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Instead of speaking from prepared remarks, Under Secretary Rostker choseto discuss afuture
project he is considering undertaking. The project would be to write a book, tentatively titled “ An
Andytic Higtory of the All-Volunteer Force (AVF),” that would follow the development of the AVF
and the role that economists and andlysis played in its evolution.

Under Secretary Rostker posited that over time, there have been three main phasesin the types of
andytic questions AVF researchers have explored. When the move from conscription was under
consideration, questions emerged about the hidden and societal costs of the draft, which in turn led to
questions about compensation under avoluntary system. The andytic work conducted during this
phase focused on developing alabor supply curve, based on draft rates. Three examples were the
origind aticlein the American Economic Review (AER) by Altman and Fetcher in about 1965, the
White and Cook study on Air Force recruits, and a study on the supply of reservists done by Dr.
Rostker.! Thisfirst set of analytic problemsin the late 1960s and early 1970s addressed three basic
issues (1) whether there was a supply curve for military volunteers; (2) estimating its dadticity; and (3)
evauating the budgetary implications. The Gates Commission further explored the issue of factor
subgtitution and the expangion of the military labor supply (eg., by relying more on women).

The second andytic phase revolved around the question of whether it was possible to move to amore
efficient supply curve, through such steps asimproving recruiter efficiency and advertisng more
effectively. Advancesin recruiting are largdly attributable to Generd Maxwel Thurman, who initiated a
number of reforms when he led the Army’ s recruiting command. Other analyses looked at firgt-term
accessons, with some forays into career retention patterns. Most of the early work on retention used
the same models as were used to explore accession policies, and looked at wages at the end of the first
enligment term. With the work of Glenn Gotz, John Warner, and Gary Nelson, among others, these
efforts evolved into modes of dynamic retention, which increased the sophigtication of the type of
retention data that were collected and analyzed.? Work in this area continued into the late 1980s, and
could be characterized as a series of attempts to better understand (1) the nature of the supply curve;

L Alvin A. Cook and John Patrick White, Estimating the Quality of Air Force Volunteers (RAND: SantaMonica, CA),
1970, and Bernard Rostker, Air Reserve Forces Personnel Study, Vals. 1 and 2 (RAND: SantaMonica, CA), 1973.

2 For example, Richard Fernandez, Glenn Gotz, and Robert Bell, The Dynamic Retention Model (RAND: Santa Monica,
CA), 1985.



(2) posshilities of moving dong it through greeter efficiencies; and (3) both first-term and career
retention.

Moving into the early 1990s, the third andytic phase was characterized by ahiatusin interest in the
AVF. Themilitary drawdown, coupled with adeclinein recruiting requirements, fed this trend.
Consequently, the intellectua and management edge in building the force was logt, and by the late 1990s
the military services began to missthelr recruiting goas. At the same time, there were some important
andytic efforts ongoing in related aress, including on the issue of comparable wages. Jm Hosek
deveoped the Defense Economic Cogt Index, and Beth Asch and John Warner analyzed ways to better
rationaize the compensation sysem.® These works, among others, sought ways to use compensation to
atract, retain, and motivate people (not just to attract and retain them), an important and more
sophisticated approach.

The book he would like to write, Under Secretary Rostker concluded, would follow that anaytic
history, highlighting the rlevant work and andlytic advances. Other than military manpower, he knows
of no other areq, at least in the defense redlm, where the way the problem is structured and thought
about 0 closdly pardlels the academic gpproach, and that has benefited so extensvely from quality
andyss.

PANEL ONE: What Did We Expect Would Happen?
September 28, 2000

Chair: David Kassing
Pandigs David Kassing, Walter Oi, Robert Murray, and Christopher Jehn

David Kassing introduced each pane member, and stated that when he was serving on the staff of the
Gates Commission, he had not expected that the All-Volunteer Force (AVF) would last aslong asiit
did. Nor had he anticipated the broad-based politica and military support for the AVF that exists
today. He noted that Nixon had long favored a volunteer force, while his opponent Hubert Humphrey
wanted a draft lottery. Today, both presidential candidates platforms support the AVF.

The Gates Commission was established, K assing recalled, not to address the question of whether there
should be an AVF, but how to effectively implement it. The Commission worked quickly --- there was
some preliminary work immediatdly following Nixon's eection, the directive establishing the
Commission was signed on March 27", 1969, and the Commission’ s report was ddlivered less than a
year later, on February 20, 1970.

3 James Hosek, Christine Peterson, Jeanette VVan Winkle, and Hui Wang, A Civilian Wage Index for Defense
Manpower (RAND: SantaMonica, CA), 1992; and, for example, Beth Asch, Designing Military Pay: Contributions
from the Economics Literature (RAND: SantaMonica, CA), 1992, and Beth Asch and John Warner, A Theory of
Military Compensation and Personnel Policy (RAND: SantaMonica, CA), 1994.



The Commission’swork reflects the input of al of the economists on the staff. They addressed such
issues as the conscription tax, the manpower and budgetary implications of an AV, the determinants of
labor turnover cogts, the estimated quality of recruits, and the economics of officer supply.

Walter Oi aso noted that Nixon's public support for ending the draft dated back to the campaign of
1960. In 1963, Tom Curtis, who was the head of the Joint Economic Committee, stated that the draft
was inequitable, inefficient, and unnecessary, and persuaded others to join with him in urging the
formation of acommission. President Johnson resisted, however, and instead urged Defense Secretary
McNamarato establish a Blue Ribbon Commission on Manpower. Oi came to work on this effort, and
their report was issued in July of 1965, just as Vietnam exploded. Their report was shelved. They
estimated a cost of $4 hillion for aforce of 2-2 %2 million conscripts, with a confidence interva ranging
from $4 to $17 billion. They concluded that a conscripted force was unaffordable, but the sentence
dating this was removed, and the report was findly reeased in August, 1966.

Other andysts and commissions aso issued reports, but these primarily addressed the question of ways
in which the draft could be made more equitable. Thiswas an impossible god, Oi stated, because
people are fundamentdly different.

In 1968, Nixon announced the necessity for ending conscription. Oi did not know the rationde for
choosing the Gates Commission members, but the staff was dso assembled. They were influenced by a
1967 article written by Ayn Rand stating that the draft negates the right to life, and instead establishes
the stat€’ sright to part of alife. The fundamenta question was what rights the state truly possessed. If
there was a threst to the nation, Rand and Milton Friedman believed that volunteerism would provide an
adequate response. Fundamentally, conscription is atax, an argument Friedman advanced in 1963 as
he tried to estimate the Sze of that tax. Clearly the military was not paying a market wage. And,
conscription was an especidly vile and evil tax not just on youth but because it had a high cost of
collection. People expended vast resources to avoid the draft, from getting married to leaving the
country.

Oi dated that he did not share Kassing's perspective that the AVF might be temporary; instead, he
thought that “once we got there we' d stay there.” Also, Oi noted that those who claim people should
be “paid their worth” are wrong, because this concept is essentidly merit pay, which raises the question
of who determines merit. People should instead be paid the market rate.

The Commission had trouble, Oi recalled, with the question of reserve forces. The report contained a
chapter on this subject, written primarily by Lt. Col. Herman Boland. Oi and Boland proposed
increasing the percentage of individud fillers. The British had an “every ready” system in which those
leaving the service registered and were on call for 50 Pounds per year. Then the Suez crisis erupted
and they tried to call up the Ever Readies, but couldn’t because they were afraid it would discourage
people from signing up. Thisissue continues to need more study, because the use of reserves puts a
grain on employers, and may condrain using large numbers of reserves during awar. Earlier, many
reservists were government employees and it was easier for them to take time off from work; as more
reservigts have moved to the private sector, thisis a growing chdlenge.



The Gates Commission aso underestimated the potentia contribution of women to the AVF, because
they thought women were too expensve. The military has sSnce redized that the issue of sex should be
negated. Findly, the Commission “missed” on anticipating the structure of the organization, how it is st
up and what it smissonis. We haven't fully worked through the implications of the dectronic age, Oi
concluded, and it istime to do this.

David Kassing discussed his role on the Gates Commission and the work on draft and volunteerism.
His contributions were not so much on the economics Sde, but instead to historica and politica studies.
Helooked at the history of conscription and volunteerism overseas and in the US, and the effect of
military service on dtitudes and earnings.

There were nine potentia objectionsto the AVF: it would

cost too much;

not be able to respond to crises;

undermine patriotism;

threaten civilian contral of the military;

be disproportionately black;

be manned by mercenaries;

dimulate foreign adventures,

cause adeclinein military prestige due to the low qudlity of volunteers, and
be small because the budget would not grow.
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Kassing reviewed each of these arguments. The cost and responsiveness concerns have essentialy
fdlen off the table, he contended. For the third issue, the Commission argued that in fact it was
conscription that threastened patriotism, athough there is a concern now that the decline in the number of
veterans (because of the drawdown and an increase in retention) will lessen patriotic sentiments. The
counter-argument to the contention that civilian control would be threstened was that other countries
have along higtory of volunteerism and that civilian control was in fact srongest in those countries.
Recent contentions of a civil-military gap have created somewhat of a cottage industry in this area, but
they raise important issues that should be looked at critically.

