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PREFACE

Federal Pay--Its Budgetary |nplications provides background
infornation and analysis on the 1ssue of pay for the federal
work force. This paper provides documentation supporting the
material on federal pay included in CBO's Annual Report. The
paper was prepared by Earl A Armbrust and David M. Del quadro
of CBO's Managenent Prograns D vision under the direction of
Howard M Messner and Seynour D. QG eenstone.
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SUMVARY

The Setting

Pay for the federal work force is a topic of increasing
publ i c awareness and concern. Over 13 percent, or $49.3
billion, of the federal budget is devoted to civilian and
mlitary pay. Under present policy, over the next five years
$324.3 billion will be spent on all types of federal pay.

In terns of inpact on the federal budget, the General Schedul e
(& 1is the nost significant systemsince it determnes the
rates for nearly 77 percent ($26.9 billion) of civilian pay
and directly affects mlitary pay which is linked to the G5
schedule. The 2.1 mllion active mlitary personnel and
nmenbers of the reserve conponents have an annual payroll of
about $22.4 billion. Because each 1 percent change in GS pay
rates could increase or decrease the federal budget by $493
mllion a year, several alternatives to the present system

for determning federal pay rates have been suggested.

| ssues

The current systemfor determning pay rates on an annua
basis dates back to the relatively recent Federal Pay Conpar a-
bility Act of 1970, although the principles underlying federal
pay go back many years. The term "comparability" has cone to
mean nmany things to each of the active participants in the
federal pay process--the (ffice of Managenent and Budget and
the AQvil Service Conmssion, the enpl oyees and the enpl oyee
unions, the President, and the Congress. Broadly defined,
conparability nmeans that federal salaries should be comrensu-
rate with private enterprise salaries for simlar types of
work at the sane |evel of responsibility.

The two basic public policy issues are: (1) whether
determning federal pay on the basis of conparability to
commensurate private sector pay is a viable approach for the
future, and (2) if conparability is a viable approach, what
nmeasur abl e el enents constitute comparability.

To achieve full conparability under the present system
GS pay rates would increase by 12 percent in 1977. This
anount includes a 3.7 percent "catch-up" due to the 5 percent
"cap" inposed in the previous year. Annual increases over
the period 1977-1981 woul d average 8.6 percent at a cumul ative
cost of $77.8 billion beyond the payroll base for the five years.
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Alternative Approaches to Determning Federal Pay and Their
Budgetary Implications

The budgetary inpact of federal pay over the next few
years can be illustrated by describing the possible range of
effects under two versions of the current pay-setting system
and four alternative approaches

Three alternatives have been suggested that mould rai se
federal pay:

- A systemof indexation mould provi de automatic cost-
of-living i ncreases based on changes in one or nore
i ndependent economc indicators. This approach coul d
cost an additional $2.2 billion in fiscal year 1977
and could add a cunulative $10.8 billion to the federa
budget through fiscal year 1981.

- Extending collective bargaining in the federal govern-
.ment to include conpensation would be a far-reaching
change but it would nove the federal government closer
to practices observed in the private and nonfederal
public sectors of the econony. This alternative would
not |ead to higher budget costs in fiscal year 1977,
but could add a cunul ative cost of $20.5 billion by
fiscal year 1981.

- There are changes possible in the criteria determning
pay under the current systemwhi ch woul d i ncrease the
anount of pay adjustnents. These criteria relate to
the neasurenment of pay at each grade, the percentage
di fference between grades, the size of private estab-
| i shments covered in the salary survey, the time |ag
bet ween the survey date and the effective date of the
pay adjustment, and inclusion of the length of the
private sector work week in the computations. This
approach could cost an additional $1.7 billion in
fiscal year 1977 and could add a cumul ative $34
billion to the federal budget through fiscal year 1981.

Three alternati ves have been suggested that woul d reduce
budget costs due to pay:

- A two-year noratoriumon pay raises could save $5.92
bi [Tron in Tiscal year 1977 and $54.2 billion through
fiscal year 1981 as agai nst continuation of present

pol i cy.
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- Retention of the 5 percent "cap" for two additional
ears could save $3.45 billion 1n fiscal year 19/7
and $29.0 billion through fiscal year 1981.

- Finally, there are changes possible in the criteria
determning pay under the current systemwhi ch woul d
decrease the anount of pay adjustnents. These changes
are the i1nclusion of the secretariral and conputer
operator occupations in the pay survey and wei ghting
the survey results for conposition of the federal

wor k force. This alternative could save $2.7 billion
in fiscal year 1977 and $16.0 billion by fiscal vyear
1981.

The Rockefeller Panel and a Total Conpensation Approach

It is difficult to assess the effect that any of the
different pay-setting approaches would have on the quality of
the federal work force, i.e., attracting and retaining high
cal i ber personnel . Data presently available do not provide
a basis for firmjudgnents. However, the report of the
President's Panel on Federal GConpensation (Rockefeller Panel)

I ssued in Decenber, 1975, concludes that "a serious problem

of pay conpression has devel oped at senior levels of the
General Schedul e, the Forei gn Service, and the Departnent of
Medi ci ne and Surgery" and that a situation has been created

"in whi ch key executives, scientists, engineers, and diplonats
are resigning or opting for premature retirenent at an al armng
rate."

