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Many state and local governments face severe 
financial problems, driven in part by rising 

compensation costs of state and local government 
workers. Union political influence enables them to 
co-opt the collective bargaining process. When they 
negotiate with politicians elected with their help, 
unions can control both sides of the bargaining table 
to the detriment of the taxpayers who foot the bill. 
States can mitigate this problem by giving voters the 
same right to vote on labor contracts that they cur-
rently have on capital bonds.

Union Contracts Undermining  
State and Local Governments

Excessive labor costs threaten many state and 
local government budgets. The City of Detroit filed 
for bankruptcy in July 2013, largely because of its 
underfunded government employee pensions.1 Gov-
ernment worker compensation costs also bankrupt-
ed Vallejo, California,2 which spent three-quarters 
of its budget on police and firefighters. These bank-
ruptcies represent the tip of the iceberg. Moody’s 
estimates that U.S. states and cities have over $2 tril-
lion in liabilities for underfunded pensions.3 Such 
liabilities are forcing governments to cut services 
significantly and to raise taxes.

Excessive government compensation rates—not 
payroll headcount—drive this problem. The aver-
age government employee makes considerably more 
than a comparable private-sector worker. In many 
states, government employees pay little to nothing 
for their health coverage while accruing large pen-
sion benefits. For example, the average government 
employee in California makes 30 percent more than 
they would in the private sector—with expensive 
benefits driving that premium.4 In Ohio, the typical 
government employee makes 42 percent more com-
pensation than a comparable private-sector worker.5

Inflated Compensation Costs
Government unions are a major reason for this 

disparity. Collective bargaining laws give govern-
ment unions a monopoly over the government’s labor 
force.6 If a union does not agree to management’s 
proposed terms, it can disrupt public services, as San 
Francisco Bay Area transit riders learned recently 
during the transit strike that paralyzed the region.7

Government unions can also help to elect the 
politicians with whom they negotiate. In 2012, the 
national headquarters of the American Federation 
of State, County, and Municipal Employees spent 
one-third of its budget on politics and lobbying.8 
When unions can elect sympathetic politicians, they 
effectively control both sides of the bargaining table. 
The politicians want to please their campaign sup-
porters by giving them a generous contract, while 
the unions want more money for their members, but 
no one speaks for the citizens receiving public ser-
vices or the taxpayers paying for the contract.

This dynamic enables government unions to win 
very expensive compensation packages. For exam-
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ple, in California, government unions spent millions 
campaigning for Gray Davis in the 1998 gubernatori-
al election. After his election Governor Davis signed 
legislation significantly sweetening government 
pensions. The changes allowed government employ-
ees to retire at age 55 with a pension worth three-
fifths of their final salary.9

The only way to solve this problem completely is 
to eliminate collective bargaining in government. 
Without such reforms, policymakers should pursue 
alternative policies to limit the cost of union con-
tracts, such as requiring that the contracts nego-
tiated by unions and politicians be approved by 
the citizens.

Bond Elections
Most state constitutions require local govern-

ments to obtain voter approval before issuing 
bonds.10 If the city council wants to issue new debt—
creating long-term financial obligations for city 

residents—those citizens must first approve it at an 
election. Advocates must persuade the public, not 
just elected officials, that their proposal justifies the 
costs to residents.

These constitutional provisions arose after many 
states borrowed heavily in the 1830s to fund capital 
improvements, such as canals and railroads. Many 
of these projects went bankrupt, leaving taxpayers 
covering large losses. Afterward, many states passed 
constitutional provisions restricting state debt issu-
ance.11 Subsequently, municipalities began issuing 
bonds to fund capital projects. Many of them also 
borrowed irresponsibly, and the Panic of 1873 ren-
dered many local governments insolvent. This pro-
duced a wave of state constitutional amendments 
requiring voter approval for municipal debt.12

These constitutional provisions were driven by 
the impression that special interests often gained 
control of local politicians, leading municipalities to 
borrow for projects that did not serve the common 
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good.13 Requiring voter approval would enable citi-
zens to reject imprudent capital obligations.

