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Chairman’s Foreword

This first report of the Public Service Pay Commission
is issued against the background of the stated
intention of the Minister for Public Expenditure
and Reform to commence negotiations with Public
Service Trade Unions and Staff Representative
Associations on public service pay. The objective of
those negotiations will be to conclude a collective
agreement to extend the current Public Service
Stability Agreement on its expiry in 2018. This report
is intended to inform and thereby facilitate that
process.

The task undertaken by the Commission in the
preparation of this report was significantly different
to that assigned to earlier bodies which examined
the pay of public servants. Unlike those bodies,
we were not asked to examine the job content of
particular grades, nor were we asked to recommend
what the appropriate level of pay should be for any
identified group or category. Rather, in accordance
with our terms of reference, the purpose of this first
report of the Commission is to address questions
relating to public service pay in the context of the
Financial Emergency Measures in the Public Interest
Acts 2009-2015 (FEMPI legislation).

The FEMPI legislation was a response to the
unprecedented economic crisis from which we are
now emerging. The justification of the measures
introduced pursuanttothatlegislationis directly linked
to the continuance of the economic circumstances
which made them necessary. The current Public
Service Stability Agreement began the process of
unwinding some of these emergency measures in
relation to pay. As the economic recovery proceeds,
questions relating to the ongoing justification for
the remaining measures will undoubtedly arise. The
timing and pace of any further legislative change
are not matters upon which this Commission can
express an opinion. They are, however, questions
that could appropriately be addressed in the context
of the proposed negotiations on a new public service
pay agreement.

The rationale underlying the establishment of
the Commission is that pay policy in the public
service should be based on independently verified
information concerning the true value of the
remuneration package available to public servants.
It should also be influenced by reference to fair
comparison with similar employments both nationally
and internationally. In this report, we present factual
data obtained from a variety of sources which has
been robustly and objectively analysed. It shows
the measurable value of public service pay and its
relative position vis-a-vis comparable employment
in the private sector and in public administration in
other countries with which fair comparison can be
drawn.

We were also asked to have regard to problems
that have emerged in some segments of the public
service in relation to the recruitment and retention
of certain categories of personnel. Such problems
as have been identified in that regard will have to
be addressed in the context of future pay policy and
in the negotiations that will follow the publication of
this report.

It is not possible to produce data on either the
appropriate overall value to be ascribed to public
service remuneration, or to draw appropriate
comparisons, to a standard of mathematical
exactitude without engaging in a detailed job
content evaluation. In our view, however, the
information contained in this report provides an
accurate and reliable indication of where public
service remuneration, at the different levels, is
now comparatively positioned. We trust that this
information will inform and assist the negotiators on
both sides in their upcoming pay negotiations.
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The task assigned to the Commission was more
complex than many of us anticipated on our
appointment. Identifying fair and appropriate
comparators upon which to base our conclusions
was difficult and time consuming. The members
of the Commission were required to carefully
examine and evaluate the papers and other material
submitted and to discuss and analyse an abundance
of data. We are indebted to the many organisations
and representative bodies who made carefully
formulated and helpful submissions on the matters
coming within our terms of reference. A full list of
bodies and organisations who made submissions
is appended to this report. All of these submissions
have been read, discussed and taken into account
by the Commission in reaching our conclusions.
Copies of all submissions are being published on
the Commission’s website. | would particularly like
to thank the Central Statistics Office for supporting
the work of the Commission through their provision
of statistical data and expertise upon which a
substantial amount of this report has been based.

Responsibility for providing the Commission
with research and other material, implementing
decisions and drafting this report rested with our
Secretariat. It comprised an excellent and dedicated
team of Civil Servants led by the Secretary to the
Commission, David Denny. David brought to this
role an accumulated wealth of experience in public
administration, combined with wisdom and courtesy,
which was an invaluable resource upon which | and
the other members of the Commission depended. |
also wish to place on record our appreciation of the
work performed on our behalf by the other members
of the Secretariat, Susan McKiernan, James Maher,
Karen Murphy, Evan Coady, Brian Cahill, Angelena
Hollingsworth and Réisin McCann.

The Commission was required to work to a very
tight timeframe. In order to produce and present
this report on time, the members of the Secretariat
were required to work long hours and over public
holiday weekends. They did so willingly and without
complaint. On my own behalf and that of my
colleagues | wish to place on record our particular
appreciation of their work in that regard.

Finally, | wish to record my appreciation of the
dedicated work of my colleagues in producing this
report. They each made a very substantial and
generous commitment in terms of their time and in
prioritising the work of the Commission over their
many other commitments. For me, it was a singular
pleasure to work, as Chairman, with such dedicated
and knowledgeable individuals.

Kevin Duffy
Chairman, Public Service Pay Commission
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Executive Summary

The Public Service Pay Commission (the
Commission) was established to advise Government
on public service remuneration policy. The public
service employs over 300,000 public servants
across a range of employments and professions
across the various sectors of the Civil Service, Local
Authorities, Non-Commercial State Agencies and in
the health, education, justice and defence sectors.
The Commission has broad terms of reference and
the initial task set for us is to provide inputs on how
the unwinding of the Financial Emergency Measures
in the Public Interest (FEMPI) legislation 2009 to
2015 should proceed.

This legislation currently forms the overarching legal
framework for public service pay policy. Decisions
on all matters relating to FEMPI legislation are a
matter for the Oireachtas, nevertheless it is clear
that as the economic circumstances of the country
improve the continued justification for the emergency
measures provided for in this legislation will come
into question.

The Commission in its deliberations has focused
on the evolution of pay trends in the public service
and private sectors, public service remuneration
levels and how these compare to the private sector
and, where possible, internationally. We have also
addressed questions in relation to the value that
should be ascribed to public service pensions in
measuring overall remuneration and the value of
the degree of security of tenure available to public
servants relative to others.

Asrequired by our terms of reference, the Commission
has had full regard to the state of the national
finances in its deliberations. We are conscious that
public service pay and pensions must compete with
other demands on the public purse in respect of
both capital and current expenditure.

This report sets out certain observations that will
provide an input to the unwinding of FEMPI and
upcoming public service pay negotiations. However,
the content, phasing and implementation of any
future agreement must have full regard to the current
and future prospects and challenges for the national
economy.

Methodology

To assist in our deliberations, we invited submissions
and met with interested parties. The Commission
met a total of 14 times.

In addition to published data, we were also provided
with assistance from the Central Statistics Office.
The Commission engaged Milliman Consulting
Actuaries to independently review the submissions
received in respect of public service pensions.

All submissions received by the Commission are
available on our website.

Unwinding FEMPI

A critical factor in any future pay agreement and/or
unwinding of FEMPI will be the State’s ability to pay
in the context of competing pressures on the public
purse.

Having reviewed the evidence presented to us in
relation to pay levels and pay movements in the wider
economy, we are of the view that there is a basis
for parties to enter into negotiations for a further
collective agreement to extend the Lansdowne Road
Agreement.

As control of the Public Service Pay Bill is a central
determinant of Government budgetary policy, it will
be a matter for the parties to negotiate a timeframe
that will provide for the orderly unwinding of the
FEMPI legislation having regard to:

¢ Maintaining sustainable national finances and
competitiveness

e Other Government spending priorities
e The Public Service Reform agenda

e Equity considerations on public service pay.
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Pensions

The value of public service pensions was examined
in detail in 2007, however, there have been significant
developments in occupational pensions and in the
economy since then and all parties considered it
important to re-examine the topic in some detail.
Updated actuarial costings were submitted by a
number of parties including DPER and these were all
considered by our own actuarial advisers. There was
broad agreement on methodology and approach by
all parties. A key finding is that on average the value
provided to employees by the mainstream Single
Public Service pension scheme is on a par with
employers’ contributions to current private sector
defined contribution pensions (the position of those
employees without occupational pension schemes
is noted as a wider societal issue which goes beyond
the focus of our remit). There are now estimated to
be some 50,000 public servants in this scheme,
which was commenced at the beginning of 2013 and
is the default scheme for all new appointees since
then. In the case of the earlier (pre-2013) legacy
pension schemes, these were in 2007, considered
to be on average 12% more valuable than private
sector pensions, with this 12% therefore effectively
reflected in pay levels at that time.

On the basis of current analysis our advice is now
that:

e Standard accrual legacy public service pension
schemes are now, depending on assumptions
made, worth more than private sector pensions
(There are currently some 243,000 public
servants in these pension schemes which are
now closed to new entrants).

e ‘Fast accrual’ public service pensions (where
members accrue full pension faster than 40
years) are more valuable again than standard
accrual legacy schemes, with the quantum of
the additional value depending on the specific
scheme.

¢ Pensions for members of the standard accrual
Single Public Service Pension Scheme are
currently on a par with private sector defined
contribution pension schemes.

It will ultimately be a matter for the parties to the
collective bargaining process to assess all of the
information provided in this report and to agree
on an evaluation to be ascribed to public service
pensions in measuring overall remuneration. In
the Commission’s opinion and having regard to all
of the information provided to us, the value could
reasonably be fixed with a range of between 12%
and 18% for the pre-2013 standard accrual cohort
of public servants. The Commission notes that there
are greater costs associated with the provision of
fast accrual pension schemes. The level of additional
cost varies depending on the scheme involved.

The Commission believes that the values identified
for those on legacy standard accrual pension
schemes and fast accrual schemes should be
addressed by providing for an increased employee
contribution for those who continue to benefit from
those schemes. The rate of increase, and the grades
and categories to which it should apply is a matter
for negotiation between the parties taking account
of the level of benefits accruing. The Commission
believes that it would be reasonable to apply any
agreed adjustments in pension contributions in
conjunction with the discontinuance of the Pension
Related Deduction (PRD) which is a provision of the
FEMPI Acts.

The subject matter of this initial report did not require
the Commission to undertake a job evaluation
exercise or a detailed ‘like for like’ comparison
with the private sector. The last such exercise was
carried out in 2007. It broadly found public service
pay compared well with private sector pay (with 15
exceptions from the 109 grades examined).

This report focuses on how pay and earnings have
changed since that time.
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In the period since 2007, the financial crash affected
the public service and private sector in different
ways. Broadly the private sector reduced numbers
(or hours worked) but reduced average pay for
those who remained in employment by less than
the reduction in average pay rates for those in the
public service. The public service reduced numbers
more slowly but cut basic pay a number of times in
addition to various productivity measures such as
increasing working hours and other measures.

International comparisons were examined, however,
the methodological differences in international data
outside of the EU and data limitations in EU data,
specifically the difference in what was estimated
for Eurostat in 2014 and the Census 2016 results,
make it difficult to draw definitive conclusions on
international earnings comparisons.

Private sector pay has recovered and the evidence
suggests that by 2014 average public service
earnings were approaching parity with private sector
earnings when account is taken of differences
in educational qualifications, experience and a
number of other relevant employee and employer
characteristics. Indeed, earnings of public servants
at higher pay levels were in some cases significantly
below private sector levels.

As of 2014, pay for public service employees at lower
levels appeared still to be higher than private sector
pay levels for people with similar characteristics.
We note the evidence that pay settlements across
the private sector in recent years have provided pay
increases in the range of 1.5% to 2.5% annually,
depending on the sector and the employer’s ability
to pay.

Security of tenure has a value. However no
satisfactory scientific evidence has been identified
that could reasonably be used for assigning to it a
specific monetary value. This is consistent with the
findings of the Public Service Benchmarking Body
in 2007 who considered it inappropriate to apply a
further discount in respect of security of tenure.

Recruitment and Retention

In general, evidence suggests that there are not
significant recruitment difficulties to the various large
scale public service vocational streams. However,
there are problems in the case of some specific and
specialist groups across the public service. This
includes those groups that are internationally in
demand, particularly in the health sector.

Previous flexibilities that existed around pay scales
in specialist and scarce skills areas may need to be
revisited.

Where there are significant problems attracting
candidates in particular work streams there may
be a benefit in looking at the various structural and
organisational constraints within such streams.

There is evidence that some senior level leadership
positions are increasingly finding it difficult to attract
a wide candidature, which suggests there may be
structural issues that need examination at these
levels.

More broadly we suggest that consideration should
be given to commissioning a more comprehensive
examination of underlying difficulties in recruitment
and retention in those sectors and employment
streams where difficulties are evident.

Items not within Terms of Reference

A number of specific issues were raised by
stakeholders that related to issues in particular
sectors or employment streams. Given that our
immediate terms of reference are essentially pan-
public service, it was not possible to address such
issues. In some cases, these related to outstanding
pay adjudications or recommendations, in others
they concerned structural issues relating to working
conditions in particular employment streams.
The Commission believes that the parties should
give consideration to providing some appropriate
mechanism by which these matters can be
addressed.
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Terms of Reference

The Public Service Pay Commission (PSPC) is
established to advise Government on Public Service
remuneration’ policy.

Purpose

The Commission is to provide an initial report
to Government in Quarter 2 of 2017 on public
service remuneration in the context of the Financial
Emergency Measures in the Public Interest Acts
2009 - 2015.

The findings of the Commission will contribute to
and inform Government’s considerations in relation
to Public Service remuneration and would assist
the Department of Public Expenditure and Reform
in discharging its negotiation function on behalf of
Government.

The Pay Commission will consider such other
remuneration matters as it may be asked to consider
by the Minister for Public Expenditure and Reform
from time to time, including:

1. Providing objective analysis on the appropriate
pay levels for identifiable groups within the
public sector;

2. Comparing appropriate rates for identifiable
groups with prevailing private sector/market
rates. This should have regard to evidence on
recruitment and retention trends in respect of
each group;

3. Comparing appropriate rates for identifiable
groups within the public service with their
equivalents in other jurisdictions, particularly
where internationally traded skillsets are
required, having due regard to differences in
living costs;

4.  Providing objective analysis on the appropriate
pay levels for officeholders’ pay and pensions.

1 Remuneration is defined as basic salary, allowances and all
other benefits in cash or in kind, together with general terms
in regard to superannuation, paid leave etc.

When reaching its findings the Commission shall
have regard to:

a. The superannuation and other benefits applying
in the public service;

b. Security of tenure, where it applies to public
servants;

c. Pay comparisons taking account of relevant
characteristics;

d. The public service reform agenda;

e. Evidence on recruitment and retention within
the public service;

f.  Any other relevant matters including impact
on national competitiveness and sustainable
national finances and equity considerations;

g. Any other issues as they are determined by
Government.

Initial Work Programme

For its initial report the Commission will be asked
to provide inputs on how the unwinding of the
Financial Emergency Measures in the Public Interest
legislation should proceed having regard to:

¢ The evolution of pay trends in the public and
private sectors based on published data;

e A comparison of pay rates for identifiable groups
within the public service with prevailing non-
public sector market rates;

¢ International rates and comparisons where
possible;

¢ The state of the national finances.
Following this initial report the Government will give

consideration to what other matters the Commission
may be asked to consider in due course.
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Procedures

In progressing its work, the PSPC should utilise
and analyse existing datasets and reports, as
prepared and published by existing state and
other agencies as appropriate. The PSPC may also
undertake or commission additional research or
data gathering where further information is required
to comprehensively progress its terms of reference.
The PSPC may invite relevant stakeholders to make
submissions to the Commission to further assist its
considerations.

The PSPC must publish its findings and the evidence
on which these are based.

The PSPC will not take the place of direct
negotiations between Government and employee
representatives.

Report of the Public Service Pay Commission
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Chapter 1:

Introduction and Methodology

Establishment and Operation
of the Commission

1.1 On 17 October 2016 the
Minister for Public Expenditure and
Reform, Paschal Donohoe, T.D.,

announced the establishment of a
Public Service Pay Commission on
a non-statutory basis. The role of
this Commission is to be advisory

in nature. The first task set for the
Commission was to furnish an initial
report in the second quarter of 2017
for the purpose of providing input on
how the unwinding of the Financial
Emergency Measures in the Public
Interest legislation (FEMPI) should
proceed.

1.2 As the Minister indicated, the Government
will retain the ability to negotiate directly with its
employees in respect of pay. We understand that the
Government will enter negotiations on an extension
to the Public Service Stability Agreement. The
Commission’s work is not intended to duplicate
the dispute resolution and adjudicative functions
of the industrial relations institutions of the State
or to offset the process of collective bargaining as
the primary mode of pay determination in the public
service. Rather, our role is to provide evidence-
based objective analysis on pay matters to assist
the parties on negotiating an extension to the current
Public Service Stability Agreement.

1.3 The following members were appointed to the
Commission:

e Chairman - Kevin Duffy
e Marian Corcoran

e Ultan Courtney

e Ruth Curran

* Noel Dowling

e Sean Lyons

e Peter McLoone

1.4 This initial report of the Commission is focused
on how the unwinding of the Financial Emergency
Measures in the Public Interest 2009-2015 Acts
(FEMPI Acts) should proceed, having regard to:

¢ The evolution of pay trends in the public and
private sectors based on published data;

* A comparison of pay rates for identifiable groups
within the public service with prevailing non-
public sector market rates;

e International rates and comparisons where
possible;

¢ The state of the national finances.

1.5 The terms of reference also note that the
Commission may be asked by the Minister for
Public Expenditure and Reform, from time to time, to
consider other remuneration matters including:

¢ Providing objective analysis on the appropriate
pay levels for identifiable groups within the
public sector;

e Comparing appropriate rates for identifiable
groups with prevailing private sector/market
rates. This should have regard to evidence on
recruitment and retention trends in respect of
each group;

e Comparing appropriate rates for identifiable
groups within the public service with their
equivalents in other jurisdictions, particularly
where internationally traded skillsets are
required, having due regard to differences in
living costs;

¢ Providing objective analysis on the appropriate
pay levels for officeholders’ pay and pensions.

Report of the Public Service Pay Commission
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1.6 The Commission sought written submissions
from interested parties. Submissions were received
from in excess of 30 respondents. In addition,
meetings were held with a number of bodies and
organisations so as to explore further points raised
in their submissions. We carried out comparative
analysis of pay in the public service and the private
sector, and between the public sector in Ireland
and other countries. As part of our work we sought
supplementary information on recruitment and
retention in the public service. We also engaged
actuarial advisers to evaluate submissions received,
on the relative value of public service pensions, to
assist us in our deliberations. We were supported
in our work by a small secretariat seconded from
the Civil Service. All submissions received by the
Commission are published on the Commission’s
website http://paycommission.gov.ie/. The remainder
ofthis chapter sets out the methodological approaches
adopted by the Commission for its analysis of pay,
pensions, recruitment and retention, and security of
tenure in the public service and the private sector.

Structure of Report

1.7 The overarching legal context for public service
pay is, currently, the FEMPI legislation 2009 to 2015
and this is set out in Chapter 2 of this report. Chapter
3 covers the economic context for the report.
Chapter 4 covers the matter of the relative value
of public service pensions vis-a-vis private sector
pensions. An outline of earnings movements in the
public service and private sector, and a summary
of a number of econometric analyses of the public-
private earnings differential is covered in Chapter
5, along with information on international pay
comparisons. Our terms of reference require us to
look at recruitment and retention issues in the public
service and this is addressed in Chapter 6. Security
of tenure is discussed in Chapter 7 and a number
of wider policy issues raised are set out in Chapter
8. The conclusions of our deliberations are covered
in Chapter 9. Detailed analyses and supporting
documentation are set out in the various appendices
to this report.

Public Pay Policy Architecture

1.8 The architecture of public pay policy between
the late 1980s and mid 2000s was characterised by
Social Partnership agreements which provided for
pay adjustments that were of general application
across the economy and, in some instances, for an
element of local bargaining. In addition to the base
adjustmentsin pay provided under these agreements,
a practice developed of processing special or grade
pay claims. Due to the long established interlocking
relativities in the public service, settlement of
many ‘special claims’ effectively led to a series of
consequential pay increases. This process made
it virtually impossible to deal with the pay of any
one group in the public service in isolation from the
others. In an effort to limit these claims the Public
Service Benchmarking Body (‘the Benchmarking
Body’) was established as a provision in the
Programme for Prosperity and Fairness (2000-2003).
The first Benchmarking Body report was published
in 2002 and a second Benchmarking Body report
issued in 2007. The Benchmarking Body sought
to introduce a new method of pay determination in
the public service based on a comparison between
the pay of jobs of certain agreed public service
reference grades and that of jobs of similar size and
complexity in the private sector. The Benchmarking
Body also aimed to ensure equity between public
service and private sector workers by examining all
the main public service groups at the same time.
The Benchmarking Body dealt with the pay of public
servants up to the level of Principal Officer in the
Civil Service, and equivalent grades elsewhere in
the public service. Throughout this period the pay
of more senior grades (including officeholders, the
Judiciary, etc.) continued to be a matter for the
Review Body on Higher Remuneration.

1.9 The process of national centralised bargaining
through social partnership effectively ended with
the onset of the economic recession. Collective
bargaining arrangements were retained in the
public service with the conclusion of Public Service
Agreements between the Government and the public
service trade unions and employee associations.
The first two agreements (Public Service Agreement,
2010-2014 (Croke Park Agreement - CPA) and Public
Service Stability Agreement, 2013-2016 (Haddington
Road Agreement - HRA) aimed to contribute to the
restoration of the Government finances by reducing
the General Government Deficit through a reduction
in the public service pay and pensions bill and
increases in productivity while committing to not
applying compulsory redundancy. The approach
taken, while not without critics, is credited with
being one of the factors which helped the public
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finances emerge from the EU-IMF programme
of financial support (also known as the Troika
Programme) without industrial unrest in the public
service. The most recent Agreement (Lansdowne
Road Agreement - LRA) extended the Public Service
Stability Agreement and provided a mechanism to
deliver partial re-adjustment of pay over the 2015
to 2018 period, at a total cost to the State of €844
million in 2018.

Methodology

1.10 The Commission has been tasked with
undertaking an analysis of remuneration in the public
service and how it has evolved compared to the
private sector. Detailed ‘like for like’ analyses of jobs
and pay rates across the economy were carried out
in 2002 and 2007 by the Benchmarking Body. These
reports examined the work, remuneration, benefits,
and conditions of employees in the public service
and the private sector. It is important to state that we
have not been asked to undertake a similar exercise.

1.11 The Commission has used all available data
to understand how public service and private
sector earnings have progressed since the last full
cross-sectoral comparison exercise was carried
out. In undertaking that exercise we obtained the
assistance of the Central Statistics Office (CSO),
which has statutory obligations to report on both
short-term and structural earnings and labour costs
statistics in Ireland. Using CSO’s earnings statistics
has allowed for various analyses to be undertaken
to understand the dynamics of public service and
private sector earnings since the last job evaluation
exercise, and make comparisons between the two
sectors. Specifically, we requested that the CSO
provide a number of alternative aggregations of
published data. These aggregations adhered to
the CSO’s data protection and data confidentiality
criteria. Further details of the data provided by the
CSO are set out in Appendix C. The following data
aggregations were sought from the CSO:

e Earnings, Hours and Employment Costs
Survey (EHECS): The Commission requested
that EHECS data be provided in annual
averages, aggregated by public service and
private sector, classifying Commercial State
Agencies as private sector and including
payment in kind in the earnings figures.

¢ National Employment Survey (NES): The
Commission requested that NES data be
provided with public service earnings net of the
Pension Related Deduction (PRD), aggregated
by public service and private sector, and
aggregated by decile.

e Earnings Analysis using Administrative
Data Sources (EAADS): The Commission
requested that EAADS data be provided with
public service earnings net of PRD, aggregated
by public service and private sector, and
aggregated by decile.

e Job Churn: The Commission sought that Job
Churn data be provided for the public service
NACE sectors and aggregated by public sector
and private sector.

e Public-Private Pay Differential Econometric
Models: The Commission asked for additional
public-private pay differential econometric
model specifications which removes size and
union membership from the model for the years
2011 to 2014.

1.12 With access to published CSO and Eurostat
statistics (e.g. Structure of Earnings Survey),
additional aggregates from the CSO, public-private
econometric analyses output, and Chartered Institute
for Personnel and Development Ireland (CIPD)/
Industrial Relations News (IRN) survey results, the
Commission aimed to examine public service' and
private sector earnings since the last job evaluation
exercise was undertaken, by carrying out:

¢ Trend analysis: to provide an indication of how
average earnings evolved over the period.

e Sectoral analysis: to illustrate the diversity
in the economy and the structural differences
between the economic sectors.

¢ Distributional analysis: to highlight the
structural differences between the public service
and private sector and to illustrate changes
in earnings over time along the earnings
distribution.

¢ International analysis: to illustrate how
the Irish public sector compares to its EU
counterparts in terms of average earnings.

1 In the Commission’s report the public service refers to those
employees in the Civil Service, Local Authorities, education
sector, Garda Siochana, health sector, Defence Forces and
Non-Commercial State Agencies. Commercial State Agencies
are considered to be private sector, as remuneration in
these organisations is not determined by Government and
is not subject to Financial Emergency Measures in the
Public Interest (FEMPI) legislation. The private sector refers
to employees of private enterprises and Commercial State
Agencies in NACE sectors B to S.
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e Econometric analysis: to compare public
service and private sector earnings while
accounting for employee characteristics (e.g.
gender, age, occupation, etc.) and employer
characteristics (size, sector).

e Pay settlements analysis: to provide an
indication of pay settlements that have been
agreed in the private sector.

1.13 In order to assess the submissions we
received on the value of public service pensions,
the Commission engaged actuarial consultants,
Milliman, following a competitive procurement
process. The actuarial consultants independently
reviewed these submissions. They have prepared a
written report setting out the relevant findings, which
is available in Appendix E. The actuarial consultants
reviewed the methodology, assumptions, key
judgements and conclusions set out in the actuarial
submissions received by the Commission. The
review of these factors was carried out at a high
level and did not encompass detailed validation of
actuarial calculations in individual submissions. The
Commission has assumed that all of the technical
papers compiled by actuarial consultants and those
submitted to the Commission by interested parties
have been completed to professional standards.

1.14 In reaching our findings we are required to
examine recruitment and retention issues in the
public service. In response to submissions made
by interested parties, we sought and obtained
supplementary supporting information and data from
these parties. Official statistics on employment in
the public service, in whole time equivalents (WTE),
were sourced from DPER for the period from 2008
to 2016. DPER also provided data on recruitment
since the end of the moratorium on recruitment in
the public service. The Public Appointments Service
(PAS) furnished us with information on competitions
which they have run for public service positions
in recent years. Since information on employee
retention in the public service is not held centrally,
the CSO provided their Job Churn statistics, which
set out the number of hires, separations, and job
stayers in firms from 2011 to 2014 (i.e. those taking
new jobs, leaving or staying and the firms in which
these jobs are located in the Irish labour market).
This data is aggregated by age, sector and public
sector/private sector. Job Churn statistics are
examined for the three main public service sectors:
public administration and defence, education, and
human health and social work.

1.15 Our terms of reference provide that in reaching
our findings, we should have regard to security
of tenure, where it applies to public servants. The
approach we have taken is to consider the different
factors which would have to be taken into account
and the extent to which security of tenure can be
ascribed to public service employment.
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Chapter 2:

Financial Emergency Measures in the
Public Interest Acts 2009-2015

2.1 This chapter sets out the
background to the introduction of
the Financial Emergency Measures

in Public Interests Acts 2009-2015.
It also outlines the pay and pension
measures contained in these Acts.

2.2 After the global financial crisis began in 2008 and
Ireland entered into recession, the then Government
introduced a series of public spending cutbacks and
reforms to stabilise the public finances. The public
service pay and pensions bill accounted for 35%
of current expenditure and needed to be reduced
to contribute to the consolidation measures. To
achieve this reduction in the pay and pensions bill,
emergency legislation was introduced. The FEMPI
legislation was predicated on the fiscal emergency
and was enacted to provide significant and immediate
reductions in overall Government expenditure.
The pay and pensions savings associated with the
FEMPI legislation are estimated at some €2.2 billion.
In addition to the FEMPI legislation the Government
also introduced a number of other pay saving and
productivity measures which are set out in the
Appendix D.

2.3 As the recitals to the first FEMPI Act makes clear
the rationale and justification for these measures
relies on the acute financial difficulties facing the
economy at that time.

2.4 While the question of when these emergency
measures will no longer be required is not a
direct matter for the Commission, the initial work
programme which the Commission has been asked
by Government to undertake is specifically to provide
inputs on the unwinding of the FEMPI legislation
having regard to:

¢ The evolution of pay trends in the public and
private sectors based on published data;

e A comparison of pay rates for identifiable groups
within the public service with prevailing non-
public sector market rates;

¢ International rates and comparisons where
possible;

* The state of the national finances.

The FEMPI Acts 2009-2015

2.5 The FEMPI legislation comprises of a number of
discrete enactments, as follows:

¢ Financial Emergency Measures in the Public
Interest Act 2009

¢ Financial Emergency Measures in the Public
Interest (No. 2) Act 2009

¢ Financial Emergency Measures in the Public
Interest Act 2010

¢ Financial Emergency Measures in the Public
Interest (Amendment) Act, 2011

¢ Financial Emergency Measures in the Public
Interest Act 2013.

The first steps in the unwinding of FEMPI measures
were provided for by the FEMPI Act 2015.

The FEMPI Act 2009 introduced a number of
measures, the main one being the introduction of a
new deduction from the remuneration of pensionable
public servants, the Pension Related Deduction
(PRD), sometimes referred to as the ‘Pension Levy’.
The effects on individuals’ pay varied but was, on
average about 7% of salaries, yielding some €900
million annually. In addition, the 2009 Act contained
measures allowing public service bodies to reduce
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the professional fees paid by them to external
service providers, implementing changes in the early
child care supplement and facilitating the payment of
grants under the Farm Waste Management Scheme
on a phased basis. With respect to the professional
fees reduction measure, section 9(13) of the Act
provides that the Minister for Health may review the
operation, effectiveness and impact of the amounts
and rates of payments to health professionals
fixed by regulation under the Act and consider the
appropriateness of same.

The FEMPI 2009 (No. 2) Act applied percentage
reductions to the gross pay levels of the majority of
public servants in 2010 to facilitate a reduction in
the gross pay bill cost of public servants (Exchequer
funded and Local Authorities) by some €1 billion in
2010. The reductions ranged between 5 per cent and
20 per cent and were effective from 1 January 2010.
The Act was amended by the FEMPI (Amendment)
Act 2011. The main purpose of this Act was to
apply the terms of the FEMPI Acts 2009 to serving
members of the judiciary. The 2011 Act also made
provision for the reduction of salary rates for newly
appointed members of the judiciary and to further
reduce the salaries of certain officeholders.

The FEMPI 2010 Act introduced the Public Service
Pension Reduction which was a reduction that was
applied to public service pensions in payment above
specified exemption thresholds. It also provided for a
reduction in pay rates of members of the Government
and a reduction to the National Minimum Wage.

The FEMPI 2013 Act implemented a further pay
reduction for public servants earning annual salaries
of more than €65,000 and effected a reduction in
public service pensions over €32,500.

The FEMPI 2015 Act commenced the gradual
unwinding of certain pay and pensions measures
contained in the 2009 to 2013 FEMPI Acts.

The LRA extends the Public Service Stability
Agreement to 2018 and is implemented through the
Financial Emergency Measures in the Public Interest
Act, 2015. The Agreement:

¢ extends the terms including the productivity and
reform measures of the HRA out to July 2018

¢ introduces measures to restore a portion of the
reduction in take-home pay of public servants
on a phased basis to 2019 (Details are set out in
Appendix D).

Figure 2.1 sets out the impacts of the FEMPI
legislation on a selection of pay levels, further details
of the impacts of the FEMPI legislation on various
pay levels are set out in Appendix D (Table D.1). That
table shows that staff on pay levels up to €28,000
have already received back the bulk of the FEMPI
pay cuts. This was in accordance with the terms of
the CPA and the HRA which committed to giving
priority to staff earning up to €35,000.

Figure 2.1: Impact of FEMPI Legislation 2009-2015
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Table 2.1 sets out the amount of FEMPI measures
remaining by pay band post the LRA and shows that
due to the progressivity of the FEMPI reductions
and, the LRA that €710 million will remain to be
restored on salaries of over €60,000.

Table 2.1: FEMPI Measures Remaining Post
Lansdowne Road Agreement by Pay Band

Salary Range Pay PRD Total
Less than €25k - - -
€25k to €40k €78.3m €70m €148m
€40k to €60k €254m €300m €553m
€60k to €80k €211m €223m €434m
€80k to €100k €48.3m | €50.5m | €98.8m
€100k to €150k €36.6m €37.1m €73.6m
€150k plus €63.3m €41m €104m
g’;gl'u';‘i’lf; 'I',';‘él) €692m | €720m | €1,412m

Source: DPER Submission

Requirement to Review the
Legislation

2.6 Under section 12 of the FEMPI Act 2013
the Minister for Public Expenditure and Reform
is obliged to undertake an annual review of the
necessity of FEMPI Acts (2009 to 2013) and provide
a written report of his findings to the Houses of the
Oireachtas.

2.7 In the most recent review of the Acts (June 2016),
the Minister for Public Expenditure and Reform,
confirmed that he had reviewed the “operation and
effectiveness” of the FEMPI Acts and found that they
continued to be needed in 2016. In his report the
Minister stated:

66 / also find that it is appropriate, taking account of
the improvements brought about in the public fi-
nances, the continuing risks which remain and the
need to meet our commitments to have a prudent
fiscal policy under the Stability and Growth Pact,
and subject to the amendments effected in the
measures through the Financial Emergency Mea-
sures in the Public Interest Act 2015: 99

a. to continue to apply the public service Pension-
Related Deduction;

b. to continue to apply the relevant provisions
controlling the cost of remuneration of public
servants, and other measures controlling the
cost of the public service pay and pensions bill;

c. to continue to apply the Public Service Pension
Reduction; and

d. to maintain provisions in the legislation which
provide for the reduction of payments to
health professionals but allow, subject to
the considerations of the Minister for Health
and other Ministers of Government under
sections 9 and 10 of the Financial Emergency
Measures in the Public Interest Act 2009 and
Government’s priorities for the health service,
for a gradual amelioration of the impact of
payment reductions.”

1 www.per.gov.ie/en/2016-annual-review-and-report-to-
the-houses-of-the-oireachtas-by-the-minister-for-public-
expenditure-and-reform-under-section-12-of-the-act/

Figure 2.2: Summary of FEMPI Acts - Pay Measures

2008 Global
Financial Cirisis

2009 (March)
FEMPI 2009 Act

Pension Related
Deduction (PRD)

7% Average
Deduction

Yield €0.9 billion
to the Exchequer

2010 (January)

FEMPI 2009 (No.
2) Act

Pay Reduction
Ranging from 5%
to 20% from 1
January 2010

Amended by the
FEMPI 2011 Act

which extended

FEMPI provisions
to the Judiciary

to the Exchequer

2013 (July)
FEMPI 2013 Act

Pay Reduction
for those earning
in excess
of €65,000
(including
allowances)

Saving
€0.21 billion to

the Exchequer
9 Saving €1 billion 9

2016 (January)
FEMPI 2015 Act

Commenced
the gradual
unwinding of
certain pay
and pensions
measures
contained in the
2009 to 2013
Acts

Cost €0.84 billion
by 2018

Savings/Costs set out above are estimates provided at the time of the introduction of the particular FEMPI measures.
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Chapter 3:
Economic Context

3.1 This chapter outlines the
main indicators of the fiscal and
economic environment to provide
the national finance context for
the forthcoming negotiations on
the extension of the Public Service
Stability Agreement. The recession
had very severe impacts on the
level of consumption and the labour
market. These  developments,

added to the global financial crisis,
led to a severe downturn in the
national finances through a very
substantial increase in the budget

deficit and in the national debt.
The measures taken to stabilise
the national finances included a
reduction in public service numbers
and pay.

3.2 Since 2012 the fiscal and economic indicators
have improved, unemployment is continuing to
decrease, GDP growth has improved and the fiscal
position of the State, while still burdened by
significant levels of debt, has entered into the
preventative arm of the Stability and Growth Pact
and is projected to have a budget surplus from 2019.
Public service numbers and pay bill have also been
gradually increasing since 2014. The national
finances continue on a positive trajectory indicating
that there will be less constraining circumstances in
the period after 2018; however risks, not limited to
but including the impact of Brexit, and competing
expenditure pressures from a number of areas within
the economy are arising simultaneously. The amount
of public expenditure to be allocated to public
service is a matter for Government, who also need to
take account of the other competing pressures on
the public purse.

3.3 The terms of reference of the Commission
require inputs on the state of the national finances. In
all well managed economies the fiscal position and
performance of the economy are important factors
in the consideration of public expenditure planning.
Public service pay is one of the key components of

public expenditure. This chapter aims to present the
economic and fiscal developments in Ireland over
the 2007 to 2016 period and outline the projected
outlook of key fiscal and economic indicators
to assess the level of constraint on the national
finances. Due to the voted nature of certain aspects
of the national finances it is not possible to assess
the precise scope for expenditure on public service
pay in any given year. This chapter summarises the
submissions from interested parties regarding the
state of the national finances and competitiveness,
the second part of the chapter analyses the main
indicators for the fiscal environment, the third part
considers the economic environment, the fourth part
presents the identifiable risks associated with both
the fiscal and economic environment and finally the
conclusions are offered.

Issues raised with Commission by
parties

3.4 We received a number of submissions that
commented on the current economic and national
finance situation. The following section briefly notes
some of the points made in these submissions. All
submissions are available on the Commission’s
website (http://paycommission.gov.ie).

3.5 The DPER submission to the Commission
emphasised that a recovering economy is not a
recovered economy. Their assessment is that the
fiscal position of the State remains exposed. DPER
stressed that budgetary forecasts indicate that gross
debt is still considered excessive under the EU fiscal
rules which reduces the State’s ability to absorb
any economic or fiscal shocks that may occur. They
also pointed to the fact that the current level of
expenditure is not fully supported by the tax base.
The evidence DPER used to support this suggestion
was the General Government Balance, which in 2017
is projected to be over €1 billion in deficit. Finally, the
DPER submission underlined committed exchequer
funding on:

e Capital Investment funding which will grow from
€4.2 billion in 2016 to €7.2 billion in 2021

e Demographic expenditures which will grow by
€450 million over the 2017 to 2018 period and
have the potential to grow by a further €450
million by 2021
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e Carry over budget measures in 2018 from
Budget 2017 of €450 million to cover the full
year costs of measures such as the social
welfare payment increases

¢ Public service pay allocations for 2017 and

2018, under the Lansdowne Road Agreement,
are estimated to cost €557 million. A further €20
million has been allocated for implementation of
the Agreement with the INTO and TUI on new
entrant teacher pay. Budget 2017 also provided
€430 million for additional recruitment of staff in
2017.

3.6 The Public Services Committee of the Irish
Congress of Trade Union’s (‘the Public Services
Committee’) submission recognised that the
Commission must consider the ability of the State to
pay its employees. However they emphasised that
there is no single objective figure or set of figures
that can be said to mark the point of sustainability
in the national finances. This submission also noted
that the ability of the State to pay its employees is
dependent upon its ability and willingness to raise
revenue and in the context of a growing economy
additional revenue will be generated. The Public
Services Committee emphasised that “it is neither
fair nor tenable to suggest that the cost of additional
public employees (or other investment in public
services) should be borne by public servants,
through the suppression of their wages, rather than
through taxation which is paid by public servants and
all other citizens and users of public services.”

