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Mr. Chairman, | am pleased to be here today to provide input on civilian workforce
management in the Department of Defense (DoD). In my statement, | will first summarize RAND’ s
research on the effects of civil service workforce shaping tools on the retirement behavior of defense
civilian employees. Next | will discuss the infrequent usage of these tools, and provide other
evidence on the performance of the civil service personnel system in terms of its processes and their
effects on defense civilian workforce outcomes such as retention. 1 will then describe the workforce
chdlenges facing the DoD that have become more prominent in the new post- September 11 nationa
Security environment. These chalenges increase the urgency of addressng problem areasin DoD
civilian management. | conclude by identifying the criteria thet define an effective human resource
gystem in any organization, and discuss some steps that could be taken by policy makersto help
ensure that the DoD’ s personnel system meets those criteria

Research Shows that Workforce-Shaping Tools Could Have Significant Effects on

Retirement Behavior

Our research estimated the effects of workforce shaping policies on the probability of
retirement (Asch, Haider, Zissmopoulos, 2003). These policies are the specid voluntary separation
incentive program aso known asthe VSIP or “buyout,” the voluntary early retirement authority also
known as VERA or early retirement option, and findly the retention allowance. Thefirst two
programs are intended to increase the financid incentive to voluntarily leave while the third is
intended to increase the financid incentive to Say in the civil sarvice.

Both VSIP and VERA were used during the 1990s by federal agenciesto reduce federa
employment. These programs induced voluntary separations among workers who would otherwise
have been involuntarily separated because they worked in organizations that were identified for
possible downsizing. Between 1993 and 1999, the DoD paid about 141,000 VSIP buyouts to its
civilian employees to support its post-cold war drawdown. More recently both VSIP and VERA
have been identified as tools to help federal managers “ shape’ the experience and skill mixes of their
workforces (U.S. Office of Personnel Management, 2001). By providing federd workers with an
incentive to retire early or separate, it is hoped that managers will be better able to hire or possibly
outsource replacement workers with different skills or experience levels.

A key quedtion is whether these flexibility-related tools are effective. Our study finds that, if
used, these tools could be highly effective in changing retirement and separation behavior.

The study focused on DoD civilian employees age 50 and older who participate in the Civil
Searvice Retirement System or CSRS. We firgt estimated the effects of the retention allowance on

the decison to continue in the civil service rather than retire (Asch, Haider, and Zissmopolous,



2003). Understanding the effects of retention allowancesis important because they could be used to
induce personnd in critical areas and in key leadership positions to delay retiremert thereby helping
the DoD to manage the transfer of expertise from retiring employeesto their replacements. The
study found alarge effect of retention allowances--offering to older workers the maximum retention
allowance of 25 percent of pay over the rest of their career would reduce the probability that an
individua will retire by about 20 percent. The early retirement option was estimated to more than
double the separation and retirement rates from the civil service among those who would be digible
for that benefit. The buyout was estimated to increase separations and retirements by about 30 to
40 percent, depending on age. Again, the estimated effects are sizable.!

Although financid incentives are not the only reason civilian employees Say or leave, the finding thet
defense employees respond to financid incentives is not entirely surprising. Available evidence indicates
that civil service personnel quit rates have responded strongly to pay changesin the past. For example,
a 1990 study (Black, Moffitt, and Warner, 1990) found that a 10 percent changein civil service pay
would change civil service quit ratesin DoD by 9.3 percent among technical workers and by 4.3

percent among administrative workers.

