
CHAPTER 7 

FEDERAL PERSONNEL POLICY 
The Reagan Administration has targeted a number of areas of Federal personnel policy for change, 
with the goals of introducing or enhancing positive incentives in the workplace and making 
personnel practices more comparable to those in the private sector. These changes, building on the 
reform efforts of the Pendleton Act of 1883 and the Civil Service Reform Act of 1978, will begin to 
control spiralling Federal personnel costs more effectively. 

The dramatic growth in Federal personnel expenditures over the past decade has forced the 
Administration to scrutinize carefully several of the factors that drive up these costs and make 
managing the Federal workforce difficult. Personnel expenditures are primarily salary, retirement, 
and health insurance benefits. Other items, such as life insurance benefits, leave, and overtime 
payments also add to overall personnel costs, but the overwhelming share of funding goes for pay, 
retirement, and health benefits. 

The proposed reforms for 1984 deal directly with controlling costs in each of the three major 
expenditure areas. The Federal pay freeze in 1984 is a one-time action, while the changes proposed 
for the Federal retirement and health benefit programs represent substantial, longer-term, 
structural reforms. It should be noted that pay raise delays and even pay reductions have been 
widespread in the private sector over the past 12 to 18 months. A freeze in Federal workers' salaries 
is certainly appropriate to help reduce the budget and move the economy toward recovery. 

The most critical Federal personnel policy reform included in the 1984 budget is a restructuring of 
the civil service retirement system (CSRS). Pension policy experts have long recognized that the 
benefits of this system are very generous when compared to systems offered by private employers or 
by State and local governments. In general, the current system is too generous in the following ways: 

• It permits Federal employees to retire early (i.e., at age 55) without imposing an actuarial 
adjustment that reflects the high cost of early retirement; 

• It permits cost-of-living adjustments on the whole pension, as opposed to adjustments on a 
portion of the annuity; 

• It derives an increasingly large proportion (now about 80%) of its costs from the taxpayer -
60% from the Treasury Department general fund and 20% from employing agencies; and 

• It does not receive sufficient financing support from other entities participating in the 
system, such as the Postal Service and the District of Columbia. 

In addition, the 1984 budget proposes changes to the Federal health benefit progam that would 
create incentives for the selection of lower cost health insurance coverage and help reduce the over-
utilization of health care services. Finally, the Administration will improve position management 
and classification practices, as weli as implement other reforms making Federal personnel 
administration more effective and less cumbersome. 

RETIREMENT 
The cost to the Government of the civil service retirement system has risen from $2.8 billion in 1970 
to $21.1 billion in 1983 - nearly an eight-fold increase. If no further attempts are made to reform 
the system, we will spend $121 billion for civil service retirement between 1984-88. 
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• The Federal employee retirement system is one of the most generous pension plans available 
in the United States. Currently, employee contributions cover only 20% of the cost of the 
System, the Federal agency as employer pays another 20%, and the remaining 60% is derived 
from general Treasury funds. 

• The current Federal pension system accounts for too large a share of Federal payroll 
compared to the private sector. The normal cost of the CSRS is about 35% of payroll. Of this 
35%, employees now contribute 7%, the employing agency 7%, and the general fund the 
remaining 21 %. 

• Office of Personnel Management (OPM) analysis has shown that it would cost the 
Government approximately 17% of payroll -- including the employer share of Social Security 
benefits -- to provide Federal workers with benefits comparable to those provided to private 
sector workers. 

To address these problems, the Administration proposes reform of the current CSRS, maintaining its 
basic benefit structure but reducing individual benefit components. The object of these reductions is 
to arrive at an overall program cost that can be maintained by equal contributions from the 
employee and the employing agency -- a concept that has been a feature of civil service retirement 
from its inception. 

The Administration believes that 11% each would be an appropriate and affordable contribution 
from agencies -- including the Postal Service and District of Columbia Government -- and employees. 
This would be achieved by increases in contributions as follows: 

1984 + 2% Raise CSRS retirement contribution to 9% 

1985 + 2% Raise CSRS retirement contribution to 11% 

Total + 4% 

The Administration would reduce benefit levels to more closely approximate those found in private 
sector plans by modifying two of the most costly features -- COLA and early retirement -- as described 
in the civil service retirement fact sheet that follows. 

In addition to these changes, the Administration proposes to return to the practice of basing annuity 
calculations on the retiree's highest 5 years of salary, as opposed to the current highest 3 years. This 
is the predominant practice in the private sector. Finally, if necessary to reduce the cost of CSRS to 
22% of payroll, the percentage of average salary replaced by retirement benefits would be reduced. 