3.7 Regarding competitiveness, the Public Services
Committee’s submission argued that a competitive
economy depends on an effective public service.
They highlighted the fact that the 12 pillars that
make up the World Economic Forum’s Global

Competitiveness Rankings do not focus on labour
costs but rather on outcomes of public policy such
as the macroeconomic environment or infrastructure.
The submission also stated that the public service
must be in a position to recruit and to retain its
share of high quality employees. They noted that if
improvements in competitiveness are viewed in the
narrow sense of labour costs and if labour costs in
the public service are seen as an overhead to be
driven down, this will make Ireland less competitive
by reducing the public service’s ability to recruit and
retain high quality people.

Fiscal Environment

3.8 The collapse of the domestic banking sector,
added to the effects of a global financial crisis, had
a very substantial impact on all areas of the Irish
economy and resulted in an extensive contraction
in tax receipts and reduction in Government
expenditure. The reduction in expenditure from 2009
onwards aimed to put the national finances in a more
stable space. From 2012 signs of a recovery began
to emerge and the fiscal environment has improved
since then. From the national finances perspective, a
gap emerged between General Government Revenue
and General Government Expenditure from 2008.
This difference between Government revenue and
Government expenditure, resulted in the State running
a budget deficit from 2008 onwards. Figure 3.1 shows
that the deficit reached its highest point in 2010, when
the State significantly increased capital transfers to
the banking sector and support to the unemployed?,
at 30% of GDP. From 2010 onwards, the deficit has
declined year on year. In 2015 the deficit was at 2%
and it is forecast to decline up to 2018 and from 2019
to 2021 a small surplus is forecast.

Figure 3.1: General Government Surplus/Deficit, 2007 — 2021
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1 In 2010 the unemployment rate reached 14 per cent.

2 Draft Stability Programme Update, Department of Finance,
Dublin, April 2017.
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3.9 Table 3.1 presents the General Government
Balance in 2015 and the forecasted General
Government Balance from 2016 to 2021. Total
revenue, which is primarily sourced from taxes such
as income tax, VAT and corporation tax, is expected
to have exceeded 2007 levels for the first time in
2016 at €73.1 billion and is forecast to continue
increasing over the medium term. Total expenditure
on items such as compensation of employees,
social payments and interest expenditure is forecast
to decline slightly in 2016 and then increase in each
year up to 2021. The General Government Balance
is forecast to be negative up to 2018, after which it
is forecast to turn positive. As a percentage of GDP
the General Government Balance is estimated to be
1% in 2021. Exchequer returns for Q1 2017 indicate
that the exchequer deficit is continuing to decline
primarily due to increased tax receipts, which
is partially offset by increased expenditure. Tax
revenues continue to increase year on year and total
revenue stood at €14.4 billion at the end of Q1 2017,
which was a year on year increase of 3.2%. However
total revenues were below the profile for Q1 by 2.4%
(€355 million). Expenditures in Q1 2017 increased by
4.1% year on year to €16.1 billion but were 3.2%
(€533 million) below profile. Gross expenditure on
public services are down 0.9% (€130 million) on the
profile but are up some 5.5% (€709 million) year on
year.

operating in the Excessive Deficit Procedure (EDP)
of the SGP. In 2016, Ireland successfully exited the
EDP and moved into the ‘Preventive Arm’ of the SGP.
Ireland is now in the same fiscal framework as 21
other EU Member States, where Government deficits
remain lower than 3% of GDP. Ireland is also required
to comply with the SGP debt reduction benchmark,
which requires Member States to reduce their debt,
by 5% on average per year, until such a time as the
debt is below 60% of GDP. However Ireland is not
fully subject to this requirement until 2019.

3.11 As Figure 3.2 illustrates, public debt peaked in
2012 at approximately 120% of GDP and has fallen
to below 80% in 2015. It must be stressed while
factors such as the much lower deficit have played
an important role in reducing the debt ratio since its
peak in 2012, the sharp fall in 2015 mainly reflects
the substantial increase in GDP (see the section on
economic environment below for a discussion of
GDP issues). Real economic growth was lower for
2015 than GDP growth would suggest, so the real
economy'’s ability to service the debt was lower than
it might appear given the raw numbers. Reducing
the debt further, as forecast by the Department of
Finance, will improve the fiscal robustness, reduce
the amount of interest paid, particularly with the
current low level of interest rates and insulate against
Ireland’s openness to external economic shocks. For

Table 3.1: General Government Balance, 2015 - 2021

2015 2016 (P) 2017 (F) 2018 (F) 2019 (F) 2020 (F) 2021 (F)
Million (unless otherwise stated)
Total Revenue €70,547| €73,105| €75191| €78,000| €80,744| €83,944| €87,452
Total Expenditure €75580 | €74,434| €76314| €787385| €80,436| €82,336| €84,101
Seneral %é%r)“me“t €5033| -€1329| -€1,122 €295 €308| €1,608| €3,351
_GGB % of GDP 20%| -05%| -04%| -01% 0.1% 0.5% 1.0%

P = Provisional, F = Forecast
Source: 2015 CSO, 2016-2021 Department of Finance

3.10 Ireland’s Government expenditure strategy
operates within national and EU fiscal frameworks to
safeguard the management of the national finances.
A key element of this framework is the Stability and
Growth Pact (SGP), the objective of whichis to ensure
that Governments can plan fiscal policy based on
stable and sustainable levels of expenditure and
revenues rather than leave fiscal and expenditure
policy exposed to the boom-bust cycle. Between
2009 and 2016 Ireland’s fiscal framework had been

example, further significant devaluations in Sterling
or a restrictive trade agreement between the EU
and UK following Brexit could have a major impact
on trade, particularly for the agriculture and food
processing sectors.
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Figure 3.2: General Government Debt Ratio, 2007-2021

Source: 2007-2015, CSO, 2016-2021, Department of Finance

3.12 To help ensure that the national finances are
on a sustainable path, the fiscal rules effectively
set limits on the size of the deficit and expenditure
growth net of discretionary revenue measures. The
national finances are constrained particularly up to
2018. Post 2018, the Government aims to achieve a
General Government Surplus from 2019 and reduce
the debt levels to 45% of GDP by the mid-to-late
2020s, all of which should result in a less constrained
national finance environment.

3.13 The Irish Fiscal Advisory Council (IFAC), in their
Fiscal Assessment Report for November 2016 stated
that the fiscal projections over the short term are
“consistent with deficit and debt reduction but the
scope for slippage from the current plans is limited”.
IFAC note that a repeated breach of the Expenditure
Benchmark® would not be appropriate and would
reduce the credibility of the Government’s fiscal
plans which show full compliance with the domestic
and EU fiscal rules. This would imply that the national
finances, while less constrained post 2018, will still
face the constraint of the Expenditure Benchmark
into the future. Regarding the sustainability of the
national finances, IFAC specifically emphasise
that carry-over costs, such as public service pay
increases, have significant implications for tax and
expenditure decisions in the following years. For
example, over half of the ’fiscal space‘ for 2018
is estimated to be absorbed as a consequence
of some of the measures taken in Budget 2017.
Decisions on the quantity of the public expenditure
to be allocated to public service pay are an issue for

3 The Expenditure Benchmark provides guidance on how
expenditure should be set to fulfil the adjustment path
condition when a country is not at its Medium Term Objective
(MTO) and on maintaining the structural balance at the MTO
once it is attained.

Government, who also need to take account of the
other competing pressures on the public purse.

Economic Environment

3.14 This section aims to show the changes in the
economic environment over the recent past and
the forecasted trend into the future for a number
of key economic indicators. The changes in the
Irish economy, reflected in the slowdown in output
growth and the increase in unemployment over the
2007 to 2012 period, prompted a reduction in public
expenditure. After 2012 a more positive economic
environment emerged, in part due to improved
competitiveness. Output growth and employment
forecasts over the medium term are increasingly
positive, though new fiscal risks are emerging.

3.15 GDP and GNP recovered from the lows of
2012 and exceeded pre-crisis levels in 2014. Both
measures have increased significantly since 2014
and the most recent CSO estimates suggest that
GDP grew at 5.2% and GNP at 9% in 2016. GDP
figures for Ireland are less relevant than for other
countries. This reflects the high proportion of Foreign
Direct Investment activity in the Irish economy.
It also reflects how the international statistical
classifications, introduced some years ago, can have
a disproportionate impact on measures of economic
activity in Ireland (e.g. the classification of aircraft
leasing and so called ‘contract manufacturing’ within
national accounts). Despite the pitfalls associated
with GDP in an Irish context, international and
national institutions continue to base analysis on
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these metrics®. Table 3.2 presents the Department
of Finance projections of output growth in Ireland to
2021. Real GDP and GNP are forecast to increase
by 4.3% and 4.2% respectively in 2017, and
continue to grow at declining rates up to 2021. A
more reliable component of GDP in terms of national
consumer spending is personal consumption, which
increased by 4.5% in 2015 and 3% in 2016. Personal
consumption is also forecast to increase over the
medium term at declining rates.

3.16 The labour market also reached its lowest
point in 2012 and has benefited from the economic
recovery since then. The level of employment declined
to 1.8 million in work in 2012, however employment

that unemployment will decline to 5.8% in 2018
compared to their forecast of 7.3% in October 2016.
The improvement indicated by more recent forecasts
illustrates the speed at which the Irish economy is
improving.

3.17 National competitiveness is a broad concept
that encompasses the diverse range of factors
which result in firms in Ireland achieving success in
markets for traded goods and services. The National
Competitiveness Council defines competitiveness
“as the ability of enterprises to compete successfully
in international markets”. There are several inputs to
national competiveness including relative unit labour
costs which measure the average cost of labour per

Table 3.2: GDP and GNP Growth, 2015-2021

2015 2016(p) 2017(f) 2018(f) 2019(f) 2020(f) 2021(f)
ear on year percentage change
Real GDP 26.3% 5.2% 4.3% 3.7% 3.1% 2.7% 2.5%
- Personal Consumption 4.5% 3.0% 2.8% 2.7% 2.5% 2.2% 2.0%
Real GNP 18.7% 9.0% 4.2% 3.5% 2.8% 2.3% 21%

Source: 2015-2016 CSO, 2017-2021 Department of Finance

has increased to over 2 million in 2016. The
unemployment rate followed a similar path, reaching
a high of 14.7% in 2012 and decreasing to 8.3%
in 2016. At the end of Q1 2017 the unemployment
rate was 6.4%. The unemployment rate is forecast
to continue its decline over the medium term. The
most recent forecasts from the Economic and Social
Research Institute’s (ESRI) Spring 2017 Quarterly
Economic Commentary (QEC) (McQuinn et al., 2017)
and the Central Bank’s Quarterly Bulletin for Quarter
2 2017 estimate that unemployment will decline to
5.6% by 2018. The Department of Finance’s draft
Stability Programme Update (April 2017) estimates

unit of output. Relative unit labour costs, as shown in
Figure 3.3 below, in Ireland between 2010 and 2016
have declined by 25% compared to the Euro Area
average which declined by 8%. As Table 3.5 below
shows, one of the primary drivers of Government
expenditure is public pay and pensions. Public
service pay policy can impact on competitiveness,
which remains a foundation for national economic
and social progress in the following ways:

Table 3.3: Unemployment Rate, 2015-2021

2015 2016 2017(f) 2018(f) 2019(f) 2020(f) 2021(f)
Unemployment Rate

Central Bank (Quarterly

Bulletin Q2 2017) 9.4% 7.9% 6.4% 5.6% n/a n/a n/a
ESRI QEC (Spring 2017)’ 9.4% 7.9% 6.4% 5.6% n/a n/a n/a
ngﬁggeggfg)ﬁ”a”ce 9.5% 8.3% 7.7% 7.3% 6.9% 6.5% 6.1%
Department of Finance 9.5% 7.9% 6.4% 5.8% 5.5% 5.5% 5.5%
(April 2017)

* ESRI and Central Bank use the average for the year to estimate the unemployment rate. The Department of Finance uses Quarter
two of each year to estimate the unemployment rate.

Source: 2015-2016 CSO, 2017-2021 Department of Finance and ESRI

4 The Commission welcomes the recommendation of the
Economic Statistics Review Group (ESRG) to introduce a
novel indicator to capture the specific nature of the Irish

economy, which excludes the globalisation distortions on the

economic aggregates.
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¢ High public-private pay differentials may lead to
private sector pay inflation, this would make the
Irish economy as a whole less competitive for
tradable goods and services.

e Higher public service wage costs that are
funded by additional taxation, may increase the
cost of living and/or the cost of employment.

e Higher public service wage costs that are
funded from other areas of public expenditure,
have significant opportunity costs, in terms
of expenditure forgone, which may have
been spent on infrastructure or reducing cost
pressures for all of society (e.g. childcare).

Figure 3.3: Index of Relative Unit Labour
Costs®, 2010-2016
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Public Service Pay and Pensions

3.18 Public service pay and pensions make up a
significant proportion of Government expenditure.
Pay and pensions are driven by the current and past
public service employment numbers. The pay bill and
public service numbers were reduced since the onset
of the economic crisis, to assist in the stabilisation
of the national finances. As the recession subsided,
the national finances improved, and this permitted
gradual increases in the number of public servants,
in order to respond to service demands which in turn
increased the pay bill.

3.19 The public service is composed of the Civil
Service, the education sector, the justice sector,
the health sector, the Non-Commercial State
Agencies (NCSAs), the defence sector and the Local
Authorities. Over the 2008 to 2016 period, WTE public
service numbers declined by 4% from 320,387 to
306,571 (see Chapter 6 Recruitment and Retention
for more detail). This decline assisted in stabilising
the national finances. While Local Authority staff
are not paid directly from the Exchequer, the 23%
reduction in Local Authority staff over the period has
yielded significant savings for the Exchequer by way
of reducing the required level of general Exchequer
financial support to the Local Authorities.

Table 3.4: Public Service Employment in Whole-Time Equivalents 2008-2016

2008 2013

2014

Change
2008 to
2013

2015 2016

Quarter 4

Exchequer Funded 285,379 260,675 262,856 271,569 279,709 -9% -2%
Local Authorities 35,008 27,544 26,786 26,630 26,862 -21% -23%
Total Public Service 320,387 288,217 289,643 298,199 306,571 -10% -4%

Source: Department of Public Expenditure and Reform

5 Unit labour costs are calculated as the ratio of total labour

costs to real output
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3.20 The gross public service pay bill net of PRD
decreased by 9% from €16.6 billion in 2007 to €15.6
billion in 2016. There was a steep decline in gross
pay (net of PRD) from the peak of €17.2 billion in
2009 to the lowest point of €13.8 billion in 2014.
The savings on the pay bill were a result of the
2009-2013 retrenchment measures, a moratorium
on recruitment introduced 2009 and a reduction in
the headcount over the period. According to 2015
data from Eurostat, employee compensation as a
percentage of General Government Expenditure in
Ireland was 25% compared to 21% for the Euro
Area (19 countries) and 21% for the UK. However
Ireland’s General Government Expenditure as a
percentage of GDP at 29.4%, lagged somewhat
behind the average for the Euro Area (48.5%) and
the UK (42.9%) indicating the relatively low level of
General Government Expenditure in Ireland in 2015.

3.21 Conversely, the gross exchequer public service
pension bill has doubled from €1.5 billion in 2007 to
€3 billion in 2016°. The peak in pension payments in
2012 was a result of higher than average number of
retirees due to the expiry of the 2012 ‘grace period™.
The total costs of the public service pensions are more
difficult to compare across a European context due
to the relationship between state and occupational
pensions. In addition to the PRD, public servants
also pay an ongoing pension contribution which
contributes between €500 million and €550 million
to the Exchequer each year. Regarding the long term
liabilities associated with public sector pensions,
DPER carried out an actuarial valuation of the public
service accrued pension liability in 20128, They
estimated that the total accrued liability in respect of
public service occupational pensions was €98 billion®
at December 2012. This suggests that the liability has
fallen by €18 billion or by 16% since the 2011 report of
the Comptroller and Auditor General which estimated
that the total accrued liability in respect of public
service occupational pensions was €116 billion at the
end of 2009. The key reasons for the reduction were
the pay and pension cuts since 2009 and the freeze
of increments until after the HRA. The introduction

6 For most public servants there is a window of up to five
years within which they can choose to retire. This means that
overall annual pension bill cost patterns can be disrupted in
years where there is a higher than average number of retirees.
This is primarily due to the cost of the one-off retirement lump
sum payments to which public servants are entitled.

7 The pensions of public servants who retired on or before 29
February 2012 were based on pay levels prevailing before the
introduction of the 2010 FEMPI pay cut.

8 Accrued Liability in Respect of Public Service Occupational
Pensions (2012), Department of Public Expenditure and
Reform.

9 This figure of €98 billion represents the present value of
all expected future superannuation payments to current
staff and their spouses in respect of service to December
2012, plus the liability for all future payments to current and
preserved pensioners and to their spouses.

of the Single Public Service Pension Scheme on 1
January 2013 is also of relevance when considering
future pension costs. While this new scheme does
not have any immediate effect on the liability figure
it is expected over time to generate substantial long
run reductions in the annual cost of pensions. Under
EU Regulation (EU) 549/2013, the CSO is required to
report on the gross accrued public service pension
liabilities of Irish public servants as part of the National
Accounts. Reporting is mandatory, commencing with
an end-2015 position. Having carried out the 2012
actuarial valuation of the public service accrued
pension liability, DPER has agreed to update this work
on behalf of the CSO.
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Table 3.5: Gross Exchequer Pay and Pensions Bill,'*'" 2007-2016

2007 2008 2009 2010 2011

2012 2013 2014 2015 2016(p)

Billion (unless otherwise stated)

Gross Voted Current

Expenditure €48.6 | €53.4| €55| €54.2| €52.8| €52.1 €51 | €50.5| €50.9| €51.8
Gross Exchequer Pay €16.6 | €17.2 | €17.5 €16 | €15.7 | €153 | €15.1| €14.7| €151 | €15.6
- Gross Exchequer Pay

net of PRD €16.6 | €17.2| €16.7 | €151 | €14.7| €14.4| €141 | €13.8| €14.2| €149
Gross Exchequer Pensions | €1.5| €2.1| €2.6| €2.7| €29| £€3.1 €2.8 €3] €29 €3
Exchequer Pay (net of

PRD) and Pensions as % | 37.2% | 36.1% | 35% | 32.8% | 33.4% | 33.6% | 33.2% | 33.3% | 33.6% | 34.6%
of Current Expenditure

Source: Department of Public Expenditure and Reform

3.22 As a percentage of current expenditure the pay
and pensions bill (net of PRD) declined from 37.2% in
2007 t0 33.2% in 2013. From 2014 pay and pensions
(net of PRD) as a percentage of current expenditure
has increased, in 2016 pay and pensions (net of
PRD) accounted for 34.6% of current expenditure.

Risks to the Fiscal and Economic
Environment

3.23 The following section outlines identifiable risks
to the national finances and competiveness over the
short to medium term. Ireland’s relatively small size
and highlevel of opennessincreasesits vulnerability to
rapid changes in the regional and global environment.
In relation to the domestic economy, Brexit poses
many risks to employment and income. As well as
being important in themselves, the activities that
are highly exposed to risks associated with Brexit
contribute very significant levels of revenue to the
exchequer. Of all the Eurozone economies, Ireland is
the most vulnerable to the consequences of the UK
vote to leave the EU, and Ireland’s future economic
performance will depend heavily on the future
relationship between the UK and EU. If the trade
arrangements between the EU and UK post-Brexit
were to revert to a World Trade Organisation type
arrangement, research suggests this would have a
detrimental impact on Irish-UK trade. The potential
implications for the Irish economy of different
possible trade outcomes due to Brexit have been
analysed recently in Bergin et al. (2016). The results
suggest Irish GDP could fall by as much as 3.8%
relative to a baseline case of no Brexit. While these
trade-related outcomes will not materialise over the
next year, the uncertainty facing the Irish economy

10 These figures are exclusive of Local Authority pay and
pensions which are not funded by the exchequer

11 Estimates for 2016, indicate that gross pay and pensions
of Local Authorities were €1.3 billion and €0.3 billion,
respectively

in anticipation of these outcomes could in itself have
a negative impact on domestic activity. The Euro-
Sterling rate has also appreciated significantly over
the past year, with adverse implications for Irish
exports to the UK. There are a myriad of risks to
Ireland associated with Brexit including those listed
above. As the UK enters negotiations with the EU
and the terms of negotiation become clearer these
risks will become more visible. In addition, if there
is an increase in barriers to trade globally this would
pose a risk to the Irish economy.

3.24 Regarding the national finances, expenditure
pressures are likely to arise from standard long-
term influences such as demographic changes
and inflation. However, there are also important
structural factors that have the potential to increase
expenditure at a faster rate than forecast; for
example; addressing the under-supply of housing,
infrastructure  development, EU-level climate
policy compliance, higher than expected EU
budget contributions and the possibility of a higher
population than forecast. There are also a number of
contingent liabilities related to the State held assets
in the banking and property sector where uncertainty
around timing and market conditions could result in
less than optimal returns. The high level of national
debt could further impact on expenditure pressures
through interest rate shocks that result in significant
increases in interest payments. However the debt
has been secured with long maturities of a fixed
nature which should protect against reasonable
interest rate increases.
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3.25 On the revenue side of the national finances,
tax concentration, specifically corporation tax
concentration, poses the risk that if these tax receipts
are volatile there is the potential for revenue to the
State to be lower than forecast. IFAC™ highlight nine
risks to the fiscal environment in their 2016 Fiscal
Assessment Report, three of which are related to tax.
They specifically highlight the changes in the drivers,
the volatility and concentration of corporation tax.
A scenario where the expenditure and revenue
risks materialise in similar periods would have very
substantial impacts on the ability of the State to
service its debt.

3.26 Finally, as a small and open economy in a
single currency zone, lIreland’s business model
is very much geared towards export-led growth,
which, in turn, is sensitive to the evolution of cost
competitiveness. If labour costs increase relative
to international competitors there is a risk that
there will be less demand for Irish exports. In
particular, the construction sector contributed to the
deterioration in competitiveness in the 2000s due
to the disproportionate role it played. The growing
relevance of this sector over the medium term could
cause a repeat of the deterioration which was seen
in the 2000s.

Chapter 3 Conclusions

3.27 The lIrish economy has emerged from a
challenging economic period that had severe
impacts on the labour market and national finances.
Since 2012 unemployment has declined, GDP
growth has increased and the fiscal position of
the State has continuously improved. The pay and
pensions bill which accounts for over a third of
current Government expenditure was also reduced
to improve the national finances. The pay bill
declined from 2008 to 2014 while the pensions bill
increased from 2008 to 2012, due to a number of
early retirement incentives which reduced the pay
bill, and has remained relatively static since 2012.

3.28 The provisional pay bill, net of PRD, for 2016
is €14.9 billion, up 8% from 2014. This increase is
partly explained by the 6% increase in exchequer
funded public service numbers over the 2014 to 2016
period. The pensions bill more than doubled from
€1.5 billion to €3.1 billion between 2007 and 2012,
however it levelled off after 2012 and is estimated
to be €3 billion in 2016. The peak in the pensions
bill in 2012 is explained by the higher than average
number of retirees due to the expiry of the 2010 to
2012 ‘grace period’.

12 Irish Fiscal Advisory Council, Fiscal Assessment Report,
November 2016, Dublin.

3.29 While the projections of the fiscal and
economic environment are positive in the short
to medium term, risks in the form of Brexit and
domestic competitiveness have the potential to
pose significant challenges to the Irish economy and
the national finances. Overall the constraints on the
national finances have reduced considerably since
2010, however the levels of debt remain elevated
following the fiscal crisis. While the medium term
position is expected to continue to improve, the
Commission believes that the Government must
continue to act prudently regarding the management
of the national finances.

3.30 The level of resources available to the
Government for discretionary spending - ‘fiscal
space’ — is projected to be less constrained in
the period after 2018. However, decisions on the
proportion of the public expenditure to be allocated
to public service pay are a matter for Government,
who will also need to take account of the competing
pressures on the public purse and external risks
facing the economy. In agreeing public service
pay levels it is a matter for the parties to strike an
appropriate balance between the interests of public
service employees and the provision of efficient
and adequate levels of public services, taking into
account any constraints on the exchequer. There is
no simple formula for balancing these interests, nor
are they static over time.
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Chapter 4:

Comparisons of Public Service and
Private Sector Pensions

4.1 This chapter examines the
subject of public service pensions
and their relative value compared
to private sector occupational
pensions. The terms of reference
provide that when reaching its
findings the Commission shall
have regard to, inter alia, the
superannuation and other benefits
applying in the public service.

The chapter first sets out the
background to valuing occupational

pensions and their contribution to
total reward or total remuneration.
We then outline some issues raised
in submissions by interested parties
before summarising our actuarial
adviser’s review of this material.
In the final section we set out our
findings and conclusions in relation
to the relative value of the various
categories of public service pension
schemes now in operation.

Background

4.2 The relative value of public service pensions
was last examined in detail in 2007, in the context
of the Benchmarking Body report. DPER submitted
to the Commission that the relative value of public
service pensions is a significant part of remuneration
for public servants and that the relative value of this
component is higher now than it has been in the past.
The 2007 Benchmarking Body report concluded that,
on average, a fair rate for the employer cost of the
bulk of public service pensions would be just over
20% of salary, while a comparable rate for private
sector employees with occupational pensions
was around 8.5%. Taking the difference between
these estimates, it thus quantified the average
additional value of public service pensions relative

to private sector pensions as 12% of salary and
applied a corresponding discount of that amount
when comparing public service and private sector
remuneration levels in its report.

4.3 The concept of total reward or total remuneration
is well understood amongst human resource
practitioners and other policymakers both in the
public service and private sector. Total remuneration
is the sum of an employee’s compensation package,
including basic pay and all other benefits including
superannuation. As Danzer and Dolton (2012)
point out there is almost universal agreement that
consideration of remuneration should include
pay and pensions and all other forms of benefits
(in cash and kind), but there is less agreement on
how this should be calculated. At a minimum,
remuneration encompasses two primary elements;
annual earnings and cost of superannuation benefit
provision. The superannuation element of public
service remuneration is significant: in 2016, the
cost of pensions in payment to public servants
totalled in excess of €3.3 billion." The Commission
considers that to address its terms of reference for
the purposes of its initial report, it must examine the
value of public service pensions.

4.4 There is an increased general awareness about
the costs associated with pension provision, and
some of the factors which impact on costs are
readily discernible, including level of benefit and
level of employee contribution. However, the value
of pension benefits is still difficult to estimate. This
is partly because some elements require forecasts
of uncertain variables, e.g. longevity of pensioners
(current and projected), co-ordination with State
contributory pension benefits and long term expected
returns on future investments. Other relevant factors
vary across individuals, for example, age and salary
at entry and career progression. Various judgements
and methodological assumptions have to be made.
One standard simplification adopted in this chapter
is not to calculate actual costs for an individual
member but instead to estimate the typical valuation
for a grade or category of public servants as a whole.

1 Paragraph 1.1.6, Department of Public Expenditure and
Reform Technical Paper, Actuarial Review of Pension
Provision in the Irish Public Service and a Comparison with
the Private Sector, 30 March 2017.
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4.5 The landscape of occupational pension provision
in the private sector has changed significantly in the
last decade. The Pensions Board Annual Report
in 2006 suggested that there were slightly more
private sector employees covered by defined benefit
pension schemes than by defined contribution
schemes at that time. The 2007 Benchmarking Body
report referenced a study by the Irish Association
of Pension Funds which indicated that the share of
companies with defined benefit pension provision
was 37% and the share offering defined contribution
schemes had risen to 24%. The 2007 Benchmarking
Report highlighted some related distinctions
between public service and private sector pension
provision as follows:

¢ All of the public service grades covered by
the Benchmarking Body had defined benefit
pension schemes, while private sector provision
composed of a declining number of defined
benefit pension schemes, an increasing
number of defined contribution schemes, and
finally, many private sector employees with no
occupational pension benefit at all.

e Public service pensions increased in line with
movements in salary in the respective grade of
the member at retirement (‘pay parity’), while in
the private sector, where pension increases took
effect, they were limited to CPI increases.

4.6 The shift toward defined contribution schemes
has continued in the private sector with the 2015
Annual Report of the Pensions Authority indicating
that there are 125,955 active members of defined
benefit pension schemes (subject to the Funding
Standard) and 281,629 active members of defined
contribution pension schemes. Industry evidence
strongly suggests defined benefit pension schemes
are effectively closed for new entrants in the private
sector.

4.7 The Pensions Authority indicates that pension
coverage in the public sector remains at 100%, with
the equivalent coverage figure for the private sector
at 40%. However, public service pension provision
has also changed in the decade since the 2007
Benchmarking Body report, most notably, with the
introduction of the Single Public Service Pension
Scheme (‘the Single Scheme’) with effect from 1
January 2013. The Single Scheme is a career-
average revalued earnings pension scheme which
applies to all new entrants to the public service from
that date, replacing the standard final salary based
pension provision which continues to apply for pre-
2013 public service entrants. The Single Scheme
is a defined benefit pension scheme but it indexes
members’ benefits to increases in CPI (rather than
increases to benefits in payment based on pay

parity as previously applied). Minimum pension age
for Single Scheme members is also specified in line
with the State Pension age (currently 66 years, rising
to 68 years in 2028).

Issues raised with Commission by
parties

4.8 Most of those who made submissions to the
Commission addressed this question of public
service pensions and the valuation that they should
attract. In addition, we had a number of meetings
at which this matter was discussed in more detail.
At a meeting with DPER in November 2016, the
Department proposed that the Commission should
take full account of the relative value of public service
pensions. It also indicated that the Department was
already working on an actuarial assessment of public
service occupational pension liabilities to comply
with requirements in respect of EU Regulation (EU)
549/2013, the output of which would provide useful
information on the expected cost of public service
pension liabilities, and about the benefits associated
with those pension obligations. Finally, DPER advised
us that it intended to make a further significant
submission to the Commission on the matter of public
service pensions. The Department wrote to us in
January 2017, reiterating this intention and indicating
that the early output from the actuarial assessment
already underway in respect of EU Regulation (EU)
549/2013 requirements, would be used to complete
an updated actuarial assessment of the value of
public service pensions, drawing upon work already
conducted by the Benchmarking Body in 2007.

4.9 On foot of DPER’s communications in this
regard, the Commission informed other interested
parties of the Department’s intention to submit an
actuarial assessment of the value of public service
pensions. We also invited those parties to submit
their views on the matter in writing, to input into the
Commission’s deliberations concerning the relative
value of public service pensions.

4.10 DPER submitted its technical paper,
Actuarial Review of Pension Provision in the lIrish
Public Service and a Comparison with the Private
Sector, to the Commission on 30 March 2017.
In addition, the Commission received fourteen
other submissions specifically in respect of the
relative value of public service pensions. In some
instances, these submissions comprised an
actuarial report in addition to an accompanying
covering letter. All of these submissions, including
the DPER submission and actuarial assessment
are available on the Commission’s website
(http://paycommission.gov.ie).
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Review of Actuarial
Reports and Submissions
Received

4.11 As noted above, the Commission received
fifteen submissions in total, many of which
comprised actuarial reports, in relation to the value of
public service pensions. The full list of submissions
can be found in Appendix B. These submissions
proved extremely helpful and greatly assisted the
Commission in its considerations on this matter. At
an early stage, the Commission decided that it would
not be appropriate to review the content of these
submissions, in particular, any technical actuarial
reports, without obtaining professional actuarial
assistance and advice. Accordingly, we engaged
actuarial consultants to independently review the
submissions received by the Commission in respect
of public service pensions and to prepare a written
report setting out relevant findings.

4.12 Following a competitive procurement process,
Milliman Consulting Actuaries was appointed to carry
out the exercise. Milliman’s subsequent report for
the Commission, Review of Actuarial Submissions,
can be found in Appendix E.

4.13 Milliman was asked to review the methodology,
assumptions, key judgements and conclusions set
out in each of the actuarial submissions received by
the Commission. This exercise was commissioned at
ahighlevelandthereview did notencompass detailed
validation of actuarial calculations in individual
submissions received from interested parties. The
Commission has assumed that all of the technical
papers compiled by actuarial consultants and those
submitted to the Commission by interested parties
have been completed to professional standards.

Methodology

4.14 The Actuarial Review undertaken for the
Commission (‘the Milliman report’) states that most
submissions used a comparable methodology to
calculate a value for public service and private sector
pensions and that the methodologies employed
appeared reasonable. The methodology most
commonly used, including in the DPER report is the
‘EntryAgeMethod’. The ‘Entry AgeMethod’ calculates
the effective contribution rate (as a percentage of
pensionable salary) that would be required through
the working life of the pension scheme member to
generate the pension benefits due. The amount of
the State Pension is then deducted from the pension
amount, as appropriate, in calculating the effective
contribution cost. The effective contribution rate is
calculated net of employee contributions. With this
method, all members are treated as new entrants.
The Milliman report indicates that alternative
methodologies could be used, but concludes that
overall, this is a reasonable method to measure
benefits. The Milliman report further notes that
it would be important that the impact of the PRD
would be taken into account, when calculating the
remuneration of public servants. If not captured in
the pension comparison calculations, it should be
netted off public service earnings in any comparison
with private sector earnings.

4.15 Various judgements and assumptions must be
made when deciding upon an appropriate private
sector valuation or cost for comparative purposes.
The Milliman report highlights the most significant
judgements as follows:

e The DPER report compares pension costs of
the pre-2013 public servants with private sector
employees who have access to occupational
pension provision (i.e. those with defined benefit
or defined contribution pensions). If all private
sector employees were included, including those
employees with no pension provision, then that
would decrease the value of the private sector
pension comparator.

¢ When calculating the cost of defined benefit
pensions in the private sector, the DPER report
uses the same methodology and assumptions
as those employed to value public service
pensions. The same private sector defined
benefit pension costs were used for all grades
so variations in age and salary at entry and
retirement have not been reflected. This implies
that the values derived are appropriate for
average-to-average comparisons but could
possibly result in inappropriate comparisons in
respect of particular grades.
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Assumptions

Economic Assumptions

4.16 Table 4.1 compares the various economic
assumptions of each of the submissions received,
on a real rate per annum basis (i.e. net of price
inflation). Not all of the submissions received set out
the economic assumptions on a real rate basis, so it
is helpful to standardise the expression or formatting
of these assumptions for a true comparison.

the State Pension were to rise over time in real terms.
The Milliman report suggests that an assumption
that State Pension will increase in line with salary
inflation would be more in line with industry norms.

4.19 Finally, having considered the range of
economic assumptions set out in the individual
reports, Milliman suggests to the Commission that
on balance, the set of economic assumptions set
out in Table 4.2, are appropriate for the purposes of
calculating the relative value of public service and
private sector pensions.

Table 4.1: Comparison of Key Economic Assumptions Used in Each Submission

ASSUMPTIONS DPER ICTU*

TEACHERS

AGSI RACO

Real rates per annum (net of price inflation):

gfe"_?é‘t’i‘rteﬁfm) 15% | 2.0%-2.5% 2.5% 2.5% 2.5% N/A
gggf_‘;gttirfgfent) 1.5% 1.5% 1.5% 1.5% 1.5% 2.0%
Salary Inflation 1.0% 1.0% 0.75% 0.75% 0.75% 0.0%
pate Pension 0.0% 1.0% 0.75% 0.75% 0.75% Unolear

* The Public Services Committee of ICTU uses a wider range of discount rates than shown in this table. Table 4.1 shows the central

range used in their conclusions.

4.17 The Milliman report further discusses the
impact that economic assumptions in respect of pre-
retirement and post-retirement discount rates, salary
inflation and increases to State Pension can have on
the resulting valuations. These assumptions relate
to inherently uncertain forecasts of future economic
parameters, and the Milliman report acknowledges
that a range of approaches for estimating them may
be considered valid. These impacts are discussed in
detail at Section 14, and sensitivities to varying the
assumptions within a specified range are considered
at Section 20 of the Milliman report in Appendix E.

4.18 The DPER assumption of a State Pension
increase of 0% in excess of price inflation is
particularly noted by Milliman as unusual in the
context of stated Government policy and in
comparison with the approach used in the other
submissions. The Milliman report notes that
assuming that the State Pension will only increase
in line with price inflation has the effect of increasing
the estimated cost of public service pensions in the
DPER assessment. This is because the direct cost of
occupational pensions for public servants with co-
ordinated pension benefits (the excess pension to
be paid over and above the State Pension), would
automatically increase at a higher rate if the State
Pension were to be constant over time, rather than if

Table 4.2: Appropriate Set of Economic
Assumptions for the Public Service Pay
Commission

ECONOMIC ASSUMPTIONS
Real rates per annum (net of price inflation):

Discount Rate (pre-retirement) 2.0%-2.5%
Discount Rate (post-retirement) 1.0%
Salary Inflation 1.0%
State Pension Increases 1.0%

Grade Details and Assumptions

4.20 The grades which were considered for review
in the DPER report are Civil Servant, Teacher, Nurse,
Hospital Consultant, Engineer, Garda and High
Court Judge. Milliman addresses the assumptions
which have been made in the DPER report in respect
of entry age, retirement ages and pensionable
salaries at entry and at retirement, and the impacts
of assumptions for these grades in Section 16 of its
report.
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4.21 The Milliman report states that in the DPER
report in some cases, pensionable salary is taken
from data provided; in other cases, it references
points on a pay scale. Milliman points out that for
some of the above grades (i.e. Nurse, Hospital
Consultant and Garda) the pensionable salary
at entry is taken as a pay scale point by DPER,
while pensionable salary at retirement is derived
from retirement data, which it is assumed includes
pensionable allowances. This differs from the 2007
Benchmarking Body report approach and this
apparent internal inconsistency, potentially means
that the rate of salary increases over the working
life is overstated (due to the wider pay range),
which could have a significant impact on the cost of
providing the final pension. Milliman estimates that
DPER costs calculated for a post-2004 nurse of 25%
would reduce to 22% if the salaries approach from
the 2007 report was employed. Milliman concludes
that when the DPER report results are averaged
across all grades, it is unlikely that this impact would
be substantial. However, it would not be appropriate
to assess individual grades using the results from
the DPER report.

4.22 The Milliman report also points out that for
some grades, hospital consultants for example,
different pay scales apply for recent entrants than
for pre-existing employees. Estimated pension costs
for a particular grade should relate to members
on equivalent pay scales to those reflected in the
calculations. Where the assumed salary at retirement
is based on pensionable salary of recent retirees, the
resulting estimates will not reflect the differences in
grades where parallel pay scales apply (with different
minimum and maximum points) for more recent
entrants. This would only occur in a very limited
number of grades.

4.23 The Milliman report also indicates that
assumptions in respect of career progression or
promotional increases may be significant, particularly
in respect of post-2013 members, where pension is
based on career average earnings. The DPER report
does not specify if progression to assumed salary at
retirement is calculated as increasing evenly through
the working life of the member. For illustration, if
salary increases early in a member’s working life, this
reduces pension costs, as employee contributions
are made at a higher level for longer. If salary
increases later in working life, this increases pension
costs.

