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COMMISSION PROPOSAL TO THE COUNCIL ON THE METHOD
OF ADJUSTING COMMUNITY STAFF REMUNBRATIONS

I. BACKGROUND

On 21 March 1972 the Council laid down the method by which
it proposed to carry out the periodic reviews of the
remunerations paid to officials and other staff of the

European Communities (copy at Annex I a).

The method consists of using two indicators to measure changes
in the purchasing power of officials and refers to movements
of‘the Jjoint index used for’offsetting cost of living increases;
It thus accords perfectly with Article 65 of the Staff
"ﬁegulations and inkthe medium term should enable salaries

, @aid'té'European officials to move in parallel with the

) évéf&ge trend in purchasing power for national civil servanté.
The Councll Decision of 19 December 1972 (Annex I b) makes this
.explicite.

Durihg its trial,périod thé pfovisional method has given
satisf;ctory'reéulﬁé;‘ It has been possible to avoid the
usual conflicts with the staff for the laét two yearse

The Decision has ‘been referred to the Court of Justice on
‘two occasions and the Court's decisions have established

principles which are often lacking in such mattefs (Cases
81/72 and 70/74).
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Koo II. REPORT TO THE COUNCIL

‘(‘ : For the end of the trial ﬁéfiod,'the Gouncii'h&s.requeated:

V% E a detailed review of total emoluments in national and
: Community civil services;

QT | a comprehensive study on the imputation of costeofwliving
o increases against gross salaries and on the tax aspects
PR of this.

R 1. Total emoluments

Point I ¢ of the system for adjusting remunerations reads as
Qe follows:

"Annual Qecision by the Council on the basis of these two
indicators. In the third year, the method of calculation will
be checked by means of a detailed review of total emoluments
in national and Community civil services so as td see’ whether
the system is working properly and uheﬁher any structural

. ’ alterations are necessary"

Figures for total emoluments per head (in real terms), as
available when decisions were taken (see Annex II), during th
relevant period (reference year 1971) rose by 11.6%, giving
an annual rate 6f 3.7%. Statistical verification of these
estinates® gives a total increase of 11.4%. The average annu
rate for the Community is thus also 3.7%.

| . /s

lNow possible for 1972 and.1973, but not yet for 1974,
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Total emoluments per head (in real terms) of Community staff

"in all institutions over theISame period have risen in all
© by 9.6%y giving an average annual rate of 3.1% (see table in

Annex III). However, this overall figure overlooks the quite
considerable structural effects of'stafﬁ movements which vary

from institution to institution, which are partly due also to
enlargement. These structural effects are particularly

pronounced in the smaller institutions with relatively light
payrolls; in the Commission and the Council the structural
effects seem to be less significant and the increase in'salaries
is mﬁch the same (11.1% for the Commission, 12.8% for the Council)e

- e

; N Total emoluments per | Total emoluments per

| - . thead: national civil ! head: Community officials
4 2~ L I e - ~

i servlves P ALL Commission
! institutions Mm8S

¢

| 1971 (1964 = 100) ih1.2 4 130.6 . 13345

| 1974 (1971 = 100) 1lleh 109.6 111.1

The comparison of national and Community total emoluments
requested by the Council confirms the value of the existing methode
Subject to a slight time lag for the Gommunity figure, changes

. .in the two figures can be regarded as parallel over the three= .

year trial period for which the method adopted by the Council
on 21 March 1972 was to be applied.

0/04
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" fThis is clearly. a point in favour of the methods However, the aggregate .
~ » . figuve for the three—year ﬁeriod -~ whether in respect: of Council aecisioﬁa '
s (11046) or the emoluments per head of Community staff (109.6) ~ is outeide -
* ' the range for ‘bhe same period specified in the method (either 114.6 or