The retirement benefits produced by a program with a 22% total normal cost of payroll would: (1) 
be reasonably comparable with the average retirement benefit found in the non-Federal sector 
(normal cost of 22.8% including employee social security contribution); and (2) provide an adequate 
level of benefits for employees. 

PAY 
The budget makes clear that 1984 is a year of belt-tightening for all segments of the Federal 
establishment. Part of this belt-tightening must be directed at the Federal civilian payroll which now 
exeeds $50 billion annually. It is recognized that foregoing the October 1983 pay increase will be 
difficult for some Federal employees. However, this is a burden being experienced by many workers 
throughout the nation whose employers are in similar financial situations to that faced by the 
Government. Importantly, the Administration has been successful in its efforts to reduce inflation. 
Accordingly, during the one-year freeze, the purchasing power of employee's salaries will not be 
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eroded to an appreciable degree since longevity, within-grade and promotion increases should help 
offset relatively small purchasing power losses due to inflation. Further, the budget anticipates that 
future annual pay increases will exceed increases in cost-of-living, thereby replacing whatever 
purchasing power is lost due to this freeze. 

HEALTH BENEFITS REFORM 
As part of the health care reform initiatives, the Administration is proposing a restructuring of the 
Federal Employees Health Benefits Program (FEHBP). This is an area in which the Federal 
Government itself has contributed to health care cost increases. The structure of the current 
program does little to encourage cost control by either participating health insurance plans or 
program enrollees. 

• Government contributions to the program are linked to the average of premiums for six of 
the largest and most comprehensive plans in the program. This linkage means that premium 
increases are passed on in large part to the Government. As a result, carriers have insufficient 
incentives to control premium costs or to work with health care providers to hold down costs. 

• The Government contribution toward coverage under any plan may not exceed 75% of the 
premium for the plan. This means that enrollees who choose the least costly plans are 
actually penalized for doing so: the Government pays less for their health coverage than it 
pays for those who choose more costly coverage. 

• Existing law limits the number of Government-wide plans participating in the program and 
specifies certain types and levels of benefits to be provided. This limits the range of benefit 
packages available to meet enrollee needs. 

The Administration proposes restructuring of the program to enhance incentives for cost control. 

• The method for determining Government contributions would be changed. Government 
contributions would be based on average contributions for self only and self and family 
coverage in 1983, indexed in future years by the GNP deflator. Disproportionate premium 
increases would no longer automatically result in large increases in Government 
contributions. Enrollees would be encouraged to shop carefully among plans for desired 
coverage at the least cost, and carriers would need to control costs in order to remain 
competitive. 

• The current 75% cap on the Government's cost share would be repealed and rebates would 
be provided to enrollees choosing plans that cost less than the Government contribution. 
This would encourage, rather than penalize, enrollees choosing less costly plans and would 
enhance incentives for carriers to control costs in order to remain competitive. 

• The only benefit required in all plans would be catastrophic protection to ensure that all 
enrollees are protected against disastrously high medical expenses. Carriers would be 
encouraged to provide a wide range of benefit packages tailored to enrollee needs. 

In addition, the current FEHBP results in Federal subsidies to the Postal Service and the D.C. 
Government. The employer share of premiums for annuitants of these entities is paid by the Office 
of Personnel Management, not by the entities themselves. The Administration proposes eliminating 
these subsidies and requiring that these organizations pay the employer share of premiums for their 
annuitants. 
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MANAGING THE FEDERAL WORKFORCE 
The Administration plans to improve position classification in the Federal Government by increasing 
emphasis on adherence to existing classification standards and the need for improved position 
management. 

• OMP's most recent classification study estimates that approximately 14.3 percent (188,000) of 
the Government's 1,312,000 full-time permanent General Schedule positions are overgraded 
and that about 1.5 percent (20,000) are undergraded. OPM estimates that these position 
classification errors cost the taxpayer about $700 million a year. 

• A major cause of overgrading is poor position management within the agencies. Various 
studies have concluded that agencies are not organizing their workforces in the most 
efficient manner to accomplish their missions. Relative to private sector organizations, the 
Federal Government staffs a disproportionate number of people at the higher pay grades. 