Results

Private Sector

4.24 The Milliman report states that the DPER figures
of 11% for the pre-2013 cohort and 7% for the post-
2013 cohort of private sector employees do not
seem unreasonable, assuming that the comparisons
are made with private sector employees who receive
an occupational pension.

Public Service

4.25 Section 12.2 of the Milliman report details the
different cohorts of public servants analysed. The
Milliman report also describes how the DPER report
has split the public service cohorts into ‘standard
accrual categories’ and ‘fast accrual categories’ and
states that it is reasonable to use these categories,
so that policy decisions in respect of particular
categories or grades can be considered. Further
detail on this is available at Sections 18 and 21 of the
Milliman report. On the basis of the set of economic
assumptions set out in Table 4.2, Milliman estimated
cost comparisons (net of employee contributions)
for the average ‘standard accrual categories’ for
both the pre-2013 cohort and the post-2013 cohort
(Single Scheme members). These estimates are set
out in Table 4.3 and Table 4.4.

Table 4.3: Cost Comparison Pre-2013

Private Differential

Pre; Post Public

retirement Service Sector
discount rate
2.0%; 1.0% 25% 11% 14%
2.5%; 1.0% 23% 10% 13%

Table 4.4: Cost Comparison Post-2013

Private Differential
Sector

Public
Service

Pre; Post

retirement
discount rate
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4.26 In respect of the ‘fast accrual categories’,
the Milliman report states that a useful way of
examining the costs associated with fast accrual
pension schemes is to separate the pension cost
for those categories into pensions costs relating
to normal retirement age, and the costs relating to
earlier retirement for this category. The submission
forwarded to the Commission by the Association of
Garda Sergeants and Inspectors (AGSI) suggested
this approach, and highlighted that the impact
of early retirement for members of fast accrual
pension schemes is lower income during the period
between early retirement age and the retirement
age of other public servants on standard terms. The
AGSI and the Garda Representative Association
(GRA) submissions assert that the decision to
require Gardai to retire early is a policy decision of
Government, and that while a pension is received
during this interim period, the full additional cost of
this early or extra pension should not be taken into
account in determining appropriate remuneration for
Gardai.

4.27 The results of Milliman’s analysis on the above
basis are set out in Table 4.5.

Table 4.5: Split or Disaggregation of Garda
Pension Costs

Pension cost net of A B (]
employee contribution
Pre-2004 26% | 36% | 54%
Post-2004 20% | 28% | 53%
Pre-2013 (average) 23% | 32% | 53%
Post-2013 5% | 8% | 14%

The results set out in Columns A, B and C vary
because of the different methodologies relating
to policy decisions (existing policy position and
counterfactual) which could be taken, in respect of
pension provision for Gardai. The most appropriate
method for comparing Garda pensions to private
sector pensions will depend on the policy approach
for this particular group.

e Method A: Pension accrues at standard rates
and is paid at age 60/65/68 for pre-2004,
post-2004 and post-2013 cohorts, respectively.
Effectively, this is as if Gardai received benefits
at the normal rate accrued by other public
servants, retiring early at 54/55/55 years but
receiving a pension at standard retirement
age, which reflects actual service (i.e. not full
pension).

e Method B: Pension accrues at accelerated
rates and paid at age 60/65/68 for the
cohorts pre-2004, post-2004 and post-2013,
respectively. In this scenario, Gardai would retire
in accordance with actual fast accrual retirement
rates but full pension would be paid from
standard retirement age.

e Method C: Pension accrues at accelerated
rates and retiring at age 54/55/55 for the
cohorts pre-2004, post-2004 and post-2013,
respectively (as in the DPER report). This is
similar to Method B but the pension is payable
between actual retirement age and the normal
retirement age of other public servants. This
represents the current position.

Further detail on these calculations is provided in
Section 19.1 of the Milliman report.

4.28 Section 19.2 of the Milliman report analyses
the pension costs for Defence Force Officers,
another ‘fast accrual category’, on a similar split or
disaggregated basis. The results of that analysis are
set out in Table 4.6. The Representative Association
of Commissioned Officers (RACO) submission points
out that Government policy directs compulsory
retirement at ages from 54 to 60 years, so as with
Table 4.5, the differences between methods A,
B and C, relate to policy decisions in respect of
the approach for retirement and pensions for the
Defence Force Officers. Column C represents the
current policy position.

Table 4.6: Split or Disaggregation of
Defence Force Officer Pension Costs

Pension cost

net of employee
contribution

Post-2004

23%
5%

28%
7%

44%
11%

Post-2013

4.29 Finally, in respect of High Court Judges, a
further ‘“fast accrual category’, the DPER report
shows a very high average cost of pension. This is
attributed by Milliman to the later average age of
entry into the judiciary and the accelerated accrual of
benefits. However, Milliman concludes that the most
relevant issue for consideration is the adequacy of
the total remuneration package, including additional
pension contributions to attract qualified candidates
into the judiciary, which it is noted is an issue outside
the scope of the Actuarial Review. The issues of early
payment considered for Gardai and Defence Forces
do not arise in relation to High Court Judges.
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Milliman Report’s findings

4.30 The matter of the relative value of public
service pensions was examined in detail in 2007.
However, there have been significant developments
in occupational pensions and in the economy
since that date and all parties now recognise the
requirement to re-examine the topic in some detail.
Updated actuarial reports and technical papers were
submitted by a number of interested parties including
DPER and the Public Services Committee. These
submissions were all reviewed by the Commission’s
own actuarial advisors.

4.31 The Commission has considered the findings
of the Milliman report and notes in particular that:

¢ There was broad agreement on methodology
and approach across all submissions.

¢ DPER'’s costings do not seem unreasonable,
assuming that it is appropriate to compare public
service employees with private sector employees
who have occupational pension provision.

* However, some adjustment to DPER’s costings
is suggested to reflect a range of appropriate
discount rates and State Pension increases in
line with salary inflation, for both the private
sector and public service cost calculations (in
line with the Public Services Committee and
other individual unions’ submissions).

¢ Accordingly, the Milliman report proposed
a revised costing estimated in the range of
23-25% for pre-2013 public servants with
standard accrual terms and a revised costing
in the range of 10-11% for pre-2013 private
sector employees. The updated differential
between the estimated costs for pre-2013 public
service employees and pre-2013 private sector
comparators is in the range of 13-14%.

¢ |t estimated a revised costing in the range
of 6-7% for post-2013 public servants with
standard accrual terms and a revised costing
of 7% (with similar range of assumptions)
is estimated for post-2013 private sector
employees. This implies that the updated
differential between the estimated costs for
post-2013 public service employees and post-
2013 private sector comparators is in the range
of -1 to 0%.

e These valuations are an appropriate basis for
considering public service pension scheme
benefits on average. Other factors would need
to be taken into account when considering
individual grades.

e There are greater costs and some wider policy
issues associated with the provision of ‘fast
accrual categories’.

Chapter 4 Conclusions

4.32 The Commission has been asked to put a
value on public service pensions relative to private
sector occupational pensions. The value to be
ascribed to pension schemes is not capable of
precise ascertainment, as such a calculation requires
long term forecasts of uncertain variables. Various
judgements and methodological assumptions have
to be made, and different views can reasonably be
taken in relation to some of the associated decisions
that are required.

4.33 The Commission is of the view that comparisons
between public service and private sector pensions
should be made on a ‘like for like’ basis, in so far
as possible. We consider that it is reasonable to
compare public service employees with private
sector employees who have occupational pension
provision, weighting appropriately to reflect the
compositional mix of defined benefit and defined
contribution schemes in the private sector. However,
if estimates made on this basis are used when
comparing total remuneration for public service and
private sector employees, it is important to note that
currently the majority of private sector employees do
not have occupational pensions.?

4.34 Some submissions argue that there are
inadequacies in occupational pension provisions in
parts of the private sector and that this will not be
addressed by dis-improving pension arrangements
for the State’s employees. The Commission sees
some merit in this argument. The issue of adequacy
of pension provision in other sectors is a broader
societal matter that is under consideration by
the Government and the Department of Social
Protection.

2 The earnings analysis (in Chapter 5) is based on all
employees, whether they had occupational pensions or not.
Therefore, adding together estimates of the pension premium
and estimates of the earnings premium, to estimate a relative
level of total remuneration, would be unreliable. This limitation
was also shared by the Benchmarking Body report in 2007.
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4.35 The Commission concludes that on average the
value provided to employees by the standard accrual
Single Public Service Pension Scheme is now on a
par with employers’ contributions to current private
sector defined contribution pensions. Approximate
membership of the standard accrual Single Scheme
was estimated at 34,000 members, at the end of
December 2015. Single Scheme membership has
increased significantly since then and is currently
estimated to be in excess of 50,000.

4.36 ltis clear, thatin the case of the earlier (pre-2013)
legacy public service pension schemes, benefits are
still considerably more valuable than for equivalent
employees in the private sector. These benefits were
previously assessed in 2007 to be on average 12%
more valuable than private sector benefits and a
corresponding discount of that amount was applied
when comparing pay levels.

4.37 On the basis of Milliman’s analysis, standard
accrual legacy public service pension schemes
are now, depending on assumptions made, worth
between 13%-14% more than private sector
pensions for pre-2013 members. There were
approximately 243,000 members in these types of
schemes at the end of December 2015, which are
closed to new members.

4.38 The Commission has carefully considered all of
the issues raised in individual submissions received,
and has noted, in particular, that small variations in
the assumptions made in an actuarial assessment
can have a significant impact on its results. There
are many possible valid approaches to deciding
upon economic assumptions. The Milliman report
concluded that DPER’s costings do not seem
unreasonable. The Milliman report also proposed
a revised set of costings for public service and
private sector pension schemes based on a range
of economic assumptions, which the Commission
considers reasonable. The Commission considers
that it would be sensible to reflect this range of
reasonable assumptions and results in its findings.

4.39 The Public Services Committee’s submission
proposed a cost of 21% to 23% for the pre-2004
standard accrual cohort, which is also proposed in its
report, as a proxy, for the pre-2013 public service as
a whole. In the Commission’s opinion, based on the
assumptions used in the preparation of the actuarial
report upon which it is based, that submission can
also be accepted as cogent.

4.40 It will ultimately be a matter for the parties
to the collective bargaining process to assess all
of the information provided in this chapter and to
agree on a valuation to be ascribed to public service
pensions in measuring overall remuneration. In the
Commission’s opinion and having regard to all of
the information provided to us, the value for the
differential could reasonably be fixed within a range
between 12%-18% (i.e. up to 6% above 2007 levels)
for the pre-2013 standard accrual cohort of public
servants.

4.41 The Commission notes that there are greater
costs and some wider policy issues associated with
the provision of fast accrual pension schemes. The
level of additional cost varies depending on the
scheme involved. There were approximately 23,000
members of these types of schemes at the end of
December 2015.

4.42 The Commission believes that the values
identified for those on legacy pre-2013 standard
accrual pension schemes and fast accrual schemes
should be addressed by providing for an increased
employee pension contribution for those who
continue to benefit from those schemes. The rate
of increase and the grades and categories to which
it should apply is a matter for negotiation between
the parties, taking account of the level of benefits
accruing. The Commission proposes that it would
be reasonable to apply any agreed adjustments in
conjunction with the discontinuance of the PRD
which is a provision of the FEMPI Acts.
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Chapter 5:

Comparisons of Public Service and Private

Sector Earnings

5.1 This chapter outlines the
evolution of earnings patterns and
trends in the public service and
provides earnings comparisons
between the public service and
private sector from 2007. As the
recession developed both the
public service and private sector
responded with reductions in pay
and numbers employed. The private
sector reduced its pay bill, primarily
by reducing the numbers employed
and the number of hours worked.
The public service reduced its pay
bill, primarily by reducing earnings
in a progressive manner where the
higher earning cohorts experienced
a greater proportionate reduction
in earnings than the lower earning
cohorts.

5.2 Private sector earnings declined from 2008 to
2011 and increased each year since, in 2016 average
private sector earnings were 2.9% above the 2008
level. Average public service earnings declined from
2008 to 2014 and in 2016 were some 8.1% below
the 2008 level. At an international level, Irish sectors
that are predominantly made up of public service
employees rank among the highest compared to
similar European Union and European Free Trade
Area countries. Looking to the public service and
private sector earnings differential, controlling for
a number of characteristics, the public service
earnings premium has declined from 2007 to 2014
and was approaching parity. In 2014, there was
a public service discount at the higher end of the
earnings distribution while a premium remained at
the lower end of the distribution and for women. The
point at which the premium becomes a discount has
decreased from 2007 to 2014 and is likely to have
decreased further since. Pay settlements across

the private sector in recent years have provided pay
increases in the range of 1.5% to 2.5% annually,
depending on the sector and the employer’s ability
to pay.

5.3 This chapter considers the evolution of earnings
trends and provides earnings comparisons taking
account of employee characteristics as required by
the Commission’s terms of reference. The following
sections outline the evidence of pay trends and
comparisons across the public service and private
sector from 2007 to 2016, where information
is available. This analysis does not extend to a
comprehensive ‘like for like’ job analysis such as
those carried out in the second Benchmarking
Body report in 2007. Instead, this report focuses on
changes since that time in the public service and
private sector based on available information. This
chapter is presented as follows: the first section
summarises the key points about pay comparisons
contained in submissions received from relevant
parties and also summarises the findings from
the 2007 Benchmarking Body report. The second
section analyses the trends and comparisons of
earnings in the public service and private sector.
Finally the conclusions of the Commission on these
matters are presented.

Issues Raised with Commission by
Parties

5.4 We received a number of submissions regarding
matters relating to public service earnings and
met with a range of interested parties so as
to listen to their views and to fully understand
the issues raised. The following section sets
out some of the views and background data
presented by the parties. All submissions received
are available on the Commission’s website
(http://paycommission.gov.ie/).

5.5 DPER submitted that the Commission should
take account of both the range of professions
and roles within the public service together with
the individual characteristics of employees when
analysing remuneration. According to DPER,
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public service remuneration (i.e. compensation of
employees) as a percentage of General Government
Expenditure in 2015 is ahead of the European Union
(EV) and Euro Area average. The DPER submission
referred to a number of econometric analyses
which, controlling for employee and their employers’
characteristics, considered the public private pay
differential over the 2000s, all of which, according
to DPER, reported a pay premium for public service
employees.

5.6 The Public Services Committee submitted that
comparisons of the pay of equivalent jobs, or work of
equal value, in the public and private sectors should
continue to inform public service pay determination.
Its submission stated that the only comparison that
is valid in the determination of pay is between work of
a grade in the public service and the work of an exact
equivalent, or those undertaking work of equal value,
in the private sector. The Public Services Committee’s
submission also stressed that comparison of public
sector pay with averages in the private sector is not
valid and creates a false narrative about comparative
pay arrangements. Analysis presented by the Public
Services Committee suggested that between 2000
and 2012 wage growth in the public service was
above the private sector and that in 2013, private
sector wage growth exceeded that of the public
service. The Public Services Committee submitted
that private sector wage growth since 2013 has
ranged from 1% to 3.5% annually, using a range of
Public Services Committee data sources.

5.7 The Public Services Committee’s submission
suggested that international comparisons should
be made with countries at similar level of economic
development within the Eurozone and that
international comparisons outside of the Eurozone
should be treated with caution due to currency
fluctuations. The submission emphasised that any
international comparisons must be by reference to
equivalent jobs or work of equal value, and must
take account of the cost of living in the countries
being reviewed. The Public Services Committee’s
submission also suggested that employee
compensation comparisons, using national accounts
data, do not take account of particular countries’
accounting methods and distortions can arise when
using this type of data to compare public service
earnings.

5.8 Employer organisations (lbec and Small Firms
Association (SFA)) acknowledged the importance
of industrial peace in the public service for society
and the economy as a whole, but emphasised that
this cannot be at any cost. An econometric study of
2013 Survey of Income and Living Conditions (SILC)
data by Ibec suggested that the public-private pay

premium was around 12% but their analysis did not
include the effects of the PRD on public servants.
Ibec acknowledged that the premium has declined
between 2009 and 2013, but stated that there is
still a high premium for those in the bottom half of
the earnings distribution (i.e. those earning around
€40,000 or less). In the Ibec analysis the premium
turns to a discount for the top 10% of public sector
employees. Other submissions from employer
organisations stated that average weekly earnings
in the public sector are 50% higher than in the
private sector. Regarding international comparisons
employer organisations, using Eurostat data, show
that Irish public service workers are still well paid in
a European context.

Findings of 2007 Report in Relation

5.9 The 2007 Benchmarking Body report found that,
in general, public service salaries compared well with
the private sector, where remuneration was found
to be below the private sector it mainly arose in the
more senior grades. The 2007 Benchmarking Body
recommended pay increases for a small number of
groups across the public service. They made pay
recommendations for 15 of 109 specific grades
including a revised system of allowances in respect
of Principals and Deputy Principals in primary
schools and increases in pay ranging from 1% for
Chief Technical Officers in the education sector to
15% for Principal Medical Officer in the health sector.
However none of the pay recommendations of the
2007 Benchmarking Body were implemented due
to the change in economic circumstances. Although
some parties suggested that we address the non-
implementation of these awards, we did point out to
the relevant parties that pay recommendations for
specific groups are outside the scope of the terms
of reference of this report. Such matters will have to
dealt with in any negotiations that Government may
undertake following the publication of this report.

Earnings Analysis

5.10 This section considers earnings in the public
service and private sector over the period 2007 to
2016. This time period reflects the economy and
labour market conditions from the end of the ‘Celtic
Tiger’ period, through the subsequent recession and
into the present period of economic recovery. As the
recession developed both the public service and
private sector responded with reductions in pay and
numbers employed. However, the approaches taken
in each sector were necessarily different. The private
sector, faced with declining demand for goods and
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services, responded by rapidly reducing numbers
employed and working hours. There were also,
in some instances, reductions in pay. The public
service, which saw little reduction in demand for
services, relied on natural wastage and a moratorium
on recruitment to reduce numbers more gradually.
However, across the board reductions in pay and
pension were implemented as the main instrument
of reducing public service pay costs.

5.11 At a sectoral level, it is clear that the public
service and private sectors have structural
differences.  Similarly, other sectors (e.g.
construction, wholesale and retail, etc.) of the
economy are structurally different, employ persons
with differing characteristics, and operate in different
business environments. Therefore, for example,
comparing average earnings of employees in the
accommodation and food services sector with that
of employees in the information and communication
sector would provide a misleading comparison
if one did not control for differences in employee
characteristics. In the same way, simple comparisons
of average public service and private sector earnings
would be misleading.

5.12 Comparing earnings of public service and
private sector employees requires careful analysis,
as differences exist in the composition of the two
sectors and the characteristics of their employees
(e.g. gender, occupation, experience, educational
attainment, trade union membership, etc.). We were
not required in this initial report to directly compare
the remuneration for individual public service and
private sector jobs. Instead this section compares the
two sectors by tracking the trends in their earnings,
illustrating changes in their earnings distribution,
considering pay settlement trends in the private
sector, comparing earnings in an international context
and finally making broad public-private earnings
comparisons (accounting for the characteristics of
employees and their employers).

5.13 This section is presented as follows, the first
part compares trends in earnings in the public service
and private sector using data from the Earnings,
Hours and Employment Costs Survey (EHECS)
from 2008 to 2016. Sectoral average earnings from
EHECS are also presented. The second part looks at
the distribution of earnings and employment in the
public service and private sectors using the National
Employment Survey (NES) for the period 2007 to
2010 and administrative earnings data for the period
2011 to 2014. The third part outlines pay settlement
data from the Chartered Institute for Personnel
and Development Ireland (CIPD) and Industrial
Relations News (IRN). The fourth part considers
the international comparisons of earnings across

sectors of the economy that are predominantly
made up of public service employees. The fifth part
considers econometric studies of the public-private
sector earnings differential that have been carried
out for the years 2003, 2007, 2009, 2010, 2011
and 2014. These econometric studies take account
of the differences in characteristics of employees
(e.g. gender, occupation, experience, educational
attainment, trade union membership, etc.) and the
characteristics of their employer (e.g. sector, size of
organisation).The final part sets out certain themes
that emerge from the data.

Employment in the Public Service
and Private Sector

5.14 The number of people employed in a sector and
the characteristics of those employees significantly
affects the earnings in the sector and how average
earnings evolve over time. In the private sector,
employment fell from 1.37 million in 2008 to a series
low of 1.17 million in 2011, 14.7% below the 2008
level. As of 2016 employment in the private sector
was 1.31 million, 4.4% below the 2008 level. In the
public service' employment declined from 375,400
in 2008 to 345,700% in 2016, 7.9% lower than
employment levels in 2008. Employment in the public
service decreased at a slower rate than the private
sector up to 2013 and has seen smaller increases in
employment growth than the private sector over the
period 2008-2016.

Average Earnings Patterns and
Trends

5.15 Average weekly earnings in the private sector
were €658 in 2008 and €677 in 2016, 2.9% higher
in 2016 than in 2008. In the public service, average
weekly earnings (net of the PRD) were €922 in 2008
and declined to €847 in 2016, 8.1% lower in 2016
than in 2008. Analysis that is ‘net of PRD’ reduce
earnings to reflect the impact of PRD (i.e. earnings
minus PRD?3). Figures for the public service in 2016
are inclusive of the LRA measures introduced from
1 January 2016, which are underpinned by the

1 The public service is considered to be all sectors that were
subject to the FEMPI legislation, thus Commercial State
Agencies are considered to be in the private sector for this
analysis.

2 Public service employment refers to number of persons
employed rather than WTE referenced elsewhere in the
report.

3 The Pension Related Deduction applied to total earnings of
public service bodies is the effective PRD rate each year.
The PRD rates applied were: 5.92% - 2009 (0%*2 months,
7.5%*2 months, 7%*8 months); 7% - 2010, 2011 and 2012;
6.7% - 2013, 2014 and 2015; 5.6% - 2016; 5.3% - 2017,
2018.
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FEMPI legislation. Under the terms of the LRA some
FEMPI measures affecting public service earnings
are being unwound in 2017 and 2018. These along
with other scheduled payments to public service
employees allow for the estimation of average
earnings up to 2018%. Figure 5.1 illustrates the trend
in average weekly earnings in the private sector
and public service and projections, for the public
service only, from 2016 to 2018. Based upon these
figures and assumptions it is estimated that public
service average weekly earnings (net of the PRD)
will increase by 1.7% from 2016 to 2018. This leaves
projected public service average weekly earnings
6.5% lower in 2018 than the 2008 level net of PRD
and 1.3% lower than in 2008 when PRD is included.

Figure 5.1: Index of Average Weekly
Earnings for the Public Service and Private
Sector, 2008-20185
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Source: CSO, PSPC Workings

4 Using EHECS 2016 data as a base, the LRA is estimated to
increase the public service pay bill by an estimated €290m in
2017 and €287m in 2018. Garda pay increases are estimated
to increase the pay bill by €50m from 2017. Accelerated pay
increases will have a once off impact of €120m on the pay
bill in 2017, after which the pay increases are accounted for
within the LRA estimates. It is assumed that public service
employment will grow by 1.3% each year, the average public
service employment growth of 2015 and 2016. As advised
by DPER’s letter to Ibec on 16 February 2017, the analysis
assumes that increment payments will not increase the total
public service pay bill as savings from persons leaving the
public service at higher increment points will cover the cost of
incremental progression at lower levels.

5 EHECS data relating to 2016 reflects final data for Q1, Q2
and Q3 and preliminary data for Q4.

5.16 Average annual earnings for full-time
employees for all sectors of the Irish economy were
€45,075 in 2015, according to the CSO.® Average
annual earnings in the accommodation and food
service sector were €25,106 which was €19,969 less
than average for all sectors. On the other side of the
scale, the average annual earnings in the information
and communication sector were €59,434 which
was €14,359 more than the annual average for all
sectors. Average annual earnings in the sectors
that are predominately made up of public service
employees, range from €45,020 in the human health
and social work sector (€55 less than average) to
€51,682 (€6,607 more than average) in the public
administration and defence sector. Average annual
earnings in the education sector were €51,053
(€5,978 more than average). It is evident that full-
time sectoral earnings in the Irish economy are
heterogeneous.

Figure 5.2: Average Annual Earnings by
Sector for Full-Time Employees, 2015
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5.17 The large differences in average earnings
across sectors are due to the differing nature of
business enterprises these sectors operate in;
the characteristics of these enterprises and the
characteristics of their employees, such as gender,
occupation, experience, educational attainment,
trade union membership, etc. These are the same
reasons there are differences between average
earnings in the public service and private sector,
thus these differences are not unique to public-
private sector comparisons.

6 This particular analysis does not reduce public service
earnings to reflect the impact of PRD
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Distribution of Employment and
Earnings in Public Service and
Private Sector

5.18 This section considers the distribution of the
public service and private sector, ranked together,
by earnings. The lowest earners are in the 1st decile
and the highest earners are in the 10th decile. There
are approximately 196,000 people in each decile.
For example, the 5th decile is made up of 22,000
public service employees and 174,000 private sector
employees who earn between €23,000 and €27,400,
annually. Figure 5.3 illustrates the number of public
service and private sector employees in each
earnings decile in 2014. The figure highlights the
structural differences of the two sectors. Within the
public service, 21% of employees were in the lower
half of the distribution, while the majority (57%) of
private sector employees were in the bottom half
of the distribution. The majority (79%) of public
service employees are located in the upper half of
the earnings distribution (i.e. earnings over €27,400
per year). The 7th, 8th and 9th deciles accounted for
56% of all public service employees with a further
12% in the 10th decile (i.e. 48,000 public servants
earning over €63,000). The private sector had 43%
of employees in the upper half of the distribution,
with falling numbers employed in the 6th to 9th
deciles. Nine per cent of all private sector employees
are in the 10th decile. This represents some 149,000
private sector employees earning in excess of
€63,000 per year.

5.19 The ratio of earnings of the 90th to 10th
percentile indicates the difference in the structure of
the public service and private sector. In 2014, the
ratio for the private sector was 6.9, this indicates
that those at the top of the earnings distribution were
earning 6.9 times the earnings of those at the bottom
of the earnings distribution. In the public service the
ratio was 3.6, which indicates that those at the top
of the earnings distribution were earning 3.6 times
the earnings of those at the bottom of the earnings
distribution. The private sector has a higher ratio
than the public service, demonstrating the private
sector’s broader earnings distribution compared
to the public service’s narrower distribution. This
narrower earnings range is a common feature of
public service employment internationally (Dustmann
and Van Soest, 1997).

Figure 5.3: Number of Employees by Income Decile in the Public Service and Private

Sector, 2014
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Distribution of Earnings

Distribution of Earnings in the Public
Service and Private Sector, 2007 to
2010

5.20 The analysis below considers the public service
and private sector, ranked separately, by earnings
from 2007 to 2010. The public service and private
sector have large differences in the breadth of their
earnings range. The private sector saw the largest
earnings reductions among the lowest earners and
the smallest reductions for the highest earners,
while the public service saw a small increase for
the lowest earners but the largest decrease for the
highest earners. These trends mask the impact
of compositional changes such as work pattern
changes (e.g. full-time to part-time) which could
shift workers to lower earning groups. Figure 5.4
illustrates the percentage change in the earnings
of every 10th percentile from 2007 to 2010, net of
PRD. The private sector saw earnings fall across the
earnings distribution, with largest decreases in the
10th and 20th percentiles and smaller decreases in
the 30th to 90th percentiles. Public service earnings,
net of PRD, increased in the 10th percentile, all
other percentiles have seen a decline in earnings.
The changes to public service earnings show the
progressive nature of the public pay reductions over
the period, with the highest percentiles experiencing
the largest reductions and the lower percentiles
seeing the smallest reduction. However, the 40th
50th and 60th percentiles have earnings reductions
greater than that of the 70th percentile.

Figure 5.4: Percentage Change in Percentile
Earnings in the Public Service and Private
Sector, 2007-2010

[l Private Sector [l Public Service (net of PRD)
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X
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Source: CSO, PSPC workings

Distribution of Earnings in the Public
Service and Private Sector, 2011 to
2014

5.21 The analysis below considers the public service
and private sector, ranked separately, by earnings
from 2011 to 2014. This period saw private sector
earnings increase across the earnings distribution
with the largest increases for the highest earners
(i.e. those above the 90th percentile). In contrast,
the public service saw decreases in earnings for all
groups above the 30th percentile with the largest
decreases for the highest earners. Over the period
2011 to 2014, private sector earnings increased
across the earnings distribution with increases
between 1.2% and 1.5% in the 10th to the 70th
percentiles with the exception of the 20th percentile
where earnings increased by 2.4%. The 80th and
90th percentiles had higher increases of 2.3% and
3.6% respectively. The public service increased
earnings in each of the lowest three percentiles. The
40th to 70th percentiles experienced slight declines
while the 80th and 90th percentiles fell by 2% and
4% respectively.

Figure 5.5: Percentage Change in Percentile
Earnings in the Public Service and Private
Sector, 2011-2014
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5.22 In February 2017, the Chartered Institute for
Personnel and Development Ireland (CIPD) and
Industrial Relations News (IRN), published the results
of their annual survey on private sector pay in 2017.
The 2016 and 2017 surveys were conducted online
among IRN and CIPD Ireland subscribers; a total of
536 companies completed the survey in 2017 and a
total of 584 completed the survey in 2016.

CIPD and IRN Survey Sample

5.23 Just under half of the 2017 sample were
companies with 250 or more employees,
approximately a third of the sample were companies
with 50-249 employees and about a fifth of the sample
were companies with fewer than 50 employees.
34% of the companies sampled were unionised.
The industry types sampled were as follows: 60%
of companies were from the services sector, 17%
were from the manufacturing sector, 3% were from
the Commercial State Agency sector and 20% were
in other sectors.

Main Findings of CIPD and IRN

5.24 Regarding treatment of basic pay rates, 65%
of companies increased pay in 2016. Looking at
pay treatment by size, more mid-size companies
increased basic pay than larger and smaller
companies. Smaller companies were more likely to
maintain basic rates of pay.

Table 5.1: Actual Treatment of Basic Pay by
Company Size, 2016

Company Size Increased Maintained

1-49 58% 42%
50 - 249 69% 31%
250+ 65% 35%
All 65% 35%

Source: CIPD, Private Sector Pay 2017

5.25 The size of the pay increase also differed by
company size. Overall companies increased their
basic pay by 2.7% in 2015 and 3% in 2016. However
smaller companies increased their basic pay by an
average of 3.8% in 2015 and 4.7% in 2016. Whereas
increases in middle and larger companies were
constant, in 2015 and 2016, at 2.7% and 2.5%
respectively. Looking at unionisation, companies with
union representation increased basic pay by 2.3%
and those with no union representation increased
pay by 3.4%. One of the theories suggested for

the difference in basic pay increases for unionised
and non-unionised companies is that those with
union representation might be governed by pay
agreements which guarantee a certain level of basic
pay increases each year whereas pay increases for
those with no union representation may be dictated
solely by company or individual performance which
can vary widely each year.

5.26 The specific mix of companies and sectors
in the sample are only indicative of private sector
pay trends in the economy as some sectors are not
represented and certain sectors are under or over
represented in the sample.

Figure 5.6: Basic Pay % Increase by
Company Size, 2015 and 2016

W 2015 (n=563) W 2016 (n=519)
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Source: CIPD, Private Sector Pay 2017

5.27 In terms of basic pay sentiment for 2017, 50%
of companies surveyed are planning to increase
basic pay in 2017 with 25% of companies planning
to maintain basic pay and 25% undecided at the
time of the survey. This compares to the 2016 survey
when 50% of companies planned to give increases,
but in reality a greater number, some 65% did in fact
give pay increases. Relative to company size, larger
employers are more likely to plan increases and
smaller employers are more likely to plan to maintain
pay levels. Companies with a union are more likely
to plan an increase.
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Table 5.2: Company Plans Regarding Basic
Pay in 2017

Increase Maintain De(,:\ligion

All 50% 25% 25%
1-49 35% 36% 28%

Sompany  [s0-249|  52% | 25% |  23%
250+ 54% 21% 25%

Union 66% 19% 15%

Unionisation U,\:]?gr; P — —

Source: CIPD, Private Sector Pay 2017

5.28 In summary, 2016 saw increases for these
companies in basic pay ranging from 2.5% to 4.2%
depending on company size and unionisation. The
2016 CIPD/IRN data shows increases for middle
and larger companies of 2.5% and 2.7% which
are higher than the CSO annual earnings increases
for the private sector of 2%. The difference in the
increases is likely to be explained by the different
sectoral mix in the CIPD/IRN survey compared to
the CSO data. More companies increased basic pay
than maintained pay, regardless of size. Looking
forward to 2017, larger companies are more likely to
plan increases in pay.

Themes Emerging from Analysis of
Earnings Patterns and Trends

5.29 In terms of the distribution of employment
by earnings, the public service and private sector
show very significant differences. Within the private
sector 57% of employees were in the lower half of
the earnings distribution compared to 21% of public
service workers. The ratio of earnings of those in the
90th percentile compared to the 10th percentile in the
private sector was 6.9 compared to 3.6 in the public
service. Average earnings across the sectors of the
economy are diverse. These findings are reflective
of the varied nature and composition of the Irish
economy. There are a range of factors that influence
earnings across sectors of the economy including
gender, occupation, experience, educational
attainment, trade union membership, etc. It can be
concluded that because of these factors earnings
across these different sectors in the economy vary.

5.30 The change in earnings in the economy since
2008 have been considerably different for public
service and private sector employees. Public
service earnings (net of PRD) saw larger decreases
in average earnings than the private sector. Public
service earnings levels in 2016 were 8% lower than
in 2008. Forecasts for 2017 and 2018 estimate that

earnings in the public service are likely to increase
by approximately 1.7%, which will bring average
earnings to 6.5% lower than the 2008 level when
account is taken of PRD. The public service also
saw a slower decline in employment compared to
the private sector which was a result of the Public
Service Stability Agreements. Also, during this period
the demand for some public services (e.g. social
welfare and medical services) increased as a result
of decreasing incomes, increasing unemployment
and demographic pressures.

5.31 Firms in the private sector mostly reduced their
wage bill through a rapid decline in employment
and reduced working hours, resulting in less severe
reductions in average earnings. Employment started
recovering in 2012 and average earnings have
since risen to 3% above 2008 levels in 2016. Pay
settlement data from the CIPD/IRN survey of private
sector companies indicates that for large companies
the average pay increase per year over the last 2
years was 2.5%, CSO data indicates that average
earnings increases for all employees in the private
sector over the last 2 years ranged from 1.7% in
2015 to 2% in 2016.

5.32 ltis evident from the distributional analyses that
pay reduction measures over the 2007 to 2010 period
in public service earnings were generally progressive
in nature. Changes in earnings in the private sector
distribution were neutral up to the 70th percentile and
more regressive in nature above that point. Over the
2011 to 2014 period, public service earnings at most
pay points declined whereas earnings increased,
although at low levels, across the distribution for
the private sector. One of the effects of the FEMPI
legislation has been a reduction in the differentials
between different income cohorts of public service
employees. It is understood that this was done in
part as a measure of social solidarity rather than on
the basis of any analysis of relative changes in job
responsibilities. As FEMPI measures continue to be
unwound, the issue of the relative pay differentials
between different cohorts will need to be considered.

International Comparators

5.33 This section aims to contextualise and consider
Irish public sector earnings compared to the EU15
countries (excluding Greece’), and developed
European Free Trade Area (EFTA) countries (Norway,
Iceland and Switzerland) in 2014, which is the most
recent year data is available. These comparisons give
an indication of the earnings across sectors which
are mostly made up of public sector employees.
A public service and private sector breakdown is

7 Data for Greece is not available for 2014.

May 2017

Report of the Public Service Pay Commission



not available from this data source, so the three
public sector dominated economic sectors; public
administration and defence, education, and human
health and social work, are used as proxies for the
public sector. There are private sector elements in
each of these sectors while there are also elements
of the public service not included in these three
sectors.

5.34 This analysis is not a ‘like for like’ comparison
of public sectors internationally. More complete and
comparable public sector earnings comparisons
would include characteristics such as occupational
classification, educational attainment, skill level,
experience and trade union membership. Robust
statistics about these characteristics are not
available from the data used in this analysis. These
unobserved characteristics would explain some of
the remaining differences in earnings between the
public sectors across countries. Notwithstanding
these limitations, Eurostat’s Structure of Earnings
Survey (SES) is still the most reliable source of data
for international earnings comparisons. It should
be noted that these are gross earnings and do not
include adjustments for tax, social insurance or
other deductions (i.e. PRD).

International ‘Public Sector’
Earnings

5.35 The aim of this international analysis is to
establish whether remuneration in the public sector
is unusually low compared to other countries where
Irish people have the automatic right to work (i.e.
the EU) or in countries where earning levels effects
Irish earning levels. Research has shown that earning
levels in other countries such as the UK have had
significant effects on the Irish labour market for
many years (Curtis & FitzGerald, 1996) and evidence
presented to the Commission suggests that within a
limited number of sectors (e.g. health sector) there
is an international labour market with staff moving
to and from other countries in significant numbers.
Where this is the case, setting pay levels considerably
lower than the international norms may impact on
recruitment and retention.

5.36 Eurostat data on emigration® indicates that
54% of Irish emigrants in 2015 migrated to a
European country. The UK was the most popular
destination accounting for 23% of Irish emigrants.
North America and Australia & New Zealand were
the next most popular destinations with 16% and
11% respectively. Ideally this analysis would focus
specifically on EU countries as well as North America,

8 This includes all people (including public service and private
sector employees) who emigrated from Ireland in 2015.

Australia & New Zealand. However there would not
appear to be a consistent international data source
for worldwide comparisons across sectors. The
OECD collects information in relation to international
earnings but due to considerable differences in
methodologies across countries these are not
included in this report. Therefore, this analysis uses
Eurostat’s SES database to compare against similar
countries within the EU and EFTA.

5.37 Data from Eurostat’s SES is used to analyse
data on earnings across EU Member States and
EFTA countries. The objective of the SES is to provide
accurate and harmonised data on earnings across
the EU for policy-making and research purposes.
This analysis does not consider disaggregated
variables from the SES because some variables
(i.e. occupation, education, etc.) were forecast and
modelled from 2011 administrative data sources, and
results from Census 2016 indicates a large change in
these variables over the 2011 to 2016 period. More
information on this data is available in Appendix F.

5.38 Table 5.3 shows the ratio of gross earnings in
sectors mostly made up of public sector employees
compared to gross earnings in the general economy,
as measured by earnings in the industry, construction
and services sector, for each country. While the
ranking of absolute earnings is informative, this
measure gives an indication of the difference in the
level of earnings in each of these sectors compared
to the average for each individual country. In effect
there are differing ratios across sectors due to the
different characteristics of sectors and employees
within those sectors. Looking specifically at
sectors which are largely made up of public sector
employees, the ratio for Irish public administration
and defence is the 3rd highest of the 12 countries
considered at 1.12, behind the Netherlands and
Switzerland. This indicates that earnings in the
public administration and defence sector are 12%
higher than average annual earnings in lIreland.
Similarly, the ratio for education is the 3rd highest
of the 15 countries considered. The education ratio
of 1.22 indicates that employees in the education
sector earn 22% more than average annual earnings
in Ireland. In terms of human health and social work,
the ratio is the 5th highest (1.01) of the 17 countries
considered, with Luxembourg, Spain, Iceland and
Italy ranking above Ireland in 2014. The ratio for the
human health and social work sector is 1% higher
than average earnings in Ireland.