Authority for Some Flexibility-Related Tool sis Limited, Others are Not Widely Used

So far, the authority for buyouts and early retirement for workforce shaping purposes has
been limited in the DoD. The Nationd Defense Authorization Act (NDAA) for FY 2001 permitted
the DoD to use buyouts in conjunction with optiond retirement, even without downsizing. Eligibility
for both early and optiona retirement is based on age and years of service. The NDAA for FY
2002 expanded this authority to use buyouts in conjunction with ether early retirement or with
resgnations, in addition to optiona retirement. However, the law restricted the use of buyouts to

! Two points are noteworthy. First, these estimates are not assessments of the past success of VERA and
V SIP astools to accomplish downsizing in the aftermath of the cold war. We explicitly excluded from our data
analysisthose individuals who received VERA or V SIP during the defense drawdown in the 1990s. Including
them would have caused us to overestimate the effect of financial incentives on voluntary retirement or
separation because workers who did not take the VERA or V SIP offer during the drawdown were likely to be
involuntarily separated at alater date. To arrive at our estimates, we studied how defense civilians respond to the
financial incentives embedded in CSRS in general and then simulated how their retirement behavior would change
if offered theseincentives. Second, our study did not consider the cost of offering these workforce-shaping
incentives. Consequently we cannot draw any conclusions about their cost-effectiveness.



2,000 employeesin FY 2002 and to 6,000 in FY 2003. Given that the DoD had about 290,000
employees digible for early retirement and another 107,000 digible for optiond retirement (U.S.
Office of Personnd Management, July 2001), these authorities are quite small reletive to the size of
the defense civilian workforce thet is the target population for the use of these tools.

Available evidence aso suggests that retention alowances have not been widdy used in the
past. The OPM estimated that retention alowances were given to less than one percent of Executive
Branch employees, including DoD, in 1998 (U.S. Office of Personne Management, 1999). The
OPM study aso looked at recruitment and relocation incentives. These three incentives
(recruitment, retention, and relocation, or what have been dubbed the “3RS’) are intended to creste
amore flexibly managed civil service (U.S. Office of Personnd Maregement, 1999).  Although the
use of these three incentives was 17 times greater in 1998 than it was in 1992, the fraction of
employees getting them was ill negligible. The study found that only 0.14 percent of dl Executive
Branch employees received 3R incentivesin 1998. Recruitment bonuses were given to only 0.3
percent of &l new hires and relocation bonuses were given to only 1 percent of employees making
geographic movesin that year.

Why don't civil service managers use the flexibility-related paysthat are available to them? A
few reasons have been put forward. The 1999 OPM report contends that the primary reasons for
the limited use of the 3Rswere alack of funds, limited recruiting due to government downsizing
during the period of examination, and rdatively little need in some agencies for such incentives. The
OPM report aso stated that the authority to approve the usage of these tools tended to reside at
high levels of the hierarchy within different organizations and the burden of judtifying the use of such
incentives seemed to have discouraged some lower-level managers from requesting 3R usage. This
latter reason was echoed by the 2002 Nava Research Advisory Committee report on personnel
management in the defense science and technology community. That report stated that significant
organization resstance has hindered reform of the personnd systems in the defense laboratories. It
aso noted that in the absence of sustained high-level commitment to use flexibility-rel ated tools
aggressively, most of those tools have gone unused or underutilized (Assistant Secretary of the Navy,
2002).



Some Aspects of the Civil Service System Are Rigid and Cumbersome

Civil service compensation, classfication, promotion and staffing policiesin the federd caivil
sarvice arewell defined in Title 5 of the U.S. Code.  The published pay tables and the detailed
processes for defining jobs promote clarity, openness, and predictability. However, such rules have
also produced arigid system that embeds some overly bureaucratic processes.

Statigtics and anecdota evidence show that civil service recruiting and firing processes have,
indeed, become cumbersome at best and dysfunctiona at worst, and that the civil service pay system
Isrigid and unrespongve to performance differences and externd market conditions. Problems with
the pay system, advancement, training, and the hiring process were discussed in the 1990 Volcker
Commission report (Volcker, 1990) and more recently by the Defense Science Board Task Force
on Human Resources Strategy (2000), the Naval Research Advisory Committee report (2002), and
the Nationad Commission on the Public Service (2003). Furthermore OPM recently reported that
more than 75 percent of the increase in annua federa pay bears no relationship to individud
achievement or competence (James, 2002). The 2001 survey conducted by the Brookings
Ingtitution found that most federa employees called the hiring process dow and confusing, a quarter
cdled it unfar, and more than two-thirds said the federa government was not good at disciplining
bad performance (Light, 2001). Stories abound of the long delays, often lasting months, in recruiting
new personnd and the inability of personneg managersto fire poor performers. The Director of
OPM has called the Generd Schedule pay system an antiquated one-Sze-fits-al sysem that overly
compresses pay as aresult of an emphasison interna pay equity rather than competitiveness (James,
2002).

