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Local government leaders
say most employees are
not overpaid, though
some benefits may be too
generous

This report presents Michigan local government
leaders’ assessments of their jurisdictions’ current
employee compensation levels (pay and benefits),
as well as retiree pension and benefit obligations. It
is intended to inform policy discussions in Lansing
as well as in local communities statewide, as debate
intensifies on restructuring public sector employee
compensation in Michigan. Findings in the report
are based on statewide surveys in the Spring 2010

wave of the Michigan Public Policy Survey (MPPS).

>> The Michigan Public Policy Survey (MPPS) is conducted
by the Center for Local, State, and Urban Policy (CLOSUP) at
the University of Michigan in partnership with the Michigan
Association of Counties, Michigan Municipal League, and
Michigan Townships Association. The MPPS takes place
twice each year and investigates local officials’ opinions and
perspectives on a variety of important public policy issues.
Respondents for the MPPS include county administrators and
board chairs, city mayors and managers, village presidents and
managers, and township supervisors, clerks, and managers from

over 1,300 jurisdictions across the state.
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Key Findings

A local government fiscal crisis is spreading across the state, increasingly affecting com-

munities of all sizes, in all regions of Michigan. Personnel costs are a major component

of local government budgets and are the focus of increasing scrutiny and calls for reform

to cut pay and fringe benefits. A recent Michigan Public Policy Survey on the opinions

of Michigan’s local government leaders finds:

Current compensation issues

. Overall, only 6% of Michigan’s local government leaders think their jurisdictions’

employee pay rates are too high, while 25% think they are too low, and 65% think
they are about right.

- Overall, 32% of Michigan’s local governments report that they do not provide
fringe benefits to employees at all (this primarily includes smaller jurisdictions with
fewer than 5,000 residents). Meanwhile, among jurisdictions that do provide fringe
benefits to their employees, 27% of local leaders think their jurisdictions’ employee
benefits are too generous, while 8% think they are not generous enough, and 62%
think they are about right. Leaders in large jurisdictions are more likely to say these

benefits are too generous.

» Among local governments that provide employee health care benefits, 38% of
local leaders think their jurisdictions’ employees don’t contribute enough to
those health care costs. This increases to 68% of leaders from the state’s largest

jurisdictions.

Future obligations
- Among jurisdictions that provide retirement benefits, 35% of local leaders think
their pension obligations present fiscal problems for their jurisdictions, and 43%
think future health care obligations pose similar fiscal problems. Among the state’s

largest jurisdictions, these percentages rise to 82% and 78%, respectively.

Local government actions
- Local governments report taking a wide variety of actions to deal with these fiscal
challenges, including:
» reducing the number of employees in their jurisdictions
» instituting employee furloughs
» having employees pay more toward their health care benefit costs
» having employees pay more toward their retirement plans

» moving retirement packages from defined-benefit packages (i.e., traditional pen-

sions) to defined-contribution plans (i.e, 401k type plans).



The growing fiscal crisis and a focus on
public employee compensation

Over the last two years the Michigan Public Policy Survey (MPPS)

has documented a fiscal crisis spreading across the state, increasingly

affecting communities of all sizes, in all regions of Michigan.' Due
to decreasing local tax revenues and state revenue sharing as well as
increasing costs to provide public services, more local governments
are now less able to meet their financial needs compared to last

year. A still higher percentage expects to be even worse off next
year. For instance, 66% of the state’s largest communities reported
declining ability to meet fiscal needs in 2009 compared to 2008; 77%
reported further decline in 2010 compared to 2009; and 84% predict
still further decline in 2011 (see Figure I). This general trend is not
limited to Michigan, but is also affecting local governments around

the nation.?

Meanwhile, a growing policy discussion has begun to focus on
public sector employee compensation levels, including pay rates
and fringe benefit packages. According to a recent report, public
sector compensation accounts for about half of all state and local
government spending nationwide.* Thus, employee pay and benefits
are natural targets for budget cuts given the need in so many

jurisdictions to find large-scale cost savings.