The Commission in fact underestimated the degree to which the force would be made up of blacks, but
thisisin part due to the fact that there isless discrimination in the military than in the private sector. To

better balance this, discrimination should be removed in other professons. It istrue, however, thet the

military remains more atractive to minorities. Asto the 7" contention, that the force would be manned
by mercenaries, this has not been borne out and the standards have continued to rise. Further, it's not

clear that military members would be any more mercenary than people in other lines of work.

Having a volunteer force hasin fact raised the cogt (in terms of public opinion) of engaging in “foreign
adventures,” dthough this issue was raised again when Kosovo arose. Quality has not declined, so the
predicted decrease in military prestige has dso failed to materidize. Findly, the argument that the AVF
would be smaller than a conscripted army has been at least partialy borne out, but the Commission



admitted up front that once the public recognized the true cost of the force it may shrink. In fact the Sze
of the force has fluctuated over time, reflecting the perceived threst.

In dosing, Kassing noted that the debate on these issues has been going on for amost three decades,
and islikdly to continue into the future.

Robert Murray began by recdling the precipitating conditions that, by 1973, made an overhaul of the
military inevitable. Public support for the draft had evaporated, and generd support for the military asa
whole had falen aswel. Morde, discipling, and professondism in the military were a low points
acrossthe board. The U.S. Army in Europe was considered weak and many thought this Stuetion
made nuclear war more likely. In retrospect, the Gates Commission’ swork on the AVF was one of the
last century’ s great debates on nationd defense

Againg this backdrop, Murray stated that defense officids redized that an overhaul was essentid.
They had seen the andysi's, but concerns remained about a number of issues.

Would the American people volunteer in sufficient numbers, and would the military be able to
recruit effectively?

Would the AVF dtract high quaity people, given the unfavorable attitude of the public toward
the military?

Would the volunteers be representative of the population?

Would they have enough trained people in the reserve components and individua ready
reserves?

Would they be able to keep experienced people when they were aready facing deficiencies?
Would the AVF be affordable? This question remains, as evidenced by recent efforts to seek
more money for procurement.

Despite these fears, the AV did work out and the early andlysts were right. The services were able to
do the job recruiting and retaining qudity personnd, and they made something of the reserve
components. The Army in particular has done well with its use of the reserves, dthough there is il
room for improvement. No subsequent adminigtration has backed away from the AVF, and by any
measure it is a success, especidly relative to the U.S. Army during the Vietnam era and to the forces of
other countries.

Notwithstanding the current success, Murray noted that the success of the AVF is never a settled

issue. Fundamentdly, it isadynamic problem that requires management and leadership. Managing
atrition and recruiting is aterrific problem: the more we let ttrit, the more demanding it is to recruit.

But thisis a management issue, not aflaw of the AVF concept. A related problem is managing rotations
and deployments, but that also is not a force structure problem but a management one. Managing
incentives is dso important, asis managing costs. Murray said he hadn’'t heard either of the current
presdentia candidates say they would pour alot more money into defense, so the decisions about how
defense resources will be dlocated will be difficult and will make a difference.



Christopher Jehn opened by noting that the draft was a peculiar tax, because it was atax on
patriotism. Those who wanted to join, not only the draftees, were taxed by low pay.

The Gates Commission members tried to rectify the Situation, and were interested in two primary
objectives. more fairness and a better force. Both of these were achieved.

However, they aso expected alot more efficiencies. We are ill not using our people well (for
example, the reserve components), and strides can be made in thisarea. They thought more of this

would happen.

At the time, Jehn never thought that the term “ All Volunteer Force” would last. It should be dropped,
he argued, because it suggests that thisis fill an experiment. In fact, even 7 years after the AVF was
initiated, in 1980, most senior military officers consdered it to be an experiment, and one that wasn't
working. Thisissuewas at play during the Reagan campaign. But there is no way that one could draw
this conclusion 7-8 years after 1980; it would be impossible to find any senior military leaders who
wanted to return to a conscripted force. Fundamentdly, Jehn concluded, the promise of amore
professond military was redized.

LUNCHEON ADDRESS

Edited remarks as delivered by
The Honorable Richard Danzig, Secretary of the Navy
September 28, 2000

W, firg of al thank you for those kind words. The kind words are | think alittle bit undercut by the
fact that when Bob [Soule] notes that he' s here both for the food and for my speech, | know the redlity
is when he was offered these two things together, he asked whether it was possible just to get food to
go. [Laughter] But that's agood economist kind of position and | don't rgject it...

| thought 1 would do the opposite of my usua reection to Bernie Rostker’ stalks today. .. [laughter] by
building upon it — [laughter] -- and generating for you a suggested fourth phase of the AVF and the
thinking about it.

A fourth phase, and | say it’ s the opposite of my norma reaction to Bernie' stalk because usudly far
from adding another phase, my effort after Bernie spesksisto remain unfazed, but that’ s a different
aspect... [Laughter]

And | thought, given the nature of this group, | might use as a sort of touchstone here an old joke about
economigts, which some of you may be familiar with, the story of someone who encounters a shepherd
on the path and the shepherd has an unusudly large flock. The guy bets the shepherd that he will pay
$100 if he can’t guess within three the number of sheep in the flock, and in return if he can guess, he
getsto take one of them. And the shepherd says, “Okay, you'reon.” And the guy says, “366.” The



shepherd says, “That’'s amazing; there are 365 sheep in this flock and you can pick one and take it
home with you.”

The guy makes his selection, starts to walk away and the shepherd says, “Wait aminute; | have an idea.
I’ll bet you double or nothing that | can guess what you do by way of employment.” The guy says,
“Okay.” And the shepherd says, “Y ou're an economist; you work for athink tank.” The guy says,
“That'sincredible. That's exactly what | do. How did you know?’ And the shepherd says, “I'll
explain to you once you put down my dog and give it back to me.” [Laughter]

Now, the reason | tell thisjoke, gpart from arare opportunity to tweak such alarge number of people
with such impressive credentids, is because | think the tendency in discussions, particularly amongst
economigts, about the AVF isto think of it in statistical and andytic and counting terms and to think of it
as, no surprise, essentidly a problem in economics. Bernie rightly describes a phase one that relates to
what is the supply curve, a phase two that talks about trying to affect that supply curve and a phase
three that is a period of which, from his standpoint, there’ s a regrettable inattention to these laws of
economics and the issues that are correlated with them.

But | think what is particularly appropriate to a conference that is talking about how to get the most out
of the AVF isto dso think about the cultura aspects of the transition to the AVF and dl the other
questionsthat it raises. 1t seemsto me that the mogt fruitful, if you will, phase four is going to be to
press those issues, some of which Bob has referred to in the course of his introduction.

Think of the Department of Defense as an organism. It savery large and complex organism, onethat is
extraordinarily multifaceted. It has, | think we' ve al observed, a thousand legs and a somewhat
rudimentary centrd nervous system. It has difficulties moving. But like dl organismsit's an integrated
whole; the knee bone is connected to the thighbone and when you change one part of it, other parts of it
begin to be strained and a so need to change.

Now, look what happened in the context of the all-volunteer force. People said, “Wein 1972 are going
to make amgor change here and we recognize that it has significant implications” But the implications
they look a are firg-order implications, or in the language of economigts, they assgn a sort of partid
equilibrium analysis of the problems associated with recruitment and maybe to some extent there's some
intuition about retention.  So the mgor effects are immediatdy discernible. Congresswill raise the pay
of recruits some 65 percent. We will raise the amount of money we put in advertisng. In 1972, for
example, the Navy spent $7.1 million on advertising. By the year 2000 we re spending $71 million on
advertisng; coincidentaly, dmaost exactly ten times as much.

Everybody understands it’s going to cost us more to recruit. It's some $563 per recruit in 1972 dollars
to recruit men and now we're looking at prices that are dmost $9,000 per recruit for the Navy.

And | think everyone sees that there are issues associated with those investments and that in due course
there are consequencesin terms of things like recruit qudity, ASVAB (Armed Services VVocationd



Aptitude Battery, atest given to prospective recruits) scores, the evolution of our recruiting in terms of
which portions of the population we draw from and the like.

Thething that is so driking to me, and | think so important, is that thisis just the beginning of the anadlysis
and, in fact, if you believe the knee bone is connected to the thighbone and that thisis an organism, it
follows that |lots of other parts of the organization need to change as a consequence of the fact that your
cost of labor isnow dramatically different, and that you are operating on a different premise about how
you bring peoplein. Itisno longer the case that labor isin unlimited supply, you can dways get more,
that people are coming in for two years and then being flushed through the system. 1t's no longer the
case that we're able to conserve resources by throwing more manpower at things; instead, manpower is
acostly and precious item.

When you grasp that principle, it seemsto me that alot of things need to be questioned in the
organization asawhole. But it's hard to grasp that principle and start doing the questioning. It'salittle
like AT&T converting from being a monopoly to being acompetitor. A lot of things changed in the way
it operates, from the color of telephonesto the way in which you bundle services to the kinds of
attitudes you need about customer service to how you do advertising, et cetera, et cetera. But it takesa
generation for that to be absorbed, and even now a generation of employees after AT& T has converted
to competition, it’s having difficulty shedding old monopolist kinds of characterisics. And | think the
samething istrue for DOD.

A lot of this hasled to my offering the proposition that we are till infected with the mentdity of
conscription. This has largdly driven my thinking on one of the four mgor areas |’ ve tried to press as
Secretary of the Navy. That isto find the Stuationsin which we re infected with the mentdity of
congcription and uproot them. What | am finding in the course of thisis that the vein we are mining with
this proposition is vadly richer than | had previoudy anticipated.

