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Doing the PERS-reform math
Governor says two measures would save $865 million over the biennium. 
Can seemingly small changes to benefits really generate a figure that large?

We’ve mentioned on a number of occasions that the PERS-reform measures woven into Gov. John 
Kitzhaber’s proposed budget would save about $800 million over the 2013-15 biennium. That’s a lot of 
greenbacks. So many, in fact, that a number of readers have, understandably, expressed skepticism.

As one online commenter wrote last week, “This $800 million savings is smoke and mirrors.”
So, where did that giant number come from? Is it smoke and mirrors or is it the real deal?
The number, which is actually $865 million over two years, comes from a PERS-system analysis of various 

benefit modifications, including those the governor worked into his budget. According to the analysis, taxpayers 
would save $55 million in the coming biennium if they stopped compensating out-of-sate retirees for Oregon 
income taxes they don’t pay. Kitzhaber’s other proposal applying cost of living increases only to the first $24,000 
of pension income would save a further $810 million this biennium.

Crunching the numbers “is pretty simple,” says PERS Executive Director Paul Cleary. You calculate the 
benefits that would be paid to retirees with and without the changes over a period of 20 years. You figure out 
how the difference would affect the system’s unfunded liability, and then you convert those savings into an 
impact on employer rates.

Let’s get specific. The current unfunded PERS liability is about $16 billion, says Cleary, and capping 
COLAs would reduce it by about $4.3 billion. That’s roughly 25 percent. Because public employers would no 
longer have to finance that chunk of the liability mountain, payroll contributions would drop accordingly. The 
savings of the COLA cap alone represent 4.4 percent of the projected $18.4 billion PERS-system payroll during 
the coming biennium, or $810 million.

The math works the same way for the out-of-state tax fix.
The savings are spread among the various components of the PERS payroll, says Cleary, with state agencies 

and universities getting 28 percent, school districts getting 33 percent and local governments and other public 
employers getting the remainder.

Applying COLAs, which can’t exceed 2 percent, only to the first $24,000 of pension income may seem like 
a trivial adjustment, but, as the savings indicate, it isn’t to the system or to the recipient. Let’s say your annual 
PERS benefit is $48,000. With a 2 percent annual COLA that applies to the full amount, you’ll make $536,098 
over 10 years, according to PERS calculations. With a $24,000 cap, you’ll make $506,400, a difference of $29,698. 
The difference over a 20-year period is $128,799.

The measures the governor has proposed would provide a necessary check on the growth of the state’s 
pension system, but the effects on higher-earning retirees and future retirees  — will be substantial. That’s why 
passing the reforms will be a struggle, why lawsuits are inevitable and why the battle won’t end even if the 
Supreme Court upholds both the COLA cap and the out-of-state fix.

For a hint of what lies ahead even if lawmakers and judges do the right thing, consider the following caveat 
included in a PERS-commissioned analysis of various COLA reforms:

“Please note that our analysis does not include any assumed change in participant behavior, bargaining 
agreements, or employer pay practices as a result of a change in COLA policy. Such potential impacts merit 
consideration, but are beyond the scope of the analysis requested.”

Cities, counties and other public agencies have the capacity to undermine legislative reforms at the 
bargaining table and will have to be watched carefully.
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I
f you care about deficits, you should
want our economy to grow faster. If you
care about lifting up the poor and re-
ducing unemployment, you should want

our economy to grow faster. And if you are
a committed capitalist and hope to make
more money, you should want our economy
to grow faster.

The moment’s highest prior-
ity should be speeding economic
growth and ending the waste, hu-
man and economic, left by the Great
Recession. But you would never
know this because the conversa-
tion in our nation’s capital is being
held hostage by a ludicrous cycle
of phony fiscal deadlines driven
by a misplaced belief that the
only thing we have to fear is the budget
deficit.