In addition, future pension and health care obligations for retired
public employees represent extraordinarily large fiscal liabilities
for many state and local governments. A widely-cited November
2009 report from the U.S. Government Accountability Office
reported that unfunded liabilities for health care and other post-
employment benefits (OPEB) for the 50 states and the nation’s 39
largest local governments exceeds $530 billion.* Meanwhile, a 2010
analysis by the Pew Center for the States reported an unfunded
liability of $1 trillion for pensions and OPEB for just the 50 states,
not including any local governments.’ State and local governments
are under pressure to more fully fund these future fiscal obligations
using today’s revenues. These enormous financial obligations are
also focusing attention on public sector compensation, including

retirement benefits such as pensions and health care coverage.

Finally, public employee compensation is under scrutiny because of
the perception that government employees are compensated more

generously than are their private sector peers. The facts supporting

Figure 1
Percentage of local officials reporting they are less able to meet their
jurisdictions’ financial needs compared to previous year

1%

3%
69%
56% 20/ 60% :
52%
46%

Population Population Population Population Population
<1,500 1,500-5,000 5,001-10,000  10,001-30,000 >30,000

B ess Avle (200g) Less Able (Predicted for 2011)

l Less (Able 2010)

this view, however, are in dispute. On one hand, a January
2010 report from the CATO Institute argues that public
sector employees are both overpaid, and have better

fringe benefit and retirement packages than private sector
employees.® On the other hand, an April 2010 report from
the Center for State and Local Government Excellence and
the National Institute on Retirement Security argues that
public sector employees are not over-compensated. In fact,
this latter report finds that “on average, total compensation
is 6.8 percent lower for state employees, and 7.4 percent
lower for local workers, compared with comparable private

sector employees.”

In order to help inform policy debate on public sector
compensation in Michigan, the MPPS asked Michigan’s
local government leaders a series of questions to get their
views on these issues from the frontlines of the fiscal crisis.
Opinions were gathered from local government leaders
such as county administrators and board chairs, city
mayors and managers, village presidents and managers, and

township supervisors, clerks, and managers.
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Figure 2
Local officials” assessments of employee pay rates, by population
size
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Figure 3
Local officials” assessments of employee pay rates, by region
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Most local officials think their employees
are not overpaid

The MPPS asked local government leaders whether, in general, they
think their jurisdictions’ employee pay rates are too high, too low, or
about right. The general perception among Michigan officials is that
their employees’ pay is not too high. Overall, only 6% of Michigan’s local
government leaders think their jurisdictions’ employee pay rates are too

high, while 25% think they are too low, and 65% think they are about
right.

When examined in more detail, there are significant differences in these
views based on jurisdiction size and region (see Figures 2 and 3). For
instance, officials in the state’s largest jurisdictions (those with more than
30,000 residents) and those in Southeast Michigan are more likely than
others to believe their employees are overpaid (17% and 16%, respec-
tively), but this still represents fewer than one in five officials from those

communities.

Officials from smaller jurisdictions are more likely to believe that their
employees’ pay rates are too low. For example, 30% of officials from the
state’s smallest communities (those with fewer than 1,500 residents)
think their jurisdictions’ pay rates are too low, while only 10% of officials
from the state’s largest communities feel this way. Clearly, most local
officials across the state do not feel their jurisdictions’ employees are

overpaid.

[Note: Additional breakdowns of these and other items on employee
compensation are available online in the MPPS data tables on CLOSUP’

website: www.closup.umich.edu.]




More officials think their employees’
fringe benefits are too generous

While few local officials think their employees are overpaid, a
substantially larger portion of these local leaders do believe their
jurisdictions’ employee fringe benefits are too generous. Again, there
are significant differences in these views based on jurisdiction size

and region.

First, it is important to note that approximately 32% of all Michigan
jurisdictions report that they do not offer fringe benefit packages

to their employees at all. The smaller the community size, the

less likely it is that the local government provides these benefits

to its employees. In fact, among the state’s smallest communities,
approximately 45% report that they do not offer any fringe benefits

to current employees.