Ideas are coming in from al kinds of directions. For example, look firgt at our personnel syssem. What
is the experience of arecruit who comes into Navy boot camp and then, if he's particularly qudified in
terms of scores and boot camp performance, goesto A-school and, let’s say, gets trained as aradar
repairman. Well, first of dl, between boot camp and A-school, he spends a certain amount of time --
maybe aweek, typicdly -- waiting for A-school to be formed up. During that time, what does he do?
He picks up litter. Then he goesto A-school, gets trained and goes out to aship. What does he do?
He swelcomed with his new specidty. He's got software kills, say, that otherwise weren't available
there. We then assign him to spend hisfirst three months painting, chipping paint, cooking.

Now, imagine if you were hired a Microsoft and told, “ Congratulations, you are going to write software
code for us, and during your firg three months we' re going to have you cook or chip paint.” It'sa
strange use of manpower in many ways, argued for, in some respects, as away of acculturating our
people. Buit redly, it's athrowback to atime in which we had an unlimited supply of nearly free
manpower, and in which we thought that these people were rdatively unskilled and, therefore, it was
natura that the basic maintenance tasks would get handled in thisway.



This gpplies not merdly to our newest recruits, with the kind of training associated with A-schoal. It
appliesright on up the ladder. For example, very interestingly to me, when | camein, | began asking
people, “How long does it take for usto train our pilots?” Answer: Four years. “How long should it
takeus?” Answer: About two years. “Why istherethis disparity?” The answer is because we have
not provided typically enough arrplanes for them to train on. We hold people in poolsfor long periods
of time while we await the availahility of the machinery.

Wi, that makes perfect sense, if people are largdly free and machinery is expensve. But if people are
expensive, the ratio beginsto look different. A number of people over the last severa years have been
working this problem, and we are bringing our pilot training time down quite dramaticaly.

Everywhere you ook, there are examples of thiskind of psychology. Think about the recruiters
themsdves. Thefirg time | went out to arecruiting station as Secretary of the Navy, | was talking with
arecruiter, and he explained to me that there was a regulation that provided that there were .85
telephone lines per recruiter. 1, richly educated by my Yade Law Schoal training, my doctorate at
Oxford, and the like, said to him, “Could you tdl me that again? What | findly redized wasthet thisis
athrowback to the time when telephone lines were expensive and manpower was chegp and we had
established aregulation that rationed the telephone lines across the people. It's obvioudy abizarre way
to run arecruiting command, and we changed it.

But there are more fundamenta things -- rules about the use of cell phones, cars, computers -- in which
we basically undercapitalized our assets. We treated the labor portion of the equation as though that
was what we could be profligate with, and the other parts asless so.

Now, that proposition turns out to apply extraordinarily broadly. Go on board a ship and historicaly
there' s less automation used than there is on anybody’ s everyday yacht. By and large, the way in which
we operate at sea Skimps on automation and offers a surfeit of manpower. In fact, when you think
about it, it's notable, as one captain put it to me, that even in the act of cleaning the ship, amgor activity
for many Sailors, we typicaly provide Sailors with less equipment to do the job than the typica
housawife has to clean a house.

Why isthat? Again, because the implicit assumption of the system is that Iabor is free and the supplies
are expensve; no longer a sound assumption, but one which is so deeply embedded in the way in which
we work, that it causes migudgments and misallocations.

One of the things we' ve pushed over these last few years has been Smart Ship, as Bob refersto. When
| came to the Navy as Secretary, thiswas largely on the shelf. We now have embedded in our program
the conversion of dl of our cruisers and most of our destroyersto a higher degree of automation, which
will save 44 enlisted people and 4 officers on every cruiser, Smply by usng some common-sense kinds
of automation. We are converting our shipsin those kinds of ways.

Looking at it closdy, we concluded that we could remove 1500 of the 3,000 people inthe ship's
company of acarier. That generates enormous manpower savings, and in the end, dollar savings. It



aso meanswe put fewer souls at risk. It connects as well with a different kind of proposition. Why isit
that our ships have among the lowest habitability sandardsin NATO? The answer, | beieve, is
because though we have spoken the language of people being our most precious assets, we have not
lived up to the promise. In fact, our ships were designed on the premise that people were cheap, easily
rotating assets who we didn’'t need to nourish and protect in these kinds of ways.

WEe ve begun pushing education opportunities vastly more fiercely. We set up something caled the
Navy College Program. Everybody who now goes through Navy training gets college credits for their
training by arrangement with the American Council on Educeation, and people get transcripts when they
enter boot camp right away, automaticaly. We re going to give one and ahaf million college creditsto
people who enter boot camp this year over the course of their first termsin the Navy. Why didn’t we
do this sooner? The answer, in part, isthat we re not focused as an indtitution on trying to educate our
manpower and nourish it in those kinds of ways. The personnd system manifests this in a thousand
other ways, the detailing system, for example, which treats people as details to be alocated according
to our needs, but not in any way according to their own needs or their own desires or our need to retain
them.

| could go on with thistheme, but | think you seeits point. Note the implications as well, though, for the
acquistion sysem. We' ve talked about recruiting. We' ve talked about training. We' ve talked about
the circumstances of work on ships. But why isit that we have to do dl that painting and chipping again
and again? Why isit that an acquigtion system that can design for us missiles that can fly athousand
miles and hit atarget with a CEP (Circular Error of Probability; a measure of accuracy in hitting a target)
of acouple of meters can't design paint that doesn’t have to constantly be repainted and rechipped?
The answer is. it can -- but nobody had ever asked it to do that, because we never placed ahigh
enough priority on that part of our system.

There liesaworld of opportunity here. We know that curved surfaces are easer to maintain than flat
surfaces. But we don’t design ships to take advantage of that fact. Weretrying to put al of this
together now on our next generation of ships, DD 21, the ZUMWALT Class ships. What we ve found
is that we can design a ship with a crew gpproaching 95 people, whereas previoudy it had 320 people.
That when we can use automation with tremendous effect, we can improve habitability at 95 people, we
can move to things like staterooms for enlisted Sailors. When we creete this environment, we can
generate amore professiona force, one with greater seniority, more education, better living conditions,
and create awholly different vison of what it isto be a Sailor in the Navy; and en route, by the way,
save 70 percent of the total operating costs associated with each of these ships, which isto say ahillion
dollars per ship over the course of its service life. These shipswill cost us $750 million each to acquire
in 1996 dallars, so that every one generates its own savings sufficient to buy another one when we start
to man and operate them this way.

So | come back to my beginning proposition. We have an opportunity to move to afourth phase here,
which redlly does grasp the opportunity associated with our move to an al-volunteer force and take
account of itsimplications. To do that, we need to move beyond thinking about the AVF as something
that changed recruiting and advertisng and pay, and recognize that it changed everything -- and that



we' ve been dow to grasp the implications of changing everything. Those implications carry within them
the seeds of enormous opportunity for transformation of the organization. On top of that, it'san
opportunity that is congstent with the most basic vaue that we ve been preaching for centuriesas a
force, which isthat people are our most important asset. But we' ve preached it as ideology without
fully taking account of whet it redly impliesin concrete terms.

One of my favorite propogtionsis a comment made about Bronson Alcott, who was the father of
Louisa Mae Alcatt, the author of Little Women, atext not often cited at IDA, but should be. 1t was
said of Bronson Alcott, who was a poet and philosopher, that he soared into the infinite and fathomed
the unfathomable, but never paid cash. [Laughter]

This proposition dso might be of interest to economists, not because of the paying cash part, but
because of the generd idea, which iswe need to take broad propositions of ideologica character or of
generd sweeping character and trandate them into the particulars of everyday life and figure out how it
isthat, in fact, if people are our most important asset and as aresult of moving to an dl-volunteer force,
we, in fact, need to do things differently than we had traditionaly done them throughout the whole of the
organism.

We need to change the way in which we bring people through our processes. We have to change the
personnel system. We have to change the training systlem. We have to change our use of autometion.
We have to change the way we design ships. We have to change the character of what our research
and development establishment isworking on. We have to change the way we think about our financing
of ownership costs as againgt acquisition costs and create for ourselves, as areault, redly awhole new
world.

So | applaud Berni€' s backward look at hisfirst three phases. If Bernie should be unemployed, it's
great for himto go look at it. But for mysdf, I'd kind of like to remain employed and do it in terms of
pushing this fourth phase, because | think there lies the creetion of a better world.

Thank you. (Applause))

Soule: Richard has gracioudly agreed to stay for afew minutes for some questions and answers. |
might just remark, before we get into that, that Richard’s comments were, as we expected, very
interesting. And | watched the audience as you were talking, and even in that very dangerous right-
after-lunch hour, the only one who fell adegp wasthe dog in the front row. [Laughter] But he was
awake during your joke about the shepherd.

SECRETARY RICHARD DANZIG: | havetotell you that | commented, the other day, when | spoke
to the Marine Corps generds, that al forms of menta illness are gpparent in the higher ranks of DOD.
[Laughter] Thiswas a propos my own schizophrenia about the particular issues | was talking about, but
aso thelr paranoia. But | dso commented that | note in most audiences | speak to a widespread
narcolepsy. [Laughter] So | appreciate what you' re saying.



Soule: | dso enjoyed your comment about the phone lines for the recruiters. That's actudly the way
we treat people in OSD aswell. And | think the regulation for usis .35 per andy4t, but we ve found
ways to get around that over the years.