The Rockefel |l er Panel nade sone naj or recommendati ons
whi ch provide a broad outline of the possibilities for
achieving significant changes to the overall system of
conpensating federal enployees. They include:

= The principle of conparability with the private
sector should be reaffirmed as the basis for federal
pay setting.

- The principle of conparability should be extended to
I nclude benefits as well as pay. Devel opnent and
testing shoul d take pl ace over the next tw years to
determne the best approach to implementation.

- The present General Schedul e, which covers white-collar
enpl oyees, should be replaced by a derical/Technical
Service and a Professional/Administrative/Managerial/
Executive Service.
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- The Qerical/Technical Service should be paid |ocal
or ot her geographi cal rates.

A departure fromthe current procedure of dealing with
adjustnents to salary and "fringe" benefits separately has
been characterized as a "total conpensation” approach. The
$7.4 billion in employee benefits now account for 21 percent
of total civilian conpensation (excluding postal) and--
dependi ng on the method used for calculating retirenment costs--
could run as high as 33 percent.

The treatnment of the major benefit elenents to be
included in a total conpensation approach woul d be conplicated
and controversial. For instance, the present enpl oyer
contribution to the retirement system set by law at 7 percent
of pay, does not include the cost of indexation or present
unfunded liabilities. It is unlikely that the enpl oyee unions
woul d support a systemwhi ch would allow basic pay to be
traded of f agai nst enpl oyee benefits. A nmanagenent vi ewpoi nt,
however, argues that pay and benefits are all part of the
employee's conpensation and shoul d be consi dered together.

(vii)”
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CHAPTER |
FEDERAL PAY | N PERSPECTI VE

I nt roducti on

The executive branch of the federal government enploys
about 1.9 million full-tine civilian workers (other than
postal enpl oyees) at an annual cost of about $35.5 billion
(including premumpay and benefits). Assumng no change in
federal enpl oyment or the present policies and procedures
which tie pay to private sector rates, it is estimated that
annual civilian costs will reach $53.5 billion by 1981.

In terns of inpact on the federal budget, the General
Schedule (& is the nost significant systemsince it deter-
mnes the rates for nearly 77 percent ($26.9 billion) of
civilian pay and directly affects mlitary pay which is |inked
to the GS schedule. The 2.1 mllion active mlitary personnel
and the menbers of the reserve forces have an annual payr ol
of about $22.4 billion. Decisions on the GS systemthus have
a conbined civilian and mlitary annual cost of $49.3 billion.
Consequently, each 1 percent change in average GS pay rates
could increase or decrease the federal budget by $493 nillion
per year.l

In addition to being a significant elenent in determning
the level of future federal expenditures, the nethod of setting
GS pay rates has cone under increasing criticismfor a variety
of reasons. In the last three years the Conptroller General
has issued five reports to the Congress dealing with the
conpensati on of federal employees;2 and in June, 1975, the

1. S nce there are basic differences in the funding of civilian
and mlitary retirenent, the economc costs of anortization of
increased retirenent liability are not included.

2. Conptroller General of the United States: | nprovenents
Needed in the Survey of Non-Federal Salaries Used as Basis for
Adj usti ng Federal White-Collar Salaries, B-167266 (May 11, 1973);
letter to Honorable Roy L. Ash and Honorabl e Robert E. Hanpton,
B-167266 (July 12, 1974); Need for a Conparability Policy for
Both Pay and Benefits of Federa vilian oyees, -
(July 1, 1975) ; Federal Wite-Collar Pay Systens Need Fundanent al
Changes, FPCD-76-9 ((ctober 30, 1975); (dassification of Federal

Ite-Collar Jobs Should Be Better Controlled, FPCD-75-173
(December 4, 1975) .

(1)

67-220 O - 76 - 2
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Presi dent appoi nted a special panel of executive branch
officials under the chairnmanship of the Vice President to
undertake a policy review of federal conpensation. Federal
enpl oyee unions and the public also have expressed criticism
of the present approach to determning GS pay rates.

The current system for determning pay rates on an annual
basis dates fromthe relatively recent Federal Pay Conparability
Act of 1970, although the principles underlying federal pay
go back many years. The term "conparability” has cone to nean
many things to each of the active participants in the federal
pay process--the (ffice of Management and Budget and the Q vi
Servi ce Comm ssion, the enpl oyees and the enpl oyee unions, the
President, and the Congress. Broadly defined, conparability
means that federal salaries should be comrensurate with private
enterprise salaries for simlar types of work at the sane | evel
of responsibility.

The two basic public policy issues are: (D) whet her
determning federal pay on the basis of conparability to
commensurate private sector pay is a viable approach for the
future, and (2) if conparability is a viable approach, what
measur abl e el enents constitute comparability. Problens include
the establishment of relevant criteria and valid statistica
nmeasurenents to determ ne comparability.

The Qurrent System

The 1970 Act

In the federal government pay and benefits are determ ned
separately. Pay rates are adjusted annually under policies and
procedures established by the Federal Pay Conparability Act of
1970. Benefits such as leave and retirenent are determ ned
I ndependent |y through enactnent of separate |egislation on an
ad hoc basis.

The 1970 Act reaffirmed the previous statutory tenets of
the General Schedul e:

-~ Federal pay rates should be conparable with private
enterprise pay rates for the sane |evels of work.

