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OFFICE OF THE SECRETARY OF DEFENSE
WASHINGTON, D.C. 20301 5 SEP 1867

MEMORANDUM FOR THE SECRETARY OF DEFENSE
SUBJECT: Summary of First Quadrennial Pay Study

As you know, Title 37, U,S. Code, Section 1008b, required the
\ President to begin a quadrennial structural review of military com-
pensation not later than January 1, 1967, and to submit a detailed
report of the results to the Congress. In accordance with your
direction, the Military Compensation Policy Board was convened in
December 1966 to conduct the first Quadrennial Review of Military
Compensation. We have held twenty meetings to date, and directed
our staff to analyze and study all aspects of military compensation.
This was done over and beyond the previous work of the staff, which
has been conducting research and analysis since March 1966. Through-
out our deliberations, we have benefited by the advice and support of
the Bureau of the Budget and the Civil Service Commission. We re-
} viewed and discussed each topic in considerable depth. The product
of our efforts is summarized in the attached report we are submitting

to you. This report, we feel, satisfies your guidance to the effect
that:

- it provides fairness and equity to the military individual,
the Government, and the taxpayer; and

- it should assist in attracting, retaining and moclvating
into the career force the kinds and numbers of personnel
the uniformed services need.

We believe that this report, if approved, will have a significantly
benzfirial effect on the entire military manpower position of the
’ Department of Defense. Although individually we may have reservations
’ ’ about some details, as members of the Military Compensation Policy
Board we strongly endorse the report and recommend vour favorable
consideration.

) It is essential to recognize that what is recommended here is the

most fundamental change ever proposed in the military compensation
gsystem, To be successful in our presentations to the Congress, to the
military themselves, and to the public generally, we believe it vital
to carefully prepare communications which explain the proposals to all
) groups. Such information, planned even at this early date, will be of
fundamental importance to the attainment of the prospective benefits.
Within the military, changes will be required in the methods of ex-
plaining the advantages of making a career decision and thus all levels
throughout the force must have an in-depth understanding of these
proposals.

Attachment a/s

| = -



XV

/L Sy “\.

I v~ed D, .[" S |

THOMAS D, MORRIS

Assistant Secretary of Defense

(Manpower)
Chairman
‘il )ﬁw,{n/V/ %72 éﬁb(
'{ \ DAVID E. MCGIFFERT J CHARLES F, BAIRD
Under Secretary of the Army Under Secretary of tne Navy

e A e
NORMAN S. PAUL ROGERIW JONES

Under Secretary of the Air Force Special A551stant to the Director,
Bureau gf uvhe Budget

J ]
/. : )

/ ! ' /' i/
PN S (1)) Ve C

B, J. gPMES, JR. HORACE M. WADE
Vice Adhiral, U. S, Na Lieutenant General, U, S. Air ’orce

I of Naval Operations Deputy Chief of Staff, Personnel
& Naval Reserve)

[ At )

. ALZERY O, CONNOR ARTHUR W, ALLEN
Lieutenant General, U, 5. Army Deputy Under Secretvary of thg Army
Deputy Chief of Staff for Personnel (Marpower)

L

/( it [ ‘,‘U,/" | ﬁu«.ﬁm S " Thuren

( EUGE\:E T, FERRARO RANDOLPH s DRIVER
Deputy Under Secretary of thne Deputy Unuer Secretary of the Navy
Air Force (Manpower) (Manpower )

Major General, U. S, Marine Corps
Assistant Chief of Staff G-1




5-1

SUMMARY OF FIRST QUADRENNIAL PAY STUDY

BACKGROUND
A quadrennial review of the military pay s:ructure is required by law,

The current study was begun in March 1966 by an Interservice Task
Force headed by Rear Admiral L. E. Hubbell, sunplemented by outside
consultants. Every finding of the study has been reviewed and voted
upon by a Military Compensation Policy Board composed of Assistant
Secretaries of Defense (Manpower and Comptroller), principal service
officials (Under Secretaries, Deputy Under Secretaries, Deputy Chiefs
of Staff (Persomnel)), and the Special Assistant to the Director,
Bureau of the Budget. Bureau of the Budget and the Civil Service
Commission have provided technical help.

fact finding has inciuded:

- Survey of civilian occupations held by 280,000 Ready Reservists with
more than two years of active service.

- Coliection of Bureau of Census data on earnings in 88 civilian
occupations.

- Survey of occupations and earnings of 100,000 retirees.

- 5% sample of active duty pay records to establish typical earnings
based on length of service and dependency status.

- Comparison (performed by Budget Bureau ind Civil Service Commission
experts) of enlisted and officer grades with blue collar and Class
Act grades based on duties and responsibilities.

This is without a doubt the most comprehensive and factual study of
military pay ever undertaken.

FINDINGS WITH RESPECT TO NONCAREER ENLISTED FORCE (E-1, E-2, E-3, and
E-4 with between 2 and &4 years of service whose total active service

commitment is less than 6 years)

The noncareer enlisted force (522 of all personnel) is appropriately
compensated both in method and amounts. 802 serve but one term;

84% are single; the average age 1s 20. We recommend the following
pay and promotion policies in this part of the force:

- RECOMMENDATION NO. 1:

a. That the average residual income{l] of all military noncaree:x

(1]

Residual Income is the cash left after providing for tood, housing,

cloghing, medical care and taxes. For the ninimum wage earner this
is §$984,




§-2 '

members exceed that of the civilian minimum wage earner and
that the average residual income for the normal noncareer
member exceed that of the single male high school graduate

of the same age employed full time in the civilian economy
over the same period. This will insure that military service
imposes no net economic penalty.

b. That the maximum promction time for fully qualified personnel
shall be four months' active service to E-2 and 12 months'
B active service to E-3 so as to insure an earnings stream that
will meet the second standard above.

c. That Dependents Assistance Allowances be continued as a
supplemental paywent to the 162 who have dependents.

® We have determired that after the pay increase recommended for October
1, 1967, the residual income standard will be met as shown below:

Residual Income
Civilian High

\ Years of Service Age Military School Graduate
1 19 $1,202 $1,198
2 20 1,522 1,296
3 21 1,985 1,393
4 22 2,403 1,471
Cumulative $7,112 $5,358

- RECOMMENDATION NO, 2: For the future, it is recommended that
noncarser compensation be adjusted annually. The annual adjust-
ment should be the average increase in career force salaries
awarded to keep career force salaries abreast of changes in
private sector salaries as derived from the annual BLS salary
survey.[l] The Dependents Assistance Act allowances should be :
; maintained as a separate payment and kept in alignment with
P ’ movements in the rent component of the Consumer Price Index. [2]

- The one exception to the above 1s recommended for men reaching
grade E-4 between two and four years, whose total active service

) commitment is six years or more. These will be called "career-
committed" men. They may become career-committed at the two-year

' point or later. At the time of their commitment, they should be
advanced to a new pay table conformed to the new "parity salary”
which will be discussed later. The rezular enlistment bonus will

{ be discontinued, with the money now being spent on it ($179 million

[1] National Survey of Professional, Administration, Technical, and
Clerical Pay, U.S. Dept. of Labor, Bureau of Labor Statistics. (Annually)

{2] DAA rates proposed for October 1, 1967, are adequate to match the
averege rental expenses of civilian families in the same income class.
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in FY 1968) going to finance the payment of career salaries
to these career~committed people with less than four years
of pay service.

FINDINGS AFFETTING THE CAREER FORCE ("Career-committed" E-4's, all E-4's
over 4 and sbove, and all officers)

® A basic overhaul in compensation for this group i1s needed.

o The key problem, discussed by every study of the subject during the
past ten years, is the mid-range experience deficit:

~ Overages exist in the O to 3 year group; significant deficits exist
in the 4 to 14 year group. These imbalances were as follows on
June 30, 1965:

Completed Officer Enlisted
Years of Service Overage/Deficit Overage/Deficit
0-3 +50% +147%

4-14 -25% -28%

15 & above - +50%

® While this mid-range experience deficit is most apparent in fields
such as doctors, lawyers, pilots--it is a problem in most officer
grades and in technical enlisted skills. It reduces effectiveness
as junior people are used to fill in middle level jobs and it in-
creases costs because of excessive turnover.

® Compensation is a major cause of the problem. Military personnel
lack confidence in the present pay system becaus=z:

It is8 complex and confusing.
- It does not reward men equitably.

- it cannot be compared and aujusted objectively in relation to trends
in civilian earmings.

FIRST PROBLEM: CAREER COMPENSATION IS COMPIEX AND CONFUSING

o There are 26 separate elements making up military pay as shown in
Exhibit 1. It is doubtful that as many as 1% of the officer and
enlisted men know how to compute the value of these compensation
elements. Those who can have no way of comparing their earnings
with those of the civil servant alongside of whom they work, or
with a counterpart in civilian life.
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ITEMS THAT HAVE BEEN TREATED AS COMPENSATION

Exhibit 1

($ Million, FY 1968, including proposed 1 Oct 67 increases)

Special &

Salary. . .$16,707.0 { Premium Pays. ., . . . §1,370.4
Basic Pay . . . 11,431.9 Hostile Fire. . . . N/A
Quarters. . . . . . . . 2,663.7 Incentive Pay:

Subsistence , . . . . . 1,750.4 Hazardous Duty. 397.7
Tax Advantage . 861.0 Diving. . . . . . 3 3.7
Sea & Certain Places. 149.4
(Imputed retirement contribu- Reenlistment Bonus: 272.7
tion of $533.2 is sometimes Normal . ., . 178.5
used in making certain Variable . . 94.2
comparisons.) Proficiency Pay: 147.9
Specialty. . 129.2
Sup. Perf. . 18.7
Special Pay to Medical
Personnel . c 42.5
Separation Pays . . . 356.5

Supplemental Noncompensation

Benefits. .+ .85 3,722.3 | Personnel Costs . . . . 874.1
Current Year Retire- Clothing Issues &

ment Accrual, . 2,502.2 Allowances, . . . ., 445.9
Dependents Indemnity Personal Money
Compensaticn. . . . . 130.5 Allowance . 0.2
Death Gratuity. . . . . 3.1 Family Separation
Social Security , . 469.3 Allowance ., , . 128.2
Medical Care. . . . . . 441.0 Dislocation Allowance 66.7
Commissary & Exchange . 110.2 Overseas Station '
Morigage Insurance. . . 5.4 Allowance . , 142.9
UInemployment Burial Costs. 10.0
Compensation. . . . . 29.6 SGLI (extra hazard
premium), 80.2
TOTAL MILITARY COMPENSATION: $21,799.7
Exhibit 1
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o A Louis Harris survey for the Navy asked officer and enlisted personnel
who had completed au initial tour and who were potential careerists
to estimate their military earnings. They consistently underestimated
military earnings throughout a career by 10%Z to 247,

o We asked banks and finance companies how they valued military com-
pensation for lending purposes. We found that they underestimated
actual salaries as follows: 50Z for an E-3; 347 for an 0-1; 13Z for
an E-7; and 4% for an 0-6.

; - RECOMMENDATION NO. 3: The military counterpart of civilian salary
should be identified and displayed as the "military salary." This
salary should include (1) basic pay, (2) quarters and subsistence
allowances, (3) tax advantage (resulting from nontaxable allowances),
and (4) the imputed retirement contribution.

¢
e The second reason why military pay is undervalued is the numerous ways
in which it is received. Unlike the civilian, most of whose compensa-
tion is in taxable cash, less than 60% of the military compensation

L is in taxable cash:
b
Military Compensation
Method of Payment Per Cent of Total
® Taxable cashe.esesccescssocesesocossossansonee 58.8%
b e Nontaxable cash allowanceS....eseeveessosssese 11.5
e Allowances in kind, nontaxable..cceeeeeccccsse 8.7
# N e Savings (medical, tax advantage, €tCe).ee.eos 9.5
' e Deferred compensation (Retirement
’.f’ accruals, not now vested)..eeeeeeeeeeeconaes 11.5
L TOTAL 100,07

® This leads to the fourth recommendation:

~ RECOMMENDATION NO. 4: A career force member should be fully paid
] in taxable cash just as a civilian is. He would then pay his
full taxes. pay either in cash or by a payroll deducticn, for any
subsistence and housing furnished by the Government, except for

r housing furnished when he is in the field or on shipboard. Like
the civil servant, he would contribute 6 1/2% of his salary te
his retirement account and would have a vested equity in this
contribution. (Exhibit 2 summarizes the values that would accrue
to the member and the Government costs of the vesting provision.)
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Exhibit 2

EXAMPLES OF INDIVIDUAL RETIREMENT CONTRIBUTIONS

AND ACCUMULATED RETIREMENT FUND[1]

OFFICER

ENLISTED

Year End Year End
Year of Annual Accumulated Annual Accumulated
Active Retirement Retirement Retirement Retirement
Service Contribution Balance Contribution Balance
1 $ 524 $ 524 $ 0 ] 0]
2 555 1,079 0 0
3 579 1,658 238 238
4 649 2,307 331 569
5 695 3,002 368 937
6 719 3,721 380 1,317
7 747 4,468 396 1,713
8 750 5,218 404 2,117
9 766 5,984 421 2,538
10 794 6,778 425 2,963
11 828 7,606 438 3,401
12 824 8,430 441 3,842
13 845 9,275 451 4,293
14 854 10,129 457 4,750
15 880 11,009 466 5,216
16 899 11,908 478 5,694
17 965 12,873 485 6,179
18 560 13,833 496 6,675
19 1,014 14,847 515 7,190
20 1,064 15,911 524 7,714

[1] Con~ribution equals 6.5% of 1967 Parity Salary

Annual Payout Costs:

Level Annual Premium:

lst year:
5th year:
36th year:

$§ 25.7 million
$159.9 million
$207.1 million

$179.8 million

Exhibit 2
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SECOND PROBLEM: MILITARY SALARIES DO NOT NOW REWARD CAREER MEN EQUITABLY

e Only 60¢ out of the military salary dollar is related to services
performed. The remainder is determined by dependency status, whether
the member is provided his allowances in kind or draws them in cash,
and vhether he stays to collect retirement.

- For example, an E-5 (sergeant) with eight years of service receives
a salary in the following range:

. Bachelor living on base...cceeeevnnnsvsessss 94,630
Bachelor living off bas€..c.ececesevsnnnsese 5,395
Married man living off base....coccevenesese 5,842
Married man in Government quarterS.......... 06,247

e Allowances bear little relationship to actual costs, and have been
adjusted only sporadically for many years.

- Only three adjustwents have been made in quarters allowances since
1946 versus 10 basic pay adjustments.,

| ' ~ Subsistence allowances for officers ($47.88 month) were last
adjusted in 1952,

- The family living off base spends substantially more than the
BAQ for housing. The one-third of our career families who can
be housed on base forfeit only the BAQ and are generally subsi-
dized compared to those who live off base.

e The imputed retirement contribution is considered to be a part of
total salary for all members for the purpose of setting basic pay.
However, only a minority of the force (462 of career enlisted men
and 187 of officers will retire) ever realize any benefit in return
for this deduction. Hence, it discourages mid-length careers and
does not become a positive incentive factor for retention until
about the eighth year. Then it tends to lock people in the system
until they retire--most at the 20-year point.

- RECOMMENDATION NO. 5: The same salary should be paid to all career
} personnel of the same grade and years of service without regard
D to dependency status or quarters occupancy status. The retirement
contribution should be vested to the member and withdrawable upon
termination of active duty short of retirement.[1]

[1] Unless the member transfers to a reserve component and therevny
retains his potential eligibility for military retirement, in
which case the vested contribution would he withdrawable only
when potential retirement eligibility was teiminated.




THIRD PROBLEM: CAN AN OBJECTIVE SYSTEM BE DEVISED TO KEEP MILITARY

SALARIES IN ALIGNMENT WITH CHANGES IN CIVILIAN EARNINGS?

Part of the answer has been furnished by the President's commitments
in his April 5, 1967 pay message. He said that military personnel
should be compensated on a scale comparable to civil servants and
that, in the future, military salaries should increase as civll
service salaries are increased.

- The latter policy has been the basis for across-the-board
adjustments in 1966 and 1967.

- The President has proposed two additional civil service pay raises
in 1968 and 1969 (estimated at about 4.4% and 7.47% respectively)
to bring civil service zalaries into full comparability with
private enterprise, based on annual BLS surveys.

The next question is whether military salaries (as defined above)
are now at "parity"” with civil service salaries to conform to the
President’s firs’ policy.

- A related question 1s whether across-the-board pay increases in
all grade and ranks are proper--or whether differential pay
increases by grade (such as now provided in the civil service)
are more appropriate to conform to trends in the private sector.

To answer these questions, two independent studies were made of
military versus civilian salary levels. Both revealed a significant
gap today between military and civilian salaries.

FIRST TEST OF SALARY PARITY: CIVILIAN EARNINGS OF FORMER SERVICEMEN

The occupations of 280,000 reservists were obtained and analyzed by
education, years of work experience and military occupational back-
ground. Earnings of civilians by these same characteristics were
collected from the Bureau of Censcus,

This permitted for each of the 409 military occupations (enlisted
and officer) a determination of the average earnings of their
civilian counterparts with similar education and years of work
experience.

This, in turn, made it possible to derive the average salary for
each enlisted and officer grade (E-4 through 0-8) required to
match the average earnings of civilian counterparts. This is the
salary required for full comparability by this test. To compare
it to civil service salaries it was reduced at each grade by the
percentage lag which exists at that grade today between the civil
service and private enterprise (7.2% overall). This produced a
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"parity salary' for each grade required to match civil service.

o The resulting analysis shows that on October 1, 1967--after the
presently proposed pay adjustment of $822 million--militury salaries
will lag the "parity salaries” comruted under this test by $925
million--a net lag of 6,92 in military career force salaries behind
civil service. Exhibit 3 shows the detailed computations.

TEST NUMBER 2: APPLICATION OF FEDERAL SALARY COMPARARILITY PROCESS
TO MILITARY GRADES

e Independent of the above analysis, a team of Budget Bureau and
| Civil Service experts applied to the military grades the same tech-
niques they used to link the Foreign Service and Postal Field Service
pay structures to the Classification Act structure. The key to this
technique is a standardized and systematic job evaluation of a large
number of positions in the two systems to find grades that correspond
on the basis of work requirements, such as FS50-8 and GS-7, PFS-4
and GS-53, etc.

* The group analyzed job descriptions of 60% of the 0-8 grade, 90% of

| the 0-1 grade, and specialties accounting for 832 of the E-3 grade.
They found that the valid linkage points could be established as
follmws:

- 0-8 with GS-18; 0-1 with GS-7; E-3 with GS-3 for white collar
jobs and Wage Board 5 for blue collar jobs.

< They further established that the typical E-8 and the typical
0-2 should be paid the same salaries, then developed rates for
other grades based on internal work relationships among military
grades. Supplemental analyses of pay grades E-7 and 0-5 confirmed
" the validity of these results.

o Based on the payline derived from this test, the lag between military
* / parity and civil service salaries was priced at $824 million after

' October 1, 1967, military and civilian raises--a net lag of 6.22 in
military career force salaries behind parity with civil service.
Exhibit 4 shows the detailed compu:ations.

) e The close correspondence of results from the two independent tests
gives the Board added confidence in their validity.

- RECOMMENDATION NO. 6: The Military Compensation Policy Board
recommends that the Federal Comparability Process linking pay

+ grades 0-8 to GS-18, 0-1 to GS-7, and E-3 to GS-3 and WB-5 be

adopted as the basis for setting military career salaries. This

will insure a common salary policy throughout the Federal
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Exhibit 3

MILITARY CAREER FORCE LAG BEHIND COHORT PARITY

Average Salary
Required for

Adjusted
Average

Pay Parity with 1 October 1967 Difference  Amount of Lag
Grade Cohort Military Salary[l] § % ($ Million)
. 0-10 $40,138 $35,614 $4,524 11.3% $ 0.2
0-9 34,602 31,070 3,532 10.2 0.4
0-8 29,324 27,151 2,173 7.4 1.1
0-7 28,559 23,562 4,997 17.5 3.3
0-6 24,287 19,724 4,563 18.8 78.3
0-5 19,759 16,670 3,089 15.6 127.
0-4 15,201 13,736 1,465 9.6 101.7
0-3 11,188 11,403 =215 -1.9 -23.8
0-2 8,353 8,852 -499 -6.0 -29.4
0-1 7,700 6,615 1,085 14.1 78.1
* Comm Off $12,435 $11,528 $ 907 7.3% $337.3
W-4 $15,473 $12,904 $§2,569 16.6% $ 10.8
W-3 11,836 10,887 949 8.0 3.3
W-2 10,151 9,310 841 8.3 6.2
W-1 8,459 8,217 242 2.9 2.4
Warr Off 610,595 $ 9,694 $ 901 8.5% $ 22.7
All 0ff S12,319 $11,412 $ 907 7.4% $360.0
* E-9 $12,050 $10,633 $1,417 11.8% $ 23,2
E-8 9,670 9,301 369 3.8 15.7
E-7 8,112 8,191 =79 -1.0 ~11.4
/ E-6 7,271 7,134 137 1.9 38.5
/ E-5 6,552 5,918 634 9.7 318.1
E-4 5,830 5,123 707  12.1 181.0
Career EM $ 6,927 S 6,472 $ 455 6,6% $565.1
Y TOTAL §925.1

[1] Proposed 1 October 1967 regular military compensa:ion rates

} adjusted to reflect imputed retirement credit of 6%% of salary,
where salary equals regular military compensation plus retire-
ment contribution (salary = regular military compensation/.935).

Exhibit 3




MILITARY CAREER FORCE LAG BEHIND CIVIL SERVICE

Average Salary
Required for
Pay Parity with

1 OCTOBER 1967 SALARIES

Adjusted
Average
1 October 1967
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Total FY 1968

Difference Amount of Lag

Grade Civil Service Military Salary[l] §

%

($ Million)

0-10 $33,791 $35,614 $-1,823 -5.4%  § -0.1
0-9 30,144 31.070 -926 -3.1 (1), 1L
0-8 27,055 27,151 -96 -0.4 -0.1
0-7 25,356 23,562 1,79 7.1 1.2
0-6 22,387 19,724 2,663 11.9 45.7
0-5 18,709 16,670 2,039  10.9 84.1
0-4 14,858 13,736 1,122 7.6 77.9
0-3 11,737 11,403 3% 2.8 37.0
0-2 9,327 8,852 475 5.1 28.0
0-1 7,548 6,615 933  12.4 67.2
Comm OFf _ $12,444 S11,528 S 916 7.4% _ $340.8
W-b $15,126 $12,904 $ 2,222 14.7% $ 9.3
W3 12,431 10,887 1,544 12.4 5.4
W-2 10,029 9,310 719 7.2 5.3
w-1 8,406 8,217 189 2.2 1.9
Warr Nff__ §10,563 S 9,69 S R"74 _ 8.3% S 21.9
ALl OFf 612,325 S11,412 S 913 4% $362,7
E-9 $11,330 $10,633 $ 697  6.2%7 §$ 11.4
E-8 9,432 9,301 131 1.4 5.6
E-7 8,219 8,191 28 0.3 4.1
E-6 7,242 7,134 108 1.5 30.4
E-5 6,356 5,918 438 6.9 220.3
E-4 5,865 5,123 762 12.7 189.8
Career EM § 6,843 S 6,472 S 371 5.4%  §461.6
TOTAL $824.3

[1] Adjusted to reflect imputed retirement credit of 6%% of military

salary.