The Civil Service System Has Worked in Some Respectsin the DoD in the Past

One way to assess how well an HR system serves to attract and retain high-qudity personnd
and to meet other strategic HR gods is to examine workforce outcomes. Measured in terms of such
outcomes as the recruitment, retention, promotion, and pay of high-quality personnd, the civil
service system has had a degree of successin the DoD. What evidence is available suggests that the
system has produced some desirable personnd outcomesin the past, despiteitsrigidities.



A 2001 DoD-sponsored RAND study of the pay, promotion, and retention of GS civil service
workersin the DoD found that personnel managers are using the civil service system in such away
as to produce generally desirable outcomes (Asch, 2001). For example, the anadysis found that
higher-qudity personnd, measured in terms of supervisor rating and education level, are generaly
paid more and promoted faster in the DoD, holding constant employment factors such as
occupation, grade, years of service, location, and function, and demographic factors such as gender
and age. The study found considerable variation in the pay and promotion patterns of personnd in
different occupationsin DoD, suggesting that managers are able to use the common pay table to
achieve different pay outcomes in different occupeations.

The study aso found that better-quality defense workers, in terms of supervisor performance
ratings, also had better retention, holding other factors constant. The one area of concern regarded
employees with the most advanced degrees, such as amaster’s or doctorate degree. They were
paid more, dl ese being equd, including occupation. But, the study aso found that those employees
tended to be promoted somewhat more dowly than those with only a bachelor’ s degree and in some
cases had poorer retention, holding dl ese equd, including entry grade and occupation.

A related study (Gibbs, 2001) examined the workforce outcomes of scientists and engineers
who work in |aboratories in the DoD, a group that has many individuas with advanced degrees. The
study found that the financid gains associated with grester skills and responsbility, as measured by
the difference in pay across grades, remained about the same from 1982 to 1996. In marked
contrast, in the private sector the pay differentid for the greater skill and responsibility among
engineersrose over that sametime period. This difference in the wage structure of federd versus
private sector workers was aso documented by Katz and Kreuger (1991) using data covering al
federd workers. Nonethdless, the Gibbs study found little evidence that the DoD suffered a decline
in the quaity of the workforce being studied. Furthermore, the qudity and performance of new hires
to that workforce, relative to earlier groups of new hires, and the quality and performance of
employees who were retained, relative to those who had |eft, remained stable.

Similar results were found in an earlier study of defense workers. A 1990 DoD study of the
qudity of civilian workers who had quit the DoD found no evidence that higher-quadity employees,
measured in terms of their SAT scores, were more likely to leave the DoD than other civilian

employees (U.S. Department of Defense, 1990). Earlier studies of al federal workers, not just



thosein the DoD, dso indicate that the system generates some desirable outcomes. A 1980 study of
federd pay leves (Borjas, 1980) found substantid wage differentials across agencies in the federd
government despite the so-cdled rigid pay table. A 1995 study comparing federa and private-
sector hiring in the 1980s found that the federd government was able to atract high-quaity entrants
relative to the private sector (Crewson, 1995). Personnel quality was measured in terms of gptitude
test scores.