-- There should be equal pay for substantially equal work,,

=~ Pay distinctions should be naintained in keeping wth
work and perfornmance distinctions.
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The principle of conparability is intended to provide a
standard which reflects the relevant factors influencing the
| evel of pay in the private sector--cost of living, standard
of living, productivity, supply of and demand for specific
skills, and organi zati on of |abor nmarkets. The principl es
of equal pay for equal work and recognition of work and
performance distinctions are intended to maintain jobs in
appropriate alignment. Wth conparability and job alignnent
the resulting pay |level is expected to enable the federal
government to conpete fairly with private firns in attracting
and retaining a well-qualified work force.

The Role and I npact of the Principal Actors

The O fice of Managenent and Budget and the QG vil
Servi ce Commi ssion (OMB/CSC), designatedby the President as
his "pay agent,"” are responsible for: (a) developing criteria
for determning conparability to be incorporated into the
desi gn of the annual survey of private enterprise salary data--
known as the National Survey of Professional, Administrative,
Technical, and Aerical Pay (PATC); and (b) translating annua
survey data into specific G5 rate proposal s

OMB/ CSC usual |y have been the domnant force in determn-
ing the actual adjustnents under the criteria for determning
conparability. In four of the six adjustnents under the 1970
Act, the OW/ CSC recommendati on was ultimately adopted. The
first exception occurred in January, 1972, when anmendnents to
the Economc Stablization Act limted the pay increase to
5.5 percent rather than the 6.6 percent conparability increase
reconmended by OM/ CSC  The second departure cane with the
Qctober, 1975, increase in which Congress approved the President's
alternative plan which reduced the 8.66 percent increase recom
mended by OB/ CSC to 5 percent.

The Federal Enpl oyees Pay Council (FEPQ consists of
five representatives of federal enployee unions. The FEPC has
an advisory role but nust be consulted by QwB/ CSC concer ni ng
both the criteria for conmparability and the devel opment of
annual rate proposals. By law the Council's recommendati ons
must be included in the annual OWB/ CSC report to the President.

The enpl oyee unions, through the FEPC have reconmmrended
I ncreases averaging 2.7 percentage points above the QW CSC
|l evel . The FEPC proposals al so have argued for a significantly
different distribution of increases fromthat of the QwWB/ CSC
staff recommendations.
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. The Advisory Commttee on Federal Pay consists of
three nenbers appol nted by the President who are not otherw se
enpl oyed by the federal governnent. The Advisory Commttee
provides the President with independent third-party advice on
the anal ysis and pay proposals presented in the annual report
to the President, taking into consideration the recommendati ons
of OMB/ CSC and the Federal Pay Council .

Wth the exception of the October, 1975, increase on
whi ch the enpl oyee unions and the OMB/ CSC reached a fina
conpromse of 8.66 percent, the Coomttee has recomended
I ncreases sonewhere between the OQVMB/ CSC and uni on proposal s.
In contrast to the inpact of the OMB/ CSC recommendations, the
Advi sory Commttee appears to have had little or no influence
on the four adjustnents for which it submtted reports to the
President. He has yet to adopt a recommendati on by the Advisory
Committee.

. The President, after considering the recomrendations
of QW CSC the Federal Enpl oyees Pay Council, and the Advisory
Commttee on Federal Pay, nust either adjust GS salary rates
to achieve conparability or submt an alternative plan to the
Congress. An alternative plan nay be submtted if the President
considers a conparability adjustnent to be inappropriate
because of "national energency or economc conditions affecting
the general welfare."3

Wth the exception of the first increase in January, 1971,
the President has sought to defer or reduce the adjustnents
recommrended by OMB/ CSC.  Successive efforts to delay the four
I ncreases between January, 1972, and Qctober, 1974, were
defeated by the Congress or reversed in the courts. In the
recent ctober, 1975, increase the President's proposal to
reduce the 8.66 percent increase recommended by the QWB/ CSC to
5 percent was upheld by the Congress.

. The Congress retains veto power over any alternative
plan submtted by the President. |If no action is taken within
30 days, the President's alternative becones effective. |If
the plan is disapproved by a sinple najority of either House
the conparability rates becone effective.

Under the concept of conparability the average pay of
GS enpl oyees increased by 31.6 percent between January, 1971,
and Cctober, 1975, while the Consuner Price Index increased by

3. Federal Pay Conparability Act of 1970, 5 USC 5301(c)(1).
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38 percent. In the nost recent October, 1975, increase, the
5 percent "cap" had the effect of reducing real incone by
2.6 percent below that of a year earlier.



CHAPTER | |

ALTERNATI VE APPROACHES TO DETERM N NG PAY
AND THEI R BUDGETARY | MPLI CATI ONS

The budgetary inpact of federal pay over the next few
years can be illustrated by describing the possible range of
effects under five different pay-setting approaches, i ncluding
the current system

otion 1 - Retain the present conparability systemw th
or without modifications.

otion 2 - Establish a systemof collective bargaining
and arbitration.
Qotion 3 - Index the level of total changes in conpensa-

tion to one or nore independent econom c
indicators.

Qotion 4 - Continue the 5 percent "cap" on the size of
annual adjustnents for fiscal years 1977 and
1978.

MQotion 5 - Place a two-year noratori umon pay i ncreases.