Potential long-term savings from the correction of misclassification and improved position 
management are estimated to be as much as one billion dollars per year. 
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CIVIL SERVICE RETIREMENT 

Agencies: Office of Personnel Management Functional Code: 600 

FUNDING: ($ in billions) 

1982 1983 1984 1985 1986 1987 1988 
CURRENT SERVICES 

Budget Authority 
Outlays 

31.5 34.6 35.7 37.6 39.6 41.8 44.2 
19.5 21.1 22.8 24.6 26.8 29.1 31.5 

REAGAN BUDGET 
Budget Authority 
Outlays 

31.5 34.6 37.2 42.3 43.9 45.9 47.9 
19.5 21.1 22.4 23.5 25.3 26.9 28.5 

PROPOSED CHANGES 
Budget Authority 
Outlays 

+ 1.5 +4.7 +4.3 +4.2 +3.8 
-.4 -1.1 -1.5 -2.2 -3.0 

PROGRAM DESCRIPTION 

Civil service retirement encompasses pensions paid to Federal civilian employees. Unlike plans 
provided by private sector employers, it functions without social security benefits as a base because, 
to date, Federal employees have not been covered by the social security system. 

Civil service retirement benefits are paid to employees who meet eligibility requirements based on 
age and years of service. Unreduced benefits are available as early as age 55 with 30 years of service. 
The benefit calculation is based on the employee's years of service and high-three-year average 
salary; the annuity benefits, once they become payable, are indexed to the Consumer Price Index 

At the end of 1982, there were 1.8 million Federal retirees and survivors on the rolls and the average 
pension for retired employees totaled $12,480 per year. Civil service retirement outlays increased 
1,891% between 1960 and 1981, as compared to a 568% increase in total Federal budget outlays 
during the same period. Government contributions have increased 2,351% in the 1960-81 period, as 
contrasted to a 427% increase in employee contributions. 

PROPOSED CHANGE 

A comprehensive reform of civil service retirement is proposed: 

• Retirement would continue to be permitted as early as age 55, but benefits would be 
reduced by an actuarial factor of 5 percent for each year that the employee is less than 65. 
Employees aged 55 or over at enactment would not be affected. The change would be 
phased in over a period of 10 years to give recognition for past, long-time contributions to 
the retirement system. For those below age 55 at the date of enactment, a 1/2 of 1 percent 
adjustment per year would be applied. For example, a employee who is 54 at date of 
enactment, deciding to retire at 55, would be subject to at total reduction of only 5 percent. 

• In order to make the system self-supporting for future benefits earned, employee 
contributions to the retirement system would be increased from the current level of 7 
percent to 9 percent in 1984 and 11 percent in 1985. The matching employer contribution 
would also increase to 9 percent and then 11 percent. 

• Cost-of-living adjustments to civil service retirement benefits would be frozen for 1984, as 
part of a Government-wide policy on these adjustments. In 1985, the provision of the 1982 

(CPI). 
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Omnibus Reconciliation Act regarding COLA's would apply. In 1986, there would be a 
permanent change to provide one-half of the actual CPI increase to voluntary retirees under 
age 62 and the full CPI increase to survivors and disability retirees. 

• After 1986, the benefit calculation would be based on the employee's high-five-year instead 
of high-three-year average salary. 

• In addition, if necessary to reduce the cost of the system to 22 percent of payroll, in 
conjunction with other enacted changes, the percentage of average salary replaced by 
retirement benefits would be reduced. 

Retirement benefits for new employees to be covered by social security: 

• In conjunction with the proposal to cover Federal employees hired after January 1, 1984 
under the social security system, a new staff retirement plan will be proposed to supplement 
the benefits provided by social security. 

• Its particular provisions, which are under development, would be modeled on typical private 
sector practice and together with social security would generally be equivalent ito the 
reformed civil service retirement system. 

RATIONALE 

• Civil service retirement benefits have grown increasingly expensive, yet the percentage 
contributions from employees and agencies have remained constant since 1969. 

• It would cost the Government approximately 17 percent of payroll to provide Federal 
employees with benefits comparable to those provided to private sector employees. The 
Federal Government currently contributes over 28 percent of payroll for new entrants, nearly 
twice the private sector percentage. 

• The proposed reforms would bring costs more into line with those experienced by 
progressive private sector companies. The Office of Personnel Management has estimated 
that the total cost of such private sector retirement programs, including social security, 
would be approximately 22% of payroll. This is the same cost it is estimated will be produced 
by the proposed reforms in the civil service retirement system. 

