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PREF ACE

This report summarizes the results of the review of the principles
and concepts of those elements of military compensation comprising the

Military Estate Program, required by section 1008(b) of title 37, United
States Code.

The report was prepared by the Retirement Study Group, Compensation

and Career Development Directorate, Office of the Assistant Secretary of
Defense (Manpower and Reserve Affairs).

This Volume contains the Appendices to Volume IV, which is bound
separately.
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APPENDIX I - EFFICIENCY IN MILITARY CCMPENSATION

Purpose
This Appendix discusses the broad subject of "Efficiency” or "Cost

Effectiveness" in military compensation, provides the study's conclusion

concerning the sequence of system revisions necessary to achieve efficiency,

and describes the role of the proposed nondisability retirement system
in achieving erficiency in military campensation.

Definition of Efficiency in Military Compensation. Efficiency in the

use of resources is, in broad terms, getting the most out of a given
quantity of resources. Alternatively stated, efficiency is a measure of

the relationship of output to input:

Efficiency = %i—;%:—g

and the motivation is, of course, always to improve efficiency; that is,
to obtain the greatest possible output from any given input or, alterna-
tively, to obtain a given output from the smallest possible input
quantity.

In measuring the efficiency of the military campensation system:

Efficiency = Effectivenesgoix; meeting objectives

and the objective is to obtain the largest possible quantity of "defense"
produc;ed by the services of m1ituy personnel in exchange for some given
total military personnel cost (where total cost is the sum of expendi-
tures on all camponents of military compensation: active duty pay,
retired pay, survivor henefits, special pays, etc.) or, alternatively,
the objective is to obtain a given quantity of "defense" personnel

services at the lowest possible total personnel services cost.

P
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Progressing Toward Increased Efficiency in Military Compensation

Three key systems interact to determine the efficiency with which
military personnel dollars are used:

e active duty compensation,

e military retirement, tne principal cost and benefit element of

the Military Estate Program,l/and

e force management.

All three systems currently are under review in the Department of
Defense. Because the systems do interact to produce efficient or
inefficient results, the sequence in which these systems are to be
revised is most important.

Ther: are two divergent views regarding the sequence to be followed.
The first holds that the proper approach is to conduct a 'force management
study” first in order to determine an "optimum force structure” and the
management procedures to achieve and maintain that structure, before
revising the active duty and retired pay systems. The second view
advocates a revision of the active duty and retired pay systems before
a force management study is completed and befcre an optimum force struc-
ture and the force management policies and procedures to achieve that
structure are determined.

The retirement study found that work zhculd prcoceed concurrently

in investigating and revising all three syctems, but that there is a

1/ All elements of the Military Estate Program affect the efficiency of
military ~ompensation program. However, because of the cost and tenefit
dominance of the retirement element of the program, discuz:zion:s, and
controversy concerning the csequence of revisions terd tc ignore other
items of the Military E:ztate Program and center on retirement. That
precedent is followed in this appendix.
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definite sequence in which the revisions to each system must be completed.
¢ determine the revisions to the active duty pay system;

e determine the revisions to the military retirement system; and

¢ determine the optimal force structure and detailed management

policies to attain that structure.

This sequence is necessary because o)timum design of the first two
systems is determined largely by factors outside the control of military
managemnent, while optimum design of the third system is in large measure
depenient on the cost parameter "givens" presented by the first two
systems. The optimal force structure and management policies cannot be
detemined without consideration of the costs of various alternative
structures and pelicies, because achievement of the optimum solution is
in part dependent upon active duty pay, retired pay, and the interaction
beziween them. Change the system of a.tive duty pay and the system of
retired pay, and the optimal force structure solution must also change.
The report of the study of esctive duty campensation makes the same point
in different words when, in discussing the cost effectiveness of its
recanmendations, it states:

"The services' statements of desired force distributions

used throughout{ this study were developed in the context of the

existing basic pay and allowances system a‘t rates in effect

wiader 1 July 1966 pay scales. The significant structural

changes in active duty pay incorporated in the study's recom-

mendations will require a thoroughgoing reevaluation of this

balanced force. The relative costs of the various pay grades

is changed substantially by the recommended tconversion to a

parity salary system. Thus, what was an optimally effective

force considering relative costs of its various members at one

pay structure is not likely to be the optimun force at the new

pay structure. A thorough review of manpower requirements
will be required to defin~ the optimum force under the propeosed
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salary structure. Until such review is completed, the long-

range cost implications of attaining the optimum force structure

profile cannot be determined."l/

In progressing toward increasing efficiency in military compensation,
the active duty pay system must be the first toc be revigsed. As noted
earlier, many of the factors that bear on the development of the active
duty pay sy-tem are outside the control of the military manager. The
pay structure, methods of compensation, and pay rates used by other
employers must be considered by military managers if they are to compete
successfully in the labor market to obtain and hold the personnel they
need.

Tl;e retirement system must be second in the revision sequence,
because active duty and retired pay are so closely inter-related. Con-
struction of a retirement formula cannot be completed until the active
duty pay system is defined. As is true of active duty pay, retired pay
must also meet some externally imposed standards--at a minimum, it must
permit socially acceptable egress and be ccm_pe'citive with the retired
pay of civilian employers. Management may, of course, exceed these
minimum standards if it so desires. However, outsic: forces not only
set the minimum levels that can be paid to permit socially acceptable
forced egress, but also determine the effects of annuities in mot{-
vating voluntary, undesired egress beyond the ¢ontrol of management . 2 G
An annuity that i3 too low inhibits the sbility and willingness of
sanagement to force the kind and quantity of egress desired. On the

other hand, too high an annuity level motivates voluntary and undesjired

1/ Modernizing Military Pay, Volume I, dated 1 November 1967, p. 150.
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qualities and 1nantities of retirement egress.

The final determination of an optimal force structure and the force
management policies and actions necessery to achieve that structure is
third in the sequence of system revisions. After the establishment of
both the active duty and retired pay systems--systems containing the
cost parameter "givens" that affect the solution--alternative structures
and policies can then be examined, and that structure and those policies
that provide the most efficient use of military personnel dollars can
be selected. The terms "optimal" and "optimum" and the concepts these
termms represent include the concept of efficiency. For any desired
objective, the "optimum" force is the one that accomplishes the objective
most efficiently.

Even though final determination of the optimum force structure
and policies occurs later, design of the active duty and retired pay
systems must, ol course, give broad recognition to the needs of the
military organization. For example, the retirement system must recognize
the military's need fur forced pre-retirement attrition and at leasi same
quantity of early retirements in order to maintain the required "youth
and vigor" and a reasonable pramotion flow. Both the active duty and
retired pay systems must provide the capabilities to satisfy organiza-
tional needs, but neither "youth and vigor,"” forced attrition, or "main-
taining a pramotion flow" are policy decisions that can be made without
reference to the cost of these policies. The extent of the influence
of various organizational needs on the force structure and mansgement

policies will be dependent in part upon the costs of satisfying those
needs .

- i e RN S e 4 o e aa T TRy
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To many, the logic of an attempt to achieve an efficient compensa-
tion system by first establishing the active duty and retired pay levels
and structures and then proceeding to determine the optimal or most
efficient force structure seems faulty. It seems to them illogical to
design pay systems for an unknown force structur- Rather, they feel
it would be more logical to first determine the ideal force structure
and then to determine the active duty and retired pay required to support
that structure. Those who hold this point of view frequently state that
there is "one best way" to accomplish the mission (defense) and that
the country should pay whatever is needed to find that one best way.

"one best

They overlook the existence of alternatives: that there is no
way." There are many ways to accompli;h any mission, and in the real
world of limited resources, responsible management must examine alter-
natives and choose the most efficient. The subject of altcrnat;ve means
of accomplishing the mission of national defense is discussed more fully
in subsequent paragraphs of this Appendix.

