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Both sides in great pay debate are misleadingub&m
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Summary

President Barack Obama’s recent announcementdndithie pay of federal civilian workers did litite

ice the debate over whether federal workers arepave or underpaid. Republican leaders and
conservative think tanks claim federal workersarerpaid. They say the average federal workerig pa
twice as much as those in the private sector. &tleral Office of Personnel Management and uniogis th
represent federal workers say on average theyaate?d percenessthan those in the private sector.

Both sides are armed with official government stats, but neither side is right.

Senator-elect Rand Paul of Kentucky, for exam@al secently: “The average federal employee makes
$120,000 a year. The average private employee n##&600 a year." This has become a GOP talking
point and the basis for the House Republicans’foala hiring freeze in the "Pledge to America."tBis
misleading.

The analysis is based on data from the Bureau ofi&uic Analysis and crudely done by dividing total
compensation (salary and benefits) by the numbeuent federal civilian employees. Comparing such
averages is quite misleading, for two reasons:

o First, BEA says the figure is inflated by includiogmpensation that is actually paid to benefit
retirees, not just for current workers. The figigrat least several thousand dollars too high,lby o
calculations.

e Second, the average federal civilian worker isdreitiucated, more experienced and more like
have management or professional responsibilitias the average private worker.

Officially, the Office of Personnel Management staderal civilian workers on average are paid 24
percent less than private workers — a figure basesurveys conducted by the Bureau of Labor
Statistics and often cited by unions and their Denraiic allies. But this is misleading, too. The

BLS surveys don't include the cost of benefits —alihboth sides agree are more generous for federal
workers. Experts also say there are other flawdRM’s methodology that prevent a true apples-to-
apples comparison.

The last time the federal governm undertook an i-depth analysis to compare federal and pr-
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sector pay was in 1990. Howard Risher, the managpngultant on that 1990 report, says the data
doesn’t exist today to support either side in treagpay debate. Risher recently wrote in Governmen
Executive magazine that "we truly don’t know" whiglde is right because "neither has detailed jeb-to
job comparisons to supp their arguments.”

Analysis

In recent months, Republicans have suggested spendts in a few specific areas in order to redbhee
federal deficit — which wa$1.3 trillion in the 2010 fiscal year that ended Sept. 30. Bhddivn only
slightly from $1.4 trillion in 2009, when the deficas a percentage of the gross domestic product,
reached its highest level since 1945.

One often-mentioned GOP budget-cutting proposgktarfederal employees. The House Republicans’
"Pledgeto America," for example calls for "a net hiring freeze omrsecurity federal employees.”
Similarly, Paul, House Minority Leader John Boehat©Ohio and others have talked about cutting or
freezing federal pay.

How Much Does the Average Federal Worker Make?

In stating their case, Paul and Boehner compaeré workers with private-sector workers and
concluded that federal workers are overpaid. Ortbemost frequently cited claims is that federal
workers make twice as much as private-sector werkegom ABC’s This WeeK' on Nov. 7:

Christiane Amanpour: Give me one specific cut, Senator-elect. . . .

Paul: I would freeze federal hiring. | would maybe reddederal employees by 10 percent.
I'd probably reduce their wages by 10 percent. aberage federal employee makes
$120,000 a year. The average private employee n&3&600 a year. Let's get them more
in line, and let’s find savings. Let’s hire no néxderal workers.

Three days later, BoehnechoedPaul's comments:

Boehner, Nov. 10 There ought to be a freeze on the hiring of negefal employees and
frankly we ought to freeze the pay. It's gotteratpoint where the average federal worker
makes twice as much as the average private seottiew

These statements are supported byian. 10, 2010 analysipublished by the libertarian Cato Institute
and an Aug. 10, 201€iory in USA TodayBoth based their reports on data from the Buogdtconomic
Analysis. But they exaggerate the pay gap betweeatp and federal workers. Listening to Senator-
elect Paul and Speaker-in-waiting Boehner, one tiighed to think that the average federal employee
earns an annual salary of $120,000. But the figurehich Cato andUSA Todaygave as $123,049 — is
for total compensation, including the cost of health insceapensions, and other benefits.

These reports say the average salary for civikgefal employees was $81,258 in 2009 — about 61
percent higher than the $50,462 paid to the avgregate sector worker, but not double. The reports
also say that the federal government paid $41,7%Enefits for every federal civilian worker — far
more than the $10,589 spent on benefits for theageeprivate-sector worker, although as we willvgho
later that figure is inflated. (These numbers wareved at by dividindull -time equivalent employees
for private industries (line 3) and federal goveemtn(line 89, civilian) by theirotal compensationor
theirtotal wage and salary The statistics on federal employees exclude tititany as well as posta
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workers.)
Apples-to-Oranges

But any compensation comparison between the avéedgeal civilian employee and average private-
sector employee oversimplifies the debate, glossigg the important differences in occupation,|skil
level, age, and education that determine salaftes BEA has posted &AQ on federal pay, providing
a number of reasons why the average compensatidederal civilian employees is higher than the
average compensation for private-sector employees:

Federal civilian workers are more educated.