Exhibit 4
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Government and is consistent with the President's policy statement.
The resulting salary comparisons are as follows:

Payline

Payline Salary Required Salary Required Cost of

Military for Parity When Civil Service Parity

Salary w/Civil Service is Fully Comparable 10/1/67

Grade 10/1/67 on 10/1/67 w/Private Enterprise (Million)

i 0-8 $25,386 $25,990 $34,940 $ -

0-7 22,029 25,434 29,370 1.2
0-6 17,808 21,878 24,175 45.7
0-5 15,385 18,107 19,575 84.1
0-4 12,768 14,519 15,645 77.9
0-3 10,634 11,650 12,380 37.0
0-2 8,645 9,254 9,710 28.0
0-1 5,760 7,409 7,555 67.2
Total Officers (including WO's) $362.7
4 E-9 9,541 11,057 11,700 11.4
E-8 8,439 9,254 9,780 5.6
E-7 7,538 8,108 8,265 4.1
E-( 6,773 7,142 7,185 30.4
E-5 5,614 6,355 6,355 220.3
E-4 3,877 5,700 5,700 139.8
Total Enlisted $461.6
Grand Total Career Force $824.3

o The President is committed to bringing civil service to full compar-

ability with private enterprise by 1969, Ideally, military salaries

M will be brought to parity with civil service in 1968 and to full

: comparability with private enterprise at the same time as civil
service. The parity lag of $824 million is the net salary cost to
Government, after collection of the Federal income taxes of $879
nillion. The gross budgetary cost to Defense would be approximately
$1.5 billion to permit payment of a total taxable salary, as shown
in Exhibit 5. It is estimated that the catch-up increases for civil
service in 1968 and 1969 will generate additional increases of $1.8
billion, so that the total DOD budget increase by 1969 to achieve
both parity with c¢ivil service and full comparability with private
enterprise is approximately $3.0 biilion, with a net after-tax cost
to the Government cf $2.0 billion.
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Exhibit 5
IMPLICATIONS OF CONVERTING

TO PARITY SALARY AT

1 OCTOBER 1967 RATES

(Based or: FY 19

68 Career Force)

13

{§ Million)
BASIC PAY AND ALLOWANCES SYSTEM PROPOSED SALARY SYSTEM
Salary Implications
Fully Visible Elements: Fully Visible Elements:
Basic Pay after Taxes $§ 7,640,3 Salary after Taxes
Cash Quarters 1,282.1 and Collections $10,050.4
Cash Subsistence 470.6 Quarters Rental 503.5
Taxes Withheld 678.4 Subsistence Charges 402,1
Taxes Withheld 1,557.6
Retirement Contribution 869.9

Subtotal $10,071.4 | Subtotel $13,383.5

Elements Not Fully Visible: Elements Not Fully Visible:
Quarters in Kind $ 656.3 None
Subsistence in Kind 391.6
Tax Advantage 623.6
Retirement 'Contribution” 816.3

Subtotal $ 2,487.8 || Subtotal $ ===

Grand Total 3124222;2 Grand Total $£2;22252

Net Salary Inciease = $824.3
DOD Budget Implications

"True Salary Equivalent" Salary Per Above $13,383.5
Per Above $12,559.2 |Less Items Not Budgeted:

Less Items Not Budgeted: Qtrs Collection[2] (111.8)
Qtrs Amortization[l] (264.6)) Retirement Contribution  (869.9)
Retirement "Contribution' (816.3)] Subsistence[3] ( 10.5)
Tax Advantage (623.6)| Plus Other Budget Costs:

Vesting, First Year([4] 25.7

Net Budget $10,854 .7 § Net Budget $12,417.0

Total Increase in DOP Budget = § 1,562.3

1] Included in "Quarters in kind'

' entry of regular compensation.

Total quarters in kind of $656.3 million equals O&M budget of

$391.7 plus unfunded quarters

amortization of $264.6.

2] Excess of total collections of $503.5 million over O&M budget
for career housing of $391.7 million.
[3] Excess of total collections of $402,1 million over raw food costs

of $391,6 million,

[4] Return of vested retirement contributions to separatees and survi-

vors,

Costs after 5 years rise to $159.9 million annually, level

off after 36 years at $207.1 million; level annual accrual cost is

$179.8 million.

Exhibit 5
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OTHEP. SALARY STRUCTURE REFQRMS

The remaining salary changes required are primarily of a technical
nature. The most important will be tc recast the pay table to
provide longevity steps with intervals of 3% for the officer grades,
and 2% for the enlisted grades. (Present intervals are the result
of ad hoc changes in past years and are inconsisteat and erratic.)
Some additional longevity steps will be provided in the senior
grades to reward those with longer service, and at the over one-
year point as an added incentive for second lieutenants (0-1),
privates (E-3), and corporals (E-4).

OTHER COMPENSAYION REVISIONS REQUIRED UPON CONVERSION TO A SALARY PLAN

With the adoption of full parity in salaries, all other elements of
compensat{on need to be examined from four points of view:

- First, should any present benefit be reduced or eliminated, on
the grounds that it has been needed because of the albsence of
the full salary system for the military?

-~ Second, are there any elements of compensation which should be
increased so as to assure full equality with civil service?

- Third, what other changes are required to compute other elements
of compensation under the salary concept?

- Fourth, if we move to full equality of salary, are there other
elements that should be added because of the nature of military
service?

These questions have been examined in respect to the categories of
compensation appearing in Exhibit 1.

RECOMMENDATIONS REGARDING SUPPLEMENTAL BENEFITS

These benefits are of two types. The first group comprise savings

to military families, justified by the disadvantages of service life
resulting from frequent moves and the uneven availability of commercial
services (commissary, post exchange and medical care). The second
group relates to the military estate benefits (retirement, dependents
indemnity compensation, Social Security and death gratuity).

~ RECOMMENDATION NO. 7: With respect to the first group, the
objective under a salary system should be to retain these
justified activities but in conjunction with the move to parity
salaries reduce or eliminate any Government subsidy. Our specific
recommendations are:




a.

C.

S-15

Convert post exchange and commissary operations to self-
supporting operations by discontinuing direct Government
subsidies with certain exceptions, and classify these bene-
fits permanently as noncompensation elements. This means
that approximately $105 miliion of annual ~osts (now con-
tributed in the form of free personnel and O&M support)
would be recovered. The exceptions would be Government
support of extraoriinary costs incurred in overseas opera-
tions or in war zonec. Begin immediately a further study
of sources and uses of revenues to determine proper re-
allocations required by this policy.

Increase the daily charge for inpatient dependents' care

in military facilities from $1.75 to $5.C0 per day for a
maximum of 10 days with the rate reve.ting to $1.75 there-
after. This increase recognizes the increase in hospital
operating costs since 1948 when the $1.75 per day rate was
established and equalizes the cost sharing (approximately
102 member, 90% Government) of those treated in Government
and clvilian facilities. This will recover an estimated
$10 million annually. No increase in future medical bene-
fits would be made except (1) to match a corresponding
benefit in civil service, or (2) to overcome a serious dis-
advantage experienced by the military family, such as dental
care in a "remote' area.

Discontinue payment of FHA mortgage insurance premiums for
military homebuyers ($5.4 million annually). The benefit
is no longer necessary because the Veterans Readjustment
Act of 1966 makes VA home loan provisions applicable to
career members.

RECOMMENDATION REGARDING SPECIAL AND PREMIUM PAYS

In this area, there are a large number of items, some of which vary
with basic pay and allowances, and others of which are fixed amounts.

- RECOMMENDATION NO. 8:

The following should remain fixed at present dollar amounts:

e Proficiency pay (although the number of awards and the

multiples should be closely controlled and reduced wherever

the new parity salary will achieve the desired incentive
effect).

e Sea pay and Certain Places pay.
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e Hazardous duty incentive pays (except glider pay which
should be abolished as an outmoded benefit). The rationale
for paying flight pay and the appropriate rates under the
salary system need further study, with special emphasis on
flight pay for warrant officers.

e Special pays to veterinarians, dentists and physicians.
e Hostile fire pay.

) o (Note: Responsibility pay should be eliminated since it
t is not used.)

e Dislocation allowances.
e Family Separation allowances.

b. The following snecial pays should remain at present dollar
levels and be subject to automatic adjustment on the basis
of annual increases in career salaries needed to match
salary moves in the civilian economy as measured by the
annual BLS survey:

e Pay for Service Academy Cadets and Midsh?ipmen.
e Drill pay for Reserves and National Guardsmen,

c. The following pay formulae should be revised as indicated:

e Normal reenlistment bonus should be considered to be fully
incorporsted into the career salary as explained earlier.
No more normal reenlistment bonuses should be paid. This
resulte in an annual saving of $178.5 million.

o Variable reenlistment bonus should be computed at 50% of
! one month's salary, in lieu of the present one month's G
b basic puy, with the total cost of the program not to
* exceed the FY 1968 level of $94.2 million. As in case of
proficiency pay, VRB awards should be closely controlled
and reduced or 2liminated wherever the new parity salary
provides a sufficient retention incentive.

e Separation pays should be hased vn salary, using a3 formula
of one month's salary per year of service with a one-year
maximum to replace the existing two months' basic pay
with a two-year or $15,000 maximum. Those separated for
"show cause'" reasons would receive one-half month's salary
per year of service, with a half-year maximum. Separation
pays other than Disability Severance would be available
only to officer and enlisted personnel having four or more
years of service.
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For purposes of paying unused accrued leave to departing
personnel, leave credit should begin to accumulate at the
salary rate effective on the date of the transition to
salary. Payment for any unused leave in excess of that
accrued under the salary system shall be at rates that would
have applied in the absence of the transition to the salary.

RECOMMENDATION REGARDING MILITARY ESTATE BENEFITS

This is the most complex of the compensation categories, and it is
unlikely that major revisions can be developed in time for inclusion in
the current quadrennial pay study. The Policy Board makes two recormen-

dations:

-~ RECOMMENDATION NO. 9: The following principles should be applied

in the continuing study of this area:

d.

Before any basic change is made in present retirement and
estate benefits, each service should develop a program of
force management under which potential excessive retention
up to the 20-year point will be curtailed, and desirable
retention of individuals beyond the 20-year point will be
sought--both for enlisted and officer personnel. This means
that an optimum "force structure profile" and techniques

of achieving this profile under the new salary program must
be developed.

As an aid in implementing the above concept, determine the
annuity that should be provided to the early (20-year)

retiree to recompense him for the conditions of service for
which comparability of salaries does not provide. To avoid
penalizing those who, at our option, must start a second
career at this point in their lives and who suffer an economic
disadvantage in so doing, this annuity should not be less

than the amount needed on the average to offset the second
career income loss of early retirees.

Mevelop a graduated scale of annuitias for those remaining
beyond 20 years which will assure full equality with the
civil servant at the 29 to 30-year point and beyond.

In developing revised retirement plans under the above
principles, design a transition system which will maximize
incentives for the future force, but which will not penalize
any member in the career force at time of implementation.

Consider incorporating Social Security insurance benefits in
the retirement programs by deducting, for example, one-half
of the Social Security annuity (attxibutable to military
service) when actually paid to the individual, in the form
of a reduction in the military annuity payment.
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f. Design a new survivor benefit package which is fully equal
to that of the civil servant, and consolidate in this package
the DIC, the RSFPP and Social Security survivor benefits,
Also match the group insurance program of the civil service,
absorbing the death gratuity within this revised program.

- RECOMMENDATION NO, 10: Pending development of the above revisions:

a., Maintain present retirement and gurvivor benefit provisions.
Thies would be accomplished by applying present percentage
formulae to a table of Military Benefit Base Amounts equal
to the basic pay rates that would have been in effect in the
absence of transition to a salary. As long as it is retained,
the table of Military Benefit Base Amounts should be adjusted
to reflect salary increases.

b. During the period the table of Military Benefit Bagse Amounts
is used, the member's covered wages for Social Security
purposes should be determined from this table and not from
his salary.

COST IMPLICATIONS: The DOD Budget and new Governmeni cost impact of

the recommendations contained herein are summarized in Exhibit 6. Although
the DOD budget increase occasioned by the transition to the salary alone

is $1.5 billion, recoveries of costs from other recommendations and in-
creased tax collections reduce the net new cost to the Federal Government
of the recommendations to $460 million. As pointed out earlier,

the President's 1967 pay message already implies substantial military pay
increases over the next two years as the civilian system is taken all the
way to full private enterprise comparability. Exhibit 7 summarizes the
projected costs of these ’:icreases at FY 1968 force levels under the
assumptions now being used in BOB to estimate costs on the civilian side.

The necessity for temporary "save cash take home pay" provisions
shown in Exhibit 6 arises because the vested retirement contribution
to be made out of the new salary exceeds the salary increase for some
415,000 personnel whose current military salaries even with no contribu-
tion counted are within 6 1/2% of, or ahead of, parity with civil service
salaries. Therefore, a one~time provision to save cash take home pay
(salary less taxes and retirement contribution) is necessary to preclude
reducing any member's take home pay as a result of the transition to
the salary.

The save pay provision for separation pays is required until the
member's vested retirement credit has tuilt up to a point where the
return of vested credits plus revised separation pays equals currently
authorized separation payments.
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Exhibit 6

SUMMARY OF ESTIMATED FULL YEAR DOD BUDGET AND NET GOVERNMENT

COST IMPLICATIONS OF RECOMMENDATIONS
(Assuming FY 1968 Force Level)

BUDGET COST

RECOMMENDATION ($ Million)

Pay Parity Salaries
fSee Exhibit 1) . . . . . ¢ v ¢« v ¢ v ¢« v v v o o+ . o §1,562.3

Put PX and Commissaries on

Self-Supporting Basis . . . . . . . . « . ¢« 4 . . . «105.0
Terminate payment of FHA

Mortgage Insurance Premiums . . . . . . . . . « « +. .« - 5.4
Incorporate Normal Reenlistment

Bonus in Salary . . . . . . . v v 4 4 4 e e e e e e e -178.5
Revise rules for payment of

Terminal Leave Pay. . . . . « ¢ & v v ¢ o o ¢ o o o o 44,0
Revigse Separation Pay Rules , . . . . . 5 000000 O c - 3.4

Revise Charges for Dependent
Medical Carefl] . . . . . & ¢ v v v v v v v v v o 0 o - 10.0

Save Pay Provisions:[2]

Take Home Pay[3]. . . . . . . v v v v v v v v v v v o 33.2
Separation Pay[4] . . . . . . . . . . v 0 e e e e e 2.4

DOD Budget Increase . . . . . . . 4 -+ & o+ o s o o o o o+ $1,339.6

Less Increased Federal Income

Tax Collections . . . . . v & v ¢« 4 v o o s o 0 o o o -879.2
Net New Government Co8t . . . . . . ¢ « « & & .« & e« . . $ 460.4
[1] Administrative action to increase charges for inpatient care in

service hospitals from $1.75 per day to $5.00 per day for the
first ten days, after which the rate reverts to $1.75 daily.

(2] Required if transition to salary were made at 1 October 1967
rates, If transition is made in conjunction with a salary
increase, these amounts will be smaller, reducing to an estimated
$1.0 million for a 5.0% salary increase,

[3] salary less Federal income taxes and retirement contribution.

[4] Total of separation pay plus return of vested retirement credit

to be no less than currently authorized separation pay.

Exhibit 6
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Exhibit 7

ESTIMATED COSTS OF PROSPECTIVE SALARY INCREASES TO ATTAIN

FULL PRIVATE ENTERPRISE COMPARABILITY BY 1 JULY 1967[1]

FY 1969

fonvert to salary on 1 October 1968[2]

Step 1 increase (4.4%) on
1 October 1968[3]

Total FY 1969

FY 1970

Carry over of conversion costs

Step 2 increase (7.4%) on
1 July 1969[3]

Total FY 1270
Total through end FY 1970

($ Million)

Budget Net Cost

$ 982.2 $ 327.3

593.6 489.0
$1,575.8 $ 816.3

$ 327.4 $ 109.1

1,341.1 1,096.4
$1,668.5 $1,205.5

$3,244.3 $2,021.8

[1] Assumes force distribution projected in President's FY 1968

budget.

[2] Conversion costs reduced by an estimated $30.0 million of budget
and $24.0 million of net cost in reduced save pay requirement if
conversion is made in conjunction with Step 1 increase,

[3] Assumes military salary increases awarded to parallel salary
movements in civil service of 4.47 in FY 1969 and 7.4% in' FY 1970,

Exhibit 7
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To minimize the necessity for save take home pay provisions we
recommend that the transition to the salary system be accomplished
in conjunction with the next general increase in Federal salary rates,
presently scheduled for October 1, 1968 under the President's plan for
attaining full Federal salary comparability by October 1, 1969. Since
the specific amount of the October 1, 1968 increase will not be known
until early in 1968, the costs shown in Exhibit 7 are necessarily broad
estimates. The costs shown in Exhibits 5 and 6 are those that would
reault from a transition to parity salary levels in the absence of any
general pay increase.

It is important to keep in mind that the DOD and the Government
are already effectively committed by the President's announced objec-
tives to spending huge sums on military compensation, to include
sizeable future increases. The recommendations contained herein are
designed to insure the maximum effectiveness of these expenditures.
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LIST OF FINDINGS AND RECOMMENDATIONS

CHAPTER 1 ~ BACKGROUND

FINDING RECOMMENDATION

1. Compensation principles and concepts must 1. That for compensation purposes:
be evaluated separately for career and
noncareer members of the force because

‘ there are fundamental compensation-related

differences in their conditions of service,

a. noncareerists be defined as (1) ali person-
nel in pay grades E-l, E-2, and E-3 plus
(2) those personnel in pay grade E-4 who
have either (i) less than two years' com-
pleted service for pay or (ii) between two
and four years' completed service for pay

' . and a total active duty service commit-

i ment, including time served, of less than
six years.

b, careerists be defined as (1) those person-
nel in pay grade E-4 who have either (i)
between two and four years' completed
service for pay and a total active duty
service commitment of at least six vears,
or (ii) more than four years' completed
service for pay; plus (2) all personnel in
pay gradec E-5 and above, to include all

L officers.

CHAPTER 2 - NONCAREER COMPENSATION

2. Existing principles and concepts of mili-
tary compensation are appropriate in the
noncareer portion of the force.

3. The provision of a large part of the non- 2, That two standards for minimum noncareer
career member's income in kind requires residual income be adopted to insure that
that a standard for noncareer cash satisfactory service involves no net economic
compensation be based cn residual income; penalty:

which is the cash left over after pro-
curing food, housing, clothing, and
medical care and paying Federal income
and Social Security taxes,

a. Standard 1--The Minimum Wage Floor: Mili-
tary pay rates should be such that, regard-
less of pay grade or longévity step, a
noncareer member's residual income at
least equals the average residual income
of a single full time employed maie
civilian earning the legal minimum wage.

b. Standard II-~Parity with Civilian Counter-
part: Military pay rates should be such
4 that the residual income of the noncareer
member whose performance is fully satis-
i factory is at least equal to the average
residual income of his civilisn counterpart,
defined as a single male high school graduate
of the same age employed full time in the
civilian economy.

4, Rates proposed in the Uniformed Services
Pay Act of 1967 in combination with
promotion rates in effect in FY 1967 and
projected for FY 1968 are adequate to
meet both residual income standards.
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FINDING

5. A minimum standard noncareer promotion
policy is required to insure continued
attainment of a noncareer pay progres-
sion that meets Standard II in case
future force changes restrict future
promotion oppcrtunities.

6. People underestimate total military
income becasse they tend to ignore or
undervalue that part of income provided
in kiaa, Basic pay, which is only one
part of total military income, tends to
get compared wrongly to total civilian
cash income,

7. [Llependents Assistance Act allowances are
appropriate supplements to noncareer
income to enable the few noncareerists
with dependents to meet their reasonable
family financial obligations. Rates
proposed in the Uniformed Services Pay
Act of 1967 are adequate as of 1 October
1967.

8. Noncareer pay, including Dependents
Assistance Act allowances, is suffi-
cient at rates proposed in the
Uniformed Services Pay Act of 1967
to insure that ro military family of 3
or fewer persons has an income below
the "poverty iine” as defined by the
Office of Economic Opportunity. Mili-
tary families with incomes below
the poverty line are the result of
axceptional circumstances, usually
substandard performance by or disci-
plinary action against the member.
Hardship discharge provisions exist
in each service for those isolated
cases where military pay is insufficient
to permit the member to meet reasonable
family financial obligations.

9. Increases in civilian pay expected in
the normal growth of the economy will
cause noucareer residual income to fall
below the recommended standards unless
personal money pay is reviewed on a
regular basis and adjusted as reqguired.

RECOMMENDATION

3.

That fully qualified noncareerists should be
promoted to pay grade E-2 not later than on
completion of 4 months of active service and
to pay grade E-3 not later than on completion
of 12 months of active service.

That the pay grade "E-1 (under 4 months)"
be eliminated, inasmuch as Recommendation 3
makes it superfluous.

That basic pay for noncareerists be redesignated
"Personal Money Piy" to make its true nature
more readily apparent.

That noncareer compensation be adjusted as
follows to assure its continued attainment
of the recommended standards:

a. That personal money pay be adjusted
annually as required to keep it abreast
of pay increases in the private sector.

b. That Dependents Assistance Act allowances
be reviewed annually and adjusted as
required to reflect increases in rental
costs,
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CHAPTER 3 - CAREER FORCE PAY METHODS

FINDING RECOMMENDAT [ON

10. A mid-range experience deficit in the
career force--substantial and continuing
shortages in the 4 to 14 years of service
groups in both officer and enlisted grades--
exists now and has existed for many years.
Despite a 40.47 increase in basic pay
since 1962, costing more than $3.5 billion
in basic pay and other compensation costs
through fiscal year 1968, reenlistment and
rete..tion rates continue at levels sub-
stantialiy below those required to fill
this gap. The hard facts are that we are
not now attracting, retaining, and motivating
to career military service the kinds and
numbers of people our uniformed services
need.

11. Compensation is a major cause of inadequate
retention,

12. There are three major deficiencies in the
career compensation system that markediy
diminish its effectiveness:

a., Military pay is unduly complex and 7.
confusing.
b, Military pay is not equitably distri- 8.

buted to the force:

¢, Most important, there is no agreed
upon quantitative standard for
applying the accepted principle of
comparability to military pay at each
grade,

13. The existing career compensation system is 9,
generating unintentional pay inequities
because changes in compensation methods
have not kept pace with changes in condi-
tions relevant to compensation.

10.

That a standardized definition and classifica-
tion of military compensation be adopted to
reduce the ambiguity about what military
compensation is.

That for the career force the five separate
compensation elements of (1) basic pay, (2)
quarters (cash alliowances or furnished), (3)
subsistence (cash allowances or furnished),
(4) the Federal income tax advantage, and

(5) the imputed retirement contribution be
incorporated into a schedule of full salaries
based only on pay grade and years of service
for pay.

(See Finding 14 and Recommendation 12 below.)

That collections out of a full military salary
for Government quarters furnished be at the
lower of: (1) fair rental value of quarters
furnished or (2) the 75th percentile of
housing expense for FHA mortgagees of equal
salary,

That collections out of a full military salary
for Government subsistence furnished to career
personnel be at the rate of: (1) raw food cost
to the Government when the member has no option
about whether to subsist in Government facilities
or (2) raw food cost plus a reasonable prepara-
tion and serving charge when the member has an
option and chooses to subsist in Government
facilities.
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FINDING RECOMENDATION
11. That out of a full military salary the career
member make a vested contribution of 6.5% of
that salary to military retirement,
CHAPTER 4 - CAREER FORCE PAY STANDARDS
14. The Work Level standard based on the 12. That the Work Level standard derived from

15.

16.

17.

et & A e e

18.

R L ST TR

19.

application of the Federal Comparabil-
ity Process to the military grade
structure is the appropriate quantita-
tive standard for measuring the
comparability of military to civilian
salaries.

CHAPTER 5 - THE CAREER

applying the Federal Comparability Process

to the military grade structure and linking
pay grades 0-8 to GS-18, 0-1 to GS-7, and E-3
to GS-3 and WB-5 be adopted as the quantitative
standard for measuring the comparability of
military salary rates to Federal Classification
Act salary rates and, through them, to private
enterprise salary rates,

SALARY TABLE

Total service creditable for pay purposes 13,
(longevity) is the proper basis for in-

grade salary increments under current and
projected military personnel management

praciices, 14,

Minor structural reforms in the existing 15.
longevity pay table are required to con-
form career pay progression more closely

to normal career promotion progression.

Minor save pay provisions may be required 16.
in the transition to salary to protect the
after-tax take home pay of some military

members.

That the longevity structure be retained as
the basis for in-grade salary increases in the
military salary system.

That existing categories of constructive lon-
gevity credit awards be retained, but that no
new categories be established.

That in-grade longevity increases be regular-
ized to correspond to normal military career
progression, with promotion to the next higher
grade always being rewarded more than the
accumulation of additional longevity in grade.

That a one-time save pay provision be incoipo-
rated in the conversion to the salary system
to insure that no member suffers a reduction
in cash take home pay, defined as salary less
Federal income taxes, Social Security (FICA)}
taxes, and the vested retirement contribution,

CHAPTER 6 - NONSALARY COMPENSATION ELEMENTS

Pay distinctions other than those in the
salary table are justified within the
military career force only (1) to meet
hard retention or manning requirements,
(2) t» secure the requisite number of
volunteers for special duties, or (3) to
compensate for unusually arduous or dan-
gerous conditions of service.

Because the recommended standard for 17.
military salaries discloses a lag of

military career salaries behind Federal

civilian salaries, it is not now possible

to evaluate with precision the adequacy

of existing special pay rates.

