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INFLATED FEDERAL PAY:
How AMERICANS ARE OVERTAXED
TO OVERPAY THE CIVIL SERVICE

JAMES SHERK

Abstract: Salaries and benefits—for identical jobs—are 30 percent to 40 percent higher in the federal
government than in the private sector. Claims that this dramatic discrepancy in compensation is war-
ranted because of government workers’ high skills are unjustified, as this study shows. Equally unjustified
is the fact that federal workers can rarely be fired, no matter how poor their job performance. Congress
should align federal salaries and benefits with market rates—a simple, and fair, move that could save tax-
payers nearly $47 billion in 2011. Heritage Foundation labor policy analyst James Sherk provides detailed
data on why Congress should not overtax all Americans to overpay the privileged workers in the civil service.

Many news organizations have reported that the
average federal employee earns more than the aver-
age private-sector worker.! Is higher federal pay jus-
tified given that the federal government employs a
more skilled workforce than the private sector?
Detailed analysis shows that the size of the wage dis-
crepancies is not warranted:

e The federal pay system gives the average federal
employee hourly cash earnings 22 percent
above the average private worker’s, controlling
for observable skills and characteristics.

 Including non-cash benefits adds to this dispar-
ity. The average private-sector employer pays
$9,882 per employee in annual benefits, while
the federal government pays an average of
$32,115 per employee.

e Opverall, controlling for other factors, federal
employees earn approximately 30 percent to
40 percent more in total compensation (wages
and benefits) than comparable private-sector
workers.

e Federal employees enjoy job security irrespec-
tive of the state of the economy:. Since the reces-
sion began, federal employment has risen by
240,000—12 percent. The unemployment rate
for federal employees has only slightly risen
from 2.0 percent to 2.9 percent between 2007
and 2009.

e Federal employees demonstrate with their
actions that they receive better compensation
in the public sector than in the private sector:
They quit their jobs at one-third the rate of the
private employees.

* Bringing federal compensation in line with pri-
vate-sector compensation would save taxpayers
approximately $47 billion in 2011.

Of course, these averages mask large differences
in pay across occupations and skill levels. Many fed-
eral employees in highly skilled occupations receive
market wages. However, semi-skilled federal work-
ers earn substantially more than they would in the
private sector. Congress should not cut federal pay

1. Dennis Cauchon, “For Feds, More Get 6-Figure Salaries,” USA Today, December 11, 2009, at http://www.usatoday.com/
news/washington/2009-12-10-federal-pay-salaries_N.htm (June 23, 2010).

1



THE HERITAGE CENTER FOR DATA ANALYSIS

across the board—this would unfairly penalize the
federal workers who earn market wages.

Instead, Congress should implement a pay-for-
performance system with pay bands based on mar-
ket signals of labor demand, expand the contracting
of federal work to private companies, reduce the
generosity of federal benefits, and end the near-
absolute job security for underperforming federal
workers. Doing so would not solve the country fis-
cal problems, but would be a solid—and fair—step
toward a more responsible fiscal policy. The federal
government should not overtax the general public
to provide significantly above-average pay and ben-
efits to those who work in the civil service.

PRODUCTIVITY DETERMINES
PRIVATE-SECTOR PAY

In the private sector it is productivity that deter-
mines workers' pay? Businesses that pay wages
below the associated level of productivity lose qual-
ity employees to competitors paying higher wages.
Businesses that pay workers more than their produc-
tivity lose customers to Comlj)etitors with lower
prices because of lower costs.” Broadly speaking,
under normal economic conditions, workers in the
private sector earn what their productivity merits.*
In the public sector, they do not. The government
sells few goods or services and rarely does so accord-
ing to market forces, so the market cannot determine
pay levels. How much do employees of the Depart-
ment of Housing and Urban Development contrib-
ute to the economy? In lieu of paying on the basis of
productivity, the federal government determines pay
through wage formulas set by Congress.

HOW THE GOVERNMENT
SETS PAY RATES

In theory, the Office of Personnel Management
constructs federal pay scales to reflect market wages

for similar private-sector jobs. In practice, govern-
ment wages frequently bear little resemblance to
market pay.

The basic federal pay scale is the General Sched-
ule (GS) which covers roughly 70 percent of federal
civilian employees. Separate pay systems cover
political appointees, senior executives, and blue
collar workers. This paper reports averages for
employees across these different pay systems.

The General Schedule consists of 15 pay grades
and 10 steps within those pay grades. GS grades
1 through 7 denote entry-level positions, while
grades 8 through 12 mark mid-level positions and
grades 13 through 15 are top-level and management
positions.” The General Schedule also incorporates
locality pay adjustments to account for cost-of-
living differences across the country and overseas.

Table 1 displays the 2010 General Schedule for
the Washington, D.C., metropolitan area, where
one in six of all civilian federal employees work.

Federal employees advance through the steps of
the General Schedule by seniority, with faster pro-
motions possible for what managers deem good
performance—which may or may not relate to
workers’ productivity. Except in cases of extreme
misconduct, a civil servant will reach the GS-10
grade if he or she remains on the job long enough.®

Many federal jobs also involve career ladders that
provide for advancement through the grades of the
General Schedule. Federal employees begin at the
entry level grade for their position and advance,
typically annually, through the grades in their career
ladder until they reach their full performance level.
For example, the Department of Labor had an open-
ing for a staff a551stant at a GS-9 level ($51,630 to
$67,114 a year).” The career track for this position
goes from a GS-9 to a GS-11. Consequently, the

2. George Borjas, Labor Economics, 3rd edition, Chapters 4 and 5 (Columbus, Ohio: McGraw-Hill, 2005).

For example, the unionized Detroit automakers paid above market wages but steadily lost auto share to non-union
competitors charging lower prices, such as Toyota and Honda.

Robert Gibbons, Lawrence E Katz, Thomas Lemieux, and Daniel Parent, “Comparative Advantage, Learning, and Sectoral
Wage Determination,” Journal of Labor Economics, Vol. 23, No. 4 (October 2005), pp. 682-724.

Note that Senior Executive Service employees—the highest level of civil service management—are not covered by the
General Schedule and receive a minimum of 120 percent of the base pay for a GS-15 employee.

U.S. Office of Personnel Management, “General Schedule Within-Grade Increases,” at http://www.opm.gov/oca/pay/HTML/
wgifact.asp (June 23, 2010). A federal employee who begins at step 1 of his grade will attain seniority promotions to step
10 of that grade after a maximum of 18 years.

This is a real example for a job opening posted on the Department of Labor job openings site, DOL Online Opportunities
Recruitment System (Doors), job announcement number DE-10-HRC-ASP-101, at http://www.doors.dol.gov (April 30, 2010).
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2010 U.S. General Schedule Pay Tables for the D.C. Metropolitan Area

Annual Salary

Grade Step | Step 2 Step 3 Step 4 Step 5 Step 6 Step 7 Step 8 Step 9 Step 10
I $22,115 $22,854 $23,589 $24,321 $25,056 $25,489 $26,215 $26,948 $26,977 $27,663
2 $24,865 $25,456 $26,279 $26,977 $27,280 $28,082 $28,885 $29,687 $30,490 $31,292
3 $27,130 $28,034 $28,938 $29,843 $30,747 $31,651 $32,556 $33,460 $34,364 $35,269
4 $30,456 $31471 $32,486 $33,501 $34516 $35531 $36,546 $37,560 $38,575 $39.590
5 $34,075 $35210 $36,346 $37481 $38,616 $39,752 $40,887 $42,022 $43,158 $44,293
6 $37,983 $39,249 $40,514 $41,780 $43,046 $44,312 $45,578 $46,843 $48,109 $49,375
7 $42,209 $43.616 $45,024 $46/431 $47,838 $49,246 $50,653 $52,061 $53468 $54,875
8 $46,745 $48,303 $49,861 $51418 $52976 $54,534 $56,092 $57,649 $59,207 $60,765
9 $51,630 $53,350 $55,070 $56,791 $5851 | $60,232 $61,952 $63,673 $65,393 $67,114
10 $56,857 $58,752 $60,648 $62,544 $64,439 $66,335 $68,230 $70,126 $72,022 $73917
I $62,467 $64,548 $66,630 $68,712 $70,794 $72,876 $74,958 $77,040 $79,122 $81,204
12 $74,872 $77,368 $79,864 $82,359 $84,855 $87,350 $89,846 $92,341 $94,837 $97,333
13 $89,033 $92,001 $94,969 $97,936 $100,904 $103,872 $106,839 $109,807 $112,774 $115742
14 $105211 $108,717 $112224 $115731 $119,238 $122,744 $126251 $129,758 $133264 $136,771
15 $123,758 $127,883 $132,009 $136,134 $140,259 $144,385 $148510 $152,635 $155,500 $155,500
Hourly Pay

Grade Step | Step 2 Step 3 Step 4 Step 5 Step 6 Step 7 Step 8 Step 9 Step 10
I $10.60 $10.95 $11.30 $11.65 $1201 $12.21 $12.56 $1291 $1293 $1325
2 $1191 $12.20 $12.59 $1293 $13.07 $1346 $13.84 $1422 $14.61 $14.99
3 $13.00 $1343 $13.87 $14.30 $14.73 $15.17 $15.60 $16.03 $1647 $16.90
4 $14.59 $15.08 $15.57 $16.05 $16.54 $17.02 $1751 $18.00 $1848 $18.97
5 $1633 $16.87 $17.42 $17.96 $18.50 $19.05 $19.59 $20.14 $20.68 $21.22
6 $18.20 $18.81 $1941 $20.02 $20.63 $21.23 $21.84 $22.45 $23.05 $23.66
7 $20.22 $20.90 $21.57 $22.25 $22.92 $23.60 $24.27 $24.95 $25.62 $26.29
8 $22.40 $23.14 $23.89 $24.64 $25.38 $26.13 $26.88 $27.62 $28.37 $29.12
9 $24.74 $25.56 $26.39 $27.21 $28.04 $28.86 $29.68 $3051 $31.33 $32.16
10 $27.24 $28.15 $29.06 $29.97 $30.88 $31.78 $32.69 $33.60 $34.51 $35.42
I $29.93 $30.93 $31.93 $32.92 $33.92 $34.92 $35.92 $36.91 $37.91 $3891
12 $35.88 $37.07 $38.27 $39.46 $40.66 $41.85 $43.05 $44.25 $45.44 $46.64
I3 $42.66 $44.08 $45.51 $46.93 $48.35 $49.77 $51.19 $52.61 $54.04 $55.46
14 $50.41 $52.09 $53.77 $55.45 $57.13 $58.81 $60.49 $62.17 $63.85 $65.53
15 $59.30 $61.28 $63.25 $65.23 $67.21 $69.18 $71.16 $73.14 $74.51 $74.51

Source: U.S. Office of Personnel Management, 2010 General Schedule Locality Pay Tables, at http://www.opm.gov/ocallOtables/indexGS.asp (June 17,2010).

Table | « CDA 10-05 & heritage.org

next year the Department of Labor would promote
that staff assistant to the GS-11 grade. That
employee would then advance by seniority to step
10 of grade 11, which in the 2010 General Schedule
amounts to $81,204 a year.

Significance of a Federal Premium. Very few
staff assistants in the private sector earn $81,000 a
year with full benefits. But the competition that
forces companies to keep costs down does not con-
strain federal payrolls. Taxes and deficit financing
permit the federal government to pay its employees
more than they would earn in the private sector.
Most Americans find taxing lower-earning private-

sector workers to inflate better-paid federal employ-
ees’ paychecks offensive. Few support reverse redis-
tribution of wealth. But excessive federal pay has
broader importance.

Prices send signals about where individuals
should work. Although necessary to keep the gov-
ernment running, most federal jobs contribute little
or nothing to economic growth. If the federal gov-
ernment overpays its employees, it will lure more
productive workers into less productive tasks. The
economy grows faster when workers channel their
ambitions into productive activities; landing a job
with the government should not be the key to
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getting ahead. Additionally, the taxes
that fund government salaries discour-
age investment and entrepreneurship.
Overpaying government employees
means less economic growth and
fewer jobs for everyone else 8

Higher Average Earnings. Table 2
displays various measures of average
pay for civilian federal employees
and private-sector workers.

The average federal employee earns
an annual salary almost 60 percent
greater than the average private-sector
employee—$79,000 vs. $50,000 a
year. Including the value of benefits,
such as retirement plans, increases the
total compensation gap to 85 percent.

Pay Differentials Between the Private Sector
and Federal Government

Federal
Private Civilian %
Sector Employees  Difference
Hourly wages $18.27 $28.64 57%
Annual wage and salary $50,1 11 $78,901 57%
Annual total compensation $60,078 $111,015 85%

Sources: Hourly wages: Predicted average wages for each sector using Current Population
Survey data for 2006-2009. See Appendix B for details. Annual salary and compensation:
Author's calculations of total payments per full-time-equivalent employee using data from
the Bureau of Economic Analysis for 2006-2008. Excludes amortized pension costs for
former personnel. See Appendix H for details. Both figures are inflation-adjusted to 2009
dollars using the Chained Consumer Price Index.

Table 2 « CDA 10-05 & heritage.org

vate-sector workers: 83 percent of federal employ-

Government Employs Skilled Workforce. The  ees have more than a high school education
government hires more highly skilled workers, on  compared to only 59 percent of private-sector
average, than the private sector. Chart 1 shows the  workers. Over one-fifth of federal workers hold
average education level of full-time federal and pri- ~ more than a bachelors degree, more than double

Education Levels in the Private Sector and Among Federal Employees

Well more than half of federal employees—65.5 percent—have college degrees, compared to 41.9 percent of workers in the
private sector. Federal employees are also older on average (45.3 years) than private-sector workers (40.4 years).