These options do not represent all possible alternatives
nor do they take into account economes which could be realized
by reductions in the size of the federal work force. Al so, the
relative desirability of each option is not nmeasured solely
on the basis of costs involved. Many of the nodifications
possible within the present systemcan be initiated adm nis-
tratively. The collective bargai ning and i ndexati on approaches
are fundanental departures fromthe current systemwhich would
require legislative authorization. Qotions 4 and 5 cone within
the President's authority to submt an alternative plan to the
Congress because of "national energency or economc conditions
affecting the general welfare."

These pay alternatives result in additional five-year

cunul ative outlays beyond the payroll base for the five years
rangi ng between $23.6 billion and $111.8 billion.

(6
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The estinmated five-year costs of these options are shown

in the follow ng table:

| npact

2
Qurul ati ve 5-Year | ncreases

CQurrent Per cent age | ncrease Average Annual
Pol i cy Increase(+) Increase
Base Decr ease(-) Tot al 1977 1978 1979 1980 1981 1977-1981
) ® ) %) 53] O T® 3] %)
Present System 3 $77.8 - $77.8 12.0 8.8 8.3 6.9 6.9 3.6
Option 1: Mdifica-
tions to Present
stem
Hgh (changes in- 77.8 +34. 0 111.8 15.5 12.3 11.8 10.4 10.4 12.1
creasing conpensa-
tion)
Low (changes decreas- 77.8 -16.0 61.8 6.5 8.3 2.3 6.9 6.9 7.5
ing conpensation)
4
Option 2: Collective
Bargai ni ng 77.8 +20.5 98.3 12.0 11.9 ,11. 4 10.0 10.90 11.1
. 5
Option 3:
1ndexation 77.8 +10.8 88.6 16. 4 3.6 7.6 6.9 6.9 9.3
Option 4: Retain
5% "Cap” © 77.8 ~29.0 48.8 50 5.0 8.3 6.9 6.9 6.4
Option 5: Two-year
moratorium 77.8 =54.2 23.6 -0- -0- 8.3 6.9 6.9 4.4

the net

Projections used 1976 civilian GS and military annualized payroll
Percentage increases are consistent with CBO 5-year

base of
econoni ¢ projections
The collective bargaining estimtes were devel oped on the basis of assuming that full
effect of all
increase of

$49.3 billion.
(path B).

conparabi l ity under existing
Option A modifications woul d be phased-in evenly

The average annual
the U. S. Postal Service under collective bargaining.
Percentage increases are based on projection of the Index of Average Hourly Earnings in the Private Non-Farm

11.1% is slightly less than the 11.5% experienced by

1.

2,

3.

4.
criteria would be achieved in 1977 and that
over the period 1978-1981.

5.
Economy.

&.

in 1977 to achi eve ful
the entire 1977-1981 period would average 8.6 percent at a
cunul ative cost of $77.8 billion beyond the payrol

The percentage increases under Options 4 and 5 for 1979-1981 do not
Legislative action may be required to authorize such an approach.
be 10.8 and 20,8 percent, respectively,

include any catch-up anobunts for prior years.
I'n 1979 average pay under Options 4 and 5 woul d
bel ow the result under the present system

The Present System
Wth or Wthout Modifications

Under the present system pay woul d increase 12 percent

comparability.4 Annual increases over

base for

4.

3.7 peroamnt "'catch-wp" due to the 5 percent
t he previous year.

The 12 percent increase for fiscal 1977

n Cap"

includes a
i nposed in

year
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the five years. The basis for the present systemoption
consists of the criteria used in the OW/ CSC pay conpar a-
bility recommendati ons for the Qctober, 1975, adjustnent.

The criteria used to conpare federal pay rates with
anal ogous rates in the private sector allow considerable
| atitude for judgnent in their application. These criteria
relate primarily to the design of the Professional, Adm nis-
trative, Technical, and Aerical Pay (PATQ Survey used in
the conparison and to the interpretation of data included
therein. Sonme of the nodifications to the criteria within
the present systemwhich could be initiated admnistratively
and whi ch woul d influence the level of pay significantly
include:

First-Year Inpact of Changes in Oriteria
(Qvilran and Mlitary Pay)

Percentage Cost
Qiterion | npact ($ in biTlions)

Changes | ncreasi ng Conpensati on

1. Adopting the enpl oyee union
proposal to use the fourth
pay step of a grade as
reference point and a
const ant per cent age

differential between grades +3.3 +1.6
2. Increasing the m ni mum si ze

of establishnments surveyed

from 250 to 2,500 enpl oyees +8. 2 +4.0

3. Himnating or reducing the
6-nmonth tine |ag between the
survey date and the effective
date of the adjustment +4. 4 +2.2

4. Reflecting private sector
shorter work week in the
computationsl +1.8 +0.9

+17.7 +8. 7
Change Decreasi ng Conpensati on

5. Incorporating the secretaria
and conputer operator occupa-
tions in the survey and
wei ghting the survey results
for conposition of the
federal work forcel -5.5 -2.7

1. The basic data for these conputations was provided by the
CGvil Service Comm ssion. The computations represent one set
of assumptions; different conbinations woul d produce different
results; e.g., including enployees of state and |ocal govern-
nments and nonprofit organi zations or reflecting some of the
basi c structural changes recomrended by the President's Panel
on Federal Conpensation (Decenber, 1975).