That pending an evaluation of the effects of
the recommended salary system the following
special pays remain fixed at existing rates:
(1) Proficiency Pay; (2) Hazardous Duty
Incentive Pays, except glider pay which should
be abolished as outmoded; (3) Diving Duty Pay;
(4) Special Pay to Physicians, Dentists, and
Veterinarians; (5) Sea and Certain Places Pay;
and (6) Hostile Fire Pay,




FINDING

20. "Responsibility Pay" is an inappropriate
element of the military compensation system.

21. Several compensation elements in the present 19.
system are inconsistent with the concept of
full parity of military and civil service
salaries. These are: (1) certain Government
subsidies to exchange and commissary oper-
ations, (2) payment of FHA mortgage insurance
premsums for miiitary homebuyers, and (3)

the normal reenlistment bonus.

| -

20,
21,

i 22. The mechanical computation of the following 22.
T payments, most involving no changes in pay
policy, must be revised because they are

now computed from one of the compensation
elements recommended for incorporation into

the career salary:

(1) pay for Service Academy Cadets and
midshipmen,

pay for paid driil periods of Raserves
and National Guardsmen,

pay for ROTC and NROTC members,

the Variable Recnlistment Bonus,

2)

g = (3)
(4)

(5) unused accrued leave pay,
f (6) Dislocation Allowances, and
r & (7) Family Separation Allowance (Type I). 23
=
7

24,

25,

18.

xxi

RECOMMENDAT ION

That the existing authorization for special pay
for officers holding positions of unusual re-
sponsibility and of a critical nature be
repealed.

That exchanges and commissuries be removed
from the elements of compensation and be oper-
ated at no net cost to the Government except
where Government support is merited by special
conditions.

That the paymzn* by the Government of a military
member's FHA mcrtgage insurance premium be dis-
continued concurrent with the enactment of
parity salaries.

That the normal reenlistment bonus be considered
as incorporated into the recommended parity
salaries and that the payment of the normal
reenlistment bonus be discontinued.

That pay for Service Academy Cadets and Midship-
men and for paid drill periods for Reserves and
National Guardsmen be established on separate
tables at rates current at the time of the
transition to the salary; that members of the
ROTC or the NROTC on field duty or crulses be
paid at the rate of an E-1 (under one year of
service) for the first four months of such duty,
after which they be paid at the rates pre-
scribed for Service Academy Cadets and Midship-
men; and that these rates be increased in the
future whenever career salaries are increased

by the average percentage increases in career
force salaries,

That the Variable Reenlistment Bonus base be

established at one-half of one month's salary

per year of enlistment or extension; that

existing multiples one through four be retained;

that the bonus continue to be payable at the

discretion of the Service Secretary concerned

in either a single lump sum or annual install- '
ments at his discretion; and that it be payable

without regard to years of service or enlist-

ment period.

That entitlement to payment for unused accrued
leave begin to accrue at the salary rate effec-
tive on the date of the conversion to a salary
system. Payment for unused accrued leave in
sxcess of that accrued since the effective date
of the change to salary will be computed in the
current manner,

That Dislocation Allowances and Family Separa-
tion Allowance (Type I) be established on
gseparate tables at rates applicable on the date
of conversion to salary.
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FINDING

RECOMMENDAT ION

23. Minor additional changes in pay policy with 26. That enlisted reservists on accive duty for

24.

25.

26.

respect to reserve members in paid drill
status are needed to guarantee the fully
equitable treatment of these members with
respect to active duty members.

CHAPTER 7 - MILITARY

training for periods of 30 days or more, in
the noncareer pay grades, be eligible to
receive Dependents Assistance Act allowances,
and that officer, as well as enlisted,
reserve members be entitled to rations in
kind when engaged in a drill period that
extends for at least eight hours in one
calendar day.

ESTATE PROGRAM

Current separation pay provisions are 27.
appropriate with minor modifications
required (1) to relate the separation

pay to the recommended salary concept and
(2) to remove an inequity between separa-
tion pay now paid Navy and Marine Corpa
officers vs. Army and Air Force officers
who are separated for the same reasons.
Separation pay provisions corresponding
to those for officers are reauired for
enlisted personnel to provide the
military force managers with a fair and
effective method for tailoring the career
force to specific manning requirements.

Extensive further study is needed to
develop retirement annuities and survivor
benefits related to parity salaries and
derived from the application of a common
policy to the widely different conditions
of military service and Federal civilian
employment

Revision of the Military Estate Program 28,
survivor benefit and retirement annuity
provisions is not required to move ra the
salary system and to begin to realize the
benefits of such a move.

29.

a. That disability severance pay be payable
at the rate of one month's salary per year
of active service up to a maximum of one
year's salary.

b, That separation pays computed in accordance
with the following formulae be payable to
officer and enlisted personnel who are invol-
untarily separated from active duty after
completing four or more years of continuous
active Federal military service: (1) For
nonpromotion and reduction in force separations:
one month's salary per year of active service
up to a maximum of one year's salary; (2) For
"show cause" separations: one-half of one
month's salary per year of active service up to
a maximum of one-half of one year's salary.

a, That vwhen the conversion to salary is made,
retirement annuities, survivor benefits, and
social security-covered wages be computed by
applying present formulae to a table of Military
Benefit Base Amounts (MBBA) to be established
initially at rates equal to the basic pay rates
that would have been in effect had the military
continued on the basic pay system.

b, That the MBBA table be adjusted in the
future by the average percentage by which
Federal salaries are increased to stay abreast
of salary increases in the private sector as
measured by the annual BLS salary survey.

That continued study be given to designing a
Military Estate Program based on the purity
salary.
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EINDING RECOMMENDAT ION
27. The recommended vested retirement 30. That a vested retirement contribution of 6.57%

2%,

contribution of 6.5% of parity
salary is a fair and reasonable
interim measure until the precise

of salary continue to be included in the full
parity salaries paid to military career
members as long as the table of Military
contribution to be made by military Benefit Base Amounts and existing formulae
personnel to the Military Estate are used to compute military retirement
Program has been determined from annuities.

further study of Military Estate

Program provisions,.

CHAPTER 8 -~ ESTIMATED COST AND BUDGET IMPLICATIONS

The prospect of substantial military pay 31. That the military career force compensation
increases in fiscal years 1969 and 1970 system be converted to the salary system
makes early conversion to the salary recommended in this report in conjunction
gystem highly desirable to realize the with the next general increase in military
most effective use of these compensation pay scales, presently scheduled under the

increases. Failure to convert before
the increases would put the military
system even further. out of line with the
parity salary structure than it now is,
thereby increasing future conversion
costs and magnifying future save pay
problems,

policy set out in the President's 5 April 1967
pay message for 1 October 1968,




CHAPTER 1
BACKGROUND

Why the Study Was Done

Section 1008(b), title 37, United States Code, requires the
President not later than 1 January 1967 and not less than once each
four years thereafter to ". . . direct a complete review of the
principles and concepts of the compensation system for members of
the uniformed services . . ." and, on completion of the review, to
". . . submit a detailed report to Congress summarizing the results
of such review together with any recommendations he may heve proposing
changes in the statutory salary system and other elements of the com-
pensation structure provided members of the uniformed services."

This report summarizes the results of the first such review.

Study Goals

The study had two specific goals. The first was to evaluate the
existing military compensation system's effectiveness in attaining a
two-part objective:

- to provide a fair and equitable relationship between military
compensation and that of civilians with similar qualifications; and

- to attract, retain, and motivate to career service the kinds
and numbers of people our uniformed services need.

The second study goal was to develop specific recommendations
on those changes needed to insure the compensation system's maximum
effectiveness in attaining this objective.

Policy Guidance for the Study

Detailed policy guidance for the review was provided by a
Military Compensation Policy Board chaired by the Assistant
Secretary of Defense (Manpower) and comprised of the Under Secre-
taries and the Deputy Under Secretaries for Manpower of the three
Military Departments, the Assistant Secretary of Defense (Comp-
troller), the Special Assistant to the Director of the Bureau of
the Budget, and the Deputy Chiefs of Staff for Personnel of the
four Military Services. This Board reviewed in detail and voted
on each major finding and recommendation.

Two basic policy decisions were made at the outset of the study.
First, no uniformed services member was to suffer any net reduction
in total pay as a result of the study's recommendations. This did
not mean that no single element of pay would be reduced or eliminated;
it meant instead that the total value of the pay package to the
individual member would be no less after than before the review.
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Second, the study was to concentrate on the principles and
concepts of military compensation rather than try to justify a military
pay raise. It was clear from the outset that any change in the
structure of military pay would mean a realignment of internal pay
relationships. Given the first policy decision on save pay, such
realignments could be accomplished only by differential increases
where required throughout the pay structure. Therefore, if the study
found that structural changes in the compensation system were required,
it could not result in a general across-the-board pay raise for all
members.

How the Study Was Done

The study began in March 1966 with the formation in the Office
of the Assistant Secretary of Defense {Manpower) of a special task
force of military and civilian personnel with Rear Admiral L. E.
Hubbell, U.S. Navy, as Director. The task force has been .augmented
for specific projects by representatives of the Civil Service
Commission, the Bureau of the Budget, other Federal agencies, and
civilian contractors and consultants. Continuous liaison with the
four Military Services, the Office of the Assistant Secretary of
Defense (Comptroller) and the Bureau of the Budget has been main-
tained through weekly meetings with a Steering Committee made up
of a representative of each.

During 1966 the task force collected information and conducted
backyround studies. Major fact-finding included:

(1) Collecting from each military service its best estimate
of present and projected officer and enlisted manpower needs[l] and
resources in each of 409 military occupational specialties.

(2) sampling 5% of all military pay and personnel records to
find out what characteristics influence military pay and to what
extent,

(3) Compiling Bureau of the Census data, including special
tabulations done on contract for the study, on the earnings of male
full time paid civilian workers classified by age and education
level into 88 occupational categories. These data shed light on
what churacteristics influence civilian earnings and to what extent.

(4) Surveying the civilian work experience and earnings of
former military personnel. This effort i{ncluded:

- determining from personnel records and surveys the
civilian occupations held by 280,000 Ready Reservists who had spent
more than two years on active duty, and

{1] Consistent with Five Year Defense Plan approved end strengths.




- surveying the post-retirement work experience and earnings
of 100,000 retired officer and enlisted personnel of all services.

(5) Evaluating by Classification Act and Wage Board job
evaluation standards the work content (duties, responsibilities, and
qualifications required) of substantial numbers of positions at each
of several military grades. This permitted a comparative analysis
of the relationship between pay and work content of grades in the
military and other Federal compensation systems.

(6) Reviewing in detail the historical development of existing
compensation principles, concepts, and pracctices.

(7) Studying compensation principles, concepts, and practices in
- military forces of other nations,
- other Federal salary systems, and

~ the private sector of the ecoivomy.

What the Sty Found

The review discloa=d both a need for and an opportunity to make,
at reasonable Government cost, substantial improvements in a basically
sound but partially outmoded compensation system. A simple pay raise
is not the answer, ncr i3 minor tinkering with existing compensation

elements. We need important structural changes, detailed in the body

of this report, to bring the compensation system abreast of some
fundamental changes that have occurred since existing principles and
concepts were fully appropriate to the circumstances at hand.

Four changes stand out as especially relevant:

(1) We need larger and different kinds of active military forces.
The concept that was for so long the foundation of our national security
strategy--small, cadre-type active forces augmented by extensive mobil-
ization in time of emergency--is no longer valid. Free World leadership
has brought with it global security commitments of an immediate nature.
Meeting them requires that the keystone of our present national
military strategy be the instant operational readiness of large,
standing forces supplemented by a mobilization capability.

Table 1-1 shows the growth in active forces between 30 June 1938
and 30 June 1965 (before the Vietnam build up).




TABLE 1-1

ACTIVE D'ITY MILYITARY STRENGTHS

(As of 30 June)

YEAR Officers Enlisted

1938 26,073 296,859
1965 338,822 2,316,567

Total

Active Forces as
Percent of Total
Labor Force

322,932
2,655,399

0.7Z
3.6%

On 30 June 1965, active military forces made up five times as big a
share of the total labor force as they did on 30 June 1938.

Table 1-2 compares some of the major force structure increases since

1938 that have generated these increased manpower needs.

TABLE 1-2

MILITARY FORCES

MAJOR
(s
Service
Army
Divisions

Separate Regiments/Brigades

Navy

Ships in Commission
Active Aircraft

Marine Corps
Ground forces
Alr forces
Active Aircraft

Air Force

Wings
Active Aircraft

of 30 June)

1938 1965

6 16

41 76

627 880

1,771 6,666
2 Brigades 3 Divisions
12 Squadrons 3 Alr Wings

259 1,390

5 78

2,402 14,475

The 1965 forces were not only larger than tihe 1938 cadre forces,
but also were more complex, more extensively deployed around the world,




and kept in a much more advanced state of operational readiness.
These changes in the size, composition, and missions of the military
forces required to provide for the national security have completely
changed the scope and nature of the pay job to be done in getting
and holding an adequate career force.

(2) We need different military career patterns. The optimum
distribution by years of service of operationally ready forces differs
markedly from that of cadre forces. Operational units require a far
higher proportion of their persoanel in the younger, more vigorous age
groups than do cadre forces, which are heavily weight:d with more senior
leaders and trainers. Military force managers once could offer a
reasonable prospect of a full career to retirement to all who entered
the career force, Now they need large numbers of people for mid-length
careers extending some years beyond obligated service, but terminating
short of retirement. Whereas at one time the compensation system could
be aimed principally at the full career man, a modern military compensa-
tion system must be fair and equitable to three groups of people and
attractive to at least the last two: (i) those who serve only their
initial military obligation, (ii) those who voluntarily serve for some
addéd period but must be separated short of retirement, and (iii) those
who voluntarily serve to retirement. Only such a system can offer
proper incentives, both to members so they will continue in military
service as long as they are needed and to force managers so they will
tailor the force to best meet operational requirements.

(3) We need a different mix of skills in the force. The techno-
logical revolution that has swept through our society has had an
especlally severe impact on the military. The weapons and equipment
in our present forces are vastly more complex than those in the 1938
forces. New complexities of organization and new missions have been
added. Yet many military functions remain unchanged. Men must still
be fed, housed, clothed, equipped, trained, promoted, and--of central
importance to this study--paid.

To respond to both the new and the continuing skill requirements
of the force, demands for scores of new skills have been piled on
top of continued demands for the traditional military skilla. Table
1-3 1llustrates one dimension of the change in enlisted skill require-
ments.
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TABLE 1-3

PERCENTAGE DISTRIBUTION OF AUTHORIZED ENLISTED
POSITIONS BY OCCUPATIONAL GROUP, SELECTED YEARS
(As of 30 June)

Occupational Group 1941 1953 1957 1960 1963 1965

Technical & Scientific 10.42 17.8% 20.87 21.4% 22,47 25.6%
Mccharics & Repairmen 16.6 <24 24.9 24,7 24.5 22,2

Combat & other

Exclusively Militay 38.8 17.3 15.1 13.4 14.1 11.8
All other 34,2 42,5 39.2 40.5 39.0 40.4
Total 100.0% 100.0% 100.0Z 100.0%Z 100.0Z 100.0%

The requirement for technical and scientific skills has more than
doubled over the period shown, whil. the requirement for exclusively
military skills has declined by two-thirds. An increasingly complex
military force serves and is drawn from an increasingly complex
society. Distincticns between military aod civilian skills that
once were clear have begun to blur. The milit:ry finds itself in
active competition with other segments of society for the same kinds
of technical, managerial and leadership <kills that are everywhere and
increasingly in short supply.

The impact of these changes on compensation is no less important
for being obvious. A modern military compensation system must be
geared to the competitive demands on it and aimed at new kinds of
people with new ranges of options.

{4) Perhsps most important for pay purposes, the military is no
longer so different from the rest of society that meaningful compari-

sons_cannot be made between the tvo. In an earlier tire the military

community was rather sharply segregated from the civilian segment of
scciety. Although the military still retains many of its unique
features, on balance it has become a much more integral part of
society than it once was.

The iargze manpover needs of modern forces have caused millions
nf ziigible young men to serve at least one tour of military duty.
A lively interest in military matters on the part of the general
public has kept the military aware of and responsive to reactions
in society as a whole. Military participation in the society's
affairs, and with it the interchange of ideas and information between
military and civilians, has expanded at all levels.




Sheer size has caused much of the military population to spill
over into the civilian communities adjacent to military bases and to
mingle there with civilians from all walks of life. The traditional
isolation of the military community has been replaced by new patterns
of extensive social integration.

The net result of these and other forces has been to reduce
markedly the differences between the military and other segments of
society. This has had its impact on compensation as well as on most
other facets of military Life. Military personnel, especially career-
jets, are placed today in positions where they compare their compensa-~
tion to that of their civilian counterparts much muve often than in
the past.

This report of the first Quadrennial Review of Military Compensa-
tion develops some of the major compensation implications of these
and other changes. It recommends a number of improvements that, in
tlie considered judginent of the Military Compensation Policy Board,
are essential to insure the military compensation system's continued
relevance and maximum effectiveness in a rapidly changing world.

Two Parts of the Force

Early in the study it became apparent that there are in the
military force two distinct groups, noncareerists and careerists,
for which compensation principles and concepts must be evaluated
separately.

The vast majority of noncareerists are young, single citizen-
soldiers discharging a military obligation., Their average entry
age is 19; 84% have no dependents; only 27 have 3 or more dependents.
The prospect of training--estimated to cost the Government an average
of some $4,800 per man--in a technical skill for later use in the
civilian economy is for many a major inducement to enlistment. More
than three-quarters will return to civilian life at the end of their
first tour; less than onz2 in ten will serve to retirement.

They spend most of their military service either in training or
deployed with operationesl units and activities. Economy, convenience,
and miljitary necessity require that they be housed, fed, clothed,
provided medical care, dental care, and other essential services in
kind in Government facilities.

Adequate numbers of noncareer personnel to meet service needs
are assured by the draft, both directly through inductions and
indirectly through the draft's influence on enlistments. In return
for the individual's obligation to serve, society incurs what should
be an equally binding obligation to compensate the temporary citizen-
soldier fairly and equitably compared to his civilian counterparts



who do not serve. This becomes especially important when not all
serve. Fairness and equity with respect to civilian counterparts
are the main considerations in noncareer compensation; supply and
demand considerations are secondary.

Careerists differ from noncareerists in many respects, but
the fundamental distinction is the truly voluntary nature of the
careerist's commitment to military service. This distinction is
central to any consideration of compensation. Supply and demand,
as well as fairness and equity, unavoidably become central issues
in evaluating the effectiveness of career compensation.

Careerists are older (average age 30), trainea, experienced or
specially qualified professionals, who will spend a major part of
their working life in the military. Career reenlistment rates
exceed 857 overall; some 37% will serve to retirement.

Most careerists are family breadwinners; 832 have dependents
&nd share with their civilian counterparts the normal financial
responsibilities and aspirations this status entails in an affluent
society. As opposed to the past, when the majority of military
career families were housed on base, only one-third of military
families can now be provided Government quarters. The other two-
thirds must live on the lozal economy, where they meet, make friends
with--and compete in the marketplace with--civilians from all walks
of life.

There 1s no assured supply of careerists and principally only
one source: reenlistments or extensions from the noncareer force.
Training, experience, and education make most careerists hard to
replace in the military while at the same time giving them excellent
civilian employment opportunities. Their daily associations with
civilians and the active recruiting efforts of nonmilitary employers
provide wide knowledge of alternative job opportunities. The Govern-
mnent must compete with other employers for the services of potential
caveerists. Serious military manpower shortages can and do develop

when that competition is not effective. Careerists must be compensated

fairly and equitably not cnly as a matter of simple justice, but also
as a practical necessity to assist in attracting, retaining, and
motivating to fully voluntary military service the kinds and numbers
of career people our uniforned forces need.

Identification of these fundamental compensation-related
differences between career and noncareer members led to the study's
firat finding.

FINDING 1. Compensation principles and concepts must be evaluated

separately for career and noncareer members of the force because




there are fundamental compensation-related differences in their

-

conditions of service.

The compensation distinction between a noncareerist and a carverist
hinges on two conditions: (1) the nature of the individual's commitment
to military service and (2) the manner in which his compensation is
veceived.

Those with a truly voluntary intention to serve beyond their
initial obligation are careerists with respect to their service
commitment. Because most are family men, most of their regular compensa-
tion is received in cash., As pointed out in the preceding discussion,
one of che central changes to which the compensation system must
adjust is the inability of the military to provide, to anything like
the extent it once could, compensation in kind (especially housing)
to military men with families. The military even permits many single
men, most of them in the senior enlisted and officer grades who
are on a fully voluntary service cummitment, to draw their cash
allowance and live off base because of the shortage of adequate on
base bachelor housing.

On the other hand, the vast majority of thuse serving their
initial obligation are single men who live 2u base and therefore
receive a large part of their regular ccmpensation in kind. Family
allowanczs are provided to the 162 who have dependents, but they
are exceptions to the general rule,

Thus, while the coincidence of the two characteristics is less
than complete, voluntary service usually goes hand-in-hand with
receipt of most regular compensation in cash, while obligated
service is usually accompanied by receipt of much regular compensa-
tion in kind.

Existing practices have recognized this distinction by providing
the senior enlisted and officer grades an entitlement to public quarters
(or a »asic allowance for quarters in lieu thereof) in military pay
legisiation and making separate provision in the Dependents Assistance
Act ior a scale of family maintenance allowances in the lower enlisted
gradns, The same principle is applied in the transportation of de-
pendents, shipment of household effects, and other areas.

A precigse pay table distinction based on these conditions cannot be
drawn because both careerists and noncareerists can occupy the same
pay grade and longevity step at the same time. Nonetheless, on the
bagis of the 30 June 1965 force distribution that served as the princi-
pal data base for the review, the Policy Board recommends the following
definition as a workable way to establish the two categories for
purposes of evaluating compensation principles and concepts.
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RECOMMENDATION 1. That for compensation purposes:

a. noncareerists be defined as (1) all personnel in pay grades
E-1, E-2, and E-3 plus (2) those personnel in pay grade E-4 who have
either (i) less than two years' completed service for pay or (i1i)
between two and four years' completed service for pay and a total
active duty service commitment, including time served, of less than

six years.

b. careerists be defined as (1) those personnel in pay grade
E-4 who have either (i) between two and four vears' completed service
for pay and a total active duty service commitmer.. of at least six
years, or (ii1) more than four years' completed service for pay; plus
(2) all personnel in pay grades E-5 and above, to include all officers.

The distinction based on length of active duty service commitment
at pay grades E-4 between two and four years' service for pay is
designed to permit those E-4's who so desire to become "career
committed" on completion of two years of pay service by incurring
an active service obligation that extends to at least six years.

At the same time this distinction recognizes that in some services
a four-year initial enlistment is common for the noncareerist who may
have no intentien of reenlisting.

Under this definition, the noncareer portion of the active force
projected in the President's FY 1968 Budget will include an estimated
1,773,429 man years, or 52% of the total force, and the career portion
will include an estimated 1,638,578 man years, or 48% of the total
force.

Chapter 2 contains the study's findings and recommendations
with respect to the noncareer force. Chapters 3 through 5 deal with
career force compensation. Chapter 6 treats nonsalary compensation
elements other than those incorporated into the Military Estate Pro-
gram (separation pays, survivor benefits, and retirement annuities),
which are treated in Chapter 7. Chapter 8 develops the cost impli-
cations of the study's recommendations.
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CHAPTER 2

NONCAREER COMPENSATION

This chapter contains the study's findings and recommendations
with respect to the noncareer force. For purposes of the study
noncareerists are defined to include: (1) all personnel in pay grades
E-1, E-2, and E-3 and (2) those personnel in pay grade E-4 who have
either (i) less than two years completed service for pay or (ii) between
two and four years completed service for pay and a total active duty
serv'ce rommitment, including time served, of less than six years.
Noncareerists make up an estimated 1,773,429 man years, or 52%, of the
active force projected in the President's FY 1968 Budget.

Compensation Concepts

FINDING 2. Existing principles and concepts of military compensation
are appropriate in the noncareer portion of the force. )

Food, clothing, shelter, medical care, and other basic necessities
are provided by the Government in kind to most noncareer members most
of the time. This is appropriate and necessary because of the nature
of the military activities--mostly training and operations--in which
noncareer personnel are predominately engaged. The residual of basic
pay after taxes is available to the single noncareer member to spend
on other than basic necessities. In those few cases where necessities
are not furnished in kind, nontaxable cash allowances are furnished in
lieu thereof.

This concept of compensation assures that young, single soldiers,
sailors, airmen, and marines who are members of largely self-contained
military communities are properly cared for. These practices are
in their own best interests as well as in the best interests of the
units and activities to which they belong. Provision of necessities
in kind is a common practice in military forces to maintain the health,
welfare, &nd besic human needs of members so they will be able
to perform assigned military duties. 8472 of noncareer members have
no dependents; therefore, measures designed to support most effectively
the individual member himself under his particular conditions of service
are appropriate in this part of the force.