Let’s call a halt to this madness. If we don’t
move the economy to a better place, none of
the fiscal projections will matter.The economic
downturn ballooned the deficit. Growth will
move the numbers in the right direction.

Moreover, the whole point of an economy
is to provide everyone with real opportuni-
ties for gainful employment and economic
advance — the generational “relay” that San

Antonio Mayor Julian Castro affectingly de-
scribed at last year’s Democratic convention.
When we talk only about deficits, we take our
eyes off the prize.

But there is good news. Gradually, establish-
ment thinking is moving toward a new consen-
sus that puts growth first and looks for deficit
reduction over time. In the past few months,

middle-of-the-road and moder-
ately conservative voices have
warned that if we cut the deficit
too quickly, too soon, we could
throw ourselves back into the eco-
nomic doldrums — and increase
the very deficit we are trying to re-
duce.

Here, for example, is excellent
advice from the deservedly re-

spected (and thoroughly pro-market) eco-
nomic columnist MartinWolf, offered last week
in The Financial Times: “The federal govern-
ment is not on the verge of bankruptcy. If any-
thing, the tightening has been too much and
too fast.The fiscal position is also not the most
urgent economic challenge. It is far more im-
portant to promote recovery. The challenges
in the longer term are to raise revenue while
curbing the cost of health. Meanwhile, people,
just calm down.”

“Calm down” is exactly what we need to
do. We have been inundated with apocalyp-
tic prophecies about our debt levels. While
they come from the center as well as the right,
Republicans are using them to turn the next
two years into a carnival of contrived crises.
These will (1) make normal governing impos-
sible — no agency can plan when budgets
are always up in the air; (2) distract us — we
need to think about measures, such as an In-
frastructure Bank, that would promote pros-
perity now and into the future; and (3) drive
business people crazy — no enterprise would
put itself through the contortions that are be-
coming part of Washington’s routine.

Only if you believe that deficits mean the
end is near can any of this be justified. Sen.
Mitch McConnell, the Republican minority
leader, perfectly encapsulated the effort to di-
minish the importance of all else (including
growth) when he declared recently that “defi-
cit and debt” constitute the “transcendent is-
sue of our era.”

No, it’s not. As Bruce Bartlett, the bravely
dissident conservative economics specialist
wrote a few days ago: “In fact, our long-term
deficit situation is not nearly as severe as even
many budget experts believe. The problem is
that they are looking at recent history and near-

term projections that are overly impacted by
one-time factors related to the economic crisis
and massive Republican tax cuts that lowered
revenues far below normal.”

Former Treasury Secretary Lawrence Sum-
mers warned in The Washington Post that we
can’t “lose sight of the jobs and growth deficits
that ultimately will have the greatest impact
on how this generation of Americans lives and
what they bequeath to the next generation.”
And economists at the International Monetary
Fund have offered some honorable mea cul-
pas about underestimating the damage that ill-
timed austerity programs have done to growth
— and also to the fiscal positions of the nations
affected by them.

You have to hope that President Obama will
use his State of the Union message to speak
forcefully for growth and the public invest-
ments that will foster it. But sensible people
also need to rise up and tell the congressional
doom-mongers that they have to calm down
and end their wholly destructive campaign to
turn our great system of self-rule into a govern-
ment by deadline and emergency.
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Building the economy should be everyone’s priority
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Doing the PERS-reform math
Governor says two measures would save $865 million over the biennium.
Can seemingly small changes to benefits really generate a figure that large?

W
e’ve mentioned on a
number of occasions
that the PERS-reform
measures woven into

Gov. John Kitzhaber’s proposed bud-
get would save about $800 million
over the 2013-15 biennium. That’s a
lot of greenbacks. So many, in fact,
that a number of readers have, un-
derstandably, expressed skepticism.

As one online commenter wrote
last week,“This $800 million savings
is smoke and mirrors.”

So, where did that giant number
come from? Is it smoke and mirrors
or is it the real deal?