SECRETARY RICHARD DANZIG: Actudly, our productivity increases to the degree we keep you
out of circulation. [Laughter]

Soule: Let me throw the floor open. | think we had a hand.
QUESTION: (Inaudible. Question regards the speed of reform within the Department.)

SECRETARY RICHARD DANZIG: | think it'sthreethings. | think it's, firg, that it's very difficult for
any of usto change habits. Just think about your everyday habits. If you smoke or eat too much or
lose your temper or come late or tend not to be sufficiently polite or whatever it is, and think about how
difficult it isfor you to change or how difficult it isfor you to get other peoplein your family to change.

If we accept that so readily as a human phenomenon, why do we expect an organization that conssts of
372,000 human beings, the uniformed Navy, not to mention the civilians and reservigts, why would we
expect them to be able to change very easly and very fagt? It'sjust avery tough thing for human beings
to do that. We're creatures of the way we were brought up and of habit, and alot of people have that
kind of attitude.

The second factor isone of ingght. Y ou may change alot more rapidly with respect to smoking when
you have the benefit of various surgeon’s genera reports. How do you bring home these points to, for
example, theingtitution of the Navy or the Marine Corps or any other service? | believe that the biblica
propogition “The truth shal set you freg” isagood one. | do believe, notwithstanding the fact that it' sa
dow process, that illuminating these points for peopleis very, very helpful.

Thethird isthe point that you raise, which is one of incentives. How do we structure the organization to
incentivize the kind of behavior | just talked about? If, for example, you run aship and I’'m out there
preaching “Let people off-duty more often, automate more,” but you' re a a point where that
automation might go awry and your head’ s on the line, you' re going to take a cautious kind of attitude
that causes you to over-gtaff things.

We can change those incentives. For example, one of the thingsthat I’ ve pressed very hard isthe use
of cviliansin place of military. Military are very expensveto recruit. By making them more focused on
classcdly military things, we make of them better Saillors and Marines. | set up a central account that
sad every military billet that you cash in for cvilianization, | will fund off the top and give you back the
military billet, so it will not reduce your end strength, whereas up till now the incentive has aways been
to keep the billets military because people want military members asasign of power in their end
grength, and no Commandant or CNO wants too low a number of uniformed people.



By doing that, we got the commandant of the Marine Corps coming forward this last year saying, “I'd
like to trandtion 1200 of my Marines who are now doing cooking duties into things that are more
productive for us” We put 1200 civiliansin those jobs -- actudly, fewer civilians, because you don't
need asmany. On the Navy Sde, | began asking the question: “Why don’'t we have civilians paint ships,
when equipped with better tools and the like, while they’re in port? They can do that better than the
salorscan.”

There was a certain amount of resistance to begin with, but when we funded it off the top, the
demonstration was awild success. We now have painted 35 ships -- more than 10 percent of our fleet
-- by civilian paint teams, and that' s spreading and is going to be, awell-nigh universa kind of function.
So you want funding mechaniams, as your question implies, as incentive mechanisms to try and get the
incentivesin the right places.

I’ll just tell you alittle story on the Side, a propos the illumination point, the second of these. It sl
very difficult for people to connect the dots. For me, the great example of thiswaswhen | gave
something like this pitch on board a carrier. At the end of my pitch, everybody liked it. Everybody
agreed. You know, I'm Secretary of the Navy, so they’re dl very agreegble. [Laughter]

Afterwards, the CO of the ship waked me back to the cabin, quite luxurious, that had been arranged
for me for staying overnight, and he was telling me what aredly right perception this was about dl this,
and so on. Then, saying good night to me, he said that there' d be a petty officer acrossthe hal if |
needed anything a al during the night. | said to him, “Is this petty officer normdly there, or is he there
just for me?” Andthe CO sad, “Yes” [Laughter]

Wil, when we got that one disentangled, it turned out that they had quite normaly assgned a petty
officer to stay up dl night on the chance that | would need something in the middle of the night. Well, |
pointed out to him that, to my recollection, | haven't needed something from another adult in the night
sncel was 11 yearsold, but that if | redly did need something, | could use the telephone and wake up
the petty officer, so why didn’t he send him back to deep? But it was obvious to me thet the
commanding officer just didn’'t see that connection right after I'd donethetalk. So | do place alot of
emphasis on the need to push this message again and again and again and get other people to absorb it.
| think it'svery hard. It takestime.

QUESTION: (Off mike. Question regards the Secretary’ s progress at eradicating the Navy and
Marine Corps of the mentality of conscription.)

SECRETARY RICHARD DANZIG: Wadl, firgt, my senseis sure, my progressis very uneven, and
there are dl kinds of sources of resstance. I'm, in generd, quite favorably impressed with how much
resonance this hasin the Navy. There are anumber of admiras and generals who are ahead of mein
regard to this, who are just out there pushing the edge of the envelope and basically my roleisto
support them. | think, for example, of Hank Giffin, who was the commander of nava surface forces for
the Atlantic Fleet, or Mike Mullen, who had surface warfare responghilities within the Navy budgeting



process. These are guys who are not there because I'm persuading them. They’ re there because they
knew this from the beginning.

On the specific issue of the two-year enligments and the like, basicaly what I’ m trying to pressiswe
have more opportunities at the margin through making use of our existing system and through better
retention, and I’m not inclined to move towards shorter termsin this context. It doesn't seemto meto
be, when you take account of the training periods and the cost of recruitment and the like, a particularly
rich investment.

QUESTION: (Off mike. Question regards recapitalization of the fleet.)

SECRETARY RICHARD DANZIG: Youand | can get together on this and squeeze these people
between us. But the particular observation that we can't change the capital stock right away, | hear
often. | don't entirdly agree with it. It isthe casethat if we build seven ships ayear for 10 years, we' d
gill only build 70 new ships, which is going to be some 20 percent of whatever our Navy might look like
in 2010, and therefore 80 percent of it is still basically going to be the same.

But | think this overlooks -- and, to an amazing degree -- and | say this particularly to you, Bob -- |
think the present debate about military procurement amazingly overlooks the consequences of
Information Age kinds of investments. The red way for usto transform the Navy fleet is't so much
through building new ships, though I'm in favor of thet and it gives usalot of opportunities. It's through
changing the character of the oneswe have. Our software innovations and our broadband
communication capabilities and our use of the automation technologies that exist now let us do that.

We have a phenomend ahility to change the exigting ingtitution and are doing it right before our eyes.
We just need to grasp that possibility more. Once you start to do that -- | mentioned | had four main
themes, and the people theme that we' ve talked about was the first of them. But the fourth of them, and
absolutely fundamenta from my end, is take advantage of the Information Age technologies.

Now, what does it mean that I’ ve got broadband communication with aship? It used to be | manned
that ship from the standpoint of having it perform al the functionsright on it. | needed dispersing clerks
for accounting kinds of functionsand so on. | needed agreat dedl of people. Any kind of medica or
training support | needed, had to be on board. But now I’ ve got the &bility to rely on communications.
So | can change the whole manpower equation right now for aship that dready exists. The indtitution
can move alot faster to accept the radical implications of these common-sense stepsin the here and
now. That'sanother topic.

QUESTION: (Off mike. Question regards requirements and capabilities of ships and submarines.)
SECRETARY RICHARD DANZIG: | think it'sagood perception. | think we profited by moving

from some of that requirements discussion and encouraging just the kinds of trades you talk about. |
tend to talk overwhemingly in terms of capabilities and the relationship between the performance we



can ddiver and the price it costs us, and keep trying to lower our cost of doing business and increase
the reward for investmentsin terms of higher performance. In the end, this makes the Navy étractive.

For example, one of the things we' re talking about is the requirement for 68 submarines or 76
submarines or avariety of kinds of numbers like that, depending on different time frames and different
consequences. Wdl, when you think about it, it isn't Smply arequirement for aplatform. It'sa
requirement for number of days to use that platform. If, in fact, you can find maintenance techniques or
forward-basing techniques that deliver that platform operationaly for a higher proportion of itstime,
then you get high reward from having improved that proportion, and it ought to affect the so-cdled
requirement.

So we're big on trying to find those kinds of investments and opportunities. We have, for example,
figured out away to extend submarine life from 30 to 33 years. That changes our requirement for build
rate. We are looking at opportunities for forward-basing submarinesin Guam. We figure we can make
3 submarines look like dmost 10 submarines, when we move them forward that way. There are 100
examples like that embedded in our system. So for every request for additiona funding or statement of
additiond requirement, | find mysdlf wanting to weight it with some other kinds of changesinternd to
how we' re using our assets and how we improve them.

QUESTION: (Off mike. Question regards retention efforts.)

SECRETARY RICHARD DANZIG: Emphaticdly, yes. I've spent alot of time with the Bureau of
Personnd people over just these issues. Square one for me has been we put tons of effort into
recruitment, as againgt ouncesinto retention. Early on | began beeting the drum of “Okay, we' re
spending $70 million on advertising to recruit people. What are we spending on advertising interndly to
keep people staying? What do we give their families?’

We ve got al this market research information, youth attitude surveys, et cetera, on the recruiting Sde.
What do we know about our retention problems and why we' re not keeping people? We are spending
extraordinary amounts of money on recruiting. We ve got, balpark, 5,000 recruiters out therein the
Navy and a couple of thousand other people supporting them. How many people work on retention?
Wi, just to give you the last one as an example, the answer came back: four.