30.6%

17.5%
15.7%

9.9%

1.2%

]
High School High School Some College,
Dropout Graduate No Degree

17.6%

334% Percentage of Workers by
Highest Level of Education
Attainment
Private Sector
21.9% M Federal Employees
15.0%
10.5% 10.1%
6.8% 7.0%
Associate’s Bachelor's Master's Degree Professional or
Degree Degree Doctorate

Degree

Source: Author's calculations using data from the 20062009 Current Population Surveys. See Appendix B for details. Data not restricted to 25— to 65—year—olds
in calculating average age. Calculations are for full-time workers only.

Chart | « CDA 10-05 & heritage.org

8.  Dimitri Demekas and Zenon Kontolemis, “Government Employment and Wages and Labor Market Performance,”
Oxford Bulletin of Economics and Statistics, Vol. 62, No. 3 (2000), pp. 391-415, and Jim Malley and Thomas Moutos,
“Does Government Employment ‘Crowd-Out’ Private Employment? Evidence from Sweden,” Scandinavian Journal of
Economics, Vol. 98, No. 2 (June 1996) pp. 289-302.
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the rate in the private sector. The average federal
employee is also five years older than the average
private-sector worker.

A more skilled workforce naturally earns more
than a less skilled one; education and experience
increase workers’ productivity. The fact that federal
employees earn more on average than private-sector
workers does not by itself prove that the govern-
ment overpays them.

ACCOUNTING FOR DIFFERENCES
IN PRODUCTIVITY

Any analysis of pay differences should account
for the greater skills of federal employees. Econo-
mists have developed statistical techniques to do
just that. One of the most frequently used methods,
the Oaxaca decomposition, breaks

workers, such as postal employees. Appendix B
explains the data used and methodology in greater
detail. Appendices E and F present results for alter-
native definitions of federal employees, including
postal workers.

Higher Cash Hourly Wages. Looking first at
cash earnings (excluding benefits such as health
insurance) the average federal employee earns
$28.64 an hour compared to $18.27 an hour in the
private sector—>56.8 percent higher pay. The differ-
ent skills and characteristics of federal employees
only partially explain these higher cash wages.

A portion of federal workers” higher cash pay
comes from their higher skills. Private-sector work-
ers with the same characteristics as the average fed-
eral employee earn 19.6 percent more than average

pay differences between groups into
a portion explained by differences
in observed characteristics (such as
education) and an “unexplained”
portion for which these differences
cannot account. The unexplained dif-
ference in pay estimates how much
private-sector workers would earn
with their measured skills if they
worked in the federal government.
Appendix A explains the Oaxaca
decomposition in greater detail.

sector

Data. To determine how much of a
pay premium the federal pay system
gives the average federal worker, The
Heritage Foundation examined data
from the Bureau of Labor Statistics’

the 99% level.

Differential in Hourly Pay for the Federal Government
vs. the Private Sector

Average federal pay relative to private

Difference explained by differences in
observable characteristics

Unexplained difference between federal
and private-sector workers

Number of Observations: 275,086

Sources: Heritage Foundation calculations based on data from the 2006-2009 Current
Population Surveys for full-time workers between the ages of 25 and 65. Calculations con-
trol for differences in age, education, marital status, race, gender; citizenship, state, year, and
size of metropolitan area. Unless otherwise indicated, all values are statistically significant at

95% Confidence
Differential Interval T-Statistic
56.8% 54.9%-58.8% 70.6
19.6% 16.19%-23.2% 1.8
31.0% 26.9%-35.4% 16.38

Table 3 « CDA 10-05 & heritage.org

Current Population Survey (CPS)
for 2006 through 2009.° The author
of this report used an Oaxaca decomposition to
examine the explained and unexplained differences
in federal and private-sector pay. He restricted the
analysis to full-time employees between the ages of
25 and 65. The analysis controls for differences in
age, education, marital status, race, gender, citizen-
ship and nativity, state, year, and size of metropoli-
tan area. The study looks at workers in the federal
bureaucracy—federal employees in the field of
public administration. This excludes some federal

private-sector hourly pay. However, skill differences
explain only a minority of the pay gap. The govern-
ment pays the average federal employee 31 percent
more than what can be accounted for by observable
characteristics like education and demographics. '

Controlling for Occupation. This analysis ignores
occupational wage differentials. Some occupations
earn higher wages than others; for example, manag-
ers typically make more than administrative staff. If
the federal government employs a different occupa-

9.  The Bureau of Labor Statistics in the Department of Labor conducts the Current Population Survey.

10. Note that the unexplained wage difference is in addition to the explained difference in wages. A worker in the federal
government earns 19.6 percent more per hour than the average private-sector worker because of his greater skills and
earns an additional 31.0 more in addition to that because of the higher pay in government. The total federal premium is
thus 131 percent x 119.6 percent = 157 percent of the hourly wages of the average private-sector worker.
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tional mix than the private sector, this
may account for federal workers’ oth-
erwise unexplainably higher wages.

Controlling for occupation presents
serious challenges, however, because
many federal occupations exist only in
government. The Internal Revenue
Service’s agents, for example, have few
private-sector counterparts. This makes
it difficult to distinguish between
higher pay in occupations that exist in
the federal government and the federal
government paying more in general.
Two approaches to estimating the
actual federal wage premium involve
controlling for occupational wage
differences at an aggregated level or
examining only those workers in

occupations that exist in both sectors.

Hourly Pay in the Federal Government and Private
Sector, Controlling for Occupation

95% Confidence

Differential Interval T-Statistic
Average federal pay relative to private 56.8% 54.8% 587% 705
sector
Difference explained ‘by differences in 28.5% 92 3%-35.0% 100
observable characteristics
Unexpllamed difference between federal 22.0% 159%-28.3% 77
and private-sector workers
Number of observations 275,086

Sources: Heritage Foundation calculations based on data from the 2006-2009 Current
Population Surveys for full-time workers between the ages of 25 and 65. Calculations
control for differences in age, education, marital status, race, gender, citizenship, state, year,
occupation, and size of metropolitan area. Unless otherwise indicated, all values are statisti-
cally significant at the 99% level.

Table 4 « CDA 10-05 & heritage.org

Broad Occupational Controls. The first method
involves grouping occupations into broad catego-
ries of similar positions. The Bureau of Labor Statis-
tics classifies respondents to the Current Population
Survey into occupational categories, such as
“Business and financial operations,” “Healthcare
practitioner and technical,” and “Office and admin-
istrative support” occupations.'! Table 4 displays
the Oaxaca decomposition of the federal-private
pay gap using the same methodology as in Table 3,
but including controls for these broad

is to compare only workers in occupations that exist
in both the federal government and the private sec-
tor. Many occupations fall into this category: law-
yers, receptionists, janitors, and human resource
managers, to name a few. 2

Table 5 shows the wage decomposition for work-
ers in occupations common to both sectors. The
government pays these workers a smaller premium
than in the overall federal workforce: $29.74 an
hour vs. $20.91—a 42.2 percent premium. Observ-

occupational categories.

Controlling for occupation raises
the amount of the federal-private
pay gap that observable characteris-

tics explain to 28.5 percent. That still . 9% Confidence -
1 h f d 1 ¢ R Differential Interval T-Statistic
eaves the 6 c€ral government paying Average federal pay relative to 499% 40.1%_44 4% 458
an unexplained 22 percent average private sector o S '
premium-—above and beyond what | e 9% Isecx 99
the skills, demographic characteristics, T o

. nexplained difference between federal o o 7219
and occupations of federal employees and private-sector workers 18.6% 14.3%-23.1% 9.l
account for. Number of observations 98517

OCCUPATIONS COMMON

Hourly Pay in Occupations Common to the Federal
Government and the Private Sector

Sources: Heritage Foundation calculations based on data from the 20062009 Current
Population Surveys for full-time workers between the ages of 25 and 65 in occupations

TO BOTH SECTORS

Such broad occupational group-
ings aggregate hundreds of distinct
occupations with different earnings
into single categories. Another method

common to both the federal government and private sector. Calculations control for
differences in age, education, marital status, race, gender, citizenship, state, year, and size of
metropolitan area. Also includes controls for 65 detailed occupational categories. Unless
otherwise indicated, all values are statistically significant at the 99% level.

Table 5 « CDA 10-05 & heritage.org

11. Appendix Table C1 lists the 22 occupational categories in the CPS.
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able characteristics, such as education, demograph-
ics, and occupation explain about half (19.9
percent) of that difference. That still leaves the fed-
eral government paying its average employee 18.6
percent more an hour than otherwise comparable
. 13 .

private-sector workers."” Looking only at federal
employees in occupations that are directly compa-
rable to private-sector workers reduces the federal
pay premium only modestly.

Differences by Occupation. The federal gov-
ernment pays its employees an average of approxi-
mately one-fifth more than comparable private-
sector workers receive. However this premium dif-
fers across occupations. Federal employees in some
occupations earn less than they would in the private
sector and federal employees in other occupations
earn much more. Table 6 shows the unexplained
hourly pay premium from Table 5 for individual
occupations.

In several occupations, federal employees do not
receive higher cash pay than private-sector workers.

In three occupations the difference is actually nega-
tive, although not statistically significant. In other
occupations, however, federal workers get paid 40
percent or more above what comparable private-
sector workers earn.

Table 6 suggests that the federal workers not get-
ting paid above market rates generally work in
highly skilled occupations: engineers, physical sci-
ences, lawyers, and economists. Workers in these
occupations earn high wages in the private sector
and the government does not pay more than neces-
sary to attract them. Some federal employees would
earn more if they left the government. John Roberts,
for example, makes $223,500 a year as Chief Justice
of the United States. He would almost certainly earn
more in private practice.

The federal employees with the largest wage pre-
miums tend to work in more moderately skilled
occupations: bookkeeping clerks, security guards,
social workers, and receptionists. There are, of
course, exceptions to this trend. However, the fed-

Unexplained Federal Hourly Wage Premium,

by Occupation

Unexplained Differences

Occupation Premium
Interviewers (except eligibility and loan) —10.4%
Registered nurses -8.0%
Civil engineers —5.9%
Computer software engineers 1.5%
Physical scientists* 2.1%
Lawyers 2.8%
Compliance officers (except agriculture, construction, health 41%
and safety, and transportation)
Loan counselors and officers 5.4%
Computer and information systems managers 6.9%
(O Data entry keyers 9.4%
Economists 9.6%
Purchasing managers 10.0%
© Aircraft mechanics and service technicians 10.8%
@ Management analysts 11.1%
(O Miscellaneous legal support workers I'1.7%
@® Managers* |1.8%
@ Computer scientists and systems analysts 12.5%
© Human resources managers 12.8%

* Includes all those not specified elsewhere in this list.

(continued on next page)

Statistically significant at 90% level
Statistically significant at 95% level
Statistically significant at 99% level

Total Differences

T-Statistic Average Private  Average Federal Total Difference
087 i $16.64 $17.06 25%
117 $27.41 $28.86 5.3%
-096 $27.05 $29.11 7.6%

044 $30.44 $35.36 16.1%
0.31 $24.80 $28.98 16.8%
0.66 $27.79 $32.68 17.6%
0.88 $24.01 $28.58 19.1%
0.83 $23.15 $27.90 20.6%
1.40 $30.31 $37.06 22.3%
1.79 $16.45 $20.59 25.1%
142 $27.15 $34.06 25.5%
141 $24.81 $31.22 25.9%
2.12 $24.12 $30.58 26.8%
2.69 $26.38 $33.53 27.1%
1.85 $20.98 $26.83 27.9%
4.70 $24.74 $31.63 27.9%
3.8l $26.76 $34.44 287%
2.00 $25.49 $32.90 29.1%

Table 6 + CDA 10-05 & heritage.org

12. The occupations included in this analysis are those for which there are at least 30 valid observations in both the federal
government and private sector in the CPS data. Appendix Table C.2 lists the occupations that meet these criteria.