The number, which is actually $865
million over two years, comes from a
PERS-system analysis of various ben-
efit modifications, including those
the governor worked into his budget.
According to the analysis, taxpayers
would save $55 million in the com-
ing biennium if they stopped com-
pensating out-of-state retirees for
Oregon income taxes they don’t pay.
Kitzhaber’s other proposal — apply-
ing cost of living increases only to
the first $24,000 of pension income
— would save a further $810 million this
biennium.

Crunching the numbers “is pretty sim-
ple,” says PERS Executive Director Paul Cleary. You calculate
the benefits that would be paid to retirees with and without the
changes over a period of 20 years. You figure out how the dif-
ference would affect the system’s unfunded liability, and then
you convert those savings into an impact on employer rates.

Let’s get specific.The current unfunded PERS liability is about
$16 billion, says Cleary, and capping COLAs would reduce it by
about $4.3 billion. That’s roughly 25 percent. Because public
employers would no longer have to finance that chunk of the
liability mountain, payroll contributions would drop accord-
ingly. The savings of the COLA cap alone represent 4.4 percent
of the projected $18.4 billion PERS-system payroll during the
coming biennium, or $810 million.

The math works the same way for
the out-of-state tax fix.

The savings are spread among the
various components of the PERS
payroll, says Cleary, with state agen-
cies and universities getting 28 per-
cent, school districts getting 33
percent and local governments and
other public employers getting the
remainder.

Applying COLAs, which can’t ex-
ceed 2 percent, only to the first
$24,000ofpensionincomemayseem
like a trivial adjustment, but, as the
savings indicate, it isn’t — to the sys-
tem or to the recipient. Let’s say your
annual PERS benefit is $48,000.With
a 2 percent annual COLA that ap-
plies to the full amount, you’ll make
$536,098 over 10 years, according to
PERS calculations. With a $24,000
cap, you’ll make $506,400, a differ-
ence of $29,698. The difference over
a 20-year period is $128,799.

The measures the governor has
proposed would provide a neces-
sary check on the growth of the state’s
pension system, but the effects on
higher-earning retirees – and future

retirees — will be substantial. That’s why
passing the reforms will be a struggle, why
lawsuits are inevitable and why the battle

won’t end even if the Supreme Court upholds both the COLA
cap and the out-of-state fix.

For a hint of what lies ahead even if lawmakers and judges
do the right thing, consider the following caveat included in a
PERS-commissioned analysis of various COLA reforms:

“Please note that our analysis does not include any assumed
change in participant behavior, bargaining agreements, or em-
ployer pay practices as a result of a change in COLA policy. Such
potential impacts merit consideration, but are beyond the scope
of the analysis requested.”

Cities, counties and other public agencies have the capacity
to undermine legislative reforms at the bargaining table and
will have to be watched carefully.

Companies face trade-offs and tensions in searching for both sustainability and profit

W
hen will sustainability become
sustainable? It’s an important
economic question for a state
such as Oregon that has de-

clared green industries to be a prime target
of job-creation efforts.

Even some who champion a green-hued
economic development strategy acknowl-
edge that many sustainability-themed busi-
nesses struggle to survive with government
help, much less without it. A couple of news
developments this week involving companies
with a heavy Northwest presence illustrate
the ongoing tension between doing what’s
best for the environment and making a profit.

Shares of SolarWorld, the German company
with a factory in Hillsboro, plunged Friday on
the Frankfurt Stock Exchange after company
officials warned of a looming debt restructur-
ing. A day earlier in Bellevue, Wash., a repre-
sentative of the free-market National Center
for Public Policy Research complained at the
Costco annual meeting about the member-
ship retailer’s sustainability efforts. The prac-
tices, charged Justin Danhof, threaten to lower
the return on shareholders’ investments and

increase consumer costs.
SolarWorld and Costco operate in very dif-

ferent industries, have contrasting financial
conditions and face mostly dissimilar issues.
But they essentially are caught in the same
debate: How do businesses balance sustain-
ability and profit? And do the two goals have
to be mutually exclusive?

