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Most government workers are paid more
than their private sector counterparts,

SO mor e generous and expensive
retirement benefits are no longer justified.




For decades the popular image of govement employment has involved the trade-
off of lower wagesfor job security and relatively genermus retirement benefits.
That image,while still widespread,s no longer the reality.

Wagesand fringe benefitsin the public sector now exceedthose in the private
sectorfor many comparablejob titles. And retirement benefitsare more expensive
than everand still growing rapidly.

Between fiscal year 2000 and 2004, for instance, the City@ contributions to
employeepensionfunds more than tripled from $615 million to $2.3 billion. In
fiscal year 2005 the City contributed $3.2 billion to the pensionfunds and paid
about $927 million for health insurance for retirees. The Citgpayments for health
insuranceboth for workers and for retirees have been growing at double-digit
rates.

The newrealities are:

In most cases, public-sector workers have higher wages than their
private-sector counterparts. Geneawus retirement benefits are no longer required
to attract municipal workers.

New York City@ retirement benefitsare far more generousthan those of private
employers and of other state and local govemments. This is true of both
pensionsand health insurancebenefits.

Continuing outdated practicesis highly expensive.Some of the enormous
resourcesallocatedto outdated retirement benefits would be better spenton
other priorities suchasenhancingpublic sewicesor bringing taxesmore in line
with those of the cities with which New York competesfor jobs andresidents.

Theserealities are describedmore fully in this report, which summarizesa more
detailed study prepared by the Citizens Budget Commission, OThe Case for
RedesigningRetirement Benefitsfor New York® Public Employees.Orhat study
was released in 2005 and is available on the Commisssonébsite, wwucbcnyorg.



NEW REALITY #1

Sincethe depressionof the 1930s,the popular image of govemment employment
hasincluded job security, wagesthat lag those of private enterprise,and relatively
generousretirement benefits. People opted for public-sector employmentbecause
they were willing to trade the relatively low salar for the combination of job secu

rity and arespectablepension.

These elementsof the popular image may havebeenaccuratethr ee-quartersof a
century ago, but conditions havechangedin recentyears.The collective bargain-
ing rights won by government workers beginning in the 1950shaveled to a
contemporary situation in which public employeesin most occupationsare paid
comparableor evenhigher wagesthan their private-sectorcounterparts. At the
same time, public employees in Newofk also have received improved pension and
health insurance benefits that make theiretirement packages even merattractive,
relativeto most private-sectorjobs, than wasthe caseearlier.

The old assumptionsare no longer true. Current wagesand fringe
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The latest national studiesb relying on datafor 2004 B show that
among public employers,total compensationcosts,including fringe
benefitsbaveraged$35.16per hour, 47 percent higher than the total
private-sectoraverageof $23.90per hour. Isolating eachcomponent
of compensationshowedthat public-sector wagesand salarieswere $10
42 percenthigher and fringe benefitswere 61 percenthigher.
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Firefighter

200ZExam 7,548 10:1
Polic©fficer

Total200&Exams 23,998 11:1

CorectiorOfficer

Total200ZExams 3,981 10:1

Sanitatio®ficer

200Exam 22,315 47:1

NoteAveragennuahiresarea five-year
averagirfiscalyear2000-2004.
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D $28.26 to $24.62. Blue-collar workers a& paid 30 percent more in the public sec
tor. In white-collar occupations, the state and local govement workersO advantage
wassmaller (just 3 percent.)

Comparisonsof more specificjob categoriesalso show higher wagesfor public-
sectorworkers. Public employeesin the sewice industries, including health and
food serviceshaveearningssubstantiallyhigher than their private-sectorcounter-
parts. Blue-collar workers in the public sectorsuch as materials movers, equipment
cleanersand laborers,earn about 33 percent more than similar workersin the pri-
vatesector Only executivesand someprofessionaloccupations,suchasengineers
and architects,earn more in the private sector.

No private-sectoroccupationsare fully comparableto public uniformed services,
but the adequacyof uniformed services@ompensationis supported by the City®@
ability to attract a sufficient supply of candidatedfor theseoccupations.Mor e than

ten people passthe relevantexamfor eachopening in the police and fir e depat-

ments, and for sanitation workers the ratio is an extraordinary 47-to-one. This

evidenceindicatesthat the current compensationis adequateand that adjustments
in some part of the compensationpackageincluding retirement benefits are
possiblewithout harming the ability to hire in a competitive labor market.
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City retirees(henefits are more generousthan the norm in both the private and
public sectors.This is true for pensionsand health insurance.

