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State Budgets



The COVID-19 Economic Crisis

The COVID-19 crisis has exhausted state budgets. In 

addition to outright COVID-19 costs, states will have to 

deal with shortfalls in other sources of funding. In 

2020, income taxes will fall sharply due to the COVID-

19 unemployment. Corporate taxes will fall because 

most businesses stand to see losses during this time. 

Likewise, states will see a substantial decrease in 

income from sales tax. 

Figure 1. “Where States Get Their Money.” Pew Research Center, Washington, D.C. (24 
July 2019) https://www.pewtrusts.org/en/research-and-analysis/data-
visualizations/2019/where-states-get-their-money.

https://www.pewtrusts.org/en/research-and-analysis/data-visualizations/2019/where-states-get-their-money


Federal vs. State Budgets

Unlike the Federal government, which 

can practice deficit spending, states are 

constitutionally required to balance their 

budgets. 

Ergo, state and local governments will be 

forced to make substantial cutbacks in 

spending. These reduced budgets will 

affect businesses and residents alike.

The National Conference of State Legislatures 
(NCSL) is tracking states’ revised estimates, which 
have been updated as a result of the unexpected 
impact that the coronavirus has had on the 
economy. Visit the NCSL website to get a better 
idea of the size of budgetary shortfalls each state is 
facing.

https://www.ncsl.org/research/fiscal-policy/coronavirus-covid-19-state-budget-updates-and-revenue-projections637208306.aspx


What Does this Mean for Local 
Governments?

Because local municipal governments and state agencies are 

dependent on federal funding streams and local tax generation

they are especially vulnerable to the lock down, “Stay at Home” 

provisions that many governors have put in place. The initial 

reaction to large scale rapid budget shortfalls is usually centered 

around job cuts and tax increases. 

In order to mitigate the potentially devastating consequences, 

state and local municipalities should utilize a steady and 

measured response. Rather than blindly slashing the budget in 

places that seem obvious (eliminating unfulfilled positions, 

employee reclassification, etc.), agencies should consider large-

scale policies that will not have detrimental effects on the 

trajectory of the desired business model.

Figure 3. “Unit of Local Government.” GovTech, Folsom, CA. (n.d.) 
https://www.govtech.com/navigator/numbers/units-of-us-local-
government_57.html.  

https://www.govtech.com/navigator/numbers/units-of-us-local-government_57.html


How Do Local Governments Make Budget 

Cuts Responsibly?

We can demonstrate that there’s a solid alternative for heavily 

burdened public agencies that can move long term civil servants off of

the payrolls while creating an opportunity to reinforce service levels 

over time as budgets normalize. These strategies could include an Early 

Retirement Incentive Program (ERIP) option for long-term employees 

who may have the available time in service to meet retirement criteria 

but often have to remain in public service for an extended number of 

additional years in order to qualify for full medical retirement benefits. 

(This is a common practice in public sector, the same is true for age 

requirements.)



CASE STUDY: Los Angeles Early Retirement Incentive Program (ERIP)

In 2009, Los Angeles faced crippling budget shortfalls and the country was in the midst of a serious 

financial crisis. We participated in the process of implementing the Early Retirement Incentive Program 

(ERIP), which was designed by the Coalition of LA City Unions. The modeling offered over $250 million in 

annual savings, of which Mayor Antonio Villaraigosa’s administration took advantage of between $124 

and $150 million (due to pressure from law enforcement, fire, and utility unions). 

The ERIP was designed to take a maximum of 2,400 employees (who were close to retirement) and 

provided the credits necessary for them to leave public service, moving them off the payroll and onto 

their retirement funds. 

At the time of adoption, the Early Retirement Incentive Program was projected to will save the City $267 

million next year and $1.2 billion over five years. The complete assumption table is found on the next 

page. 





Source: Coalition of LA City Unions

ERIP Case Study 
(Continued)

In addition to the monetary 

savings that can result from a 

program like the ERIP, there is a 

great potential to save jobs as 

well.

This figure presented different 

options available for the budget 

shortfalls in the City of LA.



How Do We Replace Workers Who Retire 
Early?

This model allows for replacing the retired workers over an extended 

period of time and cascading new entrants by utilizing an expanded civil 

service employment model that takes advantage of apprenticeship 

wage tiers and prioritizes critical public service functions.

In this model, renegotiation of civil service hiring processes can occur to 

ensure that agencies can prioritize local hiring so that wage earnings 

contribute to the local tax base and ensure representative unions 

membership expands by converting “wage step” models into 

apprenticeship tiers that allow for lower progressive wages based on 

experience and replace outgoing knowledge workers over an extended 

period of time (in the example given over a 7 year period). This will 

guarantee savings generation so that both immediate payroll needs and 

long-term pension obligations are met.



Choosing the Right Savings

This model might not be the best option for your organization. Public 

sector actuaries can validate the percentages of savings generated and 

create multiple scenarios to ensure jobs are not overly impacting 

critical service points and that savings are creating value for outgoing 

public service employees while expanding future service pipelines in a 

way that preserves union density. 

Other cost savings can be found by enhancing medical plan coverages 

in a smaller number of choice plans, so moving from six plan options to 

3 or 4 better plans can create millions in savings depending on the 

agencies size and employment pool. Of course, because we advise that 

workers need to get meaningful value in these processes, we would 

recommend negotiating with unions in a mutually beneficial approach 

rather than imposing and creating an unproductive relationship that 

makes decisions only from a management lens. 



You Have Options

No solution is one-size-fits all. In addition to Early Retirement 

Incentive Programs and Reducing Healthcare Options, organizations 

can scrutinize their individual operations to determine broad 

and/or precise cuts that will not negatively impact overall goals. 

Alternative Options include:

• Reduction in Work Hours

• Shared Work Agreement

• Delayed of Cancellation of Unfilled Hires

• Deferred Pay Increases

• Reduction in Executive or Duplicative Management Roles



Things to Consider:

Organizations will have to evaluate multiple factors in deciding 

their best course of action:

• Your Workforce: Does your organization have enough 

employees who are close to retirement to make the ERIP 

model a viable option? What institutional knowledge might 

you be losing and how could you best retain that?

• The Budget Gap: How large is the delta? Will reconciliation 

require multiple acts? 

• Labor Unions: How can your organization work with 

partners to guarantee the best possible outcome for all 

involved parties?

• The Public: Can public service levels be maintained, shared,

or even expanded in a new delivery model?



Take Action Now

It is critical that your agency partners with your workforce if you 

expect that partnership to yield value when the environment favors 

workers—this later situation will materialize shortly as experienced 

workers with technical knowledge in navigating government will 

become a premium asset in a post-COVID America. 

Federal assistance to states will come, but it will be slow and not as 

expansive as the crisis requires. Thoughtful high impact policy design 

needs to happen before agency heads simply respond to mandates 

from elected officials calling for options to reduce X amount in their 

offices budget. Overall strategic reframing can ensure a solid path out 

of the budget crisis with the ability to meet public service demand 

and a workforce that can be equipped for the new work realities they 

will need to produce in.



Please Contact

for more information.



We bring decades of experience helping 
clients in diversity management, strategic 
engagement, and workforce development. 

We encourage our partner organizations to 
prioritize our community’s health and safety 
and remain an available resource.

Should you have any questions or need 
policy design and implementation support, 
please feel free to contact our team at:

(877) 234-9737
or

www.iPartnerships.net

https://www.ipartnerships.net/