Report of the Public Service Pay Commission

May 2017



Table 5.3: Ratio of Average Annual Earnings, 2014

Human Health and

Public Administration

and Defence T Social Work
Ranking Ratio Ranking Ratio Ranking Ratio
Ireland 3 1.12 3 1.22 5 1.01
Austria n/a n/a 5 1.11 9 0.93
Belgium n/a n/a 7 1.05 15 0.87
Denmark 7 1.05 10 1.03 16 0.87
Finland 9 1.02 9 1.03 14 0.87
France 12 0.86 12 0.97 17 0.81
Germany 8 1.04 6 1.08 11 0.92
Iceland 5 1.07 16 0.80 3 1.01
Italy 11 1.00 14 0.91 4 1.01
Luxembourg n/a n/a n/a n/a 1 1.06
Netherlands 1 1.19 4 1.13 6 0.98
Norway n/a n/a 11 0.99 8 0.94
Portugal n/a n/a 1 1.42 13 0.89
Spain 4 1.07 8 1.04 2 1.02
Sweden 10 1.01 15 0.90 12 0.91
Switzerland 2 1.16 2 1.30 7 0.97
United Kingdom 6 1.06 13 0.96 10 0.93

Source: Eurostat, PSPC workings

5.39 The EU Commission, in 2013, carried out an
econometric analysis of the gap between public
and private earnings, using data from 2010 and
2006 which controlled for characteristics such as
occupational classification, educational attainment,
skill level, and experience. They found that in general
public sector employees have higher average
earnings than their counterparts in the private sector
particularly for lower levels of education and for
women working in countries that were EU members
prior to 2004. However at higher positions they found
a private sector wage premium. In an Irish context
this analysis found that the public-private earnings
premium was 21% compared to the average of 3.6%
across 21 EU countries. Their conclusion echoed
much of the national and international literature
which finds that public sector employees are, on
average, older, more educated and more likely to
occupy managerial positions than private sector
employees, and thus tend to earn higher levels
because their characteristics normally bring higher-
than-average earnings (De Castro et al., 2013).

Themes Emerging from International
Comparisons

5.40 This section has presented the differences
between the Irish public sector and public sectors
across the EU respectively based on Eurostat’s SES.
Robust and comparable statistics on international
earnings, particularly outside of the EU, are
compromised by methodological differences.

5.41 Using the ratio of average annual earnings
in each sector compared to the average annual
earnings in each country:

¢ Irish annual earnings in the public administration
and defence sector are 12% higher than
Irish average earnings and rank 3rd of the 12
countries considered for this ratio.

¢ Irish annual earnings in the education sector are
22% higher than Irish average earnings and rank
3rd of the 16 countries considered for this ratio.

e |rish annual earnings in the human health
and social work sector are 1% higher than
Irish average earnings and rank 5th of the 17
countries considered for this ratio.
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5.42 Comparing this ratio across the Irish sectors, the
human health and social work sector has the lowest
ratio and the education sector has the highest ratio.
Readers should note that there are differing ratios
across sectors due to the different characteristics
of sectors and employees within those sectors. The
methodological differences in international data
outside of the EU and data limitations in EU data,
specifically the difference in what was estimated
for Eurostat in 2014 and the Census 2016 results,
make it difficult to draw definitive conclusions on
international earnings comparisons.

5.43 Controlling for characteristics such as
occupational classification, educational attainment,
skill level, and experience, the Irish public earnings
premium in 2010 was amongst the highest in the
European Union. However, these estimates do not
remove PRD and since 2010 there have been very
significant earnings movements across the public
service and private sector. The econometric analysis
from 2011 to 2014 by the CSO shows the effects of
these movements on the public-private premium for
Ireland.

Econometric Analysis of Public-
Private Earnings 2007-2014

5.44 At the start of this chapter we noted that simply
comparing average pay or earnings levels in any
two sectors tends to be misleading. In particular,
averages fail to allow for differences in earnings
that arise due to the varying mixtures of employee
characteristics (e.g. sectors that employ more
experienced or highly educated staff will also tend
to pay more). Econometric analysis of public-private
earnings differentials aims to correct for some of these
differences and thereby facilitate more appropriate
comparisons. This approach involves estimating
the average premium or discount in public service
earnings compared to the private sector, while
taking account of employee characteristics (e.g.
age, gender, occupation, experience, educational
attainment) and employer characteristics (sector,
size of employer). It is also possible to examine how
average public-private earnings differentials vary
across the earnings distribution. In 2007 econometric
earnings models formed part of the second
Benchmarking Body exercise. Several studies have
been carried out since then, most recently by the
CSO0°. These econometric analyses do not replace

9 Ernst & Young and Murphy (2007) analysed NES 2003 data;
Kelly, McGuinness & O’Connell undertook a similar study in
2008 focusing on 2003 and 2006 NES data. Subsequently
the CSO produced similar analyses for the years 2007, 2009
and 2010 using NES data. More recently the CSO published
results of an econometric analysis for 2011 to 2014 based
upon linked QNHS and administrative earnings data.

detailed ‘like for like’ job analysis, as the surveys
and administrative earnings datasets used in these
models contain only a subset of employee and job
characteristics. However, these pieces of research
allow for the tracking of comparable public-private
earning statistics across the earnings distribution
and over time.

5.45 In this section we collect results from several
recent studies to explore the evidence on how
average public-private earnings differentials have
developed over time in Ireland. As some of these
public-private sector estimates were produced
independently of each other, utilised different
specifications and methodologies and have different
data sources, they are not directly comparable with
one another as absolute values. They do however
provide a good indication of the trend in the public-
private earning differential over the period. The
public-private earning differential estimates should
not be taken as absolute values, they are statistical
estimates that provide insight into the evolution of
public service earnings premia or discounts over
time and across the earnings distribution.

5.46 The regression analysis presented in Figure 5.7
excludes PRD from public service earnings, uses data
weighted to reflect the national workforce, excludes
company size as an explanatory variable and only
considers permanent full-time employees aged 25
to 59. However, there are some attributes that vary
among the models used. NCSAs are considered
private sector in 2003 and 2006 and are considered
public sector from 2007 onwards. Commercial State
Agencies are considered private sector for 2003,
2006 and 2009 to 2014, but were categorised as
public sector in 2007. The Commission’s remit
relates only to public service employees, so public
service specific data is preferred where available.
Also, the models from which results are drawn for
2007-2014 control for union membership, whereas
those for earlier years do not. More information on
these models is provided in Appendices C and F.

Report of the Public Service Pay Commission

May 2017



Average Public-Private Sector
Earnings Differential

5.47 Figure 5.7 illustrates the output for the average
public-private earnings differential for each year an
econometric analysis was undertaken'®. From 2003
to 2006 the public service premium increased to a
series high of 24% for all public service employees.
Post 2006 there is a downward trend in the estimated
public service earnings premium reaching parity or
a small discount for public service employees in
2014. These movements reflect changes in private
sector earnings as well as the effects of cuts to
public service earnings over the period (including the
introduction of PRD). The public service premium
for males fell at a faster pace than that of females.
Public service males, net of PRD, had a discount of
3% in 2011 and reached a discount of 7% in 2014.
Females continue to have a public service premium
for all years and the rate of decline in the premium
is low. The public service premium for females
was 11% in 2009 and has declined to 7% in 2014.
Drawing firm conclusions about why the premium
for women in the public service did not fall in line
with the male premium is difficult without sector-by-
sector analysis. Part of the explanation may be that
the composition of female employment in the private

sector is weighted more toward the low pay sectors,
whereas in the public service there is a large
concentration of females in sectors with above
average levels of earnings (e.g. health and education).
Provided each group share similar characteristics
(i.e. education, age, etc.) this may explain some of
the variation between women in the public service
and private sector.

5.48 The precise level of the estimated public
service premium is somewhat sensitive to the set
of controls that is included. In particular, omitting
either the union membership or occupation controls
tends to increase the estimated average public
service premium by about six percentage points
(see Appendix F). Taking the example of union
membership, union members earn more on average
and union representation is strong in the public
service. Omitting the union membership variable
would lead this extra premium to be attributed to
public service employment. The premium for union
membership could be attributed to the benefits of
collective bargaining, particularly in the case of lower
paid employees. It should also be noted that the
relative public service premium across the earnings
distribution, which we discuss in Appendix F, is not
sensitive to inclusion of these variables.

Figure 5.7: Average Public-Private Earnings Gap, 2003-2014
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10 The analysis for 2011-2014 uses QNHS personal
characteristics with P35 earnings data. There was a 90%
match between the two sources with no obvious differences
in the descriptive statistics of the matched dataset to that of
the P35.
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Distribution of Public-Private Sector
Pay Differential

5.49 Figure 5.8 below shows the public-private
earnings differential at various points across the
earnings distribution for 2007, 2010, 2011 and
2014. In 2007 the 10th percentile had a 27% public
premium while the 90th percentile had an 11%
premium. By 2014 this gap had declined, the 10th
percentile had a public service earnings premium
of 15% and the 90th percentile had a discount of
13%. In 2010, the earnings gap became a discount
at the 80th percentile, by 2011 this dropped to
about the 60th percentile and in 2014 the earnings
gap became a discount at about half way up the
distribution. However, the precise level at which the
premium becomes a discount is sensitive to model
specification.

5.50 Analysis of the data indicates that public
service employees on the lower end of the earnings
distribution have a higher premium than those at
the upper end of the distribution and that the public
service pay differential across all earning levels
have declined in 2014 relative to 2007. At the lower
end of the distribution, public service employees
earned a premium, but at the higher end of the
earnings distribution, the 2007 premium had moved
to a public service discount by 2014. The share of
public service employees with a premium decreased
over the period. In 2014 similar numbers receive a
premium to those receiving a discount, compared to
private sector employees.

Figure 5.8: Distribution of Public Service
Earnings Gap, 2007, 2010, 2011 and 2014

Source: PSPC workings

Themes Emerging from the
Econometric Analysis

5.51 The estimated public service earnings premium
is substantially smaller than the raw premium based
on average earnings which is widely reported.
Controlling for the difference in the characteristics
of employees across sectors the average public-
private earnings differential (net of PRD), for full-time
permanent employees aged 25 to 59, decreased
from a premium of 24% in 2006 to a slight discount
in 2014 (or to a small premium if union membership
is excluded from the model). While these are
statistical estimates subject to some uncertainty,
they show a downward trend in the public service
earnings premium, with the average premium
arguably approaching parity by the end of the
period. The precise estimated level of the premium
is too sensitive to model specification (e.g. whether
union membership is included) to be considered
definitive, but the trend in the premium and the
distributional pattern are more stable with respect to
what is included in the model. There are differences
by gender with females maintaining a public service
premium; however, this premium has declined slowly
since 2007 compared to more substantial falls in the
male premium.

5.52 In terms of the earnings distribution, higher
public service pay premia are present at the lower
end of the earnings distribution and discounts
are present at the upper end of the distribution.
According to the CSO, private sector earnings
increased by 1.7% in 2015 and 2% in 2016 whereas
public service earnings, net of PRD, increased by
0.6% in 2015 and 0.5% in 2016. Therefore, it is
likely that the public service premium has continued
to fall in 2015 and 2016 as private sector earnings
continued to increase at a faster pace than public
service earnings.
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Chapter 5 Conclusions

5.53 In 2007, the Benchmarking Body concluded
(with a number of exceptions) that on a job for job
basis, pay levels in the public service were at least
as high as the private sector.

5.54 The responses of private sector and public
service employers to the economic crisis varied. In
the private sector demand for goods and services
reduced, leading to a decline in demand for labour
with private sector employment levels declining
from 1.37 million in 2008 to 1.17 million in 2011.
In the public service demand for labour rose due
to demographic trends and an increase in demand
for certain services (e.g. social welfare). This, along
with the conditions set out in the Public Service
Stability Agreements resulted in a slower decline
in public service numbers and a more severe but
progressive decline in earnings for public service
employees compared to private sector employees
who remained in employment. One of the effects of
the FEMPI legislation has been a reduction in the
differentials between different income cohorts of
public service employees. It is understood that this
was done in part as a measure of social solidarity
rather than on the basis of any analysis of relative
changes in job responsibilities. As the FEMPI
measures continue to be unwound, the issue of the
relative pay differentials between different cohorts
will need to be considered.

5.55 As the economy emerged from the recession,
private sector earnings and employment have
recovered at a faster rate than the public service. The
changes in public service and private sector earnings
prior to 2014 have resulted in a decline in the public-
private earnings premium and for higher income
groups the premium has shifted to a discount. It is
likely that the premium has declined further in the last
two years because private sector earnings increased
at a faster rate than the public service. According to
the CSO private sector earnings increased by 1.7%
in 2015 and 2% in 2016. Whereas public service
earnings, net of PRD, increased by 0.6% in 2015 and
0.5% in 2016. Pay settlement data from CIPD and
IRN indicates that across the private sector in recent
years pay increases have been in the range of 1.5%
to 2.5% annually, depending on the sector and the
employer’s ability to pay.

5.56 Internationally, earnings in the Irish public
administration and defence, education and human
health and social work sectorsrank amongthe highest
in similar EU and EFTA countries in 2014. However,
the methodological differences in international data
outside of the EU and data limitations in EU data,
specifically the difference in what was estimated
for Eurostat in 2014 and the Census 2016 results,
make it difficult to draw definitive conclusions on
international earnings comparisons. The literature
on international public-private sector earnings
differentials finds that public sector employees are,
on average, older, more educated and more likely
to occupy managerial positions than private sector
employees, and thus tend to earn higher levels
because their characteristics normally bring higher-
than-average earnings. In an Irish context the EU
Commission analysis, based on 2010 data, suggests
that the public-private pay premium is amongst the
highest of the 21 EU countries considered. More
recent analysis based solely on Irish data suggest
the Irish public service premium has declined since
2010.

5.57 Results shown earlier in this chapter, (e.g.
Figure 5.8) imply that on average public servants
receive significantly lower gains in earnings for
each additional year of experience than do their
counterparts with similar backgrounds in the private
sector. This pattern seems to have persisted for a
considerable time. One interpretation would be that
public service employment offers better earnings for
those in low paid occupations or at the start of their
careers, in exchange for slower earnings progression
and thus lower pay for those with more experience
and seniority.

5.58 While this chapter focuses specifically on
earning rates and movements, a full comparison of
public service and private sector remuneration levels
needs to take into account the relative value of public
service and private sector pensions and security of
tenure, where appropriate. These components are
covered separately in this report.
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Chapter 6: Recruitment and Retention

in the Public Service

6.1 Our terms of reference require
the Commission to have regard
to evidence of recruitment and
retention trends within the public
service. This chapter firstly provides
an overview of public service
numbers since 2008, including
the period since the introduction
of the moratorium on recruitment
and promotion in March 2009. The
second part of the chapter sets
out a brief summary of some of
the issues raised in submissions

received by the Commission. The

third part of the chapter focuses
on sectoral information regarding
recruitment since the end of the
moratorium. The fourth part of the
chapter looks at retention rates in
the public service and as this data
is not readily available across the
sectors, examines data produced by
the CSO on job churn across broad
sectors to see what information
this can provide on retention. The
final part of the chapter sets out
concluding observations.

6.2 The Commission has received submissions
and has met with a number of interested parties in
order to give full consideration to this aspect of the
terms of reference. The Commission also sought
supplementary information in order to further explore
this subject. Data on recruitment and retention
can help cast light on labour market conditions.
In particular, significant difficulties in recruiting
and retaining staff may signal that compensation
or other job characteristics are not adequate to
maintain the desired level and quality of staffing in
an area. Recruitment and retention may also affect
other labour market indicators. For example, low
recruitment or high net turnover in the recent past will
tend to leave an imprint on current levels of staffing,
making it important to be aware of recruitment and
retention trends when interpreting data on current
staffing shortages or surpluses.

Public Service Numbers

6.3 In March 2009, the Government introduced
a moratorium on recruitment and promotion in
the public service in response to the severe fiscal
and economic challenges which the country faced
following the 2008 banking crisis. During the period
2008 to 2013 public service numbers fell from a
peak of more than 320,000 whole time equivalent
staff (WTE) numbers in 2008 to a low of 288,200
WTE in the fourth quarter of 2013, a reduction of
approximately 10%. Budget 2015 saw a formal end
to the moratorium and a resumption of targeted
recruitment in the public service. Since 2013 public
service numbers have increased by some 18,350
WTE, with the largest increases in the education and
health sectors. Details of serving numbers by sector
from Q4 2008 to Q4 2016 are set out in Table 6.1.
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Table 6.1: Public Service Numbers by Sector 2008, 2013, 2014, 2015 and 2016

2008
Qtr 4

2013
Qtr 4

2014
Qtr 4

2015
Qtr 4

2016 % %
Qtr 4

Change
2008-2013

Change
2013-2016

Total Serving Numbers 320,387 | 288,217 | 289,643 | 298,199 | 306,571 -10% 6%
(WTE)*

Civil Service 39,313 | 36,118 | 36,172 | 36,339| 37,147 -8% 3%
Defence Sector 11,265| 9,797| 9,785| 9,654| 9,613 -13% 2%
Education Sector 95,024 | 91,590 | 94,045| 96,433 | 99,801 -4% 9%
Health Sector 111,025 | 99,959 | 97,791 | 103,884 | 107,085 -10% 7%
Justice Sector 15,692 | 13,021| 12,787 | 13,034 | 13,411 17% 3%
Local Authorities 35,008 | 27,544 | 26,786| 26,630 26,862 21% 2%
NCSA** 13,060 | 10,190| 12,276 | 12,225| 12,652 -22% 24%

* Public Service Numbers reported by DPER are on Whole Time Equivalent (WTE) basis.

** Non Commercial State Agencies.
Source: DPER Databank http://databank.per.gov.ie/

Issues raised with Commission by
parties

6.4 We received 54 submissions, all of which
are available on the Commission’s website
(http://paycommission.gov.ie). A summary of the
main issues raised by various parties in relation to
recruitment and retention is set out below.

The DPER opening submission to the Commission
stated that “There are -currently no general
recruitment or retention problems in the public
service — where problems are emerging is in respect
of senior management and specialist skills. Based on
the evidence available there is no problem recruiting
new entrants in general to the public service -
measured by number of applications received,
number of appointments made and the overall
growth in employee numbers”. Submissions made
to the Commission by trade unions and other staff
representative associations, including those from
the health sector and the Defence Forces, presented
differing views in relation to the issues of recruitment
and retention. In order to further explore these
differing views, we sought to gather supplementary
information.

6.5 Following the request for supplementary
information, additional documentation and statistical
data were provided in respect of various sectors
within the public service. Based on the limited
data returned, we found no evidence submitted
of general difficulties in attracting new entrants to
the public service in respect of the Civil Service,
education sector, An Garda Siochana and the Local
Authorities. However, we found some evidence of
specific difficulties in recruitment and retention in the
following areas:

¢ Health sector — Top Level Posts, Hospital
Consultants, including Psychiatry (Consultant
and Non Consultant Hospital Doctors (NCHD))

¢ Mental Health Nursing, Nursing in many
other divisions (i.e. general acute, paediatric,
midwifery), Clinical Nurse Specialists in some
specialty areas

e Radiographers, particularly in the area of
Mammography/BreastCheck Programme

e Psychologists and Paramedics
¢ Public Dentistry

e Defence Forces — recruiting doctors, marine
engineers, engineers, and retaining specialist
and experienced personnel in engineering,
ICT, pilots, avionic technicians and Air Traffic
Controllers

e Civil and Public Service - Senior Executives and
Specialist Grades.
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6.6 The submission by the Public Services
Committee stated that the subject of recruitment
and retention would be dealt with by individual
submissions to the Commission from the unions
directly involved. The submission did however
highlight reduced starting pay for new entrants, loss
of flexibility in relation to entry point to the scale and
loss of allowances for new entrants, as possible
contributing factors where there are recruitment
and retention issues. A number of the individual
trade union and staff representative association
submissions to the Commission also identified
issues such as pay, new entrant pay, the removal
of certain allowances, conditions of employment,
continuous professional development, non-payment
of previous pay awards, additional working hours and
geographical factors as contributing to recruitment
and retention issues in their particular service areas.

Sector-specific Information

Health Sector

6.7 Submissions made to the Commission identified
recruitment and retention issues within the health
sector, with the National Recruitment Service
reporting particular difficulty filling posts in the
following areas:

e Psychiatry — Consultant and NCHD
¢ Mental Health Nursing

¢ Nursing in many other divisions (i.e. general
acute, paediatric, midwifery)

¢ Clinical Nurse Specialists in some specialty
areas

e Radiographers, particularly in the area of
Mammography/ BreastCheck Programme

¢ Hospital Consultants
e Psychologists

e Paramedics.

A submission from the Irish Dental Association to
the Commission also highlighted the problems in the
recruitment and retention of public dental surgeons
in some areas of public dentistry.

6.8 Some submissions recognised that increasing
pay will not in itself address the issue of recruitment
and retention particularly in the health sector, and
that there are a range of other relevant factors, in
comparison to employment in the private sector or
in other countries such as:

e pressurised work environment which impacts on
employees’ ability to deliver patient care

e provision of continued professional
development, paid study days and clinical
support

e ability to offer a more attractive work
environment

e ability to address inefficient systems or
processes which impact or distract from
providing patient care.

In addition, geographical factors were identified as a
difficulty in some locations in attracting and retaining
particular skills and specialities.

Table 6.2 sets out serving numbers (WTE) in the health
sector from a peak in 2007 of 111,506 to a trough
in 2014 of 97,791. Since recruitment recommenced
in 2015, there has been a 10% increase in overall
serving numbers, with a 10% increase in the medical-
dental group and 5% increase in the nursing group.

Table 6.2: Health Sector Serving Numbers by Grade Group

Health Sector by Grade Group 2007 2013 2014 2015 2016 % %
Qtr 4 Qtr 4 Qtr 4 Qtr 4 Qtr 4 Change Change
2007-2014 2014-2016

All Grades 111,506 | 99,959 | 97,791 | 103,884 | 107,085 -12.3% 10%
Management - Admin 18,044 | 15,503 | 15,112 | 16,164 | 16,767 -16.2% 11%
Medical - Dental 8,005 8,353 8,817 9,336 9,723 10.1% 10%
Nursing 39,006 | 33,768 | 34,211 | 35,353 | 35,835 -12.3% 5%
Health & Social Care 15,705 | 15,844 | 13,640 | 14,578 | 15,364 -13.1% 13%
Professionals

General Support Staff 12,900 9,695 9,303 9,494 9,448 -27.9% 2%
Other Patient & Client Care 17,846 | 16,796 | 16,708 | 18,960 | 19,949 -6.4% 19%

Source: HSE, Staff Census
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6.9 HSE data in relation to turnover by Staff Group for 2016 shows an average turnover rate of 10.3%, or
6.4% if the rate is adjusted to exclude training grades. Details are set out in Table 6.3.

6.10 Whilst the turnover rates set out in Table 6.3 do not appear to give cause for concern, detailed
submissions in this area indicate significant movement of employees, which presents challenges and can
impact on service delivery. While figures suggest that recruitment does outpace the rate of attrition nationally,
there may be shortfalls at local level and for particular skill sets. There would be merit for the parties in
putting centralised systems in place to record, monitor and analyse the detailed movement of employees,
on a regular basis.

Table 6.3 Turnover Excluding Training \Posts (Student Nurses & NCHDs), 2016

Staff Group ngzzaoguent UL :2;) ev et ?’: :::zf,?rl
2016 rate*

Total 121,036 12,497 10.3% 6.4%
Consultants 3,135 277 8.8% 8.8%
NCHDs 6,208 4,618 74.4%
Medical (other) & Dental 1,123 119 10.6% 10.6%
Nurse Manager 7,782 446 5.7% 5.7%
Nurse Specialist 1,744 59 3.4% 3.4%
Staff Nurse 28,588 2,213 7.7% 7.7%
Public Health Nurse 1,730 57 3.3% 3.3%
Nursing Student 1,275 658 51.6%
Nursing (other) 337 19 5.6% 5.6%
Therapists (OT, Physio, SLT) 4,700 374 8.0% 8.0%

Occupational Therapists 1,603 134 8.4% 8.4%

Physiotherapists 1,983 156 7.9% 7.9%

Speech & Language Therapists 1,114 84 7.5% 7.5%
Health Professionals (other) 12,387 1,086 8.8% 8.8%
Management (VIlI+) 1,432 64 4.5% 4.5%
Clerical & Supervisory (Il to VII) 17,086 765 4.5% 4.5%
Ambulance 1,637 65 4.0% 4.0%
Care 20,764 1,143 5.5% 5.5%
Support 11,109 534 4.8% 4.8%

*excludes NCHDs & student nurses as the majority of these personnel are on fixed-term or specified purpose training contracts.

Source: www.hse.ie/eng/staff/Resources/Employment_Reports/Staff-Turnover-Report-2016.pdf

6.11 Submissions to the Commission also identified a global shortage of health professionals. The INMO
submissions states that the European Commission has estimated a potential shortfall of approximately
1 million health workers by 2020, with almost 600,000 of these in nursing and midwifery categories. The
submission also noted that the Word Health Organisation predicts a global deficit of 12.9 million skilled
health professionals by the year 2035. As noted above recruitment and retention issues were identified for a
number of groups in the health sector and detailed submissions are available on the Commission’s website
(http://paycommission.gov.ie).

1 Turnover rate is the percentage of employees in a workforce that leave during a certain period of time. Health Service turnover is distorted
by the multiplicity of employers and HSE payrolls where staff leaving one employer but remaining within the service are included in the
statistics. The net increase in staffing is derived from the Health Service Personnel Census which is the official employment count for the
health sector and is expressed as whole-time equivalents (WVTE). Starters & leavers reporting does not give the correct measure for the
WTE increase (calculating starters minus leavers to imply WTE change is incorrect). Material impacts are observed, including: Multiple
payroll sites/employers in the sector, proportion of fixed-term, specified purpose & other short term contracts (e.g. medical locum), changes
in working hours, age profile of the staff cohort, NCHD rotations, student nurse numbers and pre-registration nurse students are recorded
at 50% WTE value in accordance with current Department of Health instructions, maternity or other statutory leave, promotions (particularly
relevant in nursing where nurse manager positions draw on staff nurse/public health nurse staff). Personnel changing categories (perhaps
through qualifications gained, health care assistants entering nurse training),etc. In order to normalise this rate a second calculation is
included which excludes NCHDs (the majority of whom are on rotation) and student nurses where (a) their contract has ended and (b) they
may continue in employment as staff nurses.
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Defence Forces

6.12 We were informed that the Defence Forces ran
recruitment competitions for enlisted personnel in
2012, 2014, 2015 and 2016. Based on the number
of applications for these recent campaigns there
does not appear to be any evidence of problems in
attracting new entrants to the Defence Forces. Tables
6.4 and 6.5 set out the numbers of applications and
inductions from 2012 to 2016.

6.13 The submission from the Department of
Defence and DPER states that the Defence Forces
are currently experiencing a significant exit of trained
and experienced personnel due to the improving
economy and the increased opportunities available
to further develop their careers, to achieve higher
levels of remuneration than those available within
the service and to benefit from better overall terms
and conditions. It also states that the rate of exits
imposes significant resource demands in terms of
the increases in recruitment, induction and training
with the loss of trained personnel taking a number
of years to make up, even where basic recruitment is
proceeding. The submission from RACO highlighted
the problems based on their member’s experiences
in dealing with the challenges presented as a result
of recruitment and retention difficulties across
the Defence Forces. The submission stated that
exit interviews with officers voluntarily exiting the
Defence Forces confirmed that many specialist
officers including Naval Service Operations, Marine
Engineers, Pilots, Air Traffic Controllers, ICT and
Engineers are exiting to higher paid salaries and
benefits in the private sector.

Table 6.4: Number of Applications, 2012-2016

Applications 2012 2014 2015 2016

per Annum

10,155 | 7,295| 5,296 | 4,590

Table 6.5: Number of Inductions from, 2013-
2016

2013 2014 2015 2016
Total 404 506 406 690
Inductions
Induction*® 353 443 307 590

* General Service Inductions Only
Source: Department of Defence & DPER

6.14 Table 6.6 sets out the numbers of leavers of
new entrant staff over the last three years.

Table 6.6 Rates of Attrition Among New
Entrant Staff, 2013-2016

2013 2014 2015 2016

Total Inductions 404 506 406 690
Induction* 353 443 307 590
Discharge 77 107 62 128
(Recruits)

As % 21.8% | 24.2% | 20.2% | 21.6%

* General Service Inductions Only
Source: Department of Defence & DPER

Civil Service

6.15 The Public Appointment Service (PAS) is the
main recruiter for the Civil Service and has reported
that in general, there is no difficulty in recruiting either
internal or external candidates to the Civil Service
up to the grade of Principal Officer. The volume of
applications for the competitions advertised over the
last number of years supports this view. Table 6.7
sets out recruitment activity in the Civil Service in
2008 and 2015.
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Table 6.7: Civil Service Recruitment Activity, 2008 and 2015

Numbers
Assigned/
Recommended

Number
Interviewed

Number of

Applicants

2008 | Clerical Officer (including Temporary Clerical Officer) 15,760 2,621 1,925
Administrative 16,047 1,225 555
Senior Management & Professional 6,871 1,499 538
Total 38,678 5,345 3,018
Clerical Officer (including Temporary Clerical

2015 Recruitment) 14,143 3,636 3,433
Administrative 24,566 1,371 341
Senior Management/Professional/Technical/
Specialist Posts 4,887 1,414 340
Total 43,596 6,421 4,114

Source: Public Appointments Service, Annual Report 2008 and 2015

Senior Executive and Specialist
Roles in the Civil and Public Service

6.16 In 2014, PAS reported challenges in attracting
external candidates to senior executive roles, and
has stated that these challenges were mainly due to
salaries in the public service not being comparable
to those in the private sector. PAS has said that
the situation worsened in 2015 and 2016, due to
an improvement in the economy, stating that it is a
candidate driven market and that lack of comparable
incentives such as performance related bonus, health
care and car allowance are issues. We were advised
that a public service pension is no longer regarded
as an incentive at these levels, partly because many
applicants already have pension arrangements in
place.

6.17 In 2015, PAS managed the recruitment process
foranumber of specialistroles primarilyinHR, ICT and
finance at a senior level in Government departments
and the broader Civil Service. Feedback from their
executive search function indicates that external
candidates have been very interested in these roles,
particularly given the opportunity to make a difference
at a senior level in large-scale organisations, such as
Government departments. However, PAS states that
the challenge has been that the remuneration (salary
and benefits) these candidates currently earn is at
least 30 per cent higher than that on offer in the Civil
Service.?

6.18 Many of the most senior executive roles
in the Civil Service are filled by the Top Level
Appointments Committee (TLAC). In 2015, TLAC
completed 32 recruitment campaigns for senior civil
service posts, four of these competitions were for

2 www.publicjobs.ie/publicjobs/publication/document/Annual_
Report_2015.pdf

specialist roles. Thirty appointments were made
from these campaigns, TLAC were unable to make
recommendations following two campaigns.

A review of senior executive campaigns completed
in 2015 identified the following trends:

* “There was an overall decrease in the average
number of applications for TLAC posts in
2015. While the number of applications varied
considerably from post to post, each TLAC level
post advertised in 2015 attracted an average of
25 applications compared with an average of 29
in 2014. Overall there were 789 applications for
the 32 roles in 2015.

¢ The number of women, applying for, and being
appointed to, TLAC level posts increased in
2015. In 2015, 29% of all applications were from
women, an increase on 27% in 2014 and on
21% in 2013. Women also accounted for 33% of
the successful candidates, again an increase on
previous years.

e Greater numbers of Civil Servants applied
for TLAC posts in 2015 and the proportion
of applicants coming from the Civil Service
increased substantially to 53%, compared with
just 31% in 2014.

e The proportion of applications from the private
sector, in contrast, decreased substantially from
45% to 22% overall.

¢ The proportion of applicants from the wider
public service remained similar, increasing from
24% to 25% in 2015.”
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6.19 The 2015 PAS Annual Report also states that
remuneration has become more of a competitive
issue in public service recruitment as organisations
within the private sector use remuneration in their
overall approach to attract, develop and retain talent,
and that this has now become a real disincentive to
potential candidates from the private sector who are
interested in working in the public service.

Garda Siochana

6.20 The rank of Garda is the recruitment grade
to An Garda Siochana. Based on the number
of applications for recent Garda recruitments
campaigns there is no evidence to suggest the
existence of a problem in attracting new entrants
to the Force. Tables 6.8 and 6.9 set out the
number of applications and appointments to An
Garda Siochana since recruitment restarted in
2013. The fall-off in applications in 2016 to a more
regular pattern is to be expected and is in line with
recruitment campaigns run prior to the moratorium;
for example, there were 5,719 applications for the
Garda recruitment campaign in 2008.

Table 6.8: Number of Applicants - Garda
Recruitment Campaigns

September

Advertised December January
2013 2016 2016
Number of
Applications 24,702 15,901 5,102
Table 6.9: Garda Intake, 2014-2016
Year 2014 2015 2016 Total
Intake 200 350 651 1,201

Source: Department of Justice and DPER

Education Sector

6.21 In the education sector, recruitment can be
dealt with at the level of individual schools and it is
difficult to gather information on the overall position.
As a result, the data provided to us was limited.
In general, we were not presented with evidence
of overall recruitment and retention issues. The
data examined shows that the numbers of serving
teachers increased throughout the 2011 to 2016
period. The CSO job churn data set out in Appendix
G (Figure G.4) also reflects this position. Table 6.10
sets out the numbers of serving teachers from 2011
to 2016.

However, the joint submission from the INTO and the
TUI, as well as the submission from ASTI did raise
very strongly the issue of pay for new entrants and
specifically the need, on grounds of equity, for the
restoration of the common basic scale for teachers
employed prior to 2011.

Local Authorities

6.22 Based on applications received there is no
evidence of difficulty in attracting candidates for
administrative grades in the Local Authorities, but
we were told that there is more of a challenge around
specialist/technical posts. In order to address this
issue DPER has given a derogation on starting pay
to the Local Authority sector allowing them flexibility
in this regard. Table 6.11 sets out the numbers from
the most recent large scale recruitment campaigns
in the sector.

Table 6.10: Number of Serving Teachers, 2011-2016

2011Q4 2012Q4 2013Q4 2014Q4 2015Q4 2016 Q4
Returns Returns Returns Returns Returns Returns
Primary Teachers 32,030 32,276 32,930 33,735 34,700 35,800
Voluntary Secondary Teachers 12,940 12,629 12,662 12,918 13,177 13,613
ETB Teachers 10,670 10,689 10,847 11,080 11,366 11,850
C&C Teachers 4,260 4,192 4,254 4,343 4,442 4,671
Second level Teachers 27,870 27,510 27,763 28,341 28,985 30,134
Teachers Total 59,900 59,786 60,693 62,076 63,685 65,934
Source: Department of Education & DPER
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Table 6.11: Local Authority Large Volume Campaigns February, 2017

Senior . Senior . Senior
Competition Executive Ifi::lr?err Executive Eﬁe?r:g:er Executive
Officer Planner 9 Engineer
Number of Applicants 1,213 135 293 530 869
Number placed on panel 112 51 80 58 201
49 16 28 33 71
Number appointed from
panel (1 private (1 private (2 private (8 private (5 private
sector) sector) sector) sector) sector)

Source: Local Authorities & DPER

GSO Job Churn Data

6.23 Information on staff retention rates in the public
service is not readily available across the sectors.
For this reason we have instead looked at CSO Job

Figure 6.1: Hiring, Separation and Job
Stayer Rates in Public and Private Sector,
2014

B Private Sector M Public Sector

Churn figures. In CSO terminology the number of  100%
hirings, separations® and job stayers reflect new 90%
recruits, those who have left employment and 80%
those who stay in enterprises in the public sector )
respectively; these are examined to identify trends 0%
over time, pattern by age and comparisons with the ~ 60%
private sector. Data sources, definitions and sectoral 50%
analysis are set out in Appendix G. 40%
6.24 The movement of people into and out of 30%
employment varies across sectors due to the nature 20%
of the business and the characteristics of employees.
. . 10%
The private sector has a greater amount of churn in
employment than the public sector, with 70.4% of 0%
employees staying in the same employment in 2014 Hiring Rate SepF?ration JObRStayer
ate ate

compared to 86.6% in the public sector. Similarly, the
hiring and separation rates in the private sector were
approximately double those of the public sector.

3 Separations are the number of valid employment records
assigned to an individual in period t-1 for which a
corresponding employment record for that individual did not
exist in period t with respect to the enterprise. Again, while
technically the separations occur sometime in period t-1,
for the identity to hold the estimated separations figure is
assigned to period t.

6.25 In the public sector there was a job stayer
rate of above 90% for all age groups 35-44 years
and above in 2014. The 20-24 and 25-34 groups
had job stayer rates of 583% and 80% respectively,
indicating that a greater proportion of employees in
these younger cohorts were hired in the year, this is
reflected in hiring rates of 47% and 20% for the two
groups.

Figure 6.2: Hiring, Separation and Job
Stayer Rates in the Public Sector, 2014

[l Hiring Rate [l Separation Rate [l Job Stayer Rate

100%
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6.26 The public sector job stayer rates across the
age groups in the period 2011 to 2014 indicate that
the proportion of employees who stay in employment
has increased from 2011 to 2014 in all age groups
35-44 years and above.

The job stayer rates in age groups 20-24 years
and 25-34 declined over the period 2011 to 2014.
This general increase in the job stayer rate in most
cohorts indicates that there is little evidence of a
retention issue present. The falling job stayer rates
in the two youngest cohorts suggests there is more
mobility among employees in the early years of their
careers.

Figure 6.3: Job Stayer Rate in the Public
Sector, 2011-2014
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Chapter 6 Conclusions

6.27 Despite gaps in the available data, particularly
in relation to retention issues, our analysis of the
volume of applications for posts in the public service
in the recent past would indicate that it is possible to
attract new recruits to the public service particularly
in such areas as the Civil Service (up to PO grade),
Garda Siochana, education sector and the Local
Authorities. Based on the numbers of applicants
and the gradual increase in overall public service
numbers, we found no evidence to support the view
that reduced pay rates for new entrants represent a
barrier to recruitment to the public service in general.

6.28 Public service employers and staff
representative association groups both agree that
there are certain recruitment and retention issues
particularly in the health sector. The parties recognise
that remuneration is not the only issue causing
difficulty in recruitment and retention, where it exists,
and that there are a wide range of other relevant
factors particularly in comparison to employment in
the private sector or in other countries such as:

e Pressurised work environment which impacts on
employees’ ability to deliver patient care

e Provision of continued professional
development, paid study days and clinical
support

¢ Ability to offer a more attractive work
environment

e Ability to address inefficient systems or
processes which impact or distract from
providing patient care.

