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NEW study exposes the slow-motion sequester at the state and local level 

Crowd out will be felt the most by people in the middle- and lower-income ranges 

Cuts will affect the daily lives of Americans through public education and transit reductions 
 

GOVERNMENT CROWDED OUT: How Employee Compensation 

Costs Are Reshaping State and Local Government 
 

NEW YORK, NY: Across the United States, state and local governments face skyrocketing costs for the pensions 

and health care of their current and retired teachers, firefighters, police, and other employees. The most common 

response to these rising costs is to cut services. When tackling these difficult fiscal questions government officials 

must consider the constituents they will be hurting the most: people in middle- and lower-income range who depend 

heavily on these essential services. 

 

Governments increasingly spend more and more to do less and less. The very functions that people rely the heaviest 

on in their day-to-day lives governments are spending less on such as schools, roads, public transport, libraries, and 

assistance for the poor. 

 

Because of local governments’ pension and health-care commitments, we report: 

 

 Chicago is in the process of closing 11 percent of its schools 

 In 2013, according to New York City mayor Michael Bloomberg, “every penny in personal income tax we 

collect will go to cover our pension bill.” 

o Since 2005, the city’s spending on pensions rose from 6.1 percent of the budget to 11.7 percent 

 In Los Angeles, pension costs were 3 percent of the budget only 10 years ago. Today, they are 18 percent 

 In Des Moines, Iowa, the library is now closed one day a week, trash in the parks is picked up less often, 

and streets are cleaned less frequently due to a rise in police and fire pension costs of 20 percent 

 In Washington State, 55–60 percent of the budget goes to pay the salaries and benefits of the state’s 

employees 

 

On May 4, 2013, the Manhattan Institute’s Center for State and Local Leadership released a new report analyzing 

these issues, GOVERNMENT CROWDED OUT: How Employee Compensation Costs Are Reshaping State and 

Local Government, by senior fellow Daniel DiSalvo, a CUNY political science professor. 

 

The Manhattan Institute report stresses that pensions are not the only concern. Most local governments lack any 

long-term strategy for funding their health-care commitments to employees. As of 2009, the 61 American cities with 

a population greater than 500,000 collectively had $118 billion in liabilities for employee and retiree health care, and 

had only set aside enough money to cover 6 percent of this. Meanwhile, U.S. states’ health care liabilities increased 

by $22 billion (4 percent) in just one year (2009–10). 

 

We need reformers who recognize that the mathematics of crowding out cannot be evaded with gimmicks, new debt, 

or endless tax increases. If we are to keep our schools, libraries, bridges, and parks—to say nothing of our national 

faith in democratic self-government—this situation cannot continue. 

 

Full report available here: http://www.manhattan-institute.org/html/cr_77.htm 

 

REPORT GRAPHS/TABLES OF NOTE: 

 New York City’s Budget Squeeze 

 Examples of Retiree Health-Benefits Changes Made by Selected Governments since 2004 
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 Government Bears the Brunt of Rising Pension Costs 

 

Daniel DiSalvo is a senior fellow at the Manhattan Institute's Center for State and Local Leadership and an assistant professor of 

political science at The City College of New York. He received his doctorate in politics from the University of Virginia and is a 

regular contributor on PublicSectorInc.org a project of the Manhattan Institute. His work focuses on American political parties, 

elections, labor unions, state government, and public policy. He has written on these topics for both scholarly and popular 

publications, including National Affairs, The Public Interest, The Weekly Standard, Commentary, the New York Daily News, the 

New York Post, The Forum: A Journal of Applied Research in Contemporary Politics, The Tocqueville Review, Congress & the 

Presidency, and The Journal of Policy History. 
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The Manhattan Institute is a think tank, 501 (c)(3), whose mission is to develop and disseminate new ideas that foster greater 

economic choice and individual responsibility. 
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