• In keeping with tradition that retirement benefit costs are shared equally between employee 
and agency, and in order to eliminate the Treasury subsidy, employee and agency retirement 
contributions would be increased to 9% in 1984 and 11% in 1985. 

EFFECTS OF THE PROPOSED CHANGE 

• The net effect of these reforms would be to bring the cost to the Government of retirement 
benefits for its employees to levels comparable with those of private sector employers. This is 
accomplished by restoring the practice of employees paying one-half of the cost and by 
setting benefits at a level consistent with those of other employers. 

• The reduction for early retirement before age 65 would encourage more employees with 
valuable experience and knowledge to extend their Government service. Those who wish to 
retire early could still do so (as early as age 55), although the employee himself would bear 
the extra cost of this early retirement. Such reductions are the rule in the staff plans of other 
employers. 

• The return to use of a high-five-year instead of high-three-year average salary would follow 
the predominant practice in private sector plans. 

• Adjusting annuities for voluntary retirees under age 62 by half of the CPI increase makes 
permanent a three-year provision enacted by the 97th Congress. It would affect only 
younger retirees, who often take non-Federal jobs after retirement from Federal service, and 
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would still be more generous than the large majority of private sector plans, where only 3% 
have any guaranteed CPI adjustment. 

• The increased employee contribution would pay half the cost of the future retirement 
benefits. For purposes of comparison, it should be noted that the employees' share of social 
security has been subject to comparable increases, rising from 4.8% in 1969 to 7.05% in 1985, 
a 47% increase. 
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ALLOWANCE FOR PAY INCREASES 

AGENCY: Civilian Employees, Government-wide Functional Code: 751 and 803 

Funding ($ in billions) 

1982 1983 1984 1985 1986 1987 1988 

CURRENT LAW 
Budget Authority 
Outlays 

3.3 7.1 10.9 14.8 18.8 
3.3 7.1 10.8 14.7 18.7 

REAGAN BUDGET 
Budget Authority 
Outlays 

3.3 6.9 10.5 14.3 
3.2 6.8 10.4 14.2 

PROPOSED SAVINGS 
Budget Authority 
Outlays 

3.3 3.8 4.1 
3.3 3.9 4.1 

4.3 4.5 
4.3 4.5 

PROGRAM DESCRIPTION 

Current law requires that pay for most white-collar Federal employees be adjusted to maintain 
comparability with private sector pay rates for the same levels of work. However, if economic 
conditions affecting the general welfare make a comparability adjustment inappropriate, the 
President is authorized to recommend an alternative plan that becomes effective unless rejected by 
the Congress. 

PROPOSED CHANGE 

• The budget anticipates that there will not be an October 1983 pay increase for white-collar 
Federal employees, but reserves the final decision until after Presidential review of the 
recommendations of the President's Pay Agent, the Federal Employees Pay Council, and the 
Advisory Committee on Federal Pay, and after a review of the economic conditions prevailing 
at that time. 

• A parallel limitation is proposed on pay adjustments for blue-collar Federal employees. 

• The budget also anticipates that civilian employee pay increases for October 1984 and 
beyond will match those granted to non-Federal employees during the previous year. In this 
regard, the President's Pay Agent intends to continue reviewing, in consultation with the 
Federal Employees Pay Council, methods of determining appropriate rates of pay for white 
collar Federal employees. 

For a full and lasting economic recovery, budget deficits must be held to a minimum. This proposal 
was made in the context of similar actions being proposed for other pay raises and cost-of-living 
adjustments. Many private sector businesses have also found it necessary to scale back and/or defer 
scheduled pay increases and, in some cases, even to reduce pay to adjust to economic conditions. 

EFFECTS OF THE PROPOSED CHANGE 

While there would be no increase in rates under the pay systems, employees would still be eligible 
for any appropriate within-grade increases (which average about 3%), quality step increases, and 
increases that accompany promotions. 

RATIONALE 
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FEDERAL EMPLOYEES HEALTH BENEFITS PROGRAM 

AGENCY: Office of Personnel Management Functional Code: 051 

Funding ($ in millions) 

1982 1983 1984 1985 1986 1987 1988 

CURRENT SERVICES 
Government 

contribution 1/ 3,009 3,688 4,477 5,246 5,965 6,648 

REAGAN BUDGET 
Government 

contribution 1/ 2,314 3,009 3,082 3,258 3,464 3,639 3,815 

PROPOSED SAVINGS 
Government 

contribution 1/ 606 1,219 1,782 2,326 2,833 

1/ Total of agency contributions for active employees and Government contribution for annuitants (excludes Postal Service 

and District of Columbia contributions). 