First, it should be noted that it’s hard to mea-
sure how much consumer decisions influence
the environment. The solar panel that helps
reduce carbon emissions might have been
made in a coal-fueled Chinese factory, for ex-
ample. “It’s almost impossible for anyone to
really tease out marginal greenhouse gases,”
said Portland economist Joe Cortright, who of-
ten writes on sustainability and the economy.

For the foreseeable future, it will require
a mix of government policy and consumer
demand to drive growth of green industries.
But these businesses eventually must stand
on their own.

Cortright and SolarWorld spokesman Ben
Santarris agree that more consistent govern-
ment policies — rather than ones that change
with each budget cycle — would help. Cor-

tright also points out that ending or reduc-
ing subsidies for carbon fuels would have as
much, or more, effect as subsidizing green
energy.

What’s the short-term takeaway for Ore-
gon? The state is mostly on the right path in
seeking to become a leader in green indus-
try and sustainable business practices. But
it will require patience and disciplined deci-
sion-making, focused on creating a positive
environment for all businesses, for the strat-
egy to work.

Meanwhile, neither SolarWorld nor Costco
is backing down from its commitments.

SolarWorld last summer announced inten-
tions to invest about $27 million in Hillsboro,
mostly for new and upgraded equipment.The
company is well along in those efforts, Santar-
ris said, and now expects the investments to
total $33 million when completed. Thursday
wasn’t the first time Costco has heard share-
holder complaints on a variety of subjects,
and it has a record of both sticking to its prin-
ciples and growing.

The two companies’ journeys will help
shape the Northwest economy.

Contrasting shades of green
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EDITORIAL Visit oregonlive.com/thestump to read and comment on the latest posts,
editorials, letters and other commentary. Twitter.com/oregonianstump

Monday morning
roundup

The Oregonian’s Susan Nielsen shares
links to opinions from around the Web to
get you caught up from the weekend and
ready for the week ahead.

Read and comment at The Stump.

Military suicides
Timothy Kudo explains how the moral

conflicts of war affect veteran health:
“Many veterans are unable to reconcile
such actions in war with the biblical
commandment ‘Thou shalt not kill.’ When
they come home from an environment
where killing is not only accepted but
is a metric of success, the transition
to one where killing is wrong can be
incomprehensible. This incongruity can
have devastating effects. After more than 10
years of war, the military lost more active-
duty members last year to suicide than
to enemy fire. … While I don’t know why
individual veterans resort to suicide, I can
say that the ethical damage of war may be
worse than the physical injuries we sustain.
… We must confront this horror directly if
we’re to be honest about the true costs of
war.”

Read and comment at The Stump.

President of
‘perpetual war’

David Sirota criticizes Barack Obama for
favoring rhetoric over reality: “Never was
this formula more apparent than when
the president discussed military conflicts
during his second inaugural address.
Declaring that ‘a decade of war is now
ending,’ he insisted that he ‘still believe(s)
that enduring security and lasting peace
do not require perpetual war.’ The lines
generated uncritical applause, much of
it from anti-war liberals who protested
against the Bush administration. Living
up to Obama’s calculation, few seemed to
notice that the words came from the same
president who is manufacturing a state of
‘perpetual war.’ ”

Read and comment at The Stump.

Waldo Lake use
“Waldo Lake is the wrong place to allow

seaplane use. Waldo Lake’s unique water
quality makes it one of the cleanest lakes
in the world and an unparalleled scientific
and recreational resource. … The state of
Oregon is the primary steward of this lake.
Under Oregon law, seaplanes are treated
as motorboats while on the water. Oregon
seaplane owners should not have privileges
that other motorboat owners don’t have,”
H. “Woody” Fine of Eugene writes at the
public blog My Oregon, found at The
Stump.
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