testimony have been used, I 

have only found interviews utilized to the extent they are done with elected officials that have 

platforms impacting pension policy (McGuinn 2014).  I thought that this gap in the literature was 

important and could possibly shed light on the motivations and considerations of those 

responsible for decisions and policy – the board members themselves.  As such, I requested 

interviews from forty-nine members of retirement boards or staff, across five pension systems in 

four states.  A number of interview requests went unanswered and those that were addressed 

were often directed to institutional relations.  While I had interviews with legal staff from the 

Teachers’ Retirement System and executive staff from the Washington State Investment Board, I 

was not able to secure comprehensive interviews across board members.  I believe that the lack 
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of access to the board is actually indicative of the culture and risk aversion that I found in the 

case study chapter.  Analyses such as this implicate the very core of public pension board 

fiduciary duties and as such, representatives of this institutions would have concerns with access 

and portrayals.  In one declination, a Chief Investment Officer wrote, “I’ve done a number of 

these in the past and I haven’t been too pleased with the results.  Too much nuance gets lost in 

translation and the result is often distorted.  I am not saying this gets done maliciously.  It just 

seems to happen all too often.”  Despite these limitations, I believe that the data elicited in the 

interviews that I was able to conduct provided important information to the overall analysis and 

shed light on some of the considerations behind the quantitative findings, most important, the 

impacts that fiduciary duties have on their decision-making (and perhaps lack of willingness to 

be interviewed). 

Previously, research has considered funding, investment and corporate activism 

behaviors in isolation.  While these have been helpful in exploring public pension fund 

policymaking, they have not situated these bureaucratic entities within the broader governmental 

framework.  Despite the data limitations of this project, I believe that the findings here have 

supplemented our understanding that these governmental agencies have internal dynamics that 

interact with external constraints in ways that inform board member behavior and subsequent 

policy.  

6.3 Implications of Observed Behaviors and Future Research 

 Underlying all of these debates is the significant tug of war between ideological 

preferences and fiduciary duty.  Put another way, do state pension boards have a primary and 

exclusive obligation to beneficiaries or do they have some responsibility to taxpayers and the 

common good as they perceive it?  Simply put, board members do have a fiduciary duty to act 
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for the sole and exclusive benefit of beneficiaries.154  As has been noted, the “exclusive benefit 

rule” is a bedrock of the fiduciary duties governing board members.  States vary as to the 

whether the exclusive benefit rule is found in statutory language or constitutional language, 

however, this principle has been upheld in most common law fiduciary cases at the state level.155    

Interviews with public pension fund board members and staff reiterate this main duty and 

objective in managing monies of the fund.  However, what has been evident in discussions with 

staff is that there is an awareness that investments do make a symbolic impact.  An interview 

with an elected official from the Washington State House of Representatives, and a board 

member on the Investment Board put it succinctly, “whether it is intentional or not, [investment 

agendas] have the net effect of signaling what the state investment board members’ philosophical 

positions are on this.  But we always go back to the prime objective, which is that we are 

supposed to maximize the benefits to the beneficiaries.”156   

 With respect to investment and corporate behavior, I hypothesized, and found 

preliminary evidence to support a relationship between partisanship and ESG investments and 

shareholder resolutions.  Interviews with public pension board members and staff, like 

Representative Ormsby above, supported the notion that signaling was a component of these 

behaviors.  Partisanship, as measured for this dissertation, is a proxy for the ideological beliefs of 

board members and is important given the differences in relationships I found between partisan 

 
154 The “exclusive benefit rule” is a bedrock of the fiduciary duties governing board members.  States 
vary as to the whether the exclusive benefit rule is found in statutory language or constitutional language, 
however, this principle has been upheld in most common law fiduciary cases at the state level (Monahan 
2010).  At the federal level, under 21 U.S.C. Section 401(a) ERISA dictates that the plan of the employer 
must be managed for “the exclusive benefit of the [employer’s] employees or their beneficiaries.”   
155 At the federal level, under 21 U.S.C. Section 401(a) ERISA dictates that the plan of the employer must 
be managed for “the exclusive benefit of the [employer’s] employees or their beneficiaries.” 
156 Interview with Timm Ormsby, Member of the Washington State House of Representatives, 
Washington State Investment Board, June 14, 2019 (notes on file with the author). 
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and nonpartisan boards.  In political science, ideology is generally viewed as “a set of beliefs 

about the role of government that shapes responses to a wide range of policy issues,” 

(Abromowitz and Saunders 2006; Converse 1964).  Partisanship, as a proxy for ideology, not 

only speaks to issue preferences, but also appropriate governmental responses.  Initial findings 

from ESG investments and corporate pressures would seem to indicate that both Democratic 

boards and Republican boards have responded to the ESG movement.  While this does not 

clarify the motivations behind these investments (financially or morally driven), considering that 

partisan boards have higher weighted averages across ESG issues than nonpartisan boards, there 

is an implication that more ideologically driven boards not only use investment powers in 

different ways but view them as an appropriate tool at their disposal. 

