Fact Sheet

Locality Pay under the 
Federal Employees Pay Comparability Act 

Overview

The Federal Employees Pay Comparability Act of 1990 (FEPCA) replaced the nationwide General Schedule (GS) with a method for setting pay for white-collar employees that uses a combination of across-the-board and locality pay adjustments. The policy for setting GS pay contained in 5 U.S.C. 5301 is that—

(1) there be equal pay for substantially equal work within each local pay area;

(2) within each local pay area, pay distinctions be maintained in keeping with work and performance distinctions;

(3) Federal pay rates be comparable with non-Federal pay rates for the same levels of work within the same local pay area; and

(4) any existing pay disparities between Federal and non-Federal employees should be completely eliminated. 

The across-the-board pay adjustment provides the same percentage increase to the statutory pay systems (as defined in 5 U.S.C. 5302(1)) in all locations. This adjustment is linked to changes in the wage and salary component, private industry workers, of the Employment Cost Index (ECI), minus 0.5 percentage points. Locality-based comparability payments for GS employees, which are in addition to the across-the-board increase, are mandated for each locality having a pay disparity between federal and non-federal pay of greater than five percent.

As part of the annual locality pay adjustment process, the Pay Agent prepares and submits a report to the President which—

(1) compares rates of pay under the GS with rates of pay for non-federal workers for the same levels of work within each locality pay area, based on surveys conducted by the Bureau of Labor Statistics (BLS);

(2) identifies each locality in which a pay disparity exists and specifies the size of each pay disparity;

(3) recommends appropriate comparability payments; and

(4) includes the views and recommendations of the Federal Salary Council (FSC or Council), individual members of the FSC, and employee organizations.

The President’s Pay Agent consists of the Secretary of Labor and the Directors of the Office of Management and Budget (OMB) and the Office of Personnel Management (OPM).   
The FSC is comprised of three experts in labor relations and pay policy and six representatives of employee organizations, including NTEU National President Colleen M. Kelley and NTEU National Executive Vice President Frank D. Ferris.  The Council provides recommendations to the Pay Agent regarding:
1. the establishment or modification of pay localities;
2. the coverage of the surveys of pay localities conducted by the BLS under subsection (d)(1)(A) (including, but not limited to, the occupations, establishment sizes, and industries to be surveyed, and how pay localities are to be surveyed);
3. the process of comparing the rates of pay payable under the GS with rates of pay for the same levels of work performed by non-federal workers; and
4. the level of comparability payments that should be paid in order to eliminate or reduce pay disparities.
Across-The-Board and Locality Adjustments

Under FEPCA, GS salary adjustments beginning in January 1994 consist of two components:  (1) a general increase linked to the ECI and applicable to the GS, Foreign Service pay schedules, and pay schedules established under title 38, United States Code, for Veterans Health Administration employees; and (2) a GS locality adjustment that applies only to specific areas of the continental United States where non-federal pay exceeds federal pay by more than five percent.

The formula for the general increase (defined in section 5303 of title 5, United States Code) provides that the pay rates for each statutory pay system be increased by a percentage equal to the 12-month percentage increase in the ECI, minus one-half of one percentage point. The 
12-month reference period ends with the September preceding the effective date of the adjustment by 15 months.

The locality component of the pay adjustment under FEPCA was to be phased in over a nine-year period. In 1994, the minimum comparability increase was two-tenths of the "target" pay disparity (i.e., the amount needed to reduce the pay disparity to five percent according to the methodology required by current law). For each successive year, the comparability increase was scheduled to be at least an additional one-tenth of the "target" pay disparity. For 2002 and thereafter, the law authorized the full amount necessary to reduce the pay disparity in each locality pay area to five percent. However, the schedule under FEPCA has not been followed. In 2006, for example, only 62.7 percent of the "target" disparity was closed, on average, due to separate legislation or the President’s alternative plan.