PROGRAM DESCRIPTION 

The Federal Employees Health Benefits Program (FEHBP) is the only nationwide, multiple-choice 
employer-provided health insurance program in existence. It covers over 10 million Federal, Postal 
and District of Columbia employees and retirees and their dependents. 

Over 130 plans currently participate in the program. Of these, 12 are open to all enroliees and seven 
employee organization have membership requirements that limit participation. The remainder are 
comprehensive medical plans (CMPs) serving particular geographic areas. They are open to enroliees 
who live in the plan's service area. The Office of Personnel Management (OPM) and health insurers 
annually negotiate plan benefits and premiums. 

Employers and employees/retirees share premium costs. Employing agencies pay the employer share 
for their employees, and OPM pays the employer share for retirees (including Postal Service and D.C. 
Government retirees). By law, the Government contribution is based on the average of premiums 
for six of the largest and most comprehensive plans in the program. However, the Government 
contribution may not exceed 75% of the premium for any plan. 

The combined effects of factors such as rapid inflation in health care costs and increases in utilization 
of health care services have resulted in large increases in Government costs for the program-for 
example, about 30% from 1982 to 1983. 

PROPOSED CHANGE 

• Government contributions would no longer be based on plan premiums. Instead, they 
would be based on average Government contributions in 1983 for self only and self and 
family coverage and indexed in future years to the GNP deflator. This change will reduce the 
rate of increase in Government costs. 

• The Postal Service and the D.C. Government would be required to pay the employer 
contribution for their annuitants. Under existing law, they pay the employer share only for 
their active employees. 
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• The 75%"cap" on Government contributions to plan premiums would be eliminated. 
Enrollees selecting plans that cost less than the Government contribution would receive 
rebates. 

• Catastrophic protection would be the minimum benefit required in all participating plans. 
There would be no further requirements on the types of benefits to be provided, and OPM 
would not be authorized to negotiate benefit provisions. In addition, restrictions on the 
number of Government-wide carriers would be removed. 

RATIONALE 

• The proposed change in the method of determining Government contributions ensures that 
the Government does not contribute to excessive use of health care services and health care 
cost inflation. Under existing law, since Government contributions are tied to an average of 
plan premiums, health insurers, particularly the largest carriers in the program, have 
insufficient incentives to control costs or encourage health care providers to control costs. 
Increased costs are simply passed on, in large part, to the Government. Eliminating the link 
to plan premiums enhances cost control incentives by putting pressure on carriers to control 
costs and premium increases in order to remain competitive. 

• Enrollee choice would be enhanced: carriers would be encouraged to provide a wider range 
of benefit packages to meet enrollee needs. 

• Requiring the Postal Service and the D.C Government to pay the employer share of premiums 
for their annuitants eliminates unintended Federal subsidies to those entities. When the 
FEHBP was established in 1959, the Postal Service was a Federal agency. The Postal Service is 
now a corporation responsible for the pay and benefits of its labor force. Federal subsidies 
are inappropriate for this compensation-related expense. 

• The 75% cap currently limits Government contributions for 52 plans providing self only 
coverage and for 15 plans providing self and family coverage. These plans include the Blue 
Cross and Aetna low options, the Government Employees Hospital Association (GEHA) 
Benefit Plan, two employee organization low option plans, one employee organization high 
option plan (self only) and numerous CMPs. Enrollment in these plans is about 28% of all self 
only enrollments and about 17% of all self and family enrollments. These enrollees are 
actually penalized for choosing less costly plans: they receive a lower Government 
contribution for their health insurance than do other participants. The proposed changes 
ensure that enrollees are encouraged to, rather than penalized for, selecting less costly plans. 

• Eliminating the 75% "cap" and providing rebates corrects inequities under the current 
program and encourages enrollees to shop carefully among plans for those that provide 
desired coverage at the least cost. This also further enhances incentives for carriers to control 
costs order to remain competitive. 

• The catastrophic protection requirement ensures that enrollees would be protected against 
disastrously high medical expenses. Other types of benefits would not be required and OPM 
would not negotiate benefit provisions. 

EFFECTS OF THE PROPOSED CHANGE 

By encouraging enrollees to shop carefully for desired coverage at least cost and by enhancing 
incentives for carriers to control costs and premium increases, the proposed changes will enhance 
competition in the program and result in long-term savings for both the Government and program 
enrollees. 
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