What factors have afforded these favorable civil service workforce outcomesinthepast? A ligt
of possible explanations includes the following:

Federal pay historically has been on par with private sector pay. Officid measures of
the so-cdled “pay gap” show that federd pay grew more dowly than private- sector pay
from the mid-1970s to mid-1990s, for smilar jobs (Congressionad Budget Office, 1997).
However, another gpproach is to compare individuas with smilar “human capital” such as
age, education and occupation. Early studies using the human capita approach found that
the pay of federa workers actudly exceeded that of private sector workers with smilar
characteristics, broadly defined (Smith, 1976; Gyourko and Tracy, 1988; Krueger, 1988).
More recent comparisons that use more detailed information about individuas human capita
characterigtics find that federd employees are neither overpaid nor underpaid relative to
smilar private sector workers (Moulton, 1990; Congressiona Budget Office, 1997).

High quality and skilled civil service employees may enter and stay in federal
employment because of the nature of their work and the desire to serve the public.
Such attitudes would make their behavior rlatively insengtive to financia incentives

Strong incentives to stay in the civil service until retirement eligibility isreached are
embedded in both the CSRS and the Federal Employees Retirement System (FERS).
Those who leave before they are digible to retire under either retirement system incur alarge
financia lossin the vaue of their expected retirement benefits (Asch and Warner, 1998).
The pull of the retirement system is greater for higher-qudity workers, if they are paid more
and promoted faster over their career than for lesser-quaity workers, because the vaue of
the expected retirement benefit increaseswith one€spay. Additiondly, higher-paid workers
covered by FERS are more likely to contribute to its Thrift Savings Plan. Therefore, higher-
quality workers may be lesslikely to leave the civil service than lower-quality workers
because they are paid more than lower-quality workers and both FERS and CSRS have a
stronger effect for them.

System May Not Work Well Enough

The fact that some outcomes are better among higher-quality employees does not mean that

enough higher-quality employees are being recruited and retained. That is, the recruitment and



retention of higher quality civilian personnd may not have been high enough, given the DoD’s
requirements for such personnd. Unfortunately, until recently, most organizationsin the DoD lacked
workforce plans, so they did not have an explicitly stated requirement for high-quality workers.
Consequently, there is no benchmark by which to compare whether the supply of high-qudlity
workers meets the requirement. The better retention of high-quality workers found in past research
may or may not be sufficient relative to the requirement for such workers.

Findly, the defense civilian workforce and its missons are undergoing changes as a result of
demographic shifts and the new post- September 11 nationd security environment. The effects of
these changes are uncertain and positive outcomes of the past may not persst into the future.

Evidenceis Mixed on the Success of Civil Service Waiver Experiments

Severd federd organizations as well as parts of DoD have been able to waive, ether partidly
or fully, civil service rules defined by Title 5 of the U.S. Code, and have, therefore, had the
opportunity to develop their own HR systems. The organizations include the U.S. Postd Service, the
Centrd Intelligence Agency, the Library of Congress, the Federd Reserve Board, the Federa
Aviaion Adminigration and other federd agencies.  Within the DoD, they include the demondration
projects a the Naval Air Warfare Center in ChinaLake, Cdifornia About haf of federa
employees are in these exempt organizations (U.S. Office of Personnel Management, 1998a).

Past study and review panels have consstently recommended that the DoD pursue additiona
waivers for the defense workforce. Evidence on the success of these waivers provides some insght
into this approach to civil service reform. The available evidence indicates that civil service waivers
have had mixed results in terms of producing better workforce outcomes or substantiadly better
personnel processes. This doesn’'t mean that different civil service personnel systems don't work,
just that the scope and implementation of the waiver experiments may have been limited.

In 21998 OPM study of the personnel practices and policiesin organizationsthat are partialy
or fully exempt from Title 5, the OPM noted the following:

“We darted the study with the working hypothesis that there would be substantial
differencesin the HRM [Human Resource Management] systems of nont Title 5
organizations compared with Title 5 agencies. In generd, we found that the actua
systems differences are important but more limited than anticipated.” (italics added)
(OPM, 1998).