6.29 The Defence Forces are currently experiencing
a significant exit of trained and experienced
personnel and are encountering challenges in
attracting direct entry personnel in specialist streams,
including doctors, marine engineers, engineers, and
there are also difficulties in retaining specialist and
experienced personnel in engineering, ICT, pilots,
avionic technicians and Air Traffic Controllers.
Anecdotal evidence would suggest that a number
of issues around career progression, job satisfaction
and professional development, as well as pay levels,
would all have an influence on the problems in this
sector.

6.30 The PAS has identified difficulties in attracting
external Senior Executives and Specialist Grades
into the public service. In 2014, PAS reported that
the challenges in filling senior executive roles, were
mainly due to salaries in the public service not being
comparable to those in the private sector. In 2015
and 2016, PAS has stated that the situation has
worsened due to an improvement in the economy,
identifying that it is a candidate driven market and
that the lack of incentives such as performance
related bonus, health care or car allowance are
significant issues. The public service pension is no
longer considered to be a strong incentive for posts
at these levels.

6.31 In the past, various pay devices were used to
address specific recruitment and retention difficulties
in particular specialist areas. These included entry
above the scale minimum, accelerated incremental
progression, allowances in the nature of pay, etc.
It may be worthwhile for the parties to examine the
use of such devices as part of the response to areas
where real recruitment/retention challenges exist
rather than attempt to rely solely on ‘a one size fits
all’ solution.

6.32 In June 2011, the then Government introduced
a general pay ceiling of €200,000 for future
appointments to higher positions across the public
service, which was at the pay level of the Taoiseach
(and a general pay ceiling of €250,000 for future
appointments to CEO posts within Commercial State
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Agencies)*. Since then, senior levels of public service
salary have all been within this cap with resulting
compression of salary headroom at these levels.
On the issue of setting senior executive pay levels
by reference to the pay of officeholders, the 2011
Hutton Report on senior level pay in the UK public
sector observed that “comparisons between the pay
of senior public servants and politicians are invalid.
Prime Ministers are not recruited in the same way as
senior managers, their pay is not a significant factor
in attracting or retaining candidates for their office,
and that pay is set in a political process that need
not consider the impact on recruitment or retention
of high calibre people If there is continued pressure
on filling senior level posts in the Irish public service,
it may be appropriate to revisit the basis for the pay
ceiling.

6.33 Whilst remuneration was an important factor in
the recruitment and retention of talent in the public
service, other significant factors emerged such
as working conditions and environment, ability to
advance, training, size of team supports and lack of
autonomy or leadership as playing a prominent role
in the retention of individuals in the public service. An
example which demotivated leaders and potentially
disincentivised succession planning is executive
team members earning more than their leader.

6.34 Recruitment may be defined as the attraction
of talent to an organisation to ensure its overall
success. The importance for every organisation,
public or private of employing the right person for
the right position is well documented. Failure in
recruitment may lead to difficulties and unwanted
barriers for any organisation including inappropriate
degrees of staffing or employee skills (Jones et
al., 2006). However, the process of recruitment
does not cease with the application of candidature
and selection of the appropriate candidates but
involves sustaining and retaining the employees
that are selected (Silzer and Church, 2010). Talent
management should be at the centre of workforce
planning within the public service and should set
out an organisation’s commitment to recruit, retain,
and develop the most talented employees available
in the job market. This is particularly important for
parts of the public service with an older workforce.

4 The pay of Commercial State Agencies is outside of the remit
of the Public Service Pay Commission.

5 Hutton Review of Fair Pay in the public sector, Final Report,
March 2011

6.35 The terms of reference of the Commission
require that for its initial report the Commission
will provide inputs on how the unwinding of the
FEMPI legislation should proceed and constrain the
Commission from making specific recommendations
in relation to the remuneration of particular groups
of public servants. However, consideration could
be given to commissioning a more comprehensive
examination of underlying difficulties in recruitment
and retention in those sectors and employment
streams where difficulties are evident.
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Chapter 7: Security of Tenure

7.1 The Commission’s terms of
reference provide that in reaching our
findings, we shall have regard to security
of tenure, where it applies to public

servants. This chapter will address
the key points made in submissions
received by the Commission on that
topic.

7.2 The Public Services Committee submitted that
all the concessions which it made since the 2010
CPA were motivated primarily by a desire to protect
employment and that it would be unacceptable to
use this against public servants when considering
the value of security of tenure. The Public Services
Committee also pointed out that many non-
permanent staff are not protected from redundancy
and that the significant numbers involved highlight
the fact that tenure is now a considerably less
significant factor in any external comparison than it
was in the past.

7.3 DPER submitted that security of tenure provides
a value to public servants not generally available to
private sector employees and this needs to be taken
into account when considering pay.

7.4 The Commission notes the increased prevalence
of fixed term and fixed purpose contracts currently
within the public service and accepts that security
of tenure is not a feature intrinsic to public
service employment or extrinsic to private sector
employment. The Commission recognises that
public servants who are employed on permanent
contracts are generally at lower risk of compulsory
redundancy than those in the private sector.

7.5 Some of the trade union and staff associations’
oral submissions to the Commission suggested that
security of tenure is now less valued, particularly
by younger employees in some sectors as they are
considerably more mobile and tend to have ambition
toward multiple changes of employment throughout
their career including working abroad.

7.6 Security of tenure also has a value to public
service employers in seeking, not just to retain
highly skilled experienced staff, but also to attract
recruits to a career in the public service. Equally,
it is recognised that service users have a strong
preference to have public services delivered by a
stable cohort of staff with the appropriate expertise
to deliver quality services. Additionally, high levels
of retention and secure employment may also have
a value for the employer in circumstances where
training is costly and time consuming.

7.7 Security of tenure has a value. Estimating a
monetary value for any advantage in job security held
by one sector compared to another would be difficult.
There are many challenges; for example, one would
need comparable data on the nature and extent of
job security for different occupations; the value of
job security probably varies over time and across
people; and the value placed on job security by
employees is affected by expectations of the future.
The Commission has not identified any satisfactory
scientific evidence which could reasonably be used
for assigning a specific monetary value to security of
tenure in Ireland. This is consistent with the findings
of the Benchmarking Body in 2007 which considered
it appropriate not to apply a further discount in
respect of security of tenure.
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Chapter 8: Wider Policy Issues

8.1 This chapter sets out some
wider policy issues which were raised
by interested parties in submissions
received by the Commission. These
issues included, inter alia, changes in
working hours, reductions in overtime
and premium payments, the lower pay
scales introduced for new entrants
in 2011, and the need to address
outstanding pay adjudication awards.
Many of the submissions received
by the Commission provided a lot of
detailed information and raised issues
wider than those already referenced in
the preceding chapters of this report.
The following paragraphs provide a
brief summary of some of the common
issues and themes arising.

Working Hours

8.2 The Public Services Committee’s submission
states that all public servants who worked less than
thirty nine hours a week experienced an unpaid
increase in their working time. It also submits that
on average an additional two and a half hours were
added to weekly working hours of public servants
under the terms of the HRA. The Public Services
Committee estimates this increase in working time
as more than 7% for most clerical and administrative
staff and states that this additional unpaid working
time must be taken into account when considering
changes to pay and working conditions in the public
service. This issue was also raised in a number of
other submissions.

8.3 The standard working hours of public servants
were increased as follows:

¢ Those with a working week of 35 hours or less
(net of rest breaks) increased to a minimum of
37 hours a week.

¢ Those with a working week greater than 35
hours but less than 39 hours (net of rest breaks)
increased to a 39 hour week.

e Working hours of those working 39 hours or
greater remained the same. However, an hour

of overtime worked each week for these grades
was unpaid until 31 March 2014."

DPER has estimated that on an annual basis some
15 million additional unpaid working hours were
introduced in the public service by the HRA in July
2013 as one of a number of productivity measures
agreed between the parties under the terms of that
collective agreement.

8.4 We have been asked to provide inputs on
how the unwinding of the FEMPI legislation should
proceed. The additional unpaid hours which were
introduced across the public service in 2013 are
not a provision of the FEMPI legislation but were a
productivity measure agreed between the parties
under the terms of a collective agreement. We
accept that the additional hours have a financial
value to the employer which may be reflected in
higher service levels or reduced running costs.
Accordingly, the econometric earnings analysis
which the Commission examined in reaching its
conclusions in relation to earnings comparisons in
Chapter 5, takes into account the number of hours
worked in the public service and private sector.
Since the additional hours were part of a collective
agreement, any changes to these arrangements
would be a matter for the parties to that agreement,
and are outside the scope of this report.

Overtime and Premium Payments

8.5 The Public Services Committee outlined that
some grades and cohorts of public servants lost
premium payments as a result of the 2012 Review
of Allowances and the HRA. The Public Services
Committee also submitted that the HRA introduced
disimprovements to overtime arrangements across
the public service including a reduction in the
overtime rate and a new requirement for some public
servants to work an hour of unpaid overtime each
week?. These issues were also raised in submissions
from other interested parties.

8.6 In common with the changes to working hours,
the changes to premium payments and overtime
arrangements in the public service were not
introduced under the terms of the FEMPI legislation.
Remuneration, as defined in the Commission’s
terms of reference, encompasses basic salary,

1 Further detail set out at Paragraph 2.4 of the Haddington
Road Agreement

2 Paragraph 2.15 of the HRA provided that for those grades,
currently with a working week of 39 hours or more (net of rest
breaks), an hour of overtime worked each week was unpaid
until 31 March 2014.
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allowances and all other benefits in cash or in
kind, including superannuation. The earnings data
and analysis which the Commission has taken into
account in reaching its conclusions in relation to
earnings comparisons in Chapter 5, considers total
remuneration received by employees in the public
service and the private sector (comprising regular
earnings, overtime earnings, irregular earnings and
payments in kind). In this manner, adjustments
to premium payments and overtime earnings
over the relevant time period, are captured in the
Commission’s general conclusions in respect of
public service pay. Our terms of reference did not
extend to recommending what the appropriate level
of pay (basic or premium) should be for any individual
group or category of public servant for the purposes
of this report. However, the importance of this matter
for the parties concerned is clearly noted.

Pay of New Entrants

8.7 From the 1 January 2011, a 10% reduction in
salary scales was applied for certain new entrant
grades to the public service. The HRA modified
these provisions, whereby, the new entrant salary
scales were merged with the pre-existing salary
scales. This means that the majority of new entrants
to the relevant grades from the 1 November 2013
are appointed to salary scales with at least two
additional pay points at entry but thereafter will
progress along the same incremental salary scale
and to the same maximum point which applied to
employees recruited before the 1 January 2011. This
issue was a recurring theme across a number of
submissions.

8.8 DPER submitted to the Commission that any
assessment of public service remuneration must
also consider how well the current remuneration
package, including new entrant salaries, delivers
on recruiting and retaining staff. This issue is
addressed in Chapter 6 of this report, where we
generally concluded that there are no significant
recruitment difficulties in many parts of the public
service. However, we also noted that there are some
problems in the case of some specific and specialist
roles, including those groups whose skills are in
demand internationally, particularly, in the health
sector. Even where the new lower scales have not
caused recruitment difficulties the argument has
been made that the resultant longer scales give rise to
inequities between different cohorts of recruits, with
the more recent recruits taking longer to progress
to the maximum point of the scale and therefore
earning less over the course of their career. The
Commission has noted these concerns which are
clearly a significant matter for the cohorts concerned
on equity grounds. On the other hand, we are aware

that differences between different employee cohorts
(whether in pay or superannuation) are not confined
to the public service.

8.9 As set out in Chapter 6, this report does not
undertake a full analysis of the underlying reasons for
difficulties in recruitment and retention, where they
exist. Consideration could be given to commissioning
a more comprehensive examination in that regard.
Submissions to the Commission suggested that the
reasons for recruitment and retention difficulties,
where they exist, are broader than pay, and vary
from sector to sector. Notwithstanding this, previous
flexibilities that existed around pay scales in specialist
and scarce skills areas may need to be revisited.
These flexibilities would previously have included
provision for starting above the minimum point of
pay scales and allowing additional increments at
certain points of scale progression.

Grade Specific Issues

8.10 A number of specific issues were raised
by trade unions and representative associations
which related to outstanding pay adjudications or
recommendations, for particular groups or cohorts
of public servants. Given that our immediate terms
of reference are essentially pan-public service
it was not possible to address such issues. The
Commission notes paragraph 5.3 of the LRA which
provides that:

66 The Parties have agreed that any outstanding ad-
Judication findings as referred to in paragraph 1.16
of the Public Service Agreement 2010 to 2014
will be reviewed jointly by the Parties prior to the
expiry of this Agreement”. 99

We also consider it essential that consideration be
given by the parties to some architecture or process
which could address such issues in a transparent
and equitable manner.

8.11 Some of the submissions to the Commission
suggested that it would be timely to have a
comprehensive ‘like for like’ job analysis, which
should include comparisons with private sector
and overseas rates of remuneration, where the
circumstances of particular grades have, according
to the submissions, changed significantly. The
question of how such a matter would be addressed
could form part of the forthcoming negotiations
between the parties.
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8.12 Our broad terms of reference provide that the
Commission must have regard to the public service
reform agenda. The Commission recognises that
a modern agile and flexible public service must
continue to implement public service reform on an
ongoing basis if it is to meet the evolving demands
of society. The Commission considers that where
pay adjustments are implemented in the public
service, they must continue to be contingent on the
delivery of reform and continuous improvements in
productivity, in addition to other relevant criteria.
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Chapter 9: Conclusions

The purpose of this report is to provide
inputs into how the unwinding of the
FEMPI Legislation should proceed

having regard to the matters referred
to in our terms of reference in respect
of our initial work programme.

This report contains detailed information and analysis
on the relative position of public service pay vis-a-
vis pay in comparable employment in the private
sector and, in so far as information is available,
internationally. We have also provided peer-reviewed
information on the value to be ascribed to public
service pension schemes in comparison to the value
of pensions that are available to employees in the
private sector who are provided with occupational
pension cover. We have also considered matters
relating to recruitment and retention in public service
employments. While we did not identify any overall
problem in that regard, there are difficulties in
recruiting and retaining key staff in certain areas.

Having regard to all of the circumstances now
prevailing the Commission has concluded as follows:

1. Acritical factor in any future pay agreement and/
or unwinding of FEMPI will be the State’s ability
to pay in the context of competing pressures on
the public purse.

Having reviewed the evidence presented to us
in relation to pay levels and pay movements in
the wider economy, we are of the view that there
is a basis for parties to enter into negotiations
for a further collective agreement to extend the
Lansdowne Road Agreement.

As control of the Public Service Pay Bill is a
central determinant of Government budgetary
policy, it will be a matter for the parties to
negotiate a timeframe that will provide for the
orderly unwinding of the FEMPI legislation
having regard to:

¢ Maintaining sustainable national finances
and competitiveness

e Other Government spending priorities
e The Public Service Reform agenda

e Equity considerations on public service pay.

2,

The Commission believes the values identified
for those on legacy standard accrual pension
schemes and fast accrual schemes should
be addressed by providing for an increased
employee contribution for those who continue
to benefit from those schemes. The rate of
increase, and the grades and categories to
which it should apply, is a matter for negotiation
between the parties, taking account of the level
of benefits accruing. The Commission believes
that it would be reasonable to apply any
agreed adjustments in pension contributions
in conjunction with the discontinuance of the
Pension Related Deduction (PRD), which is a
product of the FEMPI Acts.

It will ultimately be a matter for the parties to the
collective bargaining process to assess all of the
information provided in this report and to agree
on a valuation to be ascribed to public service
pensions in measuring overall remuneration. In
the Commission’s opinion and having regard
to all of the information provided to us, that
value could reasonably be fixed within a range
of between 12% and 18% for the pre-2013
standard accrual cohort of public servants. The
Commission notes that there are greater costs
associated with the provision of fast accrual
pension schemes. The level of additional cost
varies depending on the scheme involved.

Security of tenure has a value. However, no
satisfactory scientific evidence has been
identified that could reasonably be used for
assigning to it a specific monetary value. This is
consistent with the findings of the Public Service
Benchmarking Body in 2007 who considered
it inappropriate to apply a further discount in
respect of security of tenure.

In general, evidence suggests that there
are not significant difficulties with regard to
recruitment to the various large scale public
service vocational streams. However, there
are problems in the case of some specific and
specialist groups across the public service. This
includes the Defence Forces and those groups
whose skills are in demand internationally,
particularly in the health sector.
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In the context of addressing issues identified
in relation to recruitment and retention in the
public service the previous flexibilities that
existed around pay scales in specialist and
scarce skills areas may need to be revisited.
Where there are significant problems attracting
candidates in particular work streams there may
be benefit in looking at the various structural
and organisational constraints within such
streams. There is some evidence that it is
becoming difficult to attract a sufficiently wide
pool of suitable candidates for some senior level
leadership positions. This suggests there may
be structural issues that need examination at
these levels.

More broadly we suggest that consideration
should be given to commissioning a more
comprehensive examination of underlying
difficulties in recruitment and retention in
those sectors and employment streams where
difficulties are evident.

A number of specific issues were raised by
various parties that related to issues in particular
sectors or employment streams. Given that our
immediate terms of reference are essentially
pan-public service it was not possible to
address such issues in this report. In some
instances these matters related to outstanding
pay adjudications or recommendations, in
others they concerned structural issues relating
to working conditions in particular employment
streams.

The Commission believes that the parties
should give consideration to providing some
appropriate mechanism by which these matters
can be addressed.

The Commission recognises that a modern agile
and flexible public service must continue to
implement public service reform on an ongoing
basis if it is to meet the evolving demands of
a modern society. The Commission considers
that where adjustments to pay are implemented
in the public service, they must continue to
be contingent on the delivery of reform and
continuous improvements in productivity, in
addition to other relevant criteria.
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Appendix A:
Membership of PSPC and List of Meetings

Members

Kevin Duffy (Chairman)
Marian Corcoran

Ultan Courtney

Ruth Curran

Noel Dowling

Seéan Lyons

Peter McLoone

Brief biographies of the Commission members are available on our website (http://paycommission.qgov.ie)

Meetings

1. 8th November 2016
21st November 2016
12th December 2016
19th December 2016
9th January 2017
31st January 2017
7th February 2017
22nd February 2017
7th March 2017

. 21st March 2017

11. 11th April 2017

12. 21st April 2017

13. 25th April 2017

14. 28th April 2017
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Minutes of these meetings will be available on our website (http://paycommission.qgov.ie)
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Appendix B:
List of Submissions Received

In addition to the interested parties listed below who made submissions, several members of the public
also made submissions on a wide range of issues. The interested parties highlighted in bold met with
the Commission during the consultation process. All submissions will be available on our website
(http://paycommission.gov.ie).

Main submissions

© ® N o o &~ 0 DN

| )N N U N U G G G G G G-
S © ® N o »®P IO

21.
22.
23.
24,
25.
26.
27.
28.

(2 submissions)
AJl

Alliance of Retired Public Servants

Ambulance Education Officers Association
ASTI

Brothers of Charity Services Ireland

CPSU

DPER (8 submissions)

. GRA
. HSE

Ibec

ICTU Public Services Committee (3 submissions)
IHCA

IMO

INMO

INTO and TUI (joint submission)

(2 submissions)

(2 submissions)

Irish Dental Association

Medical Laboratory Scientists Association

. National Ambulance Service Representative

Association

National Federation of Voluntary Bodies
PAS
PDFORRA
PNA
RACO

(2 submissions)

Senior Civil Service Association
SIPTU (4 submissions)

Small Firms Association

Pension submissions

10. RACO

© ® N o o M 0D

(2 submissions)

GRA (2 submissions)
ICTU Public Services Committee
IHCA

INTO and TUI (joint submission) (2 submissions)

(2 submissions)

(2 submissions)
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Appendix C:
Methodology

Introduction

This appendix sets out the methodological
approaches adopted by the Commission for its
analysis of pay, pensions, recruitment and retention
and security of tenure in the public service and the
private sector.

Background to the Public Service
Pay Commission

The Commission has been tasked with undertaking an
analysis of remuneration in the public service and how
it has evolved compared to the private sector. Similar
exercises were carried out in 2002 and 2007, when
coherent comparisons of jobs and pay rates across
the economy were made. These reports examined the
work, pay, benefits, and conditions of employees in the
public service and the private sector. The Commission
is not tasked with this type of detailed ‘like for like’
job analysis exercise, as it is not specified in the
Commission’s terms of reference. Without the aid of
this ‘like for like’ exercise the Commission must use
all available data to understand how public service
and private sector earnings have progressed since
the last full cross-sectoral comparison exercise was
carried out. The CSO has a statutory obligation to
report on both short-term and structural earnings, and
labour costs statistics in Ireland. Using CSO’s earnings
statistics allows for various analyses to be undertaken
to understand the dynamics of public service and
private sector earnings since the last job evaluation
exercise and comparisons to be made between the
two sectors. In relation to the relative value of public
service pensions, the Commission engaged actuarial
consultants to independently review the submissions
received in respect of public service pensions. The
actuarial consultants have prepared a written report
setting out relevant findings, which is available in
Appendix E.

Data Aggregations Request to the
CSO

CSO Aggregations for PSPC: The CSO publishes
earnings data in standardised formats and
aggregations, and provides users with alternative
aggregations of published data upon request. The

Commission requested that the CSO provide a
number of alternative aggregations of published
data. These aggregations adhered to the CSO’s data
protection and data confidentiality criteria.

Earnings, Hours and Employment Costs Survey
(EHECS): The Commission requested that EHECS
data be provided in annual averages, aggregated
by public service and private sector, classifying
Commercial State Agencies as private sector, and
including payment in kind in the earnings figures.

National Employment Survey (NES): The
Commission requested that NES data be provided
with public service earnings net of PRD, aggregated
by public service and private sector, and aggregated
by decile.

Earnings Analysis using Administrative Data
Sources (EAADS): The Commission sought that
EAADS data be provided with public service earnings
net of PRD, aggregated by public service and private
sector, and aggregated by decile.

Job Churn: The Commission requested that Job
Churn data be provided for the public service NACE
sectors and aggregated by public sector and private
sector.

Public-Private Pay Differential Econometric
Models: The Commission asked for additional
public-private pay differential econometric model
specifications which remove size and union
membership from the model for the years 2011 to
2014.

Types of Pay Analysis

With access to published CSO and Eurostat statistics
(e.g. Structure of Earnings Survey), additional
aggregates from the CSO, public-private econometric
analyses output, and CIPD/IRN survey results, the
Commission aimed to examine public service and
private sector earnings since the 2007 benchmarking
exercise was undertaken, by carrying out:

¢ Trend analysis: to provide an indication of how
average earnings evolved over the period.

e Sectoral analysis: to illustrate the diversity
in the economy and the structural differences
between the economic sectors.
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¢ Distributional analysis: to highlight the
structural differences between the public
service and private sector and to show changes
in earnings over time across the earnings
distribution.

¢ International analysis: to illustrate how
the Irish public sector compares to its EU
counterparts in terms of average earnings.

e Econometric analysis: to compare public
service and private sector earnings while
accounting for employee characteristics (gender,
age, occupation, union membership, etc.) and
employer characteristics (size, sector).

¢ Pay settlements analysis: to give an
indication of pay settlements that have been
agreed in the private sector.

Methodology

Trend Analysis

The CSO undertakes a quarterly establishment
survey called the Earnings, Hours and Employment
Costs Survey (EHECS). The survey produces short-
term earnings and labour costs statistics for the
purpose of monitoring changes in the labour market
in Ireland and across the European Union. EHECS
data was available from Q1 2008 to Q4 2016 on a
quarterly and annual basis.

EHECS data relating to 2016 reflects final data for
Q1, Q2 and Q8, and preliminary data for Q4.

All employees, full-time, part-time and apprentices/
trainees are included in the average earnings figures.
The CSO employment figures refer to headcount
of employees rather than whole-time-equivalents
(WTE). The data was presented annually in this
report in order to remove seasonal fluctuations and
aid interpretation. This survey provides average
earnings, hours, and employment figures of firms
with 3 or more employees for economic sectors.
It also provided these averages for the public
service and private sector. Due to the compositional
differences of the public service and private sector,
comparing the average earnings of the two sectors
is misleading. Instead the Commission looked at the
trends in average earnings in the sectors, illustrating
how the two sectors have evolved since 2008. In
this report earnings are considered to be: Regular
earnings + overtime earnings + irregular earnings
+ payments in kind. This is the total remuneration
received by employees in the public service and
private sector. Employer pension contributions are
not included in these figures.

An estimate of the PRD is subtracted from the
earnings of the public service for relevant years to
provide average earnings estimates excluding PRD.
An estimate of the PRD is subtracted from total
earnings of public sector bodies each year. The
effective PRD rates applied were: 5.92% - 2009
(0%*2 months, 7.5%*2 months, 7%*8 months); 7% -
2010, 2011 and 2012; 6.7% - 2013, 2014 and 2015;
5.6% - 2016; 5.3% - 2017 and 2018.

Earnings projections for the public service are
undertaken in the report using EHECS 2016 data as
a base. The measures in the LRA are estimated to
increase the public service pay bill by €290 million in
2017 and €287 million in 2018. Garda pay increases
are estimated to increase the pay bill by €50 million
from 2017. Accelerated pay increases are estimated
have a once off impact of €120 million on the pay bill
in 2017, after which the pay increases are accounted
for within the LRA estimates. It is assumed that
public service employment will grow by 1.3% each
year, the average public service employment growth
of 2015 and 2016. As advised by DPER’s letter to
Ibec on 16 February 2017, the analysis assumes that
increment payments will not increase the total public
service pay bill, as savings from persons leaving the
public service at higher increment points will cover
the cost of incremental progression at lower levels.

In the Commission’s report the public service refers
to employees in the Civil Service, Local Authorities,
education sector, Garda Siochana, health sector,
Defence Forces, and NCSAs. Commercial State
Agencies are considered to be private sector, as
remuneration in these organisations is not subject
to the FEMPI legislation. The private sector refers to
employees of private enterprises and Commercial
State Agencies in NACE sectors B to S.

References to the public sector in the Commission’s
report, with the exception of the international
analysis, refers to employees in the Civil Service,
Local Authorities, education sector, Garda
Siochana, health sector, Defence Forces, NCSAs
and Commercial State Agencies. In the international
analysis the public sector refers to the three public
service dominated economic sectors (public
administration and defence, education, and human
health and social work) which are used as proxies for
the public service.
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Sectoral Analysis

The earnings and labour costs data available from
EHECS canbe categorised by NACE economic sector,
public/private sector, and employment status. NACE
Rev .2 is the latest classification system for economic
activities. Each enterprise is allocated a NACE code
based upon the dominant activity within the firm.
Earnings and labour costs data is summarised and
published by these NACE' groupings. Public service
bodies are mostly categorised in the NACE sectors
of public administration and defence, education, and
human health and social work activities. Sectoral
averages provide insight into the diverse nature of
the Irish economy.

Earnings Distribution

The CSO carried out the NES in 2003, 2006, 2007 and
2009. Output for 2010 was produced based upon
NES 2009 data and 2010 administrative earnings
data. EAADS was published by the CSO in February
2017. This provided average earnings data for the
years 2011 to 2014 based upon the Revenue P35
file and CSO Business Register. These two sources
of structural earnings data allow the production
of the public service and private sector earnings
distributions for the years 2007 to 2010 and 2011
to 2014. This report analyses these distributions
to provide insight into the structural differences
between the public service and private sector, as
well as the impact of earnings movements across
the earnings distribution over time.

International Comparisons

Irish public service pay is compared to that of EU15
countries (excluding Greece), and developed European
Free Trade Area countries (EFTA) (Norway, Iceland and
Switzerland) using the Structure of Earnings Survey
(SES) in 2014. The SES is a standardised earnings
survey of employees which provides comparable
average earnings statistics. A public service and
private sector breakdown is not available from this
data source, so the three public service dominated
economic sectors (public administration and defence,
education, and human health and social work) are
used as proxies for the public service. There are private
sector elements in each of these sectors, while there
are also elements of the public service not included in
these three sectors.

The objective of the SES is to provide accurate
and harmonised data on earnings in EU Member
States, Candidate Countries, and EFTA countries

1 European industrial activity classification (NACE Rev.2)

for policy-making and research purposes. The
SES is a large enterprise sample survey providing
detailed and comparable information on the
relationships between the level of remuneration and
individual characteristics of employees and those
of their employer. The statistics of the SES refer to
enterprises with at least 10 employees operating
in all areas of the economy?, as defined in the
Statistical classification of economic activities in
the European Community (NACE). The international
analysis focuses on all workers in companies with
10 employees or more and includes manual workers
and non-manual workers?®.

However, in 2014, this has been carried out using
administrative data in Ireland. In the absence of
a full structural survey on earnings in Ireland for
2014, an alternative approach was undertaken
by the CSO to deliver the relevant aggregate SES
data to Eurostat for 2014. This approach used a
combination of administrative data and other CSO
data to build the required aggregate outputs - such
administrative data included the Revenue P35L file,
the CSO Business Register, Department of Social
Protection records, and Census of Population 2011.
As not all the required data was available from the
combination of these sources, it was necessary
for the CSO to model and forecast some variables
(occupation, education, hours worked, full-time/
part-time, etc.). As an example, occupation and
educational attainment indicators are sourced
from the Census of Population 2011 and reflect
individuals’ characteristics in 2011, not the reference
period of 2014. However, an initial analysis of the
Census of Population 2016 results indicates a large
change in both occupations and education over the
period 2011 to 2016, and therefore it is unrealistic
to assume that 2011 disaggregated data accurately
reflects the reference period 2014. Consequently,
disaggregated variables from the SES such as
occupational classification, education, etc. have not
been analysed in this report.

The international analysis is not a ‘like for like’
comparison of public sectors. More complete and
comparable public sector earnings comparisons
would include characteristics such as occupational
classification, educational attainment, skill level,
experience, and trade union membership. Robust
statistics about these characteristics are not
available from the data used in this analysis. These

2 Information on public administration is available from some
countries on a voluntary basis.

3 Non-manual workers includes managers, professionals,
technicians, associate professionals, clerical support, service
and sales workers. Manual workers include agriculture,
forestry, fishing, craft, trade, plant, machine operators,
machine assemblers, elementary and armed forces
occupations.
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unobserved characteristics would explain some of
the differences in earnings between the public sectors
across countries. Notwithstanding these limitations,
Eurostat’'s SES is still the most reliable source of
data for international earnings comparisons. It
should be noted that these are gross earnings and
do not include adjustments for tax, social insurance
or other deductions (i.e. PRD).

Econometric Analysis

Public-private earnings econometric analysis using
NES 2003 data was previously used to supplement
the detailed ‘like for like’ exercise carried out by the
Benchmarking Body in 2007. This analysis provided a
public-private earnings differential which accounted
for employee and employer characteristics. The
Commission uses output from similar published
econometric analyses undertaken using NES data
for the years 2003, 2007, 2009 and 2010, and using
matched QNHS and administrative earnings data for
the years 2011 to 2014.

These analyses do not provide a comprehensive ‘like
for like’ comparison between the public service and
private sector but do provide a statistical estimate
of the public-private pay differential accounting
for employee and employer characteristics. The
Commission utilises published research output to
construct a time series of the public-private pay
differential from 2003 to 2014. This time series
combines output from the most similar econometric
models available over the time period. There are
inconsistencies in the model specifications chosen,
but the time series provides a good indication of the
direction and magnitude of changes to the public-
private pay differential over the period 2003 to 2014.
Quantile regression outputs from these analyses
provide the Commission with an understanding of
the public-private pay differential across the earnings
distribution. Tracked over time these earnings
differential distributions provide further insight into
how pay has evolved in the public service and private
sector. Table C.1 provides a summary of the public-
private econometric analyses used in the report.

Table C.1: Summary of Public-Private Econometric Analysis (2003-2014)

A CEE)] Data Institution/ Model Specification used by the
Source Author Commission
Benchmarking, Social | 2003 National ESRI - Elish 1. Full time employees aged 25 to 59
Partnership and and Employment | Kelly 2. State A ies included in th ivat t
Higher Remuneration: | 2006 Survey Seamus ) .a ° gfanmes |n(? tced in the private sector
Wage Settling McGuinness | 3- Size not included in the model
Institutions and the Philip 4. Trade Union membership not included in the
Public-Private Sector O’Connell model
Wage Gap in Ireland )
5. Weighted
National 2007 National CSO 1. Full time employees aged 25 to 59
Employment Survey Employment 2. State Agencies included in the public sector
— Supplementary Survey . . .
Analysis 2009 & 2010 3. Size not included in the model
4. Trade Union membership included in the model
5. Weighted
Specific Analysis 2009 National CSO 1. Full time employees aged 25 to 59
of the Public/ and Employment 2. C ial State A ies included in th
Private Sector 2010 Survey . c?mmer0|a ate Agencies included in the
Pay Differential for private sector
National Employment 3. Size not included in the model
gl;gey 2009 & 2010 4. Trade Union membership included in the model
5. Earnings exclude PRD
6. Weighted
Econometr_ic aqalysis 2011 to | Matched CSO 1. Full time employees aged 25 to 59
of the public/private | 2014 QNHS and 2. Commercial State Agencies included in the
sector pay differential administrative )
2011 to 2014 earnings data private sector
3. Size not included in the model
4. Trade Union membership included in the model
5. Earnings exclude PRD
6. Weighted

Source: PSPC Workings
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Pay Settlements

The CIPD and IRN published the results of their annual
survey on private sector pay in February 2017. The
survey aimed to capture the treatment of basic pay
rates in private sector companies and categorise the
output by size, sector, and union membership. This
survey provides data on recent pay movements in
the private sector. Table C.2 summarises the sample
of the survey in 2016 and 2017.

Table C.2: CIPD/IRN Survey Sample, 2016
and 2017

2016 2017
Company Size % %
251 + 52 47
51-250 30 34
1to 50 19 19
Company Type % %
Services 66 60
Manufacturing 25 17
Other/Both 9 20
Commercial State Agencies 3
Unionisation % %
Unionised 37 34
Non-Unionised 63 66
Pension Analysis

The value placed upon pensions in this report is the
full cost of superannuation benefit provision. The
value of pension benefits is difficult to estimate. This
is partly because some elements require forecasts
of uncertain variables, e.g. longevity of pensioners
(current and projected), coordination with State
contributory pension benefits and long term expected
returns on future investments. Other relevant factors
vary across individuals, for example age and salary
at entry and career progression. Various judgements
and methodological assumptions have to be made.
One standard simplification adopted in this report
is not to calculate actual costs for an individual
member but instead to estimate the typical valuation
for a grade or category of public servants as a whole.

The Commission engaged actuarial consultants,
Milliman, following a competitive procurement
process. The actuarial consultants have
independently reviewed the submissions received
by the Commission in respect of public service
pensions and they have prepared a written report
setting out relevant findings. Milliman’s Review of
Actuarial Submissions can be found in Appendix E.
The full list of pension submissions can be found in
Appendix B.

The actuarial consultants reviewed the methodology,
assumptions, key judgements, and conclusions set
out in each of the actuarial submissions received by
the Commission. The review of these factors was
carried out at a high level and did not encompass
detailed validation of actuarial calculations in
individual submissions. The Commission has
assumed that all of the technical papers compiled
by actuarial consultants and those submitted to
the Commission by interested parties have been
completed to professional standards.

The methodology used to calculate the cost of
benefits in most submissions is the ‘Entry Age
Method’. This method is consistent with that used in
the 2007 report. The cohorts analysed in the Milliman
Report are as follows:

* A member who joined the public service up to
and including 31 March 2004 (Pre 2004)

* A member who joined the public service
between 1 April 2004 and 31 December 2012
(Post 2004)

* A member who joined the public service on or
after 1 January 2013 (Post 2013).

Recruitment and Retention

In order to assess whether there are recruitment
and retention problems arising in any area of the
public service, the Commission sought evidence
of these issues from interested parties and from
available statistics. Recruitment and retention
issues were highlighted to the Commission through
submissions received and through meetings with
a number of interested parties. The Commission
sought supplementary supporting information and
data from these stakeholders, and also requested
verification of claims from official sources. Official
statistics on employment in the public service,
in WTE, were sourced from DPER from 2008 to
2016. DPER also provided data on recruitment
since the end of the moratorium, while the Public
Appointments Service (PAS) provided information
on competitions they carried out for public service
positions in recent years. The CSO produces Job
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Churn statistics which provide the number of hires,
separations, and job stayers in firms from 2011 to
2014 (i.e. those taking new jobs, leaving or staying
and the firms in which these jobs are located in the
Irish labour market). This data is aggregated by age,
sector and public service/private sector. Job churn
statistics are examined for the three main public
service sectors: public administration and defence,
education, and human health and social work. The
data provides insight into potential recruitment and
retention issues arising in the public service.

Security of Tenure

Security of tenure is the value placed upon the
reduced risk of an individual losing their job. The
approach we have taken is to consider the different
factors which would have to be taken into account
and the extent to which security of tenure can be
ascribed to public service employment.
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Appendix D:

Financial Emergency Measures in the
Public Interest Acts 2009-2015

Initial Restoration Measures Provided for in the FEMPI 2015 Act

The Public Service Stability Agreement 2013 to 2018
(HRA & LRA) underpinned by the Financial Emergency
Measures in the Public Interest Act (FEMPI) 2015
made provision for the following measures:

Pension Related Deduction (PRD):
Exemption threshold changes as follows:

e 2015 increase from €15,000 p.a. to €17,500 p.a.

e 1 January 2016 increase from €17,500 p.a.to
€26,083 p.a.

e 1 January 2017 increase from €26,083 p.a. to
€28,750 p.a.

Pay increases as follows:

e 1 January 2016 annualised salaries up to
€24,000 to increase by 2.5%

e 1 January 2016 annualised salaries from
€24,001 up to €31,000 to increase by 1%

e 1 September 2017 all annualised salaries up to
€65,000 to increase by €1,000."

1 In order to address the anomalies which arose following the
recent Labour Court Recommendations for certain Garda
Associations, the Government has agreed to an additional
payment which provides for a proportionate increase in the
annualised payment of €1,000 for the period 1 April 2017 to
31 August 2017 inclusive, for Civil and Public Servants who
are on annualised salaries up to €65,000, are parties to the
Lansdowne Road Agreement and who do not stand to benefit
from the Labour Court Recommendations (CD/16/321 and
CD/16/322).

Over €65k Pay Restoration: Those on salaries
over €65,000 p.a. to get the additional cuts
imposed under the FEMPI Act 2013 restored
as follows:

e €65,000 to €110,000: half on 1 April 2017, half
on 1 January 2018

e QOver €110,000: one third on 1 April 2017, one
third on 1 Apr 2018, and one third on 1 April
2019.
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Impact of FEMPI Measures and LRA Benefits
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Table D.2: Non FEMPI Consolidation Measures 2009 to 2013

Measure | Description

Non-payment of
pay increases

2009

Non-payment of general round pay increases under the terms of Towards 2016.
e Anincrease of 3.5% from 1 September 2009

¢ Anincrease of 2.5% from 1 June 2010 - except for those earning up to and
including €430.49 per week (€22,463 per annum) on commencement of the
second phase where a 3% increase will apply.

Non-payment of other pay awards (e.g. 2007 Benchmarking Body recommendations.)