There' s enormous reward on that Sde of the equation; the margina vaue of those investmentsis much,
much higher. Square one in that regard has been just what you've said. We ve set up aretention
center within the Navy, and we re working hard on the question of how we change the detail and
assgnment system so as to make it more, for enlisted people, like we have madeit for officers, a
development of a career path, a sense of sengitivity to where they want to go and what they want to be
assgnedto. That'salong process, but we re wel on the road towardsit.

On the issues of promation, I'm raigng some questions about “ Do we want amore senior forcein the
Navy? Do we want to change our expectations of opportunity for growth? Could we use the warrant



officer pogtions to achieve ameasure of laterd entry in ways we haven't previoudy achieved?’ | think
there are alot of rich issuesthere.

QUESTION: (Off mike.)

SECRETARY RICHARD DANZIG: lItis, of course, a double-edged sword, and we' re al aware of
it. We're giving people a bridge to the outsde. Buit | think the most basic position we' ve taken on this,
as suggested by the Navy College Program | referred to earlier, the typical recruit in the Navy is going
to earn a substantial number of the credits required for an AA degree in the course of hisfirst four years
in the Navy, just in the course of hisnormd training with this American Council on Education
accreditation system we' ve set up.

Our am isto -- and we ve done this -- increase the tuition support so that people can get more credits
on their own, beyond what we' re providing them. We're directly linking them with avast array of
schools, many of them firg-tier kinds of schools. So what we're saying is we bdlieve that by enhancing
your credentiding, we are doing good things for you and that our own power to keep you will be strong
enough that thisis agood investment. Asyou rightly say, in turn we think it will aso have recruitment
and retention kind of spin-offs by virtue of its attractiveness.

There are risksin this from the second edge of the sword. But | believe that as we transform the Navy
in the generd direction I’ ve described, movement towards more professond skills -- we' re moving a
lot of the distasteful labor aspects of it, not al, but a number of them -- creating more support for
Salors, giving them both tools and civilian complements and the like -- we'll be able to create an
ingtitution that can move upstream towards forces that are not as big as now, but are more senior and
more experienced and where we have aworkforce thet is, in effect, more delighted with us.

In the end, we' re going to offer some things that no civilian environment can offer -- asense of misson,
asense of camaraderie, a sense of honor, a sense of being on the cutting edge. For dl of the talk about
how wonderfully dot-coms empower people, it's very remarkable, the respongbility we give very young
people in the Navy, whether it's the average age on the deck of the carrier being 19 handling this
incredible ballet of aircraft, or it’s the phenomenon of commanding officersin their later 30s having
respongbility for 300 lives on a ship and this piece of equipment that can cost abillion dollarsthat’s
theirsand no oneese's,

| think, inthe end, that camaraderie, that honor, that sense of respongbility, that opportunity to get out in
the world, is such astrong draw that if we get the rest of the stuff right, we will be able to hold on to

people.

Thank you very much. [Applause]

PANEL TWO: Changesin Force Composition
September 28, 2000



Chair: Christopher Jehn
Pandigts Aline Quester, Edwin Dorn, Susan Everingham

Christopher Jehn introduced the panel members.

Susan Everingham offered comments in three areas, drawing research by her colleagues at RAND.
The three areas were the current force structure, societa trends, and the implications of these trends.

The size of the military force is determined externdly, and over time the enlisted-to-officer ratio has
fdlen from 9:1to 5:1. The number of generdists has dso decreased substantialy in favor of personnel
with more technicd skills. Thereis an increase in education among senior enlisted, which has been
driven by occupations and technology (not by the All-Volunteer Force, or AVF).

There are four societd trends to note:

1.

2.

3.

4.

In 1980 under 50% of American youth went to college. That figureis now 65%. Thistrend has
been encouraged by increasing returns to getting a college education.

Women have an increased presence in the labor force. Thisistruein both the military and civilian
sectors. Racid trendsin the services have been noted in the conference background papers.

The use of technology has grown. Thisis apermanent change and is significant, as the need for
technicd killsisincreasing.

There are red budgetary congraints on military spending. We can't afford everything that we
would like, and many of the manpower initiatives have been fiscally motivated.

There are four implications of these trends:

1.

The services must recruit from collegesif they want to fill the ranks with high-quality people. But it
is not clear which part of the college market (bachelor or associate degree holders, or college
dropouts) we should target.

There is a convergence of the officer and enlisted ranks. Technica expertiseis not gppropriately
vaued in the current career system. We must consider laterd entry to obtain aready-trained
technicians. A new system of personnel management requires awhole new compensation structure.
We have done well at integrating women and minorities, but must continue the effort. Opportunities
for women have been opened so that 67-80% of military specidties are now available to women,
athough some jobs remain restricted. The impact on readiness, cohesion, and morae is not zero,
but studies show that any effects are offset by leadership and training. Minorities are
underrepresented in Special Operations Forces (SOF) and among officers. SOF is
underrepresented gpparently because minorities tend to join the military to obtain marketable skills.
Promotion and retention rates for minority officers did change, but promotion ratesto O-4 are the
same for both minority and mgority populations.

Family, not just the service member, is decisive with respect to retention. Spousal employment is
important. PCS moves do have an effect on spouses and therefore on retention. The military needs
to addressthisissue.



Aline Quester noted that we have never redly solved the productivity puzzle. We don’t know yet
how people subgtitute for each other. Thus, it’s very difficult for us to specify the optima experience
mix.

In terms of the population we can draw from in the future, the United States used to have a population
pyramid (of age groups, with the largest number a young ages and smadler numbers of ederly). This
will soon be a population column. We don’t know what will happen with this trangtion, when 18- to
24-year-olds will represent asmaller proportion of the U.S. population. Diversity is growing,
particularly in the 18- to 24-year-old population, so that in 2030 this age group will be haf minority.
There are other trends that may affect the way we recruit. 1t used to be that there was an established
order to norma lifestyle changes. People graduated from school, got ajob, got married, and had
childrenin that order. These events are dl happening at different times (mostly later) and sometimes
even in adifferent order than before.

There are currently three different retirement plans for the military depending on when the member
joined the service. Thase who joined the military 1 August 1986 or later are under the third plan.
Under this plan, members choose between the High Three retirement plan or a $30,000 continuation
bonus at 15 years of service and REDUX retirement. Thisisadifficult choicet CNA has developed a
briefing that addresses this issue by thinking of the REDUX option asaloan. Each Stuation (rank, age,
and years of sarvice a retirement) yields an implied interest rate for this“loan.”

Edwin Dorn began his comments with the remark that the AVF “working well, and | am not happy
about it.” He perceives that the success of the AVF has dlowed usto avoid issues. The AVF has
dowly expanded the role of women and has not drawn attention to the racial composition of the force.
In particular, the absence of young white males in the military and the prominence of black women has
not been noted. Downsizing issues et us avoid the question of whether or not there are better waysto

manage people.

When he was in office (as Under Secretary of Personnel and Readiness) three years ago, he knew that
he had been mortgaging the future. DoD at thet time shifted funds from modernization into operations
and maintenance (O& M) to maintain force Sze and readiness. But trouble loomed because of arobust
labor market and arising cohort of potentia enlistees that were less interested and available to the
military. He has been surprised a how easily the services have turned around this problem, and
consdersit acommendable accomplishment of the current leadership. But we can't go on mortgaging
the future, he warned, because the $30 billion to $50 billion needed for modernization is not available.

The services have to baance bills for quality-of-life, hedth care, and promised benefits. The only way
to get these fundsisto shrink the force. The United States till spends many times more on defense than
itsaliesand adversaries. We need to define the threat and our defense needsin the future. Defense
Secretary Les Aspin moved to define the threats and then establish the capabilities required to face
them. But thereisno end to the threets perceived.



We can't do everything, from contingencies to chemica and biological thrests to missle defense. We
have to think money first (about $300 billion) and then figure out how to divideit to get the best resuilt.
We should then tell the services what to do in the Defense Planning Guidance. Four short-term items to
maintain current capabilities include:

Stop unconditiona college assistance.

Recongder prohibitions againg laterd entry.
Reconsider use of categories of people (women).
Improve resource alocation.

A owbdpE

Dorn concluded by reiterating that the success of the AVF has dlowed usto defer addressing these
important issues.

PANEL THREE: Changesin the Cost of Labor
September 28, 2000

Chair: Cindy Williams
Pandigs. CarlaTighe, Don Cymrot, Casey Wardynski, and Jm Hosek

Cindy Williams introduced the sesson with two comments:

Over the course of the AVF, the cost of labor has been dramatically affected, and has become
much higher;
It isimportant to see what has happened, what is hgppening, and what it means.

Carla Tighe focused on the cost of labor as a signd to decisonmakers, and noted that military |abor
costs now make up roughly one-third of the overal budget. She noted that one would expect to see
changesin the capitd/labor ratio, and increases in outsourcing. The patterns should be smilar to those
inindustry (i.e., protecting the core activities of the enterprise but outsourcing peripherd activities).
Contractors would be used to handle seasond and cyclica pesks and valleys, taking advantage of
economies of scale.

