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Most experts agree that the gap between federal and private-sector salaries is a serious problem that hurts the government's efforts to recruit and retain talented employees. But there was little agreement at a June 26 congressional hearing on how to close the gap. 

Kathrene Hansen, the executive director of the Los Angeles Federal Executive Board, told the House Oversight and Government Reform subcommittee on the federal work force, Postal Service and the District of Columbia that the solution is using an area’s cost of living to determine locality pay. The government now bases locality pay on the cost of labor in an area. 

Locality pay is part of the annual pay adjustment for federal employees. The Office of Personnel Management redistributes a portion of each year’s pay raise as locality pay in localities where salary gaps are widest. 

The cost of labor, which is determined by the Employment Cost Index set by the Bureau of Labor Statistics, is an unreliable way to set locality pay, Hansen said. It does not consider some factors, such as housing and fuel costs, that cost of living does take into account, she said. And in some places, illegal immigration is bringing down salaries, which Hansen said further skews the cost of labor. 

But the National Treasury Employees Union said basing locality pay on cost of living would be a mistake. NTEU president Colleen Kelley said the current system of using ECI to measure changes in salaries paid to private-sector employees implicitly takes cost of living into account and is accurate. And employees in some cities, where the cost of living is less than the cost of labor, could lose money if the locality pay system were changed. 

Kelley said the problem lies with Congress. Lawmakers have not regularly enacted provisions of the 1990 Federal Employees Pay Comparability Act (FEPCA) that allow extra locality pay for federal employees in high-cost areas when they earn 5 percent less than their nonfederal counterparts. Kelley said Congress should fully enact FEPCA, even if the raises have to be phased in over several years. Federal employees in high-cost areas such as San Francisco, Los Angeles, New York and Washington sometimes have difficulty finding affordable housing, even with locality pay. 

Kelley said that if Congress fully enacted the raises promised under FEPCA, federal employees in San Francisco would receive an additional 17 percent locality adjustment on top of what they already earn. Employees in other high-cost areas would also get hefty increases. 

But that's not in the cards, said Del. Eleanor Holmes Norton, D-D.C. 

“Nobody's going to give federal employees — nor should they — a 20 percent increase in their wages," Norton said. 

She said Congress should take a look at the military's system of housing allowances for active-duty service members and consider adopting a similar program for federal employees. 

Hawaii, Alaska pay 

A bill that would provide locality pay for federal employees in Alaska and Hawaii instead of the current cost-of-living allowance is gaining momentum. 

S 3013, the Non-Foreign Area Retirement Equity Assurance Act, was approved June 25 by the Senate Homeland Security and Governmental Affairs Committee. The bill is sponsored by Hawaii Democrats Daniel Akaka and Daniel Inouye and Alaska Republicans Ted Stevens and Lisa Murkowski. 

Cost-of-living allowances are not subject to federal income tax, but they also do not count toward the base pay used to determine federal employees’ retirement annuities. Locality pay does have an impact on retirement annuities. 

The Office of Personnel Management agrees that it is time to extend locality pay to Hawaii and Alaska, but disagrees on the time frame called for in the bill. OPM wants to phase it in over seven years; the bill now being considered would enact it in three. 

Federal employees in Puerto Rico, Guam and the Virgin Islands — which now also receive cost-of-living allowances — would likely receive the "rest-of-U.S." locality pay rate of 13.18 percent if the bill were to take effect today. Hawaii would receive a 20.38 percent locality rate and Alaska would receive a 27.68 percent locality rate under 2008 rates. If the bill is passed, those rates would likely be different by the time locality pay is phased in. 