When conpared to the present system, these options coul d
I ncrease five-year additional cumulative outlays beyond the
payrol | base by as nmuch as $34.0 billion or reduce them by
as nmuch as $16.0 billion.

Enpl oyee Unhi on Proposa

Exi sting pay of the GS work force is neasured now by
determning the nean salary at each grade. This is in contrast
to the previous nethod which was to use the fourth step of a
grade as the representative step. The practical effect of the
change was to reduce the size of the pay adjustnent needed to
achi eve conparability. OMB/ CSC strongly support continuation
of the current nean salary reference point as the nost valid
statistical nethod for conparing GS and private sector rates.
They point out that the need for changing to the new criteria
and the specific nethodol ogy enpl oyed have been endorsed both
by the Advisory Commttee on Federal Pay and the General
Accounting Ofice.

The PATC Survey produces salary rates for conparison
with federal counterparts on the General Schedule. An ordered
hi erarchial federal pay systemis then arranged by construction
of two paylines (snooth curves that follow the trends of the
sal ary data) which conpare PATC and GS pay. The construction
of the paylines is critical to determning |levels of federa
pay; underlying assunptions can significantly alter both the
pay rates of individual GS grades and the size of overal
increases.

During the past several years the enpl oyee uni ons have
taken strong exception to the present criteria for the reference
point, the intergrade differential, and the fit of the payline.
They woul d prefer a payline based on a step 4 reference point,

a constant intergrade differential, and a speci al adjustnent

in fitting the payline to the lower grades (e.g., GS-1 through
GS-4) for which the step 4 reference point is considered un-
representative. |f the enpl oyee union position had been used

in the Cctober, 1975, adjustnent, the overall increase would

have been 3.29 percentage points ($1.6 billion) greater,

averagi ng 11.95 percent conpared to the recomended 8.66 per-

cent. Wthin this average, the increase woul d be greatest at

the grade enpl oying the nost people; i.e., G55 pay would increase
by 18.69 percent.
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Establ i shnent S ze

The inpact of establishnent size criteria on PATC Survey
results is considerable. Qher things being equal, |arger
establ i shnents tend to pay higher rates than small establish-
ments. Approxinmately one-third of the white-collar workers
excl uded from the PATC Survey are within the industrial
scope of the survey but are enpl oyed by establishnents bel ow
the mninumsize criteria; i.e., 250 enployees for manufactur-
ing and retail trade and 100 enpl oyees in the other industry
groups.

If the survey for the Qctober 1975 pay adjustnent had
used a m ni numest abl i shnent size of 2,500 employees, the
OWB/ CSC proposal to the President would have been 16. 88
percent rather than 8.66 percent. The inpact of establishnent
size would be greater at the lower grades which are influenced
by local rather than national job markets. The average
wei ghted increase for GS-1 through G55 would have been 18.57
per cent .

The present policy of using the snallest feasible
establ i shnment size reflects a belief that conceptually the
PATC Survey shoul d include all establishnents since the
federal government as an enpl oyer nust conpete with al
enpl oyers in the econony. Agency field offices often are
equated to "snall establishnments” in the private sector
The enpl oyee unions, on the other hand, believe that estab-
i shment size in the PATC Survey shoul d be increased to
reflect trends toward collective bargaining at the industry
| evel . The argunent proceeds that the federal governnent
In a collective bargai ni ng node woul d behave |ike a giant
corporation in the private sector.

Hours of Wirk

The average workweek for enployees in the PATC Survey
Is slightly over 39.3 hours conpared to the 40-hour workweek
for federal employees. The private sector average is reduced
by shorter hours for enployees in the New York metropolitan
area and in the finance, insurance, and real estate industries
nationw de. If the conparison criteria in the PATC Survey
were adjusted to reflect shorter hours in the private sector
average GS pay would increase about 1.8 percent.

5. GConptroller General, |nprovenents Needed in the Survey of
Non- Federal Sal aries, B-167266, page 2/.
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Ti nel i ness of Adj ust nent

Any pay adjustnent occurring on an annual basis has an
inherent time lag. The annual PATC Survey uses March as a
reference point for conpiling salary data fromthe private
and federal sectors. Consequently, the effect of pay changes
occurring between March and the October effective date is
not accounted for until the follow ng year.

The OWB/ CSC recogni ze the desirability of devel oping a
"feasi bl e and acceptabl e* nethod for noving the March
reference nonth closer to the Cctober effective date. The
Federal Enployee Pay Council favors changes that would elimnate
or reduce the |lag between the effective date and the reference
nmonth. This could be achieved by: (a) making the increase
retroactive to the reference nonth, or (b) supplenenting the
annual PATC Survey pay adjustnent by a fornula. HEimnation
of the six-nonth time lag would result in an additional
first-year increase of 4.4 percent ($2.2 billion).

(ccupati onal Representativeness and Wi ghting

An inportant question to be resolved in determning pay
Is "which and how many" jobs should represent given work | evels
in conparing pay with the private sector. Statistical
wei ghting then associates relative and appropriate inportance
to the specific jobs sel ected.

