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I. 1975 Report by the Commission of +the European Communities relating to the

‘annual review of the remunerations of officials and other servants

Article 65(1) of the Staff Regulations requires the Council to review

remunerations each year.

On 18 September 1975, the Commission submitted to the Council the part of this
report dealing with the development of the cost of living

(see Doc. R/2273/75 (Stat 70)(Fin 625)).

This paper concerns the review of the trend in purchasing power in the salarzes
of national civil servants of the nine Member States during the reference period,
i.e. between 1 July 1974 and 1 July 1975.

I. Statistical information

To date, two indicators have been used to assess the‘development of purchasing

power among national civil servants:
the specific indicator of national civil service salaries;

and per capita earnings in national civil services.,
While awaiting a Council decision on a new method of adjustment, and as stated
in its letter of 28 February 1975, as a first stage, the Commission has drawn up
these two indicators in accordance with the method used up 10 now.
Tables 1 to 36 in Annex I, A show the development of national civil service,
salaries on the basis of the information supplied by the Member States,
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The tables in Annex I, B (pages 62 to 76) also show the developmeni of
national civil service salaries, but in this case, they have been drawn up in
accordance with the suggestions made by the Working Party on Staff Regulations
(see Doc. R/2351/75 (Stat 71(Fin 636)) in order to improve the indicator.

Annexes I,C and I,D provide an outline of the results of the two methods of
calculation, '

 Annex I,E shows overall salary trends in the Community for the reference

period and for previous years. It compares:

the development in real terms of gross domestic product per person employed;
the development in real terms of aggregate gross per capita remunerations;

the development in 'real terms of gross per capita civil service remunerations.

In short, the information on the reference period is set out in the following

way:

Specific indicator

Current method - oMs - 8 MS1 ZMSZ
Real gross 99.7 103.3 105. 7
Real net . 100.0

Method suggested : T

_ by Working Party -

on Staff ,

gpgulatiogg
Real gross 99.8 )
Real net . 1001

Eornincs in 9_MS

national civil Real gross 4.4

services

]
"Excluding the figure for Ttaly.

‘ 2E:ccluding the figures for Italy and the United Kingdom,

]
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ITI. . Comments

. A, Onthe basis of the statistics in this paper, the following observalions

may be made:

1. The statcmentsmade on 6 November 1975, when the remuncrations of officials
and other servants were last adjusted.to the cost of living would probably have
been accepfabla for a ayétem where co;feoﬂ-living adjustments were made in
advance. ~ They werey however, contradicted by the figures supplied by the

Member States, and above all those whose® representatives had mentioned moderate

inereases, or even a standstill in their own national civil service salaries.

2. The reduction in the increase for the cost of living made on 6 November 1975,
at headquarters which was considered proper and justified by certain national
delegations because the level of taxation is much highei in the HMember States
than in Community institutions, has not been borne by the figures. On the
contrary, Germany, France, the Netherlands and Denmark granted their own
officials real net increases higher than the corresponding gross rates of increass
This therefore confirms the Commission's opinion, emphasized many times during
previous discussions, that each cduntry éhould review its tax schemes, above all
in periods of inflation either by regular adjustments or by more substantial {ax
reforms.,

3. The substantial increases observed either before or after taxation in seven
Member States have been completely offset by'a new drop of 12% in Italy.
However, this reduction in the salaries of Italian civil servants seems to
contradict the information provided on the development of per capita earnings in
the Italian civil service. The same is true of the United Kingdom, where the
difference hetween éérnings and the specific indicator also implies the need for
a supplementary check. .

These comparisons between the specific indicator and earnings in each couniry
show that it is essential to keep several indicators as basis of reference for
checking purposes.
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B. Some further comments must be made on the amendments suggested by the
Working Party on Staff Regulations to make the specific indicator more
representative of the development of national civil service remunerations.

1. Generally speaking, the elimination of a certain number of "anomalies"
indicated by the- Working Party on Staff Regulations have not led to any great
differences in the results between the old meﬁhod and the method sugg%sted by
the experts.’ )

Indeed, a c;omparison of Amnexes, I,C (old method) and I,D (improved methpd)
shows very similar results both for the overall figures and for those brﬁken
down by category. Moreover, thc insignificant differences (0.1%) between the
overall figures established according to the one method and the other are still
slight even when broken down by categories of officials. The argument that only
national civil servants in lower categories have received real increases is no

longer borne out by statistics supplied by the lMember States.

