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Abstract — Public sector compensation has gone under expanded examination from lawmakers and the media,
however inclusive specialized examinations of elected and private compensation have been impressively truant
from the talk. Drawing from the scholastic written works and utilizing the most up to date administration
information, this report measures the liberality of elected compensations, profits, and work security. Contrasted
with comparable private part laborers, we evaluate that elected specialists gain a pay premium of 14 percent, a
profits premium of 63 percent, and additional work security worth 17 percent of pay. As one, the aforementioned
create a generally speaking elected compensation premium of pretty nearly 61 percent. Decreasing elected

worker compensation to business sector levels could recover taxpayers harshly $77 billion for every year.
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INTRODUCTION

Compensation of public sector representatives was a major
political issue throughout the 2010 decision crusade, and
the new Congress is thinking about change of the elected
pay framework. It is fundamental that legislators, political
pundits, and voters know if and to what degree elected
laborers are paid more than what they were able to win in
the private segment.

Partisans on both sides of this issue have been given to
great and unsupported cases. Legislators and columnists
have exaggerated the elected-private pay difference by
examining crude pay figures without thinking about the
above-normal aptitudes of elected laborers. Guards of
elected pay, absolutely open area unions, have asserted in
turn that elected specialists are underpaid and depicted
proof in actuality as "untruths" and "scapegoating."1

According to both sides, we offer this dissection of elected
compensation. Drawing on three decades of scholastic
research, the last Census Bureau micro information, official
administration reports, and standard monetary instruments,
we archive the degree to which elected laborers are
"overpaid" by private area principles. We infer that the
aggregate elected compensation premium—ijoining
together money wages, border profits, and work security—
is roughly 61 percent, or about $77 billion yearly.

COMPARISON OF WAGES IN THE FEDERAL
GOVERNMENT AND THE PRIVATE SECTOR

Using data from the Current Population Survey and the
analytic approach described above, CBO compared
average hourly wages for federal civilian workers, by the
highest level of education they achieved, with average
hourly wages for private-sector workers who have certain
similar observable traits that affect wages. CBO also
compared the range between low and high wages for
federal workers with the wage range for similar workers in
the private sector.

Average Wages : By CBO'’s estimate, the extent to which
hourly wages differed for federal employees and private-
sector employees with certain similar observable traits
during the 2005-2010 period varied greatly according to
workers’ educational attainment:

. Federal employees with no more than a high
school diploma earned 21 percent more per hour, on
average, than private-sector employees with the same
amount of education.

) Employees whose highest level of education was a
bachelor's degree—about one-third of the federal
workforce—earned roughly the same average wage in the
federal government as in the private sector.

. Federal workers with a doctorate or professional
degree earned 23 percent less per hour, on average, than
similar workers in the private sector.

Differences between the average wages of federal and
private-sector employees with the same measured traits
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could reflect the effect of personal characteristics that
cannot be measured, or differences in the way that the
federal government and the private sector determine pay,
or a combination of those factors. The data do not allow
CBO to gauge the degree to which each of those factors
affects differences in average wages between the sectors.

METHODOLOGICAL CONSIDERATIONS

Preferably, a compensation illustration study might control
for each other component however the one of engage with
the intention that any distinction in compensation between
two specialists may be credited altogether to the division in
which the specialists were utilized (elected or private).
Given genuine information restrictions, it is not conceivable
to develop a flawlessly regulated study, yet it is plausible
for numerous demographic controls to match people
crosswise over divisions nearly. In different statements,
there is dependably some level of precluded variable
inclination in investigations of this sort, such that not all
qualities (of people or occupations) may be measured. For
instance, it is conceivable to examine two single white guys
of the same age with four year college educations working
in the same city—one in the elected administration and one
in the private segment. Information restrictions, on the
other hand, may not permit analysts to analyze those same
people regarding work tenure (back to back uninterrupted
years in same occupation), inspiration, sagacity, fithess, or
other plausible illustrative variables. In other expressions,
not the sum of the watched pay distinctions are because of
premia or punishments from working in a specific area
however may moreover be credited to variables not
incorporated in the models that scientists build. Discarded
variable inclination influences both human capital and
livelihoods dissection studies.

FIXED EFFECTS ANALYSIS OF FEDERAL WAGES

The cross-sectional human capital model is the standard in
work commercial concerns, yet pundits have
recommended that unobserved specialist attributes—for
example knowledge, training value, initiative capability, and
whatnot.—could influence the premium appraisal. An
elective model that takes after the same specialists as time
goes on as they switch Because the same specialist's
wage is modifying, the greater part of his opportunity-
invariant capabilities—if we can straight watch them or
not—are regularly regulated for. between private and
elected occupation serves to answer those reviewers. A
few "altered impacts" approaches have discovered that
private specialists who switch to elected job get greater
raises than private specialists who get an additional private
work.