 Why is this important?  If partisan boards are investing in different ways than nonpartisan 

boards, or further, actively pursuing issue-driven agendas – as was seen in fragmentary evidence 

from shareholder resolutions – these behaviors have normative implications for accountability as 

well as conceptualizations of public pension systems within the policy-making framework. 

 Accountability is central to my findings and explanation of why there is less observed 

partisan influence on funding as opposed to other behaviors.  In part, these findings support 

Anzia and Moe’s thesis on pension fund policies and its salience, where the authors argued that 

pension politics are generally in the “voter blind spot” and do not command attention thereby 

leaving room for policymaking (Anzia and Moe 2013).  While I agree that certain behaviors fall 

within the blind spot of voter accountability schemes, and even beneficiary accountability, I 

believe Moe and Anzia not only failed to account for fiduciary obligations and their mitigating 

impacts, but their model was only limited to funding policies, which arguably have the highest 

stakes and are highly visible.  As explored above, the behaviors that have relationships to 
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partisanship are not only less relevant to beneficiaries, but also less transparent more generally.  

An evaluation of investments, and the portion of portfolios dedicated to certain holdings, 

requires access to investment information and expertise in evaluating the holdings.  More 

important, corporate pressures are not widely reported until resolution and the specific issues 

addressed are often debated through private negotiation and settlement with industry.  As such, I 

believe that accountability and public pension fund activism go beyond the “voter blind spot” 

and may actually evidence an area of high latitude for these bureaucratic agencies and low 

accountability that is worthy of more investigation. 

 A further question that has arisen from the observed differences in public pension fund 

behavior, particularly investment and corporate behaviors, is the potential for pension fund 

policymaking, as well as the increasing perception of activists that public pension funds can 

serve as policy demanders.  Baumgartner and Jones argued that despite constraints in the 

governmental system, there were ample opportunities for policy change through alternative 

venues where advocacy groups and lobbyists could advocate more effectively when stymied in 

traditional policymaking spheres (Baumgartner and Jones 1993).  This theory of venue selection 

is important to public pension fund activism and builds on many of the initial findings in this 

work.  The extent to which there has been an increase in targeting and lobbying of public pension 

systems by activists for policy change is an empirical question that deserves further inquiry.  

Despite this, anecdotal evidence from public pension staffers indicates that they perceive it to be 

true.  In speaking about conversations at conferences with other system representatives, Chris 

Phillips, the Director of Institutional Relations for the Washington Investment Board discussed 

the idea within their professional community that there has been a notable increase in activist or 

issue-driven lobbying of their systems and they attribute at least a portion of this activity to “the 
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logjam of divisiveness on the policy side.”157  To that end, many of the ESG priorities, 

particularly climate change, have been highly sensitive partisan issues in state legislatures.  As 

such, they would lend themselves to the idea that alternative venues, that have less public focus, 

manage the largest state asset, but can still be partisan, would be effective.  

More than anything else, the key takeaway from this research has been that criticism of 

public pension systems as agenda driven partisan institutions, or alternatively, passive and 

reactionary public entities, are both short sighted.  I believe that the evidence from both the 

quantitative and qualitative chapters show that public pension systems and their boards operate 

under significant constraints imposed by outside actors, the political environment, as well as 

their legal duties.  Boards are often put in a position where they are not the source of politically 

motivated behavior but are easy targets for the blame avoidance strategies of political actors 

themselves, while still being held legally responsible for maintaining a financially sound fund.  

For example, with respect to funding, politicians have the potential to achieve short-term gains 

by negotiating wage and benefit settlements while leaving the pension fund to take the blame 

when they subsequently advise the state that contribution rates must increase in order to maintain 

financial solvency.  Similarly, legislatures pass divestment legislation, and governors direct 

systems to report on investment strategies, in order to avoid the blame that is diverted to public 

pension funds when they advise that such measures decrease investment options and have the 

potential to harm returns. 

