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Red Ink Rising

I've already discussed how the federal governmdnitiget is bleeding red inkVell, the state’s aren’t much better. A recent
Stanford Universityeportconcluded that California’s public employee’s pendund was an astronomical $500 billion
dollars underwater! As it stated:

“The California Public Employees’ Retirement Systéhe largest U.S. public pension fund; the CatifarState
Teachers’ Retirement System, the second-biggedthenUniversity of California Retirement Systera anderstating
their future liabilities by using projected ratdgeturn that don’t properly account for investmask, the Stanford
Institute for Economic Policy said today.

The report, from five Stanford graduate studentstarir faculty adviser, said the funds estimaterage annual returns
of 7.5 percent to 8 percent. The funds ought toausere conservative calculation of 4.14 percéwt réport said.”

Their conclusions are controversial, but regardiésshere you look, California is short by hundredsbillions of dollars
solely to pay the retirement benefits of its pulelisployees. And while California is in the worsaph, every other state is
only good by comparison (except perhdesas.

The Pew Center on the Stateported that “U.S. states face a total shortfadlt least $1 trillion in their funds for employee
pensions and retirement benefits” @ldomberg reportedback in June that 46 out of the 50 states could f&reek-style”
debt crises. We'll just forget about tii#&.4 trillion federadeficit and unsustainable levels of unfunded liabilities.

All the while, however, the government has push#iihs of dollars into increasing the public paytbrough the stimulus
package and other measures. As a result, the mditor is becoming a larger and larger shareeoétonomy:
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Private vs, Public Sector Jobs

Fnmrw vy o [t S ot graneay blagepst conn| 0

" 1 L S - 208
2000 W01 2007 2007 2004 2005 006 0T 008 W07 2000

Source: SeekingAlpha.com

Furthermore, government workers are typically paae than those in the private sector. Since mifiahs must keep
payrolls in line with economic reality while govenent employees rely on taxes that are paid for éifased group of
taxpayers. This makes it easier for politicianbuiy votes by increasing public employee benefisMilton Friedman put it
“...a producer group tends to be more concentratetigadily than a consumer group Cépitalism and Freedom, pg. 143).
And the same goes for public employees as oppasexpayers.
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This gap is especially large and growing amongrdamployees and private sector employees. Thereifce today in
wages and benefits amounts to almost 100%!
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Now the United States iaot the only country facing debt probleimg any means. Some have taken measures to rein in
spending and others have stuck their heads inath@ #\nd interestingly enough, our semi-totalitarisland neighbor to the
south has taken a radical turn toward austerity.

Cuba has announced planstd one million government job$alf of them in the next six months! It's harduederstate how
radical this plan is. Cuba has only 11 million ibliants. The United States has 304 million! If tited States cut an
equivalent number of public employees it would ddfy13.5 million in the next six months and 27 naili overall! | should
probably also note that the United States onlyatmait 20 million public employees.

Now admittedly, this is not a fair comparison. The W8vernment does r typically run firms (although they are movi
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more and more in that directio In contrast, according to tIBBC, “Cubé s communist governme currently controls almo
all aspects of the country’s economy and employsaia85% of the official workforce, which is put@tl million people.”

Still, that's a 20% reduction in the public payrdihe official statement defended the decisiorofiews:

“Our state cannot and should not continue maimgicompanies, productive entities, services andjted sectors with
bloated payrolls and losses that hurt the economy.”

And some of the proposals are downright inspirfiog &4 free market economist at least):

“To create jobs for the redundant workers, stiibes limiting private enterprise will be relaxeddamany more licenses
will be issued for people to become self-employ&riate businesses will be allowed to employ dtafthe first time.”

The citizens of Cuba are obviously anxious aboatiassive layoffs as they should be. Still, thipesents a huge move
toward the free market and will hopefully lead Cabdecome a more free, open and prosperous natien, if it will be
painful in the short term.

And quite frankly, as awful as it is to say, theitdd States needs to take a lesson from our const@ighbors. We need to
cut down on federal and state spending, pensioigswages. It's not an easy or painless thing tbydany means. The
purpose of this article is certainly not to beatoumppublic employees; teachers, firefighters, mobficers and other public
employees obviously serve vital functions. The pobis we are facing national and statewide instdyeand need to realign
our expenditures with reality. If we don't, realiyll come at us in the form of a giant cliff.
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