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Introduction

Illinois’ biggest government-worker union, the American Federation of State, County and Municipal
Employees, is engaged in contract negotiations with the state in an attempt to boost its salaries
and benefits. As part of its negotiation tactics, AFSCME claims its “middle class” benefits are under
attack. That's why union officials are demanding up to $3 billion in salary and benefits for union
members.'

AFSCME’s demands ignore four significant facts about lllinois state-worker compensation:

* lllinois state workers are the highest-paid state workers in the country?

* AFSCME workers receive Cadillac health care benefits?

* Most state workers receive free retiree health insurance*

« Career state retirees on average receive $1.6 million in pension benefits®

It's not fair that lllinois residents, struggling with stagnant incomes in one of the nation’s weakest
economies,® continue to subsidize AFSCME benefits to such an extent.

Many other unions that contract with the state have recognized that taxpayers can’t withstand
higher taxes to fund workers’ pay and benefits. Officials from more than 17 unions, including the
Teamsters, understand the depth of lllinois’ fiscal crisis and have been willing to compromise and
come to affordable contract agreements with the state.

AFSCME, which represents a mere 0.5 percent of lllinois’ total labor force (35,000 state workers
out of a total 6.5 million workers), is putting undue pressure on the state and its finances.”

AFSCME’s demands include new state-worker salary, health care and pension benefits. Specifically,
AFSCME leaders are seeking four-year raises ranging from 11.5 to 29 percent, a 37.5-hour
workweek, five weeks of vacation and enhanced health care coverage.®

In contrast, Gov. Bruce Rauner has proposed a reform plan as part of the ongoing contract
negotiations with AFSCME. Under the governor's plan, AFSCME workers would undergo a
temporary salary freeze in return for new merit pay and incentive bonuses.

In addition, workers would also have their health care benefits modified. Under the reform plan,
Illinois taxpayers would still subsidize 60 percent of AFSCME workers’ annual health care costs,
while state workers would be asked to pay 40 percent of their costs, up from 23 percent.®

It's in the best interest of all lllinoisans to provide salary, health care and pension benefits that are
affordable for both state workers and taxpayers. Instead of increasing benefits as AFSCME has
demanded, the state should work to bring its employees’ total compensation more in line with what
the private sector can afford.



lllinois state workers are the highest-paid
state workers in the country

Illinois state workers receive the highest wages of any state workers in the country, when adjusted
for cost of living. lllinois pays its state workers more than $59,000 a year when adjusted for cost of
living, far more than its neighbors and nearly $10,000 more than the national average.™

lllinois state workers are the highest-paid in the country
Annual wages per state employee, nominal and indexed to cost of living, 2014

Average state-worker Cost-of-living- Annual wage adjusted | National
annual wage adjustment index, 2013 for cost of living rank

lllinois $59,679 101.0 $59,088 1
California $65,654 114.5 $58,463 2
New Jersey $65,292 112.83 $57,023 3
Alaska $59,104 106.0 $55,758 4
Connecticut $60,220 108.5 $55,502 5
lowa $48,974 90.3 $54,235 6
Eva:rggzl $49,224 100.0 $49,224

Wisconsin $42,445 92.9 $45,689 28
Kentucky $40,309 89.1 $45,240 34
Missouri $37,820 89.2 $42,400 42
Indiana $37,981 91.4 $41,555 46

Source: U.S. Bureau of Economic Analysis @illinoispolicy

Moreover, state AFSCME workers have seen salary increases not matched by lllinois’ private sector.

Median AFSCME worker salaries increased more than 40 percent from 2005 to 2014, to more
than $62,800 in 2014. During that same period, median private-sector earnings in lllinois remained
virtually flat."
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lllinois state AFSCME worker salaries have grown 41% while private-sector
workers' earnings stagnate

Median AFSCME employee base salary” vs. lllinois worker median earnings (age 16+),
2005-2014

$70,000

$62,500 AFSCME worker median base salary/

$55,000

$47,500

$40,000

lllinois worker median earnings

_/\,

$32,500

$25,000
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Source: lllinois Department of Central Management Services; U.S. Census Bureau,

"American Community Survey"

‘Annual base salary is only a portion of employee compensation — it does not include

compensation for bonuses or overtime. @illinoispolicy

AFSCME workers receive Cadillac health care
benefits

In addition to being some of the highest-paid state workers in the nation, AFSCME workers also
receive Cadillac health care. Taxpayers subsidize a majority of these health care benefits.