The AVF appears to provide the incentives for such patterns, but experience with outsourcing over the
last 30 years does not seem to bear out the expected outcomes. The A-76 database reveds that very
few military positions have been subjected to study for outsourcing. Initsfirst year <1978 — 221
positions were studied. Thisincreased gradually to about 3,000 per year by 1989, but Congress
imposed a moratorium in the early 1990s. The moratorium was later lifted, and since 1996 about
1,400-1,500 military billets have been studied each year for possible privatization. While the numbers
did grow, the positions included in A-76 studies have represented a very smdl as a percentage of the
total force. This suggests that the signal was present, but weak.



Why? It ispossble that the Sgnal was received at the headquarters leve, with initiatives imposed from
the top down, but not redlly felt a thefield level. Moreover, the sgna may be subject to distortion on
the way down. Unfortunately, Tighe concluded, more work needs to be done to shed further light on
these possihilities. In particular, further analysis of financid and budgetary incentives to improving
efficiency would be ussful.

Don Cymrot spoke of the need to confront the reasons behind the failure to reform the military
retirement sysem. The REDUX reforms collgpsed just as they were abouit to take hold because of a
perceived fairness or equity issue, espoused even by those who were not affected by the reform. Top
leadership was unwilling to counter the equity arguments, and the andytica community was caught by
aurprise. The opportunity for reform was logt, dthough there has been some progress in dealing with
dliff vesting through devices such as Thrift Savings Plan (TSP) contributions, etc.

So what needs to happen in compensation? We observe lots of specia pays, bonuses, etc. We need
to learn the lesson of retirement—that it is difficult to change the system in ways that will raise equity
iSsues.

Thereisafar larger variance in civilian pay than in military pay. Civilian pay varies by roughly 250
percent across occupations, while military pay, even with SRBs, only varies by about 90 percent. We
face alarger pay gap, relaive to civilian pay, for new-economy skills than for old-economy skills.

To address the need for greater variance in military pay, Cymrot proposed athree-tier pay scale made
up of base pay, skill-based pay, and assignment-based pay. (The last could be market-based, e.g.,
account for locdity differences as well as differencesin service conditions, such as sea duty.)

The purpose of such reforms would be to separate pay from military rank. Laterd entrants could come
in a relatively low rank, but with high skill pay. Theideaisto dlow DoD to compete more effectively
for highly valued skills without the supervisory responghilitiesimplied by bringing peoplein at high rank.

Casey Wardynski sooke of the implications for family income of the rising trend in military spouses
participation in the labor market, and the compounding difficulties imposed by the Army’slocation
patterns. He suggested that the military compensation system implicitly assumes that military spouses do
not work, and pointed out that until the mid-1980s a spouse’ s volunteer activities could be recorded on
an officer’ s fitness report.

Now, however, upwards of 65 percent of military spouses participate in the labor market. The frequent
shiftsin location, and poor location of military bases for spousd employment (that is, the Army, Air
Force, and Marines have large bases in areas with weak |abor markets for spouses seeking jobs) result
in afinding of lower wages earned by military spouses than their civilian contemporaries.

In the future, the proportion of married personnd in the forceislikely to remain at least a the current
level and spousal incomeislikely to be at least asimportant to the family as at present. In addition,



given trends in educetion, levels of pousd education are likely to be even higher than at present. This
trend does not bode well for retention unless spousal employment needs are met.

War dynski suggested that some of the factors that drove the current basing pattern (largely chegp land
for training, or dispersed locations for strategic nuclear missile fiddsand bomber bases) probably will
not be as important in the future as they once were. The services need to explore options to decrease
the effects of lost spousa income, ether by reexamining their basing patterns or, more conservatively,

by pursuing compensatory programs. These include preferentia hiring of spouses by the military, use of
employment subsidies or tax credits for contractors hiring spouses, use of private-public partnerships to
create on-base industrial parks akin to the one under development at Fort Leonard Wood, or use of the
Internet to expand the scope of labor demand beyond the confines of markets adjacent to military
inddlations.

Jim Hosek’ s theme was making the mogt of the AVF, which implies aneed for the efficient utilization
of manpower—both in operations and in compensating people. The challenges are to attract and keep
people and to utilize them effectively.

Military/civilian wage ratios have dways been computed for a particular reference group of civilians.
That is, wages for officers are compared to wages for college graduates, and enlisted wages to those of
high school graduates. Thereis probably aneed for an additiond level of sophigtication, in order to
capture in the comparison those in the civilian [abor force with some college, not just a high school
diploma. Thiswould take better account of the large increase in post-secondary enrollment and the
risng returns to higher education (athough these returns have risen and fdlen over time).

Thereis a corrdation between education and performance on the AFQT tests. those with four or more
years of college score at the 84 leve; those with some, at the 65; and those with none, only at the 50
levdl. Further, college enrollment rates have been risng. Therisein college enrollment ratesis reducing
the size of the traditiona recruiting market, and the correlation between AFQT and educationa
attainment means that the traditiona recruiting market is being disproportion- ately depleted of high-

qudity prospects.

Another changeisthat many people are now pursuing higher education throughout their twenties. The
returns to four or more years of college have risen the fagtest, which serves as an inducement to persons
with some college to complete their college degree. Also, wages have risen fagter in information
technology (IT) and “knowledge-worker” occupations than in other occupations. Although the
increased supply of college graduates may dow down their wage growth in the future, the military
cannot necessarily count on this and wait for it to occur.

These trends suggest that we need to worry about organizationa issues and career paths. As Secretary
Danzig indicated, we are not making efficient use of personndl.

We need to concern oursaves with the number of high qudity recruits, and with retaining high-tech
workers. The proportion of high-qudity recruits has fdlen from an dl-time high of 72 percent in 1992



to 59 percent in 1999. Thisisimportant because high-quality recruits are more proficient in performing
their misson-essentia tasks, and because the average AFQT score of an enlisted cohort does not
increase during its service career. Those in both tails (with the highest and the lowest AFQT scores)
leave. Thus, the best predictor of the AFQT scores of a cohort are the entering scores of that cohort.

Retention shortfals in any occupation can hurt readiness, but shortages in high-tech areas hurt most.
For example, the Air Force currently doesn’t have enough E-5s and E-6sto train E-3s, so by thetime
the current E-3s reach E-5 grade, they will not be as well trained as their predecessors.

The compensation structure o may not be cost efficient. The military departments tend to manage to
profiles that are the same across two-digit MOSs. But high-qudity personnd may have greater and
longer proficiency increases. Higher-aptitude personnd learn faster and better. The services may
therefore want to lengthen careersin some areas to reduce the number of recruits needed, which would
aso increase the return on training investments.

The Air Force does have longer careers on average, but treats al careers the same. Hosek suggested
that they should not be dl the same lengths. The ba ance between youth and vigor and education and
training may differ in different aress.

The services dso may warnt to retain the best in each field. Reenlistment bonuses reflect only
occupations, not AFQT scores. While promotion practices may help, the services may want to
separate pay from rank to develop a system that alows them to keep, but not promote, people out of
the jobsthey’re needed in. Thisis an open question.

In the mid-* 70s, alot of work was done on the experience mix. We need more work on the
relationships between AFQT, experience, education, and productivity. Thereislots of ground to cover,
which will require more thorough and continuous studly.

The private sector has paid alot of attention to workers, and has changed many practices accordingly.
Thisislesstrue of the military. Isthisal force of habit? Why isn't the senior leadership pushing this? Is
an outsde force like Secretary Danzig required?

DoD anaysts often use static models, when amore dynamic, stochastic approach is needed. Thereis
little information on on-the-job training. DoD in the mid-* 70s created the Defense Manpower Data
Center to provide data. It istimefor aradicd look at the data holdings and files made available to
researchers, and the integration of thefiles. Data should be made available in a usable form to dl, with
better ties between files.

Williams summarized the pandists comments by noting that DoD faces a very competitive
environment, but that there are some options for addressing this. One s to subgtitute private-sector
employees for military personnel—but there are obstacles to that approach. Another isto adopt amore
skill-based compensation system, but other concerns, such as equity, could suppress support for such
efforts. Comments on the labor consequences of the basing Structure are well taken. And, the outside



world focuses more on dollars and cents. A more flexible gpproach to DoD compensation policy is
needed.

BREAKFAST SPEAKER

Patrick O’ Leary
Workforce Planning Manager, United Parcdl Service
September 29, 2000

Whenever | receive acal to tak to groups about what | do for UPS it still amazes me that people
actualy want to hear metak. What isredly amazing about this invitation is that someone heard me a
the MORS conference last year and recommended me to speak at this conference. After atending the
MORS conference | redlized there are many, many parallels between whom and how the military
recruits and whom and how UPS recruits. We share some of the same chdlenges and we share the
same “battlefidld” --- 18- to 21-year-olds.

To give you an idea of the Sze and scope of the operation that | manage in Louisville, let me review
some numbers. | found it interesting that the military “hires” about 167,000 people per year. 1n 1999,
company wide, UPS hired about that exact same number (160,000). Granted, our jobs are mostly
part-time, but for comparison purposes, UPS and the military dedl with about the same number of

people per year.

Last year, the “Draft Terms of Reference’ for the MORS conference stated that:

The military services are currently experiencing difficulty recruiting and retaining adequate
numbers of quality enlisted people necessary to meet operationd requirements. Recent
recruiting efforts have not met gods and military personnd are opting to leave the military at
rates higher than is required to maintain adequate end strength.