.2 Other innovations which the experts of tlie Working Party on Staff Regulations
5

had asked for proved to have no real effect on the final result of the specific
indicator. This applies above all to the use of a different weighting so as {o
proceed from the resuits broken down by category to the overall figure. This
is also trueof the difference between nominal resulis and real results. The
use of national and international price indices also balances out at Community
level, Even the use of more sophisticated sampling methods, including various
types of officials, 'can give almost identical resulfs.because of the large
numbers involved. A case in point: with considerably more statistical
information, the gross and net results for the Netherlands change respectively
from 100.9 and 102.5 to 100.4 and 101.9. Yet the opposite is true of the
United Kingdom. By "fiddling" the statistical information in the extreme,

the gross and net figures for the United Kiugdom in this case go from

102,1 and 97.0 to 102.8 and 97.5.
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ITI. Conclusions

On the basis of the most accurate statistics contained in this paper, the
Commission could undoubtedly have presented a proposal for improving the
corresponding purchasing power. It is not doing so for the time being for

the reasons outlined previously In the Commission's opinion the information
contained in this report should give rise to a detailed study, to be carried
out as part of the dialogue on the future methods of adjusting the remunerations
of the officials and other servants.



ANNEX 1, A

STATISTICAL OFFICE
OF THE
EUROPEAN COMMUNITIES

Directorate for Demographic
and Social Studies Luxembourg,

Tren& of public salaries between
the end of June 1974 and the end of

June 1975




Explanatory note concerning the calculation of the trend

of the salaries of civil servants in the lMember States

1. The tables below give an outline of the trend of the salaries of civil
servants in the Member States between the end of June 1974 and the end of
June 1975, ’ .

2., Tables 1 and 2 in the annexes show the salaries, for the various countries
and the various periods, in the national currencies, as reported to the SOEC
by the responsible departments ii the Member States.

The tables 3 show the trend in the nominal indices for the period from the

end of June 1974 to the end of June 1575.

Weighted averages have been calculated for the countries which had supplied

the necessary information concerning the numbers of salary-earners.

The tables 4 show the {trend in real indices for the same period as that
mentioned above. The real index is obtained by dividing the nominal index

by the consumer price index.

3« The consumer price indices uscd are the original indices as published

-

by the various countries.

Since the consumer price indices for all the countries except Luxembourg
normally reflect the situation about the middle of the month concerned,

the SOEC took as basis the arithmetical average of the June and July-
indices; these reflect most closely the situation as at 30 June. " However,
following a request from the Belgian delegation of the "Financial questions"
working party, submitted when the report on the joint index for 1966 was
being discussed, the céloula&ions for Belgium have been made on the basis
of the June indices only. Tﬁe consumexr price indices used are shown in
table 1. )



4. Table 2 gives a recapitulation of the various indices relating to
salaries. The indices for the Community as a whole have been calculated
firstly on the basis of arithmetical averages: of the salary indices and
secondly weighted on the basis of numbers cofresponding broadly to the

nunbers of civil servants in each of the countriese.

Since there are no harmonized statistical sources to give a valid indication
on a comparable basis, of the number of civil éervants in each of the nine

A Member States, the SOEC decided to use population statistics and chose as
‘basis for weighting the total population of each of the member countries.

~ The weighting applied for the ninu Wember States is as follows1:

Total population
Country
in % . in 1 000/1974
Germany (FR) 2441 . 62 054
France 20 .4 52 507
Italy 21,5 55 412
Netherlands 5.2 13 545
Belgium 3.8 .. 9 772
Luxembourg 0.1 | 357
United Kingdom 21.7 56 056
Ireland 112 3 086
Denmark ' ] 2.0 5 045
Total 100,0 257 832

1Source: SOEC Monthly Bulletin off General Statistics.
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ANNEX I, B

(Method suggested
by Working Party on
Staff Regulations)
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Annex II

II. Additional study, in the light of the new method of adjusting remunerations,

on taxation and the incorporation of weightings in the salary scale

1. Actual situation

The method of calculation adopted by the Council on 21 March 1972 made a
clear distinction between adjustments to remunerations to keep pace with

the cost of living and increases granted to improve purchasing power.

This method also provided that weighting should be used to compensate for
cost of living increases and that a lump sum be incorporated in the salary

scale for the purchasing power improvements.,

These distinct methods mean that the cost of living increase is exempt from
progressive tax increases, because the weighting applies to those parts of
the income covered by Article 4 of the régulation on Community tax. This

is essential in an institution which employs stafflin many different places.
In fact, particularly in a period where the cost of living fluctuates

so unpredictably, it would be unthinkable to penalize officials by an

even higher tax burden when they are already suffering the most from

inflation.

It is true that in Member States all increases are sﬁﬁject to progressive
tax increaseé, whether they are in the form of cost of living compensation
or to impro#e purohasing power. It is likewise true that in these days .
of inflation Governments feel obliged to adjust their tax systém«frequently
and independently of whether or not taxes are automatically indexed by law.

L7



i}In'the various'salaﬁyvnegotiations, th@ vlrtually automatic indexing of

 ffp7parts of thalr inoemes to oost of 1iv1ng increases by the Buropean
'fleommunijiea hasv‘aen put ﬁqrward as. an added advantage for Earopean

WA

1~1worthuh11é maklng a retrospectlve study over a fairly long period as
‘desorlbed in 2 below.