Public Service
Numbers

2009

A moratorium on recruitment and promotion was introduced in the public service in
March 2009 leading to a reduction in public service numbers of 31,800 from the 2008
peak of 320,000 WTEs to 288,200 by Q4 of 2013.

The Public Service
Agreement (Croke
Park Agreement)

2010

The Agreement delivered industrial peace in the public service following across the
board pay cuts in 2010. Also, it was an enabler for measures to rationalise terms and
conditions, reduce costs and deliver savings in the public service. Under the terms
of the Agreement staff may be redeployed to a location within a 45 km radius of their
current work location or of their home address, whichever is the shorter commute.
The Agreement also provided for the preservation of basic pay and pensions.

Pay reduction
and Review of
Allowances

2011

From 1 January 2011 there was a 10% reduction in salary scales for certain new
entrant grades to the public service. The Haddington Road Agreement undertook
to address the imbalance between those who entered the public service since 2011
and those who entered before that date. For the majority of public servants this issue
was addressed. In general the pre and post-2011 scales were merged with two points
from the 2011 scale being added to the start of the pre-2011 scale.

A review of allowances saw the elimination of certain allowances for new entrants.

In 2011 the Government introduced a ceiling on Higher Pay.

Starting Pay 2011

Pay on recruitment from open competitions for all posts within the public service was
set at the minimum of the relevant salary scale.

Reduction in paid
benefits

Reduction in paid benefits such as sick leave and annual leave. For most employees
in the public service the new arrangements mean that the amount of paid sick leave
which they may be granted will be halved. The details of this Sick Leave Scheme are

2011 - 2014 available on the DPER website http://hr.per.gov.ie/sick-leave/

Single Public Legislation was enacted with effect from 1 January 2013 to allow the launch of the
Service Pension ‘Single Public Service Pension Scheme’ for new-hire workers across the entire
Scheme public service. This reform targets very substantial long-run savings of about one
e third of pension outgo, with foreseen savings mainly deriving from:

e career-average (not final-salary) pension accrual
e inflation (not pay) linkage of benefits

¢ higher minimum pension age (effectively 68 years for most new joiners).

The Haddington
Road Agreement

July 2013

The Haddington Road Agreement secured a number of pay and productivity measures
across the sectors including:

e Productivity Measures - almost 15 million additional working hours and a range
of other efficiency measures

e Workforce Reform Measures - PMDS, Flexitime and other sectoral measures.

e Further Pay Measures - cost reduction measures in non-core pay rates —
overtime, premia etc. and a freeze in increment payments based on pay band.

88

Report of the Public Service Pay Commission

May 2017



Appendix E:
Milliman Review of Actuarial Submissions
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EXECUTIVE SUMMARY

1 Scope

The Public Service Pay Commission (“PSPC” or “the Commission”) was established to advise Government on public service
remuneration policy. We have prepared this report for the Commission reviewing actuarial submissions received by the
Commission. We have reviewed the methodology, assumptions, key judgements and conclusions in the actuarial submissions
received in relation to the value of public service pensions and private sector pensions. This is a high level review. We have
set out the list of submissions covered by this report in section 9 below.

This report may not be modified or reproduced without our consent. Judgments as to the conclusions contained in this report
should be made only after studying the report in its entirety. Furthermore, conclusions reached by review of a section or
sections on an isolated basis may be incorrect.

2 Methodology

Most submissions have used a similar methodology to calculate a cost for the value of public service and private sector
pensions. The methodologies used seem reasonable. Some particular points of note are:

2.1 PENSIONS RELATED DEDUCTION

The impact of the Pensions Related Deduction (“PRD”) is clearly an important aspect in determining the remuneration of public
servants. The calculation of the PRD is clear to all and is easily quantifiable. Figures are shown in section 12.5 below. When
determining an appropriate level of remuneration for public servants it will be important that provision is made for PRD
somewhere in the calculations. If it is not included the pension comparison then it should be netted off earnings in any salary
comparison.

2.2 PRIVATE SECTOR COST

There is some judgement involved in determining an appropriate private sector cost for comparison. The main areas of
judgement are as follows:

= The report submitted by the Department of Public Expenditure and Reform (the “DPER report”) chose to compare the
pension costs of the Pre 2013 cohort of the public service with private sector employees who receive some form of
occupational pension provision only (so those with defined benefit (“DB”) or defined contribution (“DC”) pensions). If the
comparison were with all private sector employees this would substantially reduce the value of private sector pensions
and increase the differential between those in the public and private sectors. This is discussed in section 13.3 below and
the potential impact is set out in section 18.1 below.

= In order to calculate the cost of DB pensions for the private sector, DPER has used the same methodology and
assumptions as used to value the public service pensions. However the same DB pension costs has been used for all
grades. Therefore differences in ages and salaries at entry and at retirement have not been captured. This could result in
an inappropriate comparison for particular grades. The potential impact of this is shown in section 13.1 below.

3 Assumptions

3.1 ECONOMIC ASSUMPTIONS

A table of the key economic assumptions used in each submission is shown below.

ASSUMPTIONS DPER icTu’ TEACHERS AGSI RACO GRA

Real rates per annum (net of price inflation):

Discount Rate (pre retirement) 1.5% 2.0% - 2.5% 2.5% 2.5% 2.5% N/A
Discount Rate (post retirement) 1.5% 1.5% 1.5% 1.5% 1.5% 2.0%
Salary Inflation 1.0% 1.0% 0.75% 0.75%  0.75% 0.0%
State Pension Increases 0.0% 1.0% 0.75% 0.75% 0.75%  Unclear

ICTU use a wider range of discount rates than shown in this table. The table shows the central range used in their conclusions.
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These assumptions can have a significant impact on results and are discussed in detail in section 14 below. In general there
are many possible valid approaches to setting economic assumptions and the assumptions used in the submissions are all
valid approaches. Sensitivities to the assumptions are set out in section 20 below.

However we note that the DPER report assumes State Pension increase of 0% in excess of price inflation. This is unusual in
the context of stated Government policy and in comparison with approaches taken in other reports.

We have suggested an appropriate set of economic assumptions as shown below.

ASSUMPTIONS

Real rates per annum (net of price inflation):

Discount Rate (pre retirement) 2.0% - 2.5%
Discount Rate (post retirement) 1.0%
Salary Inflation 1.0%
State Pension Increases 1.0%

3.2  GRADE DETAILS

The DPER report sets out the assumed entry ages, retirement ages and pensionable salaries at entry and at retirement used
in its calculations. These assumptions can have a considerable impact on the results for individual grades. In general, we
have not validated the salaries and ages assumed since we do not have the relevant data. However in section 16 below we
discuss some particular considerations in relation to the assumptions used for grades in the DPER report. The issues
discussed include:

= In some cases, pensionable salary is taken from data provided. In other cases, it is taken from the pay scale. The pay
scale figures do not seem to have been adjusted for pensionable allowances. These pensionable allowances can be
significant. Particularly where an inconsistent approach has been taken to salary at entry and at retirement. A narrower
salary range will give rise to a much lower cost than a wider salary range. Therefore an assessment of individual grades
using the results in the DPER report may not be appropriate. However when averaged across all grades, this is unlikely
to have a significant impact on the average cost.

= In some cases the salary at retirement is based on the pensionable salary at retirement for recent retirees and the salary
at entry is taken from the starting point on the pay scale. This may not be appropriate for recent entrants whose salary
scales are lower than for those recently retiring.

4 Results

4.1 PRIVATE SECTOR

The figures of 11% (for the Pre 2013 cohort) and 7% (for the Post 2013 cohort) proposed by the DPER report do not seem
unreasonable, assuming that it is deemed appropriate to compare public service members with private sector employees who
receive some form of occupational pension provision only. This is discussed further in section 18.1 below.

4.2  PUBLIC SERVICE

The DPER report has split the grades used into “standard accrual categories” (civil servant, teacher, nurse, engineer) and
“fast accrual categories” (Garda, high court judge). It is reasonable to split the grades in this manner so that policy decisions
in relation to particular grades can be considered.

4.21 Standard Accrual Categories

The results presented in the various submissions for the standard accrual categories vary as would be expected with the
variations in assumptions used. We have estimated a range of results for the average standard accrual categories in section 5
and 21 below.

4.2.2 Fast Accrual Categories

The report submitted by the Association of Garda Sergeants and Inspectors (the “AGSI report”) states that the impact of early
retirement is that its members will receive lower earnings over the period between the early retirement age of Gardai and the
standard retirement age of other public servants. The AGSI report suggests separating the pension cost for Gardai into that
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relating to normal retirement and that relating to earlier retirement. This is a useful way of examining the costs and we have
presented some results on this basis in section 19.1 below.

We have also calculated estimated costs using a similar split for Defence Force Officers in section 19.2 below.

We discuss the high court judge in section 19.3 below. The most relevant fact to consider here is whether the total
remuneration package, including the additional pension contributions, is adequate to attract suitably qualified candidates into
the judiciary. This is a wider policy issue that is outside the scope of this report.

5 Conclusion

On the basis of an appropriate set of assumptions as set out in section 3.1 above, we have estimated a cost comparison for
the average standard accrual category for the Pre 2013 cohort as set out below.

COST COMPARISON PRE 2013

Pre; Post retirement discount rate Public Service Private Sector Differential
2.0%; 1.0% 25% 11% 14%
2.5%; 1.0% 23% 10% 13%

On the basis of the same set of assumptions, we have estimated a cost comparison for the average standard accrual category
for the Post 2013 cohort as set out below.

COST COMPARISON POST 2013

Pre; Post retirement discount rate Public Service Private Sector Differential
2.0%; 1.0% 7% 7% 0%
2.5%; 1.0% 6% 7% (1%)

We believe that these are an appropriate basis for considering public service pension scheme members on average. More
details on these calculations are set out in section 21 below.

However considerations for particular grades may apply. Any consideration of individual grades would need to take into
account:

= The use of consistent entry ages in both the public service and private sector calculation;

= The use of pensionable salaries at entry and at retirement that include pensionable allowances (in both the public service
and private sector calculations);

The likelihood of promotional increases occurring earlier or later in the member’s working life;

The resulting impact of the PRD for that grade;

Any adjustment needed to split the cost between standard and early retirement;

Any policy decisions particular to that grade. This is particularly relevant to the faster accrual categories of employee.
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SCOPE

6 Introduction

Milliman Limited (“Milliman”) has prepared this report for the Public Service Pay Commission (“PSPC” or “‘the Commission”)
on its review of actuarial submissions received by the Commission.

7 Background

The Commission was established to advise Government on public service remuneration policy. The Commission is to provide
an initial report to Government in Quarter 2 of 2017 on public service remuneration in the context of the Financial Emergency
Measures in the Public Interest Acts 2009 - 2015.

The Commission has been asked by Government to take full account of the question of superannuation in the public service in
delivery of its initial report. The Government considers the relative value of public service pensions to be a significant
component of remuneration and that the value of this element is greater now than it has been historically.

8 Scope
As set out in the letter of engagement dated 3 April 2017, the scope of our work is as follows:

1. Review of submissions: We will review the methodology, assumptions, key judgements and conclusions in the
actuarial submissions received in relation to the value of public sector pensions and private sector pensions. This will
be a high level review. We will not carry out detailed validation of calculations.

2. Writing report: We will write a report setting out the findings of our review of the actuarial submissions received.

3. Commission meeting & report: We will meet the Commission on 11 April 2017 to discuss our findings and
observations. We will peer review the final report of the Commission once it is available.

This report is that mentioned in item 2 above setting out the findings of our review of the actuarial submissions received.

9 Reliances and Limitations

This report was based on data available to us at, or prior to, 5 April 2017, and takes no account of developments after that
date. This report is covered by the terms of business set out in the letter of engagement between the Commission and
Milliman dated 4 April 2017.

This report is not intended to guide or determine any specific individual situation and persons should consult qualified
professionals before taking specific actions. None of the authors, their employer nor the Commission shall have any
responsibility or liability to any person or entity with respect to damages alleged to have been caused directly or indirectly by
the content of this report.

This report may not be modified or reproduced without our consent. Judgments as to the conclusions contained in this report
should be made only after studying the report in its entirety. Furthermore, conclusions reached by review of a section or
sections on an isolated basis may be incorrect. All rights reserved.

Differences between the projections and actual amounts depend on the extent to which future experience conforms to the
assumptions made for the analysis. The assumptions we have used have, in our view, been made on the basis of reasonable
hypotheses. It is certain, however, that actual experience will not conform exactly to the assumptions used in this analysis.
Actual amounts will differ from projected amounts to the extent that actual experience deviates from expected experience.
Such variations in experience could have a significant effect on the results and conclusions of this report. No warranty is given
that the assumptions made in this report will be reflected in actual future experience.

We have not validated the calculations presented in the submissions. We have conducted a high level review of the
methodology, assumptions and conclusions in the submissions.

In carrying out our work and producing this report, reliance has been placed upon, but not limited to, the following information:

= Department of Public Expenditure and Reform: Actuarial Review of Pension Provision in the Irish Public Service and a
Comparison with the Private Sector (‘DPER report”);

= Report prepared for ICTU Public Services Committee: Public Sector Pension Cost Comparison (“ICTU report”);

= Report on the value to newly employed early career teachers of participation in the Single Public Service Pension Scheme
(January 2017) (“Single Scheme Teachers report”);
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= Draft report on the value to early career teachers of participation in the final salary Public Sector Pension Scheme (March
2017) (“Early Career Teachers report”);

= Association of Garda Sergeants and Inspectors: Submission on the Value of AGSI Pensions and subsequent AGSI
response to the DPER report (“AGSI report”);

= Representative Association of Commissioned Officers: Analysis of career remuneration and value of pension benefits of
Defence Forces Commissioned Officers relative to equivalent grade Public Servants (‘RACO report”) and subsequent
RACO response to the DPER report;

=  Submission by the Garda Representative Association to the Public Sector Pay Commission module on the value of public
sector pensions (“GRA report”);

= Letter from Association of Judges of Ireland (“AJl letter”);
= Letter from Association of Chief Executives of State Agencies (“ACESA letter”);

= Letters received from Irish Hospital Consultants Association and accompanying Public Expenditure and Reform Actuarial
Review (“‘IHCA report”).

10 Structure of report

The remainder of this report is set out as follows:

= Sections 11 to 13 discuss the methodology;

= Sections 14 to 16 discuss the assumptions;

=  Sections 18 to 20 discuss the results and sensitivities;

=  Section 21 sets out our conclusions.

We reference the various submissions received as listed in section 9 above throughout each section.

We also refer throughout to the Public Service Benchmarking Body Report 20072 (“the 2007 report”) and the 2009 report on
Public Service Pensions produced by the Comptroller and Auditor General® (“the C&AG report”).

http://www.benchmarking.gov.ie/Documents/Benchmarking%2007.pdf

8 http://www.audgen.gov.ie/documents/vfmreports/68_Central_Gov_Pensions.pdf
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METHODOLOGY

11 General Approach

The methodology used to calculate the cost of benefits in most submissions is the “Entry Age Method” as defined in the
DPER report. This method is consistent with that used in the 2007 report. This method calculates the effective contribution
(as a percentage of pensionable salary4) that would be required to be paid throughout the working life of the member to
generate the pension and lump sum due. The amount of the State Pension is then deducted from the pension amount in
calculating the cost of the public service pension. This ensures an appropriate comparison with the private sector who will also
receive the State Pension.

The Entry Age Method treats all members as new entrants and costs the pension for the entire working life of a member. This
is a suitable approach for more recent joiners but may be less appropriate for members with longer service.

Several possible alternative methods could be used. However overall this is a reasonable measure of benefits.
12 Public Service Benefits

12.1 GRADES SELECTED

The grades select for review by the DPER report are:
= Civil Servant;

= Teacher;

= Nurse;

=  Engineer;

= Hospital Consultant;

=  Garda;

= High Court Judge.

Assumptions in relation to salary levels, ages etc. for these grades are discussed in section 16 below.

12.2 ACCRUAL CATEGORIES AND COHORTS

The cohorts analysed are as follows:

= A member who joined the public service before 31% March 2004 (“Pre 2004”);

= A member who joined the public service between 1% April 2004 and 31 December 2012 (“Post 2004");
= A member who joined the public service on or after 1 January 2013 (“Post 2013”).

Appendix 3 of the DPER report details the benefits that are appropriate to each cohort.

The DPER report groups the Pre 2004 and Post 2004 cohorts together as (“‘Pre 2013”). This is based on a weighted average
of 66.6% of the Pre 2004 cohort and 33.3% of the Post 2004 cohort. However it can be useful to examine these separately
due to differences in retirement age (typically 60 for Pre 2004 and 65 for Post 2004) and resulting cost calculations.

For Post 2013 members the main changes are that the pension is based on career average earnings (instead of those at
retirement) and pensions are indexed in line with price inflation (instead of salary inflation). This has a significant impact on
the cost of pensions and has been highlighted in the various submissions.

The DPER report has split the grades used into “standard accrual categories” (civil servant, teacher, nurse, engineer) and
“fast accrual categories” (Garda, high court judge).

12.3 HOSPITAL CONSULTANT

The hospital consultant grade has been included as a standard accrual category but is excluded from the average presented
for this category. This is due to the faster rate of salary increase for hospital consultants which gives rise to higher costs
(because contributions received are based on a lower level of pensionable salary throughout the member’s working life and

* The terms “pensionable salary” and “salary” are used interchangeably throughout this report.
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pensions paid are based on pensionable salary at retirement). It may be reasonable also to separately consider such
members with wider ranges of pensionable salary from entry to retirement.

The IHCA report notes that the cost of the State Pension and the PRSI contributions made are not included in the analysis.
For grades on higher salaries, the level of the State Pension is lower as a percentage of salary. The assessment of public
sector pensions only considers the cost in excess of the State Pension which will be a significantly higher percentage of salary
for higher paid grades since the State Pension is a flat amount. This point is valid when comparing public service pension
costs among the different grades of public servants considered. It is also valid if comparing with an average private sector
pension. In section 13.1 below we note that it would be more appropriate to compare each grade with private sector figures
using the same ages and salaries at entry and at retirement. If a public sector hospital consultant was compared with a private
sector employee with the same salary at entry and retirement then this would be a reasonable comparison and the point in the
IHCA report would not be relevant. This is because highly paid individuals in the private sector also pay disproportionately
higher PRSI contributions relative to the benefits received. This is a feature of the PRSI system and is not directly relevant to
considerations of public service pension costs.

The IHCA report also notes that tax is likely to be paid on a hospital consultant’s pension in retirement due to the standard
fund threshold. This can have significant tax implications. In the private sector typically higher earners would limit pension
contributions to ensure that income is not taxed twice. This is not possible within the public service pension scheme.

124 FAST ACCRUAL CATEGORIES

We have discussed the approach to the fast accrual categories in section 19 below.

12.5 PENSIONS RELATED DEDUCTION

A Pensions Related Deduction (“PRD”) is applied to the remuneration of pensionable public servants. From 1 January 2017
the rate of deduction is 10% of remuneration in excess of €28,750 and 10.5% of any amount in excess of €60,000. This has
not been included in the pension cost calculated by DPER (although the impact for each grade has been calculated). The
impact of the PRD is shown below as shown in the DPER report.

Civil Hospital High Court
Servant  Teacher Nurse  Engineer Average Consultant Garda Judge
PRD 5% 5% 5% 6% 5% 9% 4% 9%

The impact of PRD is clearly an important aspect in determining the remuneration of public servants. The DPER report does
not include the PRD in calculating the net employer cost of pensions. The calculation of the PRD is clear to all and is easily
quantifiable. When determining an appropriate level of remuneration for public servants it will be important that provision is
made for PRD somewhere in the calculations.

13 Private Sector Benefits

13.1 DEFINED BENEFIT PENSION COST

DPER has calculated a cost for private sector Defined Benefit (‘DB”) pensions of 22% of salary. The ICTU report also
calculates a private sector pension cost for a range of discount rates.

In order to calculate the cost of DB pensions for the private sector, DPER has used the same methodology and assumptions
as used to value the public service pensions. However the same DB pension costs has been used for all grades. Therefore
differences in ages and salaries at entry and at retirement have not been captured. This could result in an inappropriate
comparison for particular grades. The 2007 report calculated equivalent private sector comparison figures for each grade
using the same ages and salaries at entry and at retirement. Later ages at entry and wider salary ranges in particular will
impact costs.

Using the DPER assumptions, we have estimated the range of private DB pension costs that could apply for each grade in the
table below.
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COMPARABLE PRIVATE SECTOR DB COST

Civil Hospital High Court
Servant  Teacher Nurse Engineer Average Consultant Garda Judge
Pre 2004 21% 21% 19% 22% 21% 31% 22% 21%
Post 2004 24% 25% 22% 23% 23% 33% 23% 22%
Pre 2013 (average) 23% 23% 20% 22% 22% 32% 22% 21%

We have assumed that the retirement age is 65 for all Pre 2013 private sector schemes. We have assumed ages at entry and
salaries at entry and retirement as per the DPER report. We have assumed accelerated pension accrual and early retirement
does not apply.

The difference between Pre 2004 and Post 2004 costs is due to later ages at entry for the Post 2004 cohort. The differences
between the grades is due to both different ages at entry and different salary scales. A wider pay range gives rise to a higher
pension cost.

13.2 DEFINED CONTRIBUTION PENSION COST
In order to calculate the cost of Defined Contribution (“DC”) schemes, DPER looked at the following data sources:

= Pensions Authority data which indicated an average employer contribution rate of 7% of salary (after removing single
member DC pensions schemes);

=  CSO data which indicated an average employer contribution rate of 6% of salary over all sectors (which varies between
1% and 10% depending on the industry sector);

= An IAPF survey which indicated an average employer contribution rate of 6% of salary.
The DPER report chose 7% as the most appropriate comparator.

The ICTU report also commented on the valuation of private sector pensions. It references a 2012 Mercer survey which gives
an average employer contribution rate of 7.2%. The ICTU report notes that this had increased since the 2005 survey and
states that this trend has continued since 2012. The ICTU report states that DC contribution rates may be higher than those
disclosed, though not materially so. It also states that it is worth considering the adequacy of private sector DC contribution
rates in terms of providing a reasonable level of pension benefits.

13.3 PENSION COVERAGE

Private sector employees can be broken into the following categories:
=  Those with DB pensions;

= Those with DC pensions;

=  Those with a private pension or PRSA where the employer does not make contributions to the pension plan (including the
self-employed);

= Those with no pension.

The DPER report chose to compare the pension costs of the Pre 2013 cohort of the public service with private sector
employees who receive some form of occupational pension provision only (so those with DB or DC pensions). If the
comparison were with all private sector employees this would substantially reduce the value of private sector pensions and
increase the differential between those in the public and private sectors.

The proportion of private sector employees assumed to have DB and DC pensions also has a significant impact on results.
The DPER report uses 70% DC and 30% DC. We consider this to be broadly reasonable. It is probably higher than the current
proportion accruing ongoing DB benefits but would make some allowance for those who have some form of historic DB
benefits in the private sector. Applying these weightings to the DB and DC pension costs, the DPER report determines a
comparable private sector pension cost of 11% for the Pre 2013 cohort.

The ICTU report states that there is a lack of data on private sector pension costs. It sets out some information from the
company accounts of some large employers and concludes that pension costs for these employers are at least in the mid to
low teens. It references Financial Services Union estimates of its members’ employer pension costs as 14% of salary for
unionised companies and 8% of salary for non-unionised companies.
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The 11% proposed by the DPER report for the Pre 2013 cohort does not seen unreasonable, assuming the appropriate
comparison is with private sector employees who receive some form of occupational pension provision only.

For Post 2013 members, the DPER report compares the cost to private sector employees in DC schemes only. This reflects
the fact that most new entrants to private sector employment since 2013 are unlikely to enter a DB pension scheme. This is a
reasonable comparison.
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ASSUMPTIONS

14 Economic Assumptions

A table of the key economic assumptions used in each submission is shown below.

ASSUMPTIONS DPER ICTU TEACHERS  AGSI RACO GRA
Nominal Rates per annum:
Discount Rate (pre retirement) 3.5% 3.5% -4.0% 4.0% 4.0% 4.0% N/A
Discount Rate (post retirement) ~ 3.5%° 2.5%° 3.0% 3.0% 3.0% 3.5%
Salary Inflation 3.0% 2.5% 2.25% 2.25% 2.25% 1.5%
State Pension Increases 2.0% 2.5% 2.25% 2.25% 2.25% Unclear
Inflation Rate 2.0% 1.5% 1.5% 1.5% 1.5% 1.5%
Real rates per annum (net of price inflation):
Discount Rate (pre retirement) 1.5% 2.0% - 2.5% 2.5% 2.5% 2.5% N/A
Discount Rate (post retirement) 1.5% 1.5% 1.5% 1.5% 1.5% 2.0%
Salary Inflation 1.0% 1.0% 0.75% 0.75% 0.75% 0.0%
State Pension Increases 0.0% 1.0% 0.75% 0.75% 0.75% Unclear

Nominal rates (including inflation) and real rates (in excess of inflation) have both been shown for consistency as both types
have been quoted in submissions. (The assumptions quoted in the ICTU report are actually net of salary inflation.)

Note that the inflation rate assumed is not a significant assumption, since both the investment returns and salary increases are
assumed to be related to inflation.

However the discount rate used (in excess of inflation) and the salary inflation assumed (in excess of inflation) can have a
significant impact on results. Therefore it is the comparison of the real rates shown above that is important. Both the public
service and private sector costs are affected by these assumptions.

We are proposing the following set of assumptions as an appropriate basis. We have used these in our calculations set out in
section 21 below.

ASSUMPTIONS

Real rates per annum (net of price inflation):

Discount Rate (pre retirement) 2.0% - 2.5%
Discount Rate (post retirement) 1.0%
Salary Inflation 1.0%
State Pension Increases 1.0%

Each of these items is discussed in more detail in the following paragraphs.

° The DPER report notes that the use of a single discount rate pre and post retirement is broadly equivalent to using a higher rate pre retirement and lower rate
post retirement.

6 The ICTU report presents results on a range of pre and post retirement discount rates, however the final results shown are based on the discount rates included
here.
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14.1 PRE RETIREMENT DISCOUNT RATE

There are several possible approaches to the discount rate. All submissions reviewed have used an approach reflecting the
assumed investment return on notional assets held. This approach is consistent with the approach used for funded schemes
in the private sector. The actual rates assumed are shown in the table above. The actual rates differ due to changes in
assumptions in relation to assumed investment return on bonds and equities. This is an area of considerable debate.

The ICTU suggestion that a range of costs is considered depending on a range of discount rates is sensible. Note that this will
impact the private sector cost in addition to the public service cost, although to a lesser extent.

There are accounting standards issued by the International Public Sector Accounting Standards Board (“IPSAS”). The C&AG
report used an assumption based on the IPSAS 25 standard. This has since been replaced by the IPSAS 39 standard which
sets out the standard to be applied when accounting for employee benefits. This states that the discount rate used should
reflect the time value of money and that market yields at the reporting date on government bonds would normally provide the
best approximation of the time value of money. The currency and term of the bonds selected should be consistent with the
currency and estimated term of the benefits. If this approach was used this would result in a significantly lower discount rate
and a significantly higher pension cost, both for the public service and the DB cost component of the private sector. The
DPER report calculates a nominal return on long dated euro area government bonds of 1.6% which is equivalent to a negative
real discount rate of (0.4%).

As mentioned in the DPER report, another possible approach to the discount rate is to use an approach consistent with
International Accounting Standard (“IAS”) 19. In this case, the yield on high quality bonds would be used. DPER calculates
an appropriate rate of 2.0% - 2.5% which is equivalent to a real discount rate of 0.0% - 0.5%.

An appropriate range of real discount rates to consider could be as follows:

= 1.5% - 2.5% using the approach used by funded schemes in the private sector;
= 0.25% as per the IAS 19 approach;

= (0.4 %) as per the IPSAS 39 standard.

The discount rate has a significant impact on results. See section 20.1 below for sensitivities to this assumption. On balance
the central range of 2.0% - 2.5% used by ICTU seems reasonable and is broadly consistent with the approach used in 2007.

14.2 POST RETIREMENT DISCOUNT RATE

Typically post retirement discount rates will be lower than pre retirement discount rates reflecting the likelihood that asset
investments will move to use the best matching assets. Typically bond rates would be used post retirement and any equity
risk premium assumed would be removed since assets are unlikely to be invested in equities post retirement.

Most submissions adjusted the post retirement discount rate, with the exception of the DPER submission which maintained the
same discount rate. DPER notes that the use of 3.5% both pre and post retirement is broadly equivalent to using 5.0% pre
retirement and 2.0% post retirement.

Again the ICTU suggestion that a range of costs is considered depending on a range of discount rates seems sensible, noting
that this will impact the DB pension cost component of the private sector cost in addition to the public service cost. See
section 20.1 below for sensitivities to this assumption. On balance a real discount rate post retirement of approximately 1%
seems reasonable.

14.3 SALARY INFLATION RATE

The salary inflation rate used should reflect expectations of future salary increases in excess of inflation. The DPER report
and ICTU report use an assumption of 1.0% which seems reasonable. This assumption has a significant impact on the result.
See section 20.2 below for sensitivities to this assumption.

14.4 STATE PENSION INCREASES

For all submissions with the exception of the DPER report it is assumed that the State Pension will increase in line with salary
inflation. DPER has assumed that the State Pension will increase in line with price inflation.

The National Pensions Framework’ published in 2010 stated that the Government is seeking to sustain the value of the State
Pension (Contributory) at 35% of average earnings. Although there is a stated policy to maintain the value of the SPC at 35%
of average earnings, no guarantees have been provided to either current or future pensioners that this will always be the case.

! http://www.welfare.ie/en/downloads/nationalpensionsframework_en.pdf
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However the May 2016 programme for a partnership government8 also commits to increasing the State Pension above the rate
of price inflation.

It has typically been assumed in State Pension projections that the State Pension will be increased in line with salary inflation
rather than price inflation. If this were not the case then the adequacy of the State Pension would be eroded over time as the
income of retirees would reduce relative to those in the workforce. Any such change would be likely to be met with
considerable resistance. Both the 2007 report and the C&AG report assumed State Pension increases in line with salary
inflation.

In our view, the most appropriate approach is to assume that the State Pension will increase in line with salary inflation. The
impact of assuming that it will increase in line with inflation is to increase the cost of the public service pensions (since the
excess over the State Pension to be paid has increased). The cost of the DB component of private sector pensions also
increases.

The impact of this assumption is set out in section 21 below.

15 Mortality assumptions

The mortality assumption also has a significant impact on the cost of public service pensions and the cost of the DB
component of private sector pensions.

The mortality assumption used in the ICTU report is not stated. All other submissions reference the mortality basis set out in
the Prescribed Guidance in Relation to Section 34 of the Pensions Act, 1990, Version 2, issued by the Pensions Authority.
This guidance sets out the minimum transfer value basis adopted in calculating transfer values for funded pension schemes.
This basis used is as follows:

Males: 58% ILT15 (males);

Females: 62% ILT15 (females);

with a compounded annual increase to the annuity value of:

= 0.36% (males with no spouse’s pension)

= 0.30% (females with no spouse’s pension)

= 0.30% (males with spouse’s pension)

= 0.25% (females with spouse’s pension)

This is the recommendation in the guidance for post retirement mortality. This assumption seems reasonable.

Some of the submissions argue mortality improvements should be excluded on the basis that they may not be realised. This is
an area of considerable debate since it is impossible to be certain about future mortality. We are comfortable that the approach
being used DPER is consistent with normal current practice. Changes to the mortality improvement assumptions have a
reasonably significant impact on the cost of public service pensions and the cost of the DB component of private sector
pensions. The impact of this assumption is shown in section 20.3 below.

The GRA report states that Garda life expectancy is below average. The GRA report also references an actuarial valuation of
the police pension scheme in England and Wales carried out by the Government Actuary’s Department (“GAD”) as at 31
March 2012°. This quotes a life expectancy at age 65 as shown below, in comparison with the figures shown in the DPER
report.

LIFE EXPECTANCY (YEARS) DPER GAD
Year of attaining age 65: 2016 2036 2012 2032
Male 211 23.6 22.9 251
Female 23.6 257 254 27.5

° http://www.merrionstreet.ie/MerrionStreet/en/ImageLibrary/Programme_for_Partnership_Government.pdf
9

https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/398743/Police_pension_schemes_2012_valuation_report_Final_111214__revised_.
pdf
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We have not validated these life expectancy figures and the years shown are not consistent so the comparison is not fully
appropriate. However it is clear that the life expectancy in the mortality assumptions used in the GAD report are higher than
those used in the DPER report. The UK figures are based on experience of police in the UK. We don’t have equivalent
experience in Ireland. However there would appear to be no prima facia evidence to support the assertion that Gardai have
lower life expectancy than other public servants.

16 Grade details

In the DPER report, assumptions have been made in relation to entry ages, retirement ages and pensionable salaries at entry
and at retirement. These assumptions can have a considerable impact on the results for individual grades. In general, we
have not validated the salaries and ages assumed since we do not have the relevant data. However we discuss below some
particular considerations in relation to the assumptions used for particular grades in the DPER report.

16.1 PENSIONABLE ALLOWANCES

In some cases, pensionable salary is taken from data provided. In other cases, it is taken from the pay scale. The pay scale
figures do not seem to have been adjusted for pensionable allowances. These pensionable allowances can be significant.
For some grades (Nurse, Hospital Consultant and Garda), the pensionable salary at entry was taken from the pay scale and
the pensionable salary at retirement was taken from the data (and presumably included pensionable allowances). This
inconsistency could mean that the level of salary increase over the working life is overstated. This can have a significant
impact on the cost of providing the final pension.

For example, for a nurse the salary at entry of €29,500 is taken from the pay scale but the salary at retirement of €59,800 was
provided by the HSE based on recent retirements. In the 2007 report, a nurse’s salary at entry including pensionable
allowances was assumed to be €37,000 and the salary at retirement was assumed to be €52,000. This suggests a much
narrower pay range which reduces the cost. We estimate that DPER cost calculated for a Post 2004 cohort nurse of 25%
would reduce to 22% if the salaries from the 2007 report were used.

Therefore an assessment of individual grades using the results in the DPER report may not be appropriate. However when
averaged across all grades, this is unlikely to have a significant impact on the average cost.

16.2 COMPARABLE PAY SCALES

We note that for hospital consultants, for example, the salary at retirement is based on the pensionable salary at retirement for
recent retirees. This may not be appropriate for recent entrants whose salary scales are lower than for those recently retiring.
The IHCA report also notes that the salary scales of future retirees will be lower than those based on recent consultant
retirements. Similar considerations may apply to other grades. The calculated pension costs for a particular grade should only
be considered in conjunction with members on equivalent pay scales to those used for the calculation.

16.3 PROMOTIONAL INCREASES

The DPER report lists pensionable salary at entry and at retirement. It is not clear if the salary is assumed to increase evenly
throughout the working life of the member. If increases in salary occur earlier in the working life of a member, this reduces the
pension cost. This is because contributions received would be based on a higher level of pensionable salary throughout the
member’s working life. (Conversely, if increases in salary occur later, this increases the cost). The impact of this could be
reasonably significant overall. It is particularly significant for Post 2013 members where the pension is based on career
average earnings. The IHCA report also notes this issue and states that a high proportion of salary increases occur in the
early years of employment for consultants.

17 Other assumptions

There are many other assumptions made in the calculation of the pension costs. We have focussed on the assumptions that
have the most significant impact on the results. Therefore we have not analysed any other assumptions used.
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RESULTS

18 Results

In this section we have referenced the results contained in the various submissions along with some estimates that we have
calculated. We have not validated the calculations in the various submissions. We have conducted a high level review of the
methodology, assumptions and results.

18.1 PRIVATE SECTOR

The DPER report shows a cost of 22% for private sector DB pensions and a cost of 7% for private sector DC pensions. The
weightings applied assume that 30% of private sector employees have a DB pension and 70% have a DC pension. This gives
a weighted average private sector cost of 11% (Pre 2013).

Post 2013 the DC cost of 7% is used.

The impact of varying the assumed weightings is shown in the table below as per the DPER report.

COST OF PRIVATE SECTOR PENSION

Weightings:

100% DB 22%
30% DB; 70% DC 1%
100% DC 7%

As noted in section 13 above, the DPER report compares the pension costs of the Pre 2013 cohort of the public service with
private sector employees who receive some form of occupational pension provision only (so those with DB or DC pensions). If
a wider comparison were used this would significantly impact the cost.

The ICTU report presents a range of costs for private sector DB pensions varying by the pre and post retirement discount rate
assumed. Taking the same discount rates as the DPER report, the ICTU report shows a cost of 22% which is consistent.

The ICTU report sets out some information from the company accounts of some large employers and concludes that pension
costs for these employers are at least in the mid to low teens. It references Financial Services Union estimates of its members
employer pension costs as 14% of salary for unionised companies and 8% of salary for non-unionised companies.

The figures of 11% (for the Pre 2013 cohort) and 7% (for the Post 2013 cohort) proposed by the DPER report do not seem
unreasonable, assuming that it is deemed appropriate to compare public service members with private sector employees who
receive some form of occupational pension provision only.

18.2 PUBLIC SERVICE

18.2.1 Standard Accrual Categories

The table below sets out the results calculated in the DPER report for each grade in the standard accrual category.

DPER RESULTS

Pension cost net of Civil Hospital
employee contribution Servant  Teacher Nurse  Engineer Average Consultant
Pre 2004 29% 30% 30% 36% 31% 50%
Post 2004 24% 26% 25% 29% 26% 39%
Pre 2013 (average) 27% 29% 28% 33% 29% 46%
Post 2013 8% 9% 8% 10% 9% 14%
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The ICTU report calculates the cost for a civil servant only (since this was closest to the cost for the public service as a whole
in the 2007 report). The ICTU report presents a range of costs for private sector DB pensions varying by the pre and post
retirement discount rate assumed. Taking the same discount rates as the DPER report, the costs calculated in the ICTU
report are shown below.

ICTU RESULTS

Pension cost net of Civil
employee contribution Servant
Pre 2004 25%
Post 2004 22%
Pre 2013 (average) 23.5%
Post 2013 8%

The ICTU results are reasonably comparable with the costs calculated in the DPER report. We expect the main difference is
the assumption in relation to future increases in the State Pension as discussed in section 14.4 above. (There may also be
some differences in mortality assumptions.)

The Single Scheme Teachers report calculates a range of costs for teachers in the Post 2013 cohort. Allowing for mortality
improvements and a starting age similar to that assumed in the DPER report the cost calculated is 6.7% gross of the PRD
which is comparable with the 9% shown above for Post 2013 teachers. The lower cost in the Single Scheme Teachers report
is likely to be due to the higher discount rate assumed.

The Early Career Teachers report calculates a range of costs for Post 2004 teachers. Allowing for mortality improvements and
a starting age similar to that assumed in the DPER report the cost calculated is 16.3% gross of the PRD which is comparable
with the 26% shown above for Post 2013 teachers. The lower cost in the Early Career Teachers report report is likely to be
due to both the higher discount rate assumed and the lower salary inflation assumed.
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19 Fast Accrual Categories

The DPER report has split the grades used into “standard accrual categories” (civil servant, teacher, nurse, engineer) and
“fast accrual categories” (Garda, high court judge). It is reasonable to split the grades in this manner so that policy decisions
in relation to particular grades can be considered.