It is true that one cannot design either a retirement system or
an active duty pay system for an organization without knowing samething
about the organization and the structure the organization will reguire.
However redesign of the active duty and retired pay systems need not
proceed in ignorance of the organization structure which they will serve,
There are certain basic features of the present military organization
structure which it appears valid to assume will be ccntinued in future,
more efficient force sitructures. These Key features include: an
organjzation that is basically pyramidal in shape; continued attrition

of some officers because of failure of selection for promotion; a need
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for attriting most career personnel at or before the 30 years of service
point, and at least some need for early (20 year) retirements.

The need for early retirements--retirements nt ages earlier vhan
those typical in the civilian economy--is the principal feature that
makes the military retirement system different from that of other
employers. It is the principal feature that must be considered in
design of the military retirement system. If the needs of the military
organization were to chenge to the extent that nondisability retirement
were not permitted until, say age 55, then it would be possible to
approach the design of a military retirement system in a different
manne. than that used in this study. However, the study could find
no basis for discontinuing early retirements. There seemed to be
validity to the assumption that future forces will continue to have &
need for at least some early retirements. IAlao, a complete change of
the principles upon which the present force structure and management
policies are based seems neither likely nor desirable.

ihus, the redesign of the active duty and retired pay systems can
be based on some fundamental knowledge of Low the military organization
is going to be structured. And, given this knowledge, the broad limits
within which the active duty and retired pay systems must function and
the capabilities that each must possess can be defined. The basic form
of the military organizational structure, or the etructure of any organ-
ization, is determined by the mission or the objectives of the organi-
zation. It is not the very fundarentals of the military organizational

structure which must be altered to achieve efficiency. Rather, it is

L ST T A S L M b S L SE b i s
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the details of the force structure and the details of the force manage-
ment policies that can and must be determined after, not before, the
active duty and retired pay systems are established. These details
include the answers to such questions as "What portion of the force and
what skills should be allowed to continue service beyond eight years?
beyond 12 years? 16 years? 20 years? 25 years? etc. How much should
be spent in special pays such as VRB to motivate retention at various
years-of-service points? How much of compensation can be paid to motivate
egress at various year of service points?... and so forth," Each of
these questions can be answered only in the light of detailed knowledge
of the complete structure of active duty and retired pay rates.

It would appear that those who believe that an optimal or most
efficient force structure should be determined before active duty and
retired pay structures are revised neglect the fact that there is no

single force structure or composition which alone is capable of producing

Bome given level of "defense,”" Rather, within the very broad organiza-

tional structure parameters set by a need for youth and vigor, reasonable

promotion flow, etc., there are many alternative ways

in which the military forces might be §tructured to accomplish their

objectives, The final choice of the most efficient structure is a

choice among those alternatives and necessarily must involve considera- ¢
tion of the costs of each alternative. In costing the varicus alterna-

tives, the cost parameters--or at least the cost parameter minimums-- 0
are determined largely by outside forces. Antive duty pay must be

competitive with that of cther employers, while retired pay must permit

socially acceptable egress and be campetitive with that of other employers.
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Rather than presuming the existence of alternative force structures,
some may contend that there is some specific set of force structure
requirements that exist without respect to cost. In Chapter 7 of their

book, The Economics of Defense in the Nuclear Age, Hitch and McKean

describe such an approach to defense problem solving as "the Requirements
Approach." Because their description of the fallacies of use of this
method is authoritative, clear, and relevant, it is included as Annex A.

The same basic issue of "how" an item (or a service) will be
produced most efficiently is treated in more general terms in most
basic economics texts under various subject headings such as "Production
and Cost" or "The Theory of Production and Marginal Products."l/ In
the exposition of the most efficient method of producing a given product,
economists utilize a “"production function" which is simply a description
of the alternative methods and alternative factor inputs which can, in
an existing technology, be utilized to produce a given product. The
particular method (and hence the mix of inputs) which will be utilized
is then shown to brs determined by the market price relationships of the
various inputs--price relationships which are, of course, beyond the
control of the individual firm or producer.

In this regard, it should be noted that the adopted standard for
determining active duty pay is one that accepts wages in the civilian
econcmy as providing the measure of what military wages should be.

Thus, in large measure the active duty wage becomes a "given," set by

outside forces of the labor market. Similarly, the military retired

1/ See, for exsmple, "Economics, An Introductory Analysis,” Samuelson,
pp. 511-512 and 523-526.
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wage, at least the minimum military retired wage, will be set by ocutside
forces--forces beyond the control of the military organizaticn. This
minimum should not be exceeded unless the military organization can
obtain more efficient use of any extra-standard compensation dollars
required to attract, retain, and motivate the kinds and numbers of
personnel required by spending such extra-standard dollars in retired
pay, rather than in some other element of compensation such as incentive
pays.

The logic of revising the active duty and retired pay structures
before the determinetion of an optimum force structure is reinforced
when the changing and differing needs of the individual military services
are recognized. For example, "youth and vigor" may be more or less
important in future forces than in today's force; in the future, an
advancing technology may increase the premium on experience and decrease
the emphasis on physical sbilities in many military occupations. Further,
even in today's force, the various individual services have different
missions and objectives meriting differing organizational structures
and personnel management policies. The optimum Marine Corps force
structure may differ considerably from that of the Air Force or Army.
Thus, the most efficient force structure and implementing management

policies can be ascertained:

e only by individual Service (Army, Navy, Air Force, Marine Corps),
rather than for the active duty force as a whole;

e only in the light of then current and then existing mission
and needs of each individual Service; and

e only in the light of the active duty and retired pay levels
and stiuctures that exist when the policies are determined.
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Role of the Revised Retirement System in Achieving More Efficient Force

Managenent
To fulfill its role in making possible efficient force management
in a changing future environment, a revised military retirement system
must meet only two basic tests:
e It must provide an ability to force egress of members in a
socially acceptable manner, both before and after retirement
eligibility.

e It must provide an economic incentive to service after retirement
eligibility has been reached.

Given these two capabilities, the retirement system cen be used
in support of any and all force structures. Unless it has these
capabilities, it will impede rather than facilitate achievement of an
optimum structure. In order to meet the two tests, however, under the
assumption that eligibility for an immediate annuity begins after 20
years of service, it is mandatory that 20 year retirement not provide
the principal incentive to election of & military carcer. Implicit in
this statement is the conviction that, compared to its present power,
the pre-20 year retention pulling power of the annuity must be reduced.
This reduction can be accomplished only by lowering the annuity percent
of salary paid for 20 years' cervice.

The level of the retirement annuity payment for 20 years of service
is a key determinant in establishing the ability of the retirement
system to contribute to efficient force management. The following
generalizations concerning the annuity for 20 years of service are
relevant in this regard:

o The lower the level of the annuity for 20 years service:

et YO A4 P v i
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o® the less important "retirement" is in motivating pursuit of
a military career,

o8 the easier it is to separate members who have not yet reached
retirement eligibility,

®® the more attractive & long military career becomes, campared
with a short career, and

®® the more reluctant management is to accomplish forced egress
via "early retirement".

o The higher the annuity for 20 years service:

e¢ the more important "retirement" is in motivating pursuit of
a military career,

e¢ the harder it is to separate members who have not yet reached
retirement eligibility,

oo the less attractive a long military career becomes, compared
with & short career, and

o8 the easier it is to accomplish forced egress via "early
retirement."

It is important to note that while a high annuity for 20 years of
service makes it easier or perhaps unnecessary for the force manager to
retire large numbers of personnel involuntarily at the 20 year mark
(in that large numbers retire voluntarily), the same high annuity makes
pre-retirement forced separations more difficult.

The difficulties of forcing separation before retirement eligibility
increase as the 20 year annuity level is raised, because the higher the
20 year annuity, the greater the loss imposed on a member by a unila-

teral governmental decision to force his departure in advance of

retirement eligibility.

The report on the study of active duty pay makes the same point
when it states:

b s
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"...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 'investment' in
retirement equity and to begin to collect an in_?me
that gets ever closer with the passage of time.