City workersO pensions are relatively geoess in two fundamental ways. First, they
have OdefinedbenefitOpension plans, while most private-sector workers have
OdefineccontributionO plans. A defined benefit plan guaranteesa retiree a specific
pensionamount, usually a percentageof the final years@agesfor the remainder
of his or her life. By contrast, a defined contribution plan b like a 401(k) Bopides
aretiree asumequalto what hasbeencontributed over the life of the plan plus all
earningson those investments.In the latter case,an employer typically makes
contributions on behalf of the worker.

Second,their defined benefit plans haveprovisionsthat yield larger and quicker
benefitsthan many other public-sector defined benefit plans.

The health insurancebenefits provided by the City to its retirees are alsomore
generousthan those provided by large private employers,the federalgovernment
and most other statesand localities. For City retirees and their dependents,the
City paysthe full premium of insurance policies that are comparableto those
provided to full-time workers. For retireesage65 or over, the City paysthe full
costof Medicare Part B premiums.

THE EVIDENCE ABOUT PENSION BENEFITS

NEW REALITY #2
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Virtually all full-time employees of the City of New York can belong to
a defined benefit pension plan. Five different plans cover diffemt types
of workers, with the police, firefighters, teachersand others each
having separateplans. Mor e than 250,000 people currently receive
retirement benefitsfrom one of theseplans.

100

80
Defined benefit plansare increasinglyrare in the private sector. Only

about one-fourth the employeesof large private firms are in defined 60
benefit plans,andthis proportion hasbeenshrinking in recentyears.
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Even when comparedto other public-sector pensionplans, the City(3
planshaveunusuallygenemusfeatures: 20
I Requir ed worker contributions are relatively low. The required 0 Nework

contributions from City workersvary dependingon their plan, date
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of hire, years of savice and other factors, but relatively few
contribute more than 3 percent of their salay. In contrast,among
public-sector defined benefit plans nationally, about 74 percent of
thosewho contribute must contribute more than 3 percent.
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BLSNationaCompensati§aorvefgmployé&enefit Privaténdusty
Marct2003<http://wwibls.goucs/ebs.>.



80

60

40

20

I Benefits are based on a formula that includes overtim e earnings, a practice
that is rare for other public- sector plans. Only 6 percent of full-time employ-
eesof stak andlocal govemments are allowedto include overtime in their sabry
basefor pensbn purposes.

I Workers who retir e with a disability can have their pe nsion benefits signifi-
cantly enhanced, a pradtice not used by most other public systems. Some City
plansdefine disabiitiesin waysthat allow an unusualy large percentage of uni-
formed workersto qualify for theseaddedbendits. For exampg, in 2002 fully 43
p e rcent of al retired firefighters wereclassiied ashavng a job+elated dsability.

The minimum age and &rvicerequirement of the City plansare generdly compa

rable to those of other state and local systens. However, there is no minimum age
requimment for police and firefighters, and the re q uirement for others (age 55) is
well below that of the federal Socl Searity system of federdly tax-deferred pri-

vate401(k) plans,and evenof most European public-sectorre tirement systens.

THE EVIDENCE ABOUT RETIREE HEALTH INSURANCE

For City retirees and their dependents, the City pays the full pmium of insurance
policies that are comparableto those provided to full-time workers. For retirees
age 65 or over, the City paysthe full costof Medicare Part B premiums. These
practicesare uncommon for private- and public-sector employers.
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Among large private employers (200 or more workers), only 38 percent offer
retirees health insurance benefits. Even the pest employers (1,000 or more work
ers)who offer insurancerarely pay the full bill Blessthan 10 percent paid the full
premium, more than one-fifth paid no part of the premium, and the employer®
averageshareof the premium wasabout 60 percent. Only 9 percentof large pri-

vate employerspay any shareof Medicare Part B premiums.

For retireesfrom federal service,the govemment pays75 percentof the premium
costand no part of Medicare Part B premiums. Among the 50 states,only 16 pay

the full premium cost;in 12 statesthe employer paysno
part of the premium cost. Only six states pay any portion
of Medicare Part B premiums.

The Ofree(ealth insuranceavailableto City retirees
and their families is a marked contrastto the contribu-
tion towardshealth insurancepremiumsrequired in the
private sector Among the largestprivate firms, aretiree
under age 65 would have to pay more than $2,200 anrnu
ally toward his or her insuranceand more than $4,600
annually toward coveragefor the retiree and spouse.
Among retirees over age 65 and eligible for Medicare,
the comparablefigures are $1,200and $2,500.
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Medicare Retirees

AerageRequred Halth Insurance Cortributionfor
Retiges of NewYok Aty, Nev Yok Sate and
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O0ld Assumptions, New Realities

NEW REALITY #3 Continuing Outdated Benefits
s Highly Expensive

Over the next four years,the City® costsfor its workers@etirement benefits and
health insuranceare expectedto increaseb9 percentto reachnearly $10 billion.
These rapidly growing costsare troublesomebecausehey divert resourcesfrom
other more desirablepurposes.As retirement benefits consumea larger shareof
the City® budget, lessmoney is availablefor servicessuchaseducationor police
protection or for tax reductionsthat could stimulate job growth.
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The City can save substantial amounts for taxpayers and still sexarqualified and
competitive labor force by redesigning their retirement benefits. Both pension and
health insurancebenefits should be revamped.