“'*It_seems worthwhile having a closer look at the effects of the tax policies

*iofflciai$, cempareﬁ with the extensmve but sporadic changes in the tax

W,Member'St&tsa. -

Qn ovér;a 1ohg perlod proves that thls is not so. It scemed

2. vRetfbspective study 1965-75

in different States on the remunerations of natiomnal civil servanis. Over

a’beriod of ten years (1965-75) taxation had the following impact on the

growth of national civil service salaries:

Annual average rate (Community of 6)

(1965-75)
Ac{ual pef capita . cps s as
earnings Specific indicator
Gross . 3.9 1.6 - 2.9 (1)
Net 2.9 1.5 _ 2.8 (1)

" According to the information given by Member Governmenis on the specifio

" indicator for eivil service salaries, the average annual gap between gross

", and net earningé can he put at about 0.1% over a period of ten years
 (1965-75) (see Annex II, A and B).

.

*.'Ih‘thngame way a tesf on actual per capita earnings in national-civil services
,(séé‘tablés*in Annex II, C and D) shows that each Member State has adopted
fmeasures Qver the years to compensate for the negatlve effects of inflation
in thelr tax system.l

-2 - 1xX/255/16-E BB .
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The change from gross o net figures can be checked by comparing the
trends in gross and net private incomes in real terms. This calculation
was only possible for the 1961-T1 period. Applying the elasticity
between gross real and net real private incomes (0.9625) 10 the trend in
real per capita earnings in'publio administration over the same period

we obtain a net real increase of 5.1%.

.

3. Proposed amendments

The slight national variations between gross and net earnings cannot
alone therefore justify a widespread reform of the tax system in the

Furopean Communities.

The average rates observed over a period of ten years, moreover, contradict
the findings of the Working Party on the Staff Regulations which only
looked at the experimental period (1971~74) of application of the method
adopted on 21 March 1972. The results would have been different if they
had included the tax fefopms which were adopted more or less generally

in several Member States over the-1974/75 period.

The Commission is nevertheless still prepared to find a way of bringing

national civil service salaries into line with those of officials of the

7Ehropeaﬁ'Communities as far as possible. To this end, it may in the future accep

d reference to net rather than gross development of national civil service salar

- and thus take into account the whole burden of national taxation for

its own officials. ‘This approach is also compatible with that advocated

by the experts of the Working Party in its report which is currently
before the Permanent hepresentatives Committee. The only guarantee which
the Commission feels that it can demand from Member States is that the
basic references used ‘'should be as objective as possible. The Commission

recommends a number of measures to achieve this.
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Any annwal variation between gross and net specific indicator which exceeds
the anmal average variation estimated over a period of ten years would
require a fully detailed explanation from the Member State or States
concernede. |

i
The same applies when the gross variations observed over a period of ten
years between the annual increase in per capita earnings in national civi]
services and national civil service salaries according to Member States

are exceeded.

The two warning signs are an exaunple of how essential it is to base any

proposal on at least two indicators which can be either gross or net. '

4. Inclusion of weightinegs in salary scales

On 6 November 1976 the Council asked the Commission to incorporate the
weighting (148.7) valid at headquarters in the salary scales disregarding

the arguments above.

Although the Commissién sees no major objection to doing this, it

would nevertheless like to take adventage of the change to express

future salary scales in EJA. This conversion from Bfrs to EUA would also
be an opportunity for updating the 1 Jamuary 1965 exchange rates in
Article 63 of the Staff Regulations and to adjust the weightings in
Article 64 accordingly. This would require an amendment ito the Staff
Regulations.

The Commission agrees‘that incorporation of the weighting of 148.7 in the
salary scale should also bring about a better balance between contributions

and benefits under the pension scheme.

.

5o
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There is no doubt that, as well as the advantages already mentioned,
incorporation of the weighting does have the disadvantage that the marginal
tax rate of 45% will hit almost half the officials whenever there is an
actual increase in the future. The Commission would nevertheless be able
to offset this disadvantage by means of carefully worke¢d out non—-linear
increases. Taking into account national taxation by categories whenever
increasing or decreasing the purchasing power in the future also has the

indirect effect of introducing progressive tax increases.'
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Development in real terms of the specific indicator
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ANNEX II, B

for national civil service salaries (gross and net)

for the period

1965~1975.

Belgium
Germany .
France
I{aly
Luxembourg .

Yetherlands '

.Community (6)

Average annual rate of
increase (6)

Community1

Average annual rate of '

increase’

1Excluding Italian figures.

GROSS

150.2
14814
126.0

7.1
139-4

156.3

117.6
1,63
133.59

2,9

NET

137.7
135.9
124.1
13.4
130.3

151.6

115.6
1,46

132,2

2,8



ANNEX II, C

1€es

1 service salar

Average rate of increase in real terms of gross per capita
civi
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