The report on the study of active duty pay also perceived a need
for a pre-20 yeer forced egress tool. In Finding 24, it stated:

"...Separation pay provisions corresponding to those for
officers are required for enlisted personnel to provide the
military force managers with a fair and effective method for
tailoring the career force to specific manning requirements."g/

The active duty pay study again recognized the need for a pre-20
year retirement egress tool when, in discussing the cost effectiveness

of its recommendations, it stated:

"...Any increase in separation costs or significant
savings in prospective retirement costs must came from a
conscious application of separation pay provisions to
tailor the force to optimum requirements and from a re-
structuring of retirement provisions, to include both
numbers of people retiring and retirement annuities.

A fundamental part of this force structure study
must be a reevaluation of the numbers of people required
to continue to 20 years of service. Attainment of the
force structure profiles submitted by the services for the
30 June 1965 force distribution might well result in more
people entering the retired rolls if the influence of extra
first term retention outweighs the influence of_the involun-
tary separations required in the carcer force."3

An increased retention capability is a key advantage claimed for
the salary system. What is desired is not an overall increase in

retention, but an increased ability to re‘ain selectively. Yet, if

1/ Modernizing Military Pay, dated 1 November 1967, p. 43
2/ Mcdernizing Military Pay, dated 1 November 1967, p. 115

3/ Modernizing Military Pay, dated 1 November 1967, p. 150.
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the present 20 year annuity payment levels were to remain after enact-
ment of the higher active duty pay levels of the salary system, only

an enhanced general retention capability would exist. Unless higher
salary levels are accompanied by the capability to force the pre-retire-
ment separation of those who are no longer required, the situation

could easily lead to higher active duty pay cost., more 20 year retirees,
higher retirement costs, and clcgged pre-20 year promotion flow.

Also, some concern has been expressed that managers will feel
hesitant about retiring personnel mandatorily at *he lower 20 year
annuity levels recommended in the study. However, if managers will feel
hesitant about forcing retirements at the lowered 20 year amnuity
percentages, they will be even more hesitant to force pre-retire-
ment separation in the numbers that might be required to maintain an
optimum force structure, given the higher retention rates that might
sten from the combination of a comparability salary plus continuation
of the present 20 year retirement levels. The higher the 20 year annuity,
the greater its attraction on thyse with more than ten year's service,
and the more reluctant managers will be to separate those whose services
are no longer required.

If the annuity percentage for 2C years cf service is lowered,
thereby making pre-retirement separations easier, ‘¢ strength of the
annuity as a career incentive will, of course, be weakened. But, pre-
retirement retention during the early years of a nilitary csreer can be
better motivated on a selective basis by the combination of the compara-
bility salary and the selective use of special pays than by a high 20

year retirement annuity. In additicn, a lowered annuity percentuge for

L N N B
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20 years of service also increases the relative attractiveness of a
longer military career. Thus, there is a two-pronged advantage to
reducing the 20 year annuity percentage:
® Reducing the role of retirement pay in motivating military
careers of 20 years or lest allows management more selec-
tive control over pre-20 year retention and separation rates.
e Making a 30 year career relatively more attractive than a

20 year career allows management more selective control
over post 20 year retention and retirement rates.

It is this two-pronged advantage that will permit the retired pay system

to do its share in making increased cost effectiveness of the military
compensation system possibtle. In this regard, the report on the study
of active duty compensation stated:

"Although meaningful long run cost implications depend
on future actions with respect to force structure and retire-
ment annuities, it is noretheless clear that the recommendations
of this study both permit and require future actions designed
to increase the cost-effectiveness of the compensation system.
However, translating this potential into payoff will require
the timely completiocn of the necessary studies and vigorous
management aiyinn to effect the required changes in manpower
managemert . "::

In summary, the military retirement system can best contribute to
efficient manpower and personnel management in a constantly changing
environment if it:

e provides the minimum 20 year of service annuity level

consistent with socially acceptable standards and just
treatment of military members,

e provides an incentive to service beyond 20 years, and

e does not utilize "20 year retirement" as the principal
incentive to a military career.

1/ Modernizing Military Pay, dated 1 November 1967, p. 151.
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APPENDIX I

THE REQUIREMENTS APPROACH

(An extract from Charles J. Hitch and Roland N. McKean,
The Eccnomics of Defense in the Nuclear Age, Harvard
University Press, Cambridge, Mass., 1963, pp. 12C -122.)

II-15

recommended that a study be initiated tc develop a program for
increasing the earnings potential of th:e military retiree. The
prograa enviricaed would iuvolve the Veterans Administration,

Department of Labor and other Federal agencies as appropriate.
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In the absence of systematic analysis in term of objectives and
costs, a procedure that might be called the "requirements approach" is
commonly used in the military departments and throughout much of the
governmeat. Staff officers inspect a problem, say, the defense of the
continental United States or the design of the next generation of heavy
bomber, draft a plan which seems to solve the problem, and determine
requirements from the plan. Then feasibility is checked: Can the
"required" performence characteristiés,.such as some designated speed
and range, bs achieved? Can the necessary budget be obtained? Does
the nation have the necessary resources in total? If the program
passes the feasibility tests, it is adopted; if it fails, some adjust-
ments have to be made. But the question: What are th» payoffs and the
costs of alternative programs? may not be explicitly asked during the

process of setting the requirement or deciding upon the budget. In

fact, officials have on occasion boasted that their stated "requirements”

have been based on need alone.
This, of course, is an illusion. Scme notion of cost (money,

resources, time), however imprecise, is implicit in the recognition

.of any limitation. Military departments frequently determine "require-

ments" which are from 10 to 25 per cent higher than the available
budget, but never ten times as high, seldom twice as high. But this
notion of cost merely rules out grossly infeasible programs. It does

not help in making optimal or efficient choices.

For that purpose it is essential that alternative wayé of achieving

military objectives be costed, and that choices be made on the basis of

payoff and cost. How are choices made by military planners prior to

L
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any costing of alternatives? We have never heard any satisfying explana-
tion. As we noted in our discussion of Figure 6, a good or efficient
choice depends upon the relative costs of different resources or inputs;
there was no "good" bomb/bomber combination or tactic indepeﬁdent of
cost. The derivation of requirements by any process that fails to cost
alternatives can result in good solutions only by accident. Prsbably
military planners sometimes weigh relative costs in some crude manner,
at least subconsciously, even when they deny they do; or they make
choices on the basis of considé“:‘ations which ought Yo be secondary or
tertiary, such as the preservation of an existing command structure, or
the matching of a reported foreign accomplishment.

The defects of the requirements approach can be seen clearly if

we think of applying it to our problems as a consumer. Suppose the

consumef mulls over his transportation problem and decides, "on the
basis of need alone," that he requires a new Cadillac. It is "the
best" car he knows, and besides Jones drives one. So he buys a Cadillac,
ignoring cost and ignoring therefore the sacrifices he is making in
other directions by buying "the best." There are numerous alternative
ways of solving the consumer's transportation problem (as there are
alwvays numerous ways of solving a military problem), and a littie
costing of alternatives prior to purchase might have revealed that

the purchase of "the best" instrument is not necessarily an optimal
choice. Ferhaps if the consumer had purchased a Pontiac or a second-
hand Cadillac he would have saved enough io maintein and operate it
and take an occasiocnal trip. Or if he had purchased a Chevrolet he

could have afforded to keep his 0ld car and become head of & two-car
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family. One of these &lternatives, properly costed and compared, might
have promised a far greater amount of utility for the consumer than the

purchase of a new Cadillac "on the basis of need alone." Or the exercise
might have reassured the consumer that the new Cadillac was indeed
optimal. While expensive unit equipment is not necessarily optimal, in

same cases it can be proved to be.
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APPENDIX II - MILITARY RETIREMENT AND SECOND
CAREER INCOME LOSS

Military Retirement and a Second Career

Analyses of the retired military population data collected in
the 1966 Department of Defense Retired Population Survey revealed that
almost all military retirees enter a second career after military
retirement. Table II-1 shows the average age and years of active
service of the nondisability retirees who retired in FY 1966. The
table shows that military retirees as a group do not fit the image
usually associated with retirement. At the time of their military
retirement, they are relatively young and have twenty or more years
remaining before they reach an age normally associated with with-
drawal from the national labor force. By civilian work-life
standards they leave military service with almost half a normel
working lifetime still ahead of thenm.