After extensive interviews, research, and data collection, one of the primary conclusions I 

have come to is that board members, in general, are public servants who take their 

 
157 Interview with Theresa Whitmarsh, Executive Director of the Washington State Investment Board and 
Chris Phillips, Director of Institutional Relations and Public Affairs, Washington State Investment Board, 
July 15, 2019 (notes on file with the author). 
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responsibilities very seriously and make a good-faith effort to fulfill their legal and 

administrative responsibilities.  The institutional environment, as well as political demands, 

complicate an already complex bureaucratic structure that has unique responsibilities, often 

conflicting public expectations, and a highly mobilized constituency.  These considerations 

should inform analysis of these governmental units going forward and reframe many of the 

politicization arguments in the future and in some respects, rebut unfair condemnation.   
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APPENDIX: 
ADDITIONAL FIGURES AND TABLES 

 
 

 

 
 

Figure A.1: Predicted Probability of Unaffiliated Board Members v. Unfunded Liability 
with a Density Plot of Unaffiliated Membership 
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Table A.1: Descriptive Statistics of Weighted Environmental Scores (2007-2017) 
 
System Mean Minimum Maximum 
Alabama ERS 0.0149 0.702 0.9624 
Alaska 0.233 0.109 1.785 
Arizona 0.0095 0 1.145 
Florida Board of Administration 0.0058 0 1.429 
CalPERS 0.0038 -0.0001 1.378 
CalSTRS 0.0057 0.0548 1.456 
Colorado 0.0066 0.0544 1.3636 
Kentucky ERS 0.000016 0 0.00064 
Kentucky TRS 0.00657 0 0.510 
Louisiana SRS 0.00898 0 0.818 
Michigan Municipal 0.00849 0 1.057 
Michigan SRS 0.01567 0 1.6198 
New Jersey Investment Council 0.01300 0 1.6204 
New York Common Retirement System 0.006408 0 1.378 
New York Teachers’ Retirement 
System 

0.00912 0 1.556 

Ohio PERS 0.0064 0 1.396 
Ohio TRS 0.0063 0 1.3995 
Oregon 0.01529 0 1.817 
Pennsylvania Teachers 0.011 0 3.096 
Texas ERS 0.0133 0 1.5624 
Texas TRS 0.00826 0 1.493 
Utah 0.0141 0 1.259 
Virginia 0.1386 0 1.510 
Washington Investment 0.1797 0.00003 4.5694 
Wisconsin 0.0109783 0 1.2874 
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Table A.2: Descriptive Statistics of Weighted Social Scores (2007-2017) 
 

System Mean Minimum Maximum 
Alabama ERS 0.0119 0 0.635 
Alaska 0.0203 0.108 2.415 
Arizona 0.0075 0 0.858 
Florida Board of Administration 0.0045 0 1.025 
CalPERS 0.003 -0.0002 1.559 
CalSTRS 0.00443 0 1.03 
Colorado 0.0052 0 1.206 
Kentucky ERS 0.0000125 0 0.00042 
Kentucky TRS 0.00494 0 0.3208 
Louisiana SRS 0.0073 0 0.540 
Michigan Municipal 0.0067 0 0.6975 
Michigan SRS 0.0122 0 1.244 
New Jersey Investment Council 0.00966 0 1.157 
New York Common Retirement System 0.00496 0 0.929 
New York Teachers’ Retirement System 0.00677 0 0.975 
Oregon 0.0112 0 1.3028 
Ohio PERS 0.00483 0 2.034 
Ohio TRS 0.00498 0 1.061 
Pennsylvania Teachers 0.0097 0 2.776 
Texas ERS 0.01056 0 1.0992 
Texas TRS 0.0066 0 0.9853 
Utah 0.011 0 0.8310 
Virginia 0.0110 0 1.152 
Washington Investment 0.158 0.000029 3.390 
Wisconsin 0.00871 0 1.1388 
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Table A.3: Descriptive Statistics of Weighted Governance Scores (2007-2017) 
 