States should extend this voter oversight to local 
governments’ labor obligations, which can create 
even longer-term obligations. Union contracts set 
wage and salary levels that are difficult to reduce 
subsequently. Moreover, they often include retire-
ment benefits that taxpayers must pay for decades. 
For example, if a 25-year-old newly hired govern-
ment employee whose contract includes pension and 
health benefits lives to age 85, taxpayers will still 
pay for that labor contract six decades later. Voters 
should have a say in accepting such obligations.

Union Contract Ratification Votes
Most unions submit the contracts they negoti-

ate to a ratification vote by their members.14 The 
contract takes effect only if a majority of union 
members agree to it. The union members, not their 
representatives, have the final say. Even if union 
negotiators agree to concessions, union members 
can reject them. For example, the Lake County Edu-
cation Association in Florida agreed to a contract 
without across-the-board raises for education per-
sonnel. The union’s members rejected the proposed 
contract by a 2 to 1 margin, and the union went back 
to the bargaining table with the school district.15

This system pressures elected officials to accept 
union demands. Union negotiators frequently argue 
they need more concessions to persuade their member-
ship to ratify the contract. Often they get them. The 
final contract in Lake County included general raises.16

Voters and taxpayers have no equivalent say 
over the government labor contracts negotiated on 
their behalf. They must accept and pay for the con-
tracts that their politicians negotiate—politicians 
who often focus on winning reelection instead of on 
spending tax dollars prudently.

Extend Ratification Power to All Citizens
States should correct this imbalance by equal-

izing the treatment of capital and labor obligations 
and extending the ratification power to all citizens. 
Before a government union contract takes effect, 
local governments should hold a special election for 
public approval of the contract.17 Before the elec-
tion, the government would mail out brochures 
summarizing the agreement and its costs. The con-
tract would take effect only if a majority of voters 
approve it.

Citizen ratification would prevent unions from 
co-opting the bargaining process. Even if a politician 
elected with union support agreed to an expensive 
contract, the voters could reject it. Thus, winning 
over local politicians would no longer enable unions 
to control the bargaining process. This would make 
imprudent contracts much rarer.

This reform would also give elected officials more 
leverage in negotiations. They could argue that, 
while they might accept the union’s demands, the 
voters would not, so the union needs to come closer 
to their position. Citizen approval would reduce the 
costs that collective bargaining imposes on taxpay-
ers. Detroit and Vallejo may well have avoided bank-
ruptcy if their union contracts had required pub-
lic approval.

Contract Summaries
While conceptually straightforward, implement-

ing citizen ratification and voter arbitration would 
require working out many practical details. Fore-
most among these is how to summarize the con-
tracts for voters so that they can cast an informed 
ballot. States should not allow politicians or unions 
to write the summaries. Instead, states should 
establish templates for contract summaries to high-
light key facts for voters, including:
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nn The total estimated change in labor costs under 
the contract.

nn The average, minimum, and maximum hourly or 
annual labor costs under the contract.

nn The amount employees would pay toward their 
health and retirement benefits.

nn Retirement ages and benefits, if negotiated.

nn Average paid leave granted.

nn The total and average per resident increases in 
property taxes needed to fund the contract. This 
would be similar to the tax rate statements pre-
pared for many bond elections.

nn The long-term (e.g., 20 years) changes to property 
taxes needed to fund future commitments in the 
contract, such as retirement benefits.

Importantly, governments should report pension 
(and thus total compensation) values using the fair 
market valuation method. Many state and local gov-
ernment pension plans assume unrealistically high 
rates of return on their assets, which understate the 
cost of employee compensation.18 California initially 
estimated that Governor Davis’s pension changes 
would cost taxpayers little. Those optimistic pro-
jections cost California taxpayers heavily when the 
stock market did not grow as much as the state’s actu-
aries assumed. Voters cannot cast an informed ballot 
if they do not understand the true cost of the contract.