TABLE II-1 - FY 1966 NCNDISABILITY RETIREES
Enlisted Officers

Average age at retirement 42.9 47.3

Average years of active
service at retirement 21.3 23.3

Table II-2 shows the distribution of a recent group of retirees
by years of active service at time of retirement. It demonstrates
that the great majority of career personnel who retire leave military
service soon after the canpletit‘m of a minimum length military career.
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Only a small minority remains long enough to complete a full military
career of 30 or more yesrs of service.

TABLE, II-2 - PERCENTAGE DISTRIBUTION OF NONDISABILITY
RETIREMENTS BY YEARS OF ACTIVE SERVICE - FY 1963
THROUGH FY 1966 RETIREES

Completed OFFICER ENLISTED
Years of Cumulative Cumulative
Active Service Percent Percent Percent Percent

19 0 0 10.2 10.2
20 27.14 27.h 52.6 62.8
21 20.8 48.2 16.7 79.5
22 15.3 63.5 9.8 89.3
23 10.7 T4.2 4.6 93.9
2k 7.9 82.1 2.0 95.9
25 3.9 86.0 0.9 96.8
26 2.9 88.9 0.7 97.5
27 2.0 90.9 0.k 97.9
28 1.7 92.6 0.3 98.2
29 1.2 93.8 0.3 98.5
30+ 6.2 100.0 1.5 100.0

Table II-3 shows the labor force participstion and full time
employmant rsetes of military retirees and male civilians. Teble II-L
displays the percentage of military retirees who have not been employed
nor sought employment.

The normal pattern of civilian employment following completion of
a military career makes military nondisability retirement unique among
retirement plers in today's society in several ways, including the
following:
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TABLE II-3 - EMPLOYMENT STATISTICS: MALE CIVILIANS VS,
NONDISABILITY MILITARY RETIREES

- Labor Force Full Time Adjusted Fu:lltiije

Age  Participstion Rate®  Employment Ratel/ nt _RateS
rram-aes el e ol A
Clv___Ret  Ret  Civ___ Ret Ret Civ _ Ret Ret
/=44 971 972 .98 .94  .979 .97 .97h  .958 .962
45-54  .950 945  .97h .96k  .965 .956 .964  .9k2 .9kl
55-59 .902  .B46 .889  .964 .23 .919 .9%64  .893 .903
964 964
6Lk 64l

60-64 ,786 .723 .T29 . 915 .869 . _.86!4 843
65+ 279 .393 .319 A 810 .703 . S 662

a/ The ratio of those working or looking for work to the total
porulation. Male civilian rates from July 1966 data. Source:
Table A—lh, 1 nt and Earni and Mon Report on the
Labor Foarce, Vol. 13, No. 2, August 1%3, U. 8. Department of
ILabor. Military retiree data taken from sample survey conducted
in July 1966 by the Department of Defense.

b/ The ratio of those working full time (35 or more hours per week) to
all those working. Male Civilian data from Table A-2l4 in publica-
tion cited in footnote a/. Military retiree rate assumes all self-
smployed persons were full time employed,since it was not possible
to break out self-employed part time from self-employed full time
in the 1966 survey.

¢/ The Male Civilian rate is same as Full Time Employment rate. The
military rate assumes 19.3% of self-employed retirees were part
time employed. In July 1966, 19.3% of self-employed workers in
won-agriculture industries were employed part time. Table A-25 in
publications cited in footnote a/.
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TABIE II-I - PERCENTAGE OF MILITARY NONDISABILITY RETIREES WHO
HAVE NEVER SOUGHT EMPLOYMENT NOR BEEN EMPLOYED,
BY AGE AT RETIREMENT

Age at Percent, Who Have Never Been
Retirement BEmployed Nor Sought Employment
OFFICER ENLISTED

37 or less 2.2 1.9

38 -39 2.1 1.7

4o - 42 2.8 2.7

43 - Us 5.0 3.2

46 - 48 7.1 k.9

b9 - 51 12.1 6.6

52 - 5k 16.8 10,4

55 = 59 2k.s 16.8

60 or more 0.6 27.

All ages 9 .0

o In &ll but a very few instances, a military career is not a
lifetime career. The military organization demsnds "youth
and vigor" and "retirement" of the individual from military
service at an age when withdrawal from the national work force
is neither physically necessary, psychologically desirable,
nor economically practical. As a resuit, military retirees
typically enter civilian "second careers."

e In practice then, at least for the "second career years,”
the military retirement annuity is neither a "retiremeat" nor
an "old-age” amnuity in the generally accepted sense of these
terms,

® Because of the necessity to start a second career after

military retirement, the ultimate economic merit of a decision
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to follow a military career is determined in large part by

the income of the military careerist in his second (civilian)
career. Accordingly, an individual's analysis concerning the
timing of his military retirement must consider second career
employment prospects, with a view to maximizing the combination
of income resulting from second career employment plus the
military retirement annuity.é/

Military Retirement and Second Career Income loss

Every career military officer and enlisted man faces ultimate
involuntary retirement from military service. In itself, mandatory
retirement is not an unusual practice. Most organizations specify
some age at which the employee is involuntarily removed. However,
few remove their members at such early ages and in accordance with
such a speciric, well-defined plan as the military.

For the vast majority of its members the military organization
requires retirement at a relatively young age compared with the civilian
labor force. The basis for this requirement is an emphasis on the
maintenance of a young and vigorous military force capable of performing
vital defense and combat missions. As a result of prior pramotion
stagnation and superannuation of personnel that led to militery forces
with less than the desired efficiency and capabilities, the need for

an emphasis on a young and vigorous force is well established and

;/ A typical "career civilian's" retirement decision primarily must
consider financial provision for old age and his preference for
"work vs. leisure."
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generally recognized. This is not to say that youth and vigor are a
panacea for the military organization or that the current organization
is optimally structured. Many military skiils in today's Armed Forces
closely parallel those of the civilian economy. Not all of these
skill.e; require the same degree of physical vigor. New concepts, more
camplex weapons systems, the continuing cold war and the worldwide
deployment of military forces demand continuous change in the mix of
requirements for physical endurance, technical skiil, and practical
experience that provide the "ideal" military force structure.

Nevertheless, considering present manpower requirements and
personnel management practices, termination of all but a small minority
of military careers at an age much lower than the normal civilian
employment retirement age fills a need of the organization; not a need
of the individual., Future changes in the structure of the military
organization and management practices may reduce this need in some
degree, but is unlikely that it will be eliminated.

Termination of military careers at an early age may be desirable
from the standpoint of the organization, but it imposes both problems
and opportunities on individuals. Financial needs during the second
career years normally greatly exceed the income from the military
rvetirement annuity. And, even though middle-aged commencement of s
new profession may Ye difficult or even somewhat traumatic, withdrawal
from the labor market at the time of military retirement is usually
neither physically necessary, finsncially practical, nor emoticnally
desirable for the typ.cal military retiree.
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Military retirees generally earn less in their second careers
than is earned by other civilians of similar age and education. Table
11-5 shows the 1965 average money incomes from wages, salary and other
sources (except the military retirement annuities) of military
retirees and male civilians of comparable ages and education levels.
The average incame of civilians is higher than that of military
retirees in 17 of the 24 categories shown in Table II-5 with retirees
having higher incomes generally in the over 65 age group and the eight
year or less education group.