The DPER report notes that a significantly higher than average notional employer contribution rate is calculated for fast accrual
categories. It states that this can be largely attributed to the shorter time periods (with associated higher accrual rates) over
which Gardai and judges can accrue their retirement benefits than is standard amongst public service employees. Gardai also
receive their retirement benefits from an earlier age than most other public service employees.

19.1  GARDA

The AGSI report suggests that the approach adopted by DPER overstates the cost of pensions for Gardai. It suggests that the
decision to require Gardai to retire earlier than other public servants is a policy decision of Government. This policy decision
leads to Gardai having lower earnings during the period between their actual retirement and the retirement age of other public
servants. While a pension is received during this interim period, the AGSI do not consider that the full additional cost of this
extra pension should be taken into account in determining appropriate remuneration. Rather they point to the loss of earnings
during this interim period compared with those who can continue to work. The GRA report also points to this lower earnings
period.

The GRA report adjusts the pension for jobseekers benefit and jobseekers allowance on the basis that this would be payable
to private sector employees if unemployed. However it is worth noting that the jobseekers allowance is means tested.

The decision on appropriate benchmarks and on what pension should be funded for Gardai in light of their shorter working life
is outside the scope of our work.

The AGSI report suggests separating the pension cost for Gardai into that relating to normal retirement and that relating to
earlier retirement. This is a useful way of examining the costs and we have presented some results on this basis below.

The table below sets out the results calculated in the DPER report for a Garda.

DPER RESULTS

Pension cost net of

employee contribution Garda
Pre 2004 54%
Post 2004 53%
Pre 2013 (average) 53%
Post 2013 14%

Using the DPER assumptions we have calculated an estimated split of pension costs according to the following 3 methods:

= A: Pension accruing at standard rates and retiring at age 60 / 65 / 68 for the cohorts Pre 2004, Post 2004 and Post 2013
respectively. Effectively this is the cost if Gardai received benefits at the normal rate accrued by other Public Servants. In
this scenario Gardai would cease employment at 54 / 55 / 55 and receive a pension at age 60 / 65 / 68 that reflected their
actual service. Since they would have less than 40 years’ service, they would not receive a full pension.

= B: Pension accruing at accelerated rates and retiring at age 60 / 65 / 68 for the cohorts Pre 2004, Post 2004 and Post
2013 respectively. In this scenario Gardai would retire at 54 / 55 / 55 but would receive a full pension at 60 / 65/ 68 as
appropriate. So the pension is payable from the same age as A above but the amount of the pension is larger.

= C: Pension accruing at accelerated rates and retiring at age 54 / 55 / 55 for the cohorts Pre 2004, Post 2004 and Post
2013 respectively (as per the DPER report). This is similar to B above but the pension is also payable between the actual
retirement age to the normal retirement age of other public servants.
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The estimated calculation of these figures is shown below.

SPLIT OF GARDA COST ‘

Pension cost net of

employee contribution A B C

Pre 2004 26% 36% 54%
Post 2004 20% 28% 53%
Pre 2013 (average) 23% 32% 53%
Post 2013 5% 8% 14%

The differences between methods A, B and C relate to policy decisions taken for Gardai and the appropriate approach to
retirement and pensions for this particular group. It is therefore dependent on these policy decisions and approach to
determine which method is most appropriate for comparing Garda pensions to private sector pensions.

19.2 DEFENCE FORCE OFFICER

The RACO report points out the same policy decisions on early retirement as are outlined above. The report also points out
that Defence Forces Officers retire at 58 which is later than Gardai. The RACO report also outlines typical starting and retiring
salaries for Defence Forces Officers.

The table below adjusts the Garda cost as outlined in the DPER report to arrive at a related cost for a Defence Forces Officer
based on the ages and salaries provided in the RACO report for a Commandant.

DEFENCE FORCE OFFICER POST 2004 POST 2013
DPER report Garda cost 53% 14%
Differences in assumed ages at entry and at retirement'® 39% 11%
Differences in assumed salaries at entry and at retirement 45% 12%
Difference in employee contribution rate 44% 1%
Estimated equivalent Defence Force Officer cost"! 44% 11%

In summary the net cost of providing a pension on DPER assumptions is somewhat lower for a Defence Forces Officer than a
Garda. The difference in retirement ages is offset by the higher average salaries of Defence Force Officers (as provided in the
RACO report for a Commandant).

It is also useful to consider the same approach as we used above for Gardai when considering Defence Force Officers. If we
split the estimated Defence Force Officer cost into methods A, B and C as above, the estimated results are shown below.

SPLIT OF DEFENCE FORCE OFFICER COST

Pension cost net of employee contribution A B C
Post 2004 23% 28% 44%
Post 2013 5% 7% 11%

As for the Gardai, the differences between methods A, B and C relate to policy decisions taken for Defence Force Officers and
the appropriate approach to retirement and pensions for this particular group. It is therefore dependent on these policy
decisions and approach to determine which method is most appropriate for comparing Defence Force Officer pensions to
private sector pensions.

" The primary impact here is the increase in retirement age from 55 to 58

" Using DPER assumptions
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19.3 HIGH COURT JUDGE

The DPER report also shows a much higher average cost of pension for High Court Judges. This high cost arises because of
the later average age of entry of judges into relevant employment and of the accelerated accrual methodology. The additional
issues in relation to early retirement do not arise.

Therefore we don’t believe that additional actuarial calculations are required. The more relevant fact to consider is whether the
total remuneration package, including the additional pension contributions, is adequate to attract suitably qualified candidates
into the judiciary. This is a wider policy issue that is outside the scope of this report.

The table below sets out the results calculated in the DPER report for a high court judge.

DPER RESULTS

Pension cost net of .High Court
employee contribution Judge
Pre 2004 71%
Post 2004 71%
Pre 2013 (average) 1%
Post 2013 39%

The AJI letter notes that tax is likely to be paid on a High Court Judge’s pension in retirement due to the standard fund
threshold. This can have significant tax implications. In the private sector typically higher earners would limit pension
contributions to ensure that income is not taxed twice. This is not possible within the public service pension scheme. This is
also relevant to hospital consultants (and other high earners) and is mentioned in section 12.3 above.
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20 Sensitivities

20.1 DISCOUNT RATE

As set out in section 14.1 above, a possible range of real discount rates to consider could be as follows:
= (0.4%) as per the IPSAS 39 standard;

= 0.25% as per the IAS 19 approach;

= 1.5% - 2.5% using the approach used by funded schemes in the private sector (pre retirement) and a 1.0% discount rate
post retirement

In this section we estimate the impact of using this range of discount rates on the calculated pension costs.

20.1.1 Private Sector

Applying the same weightings of 30% DB pension and 70% DC pension and the DC cost of 7% gives a range for the cost of
private sector pensions for the Pre 2013 cohort comparable as follows:

PRIVATE SECTOR COST

Pre; Post retirement discount rate Cost
(0.4%); (0.4%) 17%

0.25%; 0.25% 15%

1.5%; 1.0% 12%

2.5%; 1.0% 10%

The discount rate doesn’t impact the Post 2013 cohort comparable of the 7% DC pension cost.

20.1.2 Public Service

We estimate that the average cost of Pre 2013 pensions in the public service would vary as follows under this range of
discount rates:

PUBLIC SERVICE COST

Pre; Post retirement discount rate Pre 2013 Post 2013
(0.4%); (0.4%) 56% 14%
0.25%; 0.25% 45% 12%
1.5%; 1.0% 32% 8%
2.5%; 1.0% 26% 6%

20.1.3 Comparison

The comparison between public and private sector costs would therefore vary as follows under this range of discount rates:

COST COMPARISON PRE 2013

Pre; Post retirement discount rate Public Service Private Sector Differential
(0.4%); (0.4%) 56% 17% 39%
0.25%; 0.25% 45% 15% 30%
1.5%; 1.0% 32% 12% 20%
2.5%; 1.0% 26% 10% 16%
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COST COMPARISON POST 2013

Pre; Post retirement discount rate Public Service Private Sector Differential
(0.4%); (0.4%) 14% 7% 7%
0.25%; 0.25% 12% 7% 5%
1.5%; 1.0% 8% 7% 1%
2.5%; 1.0% 6% 7% (1%)

This illustrates the significant impact of the discount range approach on pension costs and comparisons.

20.2 SALARY INFLATION

The DPER report shows the impact on results of salary inflation on the Pre 2013 cohort as follows:

DPER RESULTS - PRE 2013

Pension cost net of Civil Hospital High Court
employee contribution Servant Teacher Nurse Engineer Average Consultant Garda Judge
Base Case 27% 29% 28% 33% 29% 46% 53% 71%
+0.5% Salary increases 34% 36% 36% 41% 37% 54% 65% 79%

- 0.5% Salary increases 21% 22% 22% 26% 23% 38% 42% 63%

As can be seen, the impact of the assumption for future salary inflation has a significant impact on the Pre 2013 pension costs.

The DPER report shows a very minor impact on the Post 2013 cohort for changes in salary inflation. This is because pension
increases for this cohort are in line with price inflation and not salary inflation (although we would expect some impact since it
affects salaries during the working life of the member).

20.3 MORTALITY

The DPER report shows the impact on results of life expectancy on the Pre 2013 cohort as follows:

DPER RESULTS - PRE 2013

Pension cost net of Civil Hospital High Court
employee contribution Servant Teacher Nurse Engineer Average Consultant Garda Judge
Base Case 27% 29% 28% 33% 29% 46% 53% 71%
Life expectancy + 1 year  28% 30% 30% 35% 31% 48% 55% 74%
Life expectancy - 1 year 26% 27% 27% 31% 28% 43% 50% 67%

The DPER report also calculates the impact of life expectancy on the Post 2013 cohort however this does not show a
significant impact for this cohort with an impact of 1% or less for all grades except the High Court judge. (For the High Court
judge the base figure of 39% for the Post 2013 cohort increases to 41% with a 1 year increase in life expectancy and falls to
36% with a 1 year decrease in life expectancy).

The Single Scheme Teachers report also calculates the impact of mortality improvements. In this report the impact on the cost
is calculated to be just under 1%.
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21 Conclusion

21.1 PRIVATE SECTOR

We believe the cost of private sector costs shown in the DPER report is reasonable, although some adjustments could be
made for the following:

= A consideration of an appropriate range of discount rates;
= State Pension increases in line with salary inflation.

As discussed in sections 14.1 and 14.2 above, an appropriate pre retirement discount rate range might be 2.0% - 2.5% and an
appropriate post retirement discount rate might be 1.0%.

We therefore estimate that the average private sector cost using this range of discount rates and allowing for State Pension
increases in line with salary inflation would be as shown in the table below.

PRIVATE SECTOR COST

Pre; Post retirement discount rate Cost
2.0%; 1.0% 11%
2.5%; 1.0% 10%

The impact of the change in State Pension increases is not material for the private sector cost. We believe these costs
present a reasonable basis for comparison with public service pension costs for the Pre 2013 cohort.

For the Post 2013 cohort, the comparison to a 7% private sector DB pension cost is reasonable.

21.2 PUBLIC SERVICE

We believe the cost of public service pensions shown in the DPER report is reasonable, although some adjustments could be
made for the following:

= A consideration of an appropriate range of discount rates;
= State Pension increases in line with salary inflation.

We therefore estimate that the average public service cost using this range of discount rates and allowing for State Pension
increases in line with salary inflation would be as shown in the table below.

PUBLIC SERVICE AVERAGE COST

Pre; Post retirement discount rate Pre 2013 Post 2013
2.0%; 1.0% 25% 7%
2.5%; 1.0% 23% 6%

Consideration of the PRD which is calculated to be 5% on average for the standard accrual categories may also be
appropriate.
21.3 COMPARISON

Cost comparisons allowing for these adjustments are shown in the table below for the Pre 2013 cohort.

COST COMPARISON PRE 2013

Pre; Post retirement discount rate Public Service Private Sector Differential
2.0%; 1.0% 25% 11% 14%
2.5%; 1.0% 23% 10% 13%
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Cost comparisons allowing for these adjustments are shown in the table below for the Post 2013 cohort.

COST COMPARISON POST 2013

Pre; Post retirement discount rate Public Service Private Sector Differential
2.0%; 1.0% 7% 7% 0%
2.5%; 1.0% 6% 7% (1%)

We believe that these are an appropriate basis for considering public service pension scheme members on average.

However considerations for particular grades may apply. Any consideration of individual grades would need to take into
account:

=  The use of consistent entry ages in both the public service and private sector calculation;

=  The use of pensionable salaries at entry and at retirement that include pensionable allowances (in both the public service
and private sector calculations);

= The likelihood of promotional increases occurring earlier or later in the member’s working life;
=  The resulting impact of the PRD for that grade;
= Any adjustment needed to split the cost between standard and early retirement;

= Any policy decisions particular to that grade. This is particularly relevant to the faster accrual categories of employee.
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Appendix F:

Comparisons of Public Service and
Private Sector Earnings

Introduction

This appendix considers earnings in the public
service and private sector over the period 2007 to
2016. This time period reflects the economic and
labour market conditions from the end of the "Celtic
Tiger’ period, through the subsequent recession and
into the present period of economic recovery. As the
recessiondevelopedfrom2008boththe publicservice
and private sector responded with reductions in pay
and numbers employed. However the approaches
taken in each sector were necessarily different.
The private sector, faced with declining demand for
goods and services, responded by rapidly reducing
numbers employed and working hours. There were
also, in some instances, reductions in pay. The
public service, which saw little reduction in demand
for services, relied on natural wastage and the
moratorium on recruitment to reduce numbers more
gradually. However, across the board reductions
in pay and pension were implemented as the main
instrument of reducing the pay and pensions bill
while maintaining services.

Atasectorallevel, itis clear that the public service and
private sectors have structural differences. Similarly,
other sectors (e.g. construction, wholesale and retail,
etc.) of the economy are structurally different, employ
persons with differing characteristics, and operate
in different business environments. Therefore, for
example, comparing average earnings of employees
in the accommodation and food services sector
with those of employees in the information and
communication sector would provide a misleading
comparison if one did not control for differences in
employee characteristics. In the same way, simple
comparisons of average public service and private
sector earnings would be misleading.

Comparing average earnings of public service and
private sector employees requires careful analysis,
as differences exist in the composition of the two
sectors and the characteristics of their employees
(e.g. age, gender, occupation, experience,
educational attainment, trade union membership,
etc.). While it is possible to directly compare the
remuneration for individual public service and
private sector jobs, such an exercise would involve
a detailed ‘like for like’ job analysis exercise. Instead
this section compares the two sectors by tracking
the trends in their earnings, illustrating changes in
their earnings distributions, making broad public-
private earnings comparisons (accounting for the
characteristics of employees and their employers)
and finally considering earnings in an international
context. This Appendix is structured as follows:

Section 1 compares trends in earnings in the public
service and private sector using data from the EHECS
from 2008 to 2016. Sectoral average earnings across
the economy are also presented.

Section 2 looks at the distribution of earnings and
employment in the public service and private sectors
using the NES for the period 2007 to 2010 and
administrative earnings data for the period 2011 to
2014.

Section 3 considers econometric studies of
the public service and private sector earnings
differential that have been carried out for the years
2003, 2007, 2009, 2010, 2011 and 2014. These
econometric studies take account of the differences
in the characteristics of employees (e.g. occupation,
educational attainment, experience, hours worked,
etc.) and the characteristics of their employer
(e.g. sector, size of organisation). This section
also presents a short summary of the most recent
econometric studies of the public-private earnings
differential across EU countries.

Section 4 provides an analysis of Irish earnings in
sectors which are predominantly made up of public
sector workers across similar EU and European Free
Trade Area countries in 2014.
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Section 1: Earnings Trends
2008 to 2016

Trends in the Labour Market

The private sector determine wages based upon
the supply and demand for labour, as well as other
factors such as firms’ finances, the economic
climate, inflation, local agreements and negotiations
with trade unions and staff. This is largely a free
market without interference by Government, but
supported by institutions of the State, such as the
Workplace Relations Commission and the Labour
Court. Supply and demand in the labour market
means that when there is excess labour supply and/
or low labour demand, there is downward pressure
on wages. High demand for labour and/or low supply
of labour puts upward pressure on wages. There
are many different types of jobs with varying skills
and experience requirements, thus there are many
different labour markets in existence in the private
sector each with their own unique labour market
dynamics.

Public service pay is determined by Government
policy, the state of the national finances and
negotiations between trade wunions and the
Government. Public service pay is, for the most part,
subject to labour market supply and demand. The
pay determination processes of these two sectors
are very different and thus the evolution of earnings
over time will inherently be different.

Data Source

EHECS is a quarterly survey of firms with 3 or more
employees carried out by the CSO. It provides short-
term earnings and labour costs data for the purpose
of monitoring change in the labour market in Ireland
and across the European Union.

EHECS data is available from Q1 2008 to Q4 2016 on
a quarterly and annual basis. The data is presented
annually in this report in order to remove seasonal
fluctuations and aid interpretation.

The data collected by EHECS includes regular
earnings, overtime earnings, irregular earnings (e.g.
bonuses, allowances, back dated pay), contracted
paid hours, overtime paid hours, employment,
redundancy payments, statutory social contributions
(PRSI), payments in kind (cost of housing, car, stock
options, health insurance), employers contributions
to pensions, training expenses and grants/subsidies.

Earnings aggregations referenced in this report refer
to: Regular earnings + overtime earnings + irregular
earnings + payments in kind.

Public Service / Private Sector

For the purpose of this report the public service
refers to those employees in the Civil Service, Local
Authorities, Education, Garda Siochana, Health
Services, Defence Forces and NCSAs. Commercial
State Agencies are considered to be private sector
as remuneration in these organisations is not subject
to FEMPI legislation. The private sector refers to
employees of private enterprises and Commercial
State Agencies in NACE sectors B to S.

Derived Variables

Earnings data, in some cases, is presented net of
the public service PRD. This report refers to average
earnings and hours, which have been derived as
follows:

e Average Weekly Earnings: Total annual
earnings divided by the average number of
persons employed divided by 52 weeks.

e Average Hourly Earnings: Total annual
earnings divided by total paid hours in the year.

¢ Average Weekly Paid Hours: Total annual
paid hours divided by the average number of
persons employed divided by 52. Total paid
hours include contracted hours plus overtime
hours.

Pension Related Deduction

The PRD was introduced in 2009 on a progressive
basis and is still deducted from public service gross
earnings. As EHECS cannot apply the PRD at an
individual employee level the effective PRD rate,
provided by DPER, is applied to the earnings of all
public service enterprises. These average PRD rates
are:

e 2009 =5.92%

e 2010t0 2012 =7%

* 2013t02015=6.7%
2016 =5.6%

2017 & 2018 =5.3%

1 The PRD for 2009 = 5.92%(0%*2 months, 7.5%*2 months,
7%*8 months)

Report of the Public Service Pay Commission

May 2017



Average Employment

The number of people employed in a sector and
the characteristics of those employees significantly
affects the earnings in the sector and how earnings
evolve over time. In the private sector average
employment decreased significantly in 2009 (-10.3%)
followed by subsequent decreases in 2010 (-3.8%)
and 2011 (-1.1%), leaving average employment at
1.17 million, a decline of 14.8% from the 2008 level.
Since 2011 average employment has increased
each year to 2016 where it stood at 1.31 million,
4.4% below the 2008 level (see Figure F.1).

Employment in the public service decreased at a
slower rate than the private sector from 2008 to 2011.
These decreases were followed by more pronounced
decreases in employment in 2012 and 2013, bringing
public service employment to a series low of 334,900
in 2014, 10.8% below the 2008 level of 375,100. In
2015 and 2016 public service employment began
to increase, with employment reaching 345,700 in
2016, 7.9% lower than employment in 2008 (see
Figure F.1).

Figure F.1: Index of Employment for the
Public Service and Private Sector, 2008-
2016

Source: CSO, PSPC workings

The movements in employment experienced in both
the public service and private sector have significant
effects on average earnings. For example, early
retirement incentives tend to remove higher earners
from the sector, thus dragging down average
earnings. Recruitment embargos restrict the number
of new entrants, putting upward pressure on average
earnings as new entrants would have tended to
be lower earners. Similarly, redundancies and
recruitment affect average earnings in different ways
depending on the characteristics of the employees
that are let go or hired.

Average Weekly Earnings

Across the time period 2008 to 2016, public service
average weekly earnings ranged between 47% and
33% higher than those in the private sector and
between 40% and 25% higher net of the PRD22. As
discussed previously averages are heavily affected
by the different composition and characteristics of
those working in each sector. Thus, simple earnings
comparisons are misleading. The trends in public
service and private sector earnings can however be
useful as they illustrate how earnings have evolved
over the period in the two structurally different labour
markets.

Private sector average weekly earnings were €658
in 2008. With the onset of the financial crisis and
recession in Ireland, earnings fell in each year to 2011
where they reached their lowest level of €636 per
week. From 2011 private sector earnings increased
each year, reaching €677 per week in 2016, 2.9%
higher than the 2008 level and 6.3% higher than the
2011 series low.

In the public service average weekly earnings
increased in 2009 to €949 per week, this was
followed by decreases in 2010 and 2011. Public
service earnings, net of PRD, decreased in 2009,
2010 and 2011 to a series low of €834 per week, a
fall of 9.5% from the 2008 level. Average earnings
increased in 2012 before falling again in 2013 and
2014. Public service earnings, net of PRD, increased
in 2015 and 2016 to €847, 8.1% below 2008 levels.

2 Analysis that is ‘net of PRD’ reduces pay to reflect the impact
of PRD (i.e. earnings minus PRD)
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Figure F.2 illustrates these trends, where in the private
sector earnings decrease from 2008 to 2011 and the
recovery in earnings after this point is evident. This
can be compared to the larger cuts in earnings (when
PRD is included) of the public service in 2009 and
2010, after which earnings have remained relatively
flat.

Figure F.2: Index of Average Weekly
Earnings for the Public Service and Private
Sector, 2008-20162
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Average Hourly Earnings

Average hourly earnings reflect changes in
employees’ pay and the number of paid hours
worked by employees in each sector. The private
sector recorded average hourly earnings of €19.81 in
2008. Hourly earnings increased in 2009 and 2010,
decreased in 2011 and then increased each year to
2016, to €20.96, 5.8% higher than in 2008.

In the public service average hourly earnings
increased in 2009 before falling significantly in 2010.
Public service hourly earnings, net of PRD, fell in
both 2009 and 2010. There were slight increases
in 2011 and 2012, followed by decreases in hourly
earnings in 2013, 2014 and 2015, followed by an
increase in 2016. This left average hourly earnings
net of PRD at €26.62, 10.1% lower than the 2008
level (see Figure F.3).

3 EHECS data relating to 2016 reflects final data for Q1, Q2
and Q3 and preliminary data for Q4

Figure F.3: Index of Hourly Earnings for the
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Average Weekly Paid Hours

The average number of weekly paid hours worked by
employees in the public service and private sectors
are illustrated in Figure F4. In the private sector
average weekly paid hours decreased by 3.1% in
2009. The average hours continued to fall each year
to 2013 after which increases were seen from 2014
to 2016. In 2016 average weekly paid hours were
32.3 hours, 2.7% lower than in 2008.

The public service saw average weekly paid hours
fall each year from 2008 to 2011, from 31.1 hours to
30.4 hours. Since 2011, average weekly paid hours
have increased each year, with 31.8 hours recorded
in 2016, 2.2% higher than the 2008 level.
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Figure F.4: Index of Weekly Paid Hours for the
Public Service and Private Sector, 2008-2016
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Under the terms of the LRA some FEMPI measures
affecting public service earnings are being unwound
in 2017 and 2018. These along with other scheduled
payments to public service employees allow for the
estimation of average earnings up to 2018.

Using EHECS 2016 data as a base, the LRA is
estimated to increase the public service pay bill
by €290 million in 2017 and €287 million in 2018.
Garda pay increases are estimated to increase the
pay bill by €50 million from 2017. Accelerated pay
increases will have a once off impact of €120 million
on the pay bill in 2017, after which the pay increases
are accounted for within the LRA estimates. It is
assumed that public service employment will grow
by 1.3% each year, the average public service
employment growth of 2015 and 2016. As advised
by DPER’s letter to Ibec on the 16 February 2017, this
analysis assumes that increment payments will not
increase the total public service pay bill as savings
from persons leaving the public service at higher
increment points will cover the cost of incremental
progression at lower levels.

Figure F5 illustrates the trend in average weekly
earnings including the projections to 2018. Based
upon the data and assumptions presented above it
is estimated that average weekly earnings (net of the
PRD) will increase by 1.7% from 2016 to 2018. This
leaves public service average weekly earnings 6.5%
lower in 2018 than the 2008 level net of PRD and
1.3% lower than in 2008 gross of PRD.

Figure F.5: Index of Average Weekly
Earnings for the Public Service (actual and
projected), 2008-2018
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Differences in Sectoral Earnings

Figure F.6 shows average annual earnings for full
time employees for all economic sectors of the
Irish economy for 2015.% It is evident that sectoral
earnings in the Irish economy are heterogeneous.
Average annual earnings in the accommodation
and food service sector were €25,106 which was
€19,969 less than the average for all sectors. On the
other side of the scale, the average annual earnings
in the information and communication sector were
€59,434 which was €14,359 more than the annual
average for all sectors.

Average annual earnings in the sectors that
are predominately made up of public service
employees, range from €45,020 in the human health
and social work sector (€55 less than average) to
€51,682 (€6,607 more than average) in the public
administration and defence sector. Average annual
earnings in the education sector were €51,053
(€5,978 more than average).

4 This particular analysis does not reduce public service
earnings to reflect the impact of PRD
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Figure F.6: Average Annual Earnings by
Sector for Full-Time Employees, 2015
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The large differences in average earnings

across sectors are due to the differing business
environments enterprises in these sectors operate
in; the characteristics of these enterprises and the
characteristics of their employees, such as gender,
occupation, experience, educational attainment,
trade union membership, etc. These are the same
reasons there are differences between average
earnings in the public service and private sector,
thus these differences are not unique to public-
private sector comparisons.

Section 2: Distribution of
Earnings and Employment
2007 to 2014

This section examines earnings data to assess the
distribution of earnings and employment in the Irish
public service, how it compares to that of the private
sector and how they have evolved over the period
2007 to 2014.

This section does not make ‘like for like’ comparison
between the public service and private sectors as
employee characteristics such as gender, occupation,
experience, educational attainment, trade union
membership, etc. are not available in the datasets.
These unobserved characteristics explain some of
the differences in earnings between the public service
and private sectors.

Data Sources

Earnings and employment data presented in this
section is based upon the NES for the period 2007
to 2010 and EAADS data for the years 2011 to
2014. The NES was the structural earnings survey
carried out by the CSO which was last undertaken
in 2009. In the absence of the NES the EAADS was
developed as an alternative source of earnings data
by the CSO. It links earnings data from Revenue
Commissioners P35L file to the CSO’s business
register. This administrative source provides
statistics on the number of employment records
rather than the number of persons in employment.
One person may have multiple jobs and will have
multiple employment records on the P35 file.

The public service is considered to be all sectors
that were subject to the FEMPI legislation, thus
Commercial State Agencies are considered to be in
the private sector for this analysis.

Earnings aggregations referenced in this report refer
to: Regular earnings + overtime earnings + irregular
earnings + payments in kind for the NES and gross
pay subject to USC for the administrative earnings
data. Earnings data is presented net of the public
service PRD.

Median Weekly Earnings in the
Public Service and Private Sector

Median weekly earnings in the public service are
significantly higher, 63.4% in 2014, than those in
the private sector when personal characteristics are
not accounted for. This is true for both males and
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females; however median earnings for females in the
public service were 86.9% higher than females in the
private sector in 2014 compared to 59.0% higher for
males.

Distribution of Employment in Public
Service and Private Sector

Figure F7 illustrates the number of public service
and private sector employees, ranked together by
earnings, in 2014. The public service has 21% of
employees in the lower half of the distribution, in
contrast 57% of private sector employees are in the
bottom half of the distribution. From the 6th to the
9th deciles public service employment increases
while the number of private sector employees in
each decile falls. This trend ends with the 10th decile
illustrating a divergence between public service and
private sector. The 10th decile represents 9% of
private sector employees and 12% of public service
employees.

Ratio of High to Low Earners in
Public Service and Private Sectors

Figure F.8 illustrates the ratio of earnings of the
90th to 10th percentile, indicating the difference
in the distribution of earnings in the public service

and private sector, ranked separately, over the
period 2008 to 2014. Over the period the private
sector has a higher ratio than the public service,
demonstrating the private sector’s broad earnings
distribution compared to the public service’s
narrower distribution. This narrower earnings range
is a common feature of public service employment
internationally (Dustmann and Van Soest, 1997).

In 2014 the ratio for the private sector was 6.9,
this indicates that those at the top of the earnings
distribution were earning 6.9 times the earnings of
those at the bottom of the earnings distribution. In
the public service the ratio was 3.6, which indicates
that those at the top of the earnings distribution were
earning 3.6 times the earnings of those at the bottom
of the earning distribution. From 2008 to 2010 the
private sector ratio increased while the public service
ratio decreased. These movements indicate that the
private sector earnings dispersion expanded over
those years while the difference between the top and
bottom earners in the public service narrowed.

Over the period 2011 to 2014 the public service ratio
has continued to fall, further indicating a narrowing of
the earnings gap between the high and low earners.
At the same time the private sector ratio increased in
2012 and remained relatively flat to 2014.

Figure F.7: Numbers Employees by Decile in the Public Service and Private Sector, 2014
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Figure F.8: Ratio of 90th to 10th Earnings
Percentile in the Public Service and Private
Sector, 2007-2014
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Distribution of Earnings in Public
Service and Private Sector, 2007 to
2010

The public service and private sector have large
differences in the breadth of their earnings range.
This section considers the public service and private
sector, ranked separately, by earnings from 2007 to
2010.

Figure F.9 illustrates the percentage change in the
earnings of every 10th percentile from 2007 to
2010, in public service earnings net of PRD. The
private sector saw earnings fall across the earnings
distribution, with the largest decreases in the lower
percentiles and the smallest decreases in higher
percentiles. The 20th percentile had the largest
decrease from 2007 to 2010, falling 6.6% while the
70th percentile had the smallest decrease of 2.4%.

Public service earnings, net of PRD, increased in
the 10th percentile from 2007 to 2010. All other
percentiles have seen earnings decrease in the
period. The changes to public service earnings
show the progressive nature of the pay cuts over the
period, with the highest percentiles experiencing the
largest reduction and the lower percentiles seeing the
smallest reduction and some increases. However,
the 40th, 50th and 60th percentiles have earnings
reductions greater than that of the 70th percentile.

Figure F.9: Percentage Change in Percentile
Earnings of the Public Service and Private
Sector, 2007-2010
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Distribution of Earnings in Public
Service and Private Sector, 2011 to
2014

Figure F.10 considers the public service and private
sector, ranked separately, by earnings from 2011 to
2014.

Over the period 2011 to 2014 private sector earnings
increased across the earnings distribution, with
increases between 1.2% and 1.5% in the 10th to
the 70th percentiles, with the exception of the 20th
percentile where earnings increased by 2.4%. The
80th and 90th percentiles had increases of 2.3%
and 3.6% respectively. The public service increased
earnings in each of the bottom three percentiles. The
40th to 70th percentiles experienced slight declines
while the 80th and 90th percentiles fell by 2.0% and
4.0% respectively.

Figure F.10: Percentage Change in
Percentile Earnings of the Public Service
and Private Sector, 2011 to 2014
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It is evident from these distribution analyses that
changes in public service earnings have generally
been progressive in nature, with the smallest
earnings reductions and the largest earnings
increases seen in the lower end of the distribution,
while the largest decreases in earnings were in the
upper percentiles. Changes in earnings across the
private sector distribution illustrate the regressive
nature of changes in earnings in that sector. The
lower percentiles in the private sector experienced
the highest cuts to earnings in the period 2007 to
2010 while the upper end of the distribution received
the largest increases in earnings in the period 2011
to 2014.

Section 3: Econometric
analysis of public-private
earnings 2007 to 2014

Econometric analyses of the public-private sector
earnings differential have been undertaken in Ireland
since 2004 when Boyle et al. (2004) carried out
analysis of the public—private earnings differential
using data from 1994 to 2001. The aim of this type
of research is to identify the premium or discount
attributable to the public service when compared to
the private sector, while taking account of employee
characteristics (e.g. gender, occupation, experience,
educational attainment, trade union membership,
etc.) and employer characteristics (sector, size class).
Boyle et al. (2004) analysed European Community
Household Panel data from 1994 to 2001; Ernst &
Young and Murphy (2007) analysed NES 2003 data;
Kelly et al. undertook a similar study in 2008 focusing
on 2003 and 2006 NES data. Subsequently the CSO
produced similar analyses for the years 2007, 2009
and 2010 using NES data. More recently the CSO
published results of an econometric analysis for
2011 to 2014 based upon linked Quarterly National
Household Survey (QNHS) and administrative
earnings data.

The studies restricted the data to full-time,
permanent employees aged between 25 and 59
and applied various model specifications in line with
international best practice. Each analysis produced
a range of outputs based upon the various model
specifications chosen.

These econometric analyses do not replace job
evaluations as the NES and the linked QNHS
and administrative earnings dataset do not allow
comparisons to be made between public service
and private sector job content on a detailed ‘like
for like’ basis. These pieces of research allow for
the tracking of comparable public-private earning
statistics across the earnings distribution and over
time.

Results from several recent studies are presented
to explore the evidence on how average public-
private earnings differentials have developed over
time in Ireland. As some of these public-private
sector estimates were produced independently
of each other, utilised different specifications and
methodologies and have different data sources,
they are not directly comparable with one another
as absolute values. They do however provide a good
indication of the trend in the public-private earnings
differential over the period. The public-private
sector differential estimates should not be taken as
absolute values, they are statistical estimates that
provide insight into the evolution of public service
earnings premia or discounts over time and across
the earnings distribution.

The Ordinary Least Squares (OLS) regression
analysis presented below used the log of average
weekly earnings, excludes PRD from public service
earnings, uses data weighted to reflect the national
workforce, excludes company size as an explanatory
variable and only considers permanent full-time
employees aged 25-59. However there are some
attributes that vary among the models used. NCSAs
are considered private sector in 2003 and 2006, and
are considered public sector from 2007 onwards.
Commercial State Agencies are considered private
sector for 2003, 2006 and 2009 to 2014, but were
categorised as public sector in 2007. Also, the
models from which results are drawn for 2007-2014
control for union membership, whereas those for
earlier years do not. The Commission’s remit relates
only to public service employees (i.e. excluding
Commercial State Agencies but including NCSAs),
so public service specific data is preferred where
available.
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Regression Analysis of the Public-

Figure F.11 shows the OLS output for the public-
private earnings differential for each econometric
analysis undertaken since 2003. The public-private
earnings differential is illustrated for males, females
and all employees.

From 2003 to 2006 the public sector premium
increased to a series high of 24% premium for all
public sector employees. The premium fell between
2006 and 2007, the majority of this fall is likely due to
the introduction of union membership into the model.
From 2007 onwards there is a downward trend in
the public earnings premium reaching parity or a
small discount for public service employees in 2014.
A small amount of the decrease from 2007 to 2009
(approximately 2% of the 8% decrease) is attributable
to the classification of Commercial State Agencies
as public sector in 2007 and as private sector from
2009 onwards. These movements reflect changes in
private sector earnings as well as the effects of cuts

to public service earnings over the period. The public
service premium for males decreased at a faster
pace than that of females. Public service males, net
of PRD, had a discount of 3% in 2011 reaching a
discount of 7% in 2014. Females continue to have
a public service premium for all years and the rate
of decline of the premium is low. The public service
premium for females was 12% in 2009 and has
declined to 8% in 2014. Drawing firm conclusions
about why the premium for women in the public
service did not fall in line with the male premium are
difficult without sector by sector analysis. Part of the
explanation may be that the composition of female
employment in the private sector is weighted more
toward the low pay industries, whereas in the public
service there is a large concentration of females in
sectors with above average levels of earnings (e.g.
health and education). Provided each group share
similar characteristics (i.e. education, age, etc.) this
may explain some of the variation between women
in the public service and private sector.

Figure F.11: Public Service Earnings Gap - Weekly Earnings (net of PRD) for Permanent
Full-Time Employees Aged 25 - 59 Years - Excluding Size as an Explanatory Variable
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5 For consistency with the earlier output we take the coefficients of the public service variable to be approximate proportional
effects, whereas CSO applied an exponential transformation to the coefficients in their Research Note. The difference is small.
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Ordinary Least Squares Regression
Results 2011 to 2014

The OLS regression results for the period 2011 to
2014 are presented in Table F.1. These results show
the estimated public service earnings differential
taking account of the PRD and when the size of the
local unit of the employing firm is also included and
excluded from the model.

years this analysis has been undertaken. In 2007 the
10th percentile had a 27% public sector premium
while the 90th percentile had an 11% premium. The
earnings differential decreased in 2009, reflecting the
cuts in public service earnings and the introduction
of the PRD. In 2010 the premium further reduced,
with the exception of the lowest earners. The 60th
percentile saw the largest fall in premium from 2009
t02010. In 2010 the earnings gap became a discount

Table F.1: OLS Regression Estimates of the Public Service Earnings Gap 2011-2014 for
Permanent, Full-Time Employees Aged 25-29 Years - Males and Females

2011 2012 2013 2014
Males & Females 9.2 8.3 6.3 5.1
Gross weekly earnings, including firm size Males 3.0 3.9 0.2 -0.7
Females 15.4 13.7 13.3 12.2
Males & Females 9.5 8.4 6.3 5.4
Gross weekly earnings, excluding firm size Males 3.3 3.7 -0.4 -0.9
Females 16.2 14.3 141 13.5
Males & Females 29 2.1 0.2 -0.7
PRD deducted from Gross weekly
earnings, including firm size WEIES nl ncud -6.0 6.4
Females 9.2 7.6 7.2 6.5
Males & Females 3.2 2.2 0.2 -0.4
Pension levy deducted from Gross weekly _ B _ _
earnings, excluding firm size EIES =l 2.l Bl el
Females 10.0 8.2 7.9 7.8

Source: CSO

Quantile Regression Public Sector
Earnings Differential

Quantile regressions can show how the public-
private earnings differential varies along the
earnings distribution. Similar to OLS, numerous
model specifications can be chosen to produce
quantile results. In what follows, quantile regression
results for 2007 to 2014 are presented for weekly
earnings of permanent full-time employees (Male
& Female) aged 25 - 59 years, excluding firm size
as an explanatory variable, weighted to match the
population of employees, with PRD excluded. All
NCSAs are considered public sector over the period
from 2007 to 2014. Commercial State Agencies are
considered public sector from 2007 to 2010 while
they are considered private sector from 2011 to
2014.

Figure F.12 shows the premia at various points
throughout the earnings distribution for 2007, 2009
and 2010. It is clear that public sector employees
on the lower end of the earnings distribution have a
higher premium than those at the upper end of the
distribution. This pattern is consistent through all

at the 80th percentile, representing a premium for
the private sector for employees above the 80th
percentile.