Wi | e standards have been established to determ ne which
job "matches" (G5 work force and private sector counterparts)
qualify for inclusion in the PATC Survey,® there are no
criteria for selecting the nunber and m x of the eligible
nmat ches. The lack of such criteria allows considerable
| atitude in selection and produces results which are vul ner-
able froma statistical standpoint. This is particularly
critical in those grades where there are nore than two PATC
occupational categories. = For exanple, the 1975 PATC Survey

6. The criterta for including a job in the PATC Survey are
that the job: (1) consists of work which is essentially the
same in private enterprise as in the governnment, (2 is
nunmerically inportant in both sectors, (3) is surveyable by
the job matching technique, (4) is covered by a published
Gvil Service Commssion classification standard, and (5)
must exi st across industry I|ines.

7. PATC categories are professional, administrative, technical,
and clerical.



12

included nine job matches at the G55 work level--four
professional, three technical, one for clerical, and one
for administrative. Each of the job matches is given an
equal weight in determning the average salary. This nasks
the conposition of the G55 work Ttorce.

G the March, 1975, federal enploynent of 153,712 at
the G55 level, only 2.6 percent (3,954) were in professiona
jobs while 72.2 percent (110,971) were enployed in clerica
positions. Yet, of the 6,801 G55 positions for which a
1975 PATC job match existed, only 358 or 5.3 percent were
clerical. The clerical positions were represented by one
job match, which is less than 5 percent of all G55 clerica
jobs. The professional category was represented by four job
mat ches, with 51 percent of all professional jobs at the G55
| evel represented in the survey.

Wii |l e the absence of selection criteria has the nost
obvious effects in the clerical category of the G55 |evel
the wide latitude now permtted affects the entire pay structure
at all work levels. Changes in the nunber and m x of job
mat ches can influence the nagnitude and distribution of the
annual pay increase significantly. OWB/ CSC and the Federa
Enpl oyees Pay Council have been di scussing the addition of
two job match categories; conputer operator (technical category)
and secretary (clerical category).

The weighting nmethod currently used in the PATC pay
process assigns equal weight to both salary variation and
work force conposition (e.g., salary and nunber of engi neers
versus sal ary and nunber of secretaries). Equal weighting
I s appeal i ng because of its sinplicity. However, if repre-
sentation of the clerical work force were expanded to include
the secretary and conputer operator occupations and the
results weighted by federal enploynent conposition, the
recomrended i ncrease woul d be reduced by 5.5 percentage
points ($2.7 billion).

Col | ecti ve Bargai ni ng

Col l ective bargaining is a primary force influencing
enpl oyee wages and benefits in the private sector. In view
of continuing changes in the occupational m x of the | abor
force, union efforts to recruit white-collar workers have
Intensified. Between 1972 and 1974, white-collar menbership
(public and private sectors) in national unions and enpl oyee
associations continued its long-term upward trend, increasing
by 673 thousand to alnost 5.9 mllion workers or 24.3 percent
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of total menbership. Mbst of this growh has taken place in
state and |local government employment.8

By late 1974, formal collective bargaining was required
or permtted by statute in 29 states for state and | oca
employees. Menbership in state and |ocal governnent enpl oyee
unions and organi zations increased from2.5 mllion in 1968
to 3.9 mllion in 1974. According to the Census Bureau, 4.3
mllion (50.4 percent) of the state and |ocal governnent
work force were represented in negotiations in 1972 by enpl oyee
uni ons or organizations. The creation of the Postal Service
as an "independent establishnent” of the executive branch in
1970 resulted in one-fourth of the federal civilian work
force having its pay |evels established under collective
bar gai ni ng.

Extendi ng coll ective bargaining in the federal government
beyond conditions of enploynent would facilitate conprehensive
consideration of salary and "fringe" benefits through the
custonary processes followed in collective bargaining. This
would result in a "total conpensation” approach and woul d
nove the federal governnent closer to practices observed in
the private and nonfederal public sectors of the econony.
However, such an extension of the collective bargaini ng
process would alter basic |legal and nanagenent authorities
significantly.

The collective bargaining alternative increases the
$77.8 billion in projected five-year cunul ati ve outl ays beyond
the payroll base under the present systemby $20.5 billi on.
This collective bargaining formulation is a hypothetical one
that would have to be tested in actual operation.

| ndexat i on

This approach would relate the anount of pay adjustnent
to one or nore independent economc indicators--such as the
I ndex of Average Hourly Earnings for the Private Non-Farm
Econony. This Bureau of Labor Statistics (BLS index exhibits
a very close statistical relationship to the Professional,
Adm ni strative, Technical, and Aerical Survey results

currently used to conpare federal and private sector salaries

8. US Departnent of Labor, Bureau of Labor Statistics,
Drectory of National Unhions and Enpl oyee Associations (1973),
page 76, Table 12; and News Rel ease of August 12, 19/5.
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and is being consi dered for devel opi ng estimates of federa
pay raises. The BLS is devel opi ng anot her neasure of
"wages and sal ari es" known as the Enpl oynent Cost | ndex
(ECI). This series is expected to provide an even better

I ndex of conparability and nay be expanded later to include
suppl enrental benefits.

| ndexati on woul d renove nuch of the judgment factor
fromdetermning the size of the adjustnent, thereby avoi di ng
sone of the criticisns now directed toward the survey approach..
It would elimnate or reduce the six-nonth |ag between the
March survey date and the Cctober effective date of the
adjustnent; but would | eave the distribution of the increase
anong GS grades still to be determned. |In the absence of
such distribution, external and internal pay rel ationships
anong various occupations, worklevels, and GS grades woul d
becone distorted over a period of time. Consequently, job
survey data would still be needed at sone appropriate interva
(e.g., every second, third, or fifth year).