FINDING 3. The provision of a large part of the noncareer
member's income in kind requires that a standard for noncareer cash
compensation be based on residual income; which is the cash left over
after procuring food, housing, clothing, and medical care and paying
Federal income and Social Security taxes.

Basic equity demands that noncareer members be compensated 8¢
that they incur no net economic penalty compared to their counterparts
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who do not serve.[l] Translating this policy into practice requires
a definition of what an economic penalty is and the ablility to measure
with reasonable accuracy the components of that definition.

Judgments about the adequacy of noncareer pay require specification
of an appropriate standard for what that pay should be. This is more
than normally difficult in the noncareer force because military
necessity usually requires that the noncareer member's food, clothing,
housing, medical care, and other essentials be provided in kind.

Theae items must be counted as part of total military income. They
substitute for expenditures the military member would have had to

make out of his total salary were he employed as a civilian, and

for expenditures his civilian counterpart has to m.%e out of his total
cash salary.

Valuation of Income in Kind

However, providing income in kind creates troublesome valuation
problems because of the divergence between Government cost and income
value to the recipient. For example, the raw food cost to the Government
of the daily ration is $1.30 per day. No individual could secvze the
amount and quality of food served by the Government for this amount.
Similar differences exist for other in kind elements.

The alternatives for making total income comparisons are (1) to
estimate the value to the member of those items furnished in kind and
attribute those amounts to his salary or (2) to pay him a total cash
salary and collect for items furnished.

The first approach would create as much or more confusion and
controversy than it would dispel. It raises the possibility of disagree-
ments about the proper valuation of the various elements furnished in
kind. How much income is represented by a bunk in a basic training
barracks?

The sacond approach involves huge budgetary expenditures and
complex administrative nrocedures to collect for barracks space, clothing
furnished, food, etc. It, too, involves the same kinds of arbitrary
judgments about the proper charges to levy the various itemc furnisghed,
the extent to which items furnished are compensation or '"costs of doing
business' not properly chargeable to the member's pay, and related
issues.

The absence of an established retall market for the items in question
means that the valuations under either approach will necessarily be
arbitrary.

(1] As long as noncareer personnel are for the most part citizen-soldiers
discharging a civic obligation, the question of rates and methods
of pay needed to attract and retain an all-volunteer noncareer
force does not arise.
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A Noncareer Pay Standard

A third procedure can avoid tnese troublesome issues and provide
a more precise standard, thereby assuriug that noncareer members are
neither credited nor charged inappropriate amounts for income
furnished in kind. Rather than aiming at comparisons of total money
incomes, this approach focuses on the discretionary spendable income
the member has left over for his own personal disposition aftex
provision has been made for his basic necessities and taxes.

Using this standard, a net economic penalty can be defined as
a shortfall in residual income, which is total income less basic
necessities and taxes. The minimum basic necessities that should be
included in such an approach are food, housirz, clothing, and merfcal
care. A residual income standard is clearly more meaningful in that
part of the force that is provided a large part of its regular
coapensation in kind than is any standard based on necessarily arbitrary
constructions of total income.

These considerations led the Policy Board to recommend the
following standard for pay in the noncareer force.

RECOMMENDATION 2. That two standards for minimum noncareer
residual income be adopted to insure that satisfactory service involves
no net ecoromic penalty:

a. Standard I--The Minimum Wage Floor: Military pay rates
should be such that, regariless of pay grade or longevity step, a
noncareer member's residual income at least equals the average
residual income of a single full time employed male civilian earning
the legal minimum wage.

. Any active military service should produce :ore residual income
than full time work at the minimum wage ($1.60 per hour effective
February 1968). Our society cannot in good conscience ask those
who serve in its defense to accept less.

b. Standard I11-~Parity with Civilian Counterpart: Military
pay rates should be such that the residual income of the noncareer
member whose performance is fully satisfactory is at least equal
to the average residual income of his civilian counterpart, defined
as _a single male high school graduate of the same age employed full
time in the civilian economy.

Those who satisfactorily perform obligated service deserve at
least as much residual income as those who do not serve because the
obligated service is for the most part involuntary.[l] Any lower
standard imposes a net economic penalty on those who serve compared
to those who do not.

(1] Many "volunteers" are to a large extent motivated by the necessity
to serve; they are exercising some option about the timing and
particular military service in which they serve rather than truly
volunteering for military service in the rigorous sense.
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Evaluation of Existing Rates

FINDING 4. Rates proposed in the Uniformed Services Pay Act
of 1967 in combination with promotion rates in effect in FY 1967

and projected for FY 1968 are adequate to meet both residual

income standards.

The average residual income of single minimum wage earners
employ2d full time (52 weeks at 40 hours each) at the $1.60 hourly
rate 1is estimated to be $984.00 annually (Table 2-1). The residual
income of the lowest paid single military member (E-1 less than four
months * servicz) under rates proposed in the 1967 pay act 1s $1,065
annually (Table 2-2). Therefore, 1967 proposed rates meet residual

.income Standard I, the Minimum Wage Floor, by a reasonable margin.

Total residual income during a period of military service is a
function of botdy pay rates at each grade and promotion progression
through the various grades. At estimated FY 1968 promotion rates, the
average residual income of single noncareerists will exceed the
estimated average residual income of single full time employed male
civilian high school graduates of corresponding ages (Table 2-3) as
shown in Table 2-4, Th2se calculations show that the present noncareer
pay progression meets residual income Standard II, Parity with Civilian
Counterpart, by substantial margins: 9.27 for the two-year man,

21.12 for the three-year man, and 32.72 for the four-year man. Thus,
the noncareer mjilitary man has a greater opportunity to save or sperd
on personal consumption than does his civilian counterpart.

In evalusting these margins it is important to remember that the
noncareerist is likely to be serving involuntarily and that he has a
severely restricted choice in the form and amount of his income
received in kind. Some of it--especially field and shipboard
"housing" accommodations and some of the food (''C" rations)--differs
markedly from that which his civilian counterpart buys on the market.{1]

{1] For this reason equality of residual income does not necessarily
mean equality of total income. The difference is in the noncash
elements of income, however, rather than in cash income. The
oft-mentioned "tax" on those whose service is less than completely
voluntary takes the form of a consumption "tax" imposed by making
them live, wear, eat, and work in ways they would prefer not to do.
Society 1is not now imposing any net cash tax on members who serve
involuntarily. On the average they have more cash to save or
spend on other than necessity items than do their civilian counter-
parts who do not serve. Society may elect to give them even more
extra cash than it now does as recompense for the disutilities
caused by severely restricting their consumption choices. However;
this is a separate value judgment apart frca the question of
adequate cash income.
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TABLE 2-1

RES.DUAL INCOME[1] STANDARD I: THE MINIMUM WAGE FLOOR

(Annual Rates)

Civilian Urban Single Consumer
(under 25 years of age)

Minimum Wage Income $3,328
Less Federal Income Tax - 385
After-Tax Income $2,943

Necessity Expenditures as a
Percentage of After-Tax Income(2]

Food 21,32
Yousing 23.7
Clothing 13.3
Medical 3.3

61.62

Residual Income: (38.42 of After-Tax Income) $1,130.00
Less Social Security Taxes - 146,43
Net Residual Income of minimum wage earner 983.57 | Test

(1] Residual income equals civilian earnings less Federal
income and Social Security taxes and expenditures for
food, clothing, shelt:r, and medical care for the
single individual.

(2] Consumer Expenditures and Income, Supplement 3 - Part A
te BLS Report 237-38, Survey of Consumer Expenditures
1960-61, Bureau of Labor Statistics, United States
Department of Labor: Washington, 1964,
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TABLE 2-2

NONCAREER RESIDUAL INCOEE[I] 1 OCTOBER 1967 {PROPOSED)
BASIC PAY RATES, SINGLE MEMBERS
(Annual Rate)

Years of Service for Pay

Pay Grade Under 2 Cver 2 Over 3 Over 4
E-4
BP $2,134.,80 $2,678.40 $2,826.00 N/A
’ FIT 183.00 274,00 265.00
SS 93,93 117.85 124,34
RI $1,857.87 $2,286.55 $2,402.66
B3
BP $1,544.40 $2,156.40 $2,307.60 $2,455.20
FIT 91.00 187.00 211.00 236.00
SS 67.95 94,88 101.53 108.03
‘ RI $1,385.45 S1,874.52 $1,995.07 §2,111 17
B2
BP $1,274.40 $1,785.60 $1,785.60 $1,785.60
FIT 51.00 128.00 128.00 128.00
SS 56.07 78.57 78.57 78.57
RI $1,167.33 $1,579.03 $1,579.03 $1,579.03
[ E-l
BP $1,227.60 31,634.40 $1,634.40 $1,634.40
. FIT 47.00 106.00 106.00 106.00
SS 54.01 71.91 71.91 71.91
RI $1,126.59 $1,456.49 $1,456.49 $1,456.49
? E-1 (Under 4 mos)
BP $1,148.40 MINIMUM WAGE TEST: $983.57(a)
FIT 33.00 CONCLUSION: Rates proposed for
l s§ 50.53 1 October 1967 effective date
f RI $1,064.87 meet Residual Income Standard

I: Minimum Wage Floor.

* (1] Residual Income (RI) = Basic pay (BP) less Federal incume taxes
(FIT) less Social Security taxes (SS).

(a] See Table 2-1.




TABLE 2-3

RESIDUAL INCOME[1] 1IN 1966 OF FULL TIME PAID CIVILIAN

HIGH SCHOOL GRADUATE BY AGE, FOR THE UNITED STATES
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Age 18 19 20 21 22
Before-Tax Income, 1966: $3,756 $4,111 $4,465 $4,820 $5,175
Federal Income Taxes: 462 521 581 641 750
After-Tax Income: $3,294 $3,590 $3,884 $4,179 $4,425
Expenditures on Food,

Housing, Clothing, Medical

Care (61.6%) $2,029 $2,211 $2,392 $2,574 $2,726
Residual Income (38,4%) $1,265 $1,379 $1,492 $1,605 $1,699
Less Social Security Taxes: 165 181 196 212 228
Net Residual Income $1,100 ' $1,198 $1,296 $1,393 $1,471

SOURCE: 1966 before-tax income from special Bureau of Census

Tabulation, date 17 Oct 1967.

of after-tax income reported in Table 12a of Supplement

2, Part A, BLS Report 237-38, July 1964, for single urban
consumers less than 25 years of age in 1960-61,

Expenditures as a percer*age

[1] Residual Income equals civilian earnings less income and Social
Security taxes and expenditures for food, clothing, shelter and
medical care for the single individual.
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TABLE 2-4

RESIDUAL INCOME[1] STANDARD II: PARITY WITH CIVILIAN COUNTERPART
Civilian
Year of Miiitary Residual Income[2] HS Grad
Service Age DOD Residual
(Mil.) (Civ.) Army Navy USMC USAF  Averagze Income[3]

1 19 $1,224 $1,196 $1,133 $1,150 $1,202 $1,198

2 20 1,700 1,385 1,385 1,385 1,522 1,296

3 21 2,287 2,046 1,909 1,874 1,985 1,393

6 22 2,403 2,403 2,403 2,403 2,403 1,471

TOTAL $7,614 $7,030 $6,830 $6,812 §$7,112 $5,358

CONCLUSION: 1 October 1967 rates and FY 1968 projected promotion

flows produce a noncareer pay progression that meets
Residual Income Standard II.

{1] Military residual income is basic pay less income and Social

Security taxes.

Civilian residual income is total income less

income and Social Security taxes and expenditures on food,
clothing, housing, and medical care.

[2] Values differ among services because of different promotion times.

[3] See Table 2-3.
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Also, the noncareerist spends some of his residual income on civilian
clothes and on food and shelter off base while on pass and leave.
Therefore, the existing margins are considered reasonable to guarantee
the validity and fairness of the residual income standard.

Another consideration reinforcing the fairness and equity of the
recommended standards is the noncareer tember's access to exchanges,
commissaries, and other on base facilities where goods and services
are available at less than civilian retail market prices. Thus,
the military member's residual cash income represents more real income
than does the same amount of residual cash income for his civilian
counterpart.

The finding of adequacy of present rates rests ou .urrent promotion
patterns. These are to some degree influenced by the Vietnam build up
and are unlikely to persist at FY 1968 rates in periods of stabie or
declining force levels. This consideration led to the Policy Board's
next finding.

FINDING 5. A minimum standard noncareer promotion policy is
required to insure continued attainment of a noncareer pay progression
that meets Standard II in case future force changes restrict future
promotion opportunities.

RECOMMENDATION 3. That fully qualified noncareerists should be
promoted to pay prade E-2 not later than on completion of 4 months
of active service and to pay grade E-3 not later than on completion
of 12 months of active service.

This policy, coupled with rates of pay derived from Recommendation
6, will assure continued attainment of residual income Standard 1I by
acceptable margins. Determination of promotion qualifications would
continue to be the province of each individual service.

RECOCMMENDATION 4. That the pay grade "E~1 (under 4 months)"
be eliminated, inasmuch as Recommendation 3 makes it superfluous.

Under the policy proposed in Recommendation 3, a promotion and
pay increase would be assured no later than at the end of 4 menths of
service to all fully satisfactory performers. This will accomplish
the same pay result as does the present special pay grade for an E-1
with less than 4 months' service.

Noncareer Pay Terminology

FINDING 6. People underestimate total military income because
they tend to ignore or undervalue that part of income provided in kind.
Basic pay, which is only one part of total military income, tends to
get compared wrongly to total civilian cash income.
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The term "basic" is used in general compensation terminology to
distinguish straigh? time wages or salaries from premium pay for overtime,
shift differentials, and the like. In the normal case it refers to the
total cash pay for the normal work period at standard rates.

In the military compensation system, basic pay is only part of
what corraesponds to basic salaries in most civilian compensation systems.
For example, the sum of four separate elements of military compensation--
(1) basic pay, (2) quarters (cash allowance or furnished), (3) sub-
sistence (cash allowance or furnished), and (4) the Federal income
tax advantage that arises because quarters and subsistence are non-
taxable--compares to 93.5% of the basic salaries of Federal civil
servants (total basic salary nct of a 6.5% retiremert contribution).

The different meanings of the word "basic" in civilian and
military compensation systems foster inaccurate comparisons of m'litary
to civilian pay. Construction of accurate pay comparisons requires
thorough familiarity with the unique military compensation system and
a series of complicated calculations. This is especially true in the
noncareer force, where so much of total income is provided in kind.
These facts lead to the study's next recommendation.

RECOMMENDATION 5. That basic pay for noncareerists be redesignated
"Personal Money Pay' to make its true nature more readily apparent.

Although no terminology change alone can eliminate all confusion
about noncareer pay, this one should reduce that confusion by making
clearer just what the noncareer pay policy really is and how it is
applied. The i1 commended terminology will support the concept of the
residual income standards considerably better than will the existing
term, basic pay. Residual income will be more easily understandable
as personal money pay minus taxes. The designation 'personal money
pay" should also make it easier for the interested but nontechnical
layman to grasp the crucial distinction between what is now basic pay
and a full civilian salary. It will be much more readily apparent
that total military noncareer income is the sum of personal money pay
plus income in kind (or cash allowances in lieu thereof) and any special
cash pays received. (1]

{1] Present law authorizes for certain senior officers a personal money
allowance. This allowance is not part of regular pay; instead, it
has the nature of an expense allowance to enable the recipient to meet
the unusual obligations and expenses that go with the grade or

position in question. To avoid confusion with the recommended personal

money pay terminology, this allowance could be designated a "supple-
mental money allowance."
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Supplemental Allowances

FINDING 7. Dependents Assistance Act allowances are appropriate
supplements to noncareer income to enable the few noncareerists witl
dependents to meet their reasonable family financial obligations.
Rates proposed in the Uniformed Services Pay Act of 1967 are adequate
as of 1 October 1967.

The proposed rates ($60.00, $90.60, and $105.00 monthly) generally
exceed both (1) the average family expenditures on housing of civilian
urban families of the same size and age bracket (head of family under
25) and (2) the average amounts actually spent on rent in 1966 by
personnel receiving the allowance. Detailed comparisons are shown in
Tabls 2-S,

FINDING 8. Noncareer pay, including Dependents Assistance Act
allowances, is sufficient at rates proposed in the Uniformed Services
Pay Act of 1967 to insure that no military family of 3 or fewer persons
has income below the 'poverty line" as defined by the Office of
Economic Opportunity. Military families with incomes below the poverty
line are the result of exceptional circumstances, usually substandard
performance by or disciplinary action againgst the member. Hardship
discharge provisions exist in each service for those isolated cases
where military pay is insufficient to permit the member to meet
reasonable family financial obligations.

The only military families of size 4 (member, wife, and two
children) whose incomes might fall below the OEO poverty line would
be the E-1's and E-2's with less than two years of service for pay.

At present no member with more than one dependent is drafted or
permitted to enlist as an E-1. Under FY 1968 promotion rates--and the
proposed noncareer promotion policy in Recommendation 3--no military
member who enters the force with only one dependent, acquires his fardly
in a normal manner, and performs his duty satisfactorily will be paid
below the OEO poverty line. The frequent allusions to large numbers

of military families below the poverty line are usually based on
comparing basic pay--only one element of cash income--to the poverty
line.

Table 2-6 contains detailed comparisons of noncareer cash income
to the OEO poverty line for various pay grade and family size combi-
nations.

Noncareer Pay Adjustment

FINDING 9. Increases in civilian pay expected in the normal
growth of the economy will cause noncareer residual income to fall be-
lowv the recommended standards unless personal money pay is reviewed
on a regular basis and ad{fusted as required.

Section 1008(a) of title 37, U.S.C., requires an annual review
of the adequacy of military pay rates. This review should include
an evaluation of the degree to which noncareer pay meets the proposed
standards. Movements in pay in the private sector should be matched
by corresponding adjustments in personal money pay.
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TABLE 2-5

ADEQUACY OF DEPENDENTS ASSISTANCE ACT ALLOWANCES

Margin of
DAA Allowance
Civilian Military Proposed Over
Pay Family Rental Rentel DAA Civilian Military
Grade Size Expense[l] Expense[2] Allowance[3] Expense Expense

E1-E3[a] 2 $612 $ 985 $ 720 $108 $ =265
3 733 1,910 1,087 354 77

4 731 1,075 1,260 529 185

Eb 2 845 1,080 1,087 242 7
L (Under 4)

3 933 1,080 1,087 154 7

4 931 1,140 1,260 329 120

[1] Average rental expense (rent plus fuel, light, refrigeration,
water) of urban families of same size, income class, and age of
family head (under 25) in the United States. Average rental
expenditures in 1961 multiplied by 1.05 to account for increase
in the rent component of the Consumer Price Index, All Cities
Average since 1961. Source: Tables 12¢, d, e, and l4a, Supple-

! ment 2 - Part A of Bureau of Labor Statistics Report 237-38,

F J July 1964, Consumer Expenditures and Income.

Y

!

{

:

[2) Median rental expense (rent plus fuel, light, refrigeration,
water) of military families from U.S. Air Force survey of DOD
Family Housing expenses conducted in 1966. (All services covered.)

[{3] Uniformed Services Pay Act of 1967.

[a] The structure of the allowances at these grades recognizes the
ability of the wife to supplement the member's income. Thus,
as family size increases from two to three, the allowance in-
creases to recognize the diminished employment opportunity of
the wife.
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TABLE 2-6

NONCAREER MILITARY CASH-PQUIVALENT INCOME{1] COMPARED TO
OFFICE OF ECONOMIC OPPORTUNITY POVERTY LINE

(Annual Rates)
Family Size

1 2 3 4 5 6
OEO Poverty Line: $1,600 $2,000 $2,500 63,200 $3,800 $4,200
Years of
Pay Service

Grade for Pay
E-1 Under 2 $2,640 $2,557 $2,868 $2,962 $2,962 $2,962
Over 2 3,065 3,028 3,340 3,429 3,369 3,3¢3y
Over 3 3,065 3,028 3,340 3,429 3,369 3,369
4

Over 3,065 3,028 3,340 3,429 3,369 3,369
E-2  Under 2 2,692 2,611 2,922 3,013 3,009 3,009
Over 2 3,219 3,180 3,521 3,608 3,520 3,520
Over 3 3,219 3,180 3,521 3,608 3,520 3,520
Over & 3,219 3,180 3,521 3,608 3,520 3,520
E-3  Under 2,970 2,930 3,236 3,325 3,279 3,279

2
Over 2 3,591 3,558 3,959 4,035 3,923 3,891
Over 3 3,744 3,712 4,131 4,216 4,095 4,042

4

Over 3,893 3,863 4,280 4,386 4,271 4,190
E-4  Under 2 3,573 3,972 3,931 4,013 3,89 3,869
Over 2 4,120 4,517 4,512 4,647 4,529 4,417
Over 3 4,269 4,663 4,663 4,825 4,698 4,586

[1] Regular military compensation =
Basic Pay + Quarters + Subsistence + Tax Advantage.
In addition an estimated $350 million in special pays other than
Hostile Fire Pay will be paid to noncareer members in FY 1968.

These are:
Annual Rate
Sea Duty or Duty at Certain Places $96.00 to $156.00
Incentive Pay - Hazardous Duty $660.00
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RECOMMENDATION 6. That noncareer compensation be adjusted as
follows to assure its continued attainment of the recommended standards:

a. That personal money pay be adjusted annually as required
to keep it abreast of pay increases in the private sector. To assure

the internal equity of military pay adjustments, the amount of the
personal money pay adjustment should be the average percentage increase
made in career force salaries to match increases in pirivate sector
salaries. An appropriate measure of the annual change in private
sector salaries is derived each year by the Bureau of Labor Statistics
through its annual survey of professional, technical, administrative
and clerical salary rates,

b. That Dependents Assistance Act allowances be reviewed
annually and adjusted as required to reflect increases in rental costs.
The allowances should be adjusted in conjunction with actions growing
out of the annual pay review whenever the rent component of the
Consumer Price Index (All Cities Average) increases by as much as
three per cent over its level at the time of the last adjustment.

The amount of the adjustment should be the per cent, to the nearest
one-tenth of one per cent, by which the rent index has increased over
its level at the time of the last adjustment. This will insure that
these allowances continue to provide an adequate supplement to non-
career income for those few with dependents.

Summary

Existing principles, concepts, and rates of compensation are
appropriate in the noncareer force. Those performing obligated military
service are now being compensated in cash fairly and equitably compared
to their counter:zarts who do not serve.

The recommended adjustment policy will assure continued fair and
equitable treatment of noncareer members by adjusting all elements
of their total income as appropriate:

- in kind income will be "adjusted" as required by continuing
to provide necessary goods and services in kind, regardless
of Government cost;

- the cash component of noncareer income, personal money
pay, will be adjusted to keep pace with movements of cash
pay in the civilian economy; and

- the family maintenance allowances pald to those few non-
careerists with dependents will be adjusted to reflect
increases in rent, which is the major additional expense
incurred by the member with dependents.
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Thus, total noncareer pay, made up of both cash and in kind
elements, will be kept abreast of relevant pay and cost trends in the
civilian economy. This will assure the continued attainment of the
proposed noncareer. pay standards.
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CHAPTER 3

CAREER FORCE PAY METHODS

This and the next two chapters contain the study's findings and
recommendations with respect to the career force. The recommended
definition of the career force, based on 30 June 1965 force character-
istics, includes "career committed" E-4's and all personnel in pay
grades E-5 and above, to include all officers. Career committed E-4's
are those who have either (1) between two and four years' completed
pay service and a total active duty service commitment, including
time served, of 3ix or more years or (2) more than four years' completed
pay .2rvice. The career force so defined will comrrise some 1,638,578
man years, or 48%, of the total active force projected in the President's
FY 1968 Budget.

Results of Existing Pay Methods

THE STUDY'S MOST IMPORTANT CONCLUSION IS THMAT A BASIC OVERHAUL IN
CAREER FORCE COMPENSATION IS NEEDED. THE EXISTING SYSTEM IS NOT ATTAIN-
ING ITS OBJECTIVES TO THE EXTENT DESIRED. MOREOVER, IT IS INEFFICIENT
IN ACCOMPLISHING AS MUCH AS IT DOES.

The very characteristics that make the military compensation
system fit so well the needs and conditions of the noncareer part
of the force impair the system's effectiveness in the fundamentally
different circumstances found in the career portion of the force.
When existing compensation practices were designed and adopted they
were appropriate for the environment in which they operated. Since
then fundamental changes have occurred in the compensation-related
conditions pertaining to the career portion of the force, but changes
in the compensation system have not kept pace.

