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To:      Honorable City Council 
 

From:      George J. Proakis, City Manager 
 

Date:      February 9, 2023 
 

RE:      An update on budget and bargaining 
 

 
 
This memo provides an update on our budget and our work on collective bargaining.  While I 
cannot share every detail of the bargaining process, I can share that all the City’s six unions 
need contract renewals, and that we are underway in negotiating with most of those unions at 
this time. The School Committee’s negotiating team is also working on a new agreement with 
the teachers. 
 
I first want to be clear about the philosophy around compensation that I have established on 
the City side, which is focused on ensuring that we provide competitive wages for all our 
employees. This strategy requires fair and straightforward cost-of-living increases for all 
employees combined with market-based salary adjustments focused on the aspects of our 
compensation and classification system that are out of sync with our peer communities. To 
date, the school committee’s bargaining team has been aligned with this philosophy.  
 
Recently, we’ve seen bargaining units compare our proposed cost-of-living increases to 
contracts that have been settled in other communities where the average salaries, prior to 
signing a new agreement, were much lower than our current salaries in Watertown. For 
example, while the teachers in Melrose recently settled their contract with 10% across-the-
board cost-of-living wage increases over three years, their average teacher salaries prior to 
settling were $14,800 per year less than our current salaries in Watertown. A suggestion that 
we need to provide a similar cost-of-living wage increase is not based upon a fair comparison. 
We will continue to focus on total wage packages at each year in the contract term and will not 
accept simplistic comparisons of wage increase to communities that are not currently 
competitive with Watertown. 
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It is also important to note that many union staff receive both step increases and cost-of-living 
adjustments. For those unfamiliar with these two concepts, here’s the basic information: 

1. Compensation structures traditionally include step increases so that employees receive 

a set salary increase on a regular basis. Step increases are intended to increase 

employees’ salaries to reflect additional experience, commitment to the organization, 

growing institutional knowledge, and, in some cases, merit-based performance 

evaluations. Step increases are granted even after the expiration date of a contract, so 

many of our union employees are still receiving step increases despite being past the 

end of the current contract term.  

2. Cost-of-living adjustments, or COLAs, increase the values of all of the salaries associated 

with each step. COLAs are intended to go on top of those step increases and offset any 

effects of inflation, although, in most of the 2010-2020 period, when inflation was low, 

COLAs have generally exceeded increases in consumer prices.  

Both are important but distinct components of a compensation system, and one shouldn’t be 
used to address an issue with the other. Therefore, describing the value of a collective 
bargaining agreement based solely on the annual COLA increases ignores the financial benefit 
provided to employees through step increases. For example, a contract with three years of 
2.25% step increases may be described as providing 6.75% over three years. But, for starters, 
the compounding growth of these increases reaches 6.9%. Furthermore, steps must be 
reviewed in addition to a COLA. For example, in our teacher’s contract, an average teacher 
salary under this example is increased 15%, and a mid-career teacher with a master’s degree 
who is advancing through steps will actually receive a total increase in salary that exceeds 18% 
over those three years.  
 
Most importantly, I want to address the budgetary impacts of collective bargaining 
negotiations. I have become aware of a recent perception amongst some community members 
and union members that the City has more financial resources available to settle contracts than 
we do. In the case of the teacher contract, there is a theory that the City can easily provide 
more funds for the schools, which would allow the School Department to offer higher cost-of-
living increases for the teachers. Specifically, there is a suggestion that we increase our 
commitment to the School Department beyond the 3.5% annual increase that we have pledged 
for coming years.  
 
The reality is that an increase beyond 3.5% for schools would put significant pressure on our 
fiscal resources and exacerbate the pressures we already face. It is important to keep in mind 
that by FY26 our annual debt service and capital expense payments will increase by over $18 
million compared to FY23 as we begin to pay back the cost of the City’s new schools. 
Meanwhile, our projected growth – which assumes a continuing strong economy – will increase 
revenues by $25 million compared to FY24, meaning an estimated 74% of our revenue growth 
over the next three years must go towards paying for debt service and capital expenses. 
Approximately 2/3 of that growth in debt is paying for the new schools. 
 