System Mean Minimum Maximum 
Alabama ERS 0.0160 0 1.328 
Alaska 0.025 0 2.131 
Arizona 0.0100 0 1.58 
Florida Board of Administration 0.00637 0 1.9725 
CalPERS 0.00421 -0.000268 1.901 
CalSTRS 0.0063 0 2.010 
Colorado 0.007 0 1.547 
Kentucky ERS 0.0000171 0 0.000879 
Kentucky TRS 0.0065433 0 0.52088 
Louisiana SRS 0.00978 0 1.129 
Michigan Municipal 0.00898 0 1.459 
Michigan SRS 0.0161 0 2.231 
New Jersey Investment Council 0.0133 0 1.495 
New York Common Retirement System 0.00704 0 1.9012 
New York Teachers’ Retirement System 0.0098 0 1.6323 
Oregon 0.0159 0 1.368 
Ohio PERS 0.00696 0 2.074 
Ohio TRS 0.00692 0 1.9313 
Pennsylvania Teachers 0.0121 0 2.644 
Texas ERS 0.0143 0 2.156 
Texas TRS 0.00889 0 2.06 
Utah 0.01522 0 1.7377 
Virginia 0.0145 0 1.849 
Washington Investment 0.1973 0.00002 3.834 
Wisconsin 0.012 0 1.478 
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Figure A.2: Predicted Probability of Democratic Board Members v. Weighted 
Environmental Scores with a Density Plot of Democratic Membership 
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Figure A.3: Scatterplot of the Percentage of the Board that is Republican versus Weighted 
Environmental Scores (by System) 
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Table A.4: Weighted Average of Environmental Ratings of Holdings by System 
 

 (1) (2) (3) (4) (5) 
VARIABLES Weighted 

Avg. 
Environmental 

Score 

Weighted 
Avg. 

Environmental 
Score 

Weighted 
Avg. 

Environmental 
Score 

Weighted 
Avg. 

Environmental 
Score 

Weighted 
Avg. 

Environmental 
Score 

      
Partisanship 0.00487 0.000750    
 (0.0130) (0.0191)    
(Partisanship)B -0.0243 -0.0192    
 (0.0170) (0.0249)    
%Democrat   0.0231***   
   (0.00470)   
(%Democrat)B   -0.0373***   
   (0.00674)   
%Republican    0.0178***  
    (0.00425)  
(%Republican)B    -0.0247***  
    (0.00667)  
%Unaffiliated  -0.000988   0.0283*** 
  (0.00272)   (0.00566) 
(%Unaffiliated)B     -0.0271*** 
     (0.00426) 
%Board - Union 
Members 

-0.0132** -0.0139*** -0.0104** 0.0148 0.00883 

 (0.00479) (0.00494) (0.00375) (0.0144) (0.00728) 
%Board – 
Financial 
expertise 

0.0167*** 0.0146 0.0117*** 0.00754* 0.0129*** 

 (0.00403) (0.00855) (0.00228) (0.00427) (0.00366) 
%Board - 
Retirement Fund 
Beneficiaries 

-0.000332 -0.00152 -0.000792 -0.00557 -0.00339 

 (0.00805) (0.00952) (0.00716) (0.0106) (0.00785) 
Constant 0.0112 0.0131 0.0130* 0.0163* 0.00743 
 (0.00765) (0.0104) (0.00653) (0.00896) (0.00848) 
State and year 
fixed effects 

X X X X X 

Observations 134,834 134,834 134,834 134,834 134,834 
R-squared 0.012 0.012 0.012 0.012 0.012 

 
Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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Table A.5: Weighted Average of Social Ratings of Holdings by System 
 
 (1) (2) (3) (4) (5) 
VARIABLES Weighted 

Avg. Social 
Score 

Weighted 
Avg. Social 

Score 

Weighted 
Avg. Social 

Score 

Weighted 
Avg. Social 

Score 

Weighted 
Avg. Social 

Score 
      
Partisanship 0.0101 0.00830    
 (0.00890) (0.0115)    
(Partisanship)B -0.0263** -0.0241    
 (0.0116) (0.0148)    
%Democrat   0.0185***   
   (0.00382)   
(%Democrat)B   -0.0286***   
   (0.00525)   
%Republican    0.0124***  
    (0.00336)  
(%Republican)B    -0.0170***  
    (0.00441)  
%Unaffiliated  -0.000436   0.0200*** 
  (0.00165)   (0.00422) 
(%Unaffiliated)B     -0.0199*** 
     (0.00336) 
%Board - Union 
Members 

-0.0120*** -0.0123*** -0.00872*** 0.00832 0.00429 

 (0.00308) (0.00335) (0.00254) (0.00931) (0.00525) 
%Board – 
Financial 
Expertise 

0.0141*** 0.0132** 0.00870*** 0.00565* 0.00880*** 

 (0.00232) (0.00477) (0.00162) (0.00303) (0.00269) 
%Board - 
Retirement Fund 
Beneficiaries 