In Tal;le II-6 another camparison of the difference between retirees'
income und the income of comparable civilians is displayed. The 1965
a‘;erage income for retirees with different grades and ages at retirement
was adjusted upward by 12 percent to put it in the 1968 time period,
and compared to the 1968 comparability salary for the same grades and
years of service. The comparability salary was used as a standard for
comparison, because it indicates the average salary of civilians whose
work level is comparable to that of military members of a given grade
ard years of service. If, say, an 0-5 with 20 years of service has the
experience, training, and capabilities to perform at a work level om
active duty comparable to a civilian who earns a salary of $20,596,
then it might be expected that the 0-5 would zarn a comparable amount
in a second career if he worked at the same level. To the extent that

a retiree does not work at the same level and does not earn the same
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TABLE II-5 - COMPARISON OF 1965 MONEY INCOMES (OTHER THAN INCOME PROM MILITARY
RETIREMENT') ormmmmmsmnmmmmmmmm

Level of School Money Incomes in 1 2
Coapleted and Age Fetirees Civili

8 Years or less

35 to kb $ 5,227 $ 4,542
45 to Sk k, 925 4,622
55 to 64 3,939 k,012
65 or more 1,869 1,854
9 to 11 years
35 to &4 6,449 6,118
b5 to sk . 5,890 6,111
55 to 64 b, 624 5,532
65 or more 2,287 2,426
12 years
35 to 44 6,533 7,040
45 to sk 6,k9 6,957
55 to 64 L, 7% £,626
65 or more 2,762 2,882
13 to 15 %frs
35 to by 7,603 8,145
b5 to 54 7,409 8,72k
55 to 64 5,612 6,804
65 or more 4,322 3,04)
16 years
35 to bk 7,836 10,029
4S5 to 54 8,723 11,557
55 to 6k 7,515 8,949
65 or more 6,517 4,157
17 years or more
35 to &k 9,615 11,048
&S5 to 54 11,088 12,326
55 to 6k 10,720 10,844
65 or sore 8,552 7,346

8/ 1966 Survey of Nilitary Retirees, OASD{MARA)

b/ U. 8. Bureeu of the Census, Curreat Population Reports, Sertes

Coasumer Incomes, No. 51, Tebles 22, p.35.

Difference

Retiree - Civilian

685
303
73
15

+ 1+ 4+

331
221
908
139

[ I B Y

- 507
- u6s
-1,912
- 120

- 542
‘1: 315
-1,19%
+1,281

-2,193
-2,834
=1,434
+2,420

-1,433
~1,238
- 124
+1,206

P-60
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TABIE II-{ - SECOND CAREER INCOME LOSS
Annual
‘ 1968 Second Annual Second
ot Pay  Years of Retirement Comparability Career . Career Income
Grade Service Age Salary2 Incomed/ Loss
(x) (2) (3)
— (1) - (2)
0-6 24 47 $25,436 $12,963 $12,473
26 49 26,199 12,991 13,208
28 51 26,962 12,318 14,644
30 53 26,962 u,25 15,747
0-5 20 L3 20,59 12,721 7,875
22 h5 21.21“ u)hso 9’73!‘
24 L7 21,832 1,816 10,016
26 Lo 22,450 9,688 12,762
; 0-4 20 L3 17,946 10,499 7,47
; 22 4s 18,440 9,317 9,123
i 22 b 12,734 7,665 5,069
! 2 L3 i2,983 7,501 5,482
, 2% s 13,233 6,993 6,240
" 28 L7 13,483 5,787 7,69
; kK ¢ k9 13,483 7,482 6,001
! E-8 20 39 10,420 8,127 2,29
| 22 Nt 10,625 7,851 2,77
24 L3 10,829 7,429 3,400
i 26 Ls 11,033 7,156 3,877
: 28 L7 11,238 6,881 4,3
; 30 L1 u, 6,497 hn? 1
{ E-7 20 39 8,973 8,k26 su7
: 2 )Y 9,146 7,930 1,216
2 L3 9,318 7,520 1,798
2% L5 9,491 7,245 2,
26 L7 9,491 7,140 2,351
B-6 20 39 8,068 7,362 706
2 L 8,068 6,841 1,227

8/ Comparability salary is used to represent the income of the military
retiroe's cohart in the civilian sector.

b/ Dased cm 1965 average incomes from wages, salary end self-employment
it of noodisability retirees who retired inm 1956 to 196k. In order to
putthmhmaintbol%&thewiodﬂnl%5lnmmm~d
upward bty 124, Only the incomes of officer retirees wvho had
hmleteoummnnmdrﬁuuummwulmoof
hm.cbolmowm&montmuldmlum.
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income in his post military retirement employment, he experiences a

second career income loss. The comparison in Table II-6 of average

i second career incomes and camparability salary shows average second

career income losses that increase as age at retirement increases.

§ ' It shows also that losses are larger for officer grades then enlisted
grades.

i One may argue that, in part, the differential results from the

availability of the military annuity and a reduced civilian earnings

-

aspiration level for the military retiree. This probably causes some

of the differential, but there is good evidence that this is not the

major cause. Rather, the higher incoaes occurring to civilians appear

to be primarily a result of their senjority snd experience advantages.
If this is the case, then a late, middle-aged transfer from

military to civilian employment carries an economic penalty, and one can

- say that pursuing a military career involves an "opportunity cost” that

follows the individval into subsequent civilian employment. Despite

e o e e

a military retirement annuity that is a significant percentage of

active duty income, from the viewpoint of the individual, middle-gsged

; military retirement is neither an unmitigeted economic nor social
' benefit. A portion of the military retirement annuity, in effect,
r} campensates the retiree for the econamic disadvantages ty;ically en-

countered in the middle-aged transfer from a military to a civilian

occupation--a transfer that satisfies the needs of the organization,
! not the member. The early military retirement ammuity is thus an

| unusual form of income maintenance program, compensating recipients
in part for the "opportunity cost" of pursuing a military career that
does not offer a working lifetime of employment.

e ) 0 b L
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In addition to those already discussed, a valuation of seccnd
career income loss is sensitive to several measurements and assumptions
concerning second career income data. Because military retirees are
only a small part of the total U. S. poputation, U. S. census data do
not provide income breakouts for this grcup. The sources of income
information concerning military retirees are the 1966 DOD Retirement
Survey and other similar prior studies. As is the case with date
obtained from any sampling process, the datﬁ. obtained from the survey
of military retirees may be biased. However, the sample is large,
represents & significant portion of the total popula.tion, and produces
results similar to those obtained in other surveys. (It shows average
income levels of military retireec to be below those of similar age and
education of their career civilisn cchorts, On balance the second career
income data are considered as valid as census data ard data used to
develop comparability wage scales.

e The amount of income loss will vary with the income standard

against which second career income is compared. One parameter

in the calculation of loss is the second career income of the
retiree. A second principal parameter is the civilian cohort
income. In the data displayed in Table II-6, active duty
compsrability salary military incame is used as a proxy for
civilian cohort income. This should provide a valid comparison,
since the comparabtility salaries were developed from civilian
income studies for comparable positions and work levels.

Income loss also has been calculated using civilian income
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1
data from the "Cohort COmparability"-/ study with results

similar to those shown ir Table II-6. Any calculation of in-

came loss relies on averages for input data and produces a

value that is an average., Income loss is not a universal

phenomena. Some retirees suffer no income loss and have
second career incomes greater than their active duty military
incomes. Further, these above average incomes may have
stemmed fram experience, contacts, or education gained during
their military carecers. Conversely, however, others suffer
greater loss than the "average" los; shown in Table II-6.

Accepting the fact of second career income loss, there are two basic
courses of action to deal with the problem:

e Pay retirees the amount of the average loss, experienced by

retirees, whatever it may be, in the form of annuity payments.

e Take action to reduce individual income loss amounts thereby

reducing the level of compensating payments required.

The first course of action encounters several problems. A
principal problem lies in putting a dollar value on second career income
loss. Available data give a good, though admittedly imperfect, indica-
tion of the curreni average loss amounts. However, even perfect
information regarding the amounts of today's losses would not provide

assurance that the situation will be similar in years to come.