13. Note again that the total wage premium is cumulative, not additive: 119.9 percent x 118.6 percent = 142.2 percent.
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Unexplained Federal Hourly Wage Premium, O Statisicaly sgficant at 90% lvel

. . © Statistically significant at 95% level
by OCCU patlon (CO ntl n UEd) @ Statistically significant at 99% level
Unexplained Differences Total Differences

Occupation Premium T-statistic Average Private  Average Federal Total Difference
@ Engineers* 13.2% 296 $27.39 $35.48 29.5%
@ Clectrical and electronics engineers 13.6% 3.52 H $28.50 $37.04 30.0%
@ Office clerks, general 14.9% 321 $16.44 $21.61 31.5%
© Janitors and building cleaners [5.1% 2.00 $13.52 $178I 31.7%
(O Statisticians 15.1% |.74 $25.47 $33.55 31.7%
© Maintenance and repair workers, general 15.9% 2.21 H $17.91 $23.75 32.6%
@ Secretaries and administrative assistants 16.1% 5.06 $18.07 $24.00 32.8%
@ File clerks 16.1% 288 1 $159 $21.20 32.9%
@ Network and computer systems administrators 16.2% 2.85 $25.56 $34.00 33.0%
@ Office and administrative support workers* 16.7% 3.12 $1861 $24.85 33.5%
@ Financial managers 16.7% 325 $24.59 $32.84 33.5%
@ Budget analysts 16.9% 291 $24.20 $32.36 337%
@ Accountants and auditors 17.0% 453 $22.60 $30.26 33.9%
Medical scientists 17.0% 131 $20.61 $27.60 339%
@ Aecrospace engineers 17.6% 359 $28.29 $38.07 34.6%
[ ] Paralegals and legal assistants 17.8% 323 $21.06 $28.38 34.8%
@ Network systems and data communications analysts 17.9% 2.87 $26.03 $35.10 34.9%
fsrge s ol scptrs come sox s i wow  wn an
@ Operations research analysts 18.9% 347 $25.76 $35.03 36.0%
[ ) Computer programmers 19.4% 3.65 $27.15 $37.09 36.6%
@ Biological scientists 19.4% 296 i $21.0] $28.72 36.7%
@ Other business operations specialists 20.3% 4.02 $21.31 $29.33 37.6%
@® Human resources, training, and labor relations specialists 20.9% 5.48 $22.05 $30.50 38.3%
@ Mechanical engineers 21.3% 5.18 $27.39 $38.01 38.7%
@ Customer service representatives 23.0% 543 $17.44 $24.53 40.7%
@ Production, planning, and expediting clerks 23.1% 328 $20.64 $29.07 40.8%
@ Environmental scientists and geoscientists 23.7% 3.16 $23.72 $33.57 41.5%
© Miscellaneous social scientists and related workers 25.5% 2.53 $21.01 $30.18 43.6%
@ Engineering technicians (except drafters) 26.6% 5.30 $22.06 $31.95 44.8%
(O Other teachers and instructors 26.7% 3.02 $19.09 $27.68 45.0%
@ Social workers 27.4% 3.98 $17.50 $25.50 45.8%
@ Laborers and freight, stock, and material movers, hand 27.7% 3.86 $1520 $22.21 46.1%
@ Otherlife, physical, and social science technicians 28.1% 371 $18.95 $27.77 46.5%
@ Purchasing agents (except wholesale, retail, and farm products) 28.4% 4.94 $21.69 $31.88 47.0%
@ General and operations managers 29.8% 6.53 $23.87 $35.44 48.5%
o Receptionists and information clerks 31.0% 4.36 $15.07 $22.59 49.9%
@ Public relations specialists 33.6% 3.66 $21.56 $32.95 52.8%
@ Inspectors, testers, sorters, samplers, and weighers 33.9% 4.92 $18.17 $27.83 53.2%
@ Bookkeeping, accounting, and auditing clerks 34.7% 4.28 $17.77 $27.39 54.2%
@ Computer support specialists 34.8% 525 $21.80 $33.62 54.2%
@ Miscellaneous community and social service specialists 35.0% 4.48 $1623 $25.08 54.5%
® Firi—ggzrstugv%rrvg?gs/managers of office and administrative 36.1% 994 $19.93 $31.04 557%
@® Detectives and investigators 36.7% 576 $20.20 $31.60 56.4%
® Counselors 38.6% 430 $16.45 $26.09 58.6%
@ Conservation scientists and foresters 40.4% 2.71 $19.18 $30.83 60.7%
o Supervisors, protective service workers* 45.9% 4.13 $18.13 $30.27 66.9%
@ Stock clerks and order fillers 49.3% 6.25 $14.33 $24.48 70.8%
@ Security guards and gaming surveillance officers 49.8% 9.98 $14.02 $24.03 71.4%

* Includes all those not specified elsewhere in this list.

Sources: Heritage Foundation calculations using Current Population Survey data for occupations common to both the private sector and federal government.
See Appendix B for details. Uses the same base model as in Table 5.
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eral government generally pays employees in semi-
skilled occupations very generously. This causes
much of the average federal pay premium.

GENEROUS FEDERAL BENEFITS

On average, federal employees receive higher
cash earnings than the private-sector workers
whose taxes fund their salaries; observable charac-
teristics account for only a portion of this gap. An
employee of the federal government earns an aver-
age of 22 percent an hour more than a comparable
private-sector worker.

However, hourly wages represent only part of
federal employees’ total compensation. The federal
government also provides its employees with gener-
ous benefits. These benefits include:'*

e Federal Employees Health Benefits Plan
(FEHBP). Federal civilian employees may enroll
in the FEHBP. The FEHBP allows federal work-
ers to choose from a menu of health care plans,
with the government contributing to the cost of
the premiums. No age, health, or pre-existing
condition restrictions exist in the FEHBP nor
does the government impose waiting periods
before benefits start. The FEHBP does not cap
lifetime medical expenditures. The federal gov-
ernment contributes a maximum of 72 percent
of the weighted average cost of the premiums
across all of the available plans.

e Federal Employees Retirement System. Fed-
eral employees are automatically covered under
the Federal Employee Retirement System (FERS),
which includes both a defined-benefit and a
defined-contribution pension plan.'> Employees
in the defined-benefit pension with 30 years of
experience may retire at the age of 56 with a full
pension. Employees with less tenure may retire
with full benefits at 60 or at 62.1° They receive
annual benefits of 1 percent of their average pay

in their three highest earning years multlphed by
their number of years of service.!” Any federal
employee willing to aecePt reduced pension ben-
efits may retire at age 56.8 Unlike Social Security,
federal employees may collect their pensions
while working in a non-federal job. This allows
federal employees to retire in their late 50s and
take a job in the private sector while collecting
pension benefits from the government.

Tax dollars—not employee contributions—
cover the overwhelming majority of these costs
for federal employees’ retirements. Federal
employees may also enroll in a defined-contri-
bution Thrift Savings Plan (TSP) that functions
similarly to a 401(k). Employees in the TSP
receive matching contributions from the gov-
ernment of up to 5 percent of their pay. Fed-
eral employees in FERS also receive Social
Security benefits.

Paid Leave. Full-time federal employees with
less than three years of experience receive 13
days of paid leave a year. Those with three to
15 years of service earn 20 days of paid leave
annually, while those with 15 or more years of
service earn 26 days of paid leave. These leave
benefits have a cash value: workers on the Gen-
eral Schedule can cash out up to 30 days of
paid leave. Full-time federal employees also
earn 13 paid sick days a year and receive all
federal holidays off—an additional 10 days of
paid time off a year. The paid sick leave days
carry over without limit each year and unused
sick leave counts as time served for calculating
pension benefits.

Student Loan Repayment. Many federal agen-
cies also repay student loans. These payments
are capped at a maximum of $10,000 a year or
$60,000 total and cover federally insured student
loans. To receive loan repayments an employee

14. Data on benefits from Federal Employees Almanac, Federal Employees News Digest, Inc., 2009.

15. This applies to all federal employees hired on or after January 1, 1984. Federal employees hired before that date are cov-

ered by the Civil Service Retirement System.

16. Federal employees with five to 20 years of service may retire with full benefits at the age of 62. Federal employees with at

least 20 years of service may retire at the age of 60.

17. Federal employees with 20 or more years of service who retire at the age of 62 or older receive 1 percent of their average
salary in their three highest earning years multiplied by the number of years they have served, plus an additional 0.1 per-
cent of their salary times the number of years served, up to a maximum of 20 years.

18. The reduced-benefits formula is a 5 percent reduction in pension payments multiplied by the number of years the

employee retires before age 62.
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must commit to working in the agency that
repaid the loans for at least three years.

e Federal Employees’ Group Life Insurance.
The federal government offers group term life
insurance without a medical examination to its
full-time and part-time employees. The federal
government pays one-third of the cost of the
premiums for basic life insurance, with federal
employees covering the remaining two-thirds.

e Employee Welfare Benefits. The federal gov-
ernment provides many other benefits to its
employees. Many federal buildings offer on-site
child care. Federal agencies also offer child care
subsidies to lower-income federal employees,
health care flexible spending accounts, and park-
ing and commuter subsidies. Federal employees
may also enroll in federal life insurance, dental,
vision, and long-term care insurance plans. The
Office of Personnel Management oversees the
administration of these plans, but federal
employees pay the full cost of the premiums.

These are more generous benefits than the
average private-sector employer offers. Consider
paid leave. A private-sector worker with 10 years
experience at a firm earns an average of 23 days
of paid time off a year.!” A federal employee with
that experience receives 33 days of paid leave a
year (20 days of leave and 13 sick days). Those
numbers exclude federal holidays; few private-
sector employers give paid vacations for Colum-
bus Day, Veteran’s Day, or Martin Luther King Jr.’s
birthday.

MEASURING INDIVIDUAL BENEFITS

Bureau of Economic Analysis data show that the
average private-sector worker earns $9,882 a year
in non-cash compensation while the average fed-
eral civilian employee receives $32,115 a year,
over three times as much.?® These figures include
health and life insurance, retirement benelfits, and
employer contributions for mandatory government
benefits, such as Social Security. They exclude some
benefits, such as the value of paid leave and student
loan repayments.

Determining exactly how generous federal bene-
fits are for individual workers is challenging. The
Bureau of Economic Analysis uses administrative
records to measure the total spent on compensation
and total government employment. It does not
measure compensation for individual employees.
Surveys do not answer this question clearly because
most employees do not know how much their ben-
efits cost their employers.

However, surveys can answer some questions
about employer-provided benefits. The annual
March supplement to the Current Population Sur-
vey asks workers whether they have an employer-
sponsored pension plan and whether they receive
health insurance from their employer. The Bureau
of Labor Statistics also estimates the employer con-
tributions toward health costs that these workers
receive. Table 7 shows pension and health benefit
receipts for federal and private-sector workers.

The federal government offers far more generous
benefits than does the typical private-sector
employer. While less than half (47.9 percent) of pri-
vate-sector workers participate in an employer-
sponsored pension plan, over four-fifths (81.4 per-
cent) of federal workers do. Federal employees are 7
percentage points more likely to receive health
insurance coverage through their employer.?! They

Employer Benefits by Sector

Federal Private

Government Sector
Included in a pension plan 81 4% 479%
at work
Employer provided health 66.8% 60.0%
insurance from own job
Average employer
contribution for health $6,391 $4,804

premiums

Sources: Heritage Foundation calculations using data on full-time
workers between the ages of 25 and 65 from the 20062009
March Current Population Surveys. Figures are expressed in 2009
dollars. See Appendix B for details.

Table 7 « CDA 10-05 & heritage.org

19. Shawn Fegley, “2006 Benefits: Survey Report,” Society of Human Resource Management, June 2006, Table G-1c.

20. Heritage Foundation calculations of non-cash compensation (excluding benefit payments to former personnel) per full-
time-equivalent employee using data from the Bureau of Economic Analysis, National Income and Product Accounts, and
the Office of Personnel Management. Federal employee is here defined as a general federal civilian employee, a broader
classification than public administration. See Appendix H for details.
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also receive an estimated $1,600 more
in employer contributions toward
health costs than do private-sector
workers.

The Heritage Foundation compiled
data from the 2006 to 2009 March
supplements to the CPS to determine
how much of this difference in bene-
fits are explained by observable differ-
ences. The analysis controls for age,
education, marital status, race, gen-
der, citizenship, state, year, and met-
ropolitan status. Appendix D explains
the data and methodology in greater
detail.

Greater Health Benefits. The top
panel of Table 8 reports the Oaxaca
decomposition for estimated employer
contributions to health benefits. The
federal government contributes 33.0
percent more toward health care costs
than private-sector employers. Observ-
able characteristics explain only 9.1
percent of these greater benefits. Fed-
eral employees receive 22.0 percent
more in employer payments toward

for details.

Difference in Employer Contributions for Health Care

Premiums
95% Confidence
Differential Interval T-Statistic
All Occupations
Ayerage federal contribution relative to 33.0% 30.7%-35.4% 323
private-sector employers
Difference explained ‘by differences in 9.1% 61%-12.1% 6l
observable characteristics
Unexp.lamed difference between federal 22.0% 18.59%-25 6% 134
and private-sector workers
Number of observations 221,927
Occupations in Both the Federal Government and the Private Sector
Ayerage federal contribution relative to 19.6% 16.3%-22.9% 1279
private-sector employers
Difference explained ‘bX differences in 76% 1 9%-13.7% 264
observable characteristics
Unexplained difference between federal 1% 5 1% 174% 37

and private-sector workers
Number of observations

Source: Heritage Foundation calculations based on data from the 2006-2009 March Cur-
rent Population Surveys for full-time workers between the ages of 25 and 65. Figures are
controlled for differences in age, education, marital status, race, gender, citizenship, state,
year, and metropolitan status. The lower portion includes occupational controls. Unless
otherwise indicated all values are statistically significant at the 99% level. See Appendix B

44,556
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their health care than their observable
characteristics explain.

This analysis does not account for occupational
differences. The lower panel in Table 8 analyzes
employer health benefits for federal employees in
occupations with private-sector counterparts. In
directly comparable occupations, federal employees
receive 11.1 percent more in employer contribu-
tions than their observable characteristics can
explain. The federal government provides more
generous health benefits than the private sector.

More Generous Pension Coverage. The federal
government also covers far more of its employees
with pension plans than private employers. The
CPS asks workers about whether their employers
offer pension plans and, if so, whether they partici-
pate in them. Table 9 shows the Oaxaca decompo-
sition of pension participation for federal and
private-sector workers. The top panel shows the
results without occupational controls; the bottom
panel shows the results for workers in occupations

that exist in both the federal government and the
private sector.