FINDING 10, A mid-range experience deficit in the career
force-~substantial and continuing shortages in the 4 to 14 years of
service groups in both officer and enlisted grades-—-exists now and
has existed for many years. Despite a 40.4% increase in basic pay
since 1962, costing more than $3.5 billion in basic pay and other
compensation costs through FY 1968, reenlistment and retention
rates continue at levels substantially below those required to fill
this gap. The hard facts are that we are not now attracting,
retaining, and motivating to career military service the kinds and
numbers of people our uniformed services need.

The Cordiner Committee in 1958 and each major force managemont
study since has found the same kind of imbalance in our career force
structure. Table 3-1 and Charts 3-1 and 3-2 compare actual experience
distributions as of 30 June 1965[1] to those experience distributions
desired by the military services. The shortage of 37,000 officers

[1] This date was selected to avoid the impact of the Scutheast
Asia build up and thereby give a picture of a more nearly
"normal" situation.
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OFFICER AND ENLISTED, INVENTORY, REQUIREMENTS AND

IMBALANCES, DEPARTMENT OF DEFENSE, AS OF

30 JUNE 1965

OFFICER

Years of Active Service Completed

0-3 4-8 9-13 | 14-13 | 19-23 | 24-28 29+
Inventory 119,144 59,7713 51,427 42,900{ 33,133, 7,096 888
Requirement 79,069| 83,045| 64,972 43,399( 24,714{ 11,916| 2,355
Imb (Iav-Req) | +40,075|-23,274|-13,545|-  499{+ 8,419|- 4,820]-1,467
7 Imbalance + 50.7%)~ 28,0%] - 20,9%} - 1,1%)+ 34.1%| - 4D.4%]-62.3%

ENLISTED
Years of Active Service Completed

0-3 4=7 8-11 12-15 16-19 20-23| 24+
Inventory 1,347,867 261,797{ 218,289| 197,656] 199,912| 68,980| 14,128
Requirement |1,189,172} 504,532 260,513| 181,290} 130,128{ 42,498 14,419
Imb (Inv-Req)| +158,695(-242,735)- 42,224}+ 16,366|+ 69,784]+24,482}~- 291
% Imbalance + 13,3%|- 48.1%]- 16.2%{+ 9.0%|+ 53.6%{+ 57.6% - 2.0%

Source:

Special submissions by the military services to the Quadrennial
Review of Military Compensation, Office of the Assistant Secretary
of Defense (Manpower).




CHART 3 -1
OFFICER REQUIREMENTS AND INVENTORY
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CHART 3-2
ENLISTED REQUIREMENTS AND INVENTORY
DEPARTMENT OF DEFENSE, 30 JUNE 1965
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in the 4 to 14 years' experience group represented a 25% deficit from
stated regquirements. These jobs were filled by using 40,000 more
officers in the 0 to 3 years of service group than would have been
required in the balanced force. In the enlisted force the 267,000-man
shortage in the 4 to 15 years' experience group constituted a deficit
of 28% below stated requiremeats. This deficit was covered by using
some 160,000 more personnel in the O to 3 years' service group and
almost 100,000 more personnel in the 16 and more years of service
category than are needed in balanced force. To compensate for the
mid-range experience deficit of career personnel the services are forced
to bring in far more noncareer personnel than they would require in a
balanced force and at the same time retain substantial numbers of
personnei beyond their optimum career length.[1]

This mid-range experience deficit impacts adversely on both
military effectiveness and costs. Effectiveness suffers when junior
people have to move up and fill positions above their experience and
training qualifications. Costs are unduly increased both by the excessive
turnover of first temm personnel tha’. boosts training and other turnover
costs[2] and by keeping on higher paid, more senior people beyond optimum
career lengths to fill jobs that could have been handled by lower paid,
less senior people. Retirement costs soar as these more senior people
serve to the 20-year point, retire at an early age, and draw retired pay for
an extended period. [3]

The same kinds of force imbalances will persist unless existing
retention rates change. Table 3-2 and Charts 3-3 and 3-4 compare
actual FY 1965 continuation rates[4] to those required to support

[1) For more detail on officer and enlisted imbalances see Appendix I:
"0f ficer Imbalances" and Appendix II: "Enlisted Imbalances."

[2] Studies indicate that in some high training cost specialties,

(e.g., Nuclear Powerman, Ballistic Missile Inertial Guidance
Systems Repairman) it costs the services as much as $25,000 to
replace a single nonreenlistce.

[3] An E-6 who retires at 20 years of service can expect to draw
$83,000 in retired pay over the remainder of his lifetime. 1In
addition the Government is obligated to provide medical care
to him and his dependents.

{4] A continuation rate shows the per cent of members on active duty
at the beginning of a year who are still on active duty at the
end of the year. It reflects all losses (and gains, if any)
and applies to the total population in the year group. A
continuation rate differs from a reenlistment rate, which is
reenlistments as a per cent of those eligible to reenlist and
therefore has meaning only at specific decisica points.
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ACTUAL AND REQUIRED OFFICER AND ENLISTED CONTINUATION RATES[1]

DEPARTMENT OF DEFENSE, FY 1965
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Years of
Active OFFICER ENLISTED
Service
Completed | Actual | Required | Act.-Req. || Actual } Required | Act.-Regq.
0 99 99 0 92 94 -2
1 98 98 0 66 92 -26
2 63 98 =35 72 85 -13
3 68 97 -29 40 82 =42
4 g4 97 -13 86 78 + 8
5 87 96 -9 93 80 +13
6 91 96 -5 91 82 + 9
7 93 95 -2 89 85 + 4
8 95 95 C 91 87 + 4
9 87 9% -7 9 89 + 5
10 97 94 + 3 95 91 + 4
11 92 93 -1 97 92 + 5
12 98 93 + 5 98 92 + 6
13 98 92 + 6 98 92 + 6
14 98 92 + 6 98 92 - 6
15 98 91 + 7 99 91 + 8
16 99 91 + 8 99 90 +9
17 99 90 +9 99 89 +10
18 99 90 +9 99 85 +14
19 94 89 + 5 71 82 ~11
20 66 88 -22 66 80 -14
21 84 87 -3 72 78 -6
22 85 87 -2 73 75 -2
23 88 86 + 2 79 72 + 7
24 86 85 +1 81 69 +12
25 86 85 + 1 84 65 +19
26 88 84 + &4 81 60 +21
27 85 83 + 2 83 55 +28
28 82 82 0 82 49 +33
29 52 63 -11 0 0 0
Source: Actual continuation rates derived from 1965 Multiple

Decrement table prepared by the Actuarial Consultant, Office
of the Assistant Secretary of Defense (Manpower).
continuation rates derived from FY 1965 personnel requirements
submitted by services to Quadremnial Review of Military Comp-
ensation, OASD(M).

[1] A Continuation Rate equals

Strength at Beginning of Year X+l

Required

Strength at Beginning of Year X

* (100)

CEY

oy
by

v
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CHART 3-3 I
ACTUAL AND REQUIRED OFFICER CONTINUATION RATES, -

DEPARTMENT OF DEFENSE, FY 1965
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CHART 3-4

ACTUAL AND REQUIRED ENLISTED CONTINUATION RATESy

DEPARTMENT OF DEFENSE, FY 1965
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the balanced force structure shown in Table 3-1 as "requirements."
While it is recognized that the specific numerical requirements in
any category may be open to question, the overall pattern clearly
shows three results:

(1) the excessively low retention at the end of obligated
service that generates shortages of career personnel;

(2) the attempt to compensate for this low career input by
keeping as many as possible of those who do reenlist for as long
as possible, thereby increasing active force pay costs; and

(3) the large losses at 20 years of service that add to
retircuent cocts.

As long as this general pattern of continuation rates persists,
the services will continue to suffer a deficit of career personnel
in the mid-range experience groups, causing both unduly high
coste and an adverse impact on military effectiveness. Comparative
cost analyses ind‘cate that the desired military force distribution
of the same total size not only would be mecre effective, but also
would be less costly by approximately $700 million per year at
1 October 1967 proposed pay rates when all. system costs (training,
pay, future retirement, etc.) are considered. We are now paying a very
high price indecd for inadequate retention.

FINDING 11. Compensation is a major cause of inadequate retention.

Survey after survey and study after study have cited compensation
as a major cause of our failure to attract, retain, and motivate to
career service the kinds and nvmbers of career personnel our armed forces
need. Table 3-3 summarizes some of these study results.

Analyses during this review disclosed a clear and statistically
significant inverse relationship between continuation rates and civilian
earnings opportunities. The lower the ratio of military to civilian
compensation, the lower the continuation rate at the end of obligated
service,

The question arises as to why more than $3.5 billion in pay raises
given since 1962 have not solved the retention problem. Some explanation
other than parsimony must be sought. The Administration has proposed
and the Congress has enacted generous increases in military pay since
1962, What, then, is the problem?

FINDING 12. There are three major deficiencies in the career
compensation system that markedly diminish its effectiveness:

a. Military pay is unduly complex and confusing. Members do
not know the true value cf their compensation, hence it suffers in
comparison with the pay of others. Potential reenlistees underestimate
the true value of their pay by almost one-fourth. We do not get the
maximum retention return from our compensation dollars.
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TABLE 3-3

THE INFLUENCE OF COMPENSATION ON REENLISTMENT AND RETENTION
ATTITUDES OF SERVICE PERSONNEL

Survey of Military Personnel Management, January-April 1967.
Regular Army enlisted specialists eligible for proficiency pay were
asked to respond to the question: "What do you think the Army could
do to retain more qualified individuals?" Pay and related items were
cited by 60.5% of the population as important to retention.

"Navy Personnel Survey 65-1," 1965. Officers and enlisted men
wvere asked to evaluate the adequacy of pay. 85Z of the officers con-
sid_ved it "fai~" or "bad." Initial tour officers intending to
separate were asked the most important reason for leaving; low pay
ranked second (family separation ranked first). 282 of initial tour
EM cited low pay as the main reason for leaving. Pay and allowances
were ranked No. 1 as the change that would make the Navy more attractive.

"Results of a Survey to Identify Factors Affecting Reenlistments,"
by R. V. Macy, Jr., August 1963. U.S. Naval Personnel Research

e L ReE - W W

Activity, San Diego, California. A survey population of 400 officers
and enlisted men were asked to recommend specific actions to improve
Navy retention. The most frequently mentioned action was increased

pay.

Bureau of Naval Personnel Technical Bulletin 63-3, "Training,
Utilization, and Proficiency of Navy Electronics Technicians, Vol. VI,"
Adolph V. Anderson, January 1963. A survey of electronics technicians
revealed that of the group eligible for reenlistments, 58% listed low
pay as the major reason for not reenlisting.

"USMC October Retention Test Program,' October 1966. 3,736
involuntarily extended enlisted men were polled on reasons for not
reenlisting. 42.8% listed pay-related reasons.

"The USAF Personnel Report: Characteristics and Attitudes from
a Sample Survey,'" November 1966. First term (0-4 years' active !
service) officers and airmen were asked to list the most unfavorable
aspects of USAF life. Pay-related items were cited by 57.2% of the
airmen in February 1965 and by 60.8% in May 1965. Pay-related items
were cited by 41.3% of the officers in February 1965 and 48.92 in
May 1965,

0SD Draft Study, 1964-1965, Table: '"Evaluation of Inducements
to Reenlistment of First Term Regulars Intending to Separste or

Undecided." Two groups of first term regular enlisted men were polled;
of the "undecided" group, 44.4% responded that they would remain in
service if pay were equal to civilian pay and 65.1% 1if service pay
were higher than civilian pay. Of the group intending to separate
17,2% stated that they would reenlist if military pay were greater

than civilian pay.
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b. Military pay is not equitably distributed to the force:

(1) Only 58% of total pay depends on the work done by the
member. The rest depends on family size, accidents of quarters
availability, and whether the member serves to retirement. Potential
reenlistees cannot be sure what their pay will be. Many, especially
bachelors, dislike a system that does not pay equal pay for equal
vork.

(2) All career members are charged with an imputed retire-
ment contribution as part of their basic salary, but fewer than
four in ten (37%) will actually retire. Those who leave before retirement
rec.ize no value whatsoever from the imputed retirement contribution;
they have been made to help finance someone else's recirement out of
their own salary, which was intended as pay for services rendered.
This discourages the mid-length careers needed for balanced force manning.

(3) Allowances have not kept pace with costs. Thus, members
who draw cash allowances must often spend more than cheir allowances o1
food and housing. They are thereby penalized compared to those who
are furnished these items in kind. Potential reenlistees see these
results and are apprehensive., They cannot be reasonably sure what their
living conditions will be, hence cannot predict what their pay will be
if they do reenlist.

¢. Most important, there is no agreed upon quantitative standard
for applying the accepted principle of comparability to military pay at
each grade. As a result:

(1) Military pay has tended to lag behind civilian pay.
From 1945 through 1962 there were 5 military raises that increased pay
by 76%Z, compared to 9 Classification Act raises that increased pay by
126% and 9 Postal Field Service railses that increased pay by 177%.

(2) There has been no consistent policy for computing the
value of military pay increases. Since 1963 overall military increases
hav. paralleled overall Federal civil service increases. Still, the
absence of an agreed upon pay standard has led to disagreements on the
amounts of some increases, and the method of computing raises has changed
from year to year. Not until 1965 was there established a method of
matching military to Federal civilian increases.

(3) There has been no way to assure the most effective use
of the increases rhat have been awarded. Sometimes rates at junior
grades were raised to try to increase retention. At other times rates
in the senior grades were raised to relieve the pay compression caused
by concentrating previous increases in the junior grades. Other raises
have been across-the-board write ups.

(4) The whole pay system lacks credibility. Neither members
nor managers can evaluate with precision the adequacy of military pay
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levels. Members lack confidence in how their pay is set, how it
compares to, and how it is kept abreast of civilian pay. Although
curing the defects of complexity and inequitable distribution would
help, even this would not establish full credibility in the system.
Until recipients believe they are being paid fairly and equitably, the
pay system is going to be inefficient. They cannot be convinced of
this, nor can managers be confident in advertising as much to them,
until there is an accepted quantitative standard against which to
measure pay.

The remainder of this chapter deals with the first two deficiencies,
undue pay complexity and inequitable pay distribution, which are functions
of pav methods. Chapter % develops a quantitative standard for militery
pay at each par grade. Chapter 5 ccvers tle other issues involved in
constructing a specific pay table.

Pay Complexity

The first deficiency identified in the career compensation system
is that military compeunsation 1s unduly complex and confusing. Members
do not know the true value of their compensation. Hence, it suffers
i comparison with the pay of others, and the Government does riot get
the maximum retention return for its compensation dollars.

Secretary McNamara in testimony before the House Armed Services
Committee during hearings on the 1965 military pay bill said, "I think
any compensation system that is so complex that the people being
compensated don't understand it, and in some cases the employer doesn't
understand it, is a poor compensation system-~and ours fits both of
these points."

Becauce of this complexity potential reenlistees substantially
undervalue career compensation. Louils Harris Associates interviewed
a sample of 500 former military personnel who had recently completed
their first tour of duty and who were, therefore, potential careerists.
They were asked to estimate miiitary pay at various poinis in a career.
Their estimates compared to actual regular military compensation (basic
pay, quarters, subsistence, and tax advantage) as follows:

TABLE 3-4

FORMER MILITARY MEMBERS' PERCEPTION OF
REGULAR MILITARY COMPENSATION

Ratio of Estimated to Actual
Regular Military Compensation at:

Estimates 4 Years' 10 Years' 20 Years'
Made by: Service Service Service
Officers 76% 877% 0%

Enlisted 764 91% 115%
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This failure to recognize fully existing military pay impairs the
retention impact of the compensation dollar.

Outsiders who are professionals in the pay measurement business
also underestimate military income. Several banks and finance companies
in the Washington, D.C., area were contacted and asked what they used as
military “salaries" for lending purposes. Their responses compared to
actual regular military compensation as follows:

TABLE 3-5

COMMERCIAL CREDIT FIRMS' PERCEPTION OF MILITARY '"SALARY'"([1]

Reg. Mil, "Salary" Recognized Per Cent of Actual
Pay Grade Comp . by Credit Firms Recognized
E-3 $ 3,014 $ 1,462 48.5%
E-7 8,08). 7,013 86.8
0-1 6,006 4,249 70.7
0-6 18,006 17,214 95.6

The underestimation of income by the potential military careerist,
confirmed when he talks to his bank about a loan, is caused by the
undue complexity of the compensation system. Analysis disclosed four
major sources of this complexity.

(1) There exists no generally accepted definition of military

compensation. Different combinations among a wide variety of items

have been treated as compensation at one time or another. In Table 3-6,
27 such items have been classified into salary, supplemental benefits,
special and premium pays, and noncompensation personnel costs.

A compensation element is defined as one that both (a) costs the
Government money (either now or in the future) and (b) is of value to
the recipient in one or more of the following ways: (i) it adds net
cash to his current income, (ii) it permits him to realize a current net
cash saving, or (i1i) it creates a present value to him based on the
prospect of future receipt, (2]

[1] Regular Military Compensation,

[2] For a detailed treatment of each compensation item according to this
rule, see Appendix III: '"Definition and Classification of Military
Compensation.'" The net concept rules out payments that are reim-

bursements for employer-induced costs (travel allowances, dislocation

allowance, etc.). The resiriction that the items must cost the
Government money rules out self-supporting benefits (0Officer and NCO
clubs, theatres, etc.) that are run at no cost to the Government
even though they may generate a saving to the member.
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TABLE 3-6

ITEMS THAT HAVE BEEN TREATED AS COMPENSATION

($ Million, FY 1968, including proposed 1 Oct 67 increases)

-y

Special &
"Salary"[1}. . . . . . .$16,707.0 | Premium Pays. . . . . . $1,370.4
Basic Pay . . . . . . . 11,431.9| Hostile Fire., . . . . N/A
w2rt.ss. ... . . . . 2,663.7 Incentive Pay:

Subsistence . . . . . . 1,750.4 Hazardous Ducy, . . 397.7
Tax Advantage . . . . . 861.0 Divirng. . . . . . . . 3.7
Sea ‘& Certain Places. 149.4
Reenlistment Bonus: 272.7

Normal . . . 178.5

Variable . . 94.2
Proficiency Pay: 147.9

Specialty. . 129.2
Sup. Perf. . 18.7
Special Pay.to Medical
Personnel ., . . . . 42.5
Separation Pays . . . 356.5

N
Supplemental Noncompensation
Benefits. . . . . . . . .$ 3,722.3 | Personnel Costs . . . . $ 874.1
Current Year Kketire- Clothing Issues &
ment Accrual, . . . . 2,502.2 Allowances. . . . . 445.9
-Dependents Indemnity Personal Money
Compensation. . . . . 136.5 Allowance . . . . . 0.2
Death Gratuity. . . . . 3.1 Family Separation
Social Security . . . . 469.3 Allowance . . ., . . 128.2
Medical Care. . . ., . . 441.0 Dislocation Allowance 66.7
Commissary & Exchange . 110.2 Overseas Station
Mortgage Insurance. . . 5.4 Allowance . . . . . 142.9
Unemployment Burial Costs. . . . . 10.0
Compensation. . . . . 29.6 SGLI {(extra hazard

premium). . . . . . 80.2

TOTAL MILITARY COMPENSATION: $21,799.7

[1] Regular military compeﬁsation. An imputed retirement contribution,
not counted as current salary because it is not vested to members,
is sometimes used in making certain ccmparisons. In this table the
imputed retirement contribution charged to career members is in-
cluded as part of the Current Year Retirement Accrual entry under
Supplemental Benefits.
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The variety of items included as compensation, the many special
conditions attaching to their receipt, and the confusion of pay, personnel
cost, and nonpay benefit items all generate confusion as to exactly
what military pay is. This confusion is responsible for much of the
uncertainty about military income. The uncertainty, in turn, leads to
underestimation of income by current and potential recipients.

(2) Military compensation is paid and received in a confusing
variety of ways: taxable cash, nontaxable cash, income in kind nen-
taxable, current savings, and deferred income. Table 3-7 summarizes
total military compensation for FY 1968 by method of receipt. Total
cash pay amounts to 70.3% of all military compensation, which approximates
closely the percentage of pay recognized by potential career personnel
anrd bv financial institutions.[1]

{3) Recipients and leaders both tend to ignore or undervalue
income in kind. This occurs for a number of reasons: they forget 1it;
it is "involuntary" income over which they exercise limited, if any,
discretion; it is deferred to such a long time in the future that they
do not count its full value now; its receipt is contingent on completing
additional service; or they simply do not know what it is worth.

Almost a fifth (18.2%2) of military pay is received either
in kind (quarters and subsistence) or as a savings through the operation
of exchanges and commissaries, provision of medical care, survivor benefits
coverage, etc, This income tends to be undervalued because the member
is not quite sure just how much he is saving. When one doesn't pay ren:
or utilities it is easy to underestimate the value of quarters furnishec.
Even if accurately estimated, the value to the member may differ sub-
stantially from the Government cost that is attributed to the member's
salary.

Total savings include $861 million of Federal income tax advantage on
nontaxable quarters and subsistence (cash allowances and furnished).
This is clearly an element of military compensation because it represents
both a cost to the Government in foregone tax receipts and a current net
ta: savings to the individual. The amount depends on family size, income
tax bracket, tax deductions, and all other influences that bear on the
individual's income tax liability. It can be calculated only by going
through a complete set of Federal income tax calculations. It is never
seen by military members. Because they pay taxes on their basic pay,
many do not realize that a tax advantage accrues cn the nontaxable
allowances. The tax advantage is the least understood and most universally
ignored element of military income. Table 3-8 shows tke average tax
advantage for career pay grades at pay rates proposed for 1 October 1967.
Few military members can verify these figures; fewer still actually

[1] In the words of one lender, "If the man doesn't get it in cash, then
I don't even stand a chance of getting my hands on it, and it's not
income as far as I'm concerned."
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VISTRIBUTION OF TOTAL MILITARY COMPENSATION BY METHOD OF RECEIPT

($ Million, FY 1968)

Taxable Cash: . . .

(Subsistence allowance. . .

In kind, nontaxable . .

(Quarters . . p 0 0 0 o c
(Subsistence., . . . . . . .
As a savings, . . . . . . . .

(Exchange & Commissary.
(Medicare . . . . . . . . .
(Survivor Protection - DIC,
Death Gratuity, Social
Security) . . . . . . .
(Unemplovment Compensation,
(FHA Insurance Premium.
(Tax Advantage. . . . . .

As Deferred Income: .

(Retirement Accruals)

(Basic Pay. . . . . . . . $11,431.9)
(Special Pays . . . . . . 1,370.4)
Nontaxable Cash:, . . . . . . . . . . .
(Quarters allowance , . . . $1,699.6)

813.9)

. §964.1)

936.5)

. §110.2)
441.0)

633.9)
29.6)

. 5.4)
. 861.0)

TOTAL ACTIVE DUTY COMPENSATION. .

Million Per Cent
Dollars of Total

. . $12,802.3 58.8%

2,513.5 11.5

1,900.6 8.7

. . 2,081.1 9.5

2,502.2 11.5

$21,799.7  100.0%




TABLE 3-8

AVERAGE TAX ADVANTAGE[1] BY PAY GRADE, PROPOSED
1 OCTOBER 1967 BASIC PAY RATES

Average Tax Advantage

Pay Grade AnnuaL Monthlz

0-10 $2,843 $236.94

N 0-9 2,180 181.67
0-4 1,553 129.42

0-7 1,215 101.25

0-6 918 76.50

0-5 750 62.50

0-4 617 51 42

0-3 491 40.92

0-2 412 34.42

0-1 333 27.75

* W-4 553 46.08
W-3 451 37.58

b W-2 405 33.75
w-1 362 30.17

E-9 405 33.75

E-8 381 31.75

E-7 355 29.58

E-6 323 26.92

E-5 264 22.00

E-4 (Over 4) 261 21.75

[1] Tax advantage is the amount of additional cash income a service-

man would need in order to leave him with the same take home pay

he now has were all of his regular military compensation subject

to federal income taxation. The tax advantage is computed under
’ the assumption that (a) the serviceman takes the standard exemption

and the deduction that results in minimum federal income tax, (b)

the married serviceman files a joint income tax return, (c) service-

men with family sizes 2 through 6 are married, (d) the serviceman

and his family have no income other than the military income of the
) serviceman himself, (e) the serviceman has no tax credits, and (f)
the serviceman with less than $5,000 of taxable income files the
"short form" (Income Tax Form 1040A). Because taxes vary by family
size, the tax advantage accruing to persons of differing famiiy
sizes with the same basic pay and allowances may vary. The average
tax advantage for each pay grade is the tax advantage computed for
each longevity step and family size in that pay grade averaged over
all longevity steps and family sizes (from 1 to 6) in the pay grade.
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recognize them as a valid part of the military equivalent of a civilian's
salary. The length of the footnote (Table 3-8) required to be precise
about how the tax advantage was computed shows why most people do not
even bother trying to understand it. This particular $861 million of
Government cost is buying very little retention, indeed.