Guesswhat: UPS has the exact same problem. Last year we were turning over people at arate that
was higher than 50 percent. The average time of service for anew hire was lessthan Six weeks. Like
the military, UPS redlizes that we must reverse thistrend. It not only is costing us a tremendous amount
of dallars; it is affecting our ability to serve our customers.

Thisis not a problem that has “ambushed” UPS. It has hit some of our operations earlier than others,
but for the most part, dl of our mgor operations in metropolitan areas are having this chalenge.

The gaffing chalenge did not arrive in Louisville until about six years ago. When UPS opened the
nationd air hub in 1981, we initialy had 150 part-time jobs that paid $8.00 per hour. We had over
5,000 people apply. In 1993 | spent only $1,000 on advertising. That paid for one display ad in the
loca Sunday paper. So my advertising cost per hire was about 19 cents. In 1998 | spent close to



$350,000 on advertising. That paid for newspaper, radio, TV, billboards, etc. So five years later, my
advertising cost per hire was about $48.50.

What happened? A number of things --- economic development, low employment, and changing
demographics. Since 1981 the Metropolitan Statistica Area (MSA) of Louisville has only grown
40,000 people. The largest county, Jefferson, which is the county in which the air hub is located, lost
9,000 people. The work force population (ages 15-74) is projected by the Census Bureau to grow
nationaly by 28.4 percent between 1980 and 2010. In comparison, Kentucky will only grow by 7.6
percent. Additiondly, the growth will be in the mature work force, ages 35 to 64, with adeclinein our
younger work force (ages 15to 34). Thereason | lose deep over those statistics is because 75 percent
of the people UPS interviewed at the Employment Center last year were between the ages of 18 and
34. Thereisanother reason for my lack of deep. We expect our operation in Louisville to grow to at
least 20,000+ people over the next three to five years. We currently have 18,000 employeesin the
Louisville area; about 60 percent are part time.

Some additiona numbers;

In 1970, 47 percent of Kentucky’s population was under 25 years old. By 1990, that figure
had dropped to 37 percent. Projections for 2010 suggest the number will drop to 32 percent.

The population growth in the entire state of Kentucky between 1980 and 1990 was only
26,114. That islessthan one percent growth.

The state ranks 49" in the nation in fertility, and our birth numbers continueto fall. (West
Virginiais 50™)

Between the years 1970 and 1990 the number of people between the ages of 15 and 24 in
Jefferson County fell by 28,036. That is adecrease of 23.5 percent. The number is projected
to decline an additional 6.1 percent by the year 2010.

Only eight of Kentucky's 120 counties experienced growth in their population aged 0-17 during
the 1980s.

Thisis not good news to a company, like UPS, thet rdlies heavily on alarge part time workforce that is
mostly made up of people 18- to 24-years-old. Last year, we hired about 6,500 people for our airport
operation. So hereiswhat | am up againg in Louisville. | haveto hire for one of the largest UPS
operations. | am recruiting from an areathat islosing populaion. The unemployment rateislessthan 3
percent. We have more jobs than people. (Y ou could make alot of money in Louisville sdling “Now
Hiring” sgnsif you could find someone to make them and sell them.) We are turning over people a a
rate of dmost 50 percent and they are leaving after only Six weeks.

And my job isin the middle of the night --- hot in the summer, cold in the winter --- and it isa very
production-oriented environment. Y ou have to hustle to keep up. The other thing about Louisville that



makes my job more interesting is the fact that if we can't pull the airplanes out of Louisville ontime it
could affect EVERY UPS delivery driver in the world --- no pressure there!

One more thing thet | lay awvake nights about.... In March of 1998, UPS announced the largest
expansion in the company’s history. It will cost over one billion dollars and create 6,000 new jobs. It
will take an exigting building thet is dready over amillion square feet under one roof and makeit a
building that will be over three million square feet under one roof. Guess where that expangon is
happening --- Louisville. What we have is a multifaceted problem that will need a multifaceted solution.
Thereisnot one “golden bullet” out there that will fix the entire problem.

When we made the announcement about our expansion | was interviewed by the media. One of the
questions | was asked was, Where are you going to find dl those people? My reply was, “The days of
hiring 100 people from one source are gone. We now must hire 20 people from 5 different sources but
we must be prepared to ded with the challenges those folks bring to the table” Deaf, mature,
“moonlighters,” flexible schedules, etc. The days of “Go ahead and let them quit --- we can make
more!” are aso gone.

The days of one approach to recruiting are gone. | fed that it is not about recruiting anymore --- it is
about marketing. | try to explain to my interna customers that the current recruiting and employment
process is more like a manufacturing and marketing process. They are producing the product thet |
must sell —ajob. Any attribute they can add to that “product” or job makesit easer to market. Itis
difficult to sdll a*“product” that nobody wants because they can get a better “product” at another

company.

It is equaly important to point out to the folks in the “manufacturing” Sde of the businessiif they produce
aproduct with defects it just makes the marketing that much tougher. So what the hell am | talking
about? Our job must be an “irresigtible offer” --- we must beat everyone else' sded or product. Itis
not just about pay and benefits, it is aso about treatment and working conditions; it is about quaity-of-
lifeissues, it isabout making quitting not an option --- because if they quit there are stiff consequences.

Wedl have heard the saying “If you build it they will come” Well, that might be true --- they might
come but if the place does not meet their needs, they will not stay. We must be able to produce a
product they cannot get anywhere else. We must “one up” every company in Louisville. Itisa“dog
eat dog” world out there, and we must have the biggest dog. Can you believe that an HR guy is
sounding like this? My Marine training has served me wel!

When | St in monthly review meetings with my internal customers, these are the kinds of things | hear:
“Do we need to advertise more?’
“What about billboards?’
“Do you spend enough time on campus?’
“Have you ever thought of recruiting a the high schools?’
“I never hear our commercials on the radio.”



| once had arather spirited conversation with the VP of HR. She stopped mein the hal and told me
that the operations folks are redlly concerned about my department’ s ability to Saff the air operation. In
my opinion, they were trying to lay the blame a my feet. My reply was dong the lines of “We are not
the problem. We are certainly part of the solution, but we are not the problem.”

We do not have an employment problem in Louisville, we have a retention problem. There are many
timeswhen | am down at the airport department that managers will scop me and say “I am 20 people
down. When can | get their replacements?” | so badly want to say, “What happened to the 120 | hired
for you last month?” But being the good former Marine that | am, | just sdute smartly and charge up
the hill.

Hiring for my operetion is like shoveling water with a pitchfork --- you just can't get ahead. So what
have we done? We have come up with an “irresstible offer.” We cdl it our “UPS Délivers Education”
program. It has two mgor components. The first is Metropaolitan College, which isajoint venture
among the Univergty of Louisville, JEfferson Community College, Jefferson Technicad College, and
UPS. It provides students with atuition-free post-secondary education and a good-paying part-time
job with benefits. Classes are held at times that accommodate students work schedules. 1t was part of
an incentive package that was given to UPS by the state of Kentucky so we would expand our
operation in Louisville. Inanutshdl, if aperson worksfor UPSin Louisville, Kentucky on our midnight
operation and attends the University of Louisville, Jefferson Community College, or Jefferson Technica
College (note there is a four-year, two-year, and tech school to choose from), we will pay:

100 percent of thelr tuition;

Up to $65 for each book;

$1,200 per year for campus housing;

$2,900 in bonuses paid out over 12 months; and

A credit line of $2,000 ayear for four years, with deferred repayment.

They start at $8.50 per hour and will work about 18-20 hours per week --- that is about $8,000 per
year inincome. S0, that isan “irresistible offer.” But wait, thereismore. There are more than three
collegesin Louisville, Kentucky. If they do not attend one of those three schools in the Metro College
program, we gtill have some educationd assstance available. We cdl it our “Earn and Learn” program.
If you attend either atwo-year or four-year approved post-secondary ingtitution, we will pay:

$1,500 per semester for books and tuition (with a $3,000 per year limit);

Just like Metro College, loans of up to $2,000 a year for four years (with eventua repayment);
and

The $2,900 bonus.

That program is available in 33 sites around the country, mostly metro aress like Chicago, Ddlas,
Columbus, Atlanta, and Nashville.

Why did we do it? We had to --- we were getting our butts kicked to the curb.



| want to strongly emphasize that this program is both a recruiting tool and aretention tool. It isvery
much “an irresstible offer” for any college student. Just think about it --- attend a decent school and
graduate with ZERO student loans. How can you turn that down?

A few other points. ..

We do alot of recruiting at high schools. We do so much that we are on first-name bases with the
cafeterialadies. We dso do atremendous amount of recruiting on college campuses. |If they awarded
degrees based on the number of visits on campus | would have aPh.D. We atend every public
function that we can, events like church picnics, street festivas, concerts, flea markets. | would come to
your house for a barbecue to recruit if you would invite me!

But some of those events are not dways about recruiting --- they are about image. We help freshmen
move in to their dorms, and we co-host an ice cream socid with the university president. We need to
make sure people perceive UPS as a great place to work, a place that they would let their kids work.

We dso redize we have two targeted segments.

The gpplicant, which isthat 18- to 24-year-old person that wants to attend college.
The “Influencer” --- parents, coaches, and counselors.

Another word of caution: one thing | worried about when we arrived at our “irresdtible offer” isthat my
operations folks would “take their eye off the bal.” What | mean is --- there is not one solution out
there. We must continue with all other retention efforts.

| told you there were paralels between UPS and the military. When | go to job fairs | hate being near
the military recruiter’ sbooth. | dwaysfed like heislooking a me and saying, “If | grab him from
behind and stick aknifeup in hisribs. .. .”