£ 1172 for the specific indicator and 111.4 for total emoluments per head
revised)s This is because the lower figure in the range has been

either the specific indicator or total emoluments,euﬁ the Comncil has

consistently opted for the bottom of the range in talking its decisionse
‘ ‘National civil services Commmnity institutions
‘1‘\ ‘ ! T L
b . Specific . Total emolu— Counicil Total emolu~ °
indicator ments per head, decisions { ments ver head
revised .
1972/19T1 346 3.7 3465 - 1
: 1973/1972 7.3 3.2 3.3 |
¥ 1974/1973 { 3. 5.43 41 343
1974/19T1 {114.6' 117.2° 1144 11046 1096
It .
' Conclusion

Although the disparities noted in this table put CoMity officials at a
- disadvantage, the Commission does not feel that they warrant any partioular
structural elterations in the calculation methol used hithertos However,
.the changes suggested at III,A,1 below would help to reduce these
digparities in the medium~term,

of e

'Pigure used in 1974 subject to review of the data supplied by the United
Kingdom Delegation.

21974 Tigure reflecting the correction in the Netherlands and incorporating:
the Inner London Weighting and Threshold Payments for the United Kingdom.
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2+ Incorporation .of cost—of-~living increases

Under the method and under Articles 64 and 65 of the Staff Regulations,
weightings are to be 'applied to offset the rise in the cost of livings

This rule certainly does not .mean that the weighting component of an

officinl?s remmeration is tax free. Each time the weighting is

altered to take account of cost~of-living increases, the staff face a
proportionate increase in their income tax. Since under Article 5 of
the Regulation on Commmity tax the weightings apply also to the various
tax brackets, these adjustments do not in practice render the tax any more
progressive,

- If they did, the tax burden would vary with the rate of inflation, and

this would not be compatible with a sound tax systems This point is

all the more important at the current time when certain of the .. ..
countries where Cormmmnity staff are employed are experiencing particularly
high rates of inflations

- It is true that in certain Member States salary nses, whether gra.nted

to offset oos*b-of-liv:.ng increases or as a bhooster to purchasing power,

do suffer from the effects of the progressive tax systeme At the same

time the relevant governments find that they have to meke more and more
frequent chenges in tax scales. Some of them even go as far as to
recast their entire tax systems, as Germany did recentlys.

a/c
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In any case it would be a hazardous undertaking $o attempt. tp follow all

these measures taken by the governments of nine Member States on grounds
of a chiefly political or socio-demographic ordere It would be even
more hazardous to take a Community average of these measurese

At e time when mflatmn is ruming at quite maonsis'teub -pevey. (6f-dn |
Germany, 25% in Italy), it would be quite inconceivable to penalize Em-opm
officials who are suffering most from inflation by progressively ralping
their $ax burden. The only possible system, then, would seem t¢ be to
keep the cost-of-living aspect separate from the rest and unaffected Wy
progressive taxation so as to preserve the principle that staff in the
yarious places of employment should have equivalent purchasing power
Article 64 of the Staff Rogulations explicitly refers to this principlos

&clusion

It istheroftwe proposed that the existing rules be maintained, so that

| weightings would be applied to offset cost-of-living increases in the

various places of employment while increases given to augment purcha.sing
power would be incorporated direct in the salary scalese
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ITI, CUMMISSION PROPOSLL

A, ANAIYSIS AND TMPROVEMENT OF THE BXTSTING METHOD

o Experience over the last three yeérs and the studies reported above
¢ & . indicate that the current method should be kept on. A number of
: problems which have been found can be solved by appropriate improvementse

The problems are the followingt

L 1, Medium~term parallolism

A systematic insistence on taking the figures at the lower end of the
range means, when the indicators are reversed, that in the medium-term
increases are not kept parallels. '

This could be solved if, each time the annual decision wes taken, the
aggregate medium-term renge(covering, say, five years)was compared with
the aggregate of the decisions taken dﬁring the same perioda

N 2. Changes in total emoluments per he in real te of national
civil gervants o '

The fact that when the annual decisions! ave taken oﬁi& estimates of
total emoluments per head are ava.ilable has not given nse to any magor
difficultiess ' Diring the trial pemod of the method, the differences
between estimates and outturns have not been s:.gniflcant. Compamson
of the figures for the last five years shows that the estimates tanded
to be on the conservative side (see Amex IV).