0.000949 0.000423 -0.00103 -0.00623 -0.00373 

 (0.00697) (0.00745) (0.00601) (0.00746) (0.00620) 
Constant 0.00782 0.00868 0.0106* 0.0146** 0.00791 
 (0.00653) (0.00746) (0.00548) (0.00645) (0.00654) 
      
State and year 
fixed effects 

X X X X X 

Observations 134,834 134,834 134,834 134,834 134,834 
R-squared 0.014 0.014 0.014 0.014 0.014 

Robust standard errors in parentheses 
*** p<0.01, ** p<0.05, * p<0.1 
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Figure A.4: Predicted Probability Plot of the Partisanship Index versus Weighted Average 

Social Score of Investments in the Public Pension System Portfolio 
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Table A.6: Weighted Average of Governance Ratings of Holdings by System 
 
 (1) (2) (3) (4) (5) 
VARIABLES Weighted 

Avg. 
Governance 

Score 

Weighted 
Avg. 

Governance 
Score 

Weighted 
Avg. 

Governance 
Score 

Weighted 
Avg. 

Governance 
Score 

Weighted 
Avg. 

Governance 
Score 

      
Partisanship 0.00682 0.00157    
 (0.0128) (0.0196)    
(Partisanship)B -0.0267 -0.0202    
 (0.0167) (0.0256)    
%Democrat   0.0235***   
   (0.00502)   
(%Democrat)B   -0.0374***   
   (0.00702)   
%Republican    0.0178***  
    (0.00453)  
(%Republican)B    -0.0249***  
    (0.00684)  
%Unaffiliated  -0.00126   0.0277*** 
  (0.00302)   (0.00609) 
(%Unaffiliated)B     -0.0269*** 
     (0.00466) 
%Board - Union 
Members 

-0.0144*** -0.0153*** -0.0112*** 0.0143 0.00727 

 (0.00470) (0.00502) (0.00387) (0.0150) (0.00759) 
%Board – Financial 
Expertise 

0.0163*** 0.0135 0.0107*** 0.00677 0.0115*** 

 (0.00377) (0.00886) (0.00233) (0.00463) (0.00390) 
%Board - Retirement 
Fund Beneficiaries 

0.000746 -0.000770 -0.000262 -0.00481 -0.00307 

 (0.00902) (0.0106) (0.00806) (0.0110) (0.00858) 
Constant 0.0123 0.0147 0.0145* 0.0176* 0.00958 
 (0.00843) (0.0113) (0.00732) (0.00938) (0.00913) 
      
State and year fixed 
effects 

X X X X X 

Observations 134,819 134,819 134,819 134,819 134,819 
R-squared 0.011 0.011 0.011 0.011 0.011 

 
Robust standard errors in parentheses 

*** p<0.01, ** p<0.05, * p<0.1 
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Table A.7: State Investment Disclosures from EDGAR Database 
 

 EDGAR FILING 
(CIK) 

NAME STATE TIME 

1 0001593051 
 

Retirement Systems of Alabama AL 2018-2015 

2 0001370102 
 

State of Alaska, Department of Revenue (formerly Alaska 
Retirement Management Board) 