State AFSCME workers receive insurance benefits equivalent to a platinum-level plan offered
through the Affordable Care Act, or ACA, insurance marketplace. Platinum-level insurance is defined
as any plan that pays for 90 percent or more of an individual’s incurred health care expenses

(e.g, broken arms, office visits, etc.). Individuals pay the remainder out of pocket through copays,
coinsurance and deductibles.'?

The average health care cost for an AFSCME worker'® totals $19,332 a year ($1,611 a month).™
AFSCME workers pay for just 23 percent of that cost, or $4,452 a year ($371 a month). That

includes $2,904 in premium payments and $1,548 in out-of-pocket expenses, such as deductibles
and copays.
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State taxpayers pay the remaining 77 percent, or an average of $14,880 per worker ($1,240 a
month).

lllinois taxpayers subsidize 77% of AFSCME workers' Cadillac health care plans
Average annual health care cost per worker”: $19,332, fiscal year 2016

AFSCME worker’s
share: $4,452

State taxpayers’
share: $14,880

Source: Health care cost data obtained from the Governor's Office pursuant to a FOIA request
“The average AFSCME worker has one to four dependents on his or her insurance plan. @illinoispolicy

Illinois taxpayers cannot afford this arrangement. AFSCME workers receive platinum-level benefits
but only pay the equivalent of bronze-level insurance premiums. These Cadillac plans force a vast
share of workers’ health care costs onto state taxpayers.
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Most state workers receive free retiree health
insurance

In addition to Cadillac health care benefits for active AFSCME workers, the state also subsidizes
100 percent of the health insurance costs for most state retirees.

State workers receive a 5 percent reduction off of the cost of their retiree insurance premiums
for each year they work for the state. Under this deal, the state pays for 100 percent of health
insurance premiums for an employee who works 20 years for the state.

As a vast majority of lllinois state workers retire with 20 or more years of service, lllinois taxpayers
pay for the entirety of those workers’ health insurance costs.

The taxpayer cost of this benefit is $200,000 to $500,000 per employee, depending on when the
worker was hired, how long he or she worked, and when he or she retired.

An ordinary worker in the private sector would need to have $200,000 to $500,000 in the bank
before retirement to purchase the same retiree health insurance that most state workers get for
free.

Free retiree health insurance for lllinois state workers costs taxpayers $200,000
to $500,000 per retiree

State Employees' Group Insurance Program actuarial valuation, sample life costs,

June 30, 2013

State Employees’ Retirement State Employees’ Retirement
System regular formula System alternate formula
Pension tier Present value Pension tier Present value
of benefit of benefit
1 35 $339,624 1 35 $492,113
1 40 $333,356 1 40 $482,102
1 45 $315,686 1 45 $462,029
1 50 $283,267 1 50 $412,488
1 Bh $269,963 1 b5 $313,093
2 28 $248,372 2 28 $251,524
2 40 $223,096 2 40 $212,628

Source: SEGIP data obtained from the Governor's Office pursuant to a FOIA request
Note: An ordinary worker in the private sector would need to have an amount equal to the "present value"
(above) in the bank when he or she retires in order to purchase the equivalent amount of health insurance. ~ @illinoispolicy

Illinois is one of only a few states in the country to offer such a deal. Taxpayers in other states, on
average, pay for less than half of their state retirees’ health insurance costs.'®

Such a benefit is nearly unheard of in the private sector. Only 25 percent of large firms across the
country offer health insurance to both their active workers and retirees. And in cases where private-
sector workers do receive retiree health insurance from their place of work, those workers typically
pay all or most of their insurance premiums themselves.'®
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State workers on average receive $1.6 million
in pension benefits

Big salaries for lllinois state workers become big pension benefits when they retire.

Career state workers, those who work 30 or more years, will average $1.6 million in benefits over
the course of their retirements. That's on top of Social Security benefits that nearly all state workers
receive. Generous retirement rules, longer life expectancies, and substantial cost-of-living increases
have boosted pension benefits.'” The pension crisis is worsened by the fact that over half of state
workers retire in their 50s.