The study found few differences in the recruitment, hiring, and promotion practices of exempt
organizations that supposedly had more flexibility than those that were not exempt. A notable
exception was the absence of preferentia employment and hiring practices for veterans and the so-
cdled “rule of three” in hiring that gives preference to the top three digible candidates certified by the
OPM. Although exempt organizations had the ahility to hire people on the spot, even without
announcing avacancy, the study found that such flexibility was limited by concerns about merit,
collective bargaining agreements, and other condraints. The study aso found that the exempt
organizations continued to incorporate the merit system principle or other merit-based organizationd
values.

The study found differencesin the classfication and compensation systems used by exempt and
non-exempt organizations. Severd exempt organizations developed their own classfication systems
and pay systems that included pay-for-performance, broad bands, and other forms of variable pay.
Whether these systems produce improved outcomes in terms of worker morale, recruiting and
retention of high-quality personnd, and better performance is ftill an open question. On the other
hand, one notable finding was that 5 of the 37 exempt organizations studied by OPM continued to
follow Title 5 for personnd classfication and compensation because it was easier than establishing
thelr own system.

Evauations of experimenta pay systems developed to introduce greater flexibility in personne
management show mixed effects on workforce outcomes.  The Gibbs (2001) study of DoD
laboratory scientists and engineers found no evidence that these other pay plans provided greater
flexibility in workforce management. It measured the same outcomes for employees who were under
the traditiond civil service generd schedule pay system as for those who participated in the China
Lake demondtration project and in the Performance Management Recognition System. This latter
plan was used in the late 1980s and early 1990s, covered al GS-13 to GS-15 workers throughout
the civil service, and dtered how within-grade pay increases were determined.

In contrast, evidence provided by the OPM suggests that waiving Title 5 requirements has resulted
in improved outcomes in some of the demongtration projects, including those that cover scientists and
engineersin the DoD. For example, OPM found that starting pay was higher, pay raises were larger for

more highly rated employees, and turnover of workers with better ratings was lower for federa



employees at China Lake relative to a control laboratory that was not a demonsgtration project. (U.S.
Office of Personnedl Management, 1988, 1991). Similar results have been found for the Nationa
Institute of Standards (NIST) demondtration project (Rosenthd, et. a., 1991).

Still other evidence provides amore negative picture of the effects of these personnel
demondtration projectsin DoD. The Naval Research Advisory Committee report on the defense
science and technology community reviewed studies of these demonstration projects a various defense
laboratories (2002). It concluded that the results of these projects could have been much better than
they were and that many of the most promising or innovetive initiatives to improve the civil service

system were dropped due to problems in getting organizationa approval.

Workforce Challenges Facing DoD

Successful management of the defense civilian workforce has become even more important, not
only because of the changing nationa security environment and the war on terrorism, but aso because
of personnd challenges that are looming on the horizon.

A mgor shift is occurring in the demographics of the defense civilian workforce. According to
Defense Manpower Data Center Statistics, about half of this workforce was over age 40in 1985. In
2001, about 75 percent were over the age of 40 and about athird of civilian defense employees
were over age 50.  Although the working population in the U.S. asawhole has dso aged, it is il
relatively young compared to the federd civilian workforce. Thus, in 1999, only about athird of
those employed in the U.S. were ages 45 or older. In contrast, about 60 percent of federd civil
service workers were over age 45.

The aging of the DoD’s civilian workforceis partly due to the gpproach it used to reduce the
size of itsworkforce in the aftermath of the cold war. Employment in the DoD fell from 1.1 millionin
1988 to about 700,000 in 1999. One of the ways the DoD accomplished its downsizing was to hire
fewer new workers. Data on DoD civilian personne show that the fraction of the permanent defense
workforce with less than 2 years of service fell from 8 percent in FY 1988 to 2.7 percent in FY
1996 (Asch, Haider, Zissmopoulos, 2003). Furthermore, the average age of those who were hired
rose dightly. Asareault, the fraction of new hires age 40 and older rose from 18.5 percent in 1988
to 20.5 percent in 1994, just 6 years.
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Another factor contributing to the aging of the defense civilian workforce is the high annud
continuation rates among mid- career and senior personnel. During the 1980s and 1990s, the annua
continuation rate of permanent full-time civilian employeesin the DoD held steady at about 97
percent for those ages 41 to 45 and at about 98 percent for those ages 51 to 55 (Asch, Haider,
Zissmopoulos, 2003). The net result of reduced hiring, increased retention of mid-career and senior
personnel, and increased hiring of older workersis an older civilian workforce in the DoD.