./.
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To ensure that underestimates or overestimates do not have excessive
effacts when aggregated over a lengthy period, a self«correcting - :
mechanism is proposeds The statistical méihod is get out in Annex V.

If this method rere applied, it should no longer be difficult to estima.te
total emoluments per head. S

Wﬁén deciding what %o include in total emolunents, our aim is still to
esteblish trends in central government bodies in each Member State ‘
(see point I b of the Decision of 21 March'1972). Until statistios . -
for all the Member States make this possible, we should continme using .
those covering all administrative authorities. ' ' a

3¢ Specific indicato

Despite the efforts both of the national delegations and of the
Commissionts own staff, the indicator for the trend of purchasmg power
of national civil servants continmues to raise serious me‘khodolog.lca.l '
difficultiese

7

The 1mprovements set out at point I (a) of the Decision of 21 Mardh 1972 |

have not yet been fully carried through. 0f the remaining prdblems,
the following are worth mentionings

(i) how to determine the inconme componerrts to be taken into aoomm‘l;
in order to give a correc‘b measure of the purchasing power of
civil servioe salariesg

S
oo
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. ] (i1) how to decide what departments are to be represented (ministries,

central authorities, etc.) with a view to achieving country=to-
country harmonization and a suitable degree of correspondence with
the Commmity departmentsj

(141) what.relative weight in the indicator to give to each grade, step,
category, and family situation, so as to btreak down the indicator
by category and measure the degree of non=linearity In Increases and
the difference between gross and net increases;

(iv) how to calculate the net movement of the indicator so as to take
-~ account of all taxes and social security contributions and of any
deductions madé, and allowances given in caloulating the taxable
amount «

Experience has shown that considerable effort will be required to overcome
these probleéns,

With this in view it is proposed that the Statisticsl Office of the European
Commmities chair an advisory working party of experts from national
statistical offices and from the Commission, The new working party which
will be given the job of solving the above problems, will inevitably be of
a permanent nature. It is very rare for Member States to use a uniform
method for ad justing public-sector salaries. On the contrary, there are
year-to~year and state~to~state variations in method. - It would therefore
seem necessary for the working party to meet each year in spring, before

c/c
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the actual amual review, so as to consider any partiocular methodological
problems arising in the Member States (e.g. Inner London Weighting). A

This will be the only means of ensuring that thelspesific indicator remains.
va}:].d over time, '

' -For the foregoing remsons, and having carried out the checks requested by -
the Council, the Commission has concluded that the exigting method of
ad justing remmeration could well be continued,

However, problems cohstantly arige from the time lag between natiomal 6 . !
decisions on civil service salaries and the Council's deoisions on Gommmity
salaries,

The Commission would acoordingly propose that the Council deal with this
problem by a system of prospective or advance increases. This would also ,
be more in line with trends now seen increasingly in a number of civil
services in the Member States, -

A prospective system for the Commmity might take the following form: . -

l. Lo ation for cost—ofe-1i increases ' - . v

In theory there are two possibilitiess -
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. (1) either salaries would be increased-as soon as the cost of living has
AU risen by a predetermined amount; :

{ii) or adaptations would be made at fixed intervals at each place where
© Commnity staff are employed, iIn line with the rate of increase in
privete consumer prices forecast for the reference period.

\

A T

In view of the differences in the rates of inflation at the various places
- where the Commumnities employ staff and of the need for programmed increases,
the Commission would propose, without prejudice to Article 65(2), that the
second formula be taken. The Council would take its amnual decision on the
basis of consumer price forecasts for each country. The rates would be
split into equal ‘parts whose number would be determined by reference to the
N ratio between the forecast rate and a threshold of 2.,5% There would be
o at least two and at most six adjustments per year, each involving adjustment
of the weightings. The effective dates would be the end of the period in
which {the increase in prices was established. o

Thus the first adjustment would be made on 1 September (twoe-monthly increases)
or 1 Jammary (sixwmonthly increases).