Retirement accruals represent 11.5% of total military compensation.
This includes two components: (i) the total current service accrual
costs[1] of military retirement amounting to $2,365.5 million for FY 1968,
and (ii) the current service accrual cost of medical care to be provided
after retirement to those on active duty in FY 1968 of $136.7 million.
This part of total income is contingent on continued service to retirement.
If received at all, it is deferred until retirement and beyond. This means
to p~ten*ial reenlistees at the four-year point that they may never
realize any of this income and that even ir they do it will be at least
16 years in the future before they can even begin to receive it.

Many young people at this stage of their careers give little
thought to retirement. Moreover, surveys of the preference of military
personnel for present as opposed to future income indicate that aside
from the question of the contingent nature of this income, young .members
place a very high value on present money as opposed to the prospect of
future money. The median "discount rate"[2] disclosed in these surveys
was 18Z for enlisted personnel and 9% for officers. The large shaie of
total compensation going into deferred income has, therefore, a very small
impact on reenlistment incentives at the initial career decision point.
Increasing 20-year retirement benefits by a dollar will have less
retention influence than increasing next year's ccmpensation by 25 czents.
As the 20-year point gets closer, of course, the prospect of retirement
creates powerful incentives to stay in the force to protect one's
"investuenut" in retirement equity and to begin to collect an income that
gets ever closer with the passage of time.

(4) The military equivalent of civilian salary includes four
separate compensation elements. Regular military compensation, used since

19A5 as the military pay equivalent of Federal civilian salaries for
="+ wrposes of computing adjustments, includes: (i) basic pay,

+i; The amounts that, if deposited in a fund at 3.5% interest, would be
just sufficient to enable the fund to pay the retirement annuities
that will be paid to those now on active duty.

{2] The premium the members were willing to pay to convert future
(certain) money into present money. This can be thought of as
the interest rate they would be willing to pay on a loan to be
repaid cut of an assured future income.
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(11) quarters (furnished in kind or nontaxable cash allowance), (iii) sub-
sistence (furnished in kind or nontaxable cash allowance), and (iv) the
Federal income tax advantage on quarters and subsistence.

Basic pay is a different part of regular military compensation for
each 1 .r grade, ranging from 63% for an E-4 to 80Z for an 0-6 as shown in
Table 3-9. The member should not compare his basic pay te civilian
salaries, but he cannot compare his own "salary" to that of a civilian
without doing an extensive and complicated series of calculations. The
tendency is to compare basic pay to a full civilian salary. Military pay
obviously comes off poorly in any such comparison,

To compare accurately his salary to that of a civiiian, a milicary
careerist must first add to basic pay his qu-:riers anu subsistence (when
these are furnished a troublesome valuation problem is posed) then
compute his Federal income tax advantagze on quarters and subsistence,
however valued, and add this amount to arrive at his regular compensation.
Table 3-9 displays the averaged results of thess calculations for each
pay grade, based on rates proposed to be effective on 1 October 1967.

Even after regular military compensation has been computed, it
cannot be compared to a full civilian salary because regular military
compensation includes no retirement contribution. The military member
must adjust full civilian salaries by subtracting any retirement contribu-
tion before the comparison can be precise.

No compensation system this complex can hope to attain credibility.
Without credibility it cannot attain maximum retention and motivation
effectiveness for the dollars spent. This leads to the Policy Board's
first recommendation on career force compensation.

RECOMMENDATION 7. That a standardized definition and classification
of military compensation be adopted to reduce the ambiguity about what

military compensation is.

This is a minimum first step in gaining among recipients a better
understanding of their pay.

Inequitable Pay Distribution

The second major deficiency in career compensation is that pay 1is
not equitably distributed to the career force. Three major sources of
inequitable distribution have been identified.

(1) Retirement benefits are actually realized by only a minoritv
of careerists, ye: all "contribute" to retirement by having their basic
pay reduced in recognition of retirement benefits. The legislative
history of military pay makes it clear that an imputed contribution to




TABLE 3-9
COMPCSITION OF AVERAGE ANNUAL REGULAR MILITARY COMPENSATION BY P.

(A1l DOD Personnel, Proposed 1 October 1967 Rates)

Average

Total[l] Average Basic Pay Average Quarters[2] Subsistence[3] Ta:

Annual Annual Per Cent Annual Per Cent Annual Per Cent Ann

Rate Rate of Total Rate of Total Rate of Total Ra

Pay Grade ($) ($) "Salary" ($) “Salary" ($) "Salary" (s

Commissioned Officers

0-10C/s $38,773 $27,986 72,18% $ 6,000 15.477% $575 1.487% S4,

0-10 33,299 25,366 76.18 4,516 13.56 575 1.73 2,

0-9 29,050 22,345 76.92 3,951 13.60 575 1.98 2,

0-8 25,386 20,178 79.48 3,080 12.13 575 2.27 1,

0-7 22,030 17,546 79.65 2,694 12,23 575 2,61 1,
0-6 18,442 14,815 80.33 2,135 11.58 575 3.12
0-5 15,586 12,338 79.16 1,923 12.34 575 3.69
0-4 12,843 9,873 76.87 1,779 13.85 575 4,48
0-3 10,662 8,030 75.31 1,566 14.69 575 5.39
0=2 8,277 6,000 72.49 1,290 15.59 575 6.95
0-1 5,185 4,215 68.15 1,062 17.17 575 9,30

Total Comm,

Officers $10,778 $ 8,144 75.567% $1,535 14,247 $575 5.33% $
Commissioned Officers who ha-e been credited with over 4 years' Active Service as an Enlis
0-3 $11,768 $ 9,090 77.247% 81,566 13.31% $575 4.89% $
0-2 9,858 7,550 76.59 1,290 13.09 575 5.83
0-1 8,087 6,070 75.06 1,061 13.13 575 7.11

Commigsioned Officers who have not been credited with over 4 years' Active Service as an Enl
0-3 $10,456 $ 7,833 74.91% 81,566 14.987% $575 5.50% $
0-2 8,057 5,784 71.79 1,290 16.01 575 7.14
0-1 6,080 4,113 67.65 1,062 17.47 575 9.46

Warrant Officers
W4 $12,065 $ 6,288 76.98% $1,650 13.687% $575 4,777 $
w-3 10,179 7,635 75.01 1,515 14,91 575 5.65
W-2 8,705 6,373 73.21 1,352 15.53 575 6.61 -
W-1 7,683 5,571 72.51 1,175 15.29 575 7.48
Total Warrant
Officers $ 9,064 $ 6,716 74.,10% $1,354 14.947% $575 6.347 $
Total Off $10,669 $ 8,054 75.49% 81,524 14.287% $575 5.39% $
Enlisted Members
E-9 $ 9,942 $ 7,603 76.477% $1,459 14.687% $475 4.787% $
E-8 8,696 6,420 73.83 1,410 16.33 475 5.46
E-7 7,659 5,469 71.41 1,360 17.76 475 6.20
E-6 6,670 4,585 68.74 1,287 19,30 475 7.12
E-5 5,533 3,718 67.20 1,076 19,45 475 8.58
E-4 4,012 2,708 57.50 630 15.70 475 11,84
E-4(D &) 4,94 3,116 63,03 1,092 22.09 475 9.61
Career Enl $ 6,116 S 4,168 68.15% $1,179 19.287% $475 7.77% $




TABLE 3-9

ON OF AVERAGE ANNUAL REGULAR MILITARY COMPENSATION BY PAY GRADE

(All DOD Personnel, Proposed 1 October 1967 Rates)

Average Average
Average Quarters[2] Subsistence[3] Tax Advantage[4]
Annual Per Cent Annual Per Cent Annual Per Cent
Rate of Total Rate of Total Rate of Total
($) "Salary" ($) "Salary" ($) "Salary"
Commigsioned Officers
.18%2 § 6,000 15.47% $575 1.487% $4,212 10.86%
<18 4,516 13.56 575 1.73 2,843 8.54
.92 3,951 13.40 575 1.98 2,180 7.50
48 3,080 12.13 575 2.27 1,553 6.12
.65 2,69 12,23 575 2,61 1,215 5.52
.33 2,135 11,58 575 3.12 918 4,98
.16 1,923 12.34 575 3.69 750 4,81
.87 1,779 13.85 575 4.48 617 4,80
5.31 1,566 14,69 575 5.39 491 4,61
2.49 1,290 15.59 575 6.95 413 4.99
.15 1,062 17.17 575 9.30 333 5.38
.56% $1,535 14.247% $575 5.33% $ 523 4.85%
credited with over 4 years' Active Service as an Enlisted Member
7.247% 81,566 13.31% $575 4,897 $ 537 4,567
6.59 1,290 13.09 575 5.83 443 4,49
5.06 1,061 13.13 575 7.11 381 4,71
en credited with over 4 years' Active Service as an Enlirted Member
I917% $1,566 14,987% $575 5.50% $ 482 4,617%
1.79 1,290 16.01 575 7.14 408 5.06
.65 1,062 17.47 575 9.46 330 5.43
Warrant Officers
6.987% $1,650 13.687% $575 4,77% $ 553 4,58%
.01 1,513 14,91 575 5.65 451 4,43
3.21 1,352 15,53 575 6.61 - 405 4,65
2,51 1,175 15.29 575 7.48 362 4,71
10% $1,354 14,947 $575 6.347% S 419 4,627
5,497 81,524 14,287% $575 5.39% $ 517 4,85%
Enlisted Members
6.477% $1,459 14.68% $475 4,787 $ 405 4.077%
3.83 1,410 16.33 475 5.46 381 4,38
1.41 1,360 17.76 475 6.20 355 4,64
8.74 1,287 19,30 475 7.12 323 4,84
)7.20 1,076 19,45 475 8.58 264 4.77
}7.50 630 15.70 475 11.84 200 4,96
3,03 1,092 22.09 475 9.61 261 5.28
08.,15% 81,179 19.28% $475 7.77% S 29 4,817
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{1] Regular military
compensation for each
individual is the sum

of basic pay, quarters,
subsistence, and Federal
income tax advantage.
Average for each pay grade
was derived by weighting
individual values

by the man years in each
dependency status, quarters
occupancy status, and
longevity step projected
for the active force
contained in the Presi-
dent's FY 1968 Budget.
Conponents may not add

to totals because of
rounding to the nearest
dollar.

[2] Consists of cash BAQ
and cost of quarters
furnished. All personnel
drawing cash BAQ are
credited with the appli-
cable statutory rate.
Personnel in inadequate
quarters are credited

at a rate equal to the
cost of the inadequate
quarters.,

[3] Consists of statu-
tory subsistence: $47.88
monthly for officers,
commuted rations and
rations in kind for en-
listed personnel at $1.30
daily rate for 365 days,

[4] Federal income tax
advantage on quarters,

and subsistence is the
amount by which a total
taxable pay would have to
exceed regular military
compensation to leave the
same disposable income afte:
Federal income taxes,
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military retirement has been accounted for by reducing career basic
pay rates below what they otherwise would have been.[1] Table 3-10
displays the average "contribution" made by enlisted and officer
members at various years of service.

Also shown in Table 3-10 is the percentage of people by years of
completed service who will not serve to retirement and who, therefore,
will never realize any value from their imputed contribution. The amounts
of their own "salary" they forfeit are shown in the cumulative contribution
column of the table. These amounts consist entirely of imputed member
contributions and take no account of any Government share of retirement
costs.

The present imputation of retirement contributions was clearly
aimed at and is entirely appropriate for the member who does serve all
the way to retirement--and lives long enough after retirement to collect
his imputed contributions plus accumulated interest thereon. In this
case it makes no difference whether the contribution has been implicit
or explicit; the overall result is the same. This used to be the career
pattern that applied to the vast majority of career personnel.

However, those who will ever become retirees are now a minority
(37%), even of career force members. The 63% of the career force who
will not serve until retirement are now being made to contribute part of
their own '"salary" to someone else's retirement, in addition to forfeiting
any Government contribution to their own retirement equity. This creates
a clear inequity to such members; they are in fact being paid less than
their full "salary" in return for the services they perform while on
active duty. This was never the intent of the imputed retirement con-
tribution, but as the composition of the career force has changed this
has come to be its effect.

(2) The amount of the career member's regular military compensation
is influenced by factors other than services performed.

C he four components of regular military compensation, only basic
pay depends on the individual's pay grade and longevity step, which are
the best indicators of the services expected from him. Quarters rates
vary, as shown in Table 3-11, both by dependency status and whether the
individual is drawing the BAQ ia cash or is furnished Government juarters.
Subsistence allowances differ between, but are uniform within, officer
and enlisted categories: $47.88 monthly for officers and $1.30 daily
for enlisted grades, except for special allowances of $2.57 and $3.42
daily payable to enlisted personnel when rations in kiud are not available
or when assigned under emergency conditions, respectivzly. The Federal
income tax advantage depends on income bracket and depandency status.

[1] U.S. Congress, House of Representatives, Report No. 549 to accompany
H.R, 9075, 89th Congress, lst Session, Uniformed Services Pay Act
of 1965, June 24, 1965, p. 24.




TABLE 3-10
IMPUTED RETIREMENT CONTRIBUTION NOT NOW REALIZED AS
CURRENT INCOME BY CAREER MEMBERS
4 OFFICER ENLISTED
Completed Average  Cum, Percent Average  Cum. Percent
Years of Annual Imputed Who Will Annual Imputed Who Will
\ Active Imputed Cont. Not Imputed Cont. Not
_Se-vice _Cont. (Year End) Retire[l] _Cont. (Year End) Retire[l]
0 $302 $ 302 72.1% $ - $ - - %
1 322 624 81.9 - - -
2 355 979 77.7 160 160 85.4
3 434 1,413 66.0 181 341 77.9
4 472 1,885 54.6 204 545 50.3
5 489 2,374 46.9 211 756 43.2
6 512 2,886 40.5 228 984 39.6
L 7 514 3,400 35.6 235 1,219 34.2
8 526 3,926 31.9 251 1,470 26.0
g 9 539 4,465 29.0 255 1,725 19.2
10 556 5,021 18.4 268 1,993 14.4
11 555 5,576 16.2 271 2,264 10.8
12 572 6,148 9.6 282 2,546 8.2
13 577 6,725 8.0 287 2,833 6.3
14 599 7,324 7.0 294 3,127 4.7
15 610 7,934 5.4 305 3,432 3.5
} 16 650 8,584 4.1 309 3,741 2.8
7 644 9,228 3.0 319 4,060 2.0
18 676 9,904 2.1 333 4,393 1.5
» 19 701 10,605 1.5 340 4,733 1.1

(1] Source: Table 1,073, 2 August 1966, prepared by the Actuarial
p / Consultant, Office of the Assistant Secretary of
‘ Defense (Manpower).




TABLE 3-11

CASH BASIC ALLOWANCES FOR QUARTERS AND COSTS OF GOVERNMENT QUARTERS
FURNISHED, BY PAY GRADE AND DEPENDENCY STATUS, FOR FY 1968

Monthly Average Monthly
Basic Allowance for Quarters Cost of Quarters Furnished

Pay Without With Without With
Crade Dependents Dependents Dependents Dependents
Cc 10C's $l60.20 $201.00 $56.00 $500.00
0-10 160.20 201.00 56.00 400.00
0-9 160.20 201.00 56.00 350.00
0-8 160.20 201.00 56.00 300.00
0-7 160.20 201.00 56.00 250.00
0-6 140.10 170.10 56.00 230.00
0-5 130.20 157.50 56.00 203.00
0-4 120.00 145.05 56.00 183.00
0-3 105.00 130.05 56.00 161.00
0-2 95.10 120.00 56,00 150.00
0-1 85.20 110.10 56.00 139.00
W-4 120.00 145.05 56.00 139.00
W-3 105.00 130.05 56.00 139.00
W-2 95.10 120.00 56.00 139.00
W-1 85.20 110.10 56.00 139.00
E-9 85.20 120.00 18.00 138.00
E-8 85.20 120.00 18.00 138.00
E-7 75.00 114.90 18.00 138.00
E-6 70.20 110,10 18.00 136.00
E-5 70.20 105.00 18.00 133.00
E-4 70.20 105.00 18.00 126.00
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Military ''salary” depends, therefore, on four parameters: (i) pay
grade, (ii) longevity step, (1ii) quarters occupancy status, and (iv) de-
pendency status. It does not reflect equal pay for equal work, because
the last two elements have nothing to do with the work a member does.

For example, as shown in Table 3-12, an E-5 with over 8 years of service
for pay can receive any one of eleven[l] military '"salaries.” These
range from a low of $4,630 for a single man furnished bachelor quarters
and subsistence to a high of $6,247 for a married man in family quarters.
Yet, all these people are expected to do precisely the same work. The
difference of $1,617 per year, or 352 of the lower "salary,” clearly
represents an inappropriate variation in regular military compensation.

(?) Allowances create inequities among members, even of the same
family size, whenever they do not match the costs uf securing quarters
and subsistence on the civilian economy. A military family paying more
for rent and utilities on the civilian economy than the member's cash
basic allowance for quarters (BAQ) suffers a net pay cut compared to an
otherwise equal family furnished public quarters. The family in quarters
pays (surrenders) only the member's BAQ for quarters and utilities.

Average housing expenses exceed the cash BAQ by substantial amounts
as shown in Table 3-13. Therefore, the two-thirds of career military
families who rannot be provided Government quarters are being penalized
substantially with respect to their counterparts who are provided family
quarters.[2] Whenever allowances do not precisely cover costs, there will
be unintended differences in income between those who do and those who do
not draw the allowances in cash. These differences are clearly inequitable
because they are not related to the work a man does.

Allowances will seldom correspond to the exact costs incurred by
members for two principal reasons:

(a) Allowances are adjusted less frequently than costs change.
Quarters allowances were last increased effective 1 January 1963. Enlisted
subsistence allowances are reviewed periodically, but the officer sub-
sistence allowance has not been changed since 1952.

(b) Even if allowances were adjusted frequently according to
some national index, differences in costs at various geographic locations
would still exist. A system of tying allowances to costs by geographic
location and keeping them reasonably up to date would add markedly to

(1] Based on the standard $1.30 daily subsistence rate. Rigorously, there
are 33 separate ''salaries" possible: a separate set of eleven for
each of the daily subsistence rates of $1,30, $2.57, and $3.42,

[2] 1In those few cases where housing is available on the civilian economy
at less than the BAQ rates, persomnel required to occupy Government
quarters are penalized compared to those who are permitted to live
off post, pay for housing out of their BAQ, and pocket the difference.




INFLUENCE OF DEPENDENCY STATUS AND QUARTERS ASSIGNMENT

TABLE 3-12

ON REGULAR COMPENSATION, E-5, OVER 8 YEARS OF PAY SERVICE

Salary
Elenent

Basic Pay
Quarters
Subsistence
Tax Advantage

Salary

Basic Pay
Quarters
Subsistence
Tax Advantage

Salary

(Proposed 1 October 1967 Annual Rates)

Family Size

1 2 3 4 5 o+
Government Quarters Furnished

$3,794  §$3,794  $3,794  $3,794  $3,794  $3,79%4
216 1,596 1,596 1,596 1,596 1,596
475 475 475 475 475 475
145 382 378 378 364 247

$4,630 $6,247 56,243  $6,243  $6,22%  $6,112

Drawing BAQ in Cash

$3,794  $3,794 83,794  $3,794  $3,794  $3,794
842 1,260 1,260 1,260 1,260 1,260
475 475 475 475 475 475
284 313 318 316 300 187

$5,395 $5,842 $5,847  $5,845 $5,829 $5,716
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TABLE 3-13

HOUSING CCST COMPARED TO BASIC ALLOWANCE FOR QUARTERS

(Monthly Rates for Personnel with Dependents)

Actual Housing Expense[l] Difference
Pay Grade Military[2] Civilian[3] BAQ  Mil-BAQ Civ-BAQ
0-6 $250 $212 $170 $80 $42
0-5 220 203 158 62 45
0-4 196 187 145 51 42
0-3 170 170 132 37 40
0-2 137 146 120 17 26
0-1 125 126 110 15 16
W-4 163 186 145 18 41
W-3 151 170 13C 21 40
wW-2 143 155 120 23 35
w-1 136 145 110 26 35
E-9 145 159 120 25 39
E-8 140 153 120 20 33
E-7 133 143 115 18 28
E-6 121 133 110 11 23
E-5 110 123 105 5 18
E-4(Over 4) 100 105 105 -5 0

Median housing expense: Shelter rent or principal, interests,
taxes, and insurance plus utilities (excluding telephones) and
maintenance.

Median housing expense. Source: Department of Defense Family
Housing Survey, March 1966,

Median housing expense. Source: Table FHA-39a, Monthly housing
expense, new l-family occupant homes, Sec. 203, 1966. Same ir.come
class as corresponding military pay grade.

e W
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the complexity o the pay system. This increased complexity would in
turn compound the first difficulty with the pay system: it is now so
confusing that people do not understand what their pay really is.

The study evaluated thre: alternatives for correcting the inequity
caused by quarters allowances inadequate to cover local market housing
costs.

First, conduct a Government quarters construction program adequate to
house all career personnel. This was rejected as impracticable and un-
warranted. The changing demands imposed on our military forces require the
frequent opening and closing of military bases, changes in location of units
and acti.ities, 'nd a general degree of mobility inconsistent with a
100% Government housing program. Such a program wouid require a sub-
stantial excess of quarters to provide for all contingencies. Some
500,000 units in addition to the 371,500 now in the inventory would be
required. New construction costs would be nearly $10 billion. Extra
maintenance costs would be over $400 million annually. Maay of these
units would be standing idle at any one time, which would be unduly
wasteful, Moreover, such a policy would ignore the civilian housing
available at reasonable rentals in the vicinity of many military
communities. It would represent, therefore, a very wasteful use of
resources from a national standpoint.

Second, establish a Variable Housing Allowance tied to and kept up
to date with housing costs in different geographic locations. This would
reduce the inequities between those assigned public quarters and those
required to secure housing on the local economy. It would add substantial
complexity to the military pay system while leaving much of the basic
inequity (especially that between bachelor and married personnel)
uncorrected. Reductions in BAQ in low cost areas would be required to
establish full equity among all members. ''Salary' would vary not only
by dependency status but also by geographic location, which would be
inconsistent with practices in other Federal salary systems.

Third, incorporate the basic allowance for quarters into a
total salary based on grade and years of service for pay, then charge
a fair rental value[l] for any public quarters furnished. This approach
has the very powerful advantage of tying the member's salary exclusively
to his pay grade and longevity step as measures of the work he is
supposed to do in the organization. Bachelor career members would be

[1] With an upper limit of the FHA 75th percentile of housing expendi-
ture for the member's income class. This will avoid unreasonable
charges for large quarters and the "position housing' senior
people are required to occupy and will make full occupancy require-
ments fair to members ordered into public quarters. Specific
policies to be applied are contained in Bureau of the Budget
Circular A-45 and DOD Directive 4165.42,

P Ne——
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paid the same salary as married career members. All career members
would be treated equitably with respect to housing whether they were N
assigned public quarters or not. Individual preferences (or accidents) )
of family size, assignment location, local rent levels, quarters avail- !
ability, and other factors extraneous to a man's work would no longer )
influence hic cash salary. %

The full salary approach relieves the Government of any .
obligation, expressed or implied, to provide public quarters for all
career personnel. Availability of adequate rental housing at reasonable
rates in the adjacent civilian community could still be used as part i
of a standard for deciding whether to build more public quarters.

Tanally, a salary and fair rental charge approach establishes equity "]
among those provided Government quarters of different standards.

Neither of the first two alternatives accomplishes this result.

Occupants of gquarters would pay a fair rental value for their quarters |
rather than the total BAQ they now forfeit. Some would pay more, some ;
less than the existing BAQ. In any case, the payment would reflect
the actual value of the housing received, placing all members, whether
on or off base, on an equitable basis.

In summary, three major causes of inequitable pay distribution
among career members have been identified:

(1) The career member's retirement contribution is very real in terms
of reduced basic pay, but is not vested to him short of retirement
eligibility. This 1s an unfair penalty against those who do not ratire.
It reduces substantially the attractiveness of the compensation system,
especially to personnel considering mid-length careers.

(2) Regular military compensation is influenced by dependency status
and quarters occupancy status as well as by the job a man is expected
to do.

(3) Allowances do not cover costs.