Asareault of these demographic changes, DoD will be at risk of losng alarge part of its
workforce over the next decade. The General Accounting Office projects that about athird of the
defense civilian workforce will be éigible to retire by 2006, and about haf of that group is expected
to actudly retire. Smilar figures are found for other parts of the federd civil service, resulting in the
Generd Accounting Office designating “human capitd” as a government wide high-risk area (U.S.
Generd Accounting Office, 2001). Retirement digibility over the next decade will be far grester for
those workers covered by CSRS than for those covered by FERS.

There are reasons to believe that the civil service system will be highly stressed in the future as
aresult of this demographic shift.

Decisions must be made to replace or possibly outsour ce the services provided by
thoseretiring. Whether replacements are new hires or contractors, managers must be able
to define what their workforce requirements are in terms of the desired skill and experience
mixes, how they will meet those requirementsin terms of retention, recruiting or outsourcing,
and how these requirements might change as missions change or as the labor market from
which personnd are drawn changes.

It may be difficult to find and hire large numbers of qualified replacements within a
short time span. Even with aworkforce plan, the job of replacing alarge number of
workers, or of outsourcing their jobs is more difficult and more cosilly when done within a
short time span.  First because so many employees will be leaving, the demand for new
workers by DoD (whether as replacements or as outsourced jobs), will grow, even if the
overdl gaffing requirements remain the same. Second, the cost of generating and screening
large numbers of qudified applicants or contractor bids tends to be higher when donein a
ghort timeframe.

The replacement of skillswill take place in a highly competitive environment, if the
trends of the past 20 years continue. DoD will be competing againgt both the private
sector and gtate and loca governments for replacements. Though the DoD has had some
success recruiting and retaining high-qudity personnd in the pagt, by some metrics, it may be
become harder to do so in the future. The competition for new workersislikely to be
particularly fierce in the coming years because the entire U.S. populaion isaging. If DoD
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wants to replace retiring workers with new hires or with contractors with at least some
college, aswill likely be the case, it may need to dter its compensation, hiring, career
management and contracting practices to ensure that it can compete effectively for college-
educated individuasin the labor market in the future. For example, pay must remain
competitive with the dramaticaly risng pay for those with post- secondary education reltive
to those with no post-secondary education. (Mishel, Bernstein, and Schmitt, 1999).

Some retention of experience personnel will be desirable. Evenif DoD can effectively
compete for quaified replacement workers, some retention among retirement-digble
personnd is desirable because they possess indtitutional knowledge that may be impossible
to replace quickly.

Toward Successful Civilian Workforce Management

To hdp identify what steps are needed for DoD to meet these chalenges successfully while
addressing ongoing concerns about the effectiveness of its civilian workforce, it is necessary to know
what characteritics define an effective human resource system in any organization and to identify
where the civil service system fdls short for DoD (Asch, 2002).

Although management experts and economists do not have an explicit list of characteristics that
make a human resource system successful, the factors that are usudly identified in sudies of
organizationa management can be grouped into six criteria (Milgrom and Roberts, 1992; Tirole, 2000).

1. The HR system offers flexible personnel and compensation tools or policies that
efficiently promote the organization’s missions. Compensation and personnd
policies provide incentives to attract, retain, motivate, and eventualy separate personnel.
These palicies are sufficiently flexible to dlow managers to respond to different markets
and to adapt quickly to changing circumstances. The more uncertain or variable the
environment, the more flexibility thet is required.