The indexation alternative increases the $77.8 billion
in projected five-year cunul ative outlays beyond the payr ol
base under the present systemby $10.8 billion, based on
projected increases in the Index of Average Hourly Earni ngs
for the Private Non-Farm Econony and elimnation of the tine
|l ag. The annual costs of indexation w thout reducing the
time lag would be the sanme as those under the present system

A Five Percent "Cap" for Two Years

This option would continue the 5 percent limt i nposed
on GS and mlitary pay adjustnents in fiscal year 1976
through fiscal year 1978. The two-year period of the "cap"
would allow tine to develop a "total conpensation" approach
for adjusting federal pay that would equate to private sector
conpensation. The adjustnents after fiscal year 1978 woul d
be conparable to the rate changes experienced in the private
sector. However, the 1978 salary schedul e woul d becone the
base for rate changes in succeeding years. Legislative
action nay be required to authorize such an approach.

9. The percentage change in average PATC Survey pay rates
equals .07 + .90 x (percentage change in Average Hourly
Earnings). See discussion in Federal Pay Rai se Projections,
O fice of Managenent and Budget Technical Staff Paper,

BRD FAB 75-3 (July 30, 1975).
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This alternati ve could decrease the $77.8 billion in
projected five-year cumul ative outlays beyond the payroll
base under the present systemby $29.0 billion.

Two- Year Moratori um on Pay | ncreases

This option is even nore severe than the 5 percent
"cap." The rationale for such an alternative probably woul d
be derived froma Congressional determnation based on
circunstances in the econony and budget priorities. This
alternative could decrease the $77.8 billion in projected
five-year cumul ati ve outlays beyond the payroll base under
the present systemby $54.2 billion.

Rockefel |l er Panel Recommendati ons

It is difficult to assess the effect that any of these
options would have on the quality of the federal work force,
i.e., attracting and retaining high caliber personnel. Data
presently avail able do not provide a basis for firm judgments.
However, the report of the President's Panel on Federal
Conpensation (Rockefeller Panel) issued in Decenber, 1975,
concludes that "a serious problem of pay conpression has
devel oped at senior levels of the General Schedule, the
Forei gn Service, and the Departnent of Medicine and Surgery"
and that a situation has been created "in which key executives,
scientists, engineers, and diplomats are resigning or opting
for premature retirenent at an alarmng rate.”

The followi ng are sone of the Rockefell er Panel's najor
recommendati ons dealing with the areas discussed in this
paper:

- The many separate federal civilian pay systens shoul d
be reviewed, and conbined with other pay systens or
elimnated if no |onger needed.

~ The principle of conparability with the private
sector should be reaffirmed as the basis for federal
pay-setting.

- (Consideration should be given to conducting naj or
federal pay surveys less frequently than once a year,
with interimadjustnents based on an appropriate
statistical indicator.
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The principle of conparability shoul d be extended

to include benefits as well as pay. Devel opnent and
testing shoul d take pl ace over the next two years to
determ ne the best approach to implementation.

The present General Schedul e, which covers white-
col I ar enpl oyees, should be replaced by a Clerical/
Techni cal Service and a Professional/Administrative/
Manageri al / Executi ve Servi ce.

The Qerical/Technical Service should be paid |oca
or ot her geographical rates.

Merit, rather than length of service, should be the
princi pal basis for wthin-grade pay advancenent for
enpl oyees in the Professional/Administrative/
Manageri al / Executive Servi ce.

Federal pay |aws should be anended to permt the
Inclusion of state and | ocal governnents in federal
pay surveys when needed.

The President's Agent should continue its efforts to
I nprove the statistical techniques used in the white--
collar survey design and pay rate determnation
processes.



GHAPTER |11
TOTAL COMPENSATION--A DI FFERENT PERSPECTI VE

The Franewor k

A departure fromthe current procedure of dealing wth
adjustments to salary and "fringe" benefits separately has
been characterized as a "total conpensation” approach. The
$7.4 billion in enpl oyee benefits now account for 21 percent
of total civilian conpensation (excluding postal) and--
dependi ng on the method used for calculating retirement
costs--could run as high as 33 percent. Vacations, holi days,
and ot her |eave account for nore than 44 percent of the
enpl oyee benefit package with retirenent being the next nos
significant single benefit. :

CVILIAN BENEFI TS (Excluding Postal)
Fi scal Year 1975

Percent of
Dol | ars Di stribution Total Enpl oyee
in of Conpensati on of
Billions Benefits $35.1 Billion
Retirement (agency contributions) $1.9 25. 7% 5. 4%
Health and insurance prograns
(including sick |eave) 1.7 23. 0% 4. 8%
Pay for leave tine (vacations,
hol i days, and other ) 3.3 44. 6% 9. 4%
QG her benefits .5 6.7% 1. 4%
Tot al $7.4 100. 0% 21. 0%

Source: O fice of Managenent and Budget, Work-Years and Personnel Costs, Executive
Branch, US Governnent, Fiscal Year 1975, (December 18, 1975).

