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Voter Approval Requirements

In addition to switching new government employees to a defined-contribution retirement system,
the implementation of a requirement that voters ratify any increases in public employees’ benefits
could serve as a final check against unreasonable or unsustainable public pension benefits.

This has long been the policy in San Francisco. As a result, despite the city’s liberal and labor-
friendly reputation, it has fared relatively well in terms of its pension funding. By contrast, local
governments that have traditionally had more conservative reputations, such as the city of San
Diego and Orange County, have experienced serious problems due to rising pension costs.

Although the pension costs racked up by both governments cannot be rolled back and will have to
be paid one way or another (with the possible exception of the bankruptcy option), both acted to try
to prevent future such problems by adopting voter approval requirements.

San Diego passed its voter approval measure, Proposition B, by an overwhelming 70-30 margin in
November 2006. Orange County followed suit in November 2008 when its citizens passed
Measure J by an even greater 75-25 margin. County Supervisors’ Chairman John Moorlach labeled
Measure J “an insurance policy for the taxpayer,” because it would prevent the kind of private
labor negotiations that led to significant benefits increases in 2001 and 2004, and which were
largely rubber-stamped by county supervisors.'*

Voter approval requirements should likewise be employed at the state level. Voters should have the
opportunity to vote on a constitutional amendment to require that future government employee
benefit increases be approved by a vote of the people. The labor unions will certainly resist such an
effort to put in place an additional check on excessive employee benefits increases, but they must
remember that state workers are paid with taxpayers’ money, and taxpayers should have a say in
how their hard-earned money is spent. History has proven California’s political leadership, with
the urging and influence of state employees’ labor unions, to be imprudent stewards of taxpayers’
funds when it comes to government employee compensation. It is time citizens were empowered to
put a stop to such abuses of their trust and livelihoods.
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Conclusions

California’s retirement system is broken and in desperate need of reform. Recent poor performance
by pension fund investments will put a strain on state and local governments for years to come, as
they struggle to make greater contributions to the pension system to compensate while
simultaneously trying to balance ever-tighter budgets. But the state’s pension system is afflicted by
more than just bad luck in the stock market, and these investment losses only exposed the
shortcomings of a system that was always prone to volatility.

At the heart of the pension crisis is a set of incentives that encourages policymakers to make
decisions for which they do not have to bear the consequences. Since, under a defined-benefit
retirement system, lawmakers, pension board members and union officials do not bear the costs of
the benefit increases they preside over, there is no incentive for them to show fiscal restraint.
Policy leaders get to reap the political rewards of creating lucrative new benefits for employees or
underfunding a system and freeing those monies for other purposes in the short term, and in the
long term the bills for increased costs they impose on the system will not come due until they are
long gone from their positions of power. The predictable result is promises to pay extravagant
benefits that the state cannot afford. Even the governor, the state treasurer and the chief actuary of
CalPERS now admit that California’s pension benefits are unsustainable.

Most of the public pension “reform” proposals that have been put forth in California and elsewhere
do not go far enough. The entire defined-benefit system is broken, particularly given the cozy
relationships between lawmakers and labor union officials, and only a complete overhaul can
restore fiscal responsibility to the state’s retirement system. Tinkering with the existing defined-
benefit retirement system by implementing a lower tier of benefits or increasing retirement ages
does not work because it is too easy to simply increase benefits at a later date—and make those
increases retroactive to boot! California witnessed this first-hand merely a decade ago, when
pensions were increased in 1999 and the lower benefit tier that had been established in 1991 to
address escalating pension costs at the time was eliminated, and those who had been in the lower
tier were awarded the higher benefits as well.

Over the past several decades, the private sector has rapidly shifted away from defined-benefit
plans for good reason: they are expensive, unpredictable and unsustainable in the long run.
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California should follow the private sector’s lead in transitioning to defined-contribution retirement
for all new employees.

Switching to a 401(k)-style defined-contribution plan would afford California lower costs while
offering more stability, transparency and predictability of contribution payments; ensure full
funding of the system; provide employees greater plan portability and greater freedom to invest
their retirement money as they see fit; and remove political influence from investment decision-
making. While this would have some short-term consequences, requiring the state to effectively
deal with significant exiting liabilities, it would represent a long-term shift that would ultimately
put California on much healthier financial footing. In devising its new retirement plans, the state
should adopt salary and benefit rates that are comparable to those earned in the private sector.
Those who do not work for the government should not be forced to pay for ever-richer benefits for
public employees while they are seeing their own retirement funds erode during difficult economic
times. Requiring voter approval of future government employee benefit increases would serve as a
final check against unwise, overly generous pension enhancements and excessive labor union
influence.

The gap between public and private sector compensation is widening, and taxpayers who are not
on government payrolls are getting increasingly sick of working longer, watching their wages and
benefits decline with the sagging economy, and paying more of their hard-earned —and
dwindling—dollars so that state employees can retire sooner with larger pension checks and better
health benefits. It is only a matter of time before a tipping point is reached and taxpayers clamor in
sufficient numbers for true reform. Let us hope that day comes soon, for the longer reform is
postponed, the greater the unfunded liabilities will become, and the more painful the transition will
be in the long run.
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Recommendations

1. Perform an evaluation of wages and benefits offered in the private sector and adjust state
employee compensation to bring it in line with this standard. Repeat such an evaluation every five
years.

2. Close the defined-benefit pension plans for state employees and enroll all new employees in
defined-contribution plans for pensions and other post-employment benefits (OPEB) such as

retiree health care and dental benefits.

3. Adopt more conservative investment strategies and more conservative discount rate assumptions
for current employees’ defined benefit plans.

4. Begin pre-funding OPEB liabilities for employees already in the current system, with the
ultimate goal to achieve full funding.

5. Adopt an amendment to the state constitution requiring all future government employee benefit
increases to be ratified by the voters.

6. Adopt an amendment to the state constitution prohibiting retroactive benefit increases.
7. Eliminate “air-time” purchases to reduce pension spiking and discourage early retirement.

8. Require employees who have previously retired to forfeit their retirement checks while they are
on the state’s payroll to avoid double-dipping.
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