VREG February/March, 2011, Edition

RES PUBLICA

“Politicians in America exploit economic illiteracy”

        Walter Williams, Professor Economics

         George Washington University


Venturans for Responsible and Efficient Government (VREG) was founded in 2007 to assist the citizens of this community in better understanding their city government’s fiscal management and the policy decisions that lead to the expenditure of our tax dollars.  We advocate open government, freedom of information, constructive dialog and efficient use of resources. To view historical editions go to www.vregventura.org 
PUBLIC EMPLOYEE PENSION TRANSPARENCY ACT

A bill is currently pending in Congress (HR567) and the Senate (S347) encouraging governments at all levels to switch from a “defined benefit” plan to a “defined contribution” plan by requiring public entities to reveal to the voters the true magnitude of the unfunded liabilities of the public pension plans.


This bill, called the PUBLIC EMPLOYEE PENSION TRANSPARENCY ACT, would require States and municipalities to report their liabilities to the United States Treasury. The HR bill was sponsored by Representative Darin Nunes, Darrell Issa, and Paul Ryan  with Congressman Elton Gallegly acting as a co-sponsor.

The rationale behind this proposed legislation is that most state and local governments use their own estimated rate of return on their investments in order to discount their liabilities.  By using unrealistic high rates of return that they expect far in the future, municipalities can make it look as if their unfunded liabilities are far less – at least on paper.  Inflated investment assumptions are one enormous reason that public pensions in this country are unfunded to the tune of $3.5 trillion
 In the City of Ventura we owe $67,488.000.  

Here is what happened. Ventura sent CALPERS our pension money.  CALPERS assumed that investments of that money would earn 7.75%, and projected how much they will have to pay to retirees over a long period of time.  CALPERS did well in their investments for a time so advised the Cities like Ventura that they did not need to contribute to the pension plans because the return on investments would fund the future liability for all pensions.  The good times did not last and the actuarial predictions failed. CALPERS lost over 50% right after the 2008 drop in the market and the bottom fell out of their risky real estate investments.  


That brings us to the present.  CALPERS has advised the City that they have to start paying to make up the losses in order to meet future obligations; however, to make the numbers look better they have adopted a new policy of “smoothing”.  This is a feel good term that means they are extending the period of time over which this unfunded debt must be paid. They also continue to assume that they will obtain a return of 7.75% a year on our investments. 


So what are our prospects? Ventura still owes $67,488.000, but we can feel better now because we have more time to pay it.  In our own experience this would mean you are unable to meet your home loan requirements so your lender will allow you to pay off your house in 50 years instead of the usual 30, and they will assume that your investments and/or bank account will pay you 7.75%.  You will not be around to witness the payoff, your interest costs just skyrocketed and you will have worry about whether you will make the 7.75% return in the future.

In the 1950s and 60s private industry obscured their pension liabilities the way governments are today.  The major difference is that they did not have a taxpayer to bail them out, with the result that many went broke.  So, in 1974 the government established minimum funding requirements and required the companies to file formal financial reports and to discounts their liabilities using more conservative and realistic returns.  


The result was that many companies switched from defined-benefit plans to defined contribution plans like 401(k) s.  The auto industry did not make the switch and we know what happened to them.  Many did switch and the defined benefit plan became more the norm.  Government however did not switch and the folks at Ventura City Hall and the State Capital are now trying to find a way out of this looming disaster.  

Now comes the Public Employee Pension Transparency Act.  If adopted state and local governments will be “encouraged” to switch to defined contribution plans.  While they are being encouraged they will have to reveal the true magnitude of their unfunded liabilities to their citizens - no more off the balance sheet reporting.  This new legislation will require that they report liabilities to the U.S. Treasury using their own glowing investment forecasts as well as a more realistic Treasury bond rate.  If the City of Ventura is forced to use a Treasury bond rate of 3.5% our unfunded pension obligation will double to $134,976,000.

[PUBLIC EMPLOYEE UNIONS vs TAX PAYERS]


The Census Bureau’s latest figures for  the year 2006, reflects that California’s local government employees were paid at an average annual rate of $60,780, 33% above the national average. California’s public workers receive more than government employees in other states with high living costs. Californians who work for local governments were paid 7.7%, 9.1%, 11.5%, and 21.4% more than their counterparts in New Jersey, New York, Connecticut, and Massachusetts respectively.

To compare government workers salary and benefits to those in the private sector the following data was obtained from the Department of Labor for State and Local-Government workers nationwide:

THE HEAD TO HEAD COMPARISON – NATIONWIDE
	
	Hourly Wages per hour
	Retirement  Benefits
	Medical Benefits
	Medical Premiums paid by employee
	Paid Sick Leave
	Paid Holidays

	Private Industry
	$19.68
	74% of workers
	86% of workers
	20%
	74% of workers
	8 days a year

	Govt. Workers
	$26.25
	99% of workers
	99% of workers
	11%
	98%  of workers
	11 days a year


LETTER TO THE EDITORS - ANOTHER POINT OF VIEW

Another reader’s view, concerning our January newsletter.  We do not have permission to use their name because this citizen is a member of a public employee union:


“One aspect I see missing is the blunt reality if we do not correct the problem pensioners will ultimately be affected. Police and Fire negotiated their respective honey pots and need to know that a bankrupt City won't come through with their predicted "wealth" in retirement. Both these groups have voiced their disdain for your letters, that you hate Police and Fire people. Totally irrational assumptions but voiced to me nonetheless. Pointing out the numbers does not seem to matter to this group of public servants; they believe they are still underpaid!  Is there a way to show how we appreciate and want to honor reasonable retirements without sounding like we dislike any particular group?
      I appreciate the public services and would not like to seem hostile toward them; however the public safety groups overvalue their worth in my opinion.  Seems an impossible task, walking the line. Just letting you know where I am coming from and appreciating the work you do.”
Editors Comments:


Hopefully the Senate and Congress will pass the Transparency Act.  Only then will the citizens of Ventura begin to understand the amount of debt foisted on this community by the public employee unions which continue to cry for more taxes.  More importantly, the members of those unions may  finally understand, and perhaps accept that the citizens are not picking on them or singling them out for unfair treatment, rather our reminding them that we are their neighbors and asking  that they recognize that their current benefits were created during a financial bubble,  that they are making far more than the average citizen and that unless defined contribution plans are adopted as an alternative to the current system they will not enjoy the benefits they hope to have when they reach retirement age.
Editors:
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