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I n t r o d u c t i o n

For decades the popular image of government employment has involved the trade-
off of lower wages for job security and relatively generous retirement benefits.
That image, while still widespread, is no longer the reality.

Wages and fringe benefits in the public sector now exceed those in the private 
sector for many comparable job titles. And retirement benefits are more expensive
than ever and still growing rapidly.

Between fiscal year 2000 and 2004, for instance, the CityÕs contributions to
employee pension funds more than tripled from $615 million to $2.3 billion. In 
fiscal year 2005 the City contributed $3.2 billion to the pension funds and paid
about $927 million for health insurance for retirees. The CityÕs payments for health
insurance both for workers and for retirees have been growing at double-digit
rates. 

The new realities are:

! I n most cases, publ ic-sector workers have higher wages than their 
private-sector counterparts. Generous retirement benefits are no longer required
to attract municipal workers.

! New York CityÕs retirement benefits are far more generous than those of private
employers and of other state and local governments. This is true of both 
pensions and health insurance benefits. 

! Continuing outdated practices is highly expensive. Some of the enormous
resources allocated to outdated retirement benefits would be better spent on
other priorities such as enhancing public services or bringing taxes more in line
with those of the cities with which New York competes for jobs and residents.

These realities are described more fully in this report, which summarizes a more
detailed study prepared by the Citizens Budget Commission, ÒThe Case for
Redesigning Retirement Benefits for New YorkÕs Public Employees.Ó That study
was released in 2005 and is available on the CommissionÕs website, www.cbcny.org.
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NEW REALITY #1

Since the depression of the 1930s, the popular image of government employment
has included job security, wages that lag those of private enterprise, and relatively
generous retirement benefits. People opted for public-sector employment because
they were willing to trade the relatively low salary for the combination of job secu-
rity and a respectable pension.

These elements of the popular image may have been accurate three-quarters of a
century ago, but conditions have changed in recent years. The collective bargain-
ing rights won by government workers beginning in the 1950s have led to a 
contemporary situation in which public employees in most occupations are paid
comparable or even higher wages than their private-sector counterparts. At the
same time, public employees in New York also have received improved pension and
health insurance benefits that make their retirement packages even more attractive,
relative to most private-sector jobs, than was the case earlier.

The old assumptions are no longer tr ue. Current wages and fringe
benefits in the public sector now exceed those in the private sector for
most comparable job titles.

THE EVIDENCE ABOUT WA G E S

The data supporting this conclusion derive from two types of studies.
N ational studies provide comparative compensation for broad 
categories of workers in the public and private sectors. More detailed Ð
and perhaps more relevant Ð studies of specific occupations in 
specific regional labor markets, notably the New York metropolitan
area, show the wages of workers in equivalent jobs in each sector.

The latest national studies Ð relying on data for 2004 Ð show that
among public employers, total compensation costs, including fringe
benefits Ð averaged $35.16 per hour, 47 percent higher than the total
private-sector average of $23.90 per hour. Isolating each component
of compensation showed that public-sector wages and salaries were
42 percent higher and fringe benefits were 61 percent higher.

Broad national comparisons do not consider local cost-of-living dif-
ferences or take into account dif ferent occupational mixes. However,
the finding holds true even when comparisons are made for more
specific occupations within the New York region. 

The hourly earnings of state and local government employees across
broad occupational groups within the greater New York City region
exceed those of private-sector employees by an average of 15 percent

Mean Hourly Earn i n g s
State and Local Government vs. 

Private Sector Wo r k e r s
Broad Occupational Groups 

in the Regional Labor Market
April 2004
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New York-Northern New Jersey-Long Island, NY-NJ-CT-PA, National 
Compensation Survey, April 2004, Bulletin 3125-21, December 2004,
<http://www.bls.gov/ncs/ocs/sp/ncb10668.txt> (Acccessed March 22, 2005).
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Ð $28.26 to $24.62. Blue-collar workers are paid 30 percent more in the public sec-
tor. In white-collar occupations, the state and local government workersÕ advantage
was smaller (just 3 percent.)

Comparisons of more specific job categories also show higher wages for public-
sector workers. Public employees in the service industries, including health and
food services, have earnings substantially higher than their private-sector counter-
parts. Blue-collar workers in the public sector, such as materials movers, equipment
cleaners and laborers, earn about 33 percent more than similar workers in the pri-
vate sector. Only executives and some professional occupations, such as engineers
and architects, earn more in the private sector.