When looking at only the subset of jurisdictions that do offer fringe
benefits, 27% of officials think the benefits are too generous, while
8% think they are not generous enough, and 62% think they are

at about the right levels. This is essentially a mirror image of local
officials’ perceptions of their employees’ pay rates, where 6% think
they are too high, and 25% think they are too low. Again, there

is a strong correlation with jurisdiction size. Among the largest
communities, 53% of officials believe their jurisdictions’ benefits are
too generous, compared to only 18% of officials from the smallest
communities. There are also regional differences in these views,
with, for instance, 45% of officials in Southeast Michigan saying their
jurisdictions’ benefits are too generous, compared with only 16% of

officials in the Northern Lower Peninsula (see Figures 4 and 5).

Figure 4
Local officials’ assessments of employee fringe benefits (among those
that offer benefits), by population size

Too
Generous

B AvoutRight

l Eenerous

nough

Don't Know

Population  Population  Population  Population
<1500 1,500-5,000 5,001-10,000 10,001-30,000

Population
>30,000

Figure 5
Local officials’ assessments of employee fringe benefits (among those
that offer benefits), by region
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Figure 6
Local officials” assessments of employee health care contributions
(among those that offer benefits), by population size
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Figure 7
Local officials” assessments of employee health care contributions
(among those that offer benefits), by region
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Local leaders were also asked about their impressions of the financial
contributions their employees make toward their own health care
benefits, such as their share of co-pays, premiums, and deductibles.
Among those jurisdictions that provide health care benefits, about
38% of officials believe their employees” contributions are too low,
while 5% think they are too high, and 49% think they are at about
the right levels. In the state’s largest communities, 68% of officials
feel their employees’ financial contributions are too low, compared
to only 25% of officials in the smallest communities. By region,
officials in the Upper Peninsula (58%) are most likely to believe their
employees’ contributions are too low, while those in the Northern

Lower Peninsula (22%) are least likely (see Figures 6 and 7).



Local officials are worried about
future pension and retiree health care
obligations

As described above, many local governments across the country
face significant problems in terms of unfunded pension and retiree
health care obligations. Overall, about 31% of Michigan’s local
governments report that they do not offer retirement packages

to former employees (including 43% of the state’s smallest
jurisdictions), and so these jurisdictions do not have future pension
and retiree health care obligations to worry about. However, leaders
of many other jurisdictions in the state indeed express concern
about these financial obligations and the problems they pose to their

jurisdictions’ fiscal health.

Among jurisdictions that do provide retirement benefits, about

35% of Michigan’s local leaders feel these pension obligations
present somewhat of a problem or a significant problem for

their jurisdictions’ fiscal health. Once again, there are significant
differences by jurisdiction size. While only 15% of the smallest
jurisdictions that provide retirement benefits say pension obligations
present fiscal problems, 82% of the largest jurisdictions say they face
these problems. The severity of the problems is also correlated with
community size: only 3% of the smallest jurisdictions say pension
obligations present significant problems, compared to 33% of the
largest jurisdictions. In addition, there is variation based on region:
jurisdictions in Southeast Michigan (59%) are most likely to report
concern over these problems, while those in the Northern Lower

Peninsula (20%) are least likely (see Figures 8 and 9).

Figure 8
Local officials’ assessments of fiscal problems posed by pension
obligations (among those that offer benefits), by population size
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Figure 9
Local officials” assessments of fiscal problems posed by pension
obligations (among those that offer benefits), by region
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Figure 10

Local officials” assessments of fiscal problems posed by retiree
health care obligations (among those that offer benefits), by
population size

l Significant
l Somewhat
l Not Much

l Not a Problem

Don't know

Population  Population  Population  Population  Population
<1,500  1,500-5,000 5,001-10,000 10,001-30,000 >30,000