Efforts to changepensionbenefits must recognizetheir protected status.To alter
the benefits of current employeesor retireesrequiresan amendmentto the State
Constitution, and that requiresaction by two successivéegislatures and a voter
referendum.

In contrast, the pension benefits of the newly hired are not constitutionally pro-
tected and can be changedlegislatively Changesin pension benefits for future
workers would yield fiscal gains slow)\but the serviceto the future fiscal health of
the City would be enormous.

Eventually, all City workers should have
defined contribution plans,andthe current systemshould fade away

The casefor shifting to defined contributions restson two fundamental points.
First, defined contribution plansfacilitate worker mobility, while defined benefit
planstypically reward (and evenrequire) longevity. Greater portability is good for
the workers, and good for society becausea mobile workforce is increasingly
essentialin amodern economy

Second,defined benefit planscreatea political dynamic that givesunique advan
tagesto civil servantsUnionized workers haveadvantagesn two ways:

They canseekpensionenhancementsvia collective bargaining, but when they
fail in bargaining they get a secondchanceby going directly to the State
Legislature. The Legislature canand doesenactbenefit enhancementsver the
opposition of the mayor with whom the union would otherwise have to bargain.
SuchOend unsCaround collective bargaining are common and expensive.

The State Legislature controls the benefits, but does not pay for them.
Legislators have political incentives to suppémunion demands, but need not face
the taxpayerdn raising the moneyto payfor them. A better balancewould be to
keep benefit terms confined to collective bargaining, thereby keeping the deck
sions about the level of benefitsin the handsof those who pay for them. A
defined contribution systemcould do this.



If conversion of new workers to defined contribution plans cannot be authorized in
the nearfuture, political leadersshould havea OPlanB.OLessdramatic changesto
the existing system may be a politically necesganterim step. This strategy would
createa new defined benefit plan for newly hired workers. Five changesshould be
given priority in the new plan:

Currently, the most common
requirementis 3 percentfor ten years.In most other systemsgemployeecontri-
butions arelarger and lastlonger. The New York City systemsshouldrequire a
higher percentagecontribution, and not limit it to ten years.

. Currently, police and
firefighters haveno minimum age,and for most other workersit is 62 for full
benefits and 55 for reduced benefits. The federal Social Security systemhas
raisedits agethreshold for full benefitsto 67 while keeping the criteria for
reducedbenefitsat 62. The New York systemshould adopt similar agethresh
olds, perhaps with a lower minimum (but some minimum) for police officers and
firefighters.

Currently the systemsdefine final averagesalary (FAS) in waysthat
inflate benefits,deviatefrom the goal of replacingareasonable sharof awork-
er®basesalay, and are far more generousthan the practicesof other large
employers.The FAS should be basedon five years@xperienceand should take
into accountonly basesalar, excludingovertime and other supplements.

The current system
permits workers to claim disabilities at the time ofetirement and defines work-
relateddisability, especiallyfor certain uniformed workers, in waysthat broad-
en accesgo this benefit without clear evidenceof a work-r elatedcause.These
provisionsshould be revisedto setmore rigorous standards.

These annual paymentsor OChristmasonuses,8oonto be $12,000,
supplementalready generouspensions,create inequities between New York
City and other uniformed workers in the State, and contradict the principle that
pension paymentsshould be a regular and predictable source of income for
retirees.



RETIREE HEALTH INSURANCE REFORM

The City providesboth early retirees and those over 65 (and their families) with
health insurance.Each group should continue to receivesuchbenefits, but under
terms that more closely resemblethe practicesof other large employers. Two
changesarerequired:

1. Require retirees to pay 50 per cent of the premium for health insurance for
themselves and their dependents. This contrastswith the current practice of
no required contribution for City retirees. A typical single City retiree would
face an out-of-pocket cost of about $1,450annually (if under age 65) or $800
annually (if over 65). Had this policy beenin effect in fiscalyear2004,the City
would have saved about $325 million. Since the gmiums are projected to grow
rapidly, future savingswill be evengreater

2. Stop reimbursing retirees for Medicare Part B premiums. This practiceis
out of line with benefits provided by other large employersand contradictsthe
philosophical and cost-savinggoals behind the premium requirement estab
lished by Congress as part of Medicage@esign. In 2004, this change would have
required retirees to pay about $67 monthlyand would have saved the City $131
million.
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