2. Increase in hasing powe

The Gexmniss:!_.on proposes that the purchasing power of Community staff salavbes
be increased on 1 January each year. The figure would be based on the
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Community average of forecasts of total emoluments per head (in real tcrme)
of oivil servants for the following year, es‘ba,'blished from the Membea:' )
States?! economioc budgets, .

3 Corre c?ns | | ST l.ﬂ.
Since these inoreases are to be based on foreee.sté, théy will haveto be
eo::'tectéd subsequently. The corrections will be .made by the existing
method., a.llowing for the improvements set ou:t at A above, as follows:

(1) compensation for the cost of living would be given with effeot from -

1 July each year by reference to the joint index provided for in
Article 65 of the Staff Regulations;

k4

¢

(i3) puroha.s:l.ng pover would be increased in line with the two i.ndicators ‘
used in the current method, i.e.s ’ . e

the specific indlcator;

total emoluments per head (in real terme) of civil semzrés, -

' . RIS

l«\l&-

The corrections will be made with effect from 1 January, a.'b the same time
as the increase for the following year is given,

PN - . .
[ . “al RN, PO

4, quivalence of chasin or a3 b tween ‘the ious places
employment

The equivalence of the purchasing power of Commmity staff in the various

o/

;
i
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places of -employmént’ will normally be ensured by the ocurrent method and by
reference to the same principles as have applied hitherto,

Nevertileless, appropriate inquiries should be made at regular intervals to
check whether-the ratios between weightings properly reflect purchasing
power equivalences as between places of employment,

5. ‘Trarsitiona) arrengements for the changeover to the new system

The Commlssion believes that the system outlined above should take effect
on 1 July 1975.

If it is implemented, exceptional measures will have to be taken to preserve
- staff salaries at a suitable level for the period from 1 July 1974 to
1 July 1975 The following plan is proposed:

(1) As regards compensation for the rise in the cost of living, a first
adaptation will be made to the weightings with effect from 1 July 1975
by reference to the first half of 1975. A second decision will be
taken on the basis of price forecasts for 1976, the first adjustment
belng incorporated with effect from 1 September 1975 in the weighting
‘of the country or countries in which an incresse of at least 15% in
consumer prices is forecast for 1976.



PG UL T .
\ Do

e 7 ﬁ/cta?/?s?d@

(i1) As regards iﬁowease in purchasing power, a first amount willibe. .2
incorporated in the salary scalés on the basis of the two indicaters
used under the existing method, allowing for the improvemenfs set‘ out
‘at 1II, A, above, This will take effect on 1 July 1975 and will- .
relate to purchasing power trehds in oivil service salaries from -
1 July 1974 to 1 July 1975.. - - Cl el

A second.ad jusiment, would. be wede on 1 January 1976 by refetemge #0‘;‘:
forecasts for total emoluments per head of civil servents in 1976,

'
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Annex 1,2
COPY
EUROPEAN COMMUNITIES Brussels,23 March 1972
The Council R/987/72

Svmmary of.decisions taken by the Council at its
192nd meeting, held on 20 and 21 March 1972

Calculation method for the periodic review of the remunerations
of officials and other servants of the European Communities

The Council approved the following text:

SYSTEM IF'OR ADJUSTING REIMUNERATIONS

INTRODUCTION

The system described below will be applied for a three-year trial period.
It accords with Article 65 of the Staff Regulations as it now stands,

I - PURCHASING POWER

(2) Specific_indicator

This is’ an index of changes in civil service salaries in the Member States

compiled each year for the preceding year by the Statistical Office of the
Buropean Communities according to the method applied hitherto, improved as
follows:

-~ QGreater degree of harmonization of the methods of calculation used by

the various national administrations,

- The various statistical components will be broken down for Categories
A, B, C and D,

-~ Bach delegation will inform the Commission of the components which
make up the remunerations in its civil service and of any change -

therein.

- The Commission will be informed in detail of how the annual indices of

civil service salaries are calculated.