The results report the difference in odds of
receiving pensions after retirement for federal and
private-sector workers. The overall federal work-
force has roughly five times greater odds of receiv-
ing a pension than private-sector workers, after
controlling for other observable characteristics.
Restricting the analysis to federal workers in occu-
pations that also exist in the private sector still
shows federal workers have almost quadruple the
odds of receiving a pension than anything besides
working for the federal government explains.

To interpret these figures, consider a private-sec-
tor worker who has a 50 percent likelihood of
receiving a pension, given his observable character-
istics. This represents even 1-to-1 odds of receiving a
pension. A federal employee in this occupation with
these same characteristics would have nearly 4-to-1
odds of having a pension—nearly an 80 percent

21. Employees without employer-provided health benefits do not necessarily lack health insurance. They may receive health

coverage through a spouse, for example.
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Difference in Federal Employees’ Odds of

Differential Interval
All Occupations

Federal odds of having an employer-

sponsored pension relative to private- 5.63
sector workers

5.03-6.29

Difference in odds explained by

observable characteristics .09 0.86-1.38

Unexplained difference in pension odds
between federal and private-sector 5.15
workers

4.00-6.64

Number of observations 221,928

Occupations in Both the Federal Government and the Private Sector

Federal odds of having an employer-
sponsored pension relative to private- 4.77
sector workers

3.75-6.06

Difference in odds explained by

observable characteristics 125 0.75-207

Unexplained difference in pension odds
between federal and private-sector 3.82
workers

2.25-6.48

Number of observations 44,556

for details.

Participating in an Employer-Sponsored Pension Plan

95% Confidence

Source: Heritage Foundation calculations based on data from the 2006-2009 March Cur-
rent Population Surveys for full-time workers between the ages of 25 and 65. Figures are
controlled for differences in age, education, marital status, race, gender, citizenship, state,
year, and metropolitan status. The lower portion includes occupational controls. Unless
otherwise indicated all values are statistically significant at the 99% level. See Appendix B
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Because the March CPS does not
provide information on the value of
benefits beyond health care contribu-
tions, it is not possible to directly
answer what portion of that premium

T-Statistic is comparable to private-sector wages,

and what portion represents taxpayer

303 generosity. However, it is possible to

approximate the portion of the com-

07 pensation gap unexplained by work-

ers’ characteristics by assuming that

127 it follows the same breakdown as
cash earnings.

This is a strong assumption. Total
benefits generally rise with income,
but not one-to-one.>* Making this

128 assumption will underestimate the
federal ~compensation premium.
09 Observable characteristics explain a
smaller proportion of the difference in
50

benefits between the sectors than they
did hourly pay. Consequently, the fol-
lowing estimates are lower bounds on
the unexplained federal compensa-
tion premium.

The three rows of Table 10 show
the results of applying the ratio of
unexplained to explained pay differ-
ences from the hourly pay models to

chance.?? Federal workers receive far more generous
pension benefits than private-sector workers.

All working Americans should have access to a
retirement savings plan, not only federal employees.
Congress should encourage all private employers to
offer retirement savings plans, such as the automatic
IRA or a 401(k) to their employees.

Differences in Total Compensation. BEA fig-
ures for civilian government employees indicate
that the average federal employee receives 85 per-
cent more in total compensation than the average
private-sector worker.>> However, measuring exactly
how much of this overall compensation gap is
explained by federal employees’ greater skills and
productivity poses serious challenges.

Estimates of Federal Total
Compensation Premium

Unexplained

Federal Total
Model for Assumed Division of Compensation
Explained/Unexplained Pay Gap Premium
Hourly pay, no occupation controls 40.2%
Hourly pay, aggregate occupation controls 30.9%
Hourly pay, for workers in occupations in 31.1%

both sectors

Source: Heritage Foundation calculations based on data from the
Bureau of Economic Analysis and the 20062009 Current Popula-
tion Surveys for full-time workers between the ages of 25 and 65.
See Appendices B and H for details.
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22. The formula for converting odds into probabilities is: probability = odds / (1 + odds).

23. This figure excludes the value of paid leave benefits and student loan repayments. See Appendix H for details.

24. Brooks Pierce, “Compensation Inequality,” The Quarterly Journal of Economics, Vol. 116, No. 4 (November 2001),

pp. 1493-1525.
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the aggregate compensation premium. Appendix H
explains this methodology in detail.

These estimates are necessarily rough approxima-
tions combining data from different data sources.
Nonetheless, they give insight into the magnitude of
total compensation that federal employees earn: 30
percent to 40 percent greater compensation above
and beyond their observable skills. These figures are
imprecise approximations of the federal compensa-
tion premium. They show that federal employees
earn substantially greater total compensation than
private-sector workers, even after accounting for
their different skills.

GOVERNMENT JOBS:
ALMOST IMPOSSIBLE TO LOSE

Federal civil servants receive another perk that
few private-sector workers enjoy: near-absolute
job security. In the private sector, businesses cut
hiring and increase layoffs when sales drop. Since
the recession began in December 2007, private-
sector employers have shed 8 million net jobs.
Tens of millions of private-sector employees go to
work each day knowing they could lose their job
at any point.

Federal employees do not. Civil service rules
make it prohibitively difficult to fire federal employ-
ees for bad performance once they pass their proba-
tionary period—one year on the job. Most federal
employees who perform poorly never get fired.
They keep their jobs unless their supervisor works
through an arduous process of exhaustively docu-
menting their performance and working through a
complex appeal process.

The federal government provides its employees
with an additional perk: employees who leave gov-
ernment service get preferential treatment if they
want to come back. Former federal employees with
career status (three or more years on the job) do not
have to go through public merit competitions for
re-hire. Though the government does not guaran-
tee them a new position, it moves them to the front

of the line. Few private-sector workers leave their
jobs with similar assurances of re-employment.

Federal employees also do not have to worry
about their jobs being eliminated due to economic
downturns. The federal government has added
240,000 Workers smce the recession began—a 12
percent increase.?” In the private sector, the adult
unemployment rate jumped from 4.2 percent to 9.4
percent between 2007 and 2009. For federal
employees, unemployment barely budged from 2.0
percent to 2.9 percent.?® Deficit spending and taxes
have kept federal payrolls growing even as the econ-
omy has experienced its worst slump since the
Great Depression. Federal employees have been
insulated from the recession.

Even this figure overstates federal unemployment
rates because many federal employees Voluntarlly
retire once they qualify for pension benefits.?” This
allows them to earn a double income: They retire on
their pension and look for a second job in the pri-
vate sector. Unemployed federal retirees enjoy
much more comfortable jobless spells than unem-
ployed private-sector workers.

The new health care legislation will worsen the
imbalance between private and federal payrolls
even more. The government will need to hire tens,
possibly hundreds, of thousands of employees
merely to implement the new health care regula-
tions. Even as the taxes and regulations in the health
care bill cost jobs in the private sector, they will
swell the federal government’s payrolls.

Federal Employees Rarely Quit. Federal
employees know they get a better deal through their
employment. The proof is that they rarely quit.
Approximately 2.5 percent of private-sector work-
ers voluntarily left their jobs each month in 2006
and 2007. During that same period, between 0.6
percent and 1 percent of federal employees volun-
tarily Ieft thelr jobs, roughly a third the private-sec-
tor rate.?8 Since the recession began, that disparity
has only grown. If federal employees earned market

25. Heritage Foundation calculations using data from the Department of Labor, Bureau of Labor Statistics / Haver Analytics.
Federal employment excludes postal employees and temporary hires for the 2010 Census.

26. Heritage Foundation calculations using data from the 2006-2009 Current Population Survey. Federal employees are
those employed by the federal government in public administration (which excludes postal workers, for instance).

27. Heritage Foundation calculations. 20062009 CPS data show that 34.5 percent of unemployed adult federal workers are
between the ages of 55 and 65, while only 14.1 percent of unemployed adult private-sector workers fall into that age range.

28. Many of the federal workers who leave their jobs do so to take another job with the federal government.
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Federal Employment Accelerated While Private Employment Shrunk
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Source: U.S. Department of Labor, Bureau of Labor Statistics. Note that federal employment excludes postal employees and temporary Census workers.
Unemployment rate: Heritage Foundation calculations using the 20062009 Current Population Surveys, ages 25 to 65.
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Monthly Job Quit Rates

Federal government employees are far less likely to
quit their jobs than private-sector workers.

3.0%

2.5%

Private
Sector
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1.6%
1.5%

1.0%

Federal

0.5% Government

0.2%

0.0%
2006 2007 2008 2009 2010

Source: U.S. Department of Labor, Bureau of Labor Statistics, Job
Openings and Labor Turnover Survey / Haver Analytics. Figures are

|2-month averages.
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compensation they would leave their jobs at rates
more similar to private-sector workers.

REDUCE THE DEFICIT BY
CUTTING THE FEDERAL PAYROLL

Federal employees earn between 30 percent and
40 percent more than equivalently skilled private-
sector workers. This represents costly forced sacri-
fices by lower-earning American taxpayers. The fed-
eral government will spend an estimated $180
billion on wages and salaries for civilian federal
employees in fiscal year 2011, and another $64 bil-
lion on benefits—a total compensation of $244 bil-
lion.? There is a part of this inflated pay that
Congress cannot touch. Congress has contractually
obligated the taxpayers to fully fund the generous
pensions of the civil service retirement system.

Although giving such generous pensions to federal
employees was a mistake, Congress should not ret-
roactively void those contracts.

However, most federal compensation is not a
contractual obligation and Congress can reduce it in
those positions which are overcompensated. If Con-
gress reduced this federal pay to market rates this
would save taxpayers about $47 billion a year>*—
more than eliminating the entire Department of
Commerce, Department of the Interior, or Depart-
ment of Energy. It would be enough to fully offset
the cost of patching the alternative minimum tax
in 2012.

Some Members of Congress have proposed rais-
ing taxes to reduce the deficit. Congress should
reject these proposals. Higher taxes reduce the
incentive to invest and create new businesses—
which will cost jobs. Congress should instead
reduce government spending. Aligning federal pay
with market rates would reduce government spend-
ing relatively painlessly.

Not All Federal Employees are Overpaid. The
fact that the General Schedule and other federal
pay scales over-compensate federal employees on
average does not mean that all federal employees
are overpaid. Many high-performing federal work-
ers actually earn below-market wages. The pay
scale and seniority-based system the government
uses divorces federal pay from individual perfor-
mance. The average federal premium is small rela-
tive to the dispersion of federal pay from market
rates.>! As a result, Congress should not uniformly
reduce the pay of all federal employees.

WHAT CONGRESS SHOULD DO

Instead of a uniform pay cut, Congress should
take several steps to equitably align federal pay with
market rates. Congress should:

e Abolish the General Schedule and implement
performance-based pay. Congress should replace
the General Schedule with pay-for-performance
systems tied to market compensation. The Office
of Personnel Management should set broad pay

29. Office of Management and Budget, Analytical Perspectives: Budget of the U.S. Government, Fiscal Year 2011, Table 10-3
(“Personnel Compensation and Benefits”), at http://www.whitehouse.gov/omb/budget/fy2011/assets/spec.pdf (June 24, 2010).
Excludes uniformed military personnel and postal employees.

30. See Appendix H for details of this calculation.

31. Dale Belman and John Heywood, “Public Sector Wage Comparability: The Role of Earnings Dispersion,” Public Finance

Review, Vol. 32, No. 6 (2004), pp. 567-587.
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bands for each occupation and region of the
country with managerial discretion to award
raises for good performance, subject to budget
limitations. OPM should adjust these pay bands
up or down based on qualified applicant-to-
position ratios and quit rates. This would align
federal pay with market rates while allowing
high-performing federal workers to earn what
their skills merit.

Hire More Private Contractors. Many jobs
performed by federal employees are not inher-
ently governmental tasks and can be performed
by private-sector workers. However, federal reg-
ulations deter government agencies from hiring
private contractors for this work. Congress
should eliminate these regulations and instead
require the federal bureaucracy to compete on
cost and quality with private-sector workers to
perform non-inherently governmental tasks.
This would expose federal employees to the
same market competition that private-sector
workers face each day. This competitive pressure
would force federal agencies to reduce compen-
sation to market rates in order to keep work in-
house. To the extent that more work was con-
tracted out, it would also create more jobs for
private-sector workers.

Reduce Federal Benefits. Congress should
reduce the generosity of its benefits to market
rates. Paid leave should be reduced to compara-
ble levels at private corporations. Congress
should re-examine the utility of the existing
defined-benefit plans and consider moving fed-
eral workers to a fully portable and funded
401(k)-style system instead.

16

e End Dismissal Restrictions. Federal workers
who have passed their probationary period can
only be fired with great difficulty. As a result,
some federal workers slack off knowing they will
not lose their jobs. Congress should allow gov-
ernment managers the same discretion to remove
poor performers as that of private managers.

CONCLUSION

The federal government pays its employees sub-
stantially more than they would earn in the private
sector. The current federal pay system:

Pays hourly wages 22 percent above that of
comparable private-sector workers;

Provides more generous health care and pen-
sion plans;

Provides total compensation on the order of 30
percent to 40 percent above similarly skilled
private-sector workers; and

Offers near-total job security and insulates fed-
eral employees from recessions.

Congress should not overtax all Americans to
overpay the privileged workers in the federal civil
service. Aligning federal compensation with market
rates would save taxpayers between $40 billion and
$50 billion a year. Congress should immediately act
to bring equity to federal pay. Congress should abol-
ish the General Schedule and implement perfor-
mance-based pay, require federal agencies to
compete with the private sector, and bring the ben-
efits to market levels.