FINDING 13, The existing career compensation system is generating
unintentional pay inequities because changes in compensation methods
have not kept pace with changes in conditions relevant to compensation.

Existing compensation practices were appropriare when the majority
of career military members served to retirement and were furnished
quarters while on active duty. The imputed retirement contribution was
eventually realized as retirement income by most people. Allowances
based on need were appropriate then, as they are now in the noncareer
force, because they were the exception rather than the rule.

Cash allowances were truly substitutes for income furnished in kind
to most people.
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In a permanently large, highly mobile, military career force that
needs many people for mid-length careers short of retirement and in
which the ability of the Government to provide adequate family housing
encompasses only about one-third of the force, these compensation
practices are no longer appropriate. They fit best only a minority
of cases; they introduce unintended pay effects in the majority of
cases.[1]

Recommended Pay Methods

Existing career compensation practices no longer fit what is actually
happening to most career people. This leads to the Policy Board's
recommendations on career force pay methods.

RECOMMENDATION 8. That for the caree. force the I.ve separate
compensation elements of (1) basic pay, (2) quarters (cash allowances
or furnished), (3) subsistence (cash allowances or furnished),. (4) the
Federal income tax advantage, and (5) the imputed retirement contribution
be incorporated into a schedule of full salaries based only on pay
grade and years of service for pay.

Career force members would be paid a fully taxable salary, just
as civilians now are. The same salary would be paid to all career
members of the same rank and years of service for pay, regardless of
family size. They would pay full Federal income taxes on their salary.
They would pay, either in cash or by payroll deduction, reasonable
charges for any subsistence and housing furnished by the Government.[2]
They would make a vested contribution to their retirement program.

RECOMMENDATION 9. That collections out of a full military salary
for Government quarters furnishec oe at the lower of: (1) fair rental

value of quarters furnished or (2) the 75th percentile of housing expense
for FHA mortgagees of equal salary.

The upper limit protects members who may have to be assigned
Government quarters in excess of their individual needs, people in
position housing, and others in unusual circumstances. Ruvles for
rental charges for adequate barracks, BOQ, and BNCOQ accommodations

———

[1] Bachelors especially are loath to tolerate the substantial salary
discrimination against them that is a feature of the current military
pay and allowances system. They soon find that civilian employers
offer the same salary to bachelors as to married men. Many solve
the salary discrimination problem by changing employment status
rather than marital status.

[2] No charge would be made for operational type accommodations in the
field or on shipboard.
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should be derived on the same basis as those for family housing, except
that existing permissive provisions applicable to E-7's and up should

be continued. For administrative simplicity, a schedule of reasonable
flat rate charges should be developed for barracks type accommocdations.

RECOMMENDATION 10. That collections out of a full military salary
for Government subsistence furnished to career personnel be at the rate

of: (1) raw food cost to the Government when the member has no option

about whether to subsist in Government facilities or (2) raw food cost
plus a reasonable preparation and serving charge when the member has

an option and chooses to subsist in Government facilities.

I. 158 Jifficult tn separate accurately Government costs of 'normal"
preparation and serving from those associated with training of food
service personnel and maintenance of a necessary standby feeding capability.
Therefore, the reasonable preparation and serving charge should correspond
to the nonprofit and nonfood costs of reasonably similar nonmilitary food
service operations (large institutions, university cafeterias, industrial
operations, etc.), unless appropriate Government costs can be identified.

RECOMMENDATION 11. That out of a full military salary the career
member make a vested contribution of 6.5% of that salary to military
retirement.

This contribution (the same as that made by Federal civil servants){1]
would, by being vested, be returnable in full fo0 the member or his
survivors should he terminate his potential eligibility for military
retirement short of actually beginning to receive any annuity. Should he
die on active duty or should he retire but then die before collecting the
full amount of his vested equity, any remaining balance would be paid
to his survivors.

These recommended changes will have two important results:
(1) They will maximize the visibility of military pay to recipients

and others by putting it all in a total taxable cash salary that has
the same meaning as salaries in other Federal and most private systems.

(2) They will remove existing inequities in the distribution of pay
that are unintentional--but nonetheless urnavoidable--features of the
basic pay and allowances system.

Both of these results will enhance the retention and motivation
impact of military pay. A full sclary is the way military career
personnel should be paid.

But how much should they be paid? This is the subject of the
next chapter.

{1] Chapter 7 contains a detailed discussion of the retirement
contribution rate.
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CHAPTER 4

A CAREER FORCE PAY STANDARD

The third and most important shortcoming identified in the existing
career compensation system is the absence of any agreed upon quantitative
standard for measuring the comparability of military to other pay.
Careerists do not understand how their pay rates are set or how their
pay ralses are computed. They have no basis for judging the adequacy of
their pay.

The basic policy standard for military pay was recommended by the
Hook Commission in 1948, Military pay was to be the equivalent of pay
in ti.2 c’vilian ~conomy, except at the highest pay grades where military
pay was to match Federal civilian pay. Congress generaily accepted the
Commission's recommendation irn the Career Compensation Act of 1949,
although it modified the specific rates slightly.

Since then the general policy of pay comparability has been
reaffirmed several times, most recently by the President in his 5 April
1967 Message to the Congress on Civilian and Milit- - Pay Raises. He
said, "We must assure them [military personnel] and their families that
they will be compensated for their service on a scale which is comparable
to that of their 2.5 million [Federal] civilian co-workers."

But the enunciation of such a policy can do more harm than good
unless members are convinced that the policy is translated fairly
into pay. This is why the availability of an agreed upon quantitative
standard for measuring the comparability of military to civilian pey
is so crucial to the establishment of compensation credibility.

Results of Having No Pay Standard

The lack of such a standard has had four especially adverse results.

(1) Military pay increases have lagged behind Federal civilian
pay increases. From 1949 to 1962 military pay invariably lagged from
three to five years behind civilian pay. Table 4-1 compares military
and Federal civilian pay raises since 1946. Military pay raises followed
a dreary pattern over most of this period. First, a lag had to develop.
Then, after a lag was discovered it had to be analyzed, documented,
explained to policy makers, and corrected by the introduction and passage
of a pay bill. By this time another lag had already begun to develop.

Public discussions of military pay were conducted in terms of how
far behind civilian pay military pay had fallen, how poorly it compared
to civilian pay, and what an adverse impact it was having on retention.

In the process of trying to convince others of how bad pay was so it
could get raisecd--because that was the only way it could get raised in
the absence of any accepted standard for what it ought to be-~the military




TABLE 4-1

COMPARISON OF MILITARY AND CIVIUL SERVICE PAY RAISES SINCE 1946

Increase in Regular

Military Compensation Elements —_— Civilian Salary Increase
(Other Than Tax Advantage Classification Act Pozatal

Per Cent Trcrease Cumulative Per'Cent Increase Cumulative Per Cent Increase Cumulative

Over Pruvious Per Cent Over Previous Per Cent Cver Previous Per Cent
Year Base Increase Bese Increase Base Increase
1945 -~ % -~ % 15.9% 15.9% 20.7% 20.7%
1946 18.8 18.8 14.2 32.4 17.8 42,2
1947 -- -- -- - - -
1948 e -- 11.0 46,9 16.4 65.5
1949 19.2 41.6 4.1 52.9 3.8 71.8
1950 -- -- - -- -- -
1951 -- -- 10.0 68,2 14.6 96.9
1952 8.9 54,2 -- -- .- e
1953 -- - -- -- - -
1954 -- -- -- - - -
1955 1,1 65,2 7.5 80.3 8.4 113.4
1956 -- -- -- -- -- --
1957 -- e - .- -- -
1958 6.4 75.7 10.9 96.9 10.3 135,3
1959 -~ - -- - - --
1960 -- -- 7.7 114.2 3.4 155.2
1961 -- -- == oc -- --
1962 - -- 5.5 126.0 8.6 177.1
1963 13.8 100.0 4.1 135.3 2.6 184,3
1964 1.9 103.8 4.2 145.2 5.6 200,2
1965 8.3 120.7 3.6 154.,0 3.6 21,0
1966 2.8 126,9 2.9 161,53 2.9 220.1
1967 [a] 4.5 137.1 4.5 173.1 6.0 239.3

[a] Proposed for 1 October 1967 effective date.

— e e —————— 5 . sl s
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sold its own career members on how poorly paid they were. Much of this
bad pay psychology reriains as an integral part of the military folklore.

Since 1963 the viciour circle of repeated pay lags has been
broken by the combined action of the Administration and Congress with
annual military pay raises costing more than $3.5 billion. Even so,
the absence of any quantitative standard for measuring the comparability
of military pay has caused these military increases to parallel generally
Federal civil service increases. This was not so much because it could
be proven to be the right thing to do, but more because in the absence
of any explicit standard it was better than doing nothing, which had
been the previous practice.

(2) There has been no consistent practice for computing the value
of military pay increases.

The base to which percentage compensation increases have been
applied has varied from one raise to the next between basic pay, total
compensation, and regular military compensation. The total value of
increases so computed has beer placed in different elements of compensa-
tion at different times. Table 4-2 displays iacreases in regular military
compensation elements other than the tax advantage since 1946. Sometimes
basic pay was raised; sometimes allowances were increased; sometimes
nonsalary benefits were counted as part of the total raise. Sometimes
the enlisted subsistence allowance declined as raw food costs went down,
conpounding the confusion.

For example, although quarters allowances have not been increased
since 1963 nor officer subsistence allowances since 1952, the total
values of these allowances have been included in the base for computing
some of the intervening pay raises. Military members realized $317.1
million in total value from quarters and subsistence in the 1966 and
1967 pay raises.[1l] Still, members do not recognize this increased
value because it has been placed primarily in basic pay; the allowances
themselves remain unchanged, except for the enlisted commuted ration
rate, which follows raw food costs.

In 1966 an increase of 3.2% in total compensation translated into
a 3.2% basic pay increase, considering the value of other increases.
But in 1967 a 4.5% regular military compensation increase translated
to a 5.6% basic pay increase because most of the increase was put
i.to basic pay. The difference is hard to explain to military people,
to Congress, and to the public.

(1] 1966: 3.2% of $3,816.5 million = $122,1 million
1966: 4.5% of $4,333.6 million = $195.0 million
$317.1 million




TABLE 4-2

INCREMENTAL AND CUMULATIVE INCREASES IN SELECTED
MILITARY PAY ELEMENTS, 1946-1367

Average Percentage Increase[l]

Basic Pay Quarters Subsistence[2] Total
Year INC[3] cuM[4] 1INC[3] cuM[4] 1INC[3] cuM[4] INC[3] cuM[3]
1946 23.7% 23.7% - % - % 19.6% 19.6% 18.8% 18.8%
1949 22.9 52.0 0.6 0.6 22.1 46.0 19.2 41.6
1957 4.0 58.1 34.1 34.9 14.2 66.8 8.9 54.2
1955 10.0 73.9 - -- -5.1[a] 58.3 7.1 65.2
1958 8.3 88.4 - -- -~ - 6.4 75.7
1963 14,2 11i5.1 19.8 61.6 -2.1 54.9 13.8 100.0
1964 2.3 120.0 - -- 0.5 55,7 1.9 103.8
1965  10.4[b] 142.9 - -- 1.6  58.2 8.3 120.7
1966 3.2 150.7 -- - 3.5 63.7 2.8 126.9
1967 5.6[c] 164.7 0.9[c] 63.1  11.1[d] 81.9 4.5 137.1
[1] calculated on the pasis of the active duty force reflected in the

FY 1964 budget so as to get rate changes not influenced by changes

in force size.

Change in subsistence from 1952 ou reflects changes in the
commuted ration rate under existing law, Affects enlisted
population only; Officer BAS has not changed since 1952.

Incremental from preceding base.

Cumulative since 1945.

Same acz foodnote [2].

Under 2 years service: Officer, 22%; Enlisted,17,3%.
Over 2 years service: Officer, 6%; Enlisteq)ll. Yoo

Proposed for 1 October 1967 effective date.

Effective 1 January 1967.
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(3) Increases have not necessarily been used most effectively.

Some basic pay increases have been concentrated in the junior grades
in an attempt to improve retention. Others have been concentrated in
the senior grades to relieve the very pay compression created by
placing previous increases in the junior grades. Still other increases
have been across-the-board write ups, as in 1966 and 1967. Table 4--3
summarizes the resulting basic pay changes since 1949,

(4) Worst of all, the entire pay system lacks credibility in the
absence of an accepted and understood quantitative stanidard for pay.

Members do not understand how their basic pay rates are derived.
They do not always understand the reasons for the adjustments in basic
pay rates. The absence cf any agreed on standard for what pay ought
to be makes it exceedingly difficult to conduct pay discussions on the
basis of agreed facts.

The wide differences between the 1965 pay recommendations of
Department of Defense and the House Armed Services Committee are an
example of what can happen in the absence of an accepted pay standard.
The protracted discussions growing out of this difference did nothing
to reassure military people about the objectivity with which their
pay is considered. Although the standards used by both the Department
of Defense and the House Armed Services Committee to compute pay in
1965 were published in the Committee Report{l}] and the Hearings,([2]
the issues are so complex that few military members fully understand
them.

Military people make frequent comparisons of their pay to that
of their contemporaries in civilian life, especially wher considering
whether to reenlist and when working side-by-side with Federal civilian
employees. As developed in the preceding chapter, members cannot
recognize all) of their military pay, much of it is contingent on serving
to retirement, and it depends in large part on family size and availability
of quarters. Pay computations are a mystery to all but a few technicians,
and there is no single standard against which to measure the results.
This leads to repeated exchangec of conflicting claims about its adequacy.
Small wonder that militaryv nay comes off poorly in too many comparisons.

Need for a Pay Standard

Policy Board recommendations developed in Chapter 3 are aimed
at reducing the complexity of pay and removing the major sources of

(1] House Report No. 549, 89th Congress, lst Session.

[2] House Hearings, "Military Pay Bills,” No. 13, 89th Congress,
1st Session.
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Year

TABLE 4-3

MODIFICATIONS TO BASIC PAY TABLE SINCE 1949

Incremental
% Increase

Cumulative
% Increase

Comments

1952
1955

1958

1963

1964

1965

1966
1967

4.0%
10.0

8.3

14.2

2.3

10.4

3.2
5.6

4.0%
14.4

23.9

41.5

44,8

59.9

65.0
74.2

Across the board increase

No increase for under 2, emphasis
on lower grades

No increase under 2, larger increase
for higher grades, established new
grades, reduced influence of longevity

No increase under 2, emphasis on
career decision points

No increase for Enlisted Men under 2
8%% increase for Officers under 2
(2.5% increase for Officer and
Enlisted men over 2)

Under 2 officers increase averaged 22%
Under 2 enlisted increase averaged 17.3%
Over 2 enlisted increase was 1l1%

Over 2 officers increase was 6%

Across the board increase

Across the board increase proposed
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pay inequities so as to improve the member's awareness of hiz pay and
relate it more closely to the work he does. But this is not enough.
Even a fully rezognized and equitably distributed pay will be fully
effective in attracting, retaining, and motivating career personnel

only when it can be demonstrated to all concerned--and especially to
recipients--that the total level of pay is appropriate. This requires

a quantitative standard for pay that is simple, straightforward, readily
visible, and credible to all.

Few people in any system will ever be fully satisfied with the
amount of their pay. But this is not the function of a pay standard.
Rather, an explicit quantitative pay standard--one that applies not
just to the total system but to each pay grade in the system--can assure
both managers and recipients that military pay is set and kept on a par
with the pay of counterparts in other employment. The basic confidence
in the system's fairness that comes from being able to see the announced
principle of comparability translated fully into dollars across the pay
table is essential to maximizing the system's effectiveness.

Two different quantitative standards for career military pay were
developed completely independently of each other during the study.
Both were considered in detail by the Policy Board. Both produce about
the same results, but their concepts and methods differ widely.

The first standard, called the 'Cohort' standard, used the
same conceptual approach embodied in the Federal wagc board surveys.
It 18 based on estimating the civilian earning opportunities of military
personnel. It measures the earnings of a group of civilians (the cohort)
who share with the people in a particular military grade a specified
set of pay-related characteristics. It asks, "What is the best estimate
of what the military personnel in each grade would have been earning had
they gone into a civilian career?"” The answer--what people like them
are now earning in the civilian economy--is used as the standard for
military pay.

The second standard, called the "Work Level" standa:d, is
adapted from the Federal Comparability Process used to set General
Schedule and other Federal c(ivilian salary rates, It asks, '"What is
the best estimate of what the military personnel in each grade would
be paid for the work they do if they were being pald under the
Classification Act salary schedule?" The answer--what Federal civilians
are paid for the same levels of work--is used as the standard for
military pay.

The Cohort Standard

The first standard rests on a chain of logic that runs as follows:

(1) Although comparability of salary should be based on comparability
in the value of services rendered (work done), it is impracticable to
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compare military to civilian work.

(2) Nonetheless, we need some quantitative standard for measuring
the comparability of military to civilian pay.

(3) Therefore, use as a standard what a group of civilian veterans
with the same pay-related characteristics is now making. This is the
best estimate of what the military careerists would have been earning on the
civilian economy had they not stayed in the military.

The Cohort approach proceeds from a judgment that since it is
impracticable to pay the careerist comparably for the work he does
because of its peculiar military nature, he should be paid comparably
for what he could have done (earned) as a civilian. This position 1is
consistent with the view that the military is so different from the
rest of society as to be incompurable in similar terms. There are no
markets on which to read thz going wages of battalion commanders,
squadron commanders, or destroyer captains. Applying this judgment
by extension to the rest of the military career force, the Cohort standsrd
promises military careerists that they can expect to do as well on the
average over a career in the military as in civilian employment. It
provides a rational method for deriving a quantitative standard for
military pay by avoiding rather than solving the problem of comparing
military to nonmilitary work.

The actual computation of the Cohort standard begins by identifying
a group of civilians who share with the active duty military population
in each pay grade a specified set of pay-related characteristics: age,
sex, race, civilian educational level, and military occupational
qualification.

The civilian occupational alternatives of military personnel
are then estimated by analyzing the civilian occupations of the cohort,
based on the rec>rds of 280,000 reservists who had spent more than
two years on active duty.[l] This gives the best available (and only
quantitative) estimate of how former military personnel are distributed
across various civilian occupations. For example, it discloses that
of former Army automotive mechanics, 20Z are civilian auto mechanics,
122 are civilian construction equipment operators, 82 are civilian
drivers, etc. These are then assumed to be, on the average, the same
civilian job opportunities open to active duty Army auto mechanics.
This same analysis is performed for each of 409 officer and enlisted
specialties to get a total picture of the most likely civilian

[1] The two-year cutoff was taken to eliminate the influence of
draftees who, presumably, seldom consider the military as a
real career choice.
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occupational alternatives of active duty military personnel. Table 4-4
summarizes the results of this analysis by major Bureau of Census
Occupational Group.[1]

Earnings of civilians with the gpecified characteristics in each
civilian occupation are then compiled from Bureau of Census data.
This produces an estimate of the average earnings of civilians who have
the same education and years of work experience (age) as the occupants
of each military grade in each of the 409 military specialties. For
example, this discloses that, on the average, full time employed male
high school graduate civilian auto mechanics age 25-34 make $6,121 per
year, equipment operators $6,765 per year, drivers $7,169 per year, etc.

These civilian earnings results for each occupation are then
weighted by the estimated civilian occupational alternatives of people
in each military specialty. This step produces the average civilian
earnings opportunities for men in each specialtr at the age and years
of service points represented by each pay grade. For example, in the
Army automotive mechanics specialty, the average civilian earnings
opportunities of E-5's (the earnings of civilians with the same charac-
teristics as E-5's--average age 28, average years of service 9) is
$6,277 per year. For E-6's this value is $6,824 per year, for E-7's
it is $7,053 per year, etc.

Combining these results for each pay grade across all the 409
military occupations produces an estimate of the average civilian
earnings opportunities DOD-wide of each enlisted and officer pay grade.
This total DOD-wide average is the military salary required for each
pay grade to make military salaries fully comparable to the avcrag-~
civilian earnings opportunities of the military people in that pay
grade.[2]

These "full comparability" salaries were then adjusted downward
at each grade to reflect the lag of General Schedule and other Federal

(1] The major finding of this study (Appendix IV, "Military-Civilian
Occupational Alternatives') is that except in a few highly technical
skills a minority of servicemen go into a job directly or closely
related to their military occupation. Therefore, in estimating
civilian alternative earnings opportunities it would be misleading
to compare earnings of military auto mechanics to earnings of only
civilian auto mechanics; these are not the most likely civilian job
opportunities for most military auto mechanics. Although only the
10 major Census groups are shown in Table 4-4, the detailed analysis
used 88 occupations within those 10 major groups. Cf. Appendix IV,

[2] Appendix V explains the Cohnrt method in detail.
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TABLE 4-4

PERCENTAGE DISTRIBUTION OF CIVILIAN OCCUPATIONAL ALTERNATIVES BY

MAJOR BUREAU OF CENSUS CATEGORIES

(280,000 Ready Reservists, 30 June 1965)

OFFICER ENLISTED
(White and Non-white)
ARMY | NAVY | USMC | USAF F ARMY | NAVY | USMC | USAF

Professional
Technical

W 52% 1 67% | 54% 1 51% 9% | 18% 67 7%

NW 59 72 80 66 7 15 5 6
Farm

1Y) 1 0 1 2 4 1 4 1

NW 0 0 0 0 2 0 1 0
Managers

W 20 22 21 21 4 5 4 5

NW 11 19 3 10 2 3 2 2
Clerical

W 7 1 4 6 14 11 13 16

NW 17 0 3 8 16 16 18 24
Sales

W 11 8 16 10 7 6 6 7

NW 4 7 10 6 3 3 3 4
Craftsmen

A 5 1 2 7 33 38 33 38

NW 3 0 0 7 27 32 16 26
Operatives

W 1 0 0 1 20 13 19 17

NW 2 0 0 0 22 17 16 20

W 0 0 0 0 0 0 0] 0

NW 0 0 0 0 0 0 0 0
Service

W 2 1 1 2 4 5 8 4

NW 4 1 3 3 13 9 15 10
Laborers

W 0 0 0 0 5 5 8 5

NW 1 0 0 0 7 4 9 8

NOTE: Totals may not add precisely to 100% because of rounding.
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civilian salaries behind full private enterprise comparability.[l] This
adjustment produced military salary rates that would be on a par with
Faderal civilian salaries as of 1 October 1967. An analysis of these
»arity" salaries against the 1 October 1967 average regular compensation
»ates (after adding the recommended military retirement contribution)
is shown in Table 4-5. By this standard there exists as of 1 October
1967 a net salary lag in the career force of some $925 million. This
represents an overall lag of 6.9%, since annual career regular military
compensation plus imputed retirement contribution at 1 October 1967
proposed rates equals approximately $12.6 billion.

The Work Level Standard

The second, or Work Level, standard proceeds from a judgment
opposite to that of the Cohort standard as to the feasibility of making
meaningful comparisons between military and civilian work. The logie
of the Cohort standard says that such comparisons are not feasible;
the logic of the Work Level standard rejects this assertion and runs
as follows:

(1) It is true that there are some military jobs where meaningful
work comparisons with civilian jobs are impracticable and that there
are certain unique elements of military service (e.g., military
discipline, no standard workweek, operational deployment, etec.) that
affect all military jobs to some degree. Still, the technological
and administrative modernization of military forces has created a
wide range of military work that closely parallels civilian work.
Typists, truck drivers, plumbers, auditors, comptrollers, physicists,
lawyers, and many others do very much the same thing much of the time
in the two systems. This is especially true in that part of the
military force found outside combat and combat support units.

(2) The military's own occupational classification systems of
necessity have integrated into a unified personnel structure the work
and pay relationships of "purely military" functions and those that
can be meaningfully evaluated by civilian work standards.

(3) Therefore, it is not necessary to measure the work of all
military jobs by civilian standards to extend the principle of equal
pay for equal work from the civilian grade structure into the military
grade structure. All that is required is that those military jobs
that can be measured adequately by civilian job evaluation techniques
be evaluated. Then, the military's own occupational classification
systems can be used to extend these results into the purely or pre-
dominately Qilitary part of the personnel structure.