Defining Locality Pay Areas
When locality pay was first instituted in 1993, the FSC recommended and the Pay Agent approved using Metropolitan Statistical Areas (MSAs) defined by the OMB as the basis for defining locality pay areas. MSAs in the 1990s were based on population size and density and commuting patterns. The Council also recommended and the Pay Agent approved criteria for evaluating adjacent areas for inclusion in MSA-based locality pay areas as “areas of application.”
In June 2003, OMB redefined MSAs using new criteria and 2000 census data. The redesigned MSAs also include changes in nomenclature. For example, OMB discontinued Consolidated Metropolitan Statistical Areas (CMSAs) and added Combined Statistical Areas (CSAs) and Micropolitan Statistical Areas. CSAs are similar in concept to CMSAs, as they are formed by combining adjacent MSAs with a high level of commuting. Micropolitan Statistical Areas are a new classification consisting of locations with smaller population cores.

The Council, after considerable review, recommended that the Pay Agent adopt the new MSAs and CSAs as the basis for defining locality pay areas in 2005. The Council reached this conclusion because counties are added to MSAs based on the level of commuting between the county and the core of the MSA. In the Council’s view, federal agencies in any county where 
25 percent or more of the resident workers commute to the MSA or 25 percent or more of the workers employed in the county commute from the MSA would experience serious recruitment or retention problems if the county were excluded from the locality pay area. While CSAs are established using somewhat different criteria and commuting rates than used for adding outlying counties to MSAs, commuting rates are still the primary factor in establishing CSAs, and the Council recommended that CSA definitions be used whenever possible. The Council also recommended that we use county-based MSAs in New England in lieu of town-based MSAs. Finally, the Council recommended the following new criteria for evaluating areas adjacent to an MSA-based locality pay area.
1. For adjacent MSAs and CSAs:  To be included in an adjacent locality pay area, an adjacent MSA or CSA currently in the RUS locality pay area must have at least 1,500 GS employees and an employment interchange measure of at least 7.5 percent. 
2. For adjacent counties that are not part of a multi-county MSA or CSA:  To be included in an adjacent locality pay area, an adjacent county that is currently in the RUS locality pay area must have at least 400 GS employees and an employment interchange measure of at least 7.5 percent. 
3. For federal facilities that cross locality pay area boundaries:  To be included in an adjacent locality pay area, the whole facility must have at least 500 GS employees, with the majority of those employees in the higher paying area, or that portion of a federal facility outside of a higher paying locality pay area must have at least 750 GS employees, the duty stations of the majority of those employees must be within 10 miles of the separate locality pay area, and a significant number of those employees must commute to work from the higher paying locality pay area.

4. For counties currently included in an MSA-based locality pay area that would be excluded under the new MSA and CSA definitions:  To continue to be included in the locality pay area, any county (or portion of a county in the case of York County, ME, where the full county was never in the adjacent locality pay area) must have an employment interchange rate of at least 15 percent. 
The Council recommended and the Pay Agent approved the use of the Employment Interchange Measure as the basis for calculating commuting rates. The Employment Interchange Measure is used by OMB in combining adjacent MSAs and is defined as:
A measure of the ties between two adjacent entities. The employment interchange measure is the sum of the percentage of employed residents of the smaller entity who work in the larger entity and the percentage of the employment in the smaller entity that is accounted for by workers who reside in the larger entity.
Current Pay Gaps
Based on calculations provided by OPM staff in taking a weighted average of the locality pay gaps, the overall gap between base GS average salaries (excluding any add-ons such as special rates and existing locality payments) and non-federal average salaries surveyed by BLS was 37.57 percent as of March 2006.  The amount needed to reduce the pay disparity to five percent (the target gap) averages 31.02 percent.

Pay gaps are calculated excluding existing locality payments because locality pay is paid on top of the base GS rates.  The overall average pay gap in 2006, including the current average locality rate of 16.18 percent, is 18.41 percent.  
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