AK 2018-2007 

3 0001558481 
 

Arizona State Retirement System AZ 2018-2012 

4 0000919079 
 

California Public Employee’s Retirement System CA February 2017 – 
August 1999 

5 0001081019 
 

California State Teachers’ Retirement System CA February 2017 - July 
1999 

6 0000315297 
 

Public Employees’ Retirement Association of Colorado  CO 2018-2007 

7 0000938076 
 

State Board of Administration of Florida Retirement System FL 2018-2007 

8 0001537783 
 

Kentucky Retirement Systems 
 

KY 2018-2013 

9 0000714142 
 

Kentucky Teachers’ Retirement System 
 

KY 2018-2013 

10 0001537191 
 

Louisiana State Employees’ Retirement System LA 2018-2014 

11 0001588873 
 

Michigan Municipal Employees’ Retirement System 
 

MI 2018-2013 

12 0000762152 
 

Michigan Treasury 
 

MI 2018-2007 

13 0001483262 
 

State of New Jersey Common Pension Fund NJ May 2014 – January 
2017 

14 0000862469 
 

New Mexico Educational Retirement Board NM 2018-2009 

15 0000810265 
 

New York State Common Retirement System NY 2018-2007 

16 0000314969 
 

New York State Teachers’ Retirement System NY 2018-2007 

17 0001007280 
 

Ohio Public Employees Retirement System OH 2018-2007 

18 0000820478 
 

State Teachers’ Retirement System of Ohio OH 2018-2007 

19 0001107314 
 

Oregon Public Employees’ Retirement Fund OR 2018 – 2010 

20 0001083190 
 

Pennsylvania Public School Employees’ Retirement System 
 

PA 2018-2007 

21 0000796848  
 

Teachers Retirement System of Texas TX 2018-2007 

22 0001398739 
 

Employees’ Retirement System of Texas TX 2018-2007 

23 0001548392 
 

Utah Retirement Systems UT 2017 – 2012 

24 0001005354 
 

Virginia Retirement System VA 2018-2007 

25 0000943712 
 

Washington State Investment Board WA 2016-2011 

26 0000854157 
 

Wisconsin Investment Board 
  

WI 2018-2007 
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Interview Requests 
Note: the status of the request is found in parenthesis after the person’s name.  Where there is no 
designation there was no response. 
 
New York 
Former Comptroller McCall (interviewed) 
Current Comptroller DiNapoli 
New York State Finance Director Robert Mujica (interviewed) 
 
New York State Teachers’ Retirement System Board: 
David Keefe, Retired Teacher 
Dr. L. Oliver Robinson, School Administrator 
Sheila Sullivan Buck, Teacher Member 
Elizabeth Chetney, Teacher Member 
Ron Gross, Teacher Member 
Dr. Phyllis Harrington, School Administrator 
Daniel J. Hogarty, Bank Executive 
Jennifer J. Longtin, School Boards Association Member 
Christopher Morin, School Boards Associations Member 
Nicholas Smirensky, State Comptroller Appointee 
Staff: 
Joseph Indelicato, General Counsel (interviewed) 
Don Ampansiri, Counsel (interviewed) 
Yiselle Ruoso, Counsel and Legislative Affairs (interviewed) 
 
Virginia Retirement System 
Patricia Bishop, Director 
Michael Nason, Chairman, Prince William County Department of Fire and Rescue 
Diana Cantor, Vice Chairman, Alternative Investment Management 
Hon. J. Brandon Bell, II, Brandon Bell Financial Partners 
Wallace Harris, Department of Social Services Retired 
W. Brett Hayes, Wells Fargo Advisors 
William Leighty, VCU Wilder School of Government (interviewed) 
O’Kelly McWilliams, Mintz Levin (declined) 
Joseph Montgomery, Wells Fargo Advisors 
Troilen Seward, Public School Teacher (Retired) (interviewed) 
Ronald Schmitz, Chief Investment Officer 
 
New Mexico Educational Retirement Board 
Mary Lou Cameron, Chair 
Russell Goff, Vice Chair 
Larry Magid, Governor Appointee 
Donald Duszynski, AAUP Representative 
Ryan Steward, Public Education Department Secretary 
Adan Delgado, PED Deputy Secretary Designee 
Tim Eichenberg, State Treasurer 
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Washington State Investment Board 
Duane Davidson, State Treasurer (declined) 
Tracy Guerin, Director of the Department of Retirement Systems 
Joel Sacks, Director of the Department of Labor and Industries 
Greg Markley, Member of the Law Enforcement Officers’ and Fire Fighters’ System (declined) 
Judy Kuschel, Active member of the Public Employees’ Retirement System 
Yona Makowski, Retired member of a state retirement system 
Stephen Miller, member of the Teachers’ Retirement System 
BJ Colvin, member of the School Employees’ Retirement System 
Timm Ormsby, Member of the Washington State House of Representatives (interviewed) 
Mark Mullet, Member of the Washington State Senate 
David Nierenberg, non-voting member 
William A. Longbrake, non-voting member (interviewed) 
Ada Healey, non-voting member 
Mary Pugh, non-voting member 
George Zinn, non-voting member 
Theresa Whitmarsh, Executive Director Washington State Investment Board (interviewed) 
Chris Phillips, Director of Institutional Relations and Public Affairs (interviewed) 
 
Supplemental Interviews (anonymous) 
Attorney – Counsel to CERES, counsel to a number of public pension funds on investment issues 
(interviewed) 
Attorney – Counsel to a number of public pension funds on fiduciary issues, prior service in New 
York State (interviewed) 
Attorney – Counsel to a number of public pension funds on fiduciary issues, prior service in New 
York State (interviewed) 
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