Figure 11

Local officials” assessments of fiscal problems posed by retiree
health care obligations (among those that offer benefits), by
region
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The picture is similar regarding retiree health care obligations (see
Figures 10 and 11). First, since many small jurisdictions do not offer such
benefits, they do not face these financial problems. But among those
local governments that do offer such benefits, about 43% of officials
overall say their retiree health care obligations pose fiscal problems for
their jurisdictions. Again, the problems are strongly correlated with
community size: only 17% of the smallest jurisdictions that offer benefits
say retiree health care obligations pose fiscal problems, compared to
78% of the largest jurisdictions. As with the pension problems, there

is also regional variation regarding problems from retiree health care
obligations. Jurisdictions in Southeast Michigan (65%) are most likely

to indicate they face these problems, while those in the Northern Lower

Peninsula (20%) are least likely.




What are local governments doing about these problems?

Local officials report that their governments are taking a wide variety of actions to address the financial problems they face in
relation to their personnel costs, for both current employees and retirees (see Table 1). Regarding current employee costs, many
jurisdictions report they are shrinking the size of their workforce through multiple measures: 23% say they are increasingly leaving
vacant positions unfilled (including 68% of the largest jurisdictions), 22% report decreasing their levels of hiring overall (including
79% of the largest jurisdictions), and 14% report increasing outright workforce layoffs (including 55% of the largest jurisdictions).
In addition, 12% of all local governments in Michigan say they expect to utilize employee furloughs to cut costs this year (including

47% of the largest jurisdictions).

In terms of current employee health care costs, 33% of Michigan’s local governments plan to increase the share of health care
premiums, co-pays, and deductibles paid by their employees. Among the state’s largest jurisdictions this increases to 71%. It is worth
repeating here that approximately 45% of the state’s smallest jurisdictions report on the MPPS that they don't offer such fringe
benefits to their current employees in the first place, so they have no such costs to shift to employees.

In regard to retirement plans, 15% of all jurisdictions say they expect to increase the share of retirement plan contributions paid by
their current employees (this increases to 38% of the state’s largest jurisdictions). And again, it is worth noting that approximately
31% of Michigan’s local governments report that they do not provide retirement packages to their former employees at all (including

43% of Michigan’s smallest jurisdictions).

Table 1
Percentage of jurisdictions planning changes in employment policies in the coming year
Population Population Population Population Population Total
<1,500 1,501-5,000 5,001-10,000 | 10,001-30,000 >30,000

Increasing employees’ share 0 0 0 0 0 0
of health benefit costs 20% 25% 47% 57% T1% Rate
Increasing the number of 8% 16% 37% 56% 68% 23%
vacant positions unfilled
Decreasing hiring 1% 13% 31% 47% 79% 22%
Increasing employees’ share 6% 1% 21% 29% 38% 15%
of retirement contributions
Increasing layoffs 5% 7% 21% 40% 55% 14%
Contmumq or mtrodt_lcmg 59% 7% 17% 26% 47% 12%
furloughs in the coming year
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Some local governments are looking to change their approach to
retirement benefits

Retirement plans offered by Michigan’s local governments include a variety of defined benefit plans (i.e., traditional pensions
which provide regular monthly payments to retirees for life), defined contribution plans (i.e., “401K” type plans where the retiree

is responsible for making investment decisions on the funds in his or her account, in lieu of ongoing pension payments from the
local government), and hybrid plans that combine features of both defined benefit and defined contribution plans.® Individual local
governments can have a variety of plans in place for different types of employees, as well as different plans for current employees
compared to those for new hires. This variety makes it difficult to neatly account for the full set of retirement packages offered by
local governments. However, as seen in the first row of Table 2, overall 26% of Michigan’ jurisdictions report that they currently
provide only defined benefit plans (i.e. traditional pensions). By population size, Michigan’s mid-sized jurisdictions (those with
community population size between 5,001 and 10,000 residents) are the most likely to offer only defined benefit plans (40%), while

the state’s smaller communities are the least likely (22%).