No private-sector occupations are fully comparable to public unifor med services,
but the adequacy of uniformed servicesÕ compensation is supported by the CityÕs
ability to attract a sufficient supply of candidates for these occupations. Mor e than
ten people pass the relevant exam for each opening in the police and fir e depart-
ments, and for sanitation workers the ratio is an extraordinary 47-to-one. This 
evidence indicates that the current compensation is adequate and that adjustments
in some part of the compensation package including retirement benefits are
possible without harming the ability to hire in a competitive labor market.

Protective Food Health Cleaning Personal Precision TransportationHandlers Professional Executive,Admin Support
Production Specialty Administrativeinc. Clerical

Services Blue Collar White Collar

State and Local Private Sector Source: United States Department of Labor, Bureau of Labor Statistics, New York-Northern New Jersey-Long Island, NY-NJ-CT-PA, National 
Compensation Survey, April 2004, Bulletin 3125-21, December 2004 ,<http://www.bls.gov/ncs/ocs/sp/ncb10668.txt> (Acccessed March 22, 2005).

Mean Hourly Earnings: State and Local Government vs. Private Sector Wo r k e r s
Selected Occupations in the Regional Labor Market, April 2004
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Results of New York City 
Civil Service Exams 

for Selected Uniformed Positions

Ratio of Number
Number Passing Exam

Uniformed Passing to Avg Annual
Position Exam Hires

Firefighter

2002 Exam 7,548 10:1

Police Officer

Total 2004 Exams 23,998 11:1

Correction Officer

Total 2002 Exams 3,981 10:1

Sanitation Officer

2003 Exam 22,315 47:1

Note: Average annual hires are a five-year 
average for fiscal years 2000-2004.

Sources: Civil Service list data provided by the New York City 
Department of Citywide Administrative Services; hiring data
provided by the New York City Office of Management and Budget.
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N ew York Cit yÕs 
R e t i r ement  Benefi ts 
A r e Except ional ly Genero u s

NEW REALITY #2

City retireesÕ benefits are more generous than the norm in both the private and
public sectors. This is true for pensions and health insurance.

City workersÕ pensions are relatively generous in two fundamental ways. First, they
have Òdefined benefitÓ pension plans, while most private-sector workers have
Òdefined contributionÓ plans. A defined benefit plan guarantees a retiree a specific
pension amount, usually a percentage of the final yearsÕ wages, for the remainder
of his or her life. By contrast, a defined contribution plan Ð like a 401(k) Ð provides
a retiree a sum equal to what has been contributed over the life of the plan plus all
earnings on those investments. In the latter case, an employer typically makes 
contributions on behalf of the worker.

Second, their defined benefit plans have provisions that yield larger and quicker
benefits than many other public-sector defined benefit plans.

The health insurance benefits provided by the City to its retirees are also more
generous than those provided by large private employers, the federal government
and most other states and localities. For City retirees and their dependents, the
City pays the full premium of insurance policies that are comparable to those 
provided to full-time workers. For retirees age 65 or over, the City pays the full
cost of Medicare Part B premiums.

THE EVIDENCE ABOUT PENSION BENEFITS

Virtually all full-time employees of the City of New York can belong to
a defined benefit pension plan. Five different plans cover different types
of workers, with the police, fir efighters, teachers and others each 
having separate plans. Mor e than 250,000 people currently receive
retirement benefits from one of these plans.

Defined benefit plans are increasingly rare in the private sector. Only
about one-fourth the employees of large private fir ms are in defined
benefit plans, and this proportion has been shrinking in recent years. 

Even when compared to other public-sector pension plans, the CityÕs
plans have unusually generous features:

! Requir ed worker contributions are relatively low. The required
contributions from City workers vary depending on their plan, date
of hir e, years of service and other factors, but relatively few 
contribute more than 3 percent of their salary. In contrast, among
public-sector defined benefit plans nationally, about 74 percent of
those who contribute must contribute more than 3 percent. 

P e rcent of 
New York City, State Governments, 

and Private Sector Employees 
E n rolled in Defined Benefit Pension Plans
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! 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-
ees of state and local governments are allowed to include overtime in their salary
base for pension purposes.