Our analysis, using the 2004 and 2008 panels of the

Survey of Income and Program Participation, finds that
private-to-federal switchers receive a real wage gain of 9
percent, while private-to-private switchers see only a 1
percent gain.

Low sample sizes and the greater possibility of
measurement error mean that fixed effects models are not
necessarily superior to cross-sectional human capital
models. The fixed effects estimate is often considered a
lower bound on the true wage premium, meaning it
strongly affirms the cross-sectional results. Moreover, the
fixed effects model captures only the initial salary premium
or penalty upon switching jobs, while the cross-sectional
regressions indicate that the federal salary premium
increases with experience.

COMPARISON OF TOTAL COMPENSATION IN
THE FEDERAL GOVERNMENT AND THE PRIVATE
SECTOR

CBO combined its analyses of wages and benefits to
assess differences between the federal government and
the private sector in total compensation for workers with
certain similar observable characteristics:

. Among people with a high school diploma or less
education, total compensation costs were 36 percent
higher, on average, for federal employees than for similar
private-sector employees.

. Among people whose education ended in a
bachelor’s degree, the cost of total compensation averaged
15 percent more for federal workers than for similar
workers in the private sector.

) Among people with a professional degree or
doctorate, by contrast, total compensation costs were 18
percent lower, on average, for federal employees than for
private-sector employees with similar attributes.

For workers at all education levels, the cost of total
compensation averaged about $52 per hour worked for
federal employees, compared with about $45 per hour
worked for employees in the private sector with certain
similar observable characteristics. Thus, total
compensation was about 16 percent higher, on average,
for federal workers than for similar private-sector workers,
indicating that the government spent about 16 percent
more on total compensation than it would have if average
compensation had been comparable with that in the private
sector, after accounting for differences in those
characteristics.

In part because employees appear to value wages and
benefits differently, comparisons of total compensation are
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an incomplete indicator of the government's ability to
recruit and retain a qualified workforce. In this analysis,
benefits are measured in terms of the cost that employers
incur in providing them, which might not match the value
that employees place on benefits. An implication is that
differences in benefits might not compensate for apparently
countervailing differences in wages, even if the measured
differences in benefits and wages are of similar sizes. On
the one hand, workers tend to pay less income tax on
compensation that takes the form of benefits than they do
on wages, which enhances the value of benefits.

On the other hand, some recent research indicates that
workers are willing to pay only a small portion of the cost of
funding an increase in pension benefits, which suggests
that they value wages more highly than pension benefits.
12 A broader assessment of how changes in the amount or
composition of total compensation would affect the
government’s ability to recruit and retain a qualified
workforce is beyond the scope of this analysis.

CONCLUSION

Given climbing elected plan shortages and industriously
towering unemployment in the private area, it is reasonable
that elected representative compensation might go under
expanded investigation. Numerous claims made noticing
elected compensation — either that it is disgustingly liberal
or that it leaves elected specialists significantly underpaid —
don't stand up to investigation. Utilizing standard
econometric techniques, we discover that elected
specialists gain compensations in the ballpark of 14
percent above those paid to comparable private division
laborers and profits around 63 percent a greater number of
liberal for every dollar of compensation than those paid in
substantial private area firms. The more stupendous work
security appreciated by national legislature representatives
is equal to a compensation expand of around 17 percent.
As one, the aforementioned create a generally speaking
elected compensation premium of roughly 61 percent.

Elected regular person, non-postal payroll starting 2011 is
roughly $115 billion.67 Including the full quality of profits,
aggregate money compensation rises to about $202 billion
yearly. Positing a 61 percent add up to compensation
premium, the business quality of elected compensation is
give or take $125 billion, implying that installment at
business sector rates might decrease elected expenses by
pretty nearly $77 billion for every year.

In the close term, Congress may as well limit elected
compensation by solidifying elected wages for a time of a
long time and inspecting edge profit customizes for
plausible funds. The Congressional Budget Office has
recommended various funds plans for elected retirement

arranges.

In the longer term, the advancing surge m elected
specialist retirement as people born soonafter WWII drop
in then' sixties offers an chance to downsize elected offices
without dangerous layoffs or buyouts. As legislature air
activity controllers, space researchers, and others resign m
impending a long time, the aforementioned exercises ought
to be given over to the private division with the goal that
they might be better administered and have more powerful
compensation approaches.
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