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Address past liabilities to achieve fiscal health

By Charles D. Chieppo  |  February 4, 2007

FACED WITH THE realities of a tight budget, Governor Deval Patrick has repeatedly said he will make tough decisions with an eye toward the Commonwealth's long-term interests. Converting those words into action requires addressing massive pension and retiree health care liabilities, and focusing on maintaining our crumbling infrastructure.

Throughout his campaign, Patrick talked about priorities such as putting 1,000 new police on the streets, universal early childhood education, and funding the Commonwealth's ambitious health care reform legislation. But these priorities have run head-on into a shortfall of up to $1 billion for the next fiscal year.

To address the problem, Patrick has ordered his department heads to find ways to cut their budgets by 5 percent to 10 percent. As Administration and Finance Secretary Leslie Kirwan said, "There isn't going to be a magic bullet."

Doing what's in the Commonwealth's long-term interests begins with addressing massive liabilities that have built up over years.

Massachusetts currently has more than $13 billion in unfunded pension liability for current and future state retirees. During past fiscal crises, early retirement programs have been used to help bridge the gap. These programs save money in the short term, but exacerbate the long-term problem. Three early retirement programs enacted between 2000 and 2003 added more than $1.7 billion to the unfunded pension liability. Massachusetts taxpayers will pay more than $1 billion in the coming year -- more than the projected budget shortfall -- toward retiring this liability.

Patrick also pledged during the campaign to get spiraling local property tax bills under control, but the budget picture leaves him without the luxury of trying to address the problem by dramatically increasing state aid to municipalities. Another way to take the pressure off municipal budgets is for the Commonwealth's 104 local pension funds to consolidate their assets under the state's Pension Reserve Investment Trust.

According to a 2006 Pioneer Institute study, only six of the local funds have outpaced the trust's performance over the past 20 years. Local funds are currently allowed to pool all or part of their funds with the trust, but just over 20 take full advantage of the opportunity. Over the past decade, under-performance of local pension funds has cost taxpayers about $1.6 billion.

To comply with a federal regulatory change, the Commonwealth recently disclosed that it faces another liability of more than $13 billion for post-retirement employee benefits (mostly healthcare). While it's unrealistic to expect Patrick to solve this on his watch, thinking long term means creating a mechanism to begin addressing it, such as the fund established in 1987 to pay down pension liability.

Acting in the Commonwealth's long-term interests is often a political liability. Nowhere is that more apparent than in the conflict between building new infrastructure and maintaining what we have. Maintenance spending can hardly compete with the allure of photo ops and ribbon cuttings.

But like so many bad habits, it eventually catches up with you. The Transportation Finance Commission, charged with developing strategies for financing the Commonwealth's long-term transportation needs, estimates that over the next 20 years, the state faces a $9 billion highway shortfall, and a $4-$8 billion transit funding gap. As if the numbers are not sobering enough, they assume that not a single new road or transit line will be built beyond those already in service or under construction.

Among the promises Patrick has made is the development of a schedule for construction of a commuter rail line to New Bedford and Fall River within the first 90 days of his administration. A better approach would be to develop a plan to address the Commonwealth's $13-$17 billion transportation infrastructure shortfall before adding to it.

Patrick should be applauded for his focus on the Commonwealth's long-term interests. But political realities will make it a tall order to translate that focus into policy. If he's willing to go forward and take the heat, he deserves our support.
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