1/ The cohort comparability study was accomplished during the study of
military active duty compensation as part of the first Quadrennial
Reviev of Military Compensation. See Modernizing Mili‘tary Pay, Vol.
I, Active Duty Compensation, Chapter 4, pages 63-%6.
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A retirement annuity plen that has as part of its purpose

compensation for seccnd career income loss attempts to cope with the

i R A A T AR B T i e

L, world of many years in the future. The relevant question becomes,
‘ "what will second career income loss be in future years?!™ There are
several reasons to believe that the current relationships of second
career income levels to civilian cchort earnings may not necessarily
be maintained indefinitely:

e First of all, the employability of older (middle-aged)
‘ individuals may well be more sensitive to economic conditions
than the employability of youngc;r people. A transition of the
national economy from a shortage of skilled labor %4c & situation

vhere skilled labor is more plentiful may reduce the second

SRS SR —

career employment opportunities of military retirees.

e Second, a significant number of officer retirees find emplay-
ment in aerospace, electronic and other defense related indus-
tries. Alterations in the level of uctivii;y ia these aress

; could significantly affect the employmemt opportunities

i available to military retirees.

e Third, future military skills may be either more or less
transferable to the civilian economy than those of today.

g , In a society with a rapidly changing technology, the problem
of individual "technological cbsolescence of skills" .ay
became increasingly important.

Additionally, it must be recognized that any given retirement

annuity will tend to overcampensate some individuals for the opportunity

e e — A

e M A e

il Ta 10




4

e ot b e

II-14

loss of a military career while undercompensating others, because an
annuity must deal with the "average" situation and be applied to the
population as a whole.
Conclusions

The phe'ncmenon of second career income loss should be recognized,
but its use should be limited to that of a standard for judging the
adequacy of the military nondisability retirement annuity in meeting
circumstances during the second career portion of the military retire-

ment period and in determining the "net benefit" that retirees derive

from annuity payments. Moreover, in view of the uncertainties associated

with determining future income loss and in consideration of the variance
in second career income loss,

e the income loss, itself, should not be a part of the formula

used to calculate the immediate retirement annuity, and

¢ the immediate retirement annuity should not be the sole means

of dealing with second career incame loss.

In view of these conclusions, the six step methodology used in
developing the revised nondisability retirement formula discussed in
Chapter & does not explicitly use second career income loss in the
formula and does not anticipate that the retirement annuity paid will

be sufficient to match the loss actually experienced by every individual
nilitary retiree. And, also in Chapter 4 of Yolume IV, it is
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recommended that & study be initiated to develop a program for
increasing the earnings potential of the military retiree. The
program envisioned would involve the Veterans Administration,

Department of Labor and other Federal agencies as appropriate.

’




R TR M PV IRA

II-A-1

ANNEX A

TO

APPENDIX IT

v

DESCRIPTION OF RETIRMENT SURVEY AND
AMPLIFICATION OF SECOND CAREER INCOME DATA
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Description of Retirement Survey

The DOD retirement survey was conducted by means of a question-
naire mailed to 133,386 retirees, approximately 25% of the military re-
tired population selected at random on the basis of the last digit of
the service number. The original mailing was conducted during the last
week of June 1966. This mailing resulted in 73,350 useable responses ,
while 5,227 questionnaires were returned because of incomplete addresses.
In September 1966 a follow-up questioanaire mailed to the non-respon-
dents resulted in 25,279 additional useable responses for a total of
98,629 and a total response rate of 73.9%. (This was a response rate
of T6.9% of the questionnaires assumed to have been delivered to
retirees.)

Each questionnaire contained an answer sheet for the retiree to
enter the appropriate letter or number answer to each question. The
returned answer sheets were edited for legibility and completeness
before being keypunched and transcribed to magnetic tape for subsequent
processing and analysis. Answer sheets with some unknown or incomplete
answvers were retained in the sample in order to make full use of the
completed portions of the answer sheet.

Second Career Income Data

Tables II-5 and II-6, Appendix II display selected income data for
military retirees collected in the 1966 survey.

The aversge money incaomes of male nondisability retirees in Table
II-5 include income in 1965 from wages, salary, commissions or tips from

all jobs, profits or fees from self-employment in a business profeessional

g i
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practice, partnership, or farm, and income from Social Security, non-

Eg military pensions, rent (minus expenses), interest, dividends, unemploy-
ment insurance, and welfare payments. All male nondisability retirees
regardless of grade and employment status were included in the calcula-
tion of average incomes to insure comparability of the data with

‘ civilian income reported by the Bureau of the Census.

i In Table II-6 retirees' average civilian income data are shown

5 for selected sub-components of the survey respondents. The retired

survey obtained 1965 earnings fram wages, salary, cammissions or tips

from all jobs and profit or fees from self-employment. For purpoies
L | of comparing civilian second career incames with the 1968 comparability

salary, the 1965 average earnings were adjusted upward by 12% (equivalent

i vt

to assuming appraximately a 1965-1968 annual growth in wages of
approximately 4%). The following categories of respondents were
excluded from the analysis before computing the average second career
incomes used in determining second career income loss:

e Disability Retireees

® Reserve Retirees retiring at age 60

e Females

o Nonwhites

‘ e Those who worked less than 40 weeks in 1965
e Those who retired before 1956 or after 1964

e Those with reported incomes of over $50,000.
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In addition, only officers who had completed 4 years of college
but not 5, and enlisted retirees who had campleted 4 years of high
school but no college, were included in the average income computations.
Because the education level of active duty members will undoubtedly
increase in the future, it is anticipated that most prospective
officer and enlisted retirees will have completed at least 4 years of
college or high school. Since second career incomes were found to be
sensitive to the retiree's education level and because future retirees
are expected to have significantly different education levels than the
retirees in the sample, it was considered appropriate to focus the
analysis on officers and enlisted retirees who had completed 4 years of
college and high school respectively. To the extent that future officer
and enlisted retirees will have completed more than 4 years of college
or high school, the second career income data in Table 1I-6 understates
the expected civilian earnings for the higher educated retirees and,
therefore, overstates the typical second career income loss.

Analysis indicated that retirees' income is sensitive to either
years of active service or age at retirement. Since these two variables
are closely related and because & retiree's employability and earnings
potential as viewed by civilian employers is probably more sensitive to
his age than his; years of active service, average incomes were tabulated
by age a% retirement - & parameter which is a close proxy for years of
active service. To obtain larger sample sizes ages at retirement were
grouped by two year int.rvals fram age greup 38-39 to 53-59. Ascuming
typical entry ages of 18-19 for enlisted men, and 22-23 for officers,
the typical 20 year enlisted and officcr retiree would be age 33-39 or

L2-43 respectively at retirement.




s S ST ST w0

gy

L A 0

P s A

II-A-5

Tables II-A-1 and II-A-2 display 1965 average second carear incomes

for retirees by pay grade, education level, and age at retirement. Gener-

ally, retirees' second career incomes are inversely related to age at
retirement and directly related to education level and grade; that 1s,
higher incomes are associated with the younger ages at retirement,
higher education levels and higher grades.

As is true of any data collected by & sampling technique, the
estimates of average civilian earnings used in Table II-6 are subject
to sampling error. Because the a.veraée incomes are based on a sample
drawn from the entire retiree population, it is not certain that the
averages shown are absolutely accurate representations of the true
average income of retirees. A different random sample of the popula-
tion would probably give a saomewhat different estimate of the average
income. The cccuracy of the estimate depends both on the sample size
and the dispersion of the incomes about the measured averages.

Table II-A-3 shows sanple sizes, 1965 average incomes, standard
deviations ,l'/ and absolute and relative 95% confidence intervals of
average incomes, for the pay grades and retirement ages shown in
Table Ji-6. The 95% confidence intervals indicate that in repeated
sampling of the population 95 out of 100 samples selected would have
average incomes that lie within plus cr minus the confidence interval

of the sample average incame ?;/ For instance, the confideace interval

1/ The standard deviation is a measure of the dispersion of the incomes
in the sample about the measured average income.