—James Sherk is a Senior Policy Analyst in Labor
Economics in the Center for Data Analysis at The
Heritage Foundation.
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APPENDIX A
OAXACA DECOMPOSITION

Economists use multiple regression analysis to
study relationships between variables of interest.
Regressions allow researchers to isolate the correla-
tion between two variables while holding other vari-
ables constant—for example, how hourly pay
correlates with working in the federal government
or private sector, independent of the effects of age
and education. One method of analyzing the data is
to regress hourly pay on a variable indicating in
which sector an employee works and on a series of
control variables (such as education and age).

However, this approach assumes that the control
variables have the same effect on hourly wages in
both sectors. This may not be true. For example,
earnings may increase more with age in the federal
government than in the private sector because the
General Schedule guarantees seniority-based raises.
Assuming that age has the same effect in both sec-
tors would understate the effect of age on the earn-
ings of federal employees and overstate its effect on
the earnings of private-sector workers.

An alternative approach to studying differences
between two groups is an Oaxaca decomposition,
which allows the effects of control variables to vary
between two groups of workers. An Oaxaca decom-
position regresses the outcome variable (i.e., hourly
wages) on the control variables (age, education,
etc.) separately for both groups (federal and private-
sector workers). This yields different estimates on
the returns to the control variables for each group.

It is then mathematically straightforward to
decompose the difference in overall outcomes into a
portion that is explained by differences in control
variables between sectors and an unexplained por-
tion that stems from the differences in returns to
those variables in each sector.

For a detailed mathematical explanation of the
Oaxaca decomposition, see Ben Jann, “A Stata
Implementation of the Blinder—-Oaxaca Decom-
position,” ETH Zurich Sociology Working Papers
No. 5, May 2008 (forthcoming in The Stata Jour-
nal), at http://www.statoek.wiso.uni-goettingen.de/
veranstaltungen/statistical %20consulting/jann_oaxaca%
202008.pdf (June 25, 2010).

An Oaxaca decomposition (or any other econo-
metric analysis) can only account for differences in
observable skills. Economic surveys do not measure
all skills. For example, researchers cannot measure
self-discipline, ambition, or creativity. If federal
employees have more drive and determination than
private-sector workers, an Oaxaca decomposition
would report this as part of the unexplained differ-
ence in wages. In such a case it would appear as
though federal employees enjoyed a greater pay pre-
mium than they actually do. Interpreting the unex-
plained portion of the Oaxaca decomposition as a
pay premium assumes that federal workers do not
have unobserved differences that make them supe-
rior to private-sector workers.

This problem is mitigated by the fact that many
observed characteristics proxy for otherwise unob-
served skills. For example, on average, married men
earn higher wages than single men. On the surface
it would appear that getting married causes men
to become more productive. However, studies con-
trolling for 1Q or examining identical twins find
married and single men earn roughly the same
amount.>? The average married man earns higher
wages primarily because women selectively marry
higher-performing men with higher earnings.
Including demographic characteristics (such as
marital status) proxies for such unmeasured
attributes.

32. Harry A. Krashinsky, “Do Marital Status and Computer Usage Really Change the Wage Structure?” Journal of Human

Resources, Vol. 39, No. 3 (2004).
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APPENDIX B
DATA AND METHODOLOGY

This paper analyzes data from the Current Popu-
lation Survey (CPS), a monthly survey of approxi-
mately 60,000 households conducted by the
Census Bureau and the Bureau of Labor Statistics
(BLS). The BLS uses the CPS to estimate the unem-
ployment rate and other labor market statistics. The
sections of the paper examining differences in
hourly wages (Tables 2 through 6 and Appendix
Tables E.1 and F1) used data from the monthly CPS
from January 2006 through December 2009.

Every March, the CPS also includes supplemen-
tary questions about total income and benefits
received in the previous calendar year. The sections
of the paper examining health and pension benefits
used data from the March supplement to the CPS
for 2006 through 2009. This data was obtained
from the Integrated Public Use Microdata Series
(IPUMS) maintained by Miriam King, Steven
Ruggles, Trent Alexander, Donna Leicach, and Mat-
thew Sobek, Integrated Public Use Microdata Series,
Current Population Survey: Version 2.0 (Minne-
apolis, Minn.: Minnesota Population Center, 2009),
at http://cps.ipums.org (June 29, 2010). IPUMS
allows researchers to download selected variables
from larger databases and standardizes much of the
data across years.

This paper examines full-time workers (35 hours
or more per week) between the ages of 25 and 65.
The dependent variable in the hourly pay analysis
was the log of hourly pay and the independent vari-
ables were: age, age squared, and dummy variables
for year, sex, marital status, an interaction term for
married men, highest level of education completed
(high school graduate or less, some college but no
degree, associate’s degree, bachelor’s degree, master’s
degree, and Ph.D. or a professional degree), race
(white, black, Asian, American Indian, and His-
panic), citizenship/nativity, size of metropolitan sta-
tistical area, and state of residence. The analysis was
restricted to observations in the outgoing rotation
groups (months four and eight in the CPS sample).

The author of this CDA report constructed the
hourly earnings variable by dividing weekly wage

and salary income by the usual number of hours
worked per week. He adjusted these hourly wages
for inflation using the Chained Consumer Price
Index (expressed in 2009 dollars) and trimmed
them to remove outlying observations. Observa-
tions with reported earnings less than $5 an hour or
more than $60 an hour were removed from the
analysis. Due to the concerns about earnings impu-
tation biasing results raised by Hirsch and Schuma-
cher, the author dropped observations with
imputed weekly earnings from the analysis. See
Appendix G for further details on the effect this has
on the analysis.>>

The dependent variables in the analysis using the
IPUMS data for the March CPS were employer con-
tributions for health insurance and a dummy vari-
able indicating whether a worker was included in
an employer-sponsored pension. The analysis used
the same control variables as in the hourly wage
analysis, with the exception of metropolitan statisti-
cal area size, which was not available in the IPUMS
data. Dummy variables for metropolitan status were
used in place of city size.

The data was analyzed with an Oaxaca decom-
position to reveal the explained and unexplained
differences in the dependent variables between fed-
eral workers and private-sector workers. Standard
linear regression was used for the hourly wage and
employer health care contribution analysis while
pension differentials were studied with a logit
model. Heteroscedasticity robust standard errors
were used throughout. The private-sector coeffi-
cients were taken for the unbiased coefficients in
the Oaxaca decomposition because they are deter-
mined by market forces.

The Oaxaca decomposition evaluated differ-
ences between workers in the private sector and
the federal government. The intent of this CDA
report is to examine the differences in earnings
between the federal bureaucracy and private-sec-
tor workers. The closest approximation of this
concept in the CPS is workers who work for the
federal government in public administration—the

33. Barry T. Hirsch and Edward J. Schumacher, “Match Bias in Wage Gap Estimates Due to Earnings Imputation,” Journal of
Labor Economics, Vol. 22, No. 3 (July 2004), pp. 689-722, at http://www2.gsu.edu/~ecobth/[OLE_Match%20Bias%20220307.pdf

(June 25, 2010).
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administration, oversight, and management of
public programs. This corresponds to the North
American  Industrial ~ Classification — System
(NAICS) code 92.3* Public administration is a
more restrictive concept than the Bureau of Eco-
nomic Analysis definition of “federal general gov-
ernment, civilian” employees. The analysis of CPS
data in the body of this paper uses this public

administration definition for federal employees.
This does, however, exclude many federal work-
ers. Doctors and nurses in Veterans Affairs hospi-
tals, for instance, do not work in public
administration. It also excludes employees of the
U.S. Postal Service. Appendices E and F report
results using more expansive definitions of federal
employees and postal employees.

34. For more details, see the Census Bureau definition of public administration, “92 Public Administration,” U.S. Census
Bureau, at http://www.census.gov/naics/2007/def/NDEF92. HTM#N92 (June 29, 2010).
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APPENDIX C
OCCUPATIONS

Table C1 shows the aggregated occupational cat-
egories used to control for occupation in Table 4.

Table C2 shows the detailed occupations in the
monthly CPS data and the March supplement to the
CPS for which there are at least 30 observations in
both the private sector and the federal government.
These were the occupations deemed common to
both sectors used in Tables 5, 6, 8, and 9.

20

Occupational Classifications

Management occupations

Business and financial operations occupations
Computer and mathematical science occupations
Architecture and engineering occupations

Life, physical, and social science occupations
Community and social service occupations

Legal occupations

Education, training, and library occupations

Arts, design, entertainment, sports, and media occupations
Health care practitioner and technical occupations
Health care support occupations

Protective service occupations

Food preparation and serving-related occupations
Building and grounds cleaning and maintenance occupations
Personal care and service occupations

Sales and related occupations

Office and administrative support occupations
Farming, fishing, and forestry occupations
Construction and extraction occupations
Installation, maintenance, and repair occupations
Production occupations

Transportation and material moving occupations

Appendix Table C| « CDA 10-05 & heritage.org
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Detailed Occupations in Both the Federal Government and the Private Sector

Monthly CPS

Accountants and auditors

Aerospace engineers

Alircraft mechanics and service technicians

Biological scientists

Bookkeeping, accounting, and auditing clerks

Budget analysts

Civil engineers

Compliance officers, except agriculture, construction, health and
safety, and transportation

Computer and information systems managers

Computer programmers

Computer scientists and systems analysts

Computer software engineers

Computer support specialists

Conservation scientists and foresters

Counselors

Customer service representatives

Data entry keyers

Economists

Electrical and electronics engineers

Engineering technicians, except drafters

Engineers, all other

Environmental scientists and geoscientists

File clerks

Financial managers

First-line supervisors/managers of office and administrative support
workers

General and operations managers

Human resources managers

Human resources, training, and labor relations specialists

Inspectors, testers, sorters, samplers, and weighers

Interviewers, except eligibility and loan

Janitors and building cleaners

Laborers and freight, stock, and material movers, hand

Lawyers

Loan counselors and officers

Maintenance and repair workers, general

Management analysts

Managers, all other

Mechanical engineers

Medical scientists

Miscellaneous community and social service specialists

Miscellaneous legal support workers

Miscellaneous social scientists and related workers

Network and computer systems administrators

Network systems and data communications analysts

Office and administrative support workers, all other

Office clerks, general

Operations research analysts

Other business operations specialists

Other life, physical, and social science technicians
Other teachers and instructors

Paralegals and legal assistants

Physical scientists, all other

Private detectives and investigators

Production, planning, and expediting clerks

Public relations specialists

Purchasing agents, except wholesale, retail, and farm products
Purchasing managers

Receptionists and information clerks

Registered nurses

Secretaries and administrative assistants

Security guards and gaming surveillance officers
Social workers

Statisticians

Stock clerks and order fillers

Supervisors, protective service workers, all other

March Supplement

Accountants and auditors

Aircraft mechanics and service technicians

Budget analysts

Compliance officers, except agriculture, construction, health and safety,
and transportation

Computer and information systems managers

Computer scientists and systems analysts

Computer software engineers

Computer support specialists

Customer service representatives

Economists

Electrical and electronics engineers

Engineering technicians, except drafters

Financial managers

First-line supervisors/managers of office and administrative support
workers

General and operations managers

Human resources, training, and labor relations specialists

Lawyers

Management analysts

Managers, all other

Mechanical engineers

Miscellaneous engineers, including agricultural and biomedical

Office clerks, general

Operations research analysts

Other business operations specialists

Other teachers and instructors

Purchasing agents, except wholesale, retail, and farm products

Secretaries and administrative assistants

Security guards and gaming surveillance officers

Stock clerks and order filers

Appendix Table C2 « CDA 10-05 & heritage.org
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APPENDIX D
DETAILED OAXACA DECOMPOSITION RESULTS

The full regression results were not displayed in ~ employees and private-sector workers. The results
the main body of the paper in the interest of con-  are for the model including controls for aggregate
serving space. Table D1 shows the coefficients from  occupation displayed in Table 4 in the main text.
the first stage regression of observable characteris-  The coefficient results are expressed in log-points,
tics on the natural log of hourly wages for federal — not as percentages.