! Workers who re t i r e with  a disability  can have their pe nsion benefits signif i-
cantly  enhanced, a practice not used by most other public  systems. Some City
plans define disabilities in ways that allow an unusually large percentage of uni-
f o rmed workers to qualify for these added benefits. For example, in 2002 fully 43
p e rcent of all re t i red firefighters were classified as having a job-related disability.

The minimum age and service re q u i rements of the City plans are generally compa-
rable to those of other state and local systems. However, there is no minimum age
re q u i rement for police and firefighters, and the re q u i rement for others (age 55) is
well below that of the federal Social Security system, of federally tax-deferred pri-
vate 401(k) plans, and even of most European public-sector re t i rement systems.

THE EVIDENCE ABOUT RETIREE HEALTH INSURANCE

For City retirees and their dependents, the City pays the full premium of insurance
policies that are comparable to those provided to full-time workers. For retirees
age 65 or over, the City pays the full cost of Medicare Part B premiums. These
practices are uncommon for private- and public-sector employers.

Minimum Age Require m e n t
for Receiving Pension Benefits
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Sources: Social Security data from the Social Security Administration, <http://www.SSA.Gov. OECD data from John Turner, Social Security Pensionable Age in OECD Countries, 1949-2035, AARP Public Policy Institute, October 2005. Private
Sector 401 K data from the United States Department of the Treasury, Internal Revenue Service, Tax Topic 558-Tax on Early Distributions from Retirement Plans, <http://www.irs.gov/taxtpoics/tc558.html>. Private Sector defined benefit data
are for the majority of private sector employees enrolled in a defined benefit plan and are from the U.S. Bureau of Labor Statistics, Employee Benefits in Medium and Large Private Establishments, 1997, <http://www.bls.gov.ncs/ebs>.
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Among large private employers (200 or more workers), only 38 percent offer
retirees health insurance benefits. Even the largest employers (1,000 or more work-
ers) who offer insurance rarely pay the full bill Ð less than 10 percent paid the full
premium, more than one-fifth paid no part of the premium, and the employerÕs
average share of the premium was about 60 percent. Only 9 percent of large pri-
vate employers pay any share of Medicare Part B premiums. 

For retirees from federal service, the government pays 75 percent of the premium
cost and no part of Medicare Part B premiums. Among the 50 states, only 16 pay
the full premium cost; in 12 states the employer pays no
part of the premium cost. Only six states pay any portion
of Medicare Part B premiums.

The ÒfreeÓ health insurance available to City retirees
and their families is a marked contrast to the contribu-
tion towards health insurance premiums required in the
private sector. Among the largest private firms, a retiree
under age 65 would have to pay more than $2,200 annu-
ally toward his or her insurance and more than $4,600
annually toward coverage for the retiree and spouse.
Among retirees over age 65 and eligible for Medicare,
the comparable figures are $1,200 and $2,500.

Individual Retiree Pays

Retiree + Spouse Pay

Sources: New York City data from New York City, Office of Labor Relations. New
York State data, showing range for individual and spouse based on date of
retirement, from New York State Civil Service website:www.cs.state.ny.us. Large

Private Sector Employer data from: Current Trends and Future Outlook for Retiree
Health Benefits: Findings from the Kaiser/Hewitt 2004 Survey on Retiree Health
Benefits, The Henry J. Kaiser Family Foundation, December 2004. 
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Over the next four years, the CityÕs costs for its workersÕ retirement benefits and
health insurance are expected to increase 59 percent to reach nearly $10 billion.
These rapidly growing costs are troublesome because they divert resources from
other more desirable purposes. As retirement benefits consume a larger share of
the CityÕs budget, less money is available for services such as education or police
protection or for tax reductions that could stimulate job growth. 
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Cont inuing Outdated Benefi ts
I s H ighly Expensive

NEW REALITY #3

Cost of Selected Fringe Benefits
New York City

(dollars in millions)
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Changes for the Futu re :
What  N ew Yorkers Should D emand

The City can save substantial amounts for taxpayers and still secure a qualified and
competitive labor force by redesigning their retirement benefits. Both pension and
health insurance benefits should be revamped. 

PENSION REFORM

THE LONG-RUN SOLUTION: 

CONVERSION TO A DEFINED CONTRIBUTION PLAN

Efforts to change pension benefits must recognize their protected status. To alter
the benefits of current employees or retirees requires an amendment to the State
Constitution, and that requires action by two successive legislatures and a voter 
referendum.