Is Metro College working? Yes.

2,100 people this semester -- double the number in 1999
Turnover rate of 10-15 percent instead of 35-45 percent
Interest is high --- people are calling us

A few parting commentsif time permits. part of my preparation for the conference was to go onto the
Internet and do alittle research. | found some interesting stuff. 1 caught mysdlf nodding my head when |
read the phrase, “We have a Gl Bill without the GI.” It, of course, referred to the fact that there is so
much financid aid and grant money available. At the MORS conferenceif | heard it once | heard it a
dozen times, “The Duty, Honor, and Country gpproach doesn't work anymore.” | unfortunately agree
with that --- it isashame. | read alot of articlesthat keep referring to the YATS study. It showsthat a
lot of our youth congder the military the last sop on the career train. Anytime | amin aschooal, | tell



kids my story. When | came home from the MORS conference, | set agoa to do what | could to help
my military recruiting partners. We are looking into away that we could take our UPS college money
and coupleit up with the Gl Bill money to seeif we could make an irresstible offer for arecently
released Marine, sailor, soldier, or airman.

PANEL FOUR: New Directionsfor the Future
September 29, 2000

Chair: David Chu
Pandigs. James Wilson, Deborah Clay- Mendez, Peggy Goalfin, and Nell Singer

David Chu introduced the pane members.

James Wilson’s remarks addressed improving the efficient use of manpower. He sated thet it is
widdy believed that military manpower is not properly economized in the Department of Defense.
Some believe this to be alegacy of the draft, when manpower (especialy in low pay grades) was
treeted asfree. Intrying to improve the efficiency of manpower usein DoD, the first question is whose
behavior needs to be changed. The gppropriate organizationa leve to focus on depends on three
factors. having decision-making authority to ater manpower alocations, having enough knowledge of
the production process to make intelligent trade-offs between manpower and other resources, and
having the incentive to seek greater efficiencies. These conditions are not well satisfied at any
organizationd level of the Defense Department today.

One must dso consider how decisions about changes in manpower use could be incorporated into the
programming, budgeting, and personnd management processes. Those organizations with the most
knowledge about potentid improvements usualy have limited participation in these processes and

amogt no incentive to make efficient trade-offs. Alternatively, those with the most opportunity and
authority to make changes do not have adequate knowledge of the inner workings of lower-leve
organizations, where labor economies may be improved. Typicaly, the personnel management system
requires along lead-time to respond to significant changesin the overal demand for people, but those
with the most knowledge of how these changes could be made generaly have short tenures. Why make
the effort to economize if savings accrue after you have moved dsawhere? Why economizeif the
budget of your organization is reduced by the amount of the savings?

To make economically sound choices, decisionmakers must know an agppropriate price for personnel.
At lower leves of the decison process, the cost of manpower is not even an gpparent factor in staffing
decisons. At higher levels, generdly only the direct costs are considered. There are many indirect
costs of personnel (e.g., training and base support costs) that are not typicdly attributed to manpower.
Even faced with the right cogts, the persond and narrow indtitutiond interests of the decisionmakers may
not coincide with the interests of the military service.



For amanpower dlocation mechanism to enhance the efficiency with which DoD uses military
personnd:

Incentives need to reside where there is authority and knowledge.

Incentives need to apply to a point in the decisonmaking process where they can be
implemented.

I ncentives need to be structured to be red to decisonmakers.

Deborah Clay-M endez spoke about why the future AVF might not lead to more efficient
compensation and personnel management systems.  She observed that, dthough the AVF hasled to
radica changesin recruiting and in the first-term career mix, the basic structure of the military personnd
system --- with limited opportunities for laterd entry, limited occupationa pay differentias, and 20 year
retirement --- predates the AVF.

Current stresses might not be enough to force the military compensation and personnd systemsin new
directions. Some of the most immediate stresses might be resolved over the next decade as the size of
the youth population increases by 20 percent and if unemployment rates return to historicd levels.
Moreover, there are severd reasons why concerns about efficiency are unlikely to shape the AVF in the
near future. Oneisthe high ratio of retirees to active-duty personnel. Since 1973, the number of
active-duty members per military annuitant has falen from 2.4 to 0.7, making it politicaly difficult to
reduce benefits that are attractive to retirees in the name of greeter efficiency. Another reasonisthe
lack of apressing military threat, which makesit easer to tolerate inefficiency. Findly, there are dl the
perennia obstacles to changing the military’ s complex personnd systems, including the unwillingness of
civilian leaders to impase change over the objections of military leaders and the unwillingness of some
military leedersto give up familiar traditions.

Suppose that future stresses --- whatever they turn out to be --- don’t drive the AVF in new directions
but just make it less efficient. In that case, DoD might, asit hasin the past, mitigate the impact of that
inefficiency by subgtituting capitd, civilians, and reservigts for active-duty manpower while increasing
capability.

Edtimates of the DoD capital stock suggest thet it has doubled relative to the size of the active-duty
force since the 1970s. That trend is likely to continue as the role of new technologies (such as robotics
and sensors) grows and as the United States seeks to enhance its ability to act in Stuations where the
nationd interest might not judtify alargeloss of life. DoD has dso shown that it can subgtitute
contractors for active-duty manpower. Although theratio of DoD civiliansto active-duty personnd is
the sametoday asin 1973, expenditures on purchased services have increased from one-fifth of military
personnel cogts to one-half. The opportunities for subgtituting reserve for active-duty manpower might
appear more limited today than they were during the Cold War. Yet DoD might il take advantage of
the fact that the current compensation and personnel management systems for reservigts offer some of
the features --- including geographic sability, integration with the civilian community, and careers that



extend past 20 years --- that aradicaly changed active-duty system might. One approach would be for
reserve units to perform full-time work for the active force either as employees of contractors or as
DoD civilians, converting to military status only if required to deploy.

DoD’s ahility to subgtitute other inputs for active-duty military protects the department from some of the
cods that inefficiency in the active-duty compensation and personnd systems might otherwise impose.
Y et it o reduces the pressure for change in those systems.

Peggy Golfin addressed new markets for recruiting quality personnel. She noted that the cost per
recruit has doubled since 1993 and productivity per recruiter has falen by 50 percent since 1989. And,
since 1980 the fraction of high school diploma graduates attending college rose from 50 to 66 percent.
Based on survey results, the largest untapped pool of potentid enlistees are high school graduates who
are college bound and have a moderate propensty to join the military. These people are most
interested in three potentia inducements. reductions in the length of the service obligation; educationa
benefits, like the Navy College Fund; and the opportunity to get college credit for Navy training. Many
young people believe that college and military service are mutualy exclusve. More opportunitiesto
earn a college degree while on active duty, however, may attract some of the 66 percent of high school
graduates who are college bound.

The Navy has set up apilot program, cdled IT Universty, that lets sailors attend community college on
base and qudlify for an associate degree while learning skills rlevant to their Navy job. The same
gpproach could work for eectronics repair personne, linguists, and personnel in medica speciaties.

Another promising program involves linking the Navy to the federadly funded “tech prep” program. This
integrates high school tech prep courses with generd studies courses taken at community colleges and
Navy technicd training to produce highly trained sailors with associate degrees. The Navy isaso
pursuing aloan/scholarship program in which new recruits are given college loans that are forgiven if
sarvice obligations are fulfilled. Such initiatives are important to ensuring that the military continuesto
draw a sufficient number of volunteersinto the force.

Neil Singer offered his thoughts on the implications of “ Generation Next.” Singer recently served on a
Navy personnel task force that decided to look a generation out, at the world of 2020. From that look
came anumber of propositions that have relevance for today’ s volunteer force.

Firg, the military workplace is changing. Higtoricaly, military service has been essentialy a blue-collar
activity, but the skill mix needed by the servicesis shifting toward the high-tech end. The traditiona
service gpproach to manpower, of bringing in high-school graduates and training them in first basic and
then more advanced skills, is fast becoming inconsstent with the types of personnd the services need.

Second, traditiona labor pools are drying up. The smart high-school graduates the services covet, and
compete for, are increasingly opting for college.



Third, cvilian competition is becoming more chalenging. The dternative to joining the service these
daysisn't flipping burgers at McDondd's, it' s taking a two-year course in networked systems and going
to Oracle.

Fourth, today’ s young people --- and even more, tomorrow’s --- are not like their elders. They have
far less tolerance for gpprenticeship and busywork than was true of past generations. If you don't give
them useful work, they’ |l be gone, and it doesn’t matter if they stand to forfeit 50 percent of basic pay
at retirement instead of 40 percent.

Finaly, it is becoming harder and harder to keep up with the rate of change. Employers are responding
to changing market conditions by congtantly revising pay offers and working conditions, and they are
only going to become better at it with practice and more information. In contrast, DoD is afflicted with
pay and personnd systemsthat have dl the adaptability of the dinosaurs. It isludicrousto imaginein
today’ sworld, let done tomorrow’s, that the services will be able to survive with * one-sze-fits-al”
compensation systems and promotion practices.

Taken together, Singer concluded, these propositions say that it’s time for the two words most
dreaded by economids. “paradigm shift.” We should be giving the commands alot more latitude to
respond to market conditions than they have today, or have had in the past. We need to begin
preparing now for the very different world that lies ahead.