Impasse Resolution
Voters and unions may disagree over the size of 

union contracts. States currently resolve disputes 
between unions and elected officials either with 
the union going on strike or an arbitrator imposing 
a contract. Neither method appropriately resolves 
disputes between unions and the public writ large. 
The government should not empower unions to 

strike against the electorate, holding essential ser-
vices hostage until voters agree to union terms. Nor 
should unelected and unaccountable arbitrators 
impose financial obligations on taxpayers without 
their consent.

Instead, employment terms should continue at 
those of the previously ratified contract until voters 
approve a new one. Importantly, the contract would 
remain in place at its previous level of compensation, 
meaning that annual raises would not automati-
cally continue.19 This would enable the government 
to function on terms that the voters have accept-
ed, while requiring unions to compromise to win 
any increases in nominal pay. This would resolve 
disputes without either shutting down services 
or allowing an unelected official to impose terms 
on taxpayers.

One concern with defaulting to the previous 
contract is that it would give unions little incentive 
to make concessions. They are guaranteed at least 
what they had before, less the rate of inflation. How-
ever, this does nothing to reduce existing incentives 
to make concessions. In states that allow strikes, the 
discomfort of striking pressures unions to agree to 
more taxpayer-friendly terms. In states with bind-
ing arbitration, where the arbitrator could still 
impose concessions, the arbitrator’s contract would 
not take effect until the voters ratified it.

Implementation
States would also need to work out the logistics 

of conducting the elections. Contract negotiations 
would seldom overlap with regularly scheduled pri-
mary or general elections. If voters reject an initial 
contract, they would subsequently need to vote on 
the renegotiated contracts. Holding special in-per-
son elections at polling places would prove costly 
in most states. States should instead mail absen-
tee ballots to every registered voter in the jurisdic-
tion, along with the summary of the contract. Voters 
would have a period of time (i.e., 30 days) to return 
the ballots, after which the government would tabu-
late the results. Mail-in ballots would increase voter 
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participation and turnout. They would also make 
holding re-votes on new contracts straightforward. 
To reduce taxpayer expenses, states could require 
unions to split the cost of holding the election. This 
would also encourage unions to propose contracts 
likely to win acceptance.

States should also consolidate contracts and elec-
tions across bargaining units. Some cities negotiate 
one master contract covering every unionized city 
employee. Others negotiate multiple separate con-
tracts, each covering a different group of workers 
(e.g., clerical, maintenance, trash and collectors). In 
the latter case, holding separate votes on each con-
tract would leave taxpayers voting every few months, 
each time on a different contract representing a dif-
ferent group of workers.

States can solve this problem by consolidating 
contracts so that one master contract covers every 
employee represented by the same union in a gov-
ernment workplace. Citizens would only need to vote 
once on the master contract, not separately for each 
bargaining unit. Alternatively, states could limit cit-
izen ratification to only contracts that increase labor 
costs by more than the rate of inflation or that create 
long-term obligations. This would limit the number 
of votes while giving voters control over long-term 
spending levels.

States should also stagger the contracts negoti-
ated at different levels of government so they expire 

at different times. For example, county contracts 
could expire in the first year, municipal contracts in 
the second year, and school board contracts in the 
third year, with each contract lasting for three years. 
Every year, voters would weigh in on one contract for 
one level of government.

Conclusion
In many states, government employees earn 

considerably more than comparable private-sector 
workers. These union contracts now threaten many 
state and local governments with bankruptcy. Many 
local politicians have cared more about gaining 
union support for their reelection bids than spend-
ing tax dollars responsibly.

Similar problems with municipal debt led states 
to require voter approval of municipal debt. States 
that choose to collectively bargain with government 
unions should put government labor contracts on an 
equal footing with capital obligations by requiring 
voter approval before government union contracts 
can take effect. Such a reform would allow voters 
to exercise responsible oversight over local govern-
ment finances.
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