In the short term, the proposed FY24 budget needs to close a $700,000 deficit prior to being 
presented to the Council. This projection is based on $6 million in new growth, no additional 
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positions, a 3.5% increase to the school budget, a 2.5% increase to all other City department 
budgets, and fully funding the FY24 capital projects laid out in the FY24 to FY28 Capital 
Improvement Plan submitted to the Council in January. Similarly, the school department is 
seeking to close about a $1 million FY24 shortfall, prior to settling contracts. 
 
FY25 looks even more complex given increasing interest rates and the uncertainty around a 
possible recession. Any significant downturn in the construction of biotechnology lab buildings 
will greatly impact the ability to reach the $4.5 million in new growth we are currently 
projecting for FY25 and FY26. And while we’ve seen slower growth in construction costs, we 
have not seen a reversal of the inflation in the construction industry. The high school project 
currently stands to go to bid with an estimate that is $9 million over budget. Any further value 
engineering will significantly impact the student programming and/or the sustainable features 
of the building. We’ve taken some strategic moves to ensure that we can meet the $9 million 
shortfall, but we will need to reassess future year budgets if bids come in even higher, or if 
interest rates rise to a level that makes our borrowing more expensive. (As I’ve previously 
noted, we are working along with communities in similar circumstances to secure more funds 
from MSBA, and we are also seeking additional grants where we can find them.) 
 
Putting this all together, there is a distinct possibility that we face a perfect storm of growing 
costs and slowing of revenue growth in forthcoming years. 
 
Some have proposed that we dip into one-time revenue sources like free cash and stabilization 
funds to negotiate more generous contracts with our collective bargaining units. In general, this 
is not a good idea. A fiscally prudent strategy requires us not to increase our annual expenses 
faster than we are increasing our annual income. And, given the uncertain budgetary 
circumstances we face in the next several fiscal years, it is more important than ever to 
maintain our reserves, per the City Council’s guidelines, at 7% to 15% of annual operating 
budgets. Currently, the total of our general stabilization fund and our free cash account is about 
11% of our annual operating budget. We’ve typically rolled $2 million of free cash into the 
operating budget every year. The rest of that fund is reserved to make one-time investments or 
to be used as emergency funds. Funding annual salary increases meets neither of these 
standards. 
 
Meanwhile, all six unions on the city side are seeking new contracts, and we are undertaking a 
comprehensive compensation study for almost all City positions. If we implement this study, 
provide additional funds to the School Department to support higher cost-of-living increases for 
teachers, and provide similar salary adjustments to the City unions, we may find ourselves left 
with only two options to pay the bills:  

1. hope that new growth exceeds our expectations significantly (in the middle of a possible 

recession); or,  

2. reduce services, and total staff size (which runs contrary to the Council’s budget 

priorities). 

 

 



4 
 

I am following the Council’s budget priorities and trying to work with a growth mentality – to 
invest in new programs, better infrastructure, green vehicles, walkable neighborhoods, small 
business programs, and new parks and playgrounds, just to name a few. For these efforts to be 
successful, we need a staff that can deliver these investments and to have fair and competitive 
wage and benefits packages for our employees. But I will not be able to deliver on these goals if 
we provide significant new adjustments to wages that put our total salaries in excess of 
surrounding competitive communities.  
 
If you are asked by our residents why we don’t just put more funds into schools or into other 
departments so that they can pay higher salaries, I hope you will share this information. 
Meanwhile, I assure you that both the City and School administrations will continue to 
negotiate in good faith with the collective bargaining units that represent our hard-working 
staff. We look forward to continuing fruitful discussions and eventual completion of these 
bargaining processes. 
 
Thank you. 
 
 