In the private sector it is common for collective
bar gai ni ng agreements to cover both pay and benefits. As
noted recently by the Conptroller General, "There is no
standard or nethod for assessing the adequacy of Federa
enpl oyee benefit programs. Benefits are considered and
adjusted by law on a pi eceneal basis." In its July, 1975,
report the General Accounting (fice called for a policy of
total conpensation conparability for determning federal
enpl oyee pay and benefits. The report observed that as early
as 1962 the President's Panel on Federal Pay Systens recom
nmended that benefits be considered along with basic pay in

- (1)
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eval uati ng conpensation for federal enployees and that a
President's Cabinet commttee recommended in 1966 t hat
"the conparability principle should be applied to both pay
and benefits to insure equity for federal enployees with
their equal s throughout the economy. "

In 1973 the Gvil Service Conmm ssion requested and
obt ai ned a suppl enental appropriation to fund, anong ot her
projects, a feasibility study for devel oping a total conpen-
sation systemwhi ch would include pay and benefits alike.
The Rockefeller Panel report "endorses the principle of pay
and benefits conparability for all federal enployees"” and
recoomends that "within the next tw years, devel oprent and
testing of alternatives should be conpleted and experinents
conducted to determ ne the manner and extent to which the
principle of total conparability of pay and benefits can be
implemented." 11

The selection of the najor benefit elements to be
included in any conparison is a difficult task. For instance,
the Rockefeller Panel report endorses the inclusion of data
on bonuses. In the past, bonuses have not been included but
continue to be an issue between OMB/ CSC and the enpl oyee
unions. The cost inpact of including "nonproduction cash
bonuses” in the pay adjustment process is not considered
significant; it has been estimated at 0.5 percent of annua
salaries. However, this estimate is based on unpubli shed
data exhibiting large sanpling errors and a hi gh nonresponse
rate. Enpl oyee union estinates have been four to five tines
as great. :

Enpl oyee representati ves have no strong objection to
the principle of having federal enployee benefits conparable
with those of their nonfederal counterparts. However, the
enpl oyee unions are reluctant to extend the present pay-
setting nmechanismto fringe benefits given the fact-finding
differences they have had in the last five years with QW CSC
and the alternatives proposed by the President in the sub-
m ssion of alternative pay plans. It is unlikely that the
uni ons woul d support a systemwhi ch would allow basic pay to
be traded of f agai nst enpl oyee benefits. A managenent view
poi nt, however, argues that pay and benefits are all part of
the employee's conpensati on and shoul d be consi dered together.

10. Conptroller General, Need for a Conparability Policy,
FPCD 75- 62, pages 4-6.

11. Report to the President of the President's Panel on
Federal Conpensation (Decenber, 1975), page /.
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Retirenment Benefits

The method used to calculate federal enployee retirenent
can alter the amount of consideration accorded the size of
the benefit package significantly and the |level of tota
conpensation. Depending on the assunptions used, the effective
annual economc cost to the governnent for enployee retiremnent
may range from 7 percent to as much as 60 percent of pay.

The present enpl oyer contribution, set by law at 1 percent
of pay, does not include: (a) the cost of indexationl? or (b)
present unfunded liabilities--either created since 1969 or
assuned when the existing systemof financing was established.
There is disagreement concerning the inclusion and treatnent
of these additional cost factors. Their potential cost inpact,
however, can be determned fromdata in the nost recent Board
of Actuaries Report, which includes actuarial valuation data
as of June 30, 1972.

If indexation alone were included, the effective_annua
cost to the governnent would be 21.7 percent of pay. If
the cost to anortize increased liabilities created since
1969 also were included, the effective cost woul d increase
to 24.9 percent of pay. Finally, if all liabilities--including
those created prior to 1969--were counted, the government's
effective cost woul d range between 40 percent and 60 percent
of pay, depending on the nethod of cal cul ati on used.

The statutory fornmula for adjusting civilian retirenent
includes a 1.0 percent "kicker" which represents an extra
percentage point added to each cost-of-living adj ustment.
Annui ties are increased whenever the Consuner Price |ndex

(CPI) increases by 3 percent for three consecutive months.
The "kicker" is intended to conpensate for the |ag between
changes in the CPI and the effective date of the annuity
increase. Qher federal prograns which are indexed for price
changes do not provide for such frequent adjustnents or have
a "catch-up" feature. Social security adjusts once a year

12.  The present contribution rates are based on the norna
actuarial cost for new entrants under static assunptions
which do not reflect the inpact of inflation on incone from
pay and interest or benefit paynents which are indexed to the
cost of Iiving.

13. The estinmate is based on a conservative assunption of
4 percent annual CPl i ncrease.
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with a five-nonth lag; food stanps are indexed tw ce a year
wth a five-nonth lag; and white-collar civilian and mlitary
pay are adjusted once a year with a six-nonth |ag.

Legi sl ative changes in the present statutory formula for
indexing civilian retirenent would have a significant budgetary
inmpact. If the 1.0 percent "kicker" were eliminated, annual
outlay reductions would start at $93 m | lion beginning in 1977
and reach $791 mllion in 1981--resulting in a cumul ative ..
five-year reduction of $2.1 billion below the present system**

14.  Calculations are consistent with CBO five-year econom c
projections (path B).