In contrast, the pension benefits of the newly hir ed are not constitutionally pro-
tected and can be changed legislatively. Changes in pension benefits for futur e
workers would yield fiscal gains slowly, but the service to the future fiscal health of
the City would be enormous. 

The long-run goal of pension reform should be to convert fr om defined 
benefit to defined contribution plans. Eventually, all City workers should have
defined contribution plans, and the current system should fade away.

The case for shifting to defined contributions rests on two fundamental points.
First, defined contribution plans facilitate worker mobility , while defined benefit
plans typically reward (and even require) longevity. Greater portability is good for
the workers, and good for society, because a mobile workforce is increasingly
essential in a modern economy.

Second, defined benefit plans create a political dynamic that gives unique advan-
tages to civil servants. Unionized workers have advantages in two ways:

! They can seek pension enhancements via collective bargaining, but when they
fail in bargaining they get a second chance by going directly to the State
Legislature. The Legislature can and does enact benefit enhancements over the
opposition of the mayor, with whom the union would otherwise have to bargain.
Such Òend runsÓ around collective bargaining are common and expensive.

! The State Legislature controls the benefits, but does not pay for them.
Legislators have political incentives to support union demands, but need not face
the taxpayers in raising the money to pay for them. A better balance would be to
keep benefit terms confined to collective bargaining, thereby keeping the deci-
sions about the level of benefits in the hands of those who pay for them. A
defined contribution system could do this.
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PENSION REFORM

AN INTERMEDIATE-TERM SOLUTION: A NEW “TIER” 

If conversion of new workers to defined contribution plans cannot be authorized in
the near future, political leaders should have a ÒPlan B.Ó Less dramatic changes to
the existing system may be a politically necessary interim step. This strategy would
create a new defined benefit plan for newly hired workers. Five changes should be
given priority in the new plan: 

1. Increase requir ed employee contributions. Currently, the most common
requirement is 3 percent for ten years. In most other systems, employee contri -
butions are larger and last longer. The New York City systems should require a
higher percentage contribution, and not limit it to ten years. 

2. Raise the minimum age requir ement for retirement . Currently, police and
firefighters have no minimum age, and for most other workers it is 62 for full
benefits and 55 for reduced benefits. The federal Social Security system has
raised its age threshold for full benefits to 67 while keeping the criteria for
reduced benefits at 62. The New York system should adopt similar age thresh-
olds, perhaps with a lower minimum (but some minimum) for police officers and
firefighters.

3. Base pension benefits on the more standard definition of final average
salary. Currently the systems define final average salary (FAS) in ways that
inflate benefits, deviate from the goal of replacing a reasonable share of a work-
erÕs base salary, and are far more generous than the practices of other large
employers. The FAS should be based on five yearsÕ experience and should take
into account only base salary, excluding overtime and other supplements. 

4. Define work-related disabilities more rigorously . The current system 
permits workers to claim disabilities at the time of retirement and defines work-
related disability, especially for certain uniformed workers, in ways that broad-
en access to this benefit without clear evidence of a work-r elated cause. These 
provisions should be revised to set more rigorous standards.

5. Eliminate the variable supplements available to some retired uniformed
workers. These annual payments or ÒChristmas bonuses,Ó soon to be $12,000,
supplement already generous pensions, create inequities between New York
City and other uniformed workers in the State, and contradict the principle that
pension payments should be a regular and predictable source of income for
retirees.
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RETIREE HEALTH INSURANCE REFORM

The City provides both early retirees and those over 65 (and their families) with
health insurance. Each group should continue to receive such benefits, but under
terms that more closely resemble the practices of other large employers. Two
changes are required:

1. Require retirees to pay 50 per cent of the premium for health insurance for
themselves and their dependents. This contrasts with the current practice of
no required contribution for City retirees. A typical single City retiree would
face an out-of-pocket cost of about $1,450 annually (if under age 65) or $800
annually (if over 65). Had this policy been in effect in fiscal year 2004, the City
would have saved about $325 million. Since the premiums are projected to grow
rapidly, future savings will be even greater.

2. Stop reimbursing retirees for Medicare Part B premiums. This practice is
out of line with benefits provided by other large employers and contradicts the
philosophical and cost-saving goals behind the premium requirement estab-
lished by Congress as part of MedicareÕs design. In 2004, this change would have
required retirees to pay about $67 monthly, and would have saved the City $131
million.
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