2. Managers have discretion over how the personnel and compensation tools are
used. Managers are able to set pay, to hire, to assign, to retain, to reward, and to
Separate personnd, and to dlocate resources. A generd principle in the management
literature is that authority to make decisonsis given to the managers and workers who
have the information and incentives to act on that authority.

3. Managers have the incentive to use the personnel and compensation policiesin
a way that supports the organization’s mission. Unused tools or tools that are
used incorrectly or ineffectudly are not beneficid.  Compensation and personndl
policies for managers must provide incentives for effective employment of the HR
tools. These incentives must be linked to a system that monitors individua managers
performance and holds them accountable for measured outcomes.
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4. Resourcesare available to implement and monitor those policies.  Unfunded
tools--for example, authority to pay bonuses without funding--are not beneficid ether.
Resources must also be devoted to gathering data and andyzing the outcomes that
result from these policies on an ongoing basis. Such dataand andyssinform
policymaking, and promote transparency.

5. Poalicies are transparent and appropriately linked to the organization’s goals,
and their implementation is subject to both internal and external oversight. The
policies are transparent to prevent the incidence and costs of opportunistic behavior
and fraud among managers. Fraud and nepotism are more likely to occur when
managers have discretion. Therefore, HR systems that are more flexible and provide
more managerid discretion aso have an additional amount of oversght.

6. Policiesare stable and limit the financial and career risks that workers face.
Workers who are exposed to greater uncertainty and unpredictability in their pay and
opportunity relative to other employment options receive higher overdl compensation,
on average, to compensate for that risk. Otherwise, worker morale and
recruiting/retention will be diminished.

Each of these characterigtics deserves attention when evauating the merits of an HR system.
While organizations may give more weight to some characteristics over others it is clear from
management studies that systems that have only some of these characterigtics but not others will not be
fully effective.

The federd civil service system contains some, but not dl, of the eements understood to be part
of an effective HR system. It classifies jobs, sets compensation, and establishes procedures for hiring,
promotion, firing, and retirement. However, some HR eements—e.g., resourcing and personnel
outcome monitoring—are defined by how agencies implement the system.

Asimplemented, the civil service sysem emphasizes the fifth and Sixth characteridtics. It is
trangparent, subject to extensive oversight, and its policies regarding compensation and staffing are
highly stable and seem equitably gpplied. It aso hasthe first characteridtic, to the extent that the system
includes tools that promote flexibility in workforce management. However, the available evidence
suggests that it lacks the second, third and fourth characteristics. Defense managers often lack the
resources that would let them take advantage of the HR tools built into the system, and they seem to
have rdatively little discretion or authority over such matters as setting pay or hiring and firing decisons.

Defense managers dso do not or cannot extensvely use the flexibility-related tools that are available.
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Clearly, given the large number of retirements that are imminent in the DoD, personnd managers
should be given the authority and the resources to use flexihbility-related policies extensively. Our
estimates show that such policies would be effective, if used.

While essentid, expanded use of the flexibility-related policies donewill not address problems
such as ether excessve or insufficient oversght, cumbersome administrative procedures, hiring
inadequacies, and poorly conceived management and employee performance incentives. Additiona
steps will be needed. Various research studies as well as commissons and study groups charged
with studying the federal workforce management have proposed aternative steps. They include the
development of new pay systems for subgroups of personnd, such as scientists and engineers, more
streamlined processes for recruitment and for political appointments, and transfer of authority for the
defense civilian workforce from OPM to the Secretary of Defense. Others have proposed greater
investment in monitoring and andytica activities to identify and evaluate policies intended to address
shortcomings of the civil service sysem. Despite the varying scopes of these reports, they have a
remarkably consstent message for the DoD regarding how to achieve meaningful change. To ensure
ahigh performing civilian workforce, the leadership in the DoD and Congress must demondirate a
strong and ongoing commitment to not only identify but also reform ingppropriate processes and
policies that hinder the effectiveness of the civilian workforce in mesting its current and future

missons.
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