Regressions on Federal and Private-Sector Workers

FEDERAL WORKERS PRIVATE-SECTOR WORKERS
Standard : Standard

Dependent Variable — log (hourly pay) Coefficient Error T-Statistic Coefficient Error T-Statistic
Age
Age 0.053 0.0041 12.88 0.037 0.0006953 53.83
Age squared -0.001 0.0000 —Il 0.000 8.04E-06 —4803
Year
2006 -0017 00140 -1.18 -0013 0.0024285 -525
2007 -0.003 00132 -024 -0.009 0.002419 -356
2008 -0.022 00137 -l6l -0.009 0.0024259 —371
2009 * *
Marital status
Widowed 0.022 0.0430 052 -0.043 0.0074528 -579
Divorced 0024 00185 13 -0.009 0.0030728 -295
Separated 0.007 0.0421 0.18 -0053 0.0056906 -9.38
Never married -0.056 0018l —3.1 -0.055 0.002978l —1846
Married * *
Sex
Male 0021 00173 121 0096 0.002926 32.82
Interaction term — Married Man 0.067 0.0207 323 0.100 0.0034107 2943
Education
High school degree or less -0.253 00169 —1501 0315 0.0028489 —11044
Associate’s degree -0.184 0018l -10.14 -0.158 0.0032707 -48.38
Some college, no degree -0.189 00153 —1229 -0.203 0.0029835 —67.99
Bachelor's degree * *
Master's degree 0.082 00139 589 0.138 0.003981 | 34.6
Ph.D. or professional degree 0.184 00231 797 0.203 0.007603 2671
Race
White * *
Black -0.105 00151 692 -0.127 0.0032824 -3867
Asian 0010 00321 031 -0034 0.0056056 —6.12
American Indian —0.166 0.0360 —4.6 -0.086 0012382 —6.98
Hispanic -0071 00227 -3.15 -0.146 0.0035009 416
Citizenship/Nativity
Native, born in the United States 0031 0.0674 047 0.093 0.0044855 20.8
Native, born in Puerto Rico * 0.023 00123674 1.82
Native, born abroad of American parents * *
Foreign born, US. citizen -0.083 00721 -1.15 *
Foreign born, not a citizen -0.1'10 0.0795 —-1.38 —0.142 00047816 —29.74
Metropolitan area size
Non-metropolitan area -0.139 0.0280 —4.97 -0.195 0.0037615 5172
100,000 to 249,999 residents -0.087 0.0286 -303 -0.160 0.0043856 —36.39
250,000 to 499,999 residents —0.110 0.0290 —38l —0.124 0.0040612 —3057
500,000 to 999,999 residents -0.088 00289 -304 -0.104 0.0041779 249
| to 249 million residents -0.075 0.0266 281 -0.070 0.0037026 —18.88
2.5 to 4.9 million residents 0015 00277 055 0.003 0.003966| 0.64
5 million + residents * *
* Omitted category
(continued on next page) Appendix Table DI « CDA 10-05 & heritage.org
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Regressions on Federal and Private-Sector Workers (continued)

FEDERAL WORKERS PRIVATE-SECTOR WORKERS
Standard Standard

DependentVariable — log(hourly pay) Coefficient Error T-Statistic Coefficient Error T-Statistic
State
Alaska 0046 0.0448 1.03 0283 0.008582 3296
Alabama 0.041 0.0473 0.88 -0.024 0.008887| —2.65
Arkansas -0.053 0.0763 -07 -0.054 0.0082256 —-6.62
Arizona 0.084 0.0633 1.33 0012 0.0081377 148
California 0.024 00396 06l 0.129 0.0054647 23.68
Colorado 0.049 0.0423 I.15 0.080 0.0064328 124
Connecticut 0.151 0.0597 253 0214 0.0065934 32.39
District of Columbia 0.065 00410 1.58 0.154 0.0083758 18.39
Delaware 0.088 0.0597 148 0.052 0.0079248 659
Florida —0.050 0.0450 —1.12 -0.009 0.005963 —1.59
Georgia 0.046 0.0459 | -0.006 0.0070971 -0.78
Hawaii 0014 0.0480 029 0.140 0.0087432 16.02
lowa -0.078 0.0590 —1.33 0.030 0.0064361 471
Idaho 0011 0.0552 -0.19 0.007 0.0084788 0.77
lllinois -0.005 0.0494 -0.09 0.038 0.0064676 5.86
Indiana 0.024 00612 0.39 0012 0.0070867 1.76
Kansas -0.088 0.0585 —1.51 0.000 0.0071294 -0.06
Kentucky -0.060 0.0453 —1.31 -0.037 0.0075349 —49
Louisiana —0.145 00910 -1.59 0019 0.0095305 202
Massachusetts -0.038 00738 051 0.127 00081753 1556
Maryland 0.103 0.0401 256 0.097 0.0070328 1375
Maine -0.079 0.0530 —1.5 0023 0.0066196 345
Michigan 0.075 0.0487 1.54 0022 0.0067901 32
Minnesota -0.044 00611 -073 0.047 0.0063165 7.39
Missouri -0.021 0.0607 -0.35 -0.036 0.0069674 -523
Mississippi -0013 0.0539 -024 -0.044 0.009475 —4.68
Montana -0.172 0.0504 34 -0.038 0.0088029 —-4.34
North Carolina -0.109 0.0528 —2.07 —0.021 0.0068006 -3.06
North Dakota -0.1'15 0.0501 229 -0.035 0.0076368 4.6
Nebraska —0.109 00515 —2.12 —0.008 0.0069295 -1.18
New Hampshire 0.047 00517 091 0.110 0.0063999 17.19
New Jersey 0.038 0.0531 072 0.134 0.0076875 174
New Mexico 0051 0.0500 1.03 0.059 0.0099313 59
Nevada -0.064 0.0579 —I.1 0.155 00072112 21.46
New York -0.038 0.0475 038l 0.068 0.0063429 10.67
Ohio * *
Oklahoma -0.069 0.0442 -1.57 —0.064 0.0084696 —7.56
Oregon -0.063 00574 -1.09 0.054 0.0075603 7.17
Pennsylvania —-0.006 0.0456 —0.12 0014 0.0059368 23
Rhode Island 0.132 0.0503 263 0.060 0.007106 839
South Carolina -0.163 0.0579 -2.82 -0.034 0.0075959 447
South Dakota -0.003 0.0470 -0.07 —0.042 0.0070099 —6.03
Tennessee 0.022 0.0507 044 -0.046 0.0076036 —6.03
Texas -0.037 0.0421 -0.88 -0013 0.0056719 -235
Utah —0.041 0.0468 —0.88 0.059 0.0081581 727
Virginia 0.087 00391 223 0.064 0.0069913 9.19
Vermont 0.040 0.0495 038 006 0.0072435 8.45
Washington 0014 0.0475 029 0.109 0.0069471 15.67
Wisconsin -0.086 00617 -1.39 0.059 0.0062532 945
West Virginia 0.020 0.0546 037 -0.025 0.0095009 -2.67
Wyoming —0.137 0.0556 247 0.125 0.0082202 1523
* Omitted category
(continued on next page) Appendix Table DI « CDA 10-05 & heritage.org
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Regressions on Federal and Private-Sector Workers (continued)

Dependent Variable — log(hourly pay) Coefficient
Occupation

Management occupations *
Business and financial operations occupations -0.063
Computer and mathematical science occupations 0.080
Architecture and engineering occupations 0.065
Life, physical, and social science occupations -0.067
Community and social service occupations -0221
Legal occupations -0.048
Education, training, and library occupations -0.193
Arts, design, entertainment, sports, and media occupations -0.090
Health-care practitioner and technical occupations —0.095
Health-care support occupations —0.163
Protective service occupations -0.094
Food preparation and serving-related occupations -0.521
Building and grounds cleaning and maintenance occupations -0.529
Personal care and service occupations -0.328
Sales and related occupations -0.259
Office and administrative support occupations -0.225
Farming, fishing, and forestry occupations —0.175
Construction and extraction occupations -0.166
Installation, maintenance, and repair occupations -0.101
Production occupations -0.151
Transportation and material moving occupations —0.167
Constant 2214
Total R-square

Number of observations: 275,086

* Omitted category

FEDERAL WORKERS PRIVATE-SECTOR WORKERS
Standard Standard

Error T-Statistic Coefficient Error T-Statistic
00180 -349 -0.056 0.0044585 —12.57
00186 4.28 0.113 0.0049735 2278
0.0204 3.19 0.048 0.0052238 9.12
0.0239 -2.82 -0.093 0.0099327 -9.33
0.0395 -5.58 -0435 0.0076735 —56.72
0.0279 -1.72 -0.030 0.008985 -3.34
0.0503 -3.84 -0.392 0.0066719 -58.79
0.0385 -2.34 -0.182 0.0076681 2373
0.0342 277 0.003 0.0047735 052
0.1051 —1.55 —-0.386 0.0059041 —65.46
00213 —4.44 -0451 00107457 42
0.1032 -5.05 -0.537 0.0052777 —101.66
0.0630 -84 -0475 0.0054186 —87.66
0.0668 —4.92 -0478 0.0076539 —62.39
0.0854 -3.03 -0.260 0.0041258 —6291

00190 —11.87 -0.292 0.0036034 -8l.11

0.0676 -2.59 -0497 00091839 -54.12
0.0366 —4.54 -0.134 0.0046805 2859
00281 -3.59 -0.161 0.0048703 -33
0.0359 422 -0.262 0.0040939 -64.06
0.0508 -3.28 —-0.338 0.0045737 —7398
0.1231 1799 2376 00164693 144.24

0423 R-square 0474

Note: The coefficients represent the marginal change in log hourly wages and are thus expressed in log points, not percentages. Log points can be converted to

percentages through the formula percent = ecosfficient_|

Source: Heritage Foundation calculations using data from the U.S. Department of Labor, Bureau of Labor Statistics, 2006-2009 Current Population Surveys.
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Table D2 shows the detailed Oaxaca decomposi-
tion of the contribution of observable characteristics
toward the explained and unexplained wage gap
between federal government and private-sector
employees. The contributions have been trans-
formed into percent changes. The coefficient for
each characteristic under the “explained difference”
shows the percent contribution that differences
in that characteristic make toward the overall
explained pay gap. The coefficient for characteristics
in the “unexplained difference” column show the
percent contribution that different returns to that
characteristic between the sectors make toward the
overall unexplained pay gap.

For example, the coefficient on high school edu-
cation or less is 1.048 in the explained column. This
means that the proportionally smaller numbers of
workers with at most a high school degree whom
the federal government employs raise the average
wages of federal employees by 4.8 percent. The total

24

explained pay gap of 28.5 percent is the product of
all the coefficients in the explained column.

In the unexplained column the coefficient on
high school educated workers is 1.040. This means
that the higher wages that the federal government
pays high school graduates raise the average wages
of federal employees by 4.0 percent relative to the
private sector. This difference in average wages
comes from the federal government paying high
school graduates more, and cannot be explained by
the federal government employing proportionally
fewer high school graduates. The total unexplained
difference in wages is the product of the coefficients
in the unexplained column.

Note that the age variables contribute far more
than any other variable to the unexplained federal
wage premium. This suggests that the guaranteed
job security and advancement up the General
Schedule for federal employees contributes signifi-
cantly to the federal pay premium.
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Decomposition of Explained and Unexplained Pay Gaps

EXPLAINED BY OBSERVABLE UNEXPLAINED PREMIUM WAGES,
CHARACTERISTICS BY CHARACTERISTICS
Percent Standard Percent Standard
Dependent Variable Difference Error T-Statistic Difference Error T-Statistic
Age
Age 1.285 0.0409 7.86 1.841 0.2954 38
Age squared 0.821 0.0247 —-6.54 0822 0.0601 -2.67
Year
2006 1.000 0.0002 054 0999 0.0036 -027
2007 1.000 0.0002 -0.09 1.001 0.0035 041
2008 1.000 0.0002 003 0997 0.0036 -094
2009 * *
Marital status
Widowed 1.000 0.0003 0.86 1.001 0.0005 145
Divorced 1.000 0.0003 032 1.004 00023 1.77
Separated 1.000 0.0004 -0.74 1.002 00013 142
Never married 1.002 00015 1.55 1.000 0.0045 -0.06
Married * *
Sex
Male 1001 0.0006 [11 0957 0.0099 —4.28
Interaction term — Married Man 1.001 00016 079 0989 0.0071 —1.6l
Education
High school degree or less 1.048 0.0087 5.62 1.040 00114 358
Associate’s degree 1.001 0.0010 126 0997 0.0021 —-1.38
Some college, no degree 1.000 00010 0.13 1.003 0.0028 091
Bachelor's degree * *
Master's degree 1.002 0.0024 092 1.001 0.0004 2.66
Ph.D. or professional degree 1.006 00018 3.36 1.000 0.0003 075
Race
White * *
Black 0995 00018 263 1.001 0.0006 |4
Asian 1.000 0.0003 —0.71 1.002 00017 1.35
American Indian 0998 0.0008 292 1.000 0.0002 1.72
Hispanic 1.000 0.0035 -0.06 1018 0.0056 322
Citizenship/Nativity
Native, born in the United States 0997 00134 -023 0957 00463 -091
Native, born in Puerto Rico 1.000 0.0001 —1.49 1.000 0.0000 093
Native, born abroad of American parents * *
Foreign born, US. citizen 1.002 00018 1.09 0993 0.0058 —I.15
Foreign born, not a citizen 1.007 00146 049 1.007 00162 04
Metropolitan area size
Non-metropolitan area 1.002 00015 143 1011 0.0058 1.97
100,000 to 249,999 residents 1.000 0.0001 0.19 1.005 0.0022 249
250,000 to 499,999 residents 1.000 0.0005 0.66 1.001 0.0028 047
500,000 to 999,999 residents 1.000 0.0004 —0.66 1.001 0.0028 055
| to 249 million residents 1.002 0.0015 142 0999 0.0057 —0.18
2.5 to 4.9 million residents 1.004 0.0077 0.5 1.001 00014 045
5 million + residents * *
* Omitted category
(continued on next page) Appendix Table D2 « CDA 10-05 & heritage.org
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Decomposition of Explained and Unexplained Pay Gaps (continued)