~ Whenever the Commission has doubts as to any component used in preparing --~
the index of civil service salaries, the relevant delogations will be
contacted and will supply the necessary exblanations. o e

It is understood that the Commission will keep the staff representatives
fully informed as regards the statistical components of the indicator.
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(b) Indicator of total emoluments.

e m

This is an indicator of total emoluments per head of c¢civil servants as

. published in the national accounts

It is understood that the final objeotive will be for each Member State to

supply the figures provided for in line R 10 §/61 of the Europesn System of

Integrated National Accounts. - L

(c) Procedure ,
Annmual decision by the Council on the basis of these two-indicators. In the

’third year, the method of calculation will be checked by means of a‘detailed

review of total emoluments in national and Community civil services so as to
see whether the sﬁr's‘l:ein 4g- working properly and whether any structural
alterations are necessary. '

(a) Bffective date
To take effect at the end of the reference period.

When the Council takes its decision on the period from 1 July 1971 to
30 June 1972, a special sum will be given. It will facilitate the changeover .. *

measure for losses resulting from a method which does not give effect to
adjustments of remuneration in the middle of the reference period.

(e) Eorm of adjustment

Direct incorporation in the salary scale.

IT - GOMPENSATION FOR COST-OP-LIVING INCREASES'

(2) Indicator
Joint index .

(b) Timing and effective date

¥ \

Adjustment under Article 65(1) with effect. from the end of fhe reference

period, without prejudice to application of Article 65(2).

1ﬂb be applied uniformly at all places of employment in Belgium and

© Luaxembourg.
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(o) Form_of adjugtment

Application of weightings for this three-year trial period.

The Council also agrecd to insert the following item in its minutes:

"1, It is understood that application of the new method for a three~year
trial period cammnot give rise to "vested rights®.

2. The application of weightings to compensate for cost~of-living increases

is approved for the three-year trial period. The Commission is invited:

to make a comprehensive study on the imputation of.cost-of-living
. increases against gross salaries and on the tax aspects of this;

to make a proposal in the matter to the Council before the end of
the three-yoar period."
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EUROPEAN COMMUNITIES Brussels, 5 Jamary 1973
The Council "~ R/2935/72
:!_‘ / ;
“ “ ' NOT®E
:,* . ': . _
! Summary of decisions taken by the Council at its
- \ , 221at meeting, held on 18 and 19 December 1972
\
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OTHER BUSINESS
. : (d) System for adjusti rations paid to officials
servepts of the opean Co itieg: dialogue between the Council

and the staff repregentatives

i .~ The Council approved the following texts
;l‘ ' "The Council

I. believe that the Regulation of 12 December 1972 does not prejudge
the interpretation of its Decision of 21 March 1972 on the system
for adjusting remunerations and confirms that this system forms part
of a policy with the aim of guaranteeing, in the medium term, that

5 remunerations paid to Buropean officials will move in parallel with

average salaries peid in national civil services;
IT. considers that the dialogue procedure needs improving;

ITI. notes the following statement made by the Commission on 18 December
- 1972:
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1. In January the Commission intends to hold talks with the o
i representatives of the Member States, the representatives of - - '
A - the othed Anstitutions.and representetives.of kg trede.upions

o . and -Staff agsociations.of Buropesn officials.. ' L

The eim of the talks will be to seek improved methods of preparmg
’ and adopting decisions adjusting the remnerations of the staﬁ‘ B
' of the enlarged Communities. ‘ ’

I 2« The Commission is proposing to raise the following points at
these talkss : Ci

. (a) bossibilities for simplifying the decision~meking process
' in three years out of four; 2

(v) ways of improving end extending the dialogue procedure;

| Lo (¢) the possibility of introducing & concil:.a:t:.on or med.ia:(-.ion
: Phase, if appropmate. ‘

3¢ The Commission will make proposals to the Council following these
talks, before 31 MNarch 1973°%;

IV. instructs the Permanent Representatives Committee to report at the
begimming of June 1973 so that the Council can reach a decision before
1 July 1973 on the proposals to be presented by the Commission to
follow up the statement set out above."
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INCEEASE IN REAL TERMS OF GROSS SALARTES PER HEAD OF CIVIL SERVANTS FROM 1964 TO