Figure F.12: Public Sector Earnings Gap
Distribution for Males and Females, 2007-
2010
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Figure F.13 shows the premia/discounts at various
points throughout the earnings distribution for 2011
to 2014. Again the public service premium was
highest for those at the lower end of the earnings
distribution. There was very little difference in the
size of the premia at each decile between 2011 and
2012, at the 50th percentile the earnings gap was
3.4% in 2011 and 2.9% in 2012 and the percentile
at which the earnings gap became a discount was
the 61st percentile in 2011 and the 63rd percentile
in 2012.

Between 2012 and 2013 the earnings gap
decreased across each decile and particularly at
the lower end of the earnings distribution, with the
difference narrowing above the 50th percentile. In
2014 the earnings gap increased for the lowest on
the distribution while it was very similar to 2013 from
the 20th to the 40th percentile of earnings, with the
public service discount increasing beyond that point.
In 2013 the earnings gap became a discount at the
53rd percentile and in 2014 at the 49th percentile.

Figure F.13: Public Service Earnings Gap
Distribution for Males and Females, 2011-
2014
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Figure F14 illustrates the public-private earnings
differential at various points on the earnings
distribution for male employees from 2007 to 2010.
There was a significant fall in the premia across the
entire distribution between 2007 and 2009, with the
largest fall in the premium seen on the upper end
of the distribution. From 2009 to 2010 there is little
change in the public sector premia up to the 30th
percentile after which point the 2010 premia are
lower compared to 2009 and become a discount at
the 70th percentile.

Figure F.14: Public Sector Earnings Gap
Distribution for Males, 2007-2010
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The premia for males for each of the four years from
2011 to 2014 are illustrated in Figure F.15. In 2011
the earnings gap became a discount at the 46th
percentile. This dropped to the 44th in 2012, the
28th in 2013 and in 2014.

Figure F.15: Public Service Earnings Gap
Distribution for Males, 2011-2014
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Figure F16 illustrates the public-private earnings
differential at various points on the earnings
distribution for female employees from 2007 to
2010. There was a significant fall in the premium at
the upper end of the earnings distribution between
2007 and 2009, with the 90th percentile premium
falling from 15% to 2%. The scale of the fall in the
public sector premium decreased further down the
earnings distribution and below the 14th percentile
the premium increased between 2007 and 2009.
From 2009 to 2010 there was a consistent fall in the
public sector earnings premium between the 20th
and 70th percentiles. The public sector premium for
females reached parity with the private sector above
the 80th percentile in 2010.
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Figure F.16: Public Sector Earnings Gap
Distribution for Females, 2007-2010
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Figure F.17 shows the public service premia for females
for the period 2011 to 2014. The size of the earnings
gap at each decile has not changed as much for
females between the four years as it did for males. In
2011 the earnings gap became a discount at the 78th
percentile. This remained the case in 2012, and 2013
and dropped to the 69th percentile in 2014.

Figure F.17: Public Service Earnings Gap
Distribution for Females, 2011-2014
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Robustness Tests®

The precise level of the estimated public service
premium is somewhat sensitive to the set of controls
that is included. In particular, omitting size class, union
membership or occupation controls tends to increase
the estimated average public service premium. Taking
the example of union membership, union members
earn more on average and union representation
is strong in the public service. Omitting the union
membership variable would lead to this extra premium
being attributed to the public service. The premium for

6 The analysis for the robustness tests includes PRD in public
service earnings (i.e. excluding Commercial State Agencies),
uses data weighted to reflect the national workforce, includes
company size as an explanatory variable and only considers
permanent full-time employees aged 25-59

union membership could be attributed to the benefits
of collective bargaining, particularly in the case of
lower paid employees. Union membership should
theoretically be included in the model if it reflects an
independent pay determining factor in the context of
public service and private sector employees. However,
the instability of the public service coefficient as union
membership is included or excluded from the model
raises some doubt about how well the public service
effect is identified. However, when analysing the trend
in public-private earnings differentials, the inclusion
or exclusion of specific variables is less important
than the consistency of the model chosen over time.
This analysis presents the most consistent results
available to illustrate these trends.

Figure F.18 illustrates that the public service earnings
differential is approximately 6 percentage points higher
when union membership is excluded from the model.
This effect is consistent over the years 2011 to 2014.
It should also be noted that the relative public service
premium across the income distribution is not sensitive
to inclusion of these variables (see Figure F.19).

Figure F.18: Public-Private Earnings Gap
including and excluding Union Membership
(2011-2014)
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Figure F.19: Public-Private Earnings
Gap Across Percentiles of the Earnings
Distribution (2014)
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Findings Emerging from Irish
Econometric Analysis

The estimated public service earnings premium
is substantially smaller than the raw premium
in average earnings which is widely reported.
Controlling for the difference in the characteristics
of employees, the earnings differential between the
public service and private sector declined in the
period 2007 to 2014. The public-private earnings
differential fell most significantly from 2007 to 2010
with the introduction of public service pay cuts and
the PRD. The precise estimated level of the premium
is too sensitive to model specification (e.g. whether
union membership is included) to be provide a
definitive premium, but the trend in the premium and
the distributional pattern are stable with respect to
the models presented.

Higher public service earnings premia are present
at the lower end of the earnings distribution and
discounts are present at the upper end of the
distribution. Over the period the point at which the
public service premium became a discount has
decreased. It is likely that the premium has continued
to decrease in 2015 and 2016 as private sector
earnings continued to increase at a faster pace than
public service earnings.

The Gap between Public and Private
Earnings: International Evidence

In the context of subdued economic growth,
European governments attempted to consolidate
national finances and strengthen their fiscal positions.
There is a large volume of literature that analyses the
public-private earnings gap using micro-data for
individual EU countries, including the recent analysis
by the CSO of the Irish public-private earnings
differential discussed above. Most of these studies
conclude that there exists a significant earnings
differential between the two sectors. Moreover, this
public service premium is generally found to be
higher for women than for men, and higher at the
lower end of the income distribution.

Two recent studies, Giordano et al. (2011) and De
Castro et al. (2013), have assessed the size of the
earnings gap between the public and private sectors
across EU countries.

Giordano et al. (2011) investigated the public-private
earning differentials in ten Euro Area countries’ using
micro-data taken from the EU-SILC database. Their
study focuses on the period from 2004-2007. Their

7 Austria, Belgium, France, Germany, Greece, Ireland, Italy,
Portugal, Slovenia and Spain

results suggest a conditional earnings differential in
favour of the public sector that is generally higher
for women, for workers at the low end of the
earnings distribution and workers in the education
and public administration sectors rather than in the
health sector. Notable differences emerge across
countries, with Greece, Ireland, Italy, Portugal and
Spain exhibiting higher public sector premiums than
other countries.

De Castro et al. (2013) considered the public-private
earnings differentials in 26 European countries using
micro-data taken from the Structure of Earnings
Survey in 2010. Their analysis finds that public sector
employees earn on average higher earnings than
their counterparts in the private sector. This result is
observed in most of the countries assessed in this
study, namely Austria, Belgium, Cyprus, Germany,
Spain, Greece, Ireland, Italy, Luxembourg, Poland,
Portugal and Slovenia. By contrast, privately-
employed workers appear to enjoy higher earnings
in Bulgaria, the Czech Republic, Denmark, Estonia,
Finland, France, Hungary, Latvia and Slovakia. The
highest positive earnings gaps in the public sector
are found in Cyprus, Ireland, Luxembourg, and to a
lesser extent in Belgium, Germany, Spain, Italy and
Portugal. This study finds a public sector premium
that is higher for older workers, and lower skilled
workers typically occupying lower job positions.
Contrary to other empirical papers, this study does
not find evidence of a higher positive earning gap for
women. However, in most cases women in countries
that became EU members after 2004 tend to have
lower earnings in the public sector than their male
counterparts, whereas in countries that became EU
Member States prior to 2004 the opposite is true.

In summary, studies focusing on EU countries in
the late 2000s find a public sector premium for the
majority of EU countries. Both studies find a higher
earnings differential for those in the public sector
that occupy jobs at the lower end of the earnings
distribution and for women in countries that were
members of the EU prior to 2004. In relation to
Ireland, these studies find a public-private premium
among the highest in the EU.
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Section 4: International
Comparators

This section aims to contextualise and consider
Irish public sector earnings compared to the EU15
countries (excluding Greece®), and developed
European Free Trade Area countries (EFTA) (Norway,
Iceland and Switzerland) in 2014, which is the most
recent year data is available. These comparisons give
an indication of the earnings across sectors which
are mostly made up of public sector employees.
A public service and private sector breakdown
is not available from this data source so the three
public service dominated economic sectors; public
administration and defence, education, and human
health and social work, are used as proxies for the
public services. There are private sector elements in
each of these sectors while there are also elements
of the public service not included in these three
sectors.

This analysis is not a ‘like for like’ comparison of
public sectors internationally. More complete and
comparable public sector earnings comparisons
would include characteristics such as occupational
classification, educational attainment, skill level,
experience and trade union membership. Robust

8 Data for Greece is not available for 2014

statistics about these characteristics are not
available from the data used in this analysis. These
unobserved characteristics would explain some of
the remaining differences in earnings between the
public sectors across countries. Notwithstanding
these limitations, Eurostat’s Structure of Earnings
Survey (SES) is still the most reliable source of data
for international earnings comparisons. It should
be noted that these are gross earnings and do not
include adjustments for tax, social insurance or
other deductions (i.e. PRD).

Size of the ‘Public’ Sector

In 2014, Irish public sector employment, as defined
above, as a percentage of the labour force was
22% which was the same as the EU average (Figure
F.20). The number of public service employees in
Ireland per 1,000 people was 102 (down from 104 in
2007), the EU average was 103. Economies that are
considered as or more competitive than Ireland such
as the Nordic countries, the UK, the Netherlands
and Germany had a higher number of public service
employees per 1000 people and as a percentage of
the labour force than Ireland.

Figure F.20: Employment in Public Administration, Defence, Education and Human Health

as % of the Labour Force, 2014
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International ‘Public Sector’
Earnings

The aim of this international analysis is to establish
whether remuneration in the public sector is unusually
low compared to other countries where Irish people
have the automatic right to work (i.e. the EU) or in
countries where earning levels effects Irish earnings
levels. Research has shown that earning levels in
other countries such as the UK have had significant
effects on the Irish labour market for many years
(Curtis & FitzGerald, 1996) and evidence presented
to the Commission suggests that within a limited
number of sectors, (e.g. health sector), there is an
international labour market with staff moving to and
from other countries in significant numbers. Where
this is the case, setting pay levels considerably
lower than the international norms may impact on
recruitment and retention.

Data on emigration® from Eurostat indicates that
54% of Irish emigrants in 2015 migrated to a
European country. The UK was the most popular
destination accounting for 23% of Irish emigrants.
North American and Australia & New Zealand were
the next most popular destinations with 16% and
11% respectively.

Figure F.21: Emigration by Country of Next
Usual Residence, 2015

[l EU (excluding UK)
UK
. North America
. Australia & New Zealand

. Other

Source: Eurostat

9 This includes all people who emigrated from Ireland in 2015,
including public service and private sector employees.

Ideally this analysis would focus specifically on EU
countries as well as North America, Australia and
New Zealand. However there would not appear to be
a consistent international data source for worldwide
comparisons across sectors. The OECD collects
information in relation to international earnings but
due to considerable differences in methodologies
across countries these are not included in this
report. Therefore this analysis uses Eurostat’s SES
database to compare against similar countries within
the EU and the European Free Trade Area (EFTA).

Data Sources and Definitions

Data from Eurostat’s SES is used to analyse data
on earnings across EU Member States and EFTA
countries. The objective of the SES is to provide
accurate and harmonised data on earnings across
the EU for policy-making and research purposes.
The statistics of the SES refer to enterprises with
at least 10 employees operating in all areas of the
economy™ defined in the Statistical Classification
of Economic Activities in the European Community
(NACE).

In 2014 in Ireland, this survey was carried out using
P35 and Census 2011 administrative data. As not all
the required data was available from administrative
sources, it was necessary to model and forecast
some variables (i.e. occupation, education, hours
worked, full-time/part-time, etc.). An initial analysis of
Census of Population 2016 results indicates a large
change in these variables over the period 2011 to
2016. Therefore it is unrealistic to assume that 2011
data accurately reflects the reference period 2014.
Consequently disaggregated variables from the SES
such as occupational classification, education, etc.
have not been analysed in this report.

All earnings reported and analysed in this analysis
are in Eurostat’s Purchasing Power Standard (PPS)
which is an artificial currency unit. Purchasing power
parity means equalising the purchasing power of two
currencies by taking into account the cost of living
and inflation differences. Theoretically, one PPS can
buy the same amount of goods and services in each
country.

10 Information on public administration is only available from
some countries on a voluntary basis.
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Analysis of International ‘Public
Sectors’

Table F2 shows the rankings of average annual
earnings for the industry, services and construction
sector (i.e. excluding public admin and defence'’),
public administration and defence sector, the
education sector and the human health and social
work sector.

Ireland had the 9th highest average annual
earnings of the 17 countries considered in the
industry construction and service sectors which
is the broadest measure of average earnings
in each country. Irish average earnings in the
public administration and defence sector were
the 3rd highest of the 12 countries that reported
earnings for this sector. Average annual earnings
in the education sector were the 2nd highest of
the 16 countries analysed. Within the human
health and social work sector, Irish average
annual earnings rank 4th compared to the 17
countries analysed.

Table F.2: Ranking of Average Annual Earnings, 2014

Con:tﬁ:::st:z; and Adm?r‘:ig:lr(;tion Education Human Health
Services and Defence and Social Work
Ireland 9 3 5 4
Austria 6 n/a 4 7
Belgium 3 n/a 5 9
Denmark 7 4 7 0
Finland 11 7 9 13
France 14 12 10 P
Germany 4 4 6 p
Iceland 10 6 16 5
Italy 13 10 14 »
Luxembourg 1 n/a n/a »
Netherlands 8 2 3 3
Norway 5 n/a 8 5
Portugal 17 n/a 15 17
Spain 16 11 13 ”
Sweden 12 8 11 12
Switzerland 2 1 ] P
United Kingdom1 15 9 12 15

Source: Eurostat

11 Public administration and defence are excluded because not
all countries report these figures and including the sector
would result in a null value for a number of countries.
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Table F.3 shows the ratio of gross earnings in these
public sectors compared to gross earnings in the
general economy, as measured by earnings in the
industry, construction and services sector, for each
country. While the ranking of absolute earnings is
informative, this measure gives an indication of the
difference in the level of earnings in each of these
sectors compared to the average for each individual
country. In effect there are differing ratios across
sectors due to the different characteristics of sectors
and employees within those sectors.

Looking specifically at sectors which are largely
made up of public sector employees, the ratio for Irish
public administration and defence is the 3rd highest
of the 12 countries considered at 1.12, behind the

Netherlands and Switzerland. This indicates that
earnings in the public administration and defence
sector are 12% higher than annual average earnings
in Ireland.

Similarly, the ratio for education is the 3rd highest
of the 15 countries considered. The education ratio
of 1.22 indicates that employees in the education
sector earn 22% more than average annual earnings
in Ireland.

In terms of human health and social work, the ratio is
the 5th highest (1.01) of the 17 countries considered
with Luxembourg, Spain, Iceland and ltaly ranking
above Ireland in 2014. The ratio for the human health
and social work sector is 1% higher than average
earnings in Ireland.

Table F.3: Ratio of Average Annual Earnings, 2014

Public Administration and

Human Health and Social

Defence el Work

Ranking Ratio Ranking Ratio Ranking Ratio
Ireland 3 1.12 3 1.22 5 1.01
Austria n/a n/a 5 1.11 9 0.93
Belgium n/a n/a 7 1.05 15 0.87
Denmark 7 1.05 10 1.03 16 0.87
Finland 9 1.02 9 1.03 14 0.87
France 12 0.86 12 0.97 17 0.81
Germany 8 1.04 6 1.08 11 0.92
Iceland 5 1.07 16 0.80 3 1.01
Italy 11 1.00 14 0.91 4 1.01
Luxembourg n/a n/a n/a n/a 1 1.06
Netherlands 1 1.19 4 1.13 6 0.98
Norway n/a n/a 11 0.99 8 0.94
Portugal n/a n/a 1 1.42 13 0.89
Spain 4 1.07 8 1.04 2 1.02
Sweden 10 1.01 15 0.90 12 0.91
Switzerland 2 1.16 2 1.30 7 0.97
United 6 1.06 13 0.96 10 0.93
Kingdom*

* Since 2015 Sterling has depreciated by approximately 20% against the Euro. This will result in a reduced rate for employees on
constant nominal pay in the UK relative to other Euro Area countries.

Source: Eurostat, PSPC workings
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Themes Emerging from International
Comparisons

This section has presented the differences between
the lIrish public sector and public sectors across
the EU based on Eurostat’'s SES. Robust and
comparable statistics on international earnings,
particularly outside of the EU, are compromised by
methodological differences. It should be noted that
these comparisons are of gross earnings and do not
include adjustments for taxes, social insurance or the
PRD. It should also be noted that this analysis does
not include characteristics such as occupational
classification, educational attainment, skill level,
and experience, which in the case of certain
variables is due to large change in these variables
over the period 2011 to 2016. These unobserved
characteristics would explain some of the remaining
differences in earnings between the public sectors
across countries.

Controlling for characteristics such as occupational
classification, educational attainment, skill level,
and experience, the Irish public earnings premium
in 2010 was amongst the highest in the European
Union. However, this does not include the effect of
PRD and since then there have been very significant
pay movements across the public service and
private sector. The econometric analysis from 2011
to 2014 by the CSO, which is outlined in detail in
the sections above, for Ireland shows the effects of
these movements on the public-private premium.
The conclusion of the EU Commission’s analysis
echoed much of the national and international
literature which finds that public sector employees
are, on average, older, more educated and more
likely to occupy managerial positions than private
sector employees, and thus tend to earn higher levels
because their characteristics normally bring higher-
than-average earnings (De Castro et al., 2013).

The size of the Irish public sector, as defined above,
in terms of employees as a percentage of the labour
force and relative to the population in each country,
is at the EU average in 2014. In general, Irish average
annual earnings in these sectors rank among the
highest in similar EU and EFTA countries in 2014.
Earnings across all sectors of the Irish economy
are the 9th highest compared to the 17 countries
considered. Looking at the ranking of average annual
earnings in each of the sectors in 2014 against other
countries considered in the analysis:

¢ Irish public administration and defence sector
was the 3rd highest ranked of the 12 countries
considered;

e Irish education sector was the 2nd highest
ranked of the 16 countries considered; and

¢ [rish human health and social work sector was
the 4th highest of 17 countries considered.

Using the ratio of average annual earnings in each
sector compared to the average annual earnings in
each country:

¢ Irish annual earnings in the public administration
and defence sector are 12% higher than
Irish average earnings and rank 3rd of the 12
countries considered for this ratio;

¢ Irish annual earnings in the education sector are
22% higher than Irish average earnings and rank
3rd of the 16 countries considered for this ratio;
and

e |rish annual earnings in the human health
and social work sector are 1% higher than
Irish average earnings and rank 5th of the 17
countries considered for this ratio.

Readers should note that there are differing ratios
across sectors due to the different characteristics
of sectors and employees within those sectors. The
methodological differences in international data
outside of the EU and data limitations in EU data,
specifically the difference in what was estimated
for Eurostat in 2014 and the Census 2016 results,
make it difficult to draw definitive conclusions on
international earnings comparisons.
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Summary Tables

Earnings Hours and Employment Costs Tables

Table F.4: Average Annual Earnings, 2008-2016

2015

2008 2009 2011 2016

2012 2013 2014

2010

Private
Sector €34,198

Public
Service

€34,492 | €35,183

€33,092 | €33,487 | €33,564 | €33,924

€33,643 | €33,381

€47,949 | €49,339 | €47,136 | €46,644 | €47,463 | €47,227 | €46,705 | €46,981 | €46,677

Public
SN €47,949 | €46,418 | €43,836 | €43,379 | €44,141 | €44,063 | €43,576 | €43,833 | €44,063
of PRD

Source: CSO, PSPC workings

Table F.5: Average Weekly Earnings, 2008-2016

2008 2009 2010 2011

Private
Sector

Public
service

Public
service net
of PRD

Source: CSO, PSPC workings

Table F.6: Projected Average Weekly Earnings, 2017-2018

2017 () 2018 (f)
€913 €910
€864 €862

Public Service
Public Service net of PRD

Source: PSPC workings

Table F.7: Average Weekly Paid Hours, 2008-2016

2008 2009 2010 2011 2013 2014 2015 2016
Private 33 32 32 32 32 32 32 32 32
Sector
Public 31 31 31 30 31 31 32 32 32
Service

Source: CSO, PSPC workings

Table F.8: Employment (‘000), 2008-2016

2008 2009 2010

Private
Sector 1,373 1,231 1,184 1,170 1,176 1,196 1,225 1,265 1,312
Public
Service 375 370 363 358 342 338 335 337 346

Source: CSO, PSPC workings

1 32 Report of the Public Service Pay Commission May 2017



Earnings Distribution Tables

Table F.9: Public-Private Weekly Earnings and Employment Distribution, 2014

10th
20th
30th
40th
50th
60th
70th
80th
90th
100th

Source: CSO, PSPC workings

Average Weekly Earnings
(Max of Decile)

Public Service Employment

Private Sector Employment

€184 13,178 183,168
€282 12,637 183,805
€359 14,836 181,515
€440 18,857 177,628
€527 22,160 174,033
€625 40,643 155,718
€748 59,495 136,851
€925 68,992 127,351
€1,207 84,276 112,074
: 47,566 148,780

Table F.10: Public-Private Annual Earnings and Employment Distribution, 2014

10th
20th
30th
40th
50th
60th
70th
80th
90th
100th

Source: CSO, PSPC workings

Average Annual Earnings

(Max of Decile)

Public Service Employment

Private Sector Employment

€9,568 13,178 183,168
€14,664 12,637 183,805
€18,668 14,836 181,515
€22,880 18,857 177,628
€27,404 22,160 174,033
€32,500 40,643 155,718
€38,896 59,495 136,851
€48,100 68,992 127,351
€62,764 84,276 112,074

: 47,566 148,780

Table F.11: Public Service Weekly Earnings Distribution, 2007-2014

10th
20th
30th
40th
50th
60th
70th
80th
90th

Source: CSO, PSPC workings

National Employment Survey

Public Service net of PRD (€)

P35 Earnings Analysis

2007 2008 2009 2010 2011 2012 2013 2014
406 404 416 415 331 328 331 349
548 5563 549 535 493 493 499 510
644 652 627 610 597 600 602 608
741 746 709 682 683 682 683 682
832 845 778 752 772 773 773 768
912 957 872 837 866 866 868 863

1,011 1,080 976 934 981 978 978 977

1,160 1,241 1,110 1,054 1,113 1,098 1,095 1,091

1,409 1,509 1,313 1,245 1,320 1,314 1,287 1,267
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Table F.12: Private Sector Weekly Earnings Distribution, 2007-2014

Private Sector (€)
National Employment Survey P35 Earnings Analysis
2007 2008 2009 2010 2011 2012 2013 2014
10th 248 277 240 232 169 165 166 171
20th 365 388 355 339 249 247 248 255
30th 443 460 439 420 326 323 324 331
40th 516 527 505 493 391 386 388 396
50th 595 600 580 573 462 458 462 470
60th 683 688 672 662 546 541 546 555
70th 798 796 777 776 656 651 656 666
80th 962 949 938 935 817 815 823 836
90th 1,264 1,220 1,240 1,231 1,134 1,143 1,151 1,175

Source: CSO, PSPC workings

Table F.13: Public Service Annual Earnings Distribution, 2007-2014

Public Service net of PRD (€)

National Employment Survey

P35 Earnings Analysis

2007 2008 2009 2010 2011 2012 2013 2014
10th 21,112 21,018 21,621 21,590 17,212 17,056 17,212 18,148
20th 28,506 28,777 28,528 27,844 25,636 25,636 25,948 26,520
30th 33,462 33,887 32,583 31,736 31,044 31,200 31,304 31,616
40th 38,545 38,783 36,880 35,450 35,516 35,464 35,516 35,464
50th 43,256 43,952 40,471 39,112 40,144 40,196 40,196 39,936
60th 47,398 49,774 45,358 43,516 45,032 45,032 45,136 44,876
70th 52,559 56,173 50,762 48,559 51,012 50,856 50,856 50,804
80th 60,324 64,522 57,721 54,814 57,876 57,096 56,940 56,732
90th 73,242 78,447 68,284 64,723 68,640 68,328 66,924 65,884

Source: CSO, PSPC workings

Table F.14: Private Sector Annual Earnings Distribution, 2007-2014

Private Sector (€)
National Employment Survey P35 Earnings Analysis
2007 2008 2009 P03 [0) 2011 2012 2013 2014
10th 12,903 14,404 12,480 12,049 8,788 8,580 8,632 8,892
20th 18,980 20,152 18,439 17,605 12,948 12,844 12,896 13,260
30th 23,010 23,903 22,802 21,841 16,952 16,796 16,848 17,212
40th 26,840 27,425 26,281 25,626 20,332 20,072 20,176 20,592
50th 30,940 31,200 30,173 29,805 24,024 23,816 24,024 24,440
60th 35,490 35,750 34,931 34,439 28,392 28,132 28,392 28,860
70th 41,496 41,384 40,400 40,368 34,112 33,852 34,112 34,632
80th 50,002 49,327 48,777 48,618 42,484 42,380 42,796 43,472
90th 65,737 63,450 64,493 64,000 58,968 59,436 59,852 61,100
Source: CSO, PSPC workings
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Table F.15: Ratio of Earnings, 2007-2014

Public Service Private Sector
90:10 90:10
Earnings Ratio Earnings Ratio

National Employment

Survey

P35 Analysis

Source: CSO, PSPC workings

International Earnings Table

Table F.16: EU and EFTA Country Earnings in Purchasing Power Standard, 2014

Industry, construction

and services (except

public administration,
defence)

Belgium €42,048 : €44,036 €36,538
Denmark €39,698 €41,831 €40,898 €34,414

Public
administration Education
and defence

Human health and
social work

Germany €40,332 €41,831 €43,470 €37,159
Ireland €37,612 €42,293 €46,006 €37,911
Spain €29,672 €31,799 €30,752 €30,293
France €33,508 €28,972 €32,477 €27,083
Italy €33,524 €33,572 €30,355 €33,805
Luxembourg €48,997 : : €51,831
Netherlands €39,613 €47,009 €44,943 €38,834
Austria €40,062 : €44,469 €37,411
Portugal €21,156 : €30,063 €18,865
Finland €36,567 €37,448 €37,674 €31,776
Sweden €35,706 €35,955 €32,144 €32,650
United €32,361 €34,150 €31,033 €30,044
Kingdom

Iceland €37,379 €39,857 €29,883 €37,702
Norway €40,166 : €39,674 €37,852
Switzerland €48,455 €56,342 €62,817 €46,889

Source: Eurostat
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Econometrics Tables

Table F.17: Ordinary Least Squares Regression Model: Gross weekly earnings (net of PRD)
Permanent Full-Time employees aged 25-59 years - Public-Private Coefficient, 2003-2014

All
Employees

Males
Females

Source: CSO, PSPC workings

2003

2006

2007 2009

2010

2011

2012 2013

2014

Table F.18: Quantile Regression Model: Gross weekly earnings (net of PRD) Permanent
Full-Time employees aged 25-59 years (Males and Females) - Public-Private Coefficient,

2007-2014
2009 2010 2011 2012 2013
10th 27.0% 23.1% 23.0% 19.5% 16.3% 13.2% 15.3%
20th 25.0% 18.6% 15.8% 11.9% 12.9% 9.5% 10.4%
30th 24.0% 14.6% 12.7% 8.7% 7.8% 5.4% 5.9%
40th 22.0% 12.6% 9.3% 6.1% 4.5% 2.9% 2.9%
50th 21.0% 9.5% 7.1% 3.4% 2.9% 0.5% -0.2%
60th 20.0% 8.5% 4.6% 0.7% 0.7% -1.3% -3.8%
70th 17.0% 5.9% 2.9% -3.5% -2.1% -4.5% -6.1%
80th 14.0% 3.0% -0.2% -5.9% -5.0% -6.5% -10.0%
90th 11.0% 0.9% -3.1% -9.7% -9.4% -11.0% -13.2%

Source: CSO, PSPC workings

Table F.19: Quantile Regression Model: Gross weekly earnings (net of PRD) Permanent
Full-Time employees aged 25-59 years (Males only) - Public-Private Coefficient, 2007-2014

2009 2010 2011 2012 2013
10th 27.0% 19.9% 19.1% 12.2% 10.2% 6.4% 6.4%
20th 24.0% 13.0% 12.5% 5.8% 7.7% 3.1% 2.6%
30th 21.0% 9.2% 8.5% 5.2% 4.5% -0.6% -0.4%
40th 20.0% 7.8% 6.4% 1.5% 1.2% -3.6% -4.4%
50th 18.0% 5.9% 4.4% -0.9% -1.7% -6.4% -8.3%
60th 17.0% 5.2% 2.3% -4.2% -4.3% -7.9% -9.2%
70th 16.0% 2.7% 0.0% -7.8% -6.6% -9.9% -10.3%
80th 12.0% 1.3% -2.2% -11.8% -9.1% -12.6% -13.6%
90th 12.0% -0.4% -2.4% -17.0% -14.6% -15.7% -16.6%
Source: CSO, PSPC workings
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Table F.20: Quantile Regression Model: Gross weekly earnings (net of PRD) Permanent
Full-Time employees aged 25-59 years (Females only) - Public-Private Coefficient, 2007-
2014

2009 2010 2011 2012 2013
10th 27.0% 28.7% 29.6% 29.2% 25.8% 19.7% 26.8%
20th 27.0% 24.4% 20.8% 19.2% 21.2% 15.6% 21.0%
30th 27.0% 19.9% 15.8% 14.6% 13.9% 13.0% 15.6%
40th 24.0% 15.9% 12.3% 10.2% 10.5% 10.4% 11.2%
50th 23.0% 12.1% 8.8% 6.8% 7.9% 7.6% 8.7%
60th 20.0% 10.0% 5.7% 5.0% 5.4% 6.1% 4.0%
70th 18.0% 7.5% 4.0% 1.9% 3.1% 2.9% -0.3%
80th 16.0% 4.0% 2.5% -0.7% -1.3% -1.4% -6.2%
90th 15.0% 1.8% -1.7% -4.3% -4.5% -8.0% -10.6%

Source: CSO, PSPC workings

Table F.21: Distribution of annual earnings (net of PRD) of Permanent Full-time Employees
aged 25-59

10th €16,197 €15,600 €16,381 €15,580
20th €21,772 €21,167 €21,853 €21,330
30th €26,422 €26,002 €26,439 €26,137
40th €30,512 €30,225 €30,706 €30,346
50th €35,002 €34,841 €35,216 €34,731
60th €40,255 €40,218 €40,562 €40,078
70th €46,720 €46,667 €46,896 €46,687
80th €55,304 €55,047 €54,924 €54,586
90th €68,667 €68,840 €68,930 €68,788

Source: CSO, PSPC workings

(Footnotes)

1 Since 2015 the Sterling has depreciated by approximately 20% against the Euro. This will result in a reduced rate for employees
on constant nominal pay in the UK relative to other Euro Area countries.
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Appendix G:

Recruitment and Retention in

the Public Service

CSO Job Churn Data
Sources and Definitions

Data Sources

Job churn data provides information about those
leaving, staying or taking new jobs and the firms
in which these jobs are located in the Irish labour
market. The analysis datasets used are constructed
by merging three separate data sources as follows:

e P35L data source from the Revenue
Commissioners on employment records

¢ Client Record System (CRS) from the
Department of Social Protection related to
Personal Public Service Numbers (PPSN)

¢ Central Business Register (CBR) at CSO.

Each employment record in the analysis dataset
represents a job rather than a person, as an individual
can have multiple employment records in multiple
firms within a period. Therefore, all summaries in this
report relate to job counts as opposed to numbers
of employees.

Definitions

Employment for the enterprise in a period is estimated
as the number of valid employment records with
non-zero reckonable pay for that business unit in a
period. This estimate does not factor in duration of
employment or whether an employment is part-time
or full-time in nature. Employment is equal to the
sum of hirings and job stayers.

Hirings are the number of employment records
assigned to an individual in period t for which a
corresponding employment record for that individual
did not exist in period t-1 with respect to the
enterprise.

Separations are the number of valid employment
records assigned to an individual in period t-1 for
which a corresponding employment record for that
individual did not exist in period t with respect to the
enterprise. Again, while technically the separations
occur sometime in period t-1, for the identity to
hold the estimated separations figure is assigned to
period t.

Job stayers are the number of valid employment
records assigned to an individual in period t-1 for
which a corresponding employment record exists for
that individual in period t for the same enterprise.
Hiring rate is the number of hirings in a category as
a proportion of the employment in that category.
Separation rate is the number of separations in a
category as a proportion of the employment in that
category. Job stayer rate is the number of employees
in a category who stay in the same employment as a
proportion of the employment in that category.

CSO Job Churn Sectoral
Analysis

Public Sector Employment Dynamics
in the Public Administration and
Defence Sector

In public administration and defence there was a
consistent job stayer rate of above 90% across all
age groups in 2014. The exception to this was the
20-24 year group, where the job stayer rate was
63.9% and the remaining 36.1% of employees were
hired in the year. In all age groups the hire rate was
higher than the separation rate in 2014, indicating a
net increase in employment in the year.
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Figure G.1: Hiring, Separation and Job Stayer
Rates in Public Admin & Defence, 2014

M Hiring Rate M Separation Rate M Job Stayer Rate

100%
90%
80%
70%
60%
50%
40%
30%
20%
10%

0%

Allages 20-24 25-34 35-44 45-54 55-59 60-64
years years years years years years

Figure G.2 illustrates the job stayer rates across
the age groups in the period 2011 to 2014. With
the exception of the 20-24 year group, there is little
evidence of retention issues becoming evident in any
of the age groups across the series. The job stayer
rate increased in 2012 and 2013 across most age
groups and fell slightly in 2014 due to the increased
number of hires in all age group that year. In the 20-
24 year group the job stayer rate has fallen each year
from 2011 to 2014, this may reflect a retention issue
in this age group in the sector.

Figure G.2: Job Stayer Rate in Public Admin
& Defence, 2011-2014

M2011 W2012 [W2013 [M2014
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years  years years years years years

Public Sector Employment Dynamics
in the Education Sector

In the education sector the job stayer rate was
82.9% in 2014 for all employees. The job stayer rate
increased across the age groups from a 49.7% stayer
rate in the 20-24 year group to 90.0% in the 55-59
and 60-64 year groups. The separation rate was
greater than the hire rate in all age cohorts indicting
a net decrease of public sector employment in the
sector. The 20-24 year age group had the highest
rate of hiring and separation. Half the employees in
this cohort were recruited in the year while the other
half were job stayers.

Figure G.3: Hiring, Separation and Job
Stayer Rates in Education, 2014

M Hiring Rate M Separation Rate M Job Stayer Rate

100%
90%
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‘Allages '20-24 '25-34 '35-44 ' 45-54 55-59  60-64

years years years years years years
Figure G.4 illustrates the job stayer rates across the
age groups in the period 2011 to 2014. There is little
evidence of retention issues becoming evident in any
of the age groups across the series. The job stayer
rate has trended upwards in most age groups over
the period. In the 20-24 year group the job stayer
rate fell in 2012 before increasing in 2013 and not
changing in 2014.
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Figure G.4: Job Stayer Rate in Education,
2011-2014
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Public Sector Employment Dynamics
in the Human Health and Social Work
Sector

In 2014, 88.7% of public sector employees in
the Human Health and Social Work sector were
job stayers. New recruits accounted for 11.3%
of employees while 8.7% of employees had left
employment from the previous year. The job stayer
rate increases across the age groups. From a low
of 45.7% in the 20-24 year group up to 96.5% in
the 60-64 year group. Hirings were greater than
separations overall and three of the age cohorts saw
separations equal to or greater than hirings. The two
youngest age groups account for the majority of the
employment churn in the sector, with the 20-24 year
group having a hiring rate of 54.3% and a separation
rate of 24.6% in the year. The 25-34 year group had a
hiring rate or 22.8% and a separation rate of 16.8%.

Figure G.5: Hiring, Separation and Job Stayer
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The trend in the job stayer rate has been similar in
most age cohorts in the period 2011 to 2014, with
the rate falling in 2012 increasing in 2013 before
falling or staying level in 2014. The two youngest age
groups have experienced a different trend, as the job
stayer rate has fallen each year in both groups. This
indicates a potential retention issues in this cohort
as fewer employees are staying in employment in
the sector in the early part of their careers.

Figure G.6: Job Stayer Rate in Human
Health and Social Work, 2011-2014
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Appendix H:
Acronyms

!\cronyms

ACESA - Association of Chief Executives of State Agencies
AGSI - Association of Garda Sergeants and Inspectors
AHCE - Association of Hospital Chief Executives

AJI - Association of Judges of Ireland

ARCO - Association of Retired Commissioned Officers

ASTI - Association of Secondary Teachers, Ireland

CIPD - Chartered Institute for Personnel and Development Ireland
CPA - Croke Park Agreement

CPSU - Civil Public and Services Union

CSO - Central Statistics Office of Ireland

DPER - Department of Public Expenditure and Reform
EAADS - Earnings Analysis using Administrative Data Sources
EDP - Excessive Deficit Procedure

EFTA - European Free Trade Area

EHECS - Earnings, Hours and Employment Costs Survey
ESRI - Economic and Social Research Institute

EU - European Union

FEMPI - Financial Emergency Measures in the Public Interest
GDP - Gross Domestic Product

GNP - Gross National Product

GRA - Garda Representative Association

HRA - Haddington Road Agreement

HSE - Health Service Executive

ICTU - Irish Congress of Trade Unions

IFAC — Irish Fiscal Advisory Council

IHCA - Irish Hospital Consultants Association

IMF - International Monetary Fund

IMO - Irish Medical Organisation

INMO - Irish Nurses and Midwives Organisation
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INTO - Irish National Teachers’ Organisation
IRN - Industrial Relations News

LRA - Lansdowne Road Agreement

NCC - National Competitiveness Council
NCHD - Non-Consultant Hospital Doctor
NCSA - Non-Commercial State Agencies

NES - National Employment Survey

OECD - Organisation for Economic Co-operation and Development

PAS - Public Appointments Service

PDFORRA - Permanent Defence Force Other Ranks Representative Association

PNA - Psychiatric Nurses Association

PRD - Pension Related Deduction

PSPC - Public Service Pay Commission

PSPR - Public Service Pension Reduction

QEC - Quarterly Economic Commentary

QNHS - Quarterly National Household Survey

RACO - Representative Association of Commissioned Officers
SES - Structure of Earnings Survey

SFA — Small Firms Association

SGP - Stability and Growth Pact

SILC - Survey of Income and Living Conditions

SIPTU - Services Industrial Professional and Technical Union
TLAC - Top Level Appointments Committee

TUI - Teachers’ Union of Ireland

VAT - Value Added Tax

WTE - Whole Time Equivalents
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