{1] See Table 4-8.
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TABLE 4-5

MILITARY CAREER FORCE LAC BEHIND COHORT PARITY

Average Salary Adjusted

Required for Average
Pay Parity with 1 October 1967 Difference Amount of Lag
Grade Cohort Military Salary[l] $ % ($ Million)
0-10 $40,138 $35,614 $4,524 11.37% $ 0.2
0-9 34,602 31,070 3,532 10.2 0.4
0-8 29,324 27,151 2,173 7.4 1.1
0-7 28,559 23,562 4,997 17.5 3.3
0-6 24,287 19,724 4,563 18.8 78.3
0-5 19,759 16,670 3,089 15.6 127.4
0-4 15,201 13,736 1,465 9.6 101.7
0-3 11,188 11,403 =215 -1.9 -23.8
0-2 8,353 8,852 -499 -6.0 -29.4
0-1 7,700 6,615 1,085 14,1 78.1
Comm Off $12,435 $11,528 § 907 7.3% 8337.3
W-4 $15,47 5 $12,904 $2,569 16.6% $ 10.8
w-3 11,826 10,887 949 8.0 3.3
W-2 10,151 9,310 841 8.3 £.2
W-1 8,459 8,217 242 2.9 2.4
Warr Off 10,595 $ 9,6% 5§ 901 8.5%  22.7
All Off $12,319 $11,412 $ 907 7.4% $360.0
E-9 $12,050 $10,633 $1,417 11.8% $ 23.2
E-8 9,670 9,301 369 3.8 15.7
E-7 8,112 8,191 -79 -1.0 -11.4
E-6 7,271 7,134 137 1.9 38.5
E-5 6,552 5,918 634 9.7 318.1
E-4 5,830 5,123 707 12,1 181,0
Career EM § 6,927 S 6,472 $ 455 6,67 $565,1
TOTAL §925.1

[1] Proposed 1 October 1967 regular military compensation rates
adjusted to reflect imputed retirement credit of 6%% of salary,
where salary equals regular military compensation plus retire-
ment contribution (salary = regular military compensation/.935).
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In summary, the logic of the Work Level standard says that by
military-to-civilian comparisons of some jobs and military-to-military
comparison of others, careerists can be paid comparably to civilians on
the basis of the general level of work they actually do. While this
may not have been possible in the traditional cadre-type forces
of an earlier time because most skills were uniquely military, it is
possible and practical in today's modern military forces.

The Work Level standard uses a large and widely accepted body of
official Classification Act and Wage Board job evaluation standards
and techniques. These cover some 18 work levels in over 1200
occupations. They are used as the basis for job classification actions
throughout the Federal Government and are consonant with standards
widely used in private industry. They constitute an independently
derived, reasonably objective basis for evaluating the work content
of many military jobs normally associated with a given pay grade.
The evaluation results[l] permit direct comparisons with results obtained
in other Federal salary systems.

This is the technique used to link the Foreign Service and Postal
Field Service structures to the Classification Act structure on the
civilian side of the Government. Rates for the Classification Act are
in turn iinked to private sector salary rates by the annual Bureau of
Labor Statisi:ics survey of private sector salaries conducted for this
specific purpoxe.

The first st.p in the Work Level approach is the application of
civilian job evaluztion standards to military jobs at selected grades.
A team of Budget Burc=au and civil service staff analysts assisted by
DOD civilian and military personnel examined a wide range of detailed
military job descriptions, both officer and enlisted. These were
evaluated as to work level by applying to them the classification
standards used in the Classification Act and Wage Board structures.

For example, the detailed position description of Deputy
Comptroller of the Navy, #n 0-8 billet, was evaluated in accord with
criteria contained in the Civil Service Commission's guide for the
evaluation of Government supergrade (GS-16 and above) positions. This
guide uses three broad factors as the basis of the evaluation:

(1) Scope, Impact and Characteristics of the Program with which the
position is associated, (2) Organizational Setting and Role of the
Position, and (3) Level of Responsibility and Authority Exercised by
the Incumbent.

Each of these factors is further rubdivided into more specific
job elements. For example, the facto' of Level of Responsibility and

(1] Point scores, scale values, job grades, etc., depending on the
particular job analysis technique employed.




Authority Exercised by the Incumbent is divided into two elements:
(1) responsibility for plans, policies, and program goals and
(2) person-to-person work relationships.

Within each of these elements, three to five "degrees' are
established corresponding in concept to a range from high through
medium to low. Each degree is assigned a specific point value. For
example, under the element of 'responsibility for plans, policies,
and program goals' three degrees are used: 'a" for high, "c" for
medium, and "e" fur low. Degree "a" is assigned a value of 20 points,
degree "c'' a value of 18 points, and degree "e" a value of 15 points.
Similar subdivision into elements and assignment of standardized
point values for the various degrees of each element are spelled out
for the other evaluation factors. The published standards include
detailed descriptions and examples for each of the elements and
characteristics being evaluated to guide the job analyst in his review.

The position of Deputy Comptroller of the Navy was awarded the
following point scores by the job analysts conducting the evaluation:

Scope, Impact and Characteristics of Program: 30 points

(scope and impact -~ 20 points)
(technical complexity - 10 points)

Organizational Setting and Role of the Position: 35 points

(organizational setting - 25 points)
(role of the position - 10 points)

Responsibility and Authority Exercised by the
Incumbent: 38 points

(responsibility for plans, policies and
program goals - 18 points)

(person-to-person work relationships -
20 points)

Total point score: 103 points

Existing GS-18 civilian positions score between 73.26 and
107.35 on this same scale. Therefore, the total point score of
103 means that if the Deputy Comptroller of the Navy were getting
paid for his work under the Classification Act salary schedule he
would be paid as a GS-18.

When a large number of the positions at a given grade are
classified by this and other standard job evaluation procedures
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and the results show a pronounced central tendency to one Classification
Act grade, the possibility of a grade-to-grade linkage exists. A
cpecific grade-to-grade linkage does not mean that there is a
one-for-one work level correspondence between all of the positions
encompassed by the two grades in the two systems. Because the work
spans of grades differ among salary systems and because the assignment
of grades to positions is less than perfect in both systems, it is to
be expected that there will be some dispersion in the job evaluation
results. Such dispersion exists in the linkages of other Federal
salary systems and does not impair the validity of the linkage

results. A valid linkage can be established so long as a clear
preponderance of the classification resulte in one system correspond to
a single grade in the other system. Confidence in the validity of

the linkage is increased if any dispersion of job evaluation results

is reasonably distributed on either side of the linked grade result.

The group found that valid linkage points could be established on
the basis of work level equivalency between military pay grade 0-8
and General Schedule grade 18, between military pay grade 0-1 and
General Schedule grade 7, and between military pay grade E-3 and a
combination of General Schedule grade 3 for ''white collar" jobs and
Wage Board grade 5 for the "blue collar” jobs. Results of the job
evaluations at these grades are summarized in Table 4-6.

The second step is to derive the appropriate intergrade pay
distinctions between these linked grades by analyzing the work
relationships among military grades. These are based on an
analysis of the chain of command that underlies military organization
and its influence on the work spans encompassed by the various military
grades. Results of this work span analysis are summarized in Chart
4-1.

In the area of overlap that exists between the senior enlisted
grades and the junior officer grades the study determined that pay grades
E-8 ana 0-2 showed a close enough work level correspondence to be
effectively linked for pay purposes. Appendix VI contains a detailed
discussion of the Work Level approach.

Bas2d on these findings two miliiary payiines[l] were drawn from
the Work Lzvel standard, one to correspond .o full private enterprise
comparability and one to match the civil service payline as of 1 October
1967, which is overall some 7.2% short of full comparability. These
paylines were expanded into the career salary pay tables{2] needed to
place military salaries on a par with civil service. Comparison of

{1] A rate of vay for each military career pay grade used to make pay
distinctions among grades.

[2] On the basis of pay table rules discussed in Chapter 5.
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CHART 4-1

MILITARY-CIVIL SERVICE WORK SPAN COMPARISONS

Military Officer

Civil Service
General Schedule

0-8 CS-18
cS-17
0-7
GS-16
0-6
GS-15
-5
0 CS-14
GS-13
0-4
cS-12
0-3
GS-11
0-2
6S-9
0-1 GS-7
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TABLE 4-6

MILITARY-CIVIL SERVICE GRADE LINKAGES

Pay Grade 0-8 linked to GS~18: (72% at GS~18 or higher)
Higher
GS Grade GS-16 GS-17 GS-18 than GS-18
No. of 0-8 Positions: 8 34 85 24
Percentage of Positions: 5% 23% 56% 16%
Pay Grade 0-1 linked to GS=-7: i (90% at GS-7)

Percentage of Meets Standards
Total 0-1 For Classification

Accessions Act Grade:
Service Academies 5% GS-7
ROTC 45 GS-7
0CS/0TS 26 GS-7
Temporary Commissioning 7 GS-7
Aviation Officer Training 7 G5-7
TOTAL 80% GS-7

Pay Grade E-~3 linked to GS-3 (white collar) and WB-5 (blue collar):
(82% of the specialties at GS-3 or WB-5)

GS Grade GS-3 GS-4 GS-5 GS-6
No. of E-3 (white collar) specialties 22 0 7 2
Per Cent of specialtiesg[l] 1% - 23% 6%
WB Grade WB-5 WB-6

No. of E-3 (blue collar) specialties 36 4

Per Cent of specialties[l] 90% 10%

[1] The percentage of the total E-3 population covered by these
specialties was 84.5%; 74.9% of the total E-3 population is
represented by specialties at the linked grades.
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these salaries to regular compensation proposed in the 1967 Military
Pay Act (adjusted to include the recommended vested retirement con-
tribution) shows in Table 4-7 a net difference of $824.3 million.
This represents an overall lag of 6.2% between military career force
and Federal civilian salaries as of 1 October 1967.

Comparison of the Two Standards

Both standards show about the same total lag because they
produce much the same paylines, as shown in Table 4-8. These in-
dependently derived results lend confidence in the total result, but
leave unanswered the question of which standard is most appropriate.

This question should hinge on how well the standard chosen permits
one to measure the attainment of the two pay policy objectives inherent
in the comparability principle: (1) equul pay for equal work between
the military and the private sector, and (2) pay distinctions in keeping
with work distinctions inside the military itself. The first objective
seeks external equity between pay systems; the second seeks internal
equity within the pay system. Both are important to establishing the
maximum credibility of pay.

The extensive coverage of the Cohort standard and the massive
averaging required to reduce its results te a single payline make it
a good method for setting the general envelope of pay comparability.
Its comprehensive coverage of the civilian labor force insures
against any artificial inflation of the payline vates that might be
caused by making comparisons to a nonrepresentative part of the
civilian labor force. Any bias is suppressed by the method's reliance
on the actual civilian employment distributions of former military
people and on measures of average earnings derived from complete labor
force coverage.

But the very characteristics that make it so good as a measure
of overall comparability make the Cohort standard a poor vehicle fer
drawing internal pay distinctions among grades. Intergrade pay
differentials derived by the Cohort approach will reflect the net
average result of all the forces at work on earnings in the civilian
economy, These will not necessarily correspond to internal work
distinctions among military grades.

The Work Level standard, because it treats specifically the
question of work spans among grades as part of the basic analysis from
which the payline is drawn, is a much better tool for drawing the
kinds of internal pay distinctions that will correspnnd to military
organizational relationships.

But the Work Level standard appears to be lest well suited than
the Cohort for establishing the general range of pay comparability with
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TABLE 4-7

MILITARY CAREER FORCE LAG BEHIND CIVIL SERVICE

Average Salary
Required for
Pay Parity with

1 OCTOBER 1967 SALARIES

Adjusted
Average
1 October 1967

Grade Civil Service Military Salary[l] §

%
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Total FY 1968
Difference Amount of Lag

(S Million)

0-10 $33,791 $35,614 $-1,823 -5.4%  § -0.1

0-9 30,144 31.070 -926 -3.1 -0.1

0-8 27,055 27,151 -96  -0.4 -0.1

0-7 25,356 23,562 1,79 7.1 1.2

0-6 22,387 19,724 2,663 11.9 45.7

0-5 18,709 16,670 2,039 10.9 84.1

0-4 14,858 13,736 1,122 7.6 77.9

0-3 11,737 11,403 33 2.8 37.0

0-2 9,327 8,852 475 5.1 28.0

0-1 7,548 6,615 933  12.4 67.2

Comm Off 612,444 S11,528 S 916 7.4% _ 5340.8
W-4 $15,126 $12,904 $ 2,222 14.7% $ 9.3

W-3 12,431 10,887 1,544 12.4 5.4

W-2 10,029 9,310 719 7.2 5.2

W-1 8,406 8,217 189 2.2 1.9

Warr Off 510,568 S 9,69 S 874 8.3% 5 21.9
All OfFf 512,325 11,412 S 913 7.4%  $362.7
E-9 $11,330 $10,633 $ 697  6.2% S 11.4

E-8 9,432 9,301 131 1.4 5.6

E-7 8,219 8,191 28 0.3 4.1

E-6 7,242 7,13 108 1.5 30.4

E-5 6,356 5,918 438 6.9 220.3

E-4 5,865 5,123 742 12.7 189.8

Career EM S 6,843 S 6,472 S 371 5.h%  Sh61.6
TOTAL $824.3

[1] Adjusted to reflect imputed retirement credit of 6%7% of military

salary.




TABLE 4-8

RESULTS OF THE TWO STANDARDS

(Annual Rates)

Military Paylines Required to Attain:

Full Comparability[l] Civil Service Parity(2]
Pay Grade Cohort Work Level. Cohort Work Level
0-8 $39,395 $34,940 $32,225 $27,055
0-7 32,558 29,370 28,195 25,43%
0-6 26,256 24,175 23,762 21,878
0-5 20,674 19,575 19,206 18,107
0-4 16,005 15,645 14,853 14,519
0-3 11,802 12,380 11,106 11,650
0-2 8,696 9,710 8,287 9,254
0-1 7,704 7,555 7,557 7,409
E-9 12,444 11,700 11,760 11,057
E-8 9,955 9,710 9,487 9,254
E-7 8,296 8,265 8,138 8,108
E-6 7,214 7,185 7,171 7,142
E-5 6,551 6,360 6,545 6,360
E-4 5,641 5,790 5,641 5,700

NOTE: Rates apply at the payline longevity step in each grade.
Average salaries used in Tables 4-5 and 4-7 differ from these
payline rates because of the distribution of personnel around
the payline step within any given pay grade.

[ ]
[1] Rates Required to make military salaries fully comparable to
1966 private enterprise rates.

[2] Rates required to make military salaries as near full
comparability in each grade as cre Civil Service salaries
recommended by President for 1 October 1967.
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the private sector. The major drawback of the Work Level approach is
its dependence on the linkage of a few military and Classification Act
grades to locate the payline. As shown in Table 4-6, this linkage

is based on the presence of a clear central tendency of job evalua-

tion results rathar than on precise mathematical averages. The linkages
determnine the overall location of the entire payline; if one linkage is
wrong, then not only that grade but also much of the entire payline will
be out of place.

Standing alone, it is quite possible that neither method would
have been persuasive and precise enough to warrant recommending its
adoption as a standard for military pay. However, the combined evidence
of the two independent approaches persuaded the Policy Board that the
magnitude and general location of the payline produced by the Work Level
standard was reasonable. The total amount of the lag behind civil service
parity shown by this standard was some $100 million less than that shown
by the Cohert standard. The linked grades showed slightly lower payline
rates under the Work Level than under the Cohort approach. This re-
assured the Board that the overall comparability resvlts of the Work
Level approach were not unduly high, thereby reinforcing the Board's
confidence in the linkage results, which it already believed to be sound.

Having concluded that the general location and shape of either
payline would be proper to establish a reasonable measure of comparability
to the private sector, the Board next weighed each standard against
the very important consideration of its impact on the internal equity
of the pay system. Here the W.rk Level standard, with its explicit and
detailed treatment of intermal work distinctions, was judged to be
clearly superior to the Cohort standard with its reliance on gross
economy-wide averages. Intergrade differences in the Cohort standard
reflect the results of the total labor market, while intergrade differences
in the Work Level standard reflect the explicit internmal work relation-
ships among military grades.

A further important consideration was that the application of
the same process by the same employer to setting both military and
civilian pay should go far toward attaining the overriding objective
of having a quantitative standard: pay system credibility. A new and
different standard for military pay would be suspect from the outset
and would require extensive explanation and defense. Inevitably
its results would be compared to those of the standard used in other
Federal salary systems and reasons would have to be adduced for any
differences. Questions about different pay treatment of wmilitary and
civilian employees would continue. On balance, the Work Level standard
promises to get better, faster, and more widespread acccoptance among
military career members, military managers, other Government officials,
Congressmen, and citizens in general. Adopting it, therefore, will do
more to establish the overall credibility of the military pay system
and will establish it faster than would adopting the Cohort approach.
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The Recommended Pay Standard

FINDING 14. The Work Level standard based on the application of
the Federal) Comparability Process to the military grade structure is
the appropriate quantitative standard for measuring the comparability
of military to civilian salaries.

RECOMMENDATION 12. That the Work Level standard derived from
applying the Federal Comparability Process to the military grade
structure and linking pay grades 0-8 to GS-18, 0-1 to GS-7, and E-3 to
GS-3 and WB-5 be adopted as the quantitative standard for measuring
the comparability of military salary rates to Federal Classification Act
gsalary rates and, through them, to private enterprise salary rates.

The yearly survey of private sector salaries and wages conducted by
the Bureau of Labor Statistics provides a vehicle for deriving precise
measures of the changes required in Federal salaries at each grade to
keep them abreast of private enterprise rates. This will provide the
guidance, now missing, on how to usec most effectively future military
pay raises. At the same time it should go far to establish credibility
on the part of recipients in their pay. They will for the first time
know exactly how their pay is set and adjusted.

The President in his 5 April 1967 pay message has committed the
Government to a policy of bringing civil service salaries to full
comparability with private enterp.ise salaries during 1969. This same
message indicates that as civilian pay goes up, so must military pay.
Military career force salaries should be brought to parity with civil
service salaries in 1968 and then to full comparability with private
enterprise salaries in parallel with Federal civilian salaries. The
credibility of pay so established, plus the visibility attained from
recommendations contained in Chapter 3, will assure that the Government
realizes the maximun retention and motivation return from its future
compensation dollars.
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CHAPTER 5

THE CAREER SALARY TABLE

The recommended quantitative standard for pay produces a payline
incorporating a single salary rate for each grade. A salary table
is constructed by applying in-grade salary increments to these
payline rates. This chapter presents the Policy Board's findings
and recomsendations on the construction of a career salary table.

Longevity vs. Step in Grade

The first decision to be made is whether in-grade salary increments
are to depend on (1) total time creditable in the pay system, regard-
less of the pay grade in which that time was accumulated (a longevity
system), or (2) only time credited in the present pay grade (a step-
in-grade system). After considering the two alternatives the Policy
Board concluded that:

FINDING 15. Total service creditable for pay purposes (longevity)
is the proper basis for in-grade salary increments under current

and projected military personnel management practices.

In-grade salary increases in the military system are designed
to reward: (1) the growth in the individual's productivity that
comes with added experience; and (2) long and faithful service,
especially as an incencive to continued service for those who, through
no fault of their own, face limited promotion prospects.

In a personnel system operating on an 'in-.t-the-bottom, up-
through-the-ranks" promotion philosophy with phased promotion considera-
tion based largely on years of service, total longevity and longevity
in grade will be closely related. In fact, i{f evervona in the system

- entered at the bottom of his pay category (E-1, W-1, 0-1),
-~ got promoted at the same time, and
- never changed pay categories,
then either longevity or step-in-grade salary increments would generate
approximately the same rewards for added experience, productivity, and
long and faithful service.
The vast majority of people enter at the bottom of and serve their

career within one of the three grade categories (enlisted, warrant
officer, officer) in the military system. Although all are paid from
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the same pay table, all are not promoted at the same point in their
careers. Therefore, longevity and step-in-grade salary increments will
produce substantially different pay results.

In choosing between the two patterns, reasons for differences in
promotion times become crucial. A step-in-grade pattern would be
preferred if most differences in promotion times reflected differences
in individual abilities. A longevity pattern will better attain the
objectives of in-grade salary increments if most differences in pro-
motion times reflect differences in promotion opportunities.

Table 5-1 displays the differences in longevity by pay grade
among the four military services as of 30 June 1966. These interservice
differerices are caused more by differences in promotion opportunity than
by differences in individual merit. Differences in the promotion
opportunities available in each of the services are caused by
(1) differences in missions, force structure and occupational mix;
(2) differences in force stability, gains and losses; and (3) differences
in force management policies.[1]

When wide differences in promotion times are caused by factors
other than individual ability, the fundamental argument for a step-
in-grade pay table--superior reward for superior merit and performance--
loses its relevance. Even under a longevity pay structure, those who
are promoted early will be paid more over a full career than thuse
v..0 are promoted later. However, in a longevity structure the late
promotee with equal total pay service '"catches wp" in current monthly
pay to the early promotee. Because most of the differences in timing
of promotions stem from influences other than the superior individual
ability of those promoted earlier, the catch-up feature of a longevity
table applicable to all services is a positive advantage. Therefore,
considerations of the pay system's internal equity favor strongly the
adoption of a longevity pattern for the in-grade military salary
increments.

The system pays a price for this kind of equity. The differential
reward to those within a service who are promoted early because of
their individual merit is smaller in a longevity table than it would
be in a step-in-grade table. However, there still is a reward: re-
ceiving the pay of the higher grade earlier than those not promoted.
Thus, this raduced reward effect is not a compelling argument against
a longevity cable.

A second consideration in choosing the basis for in-grade increases
is the influence of time in service vs. time in grade on individual

(1] See Appendix VII, "Differences in Promotion Opportunity Among
Services."
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TABLE 5-1

AVERAGE YEARS OF SERVICE FOR PAY

(As of 30 June 1966)
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productivity in a particular grade. The "in-at-the-bottom, up-through-
the-ranks" feature of military personnel management derives from a
concept that to be a competent professional at the higher grades one
must have accumulated a reasonable amount or experience at the lower
grades. One does not "start all over" when one is promoted in a military
system. Rather, promotion marks the continued professional development
of the individual as he progresses to higher levels of re.iponsibility.{1]

Total experience in the service is likely to contribute more to
an individual's productivity in higher grades in the military system
than might be the case in some other personnel systems. Thus, the
longevity pattern is favored over the step~in-grade pattern on these
grounds as well. Moreover, there is no need in the military system
for the in-hiring flexibility at each grade that is provided by step-
in-grade differences.

These considerations led to the Policy Board's next recommend-tions.

RECOMMENDATION 13. That the longevity structure be retained as
the basis for in-prade salary increases in the military salary system.

The logic of using longevity for in-grade increases implies that
only time actually served in the system should be counted for pay
purposes. The basic raticnale of a longevity pay structure is
violated by granting constructive service to certain groups as a device
to increase their pay. Needs for extra pay incentives should be handled
by other means such as special pays aimed directly at the retention
problems identified.[2]

RECOMMENDATION 14. That existing categories of constructive longevity
credit awards be retained, but that no new categories be established.

Location of Payline Step

The recommenrded salary standard produces a payline expressed as one
salary rate for each pay grade. This rate establishes the basic pattern
of intergrade salary distinctions. In a longevity salary table the
payline step rate should be located in the center of the longevity dis-
tribution for each pay grade. A step so located will have the same
meaning at each grade and will assure proper pay distinctions among grades.

[1] Whiie this same characteristic is found in other personnel systems,
it is seldom as rigidly institutionalized as it is in the military.
Fo:: example, in most step-in-grade systems there will be in each
grace some people who have been in-hired at the grade in which
serving and wvho have no experience in the lower grades of the system.

(2] See Chapter 6.
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The specific step that best serves this purpose while at the same
time avoiding the undue influence of temporary longevity extremes
(e.g., "humps" caused by unusual personnel turbulence in past years)
is the average of total active Federal military servicc for the middle
half of the people serving in that pay grade. Using “hie 30 June 1966
force distribution as that representative of a reasonably stable force,
payline steps were derived as indicated in Table 5-2.

The Longevity Pattern

FINDING 16. Minor structural reforms in the existing longevity
pay table are required to conform career pay progression more closely
to normal career promotion progression.

The present basic pay table is the result of seven increases since
it was last designed by the Hook Commission and enacted in modified
form by the Congress in the Career Compensation Act of 1949. As dis-
played in Table 4-3, these adjustments have been made in different ways.
The present table produces an erratic pay progression for the normal
career progression, as illustrated in Table 5-3. In some cases (e.g.,
on promotion from 0-3 to 0-4) longevity increases exceed the increase
realized on promotion to the next higher grade.

RECOMMENDATION 15. That in-grade longevity increases be repular-
ized to correspond to normal military career progression, with promotion
to the next higher zrade always being rewarded more than the accumulation
of additional longevity in grade.

In-grade differentisls at 3% of the payline step in the officer
grades and 22 of the payline step in the enlisted grades best serve
this purpose. The 32 differeniisl in officer grades corresponds closely
to the in-grade differentials ir. other Federal salary systems. T<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>