Since defined benefit plans require the local government to guarantee future payments to retirees, the local government assumes
significant financial risk to ensure these future payments. A recent report using pre-recession data from 1982 to 2005 found that
almost 64% of the revenues used to fund government pensions came from investment returns, while employee contributions
accounted for 12% and the employer-provided (i.e. taxpayers’) portion was roughly 24%.° Thus, if the stock market performs poorly,
or if the local government did not previously keep up with necessary annual cash infusions into these retirement fund pools, then
the local government faces increased pressure to invest more cash in order to bring its pension funding up to an appropriate level. In
response to these fiscal pressures, and in order to lower or avoid the ongoing financial risk and obligations associated with defined
benefit plans, more local governments are considering lowering the benefits being offered or introducing defined contribution plans.
The second and third rows in Table 2 show that, among those jurisdictions which report offering only defined benefit plans today, a
sizeable portion of local governments say it is somewhat or very likely they will introduce defined contribution plans within the next

12 months, including 21% of the smallest jurisdictions and 37% of the largest.

Table 2
Percentage of jurisdictions offering only defined benefit plans currently, and among them, percentage planning changes in next 12 months
Population Population Population Population Population Total
<1,500 1,501-5,000 5,001-10,000 | 10,001-30,000 >30,000
Jurisdictions that report
offering only a ‘defined 22% 22% 40% 35% 33% 26%
benefit’ plan*
Somewhat likely to
introduce a ‘defined
e . 14% "M% 19% 20% 20% 15%
contribution’ plan in next 12
months**
Very likely to introduce a
‘defined contribution’ plan 7% 10% 9% 6% 17% 9%
in next 12 months**

* Percentages calculated among all jurisdictions

** Percentages calculated among those jurisdictions offering only defined benefit plans currently




Local governments are using various means to address their retiree health care
liabilities

Finally, local governments also report taking a variety of actions regarding their obligations for future retiree health care and

other post-employment benefits (OPEB), as shown in Table 3. Since so many of Michigan’s smaller jurisdictions don't offer post-
employment benefits at all, they have no OPEB liabilities, and so their percentages in Table 3 are particularly small. Meanwhile,

the most common action governments say they have taken so far to deal with OPEB obligations is conducting actuarial studies to
determine and quantify the jurisdictions’ liabilities. Fifteen percent of Michigan’s local governments overall report taking this action
so far, including 61% of the state’s largest jurisdictions. The next most common step taken is negotiating with labor unions to change
benefit levels (13% of all jurisdictions including 54% of the largest jurisdictions report taking this action). Fewer jurisdictions report
having increased retirees’ shares of benefit premiums, co-pays and deductibles, reduced benefits for non-union retirees, increased the
years of service required to receive retirement benefits, increased the retirement age, or financed their liabilities through bond sales

(only a handful of jurisdictions report taking this step).

Table 3
Percentage of jurisdictions that report taking specific actions to address OPEB liabilities
Population Population Population Population Population Total
<1,500 1,501-5,000 5,001-10,000 | 10,001-30,000 >30,000
In the process of or have
completed actuarial study to 2% 7% 23% 47% 61% 15%
determine/quantify liability
Negotiated W-Ith unions to 29 79% 23% 28% 549 13%
change benefits
Increased cost-sharing
for re_tlrees (e.g., higher 29, 19 15% 20% 259% 7%
premiums, co-payments, and/
or deductibles)
Re-duced-heneflts for non- 1% 29, 8% 13% 23% 5%
union retirees
Increased the years of service
required to receive retirement 0% 2% 4% 10% 12% 3%
benefits
Increased the age at which
retirement benefits are 0% 1% 1% 1% 9% 2%
available
:ionnadnsced liability through 0% 0% 1% 1% 0% 0%
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Unfortunately, a number of local governments with concerns about their future retiree obligations state that they have not yet
undertaken actuarial studies to determine or quantify those obligations (though it is possible they have conducted less formal studies
to estimate their obligations). As seen in Table 4, among those jurisdictions whose leaders say future retiree OPEB obligations present
significant fiscal problems, approximately 36% report that they have not yet conducted actuarial studies. And among jurisdictions
whose leaders say future OPEB obligations present somewhat of a fiscal problem, about 51% report not yet having conducted these
studies. (It should be noted that jurisdictions with fewer than 100 people covered by OPEB benefit plans are allowed to conduct less

formal estimates of their liabilities. However, Table 4 includes numerous large jurisdictions.)