Career state workers on average receive $1.6 million in pension benefits

Average Average Average Average total Average total
current age at employee pension contribution vs.
pension retirement contribution payout*” lifetime payouts

Pension

fund

SERS $50,000 59 $63,000 $1.6 million 4%

Source: Pensioner data obtained from the 5 state-run pension systems pursuant to a 2015 FOIA request

*Retired since Jan. 1, 2013 (GARS and JRS since Jan. 1, 2008), with 30 years' creditable service

**“Average total pension payout" is based on approximate life expectancies from Social Security's available

actuarial life tables. Current ages as of 2015 were used to determine pensioners’ life expectancies. @illinoispolicy

52% of state pensioners began collecting benefits in their 50s
Approximate ages at which SERS members retired

Age at SERS % of Cumulative
retirement pensioners total % of total
<50

1,505 3% 3%
50-55 11,789 21% 24%
55-59 15,475 28% 52%
60-64 18,605 33% 8500
65-70 6,675 12% 97%
>70 1,652 3% 100%
55,601

Source: Pensioner data obtained from SERS pursuant to a 2015 FOIA request
@illinoispolicy

In all, state workers pay the equivalent of just 4 percent of their total pension benefits to the
pension fund (8 percent, including investment returns).'®

This difference between what a state worker puts in and the benefits he receives in return is
fundamentally unfair to the lllinois taxpayers who must pay for pensions. Private-sector workers are
expected to fund the pensions of government workers who will earn back what they contributed to
the pension funds after just a little more than a year in retirement.
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The governor’s proposed reforms

Rauner has proposed a set of compensation-reform plans as part of the ongoing contract
negotiations with AFSCME. The governor's proposed reforms for AFSCME workers would bring
their costs more in line with what the private sector can afford, while still providing generous
compensation to state workers.

Under the governor's plan, AFSCME workers would undergo a temporary salary freeze in return for
merit pay and incentive bonuses.'

In addition, instead of allowing workers to continue to pay bronze-level prices for platinum health
care benefits, the governor is seeking to realign AFSCME workers’ health care costs so they more
closely match their corresponding benefits.

Under the governor’s plan, lllinois taxpayers would still subsidize 60 percent of AFSCME workers’
annual health care costs, or over $11,600 per worker annually. Workers would be asked to pay 40
percent of their costs, or $7,728 a year, up from 23 percent.?

The governor’s reform proposal offers state workers a choice regarding how they want to pay for
their increased share of their health insurance costs.

State workers could choose to keep their current monthly premiums and pay additional out-of-
pocket expenses, pay the same out-of-pocket expenses but have their monthly premiums grow, or a
combination of the two.

The governor’s attempt to more closely align state-worker health care costs with those in the private
sector should also be understood in the context of the wages AFSCME members and other state
workers currently receive.

Asking AFSCME workers to contribute their fair share for their own health care benefits is not out
of line considering that most state workers receive free retiree health insurance, that lllinois state
workers in general receive the highest wages in the nation, and that AFSCME workers in particular
have seen their salaries grow significantly over the past decade.

It would also help relieve some of the financial burden on lllinois’ private-sector workers, who are
suffering from stagnating wages and massive health care cost increases due to the impact of
the ACA. Younger lllinoisans on the ACA health insurance exchanges have been hit particularly
hard. Between 2013 and 2015, premiums jumped 132 percent, or by over $1,800, for younger
individuals.?" And in 2016 alone, the average premium for all individuals in lllinois will grow by
another 22 percent.??
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Conclusion

Illinois middle-class residents, struggling with stagnant incomes in one of the nation’s weakest
economies,?® can no longer afford to subsidize AFSCME workers’ unrealistic benefits.

Instead of demanding additional benefits, AFSCME should follow the lead of the 17 other state
unions that have come to an affordable compromise with the state.

It's in the best interest of all lllinoisans to provide salary, health care and pension benefits that are
affordable for both state workers and taxpayers. Instead of increasing benefits as AFSCME has
demanded, the state should work to bring its employees’ total compensation more in line with what
the private sector can afford.
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The lllinois Policy Institute is committed to delivering the highest quality and most reliable
research on matters of public policy.

The Institute guarantees that all original factual data (including studies, viewpoints, reports,
brochures and videos) are true and correct, and that information attributed to other sources is
accurately represented.

The Institute encourages rigorous critique of its research. If the accuracy of any material fact

or reference to an independent source is questioned and brought to the Institute’s attention in
writing with supporting evidence, the Institute will respond. If an error exists, it will be corrected in
subsequent distributions. This constitutes the complete and final remedy under this guarantee.