EXPLAINED BY OBSERVABLE UNEXPLAINED PREMIUM WAGES,
CHARACTERISTICS BY CHARACTERISTICS
Standard Standard
Dependent Variable Coefficient Error T-Statistic Coefficient Error T-Statistic
State
Alaska 0999 0.0005 -2.08 1.001 0.0002 423
Alabama 1.001 0.0008 1.06 1.000 0.0003 I.16
Arkansas 1.000 0.0008 034 1.000 00012 0.02
Arizona 1.000 0.0005 -079 1.002 00015 I.12
California 1.003 0.0030 1.02 0984 0.0060 -2.63
Colorado 1.000 0.0004 02 1.000 0.0006 -073
Connecticut 0999 00010 -0.74 0999 00012 -1.03
District of Columbia 0999 00019 -029 1.002 0.0009 212
Delaware 1.000 0.0001 —I 1.000 0.0002 0.6
Florida 1.001 00013 099 0997 0.0031 -09
Georgia 1.000 0.0005 078 1.001 00013 Il
Hawaii 0999 0.0005 —1.15 1.000 0.0001 1.81
lowa 1.001 0.0009 1.56 0998 00011 -1.83
Idaho 1.000 00001 -024 1.000 0.0002 -031
llinois 1.001 0.0025 048 0997 0.0034 -0.85
Indiana 1.000 00010 -029 1.000 00018 0.18
Kansas 1.001 0.0005 142 0999 0.0009 -1.49
Kentucky 1.000 0.0002 -048 1.000 0.0006 -049
Louisiana 1.002 00015 1.62 0997 00019 -1.78
Massachusetts 1.002 00012 1.32 0996 0.0020 22
Maryland 1011 0.0079 135 1.000 0.0032 -0.15
Maine 1.000 00001 126 0999 0.0003 -9
Michigan 0998 00013 -1.29 1.002 0.0021 1.09
Minnesota 1.002 00016 Il 0997 0.0021 —1.48
Missouri 1.000 00010 0.05 1.000 00018 025
Mississippi 1.000 0.0003 0.17 1.000 0.0003 0.56
Montana 1.000 0.0002 —1.95 1.000 0.0001 —2.06
North Carolina 1.002 0.0009 1.6 0997 0.0020 —1.65
North Dakota 1.000 0.0001 -1.57 1.000 0.0001 —1.48
Nebraska 1.000 0.0002 149 0999 0.0005 -1.92
New Hampshire 1.000 0.0002 0.15 1.000 0.0004 -1.21
New Jersey 1.000 0.0009 054 0997 0.0019 —-1.77
New Mexico 1.000 0.0005 044 1.000 0.0001 -0.14
Nevada 1.001 0.0005 211 0997 0.0009 -3.65
New York 1.003 0.0021 148 0992 0.0035 22
Ohio * *
Oklahoma 0999 00013 -0.83 1.000 0.0001 0.11
Oregon 1.001 0.0005 14 0998 0.0010 -1.99
Pennsylvania 1.000 0.0007 027 0999 0.0024 -042
Rhode Island 1.000 0000 -1.04 1.000 0.0002 142
South Carolina 1.001 0.0007 1.82 0997 00012 -2.18
South Dakota 1.000 0.0000 035 1.000 0.0001 0.82
Tennessee 1.000 0.0004 -0.74 1.001 0.001 | 131
Texas 1.001 0.0020 071 0997 0.0046 -056
Utah 0999 0.0009 -1.46 1.000 0.0002 0.39
Virginia 1010 0.0069 14 0999 0.0025 -058
Vermont 1.000 0.0000 0.13 1.000 0.0001 -043
Washington 1.000 0.0003 -0.69 0998 00011 -193
Wisconsin 1.004 0.0020 1.85 09%4 0.0024 233
West Virginia 1.000 0.0005 06 1.000 0.0001 0.6
Wyoming 1.000 00001 -09 1.000 0.0001 -39
* Omitted category
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Decomposition of Explained and Unexplained Pay Gaps (continued)

EXPLAINED BY OBSERVABLE UNEXPLAINED PREMIUM WAGES,
CHARACTERISTICS BY CHARACTERISTICS
Standard Standard
Dependent Variable Coefficient Error T-Statistic Coefficient Error T-Statistic
Occupation
Management occupations * *
Business and financial operations occupations 0994 0.0034 191 1.000 0.0008 0.37
Computer and mathematical science occupations 1.002 0.0019 122 1.000 0.0003 1.54
Architecture and engineering occupations 1.003 00014 1.96 1.000 0.0001 -0.66
Life, physical, and social science occupations 0998 0.0021 —0.86 0999 0.0009 —097
Community and social service occupations 1.000 0.0004 -0.08 1.002 0.0006 339
Legal occupations 0998 00018 -1.16 1.000 0.0006 0.62
Education, training, and library occupations 1.000 0.0007 -0.06 1.006 00015 38
Arts, design, entertainment, sports, and media occupations 1.000 0.0001 0.02 1.001 0.0006 223
Health-care practitioner and technical occupations 1.007 0.0024 276 0992 0.0030 —2.81
Health-care support occupations 0.999 0.0038 -0.29 1.009 0.0041 2.12
Protective service occupations 1.028 0.0050 576 0965 0.0028 —1203
Food preparation and serving related occupations 1014 0.0060 243 1.001 0.0065 0.15
Building and grounds cleaning and maintenance occupations 1011 0.0027 4.33 0997 0.0031 -0.85
Personal care and service occupations 1.002 00018 1.33 1.004 0.0020 222
Sales and related occupations 1.027 00178 151 1.000 00177 001
Office and administrative support occupations 0.995 00016 —343 1.007 0.0021 341
Farming, fishing, and forestry occupations 1.000 0.0004 -0.98 1.003 0.0008 4.17
Construction and extraction occupations 1011 0.0041 2.7 0996 0.0044 -0.88
Installation, maintenance, and repair occupations 1.000 0.0007 0.72 1.004 0.0017 2.08
Production occupations 1.003 0.0051 0.56 1019 0.0061 307
Transportation and material moving occupations 1.000 0.0055 -0.05 1.021 0.0064 336
Constant 0851 0.1056 -3
Total 1285 00324 997 i 1.220 00316 7.67

Number of observations: 275,086
* Omitted category

Note: These coefficients have been transformed into percent changes, i.e. the coefficient of 1.040 on the High School Degree or less variable in the unexplained
difference means that the unexplained difference in wages for high school educated workers in the federal government accounts for 4.0 percent of the total
unexplained difference in wages between the federal government and private sector. The total coefficients are the total percent difference in hourly wages that
are explained by observable characteristics or that remain unexplained. They are the products of the coefficients in each column.

Source: Heritage Foundation calculations using data from the U.S. Department of Labor; Bureau of Labor Statistics, 2006—2009 Current Population Surveys.
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APPENDIX E

ALL FEDERAL EMPLOYEES EXCEPT POSTAL WORKERS

This paper aims to explore differ-
ences in pay between workers in the
federal bureaucracy and those in the
private sector. The results on hourly
wages, employer contributions for
health premiums, and pension partic-
ipation presented in the body of the
text cover workers employed by the
federal government in the field of
public administration. However, not
all federal employees work in public
administration. The U.S. Postal Ser-
vice operates as a business that makes
either profits or losses and is not con-
sidered public administration. Other
positions in the federal government,
such as doctors and nurses in veter-
ans hospitals, similarly have little to
do with public administration and are
thus excluded from the estimated pay
premium for federal bureaucrats.

Table E1 presents the results of the
models used in Tables 3 through 5
on the broader universe of all work-
ers employed by the federal govern-
ment (except postal employees).
Appendix F shows the results for
postal employees.

Federal Hourly Pay Premium Under Alternative
Definition of Federal Employee

95% Confidence

Premium Interval T-Statistic
No Occupational Controls
/;vcet;arge federal pay relative to private 47% 45 6%_48.8% 7041
Difference explained ‘by‘ differences in 19.0% 16.4%-9 | 7% 1590
observable characteristics
Unexp‘\amed difference between federal 237% 90.7%-26.8% 170
and private-sector workers
Number of observations 278,686
Aggregate Occupational Controls
g—\evci;arge federal pay relative to private 472% 45.6%-48.8% 7032
Difference explained .by‘ differences in 243% 20.7%-27.9% 1462
observable characteristics
Unexplained difference between federal 18.5% 149%-222% 10.84
and private-sector workers
Number of observations 278,686
Occupations Common to Both Sectors
f\evcigarge federal pay relative to private 44.6% 49 7% 46.5% 56,19
Difference explained .by. differences in 22.9% 191%-26.8% 1296
observable characteristics
Unexp‘\amed difference between federal 176% 13.9%-21 5% 99
and private-sector workers
Number of observations 153,328

Sources: Heritage Foundation calculations based on data from the 2006-2009 Current
Population Surveys for full-time workers between the ages of 25 and 65. Calculations con-
trol for differences in age, education, marital status, race, gender; citizenship, state, year, and
size of metropolitan area. Middle and bottom sections include occupational controls. Unless
otherwise indicated, all values are statistically significant at the 99% level.

Appendix Table El « CDA 10-05 & heritage.org

28




THE HERITAGE CENTER FOR DATA ANALYSIS

Table E2 shows the results for
employer contributions for health
care and for pension participation.

Using this broader universe of fed-
eral employees shows a somewhat
smaller but still substantial hourly pay
premium for federal workers. Under
both definitions federal employees
have similar enhanced health care
contributions and odds of receiving
an employer pension.

Federal Health Benefits and Pensions Under
Alternative Definition of Federal Employee

95% Confidence
Premium Interval T-Statistic

Employer Contribution for Employee Health Benefits

Average federal contribution relative to

30.3% 28.5%-32.1% 379
private-sector employers
Difference explained vby. differences in 77% 5.6%-10.0% 72
observable characteristics
Unexp‘lamed difference between federal 20.9% 18.3%-23.6% 169
and private-sector workers
Number of observations 225,392

Difference in Federal Employees’ Odds of Participating in an Employer-Sponsored
Pension Plan

Federal odds of having an employer-

sponsored pension relative to private- 5.03% 4.63-547 380
sector workers

Difference in ddds explained by

observable characteristics 23% 05144 26
Unexplained difference in pension odds

between federal and private-sector 4.09% 3.43-4.88 15.7
workers

Number of observations 225,392

Sources: Heritage Foundation calculations based on data from the 2006-2009 March Cur-
rent Population Surveys for full-time workers between the ages of 25 and 65. Calculations
control for differences in age, education, marital status, race, gender, citizenship, state, year,
and size of metropolitan area. All values are statistically significant at the 99% level.
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APPENDIX F

THE U.S. POSTAL SERVICE

Unlike the rest of the federal gov-
ernment, the postal service offers a
service that it sells on the market,
albeit with a federal monopoly on
delivering first class mail. Postal
employees also perform very different
work than that of civil service employ-
ees. Table F1 presents the separate
results on hourly wages for postal
employees. Table F2 shows the results
for health care and pension benefits.

Postal employees earn more than
their observable attributes suggest
they should. Controlling for various
measures of occupation, and looking
only at the narrow slice of occupations
that exist in both the postal service
and private sector, postal employees
earn 15 percent to 20 percent more
per hour than comparable workers in
the private sector. Postal employees
receive substantially more employer
contributions to their health care
plans relative to the private sector (74
percent) than federal employees in
public administration (22 percent),
and have about the same increased
odds of enjoying an employer pro-
vided pension.

Hourly Pay Premium for Postal Employees

95% Confidence

Premium Interval T-Statistic
No Occupational Controls
Average postal service pay relative to 25.9% | 94-1 28 36.00
private sector
Difference explained vby. differences in 9.8% 5.7%14.0% 488
observable characteristics
Unexp‘lamed difference between federal 147% 102%19.4% 6.66
and private-sector workers
Number of observations 270,554
Aggregate Occupational Controls
Ayerage postal service pay relative to 95.9% 24.4%-97 5% 36.02
private sector
Difference explained ,by. differences in 46% 6 7%17.4% 077
observable characteristics
Unexp‘lamed difference between federal 203% 7 1%-35.2% 301
and private-sector workers
Number of observations 270,554
Occupations Common to Both Sectors
Average federal pay relative to private 21.8% 16.6%-27 2% 893
sector
Difference explained .bX differences in 38% 93%18.8% 054
observable characteristics
Unexp‘lalned difference between federal 17.49% 2 6%-34.3% 234
and private-sector workers
Number of observations 22,797

Note: The occupations common to both the U.S. Postal Service and the private sector are
those with at least 30 observations in each sector and consist of “managers, janitors and
building cleaners, sales representatives-services, first-line supervisors/managers of office and
administrative support workers, and driver/sales workers and truck drivers!”