<

Confidence intervals were calculated v:suming a "t" distribution for
average incomes.
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$1,953, of the estimated average income, $11,575 for 0-6's with retire-
ment ages 46-47 indicates that we are 95% confident that the true pop-
ulation average income is within + $1,953 of the sample average of
$11,575.%/

The relative 95% confidence intervals are generally between 8%
and 18% of the average second career income for officer samples and
between 2% and 10% - the average income for enlisted semples. The
larger confidence intervals are associated with smaller sample sizes
that occur in the higher officer grades and older retirement ages.

In evaluating the impact of the second career income data on the
conclusions drawn by the study it must be recognized that second
career inccmes or incame losses were a primary critericn only in
measuring the adequacy of the proposed 20 years of service step 1
annuities. Second career income data are not essential for measuring
the adequacy of the annuity levels of older, long career military ru-
tirees because there are existing non-military annuities for similar
retirement sges and lengths of service that provide a standard for
measuring adequacy.

The relatively large sample sizes and small confidence intervals
for the age 3B-43 retirees assure that the income data used in deter-

mining the proper levele of annuities for short career retirees is

reliable and subject to a small margin of sampling error.

_l/ In repeated sanpung at least 95 out of 100 sample aversge incomes
would be between + $1,553 of $11,575 or between $9,622 and $13,528.

¥

L g A OOV

'l

et st ol R K. i sronk . e




IX-A-T7

*3BITLOD JO 8IVAL Sxom IO G PIITIMOO SARWITPUT 83X +LT,,
*289TT00 Jo 8xwak 4 PRRITAWD SNWOTPUT ,8IX 9T,
*9897 I0 9FITTOD JO 8Ivak SaIY] 03 U0 pPIITdmOO SIWOTPUT ,68IX =CT,, STAAST uwopIwINpz \M

*#9ST a183J8 IO GGET aI0Jaq PAIFFAI OYa 980Q3 ‘000°0SE wwyy 93w ssmodup paxodar Jo
G96T UL SX»an 8831 IO 6€ PIFAOA OUM STEAPTATIUF ‘66 wayy J939aIB JO O WY SE9T SBA JUMAITIAX v 3Pw Isoga aeoqy ‘sjuepacdsar
oTeWRZ PUY 93TUA-UOU ‘S3AITF8I SAISEAI (9 989 puw ITTIQEETQ :oTANNS STY3 UT PIPNTOUT 30U Are sjuspuodsar Laarms BapaoTTos WqI \.d-

9379 ordweg - (K)

(%)

f otT € (SET {S€ oE al. 8LT L6 ol |
962¢9 Aowm.m Awmwvc. Amtw.m .na.wm ,mmmv.:.w Amdv..m An.mw.m Amwuw 2 Ammqqn : b

or S65°TT ‘9 ¢  SSS
(1$) (s) (®) (') ?ﬁw (19) (92) Q%.mm ?o& ﬂw& (€9) (c€) (%)
tHT‘L  oo2fl 006°6 2ro‘L calll 66LeL 059‘g ‘L Lteétt Lséte €xo‘ot 1996 $ €£6-2¢
RSW (T) (8) (L8) Gmd (95) (™) (66) (Lst {96) (on) (te) (a)
gocfL gro‘é 282‘s  g18‘9 £66°g  0£6°6 gel‘g  095‘g TUEET gre‘sT  966‘oT SM6 ¢ T15-05
062 o€ g2 - %4 SEN g8 o8 L 14 10T 25 £ N
Aﬂmmww nma ‘L Ad.nw.m Amﬂlwm Amdmwm c.ﬁvgoa Ao.mw.m Ammw&. G%owm.n Amm:wma Amm..w.ﬁ Apmw.m A»v 6m-gn
=39 62 € G 7TT (o414 192 15T 68 S £2 N
‘ Am.nm&. amﬂwc. ﬁmmm.» Awmmm&. Am.mmNm ﬁ._..ﬁmwdn AOmmwoa nom%m Ammmwma Amww.mﬁ ﬂmquﬂ Aaow.m aov Ly=o%
, LT £ 5L L6T T ont LL T€ X
7 A.nmmwm Amm%m AwwN.c A%Vm Ammm.vm Aﬂmwﬂ Aom‘,%oﬂ Amm;owm Amomwi Awiwch J.w.w.ﬁ A%.S A*v Sttt
Am:mw (LL) (stT ﬁmmw waw Smﬂw aﬂ.w (Lee (59 (%) (gt (€1) (K)
atn‘g  6£5°5 we‘e ontlg TeEor 66L°zt gsEftT  Ell'g ‘9T A/eT  6TELT 60°TT ¢ En-2n
(5 (69) (o8 Goww me.v (59) {Ls) (€02) Amm (n) (1 Amm (u)
160°6 916°6 ™6 298°‘8e s TT 199°et TegET  Lns ot LETET oon‘l™ 000°ST €£9‘9 ¢ TIn-oq
Te30, 83X +T 8XX QT 84X =GT  TBIOL SBIX +LT 03X 9T 8XL =6T  Te0L SIX +LT SIX 9T 63X =5T  JuaIFIay
/Q 1949 UoTduonDy /] T3A9T wor3soney /q T84T uoTasonpg v o8y
W 813013 w..rol e 970

\mgﬂgggg«ghowﬁga ‘AqYED LEDENLIRY X4

INAHEKOIINE JTIS QNV ‘XHVIVS ‘SHOVM KOMI éﬁ% FOVUIAV $96T  SHAIIISN XITITIVSIANON

-

S e e e o e . B .

, s e Bk KAk G
-




T R AT U T e L e s e e

oo en S - S —— " I PRI Aok N 1y croims - oy

*QX0W I0 IVITTOO JO 8IWaL IAIYJ 03 SO PIRITAMOD 8a39OTPUY «8IX +€T,,
*Toouos USTY Jo sIvak 4 pejeTdmoo eaywOTPUT 83X 2T,

M *8993T 10 TOOYRS YBTY JO sIvak IaIy3 03 o pIRSTdmOD SI3WOTPUT ,SIX =TT, :TAST BOTIWONDPY \m
=] *HY6T I93J9 IO GSET O0FAq PAITIAT OYA 98043 ‘00005 weqy Iajeald H
S3WOOUT PIXOdaT I0 GYET VT SFIaM SEOT JO G DPINIOA OYr STOUPTATPUT ‘GG Ueq3 IQwall JO gf Uwyl 9837 SUA JUIEAITII 39 o80yA SsOU] i
fgauspuodsar STWWeJ PUS IJTUA-TOU ‘HI3ITIT AIIBSI 09 8% pus L9TTTQesTq :o7dmes STUY3 UT POPUTOUF 30U aIw sjuspuodsax Laaxrs Supaoriol o4l \ﬂ q
9218 oTdmg - (N) !
(09) (6) (€) (o2) (6T (+€) (8s) (L) (n2) L) (4T) € ot < 9 T n
Em; on6‘h  T62'N ns2'Y mﬂwm gEn‘s gely €la’s lol9  L45°S  Hrgtl Adw»:. Amﬂu.w fmac. Rowo.w Aowc.w n»v 6515
(09) @) (c€) (€= (&Lt (5€) (€6) (mh? (en (11) (92) (8) (tT) (€ S £ H
oon‘h Le6'n  HoS‘y moowa amowm 9g0°S  Lem‘s 9% SNR 890°L  890°S Lno‘s T61°9 »wm; Am.wo.p Aomm:_ Aav £6-2¢

(sot) (9T)  (§§) (1€) (ST€ (69) (443 6 5 St € S 4 L !
mﬂ.w: ghe‘n  LL6n Ten‘y om%m 92T¢9 Am:mwm Amﬂm.m nmm,w.w Ammwﬁ As.w.m AQW:;. Amww.w ﬁo.mvm; Amma.m Awwa.w ﬁwv T6-05

