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GETTING THE FACTS STRAIGHT
ABOUT STATE AND LOCAL PAY

Growth of pay in private and state/local sectors

State and local workers have not seen their wages and compensation (including all benefits) grow any faster than that
of private-sector workers. According to the data, the wages of state and local employees grew 0.6% annually from 1990
to 2010 (after adjusting for inflation), which was actually slightly slower than the 0.7% rate for private-sector workers.!
Both groups saw their inflation-adjusted hourly compensation grow at an identical 0.9% annual rate.

About 54% of public-sector and 35% of private-sector employees have a college degree.? Given that college
graduates have seen faster-than-average wage growth in recent decades, we would expect the college graduate-intensive
state/local sector to have faster wage growth, but that clearly has not happened. This ratio still didn’t result in a wage-
growth advantage for public-sector employees in the 1990-2010 period. Furthermore, it is noteworthy that workers in

both sectors saw their pay grow far more slowly than the economy’s 2.5% annual productivity growth.

Growth of private-sector and state/local wages by education?®
The total growth of inflation-adjusted wages for high school educated workers in the private sector between 1989
and 2010 was 4.8%, slightly faster than the 2.6% wage growth for comparable public employees. This means that
inflation-adjusted wages have been essentially flat for two decades for high school educated workers regardless of
sector. In contrast, productivity growth, reflecting the increase in the economy’s overall gains, grew 62.5% in the
1989-2010 period.

For those with a bachelor’s degree (but no further education), inflation-adjusted wages grew by 19.5% in the private

sector from 1989 to 2010, far more than the 9.5% growth seen by state employees.*

Comparing wage and compensation levels of state/local and private sectors

Wage and compensation analyses should compare workers by occupation and education level. For instance, workers
in restaurants, on average, make less than workers in many other industries because, in part, they employ far fewer
white-collar or college-educated workers. Claims that state and local workers make exorbitant wages and compensation
almost always fail to consider the occupation or education levels of the workers being compared. Studies which make an
apple-to-apple comparison (controlling for education and other worker characteristics) show that state and local workers

are not overpaid:
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Heywood and Bender (2010) find that “Wages and salaries of state and local employees are lower than those for
private-sector workers with comparable earnings determinants (e.g., education). State employees typically earn 11%
less; local workers earn 12% less.” Heywood and Bender also find that “State and local employees have lower total
compensation than their private-sector counterparts. On average, total compensation is 6.8% lower for state
employees and 7.4% lower for local workers, compared with comparable private sector employees.”

Keefe (2011) finds that “On average, full-time state and local employees are undercompensated by 3.7%, in
comparison to otherwise similar private-sector workers. The public employee compensation penalty is smaller for
local government employees (1.8%) than state government workers (7.6%).”°

Schmitt (2010) finds that “When state and local government employees are compared to private-sector workers
with similar characteristics—particularly when workers are matched by age and education—state and local
workers actually earn 4% less, on average, than their private-sector counterparts. For women workers, the public-
sector penalty is about 2% of earnings; for men, it is about 6% of earnings.””

Contrary to claims frequently advanced by opponents of state and local public-sector employees, these workers are, if

anything, routinely undercompensated.
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