Ensuring that local governments with OPEB liabilities have a thorough understanding of those obligations should be a high priority

going forward.

Table 4
Percentage of jurisdictions that have or have not conducted actuarial studies (among those concerned about OPEB liabilities)
Jurisdiction has conducted Jurisdiction has not conducted
actuarial study actuarial study
Retiree health care obligations reported as a
etire 9 P 64% 36%
significant problem
Retiree health care obligations reported as
g P 49% 51%
somewhat of a problem




Conclusion

Findings from the MPPS underscore the hard reality that local governments in Michigan face a growing fiscal crisis due to falling
revenues and rising costs. Given the increasingly common perception that public employees are often over-compensated (whether
true or not), as well as the fact that current employee costs represent such a large portion of local government budgets, and that
retiree pension and health care obligations present fiscal problems for many jurisdictions, pressure is growing for local governments

to find cost savings related to personnel.

As debate intensifies on restructuring public sector employee compensation in Michigan, this report is intended to inform policy
discussions in Lansing as well as in local communities around the state by identifying the opinions and concerns of Michigan’ local

government leaders, as well as identifying actions their jurisdictions are taking to deal with personnel-related costs.

The MPPS finds that while very few of Michigan’s local leaders think their jurisdictions’ employees are overpaid, more leaders do in
fact believe that their jurisdictions’ fringe benefits are too generous and that employees don't pay enough toward their own health
care costs. However, there are significant differences in these views, often based on the size of the jurisdiction and its region within
the state. In particular, officials from the state’s largest jurisdictions are more likely than others to think their employees are overpaid

and have benefits that are too generous.

Many local leaders are also concerned about the threat to their jurisdictions’ fiscal health due to retiree obligations, in terms of both

pensions and other post-employment benefits.

In response to all of these fiscal challenges, the MPPS finds that many local governments are taking a variety of steps to cut personnel
costs and to better position their jurisdictions regarding retiree obligations. These steps include: employee furloughs; employee
layofts; raising employees’ shares of health care costs and retirement benefit costs; moving toward defined contribution retirement

plans; and negotiating with their unions for reduced retirement benefits.

As local governments around the state begin crafting budget plans for the upcoming fiscal year, these survey findings can help them
better understand how their peer jurisdictions are handling these increasingly common fiscal challenges. And as state policymakers
debate additional steps to encourage or mandate personnel-related cost savings at the local government level, these findings can
inform them of both the views and concerns from the frontlines, as well as the actions local governments are taking today to address
their fiscal challenges. State policymakers should understand that there is wide variation across the state in terms of personnel-
related fiscal challenges at the local level. Reports from local leaders indicate that some jurisdictions (particularly the state’s larger

communities) face very significant problems, while others are in relatively good shape still.

One area that should be a high priority for both state and local policymakers is ensuring that all local governments that have OPEB

obligations have a thorough understanding of the magnitude of those obligations, as a first step in addressing these challenges.
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Survey background and methodology

The MPPS is a biannual survey of each of Michigan’s 1,856 units of general purpose local government. Surveys were sent via the
Internet and hardcopy to top elected and appointed officials in all 83 counties, 274 cities, 259 villages, and 1,240 townships. A total
of 1,305 jurisdictions in the Spring 2010 wave returned valid surveys, resulting in a 70% response rate by unit. The key relationships
discussed in the above report are statistically significant at the p>.05 level or above, unless otherwise specified.
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Regional breakdowns definitions used in this report are available online at the MPPS homepage: www.closup.umich.edu/mpps.php.

The MPPS is funded in part by a grant from the W.K. Kellogg Foundation. The views reported herein are those of local Michigan officials
and do not necessarily reflect the views of the University of Michigan or the W.K. Kellogg Foundation.
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