(6gT) (92)  (LOT (95 (82s £0T 98 LE [« ol L 6 £)

mmm.f ‘9 9L6'4 1334} mﬂmwm ﬁmmbww Amw%m Ammwm A%.%m Amwm.m Aﬂow.m A._Wp.m Ammw.s Awmmrﬂ ﬁ%.w ﬁﬁmsm AMV 6-gn .
(69€) (€€) (lte (+Tx (ttg LT 6 € € ‘
mwow $ 601°S mm.nw S 9861 gLE’Y Aﬁmwm Ammwo ﬁmﬂ 4 Auwm%w Awmhwﬁ ﬁﬁﬁm A@w.m A.pww.w Awmwvc. Amnm.w.m Am.w.n.a c‘mv L=om ¢

L6S 28) (6s€ (9st (LSE‘T) w62 619 06 L
Ammmwmﬁ ‘6 dswm womwx a6n‘9 Aﬂ%w Amﬁww Aww%m Ammwm. mmmvc. Ammmwm Amwﬁvc. mﬂ.mw&. A%.m Aamw.w Awwm.m ﬁﬂv Sty

1 25 10 (€L2?) ™e ¢ 49 e 4 4 6
(158) ﬂmﬂ&. Amt.wm (toz . (ths)  (08E°T) (2 ~w Amw;o&. Aﬁwo (sg2) () Amow&. WWNQ AMMW Amo.m (x)

606°6 2Lo ZES'S 7989 066fL  4TLég 6€ 610 nt9’ ogh‘ $ En-en
TLT'T) (9ET)  (LEL (862 (SET’E] (€99 (n€6°t) (1S (g6 (tsT (nTe (E€) (EGT 19 1339 (Tt ()
Aoﬁ.w mmomww mqﬁwm m8~m gez‘lL w.o.% 090°L mﬁmwm msw» wo;wp ﬁor €59°L mﬁ&. nm&.m Am...mwm Homc. $ o

‘T)(e€T) (089 (Mt (Leo’e] (ST (6gLt} (g2¢ (€€€ (oot (oce (€€) (601 (Lq) (65) (€ (n)
Amwm.m: Nmy. mswm Smwm 20L°L R%m £26°) mﬂ&. momw &% wmmwb x2‘g mmmlwm 165° £ET°Q awm.a $ G-
1930 m..ﬂlnm 8IX 2t SaX -TL (930L SIX #T SIX ot SaX -It T80T 63X 461 63X 2l oIX =TT Te30L BIX &i SIX gl WX -T1 JuemaIr13od
. TsA>] UOT3eONDE /q LSAST uoTdonDg /q [SA>T GOTAeT0E \mﬂa.dﬂ..&n 39 8y
/T 9-3 L=z e %

pajysuld
/7 INDRENIIE IV 30V ANV “TIATT NOLIVONGY ‘HaviD LNIWEMLIIS L

INDXOTIRE ITIS ANV ‘XHVIVS ‘SHOVM WOWd mwﬁwﬂo% FOVHIAV S96T  SEHUILAY ALTTIGVEIANON

* ’ o immadicpmes i : <A

- : T e T




# Table IT-A-3 II-A-9 ?
, 1965 AVERAGE SECOND CAREER INCOMES, STARDARD DEVIATIORS AND CONFIDENCE INTERVALS 5
| NONDISABILITY MILITARY RETTREES - TYPICAL PAY GRADES AND AGES AT RETIREMENT a/ !
Years of 1965 Average 95% Confid Intervel &/
Pay Retirement Active S8ervice Saxple Second Career Standard Dollars as a
; Grade _ Age  (Typlcal Retiree) Bize  Income b/ Deviation Dollars % of Ave. Income
i 0-6 L6-47 24 L5 $11,575 $6,40 41,953 16.9%
: h8-k9 26 52 11,599 5,87 1,618 13.9
i 50-51 28 ko 10,998 5,987 1,938 17.6
[; . 52-53 » 53 10,013 6,609 1,842 184
05 4243 20 18 1,358 4,989 900 7.9
i Lh4s 22 161 10,250 5,877 907 8.8
. L6-u7 2L 120 10,550 5,Thl 1,027 9.7
t 48-49 26 8o 8,650 5,289 1,160 13.4
i i Ol ka-43 20 5 9,374 5,892 1,078 1n.k
i b-ks 22 (] 8,319 4,079 1,015 2.2
i
? B9 PB-p 20 59 8,133 3,553 933 .5
. ho-h) 2 m 6 8Ls 2,797 519 7.5
k243 24 105 6, 697 3,845 659 9.8 .
Llks 26 87 ,2“; 2,263 476 7.6
L6-b7 28 ¥ 3,167 2,80 970 18.7
48-k9 » 24 6, 3,33 1,b44 21.6
i 8 B 20 290 7,256 3,858 535 73 ,
I ho-ln 22 31 7,010 3,69 5.7 o
i k243 24 285 6,62k 3,562 41k 6.2 ;
hhys5 26 188 6,39 3,202 459 7.1 §
46-h7 28 w02 6,144 3,271 635 10.3 )
48-l9 kY T 5,801 2,721 637 10.9 :
E-T ﬁ'y 20 1,739 7;523 3;269 151 2.0
ho-l1 2 1,9% ,080 3,29 17 2.0 f
i k2-43 24 , 6,71k 3,097 163 2.4 b
bh-L5 26 819 6,469 2,935 202 341
! 4647 28 6,375 k325 ¥2 5.9
E‘ B-6 -9 20 680 6,573 2,891 218 3.3
40-h1 22 737 ) 2,96k 21 3.5

8/ Same pay gredes, ages, and years of service used in Table II-6, Appendix II.

i 3/ These average incomes were reported for calendar year 1965 survey respondents, and vere adjusted
j upvard by 12§ for the comparison with 1968 comparability salary shown in Teble II-6, Appendix II.

. &/ A 95% confidence interval indicates that we are 95% confident the true aversge incame for the

| population of retirees under consideration lies within + or - the confidence interval dollar value
i of the ssmple average; that is, in repeated sampling of 0-6's age 46-U7 at retiremwent, at least 95
: out of every 100 samples wuld heve an aversge income between $9,622 to $13,528 or $11,575 + $1,953.
It vas ~ssumed that the average incomes were distributed according to & t distribution.
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APPENDIX 1Ii

EARLY RETIREMENT AND INCOME MAXIMIZATION

(This Appendi:. was published separately in Part IV of
01d Age Incume Assurance, a compendium of papers on
problems and policy issues in the public and private
pension system, submitted to the Subcommittee on Fiscal
Policy of the Joint Economic Committee of the Congress.
It was written by CDR Allen J. Lenz, SC, USN, & member
of the Retirement Study Group.)
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APPENDIX III - EARLY RETIREMENT AND INCOME MAXIMIZATION

The U. S. military retirement system is designed to serve an estab-

lished need of the military organization: It functions to permit with-

drawal of career personnel from the Military Establishment at relative-

ly young ages, in order to prevent the organization from being dominated

by men too 0ld for the rigors of military life and to insure that main-
tenance of "youth and vitality" will provide a combat effective organi-
zation.

The removal of superannuated personnel is a commonplace obJjective
of retirement systems. However, the military system is virtually umique
with respect to the early age at which the withdrawal of career members
is mandatory or encouraged.

The military retirement system does fulfill its objective of main-
taining "youth and vitelity" in the military personnel structure. But,
in achieving its goals the system establishes a pattern of economic in-
centives and resultant individual behavior responses which may imper-
fectly serve the best interests of the military organization. The pur-
pose of this paper is to describe some effects of the military retire-
ment system on labor mobility and to demonstrate that these effects cen

stem from any retirement system which offers an "early retirement"

cption to employees who are capable of continued, highly productive
employment . }/

1/ 1In this paper "early retirement" refers to retirement without actu<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>