The federal government has a higher proportiontafeacollar jobs.

o “Lower-skilled (and lower-paid) positions have bemmtracted out to private industries” in recent
years, raising the average pay of federal cividarployees.

Federal civilian workers receive better pension lagalth insurance benefits on average than
private-sector employees, some of whom receiveemefits.

Furthermore, the $123,049 average compensatiorefigu federal workers is greatly inflated — and
several thousand dollars too high. The BEA tellshas total compensation includes an unknown amount
for retirees’ health and life insurance benefit@r#importantly, it includes billions of dollarsath
Congress appropriates each year to pay "unfundbdities” for retirees and current workers covelgd

the oldCivil Service Retirement Systembefore it was replaced for newly hired workerststg Jan. 1,
1987. These payments for former workers obviouslytthenefit current workers, and should not be
included in their average total compensation.

BEA doesn’t produce an average figure — the $1ZBddnesrom Cato and others working from gr¢
BEA totals. But we calculate that the averagesm®ewhere between $116,158 and $109,268 when
money paid to benefit the retirement system fomkr workers is removed. (The range is actually lowe
than that, but BEA cannot provide us with the ami@pent on retirees’ life and health insurance qban

We arrived at our range by first figuring how mu€bngress paid last year for all CSRS unfunded
liabilities (see footnote). It amounted to $26.8idm, or 11.2 percent of the gross figure that B&ides

for total compensation. But well over half that mgrtovers workers who have retired since 1987. Some
very senior current workers are still covered gy @S5RS, so some of that money does benefit thetn. Bu
we were unable to determine the exact percentaggurAing (very conservatively) that half the money
was for those older current workers, the average tompensation would be $116,158. Assuming that
none of it benefits current workers, the figure Widoe $109,268. Somewhere in between lies the true
figure, which is thousands less than the numbeit bgeRepublicans and other critics of federal pay.

We've also reviewed numerous reports that illustthe folly of trying to compare federal and prevat
workers using the BEA data.

The Office of Personnel Management reports 4das percentof federal civilian workers held a
bachelor’'s degree in 2008. That's more than dotht#gercentage of private sector employees who have
a bachelor’s. The Minnesota Population Centeratthiversity of Minnesota provided us with
comparable data for private-sector employees: 18.7 percent héddan 2008.

In a2007report titled "Characteristics and Pay of Federal Empésyethe nonpartisan Congressional
Budget Office said “44 percent of federal workees&in management, professional, and related
occupations, compared with 32 percent of privatgesevorkers,” citing the U.S. Census Bureau’s 2005
Curren Population Survey. (See page 5.) The CPS datagi®rted that tt average federal civilia
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worker was 45 years old — five years older thanaerage private sector employee.

Federal v. Private-Sector Employees

$81.258

550,462
44.3%

% Federal employees

& Private-secior empioyees
18.7%

Average salary, in thousands, 2009 Percentage with bachelor's degree, 2008

Sources: Bureau of Economic Analysls, Office of Personnel Management, Minnesota
Population Survey

The CBO report also found that “since 1975, theaye age, tenure, and educational attainment of
federal employees have all increased.” The tremétd a more professional and educated federal
workforce is continuing. Blue-collar employees mage21 percent of the federal workforce in 1985,
according to a 2001 CB@port called "Changes in Federal Civilian Employmential number
declined to 9.9 percent by 2010, according to tffe®of Personnel Management’s Central Personnel
Data File. (We arrived at this number uskefdScope a database tool on the OPM website.)

Education has followed a similar path. Accordinghite 2007 CBO report, the percentage of full-time
federal civilian employees who hold a bachelor'grée rose from 30 percent in 1975 to 49 percent in
2005. The Minnesota Population Center at the Usityeof Minnesota provided us wittomparable
data about the education levels of private-sector egg#s: 17.2 percent had a bachelor’s degree in
2005, up from 1.4 percent in 1975.

Apples-to-Apples

The last "in-depth comparative analysis of fedpeal was conducted was in 1990," according to the
managing consultant on that report. Infamgust article for Government Executive, Howard Risher — a
compensation management consultant — said thetriEpord federal workers were paid less for
comparable work and resulted in passage of ther&eHmployees Pay Comparability Act of 1990
(FEPCA) to help close the gap. Among other thitigs,FEPCA provides avo-part annual pay
adjustment for federal workers: an "across-the-board" payease and a second so-called "locality pay
increase" specifically designeddtose the gap between federal and private woudkairsy the same woi

in the same geographic area.

Rishe wrote
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Risher, Aug. 19 201(: We determined the pay gap was real and varigdibgategory and
metropolitan area. This conclusion was consistethit previous analyses. | met with federal
executive groups in several cities and learned@gsnvere experiencing serious problems
hiring qualified employees. FEPCA was fully warmsht Congress and the White House
agreed the gap should be closed over a periodawsgyBut the schedule laid out in the law
was never followed.

To determine the annual adjustment in locality gaiM produces a report every year that summarizes a
comparison of federal pay — just salaries, notl tmanpensation — with pay levels in non-federal
"establishments" based on geographic location almdgsponsibilities. In the 2009 report, OPM found
that federal workers were paid on average 22.18sptless(Table 4) than their private-sector
counterparts. The gap increase@4gercentthis year, th&Vashington Postecently reported.