Country 1964 | 1965 | 1966 | 1967 | 1968 | 1969 | 1970 | 1971 | 1972 | 1973 | 1974
_ Germany 100 | 106.7 |111,7 {113.6 |117.9 |128.2 | 138.4 | 150,7 |154.0 |161.2 | 169,8
France - 100 | 102,4 | 104.9 | 107,7 | 115.5 |120.8 | 126.7 | 131.6 {1355 | 139,4 | 142.2
 Italy 100 | 108,0 |110,7 |110,6 |114.2 {1153 | 1159 |132,0 |138,2 |141,4 | 140,9
Netherlands 100 | 109,4 | 115.3 |122,9 | 137.94] 1450 | 153.3 | 161,9 |167.9 | 172,1 | 1810
" Belgium 100 | 107.5 |112,0 | 116,8 | 121,6 |130.0 | 140,0 | 147,5 |163,5 |170,9 | 179, 0
_ Iuxembourg . . . . . . . . . . .
United Kingdom | - . . . . 100 103,9 | 109.5 |115.3 | 117,3 | 123,5
| Irelend . . . . . 100 106.9 | 113.2 |120.8 |127,4 | 129,0
. Denmark . . . . . 100 107,0 | 114,9 |110.1 |109,7 | 112, 4

EEC 6. 100 | 105.7 [109,5 | 111,9. |117.1 [123.5 | 130,6 | i4l.2 | 146,4 . .
EEC 9 100 . . . . . . . 151,0 | 157.3
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' 1+ 0 = outturns

E : estimates;
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IX/437/75-E
ANNEX IV
STATISTICAL VERIFIGATION OF THE INDICATOCR OF
TOTAL EMOLUMENTS

The indicator of real per capita emoluments of ¢ivil servants has been
checked by comparing outturns with the estimates regularly put forward
by the Commission for the current year; the statistical base ran from

1969 to 1973 in accordance with Table 1 in Annex IV to document COM(74)

1880 final of 14 November 1974.

The'following table sets out, in the form of percentage variations over
the preceding year, the way this indicator has moved for each member
country and in aggregate terms at Community level. Only for 1974 are the
statistics not yet available. The aggregate increase in the indicator is
also given, both for the whole period under review and for the period
covered'by the ourrent method of adjustment. The E figures are the
Commission's anmual estimstes and the O £igures sre the outturns.

If these estimates were good ones, aggregation of them should in broad
terms give the same result as aggregation of the outtwrns. This is indeed
the case, the + 11.6% (E) being virtually the same as the + 11.4% (O).

for the period from 1971 to 1974. Taking the aggregation as a whole,

the + 23.7% estimates lie below the + 27.3% outturns.

If we ignore 1974, since no statistios are yet available, aggregation for
the period from 1969 to 1973 gives outturns of + 22.3% and estimates of
+ 18.8% for the Community.

Thus our estimates were c¢learly on the conservative side and were
overtaken by events.
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b The self-correcting mechanism can best ve expla.:.ned by means of an o
r emple. Let us assume that in Yyear t1 the total emoluments. index is
MR estimated at 104 (%, = 100), giving a change of + 4%, One yeor later,

an ostimate for year i, gives an index of 108 (to = 100), but the new
statistios give an out‘l;m for year t, of 105.
in t, is estimated as 108 ¥ 105 = 2. 9%.
o mechanism wou.ld come 1n'bo play: . since the outturn for t, is not the
same as the estimate for that year, the estimate for ¥, mst be rela.ted

e
'4

The percentage change. i
At this point a self-ncomating

not to the new statistical base but to the former estimate so as to gi.ve -

”‘ ‘ , a year-t{o-year change which will be consistent with the preceding
SR changes. Only then will the aggregate estimated change be the same as
" the actual outturn.
) . ’
o % % I Gurmal
- M.\,‘ .

t, | 100 104 Estimates 3+ 4%  3.8% "183 8%

t, | 100 105 108; Outturns : 5%  2.9% &% 8%
I
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