Source: Heritage Foundation calculations based on data from the 2006-2009 Current
Population Survey for full-time workers between the ages of 25 and 65. Calculations con-
trol for differences in age, education, marital status, race, gender, citizenship, state, year, and
size metropolitan area. Middle and bottom sections include occupational controls. The dif-
ferences explained by observable characteristics are not statistically significant in the middle
and bottom sections. All other results are statistically significant at the 99% level, except for
the unexplained difference in the bottom section which is signifcant at the 98% level.
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Postal Employee Health Benefits and Pensions

95% Confidence
% Premium Interval T-Statistic

Employer Contribution for Employee Health Benefits
Average postal service contribution

. . 64.6% 60.69%—68.6% 40.3
relative to private-sector employers
Difference explained va differences in 945% 90.1%-99.0% oy
observable characteristics
Unexp.lamed difference between federal 742% 66.5%-82 3% 241
and private-sector workers
Number of observations 218,368

Difference in Postal Employees Odds of Participating in an Employer-Sponsored
Pension Plan

Federal odds of having an employer

sponsored pension relative to private 7.40 5.99-9.16 18.5
sector workers

Difference in odds explained by

observable characteristics 94 125-3.02 30
Unexplained difference in pension odds

between federal and private-sector 3.8l 2.49-5.84 6.2
workers

Number of observations 218,368

Source: Heritage Foundation calculations based on data from the 2006-2009 March Cur-
rent Population Surveys for full-time workers between the ages of 25 and 65. Calculations
control for differences in age, education, marital status, race, gender, citizenship, state, year,
and metropolitan area. All values are statistically significant at the 99% level except for

the health care contribution differences explained by observable characteristics, which is
significant at the 97% level. See Appendix F for details.
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APPENDIX G
IMPUTED EARNINGS

Some individuals decline to answer questions the
government asks in the Current Population Survey.
Earnings are a particularly sensitive topic: Roughly
30 percent of those surveyed by the CPS refuse to
report how much they earn each week. Rather than
dropping these individuals from the survey alto-
gether, the statisticians who produce the CPS keep
them in the sample. They deal with the missing
questions by “imputing” values to them—assigning
to that household earnings of demographically sim-
ilar households. In many cases using all the obser-
vations in the CPS—including those with imputed
earnings—provides more accurate results. How-
ever, the CPS ignores a number of variables when
determining demographically similar households
for the purposes of imputing weekly earnings. In
particular, it does not account for either labor union
status or whether the government or private sector

employs that individual. In effect, approximately 30
percent of the earnings observations that are labeled
as union members or federal employees in the data
actually have the earnings of non-union or private-
sector workers.

Averaging the earnings of 70 percent of workers
who work for the federal government and earn
above-market wages with the 30 percent that do
not, naturally lowers the average estimated wage
premium. Recent research suggests that this imparts
a substantial downward bias in estimates of both
union wage premiums and in the public-sector
wage premium.>> To avoid this bias, this report
drops observations with imputed weekly earnings.
Including observations with allocated weekly earn-
ings would lower the estimated federal wage pre-
mium by roughly 30 percent.

35. Hirsch and Schumacher, “Match Bias in Wage Gap Estimates Due to Earnings Imputation.”
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APPENDIX H
TOTAL COMPENSATION PREMIUM

The estimates of federal benefit payments and
total compensation come from analysis of data pro-
vided by the Bureau of Economic Analysis (BEA),
National Income and Product Accounts, Tables
6.2D, 6.3D, and 6.5D. The BEA estimates total wage
and salary disbursements, total compensation, and
the number of full-time equivalent employees by
industry.  Non-cash  compensation  includes
employer contributions for health insurance, life
insurance, retirement benefits, and social insurance
payments (i.e., the employer share of Social Security
taxes). It excludes some benefits, such as the value
of paid leave and student loan repayments.

The average private-sector wage, benefit, and
total compensation estimates come from dividing
these aggregate figures for the private sector by the
number of full-time equivalent employees in the
private sector. Two factors complicate similar esti-
mates for federal employees.

First, the BEA does not distinguish between fed-
eral public administration workers and other fed-
eral employees. The most detailed BEA federal
classification is “general government, civilian
employees,” which excludes workers in govern-
ment-sponsored enterprises (i.e., the postal service)
but covers all other civilian federal workers. Conse-
quently, it is not possible to estimate the compensa-
tion of workers in just the federal bureaucracy. It
can only be calculated for civilian federal employees
outside government enterprises like the postal ser-
vice; thus BEA figures include workers in both the
federal bureaucracy and other federal employees,
such as doctors and nurses at veterans hospitals.

Second, the BEA compensation figures include
payments to now-retired personnel. The federal
government shifted from the Civil Service Retire-
ment System (CSRS) to the Federal Employees
Retirement System (FERS) in the 1980s. The CSRS
was a pay-as-you-go system with large unfunded-
benefit obligations.>® The federal government
makes sizeable payments each year to amortize the
cost of promised but unfunded benefits for now-
retired personnel, and the BEA includes these pay-
ments in its total compensation estimates. Since

these payments provide no benefit to current fed-
eral employees, including them in the estimates of
compensation per worker would be misleading.

The BEA does not report directly the portion of
federal compensation that comes from these pay-
ments to former personnel. The author estimated
these payments using a methodology that BEA staff
indicated closely approximated their figures. The
author used data on payments to former personnel
from the Office of Personnel Management. These
figures covered all federal civilian employees, both
those in general government and those in govern-
ment-sponsored enterprises. These total payments
were multiplied by the ratio of wage disbursements
for general federal employees to disbursements for
all federal civilian employees from the BEA National
Income and Product Accounting (NTPA) accounts.
This yielded the estimated benefits payments going
to former employees in the general federal civilian
sector. These payments totaled approximately $15
billion in 2008.

The total compensation figures in Table 2 are cal-
culated by subtracting these estimated payments
from the NIPA estimates of total compensation for
general federal civilian workers. The remaining
compensation was then divided by the number of
full-time equivalent workers in that sector. These
figures were adjusted for inflation using the
Chained Consumer Price Index and averaged across
2006, 2007, and 2008. The figures show compen-
sation for the average federal employee 85 percent
above that of the average private-sector worker.

The author then estimated the share of this federal
compensation premium explained by observable
characteristics and the portion remaining unex-
plained by factors other than working for the federal
government. He did so by assuming that total com-
pensation follows the same proportionate decompo-
sition into explained and unexplained premiums
that cash earnings do. This is a strong assumption
that is almost certainly not true—however, as Tables
8,9, and E.2 demonstrate, observable characteristics
account for a smaller portion of the federal advan-
tage in benefits than they do cash earnings. As a

36. FERS invests funds to cover the cost of future benefit payments. However, FERS funds are invested solely in federal Trea-
sury Bonds. Consequently, FERS is effectively funded as a pay-as-you-go system as well.
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result, this assumption will understate the actual
federal advantage and provides a lower-bound esti-
mate on the average federal premium.

Because the most detailed BEA classification is
“civilian employees in the general federal govern-
ment,” this is the most detailed level for which it
is possible to estimate the total compensation
premium. It is not possible to examine only the
workers in the federal bureaucracy (public adminis-
tration). The estimates reported in Table 10 were
consequently calculated using the decompositions
for federal employees using the models reported in
Appendix E, Table E.1. Federal employees in the
annual income regressions were again defined as all
civilian federal workers outside the postal service
and not the narrower category of workers in public
administration.

Applying the explained/unexplained decomposi-
tion proceeded as follows: The overall federal com-
pensation premium is 84.8 percent, or 0.614 log
points. The ratio of the unexplained to the total fed-
eral premium (in log points) from the Oaxaca
decompositions was applied to this figure to yield
the total unexplained compensation difference. To
illustrate these calculations consider the estimate in
Table E.1 using broad occupational controls. The
total difference in wages between federal employees
and private-sector workers from this model is
0.3866 log points.>” Of that difference, 0.2171 log
points were explained by observable characteristics
and 0.1695 remained unexplained. So, observable
characteristics do not explain 43.8 percent of the
log-point difference in hourly pay. Multiplying the
overall compensation premium of 0.614 log points
by 43.8 percent yields an unexplained compensa-
tion premium of 0.2691 log points—30.9 percent.

To calculate the taxpayer savings from reducing
federal pay to market rates, the author used the low-
est estimate from Table 10 of a 30.9 percent federal

compensation premium. He estimated federal com-
pensation costs for FY 2011 if civilian federal com-
pensation was reduced by this amount.®® The
author then added to this adjusted compensation
figure the cost of amortized promised future bene-
fits for employees currently in the Civil Service
Retirement System—3$10.5 billion in FY 2011. The
government is contractually obligated to pay these
benefits, so they should not be considered potential
savings. This calculation yielded adjusted federal
compensation costs of $197 billion in FY 2011, rep-
resenting taxpayer savings of $47 billion.

These figures include the cost of compensation
for employees in the executive, legislative, and judi-
cial branches and excludes the postal service. The
author used budget figures from the Office of Man-
agement and Budget (OMB) for the payroll costs of
the federal workforce because the BEA data ends in
2008. Note: The OMB accounts for federal compen-
sation slightly differently than does the Bureau of
Economic Analysis. For details on differences
between the NIPA accounting and budgetary
accounting, see Office of Management and Budget,
Analytical Perspectives: Budget of the U.S. Government,
Fiscal Year 2011, Chapter 28, National Income and
Product Accounts, at http://www.whitehouse.gov/omb/
budget/fy2011/assets/spec.pdf (June 25, 2010).

Because of the uncertainty in estimating the over-
all federal compensation premium and because of
the differences between OMB accounting and the
NIPA figures used to calculate overcompensation,
the estimated taxpayer savings should not be
treated as a precise estimate. It is unlikely that the
taxpayers would save exactly $47 billion if Congress
reduced federal pay to market rates. The taxpayer
savings could easily range from $40 billion to $60
billion. The $47 billion figure shows the approxi-
mate magnitude of the savings to taxpayers and
does not represent a precise accounting measure.

37. The formula for converting log point estimates B into percentages is eP_ 1. Also note that e

reported in Table E1.

0.3866 _ 1 =47.2 percent, as

38. $244 billion in total compensation / 1.309 percent federal premium = $186.5 billion in federal compensation, $57.5

billion below the actual FY 2011 costs.
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APPENDIX I
2010 GENERAL SCHEDULE FOR WORKERS
IN THE “REST OF THE UNITED STATES”

Annual Salary

Grade Step | Step 2 Step 3 Step 4 Step 5 Step 6 Step 7 Step 8 Step 9 Step 10
| $20,324 $21,003 $21,679 $22,351 $23,027 $23,424 $24,092 $24,766 $24,792 $25,422
2 $22,851 $23,395 $24,151 $24,792 $25,071 $25,808 $26,546 $27,283 $28,021 $28,758
3 $24,933 $25,764 $26,595 $27,426 $28,257 $29,088 $29,919 $30,750 $31,581 $32,412
4 $27,990 $28922 $29,855 $30,788 $31,720 $32,653 $33,586 $34,519 $35451 $36,384
5 $31,315 $32,359 $33,402 $34,445 $35,489 $36,532 $37,576 $38,619 $39,663 $40,706
6 $34,907 $36,070 $37,233 $38,397 $39,560 $40,723 $41,886 $43,050 $44,213 $45,376
7 $38,790 $40,084 $41,377 $42,67 | $43,964 $45,258 $46,551 $47,844 $49,138 $50,43 1
8 $42,960 $44,391 $45,823 $47,254 $48,686 $50,117 $51,549 $52,981 $54,412 $55,844
9 $47,448 $49,029 $50,61 | $52,192 $53,773 $55,354 $56,935 $58516 $60,097 $61,678
10 $52,252 $53,994 $55,736 $57,478 $59,221 $60,963 $62,705 $64,447 $66,189 $67,931
Il $57,408 $59,321 $61,234 $63,148 $65,061 $66,974 $68,888 $70,801 $72,714 $74,628
12 $68,809 $71,102 $73,396 $75,689 $77,983 $80,276 $82,570 $84,863 $87,157 $89,450
I3 $81,823 $84,550 $87,278 $90,005 $92,732 $95,459 $98,187 $100,9 14 $103,641 $106,369
14 $96,690 $99,913 $103,136 $106,358 $109,581 $112,804 $116,027 $119,249 $122,472 $125,695
I5 $113,735 $117,527 $121,318 $125,109 $128,900 $132,692 $136,483 $140,274 $144,065 $147,857
Hourly Pay

Grade Step | Step 2 Step 3 Step 4 Step 5 Step 6 Step 7 Step 8 Step 9 Step 10
| $9.74 $10.06 $10.39 $10.71 $11.03 $11.22 $11.54 $11.87 $11.88 $12.18
2 $10.95 $11.21 $11.57 $11.88 $12.0I $12.37 $12.72 $13.07 $13.43 $13.78
3 $11.95 $12.34 $12.74 $13.14 $13.54 $13.94 $14.34 $14.73 $15.13 $15.53
4 $1341 $13.86 $14.31 $14.75 $15.20 $15.65 $16.09 $16.54 $16.99 $17.43
5 $15.00 $1551 $16.00 $16.50 $17.00 $17.50 $18.00 $18.50 $19.00 $19.50
6 $16.73 $17.28 $17.84 $18.40 $18.96 $19.51 $20.07 $20.63 $21.18 $21.74
7 $18.59 $19.21 $19.83 $20.45 $21.07 $21.69 $22.31 $22.92 $23.54 $24.16
8 $20.58 $21.27 $21.96 $22.64 $23.33 $24.01 $24.70 $25.39 $26.07 $26.76
9 $22.74 $23.49 $24.25 $25.01 $25.77 $26.52 $27.28 $28.04 $28.80 $29.55
10 $25.04 $25.87 $26.71 $27.54 $28.38 $29.21 $30.05 $30.88 $31.71 $32.55
Il $27.51 $28.42 $29.34 $30.26 $31.17 $32.09 $33.01 $33.92 $34.84 $35.76
12 $32.97 $34.07 $35.17 $36.27 $37.37 $38.46 $39.56 $40.66 $41.76 $42.86
I3 $39.21 $40.51 $41.82 $43.13 $44.43 $45.74 $47.05 $48.35 $49.66 $50.97
14 $46.33 $47.87 $49.42 $50.96 $52.51 $54.05 $55.60 $57.14 $58.68 $60.23
I5 $54.50 $56.31 $58.13 $59.95 $61.76 $63.58 $65.40 $67.21 $69.03 $70.85

Source: U.S. Office of Personnel Management, 2010 General Schedule Locality Pay Tables, at http://www.opm.gov/ocal | Otables/indexGS.asp (June 17,2010).
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