The National Federation of Federal Employergs the OPM locality report as proof that federal
civilian workers are underpaid.

But, as we said, that does not include benefits hichveveryone agrees on average are better fordiede
workers. In gelephonepress briefingin August,SheldonFriedman, the chairman of OPM’s Federal
Prevailing Rate Advisory Committee, said the datesh’t exist to compare benefits. However, he
added: "Certainly it is true on average the besdfithe federal government are superior to theaaee
for the private sector workforce, but that workiroclude many millions who probably have no begefi
whatsoever."

The larger problem, however, is that OPM is usiatadinsuited for a comparative pay analysis.

Asked about the 24 percent pay gap, Risher toldTuging to summarize the comparison of federal and
non-federal pay levels as a single percentageitisanevalid nor useful.”

But it is not entirely OPM'’s fault. To determineethbay gap, OPM is required by the 1990 federalttaw
use survey data from the Bureau of Labor Statiskiigally, OPM used the BLS’ survey of so-called
benchmark jobs — that is, jobs with similar dugesl responsibilities that require similar skillglan
education in the same competitive market. Benchrearkeys are commonly used in every other sector.
But BLS stopped conducting such surveys in the h98€0s and switched to a new system called the
Nationa Compensation Survey. Risher said the NCS is fwspecific and covers broad geographic
areas that "extend far beyond the relevant labokets."

Risher said the Cato report and a more in-deptiysisby the conservative Heritage Foundation suffer
from the same problem: the data sets they are asegot designed for the kind of analysis they are
trying to conduct. (The Heritage Foundation basedeport, which was published July 7, 2010, o dat
from the Current Population Survey.)

"Which side is correct? The fact is we truly ddaiow," Risher wrote in August. "Both sides rely on
analytical methods that even the most astute ecst®miould have trouble understanding. And neither
has detailed job-to-job comparisons to support taguments."

Pay Freeze
In announcing a two-year pay freeze for federal civilian workersNov. 29, President Barack Obama

did not wade into the debate over whether fedeoskers are overpaid or underpaid. He said he was
doing it to reduce federal spendi— saving$5 billion over two year:
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But in October, Obamild a group of African-American journalists that "higkilled workers in
government are slightly underpaid. Lower-skilledrkeys are slightly overpaid relative to the private
sector.” And there is evidence to support that kmnen.

For example, secretaries and administrative assssia the federal government earned an averageysal
last year of $40,019 — nearly $10,000 more thar$8®845 average salary paid in the private sector.
That's according to the CPS’s Annual Social andreooic supplement, which provides information on
occupation and average wage and salary for fedadhprivate sector employees. The data can be found
usingDataFerrett on the Census Bureau website. (Word of cautioe: dimual supplement is based on
surveys of more than 75,000 households, anddheling error can be very high for some professions
depending on the number of people surveyed withahabs. The sample size was fairly large for
secretaries. A total of 1,724 secretaries wereey@d: 1,657 from the private-sector and 67 from the
federal government. As a result, the standard éorqurivate-sector secretaries was $1,165.16 and
$6,798.62 for federal secretaries.)

By the same token, Cabinet secretaries earn adnaat what corporate CEOs are paid. J. Wayne
Leonard — the chief executive officer Bhtergy, a Louisiana-based energy company thatl3aS00
employeesand generatefi10.7billion in revenues last year — received a salary of $thifébn and a
total compensation package of $27.3 million lastryaccording té-orbes magazine. But Department of
Energy Secretarteven Chu— a co-winner of the Nobel Prize for Physics i®719vho oversees a
department of 14,945 employees ariP8.4billion budget — earns a salary®t99,700the same as
other Cabinet secretaries.

Former Federal Salary Council member Charles HayGovernment Executivemagazine earlier this
year that typically, federal workers at the toghs wage scale make less than their private-sector
counterparts, while the reverse is true for thoihk antry-level jobs:

Government Executive, April 1, 20101n reality, the question of whether or not federa
employees are overpaid doesn’'t have a simple answeording to Charles Fay, a professor
at Rutgers University and former Federal Salaryr@dumember. Those in entry-level jobs
in the government might earn more than entry-lgyes in private practice, he notes, while
the opposite is true for those in management aadialzed fields requiring years of
experience. "The higher you go, the more they'r@enpaid," Fay says. "The lower they go,
the more they’re overpaid.”

Footnote: We called the BEA to determine much of the total compensation for federal civilia
workers consisted of unfunded pension liabilityrpagts. We were directed to OPM’s budgetyé

1190, identification code 90.00), which shows a $31libh payment for unfunded pension liabilities in
2009. But BEA says that includes about $4.5 bilfmmemployees of "federal enterprises” — suchhas t
United States Postal Service — who are not include¢de BEA total compensation data. So, we
subtracted $4.5 billion from the total $31.4 bilipayment, leaving us with an unfunded pensionlitgl
payment of $26.9 billio or 11.2 percent of total compensation.

— by Michael Morse and Eugene Kiely
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