
(j 3tJ)o/

STUDY BY THE STAFF OF THE U.S.

General Accounting Office

Perspectives On The Effectiveness Of
Service Enlisted Bonus Programs

The services use cash bonuses to attract
and retain enlisted personnel in occupa-
tions with critical shortages. Unless the
Congress approves the proposed 5-year
extension of the bonuses, they will expire in
September 1982.

The key question, as well as the focus of
this study, is: Are the bonuses cost-effec-
tive?

As yet, there are no definitive answers to
this question, largely because there is no
commonly accepted method for measuring
bonus effectiveness. GAO points out, how-
ever, that improvements in these programs
can be made.
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FOREWORD

This staff study summarizes observations and findings from numerous
audit and research groups, including GAO, on the services' enlist-
ment and reenlistment bonus programs. Because studies of this
topic have been so extensive, a comprehensive review would have
been beyond the practical limitations of this study. However,
-it does bring together pertinent information on bonuses and other
options for solving certain occupation shortages in the armed
services. To this extent, it should be a helpful guide to those
who must decide on the future of the bonus programs.

Questions regarding this staff study should be addressed to Dr.
Kenneth J. Coffey, Associate Director, Mr. Jim Johnson, Group
Director, Military Personnel Subdivision, on (202) 275-3890, or
Mr. Donald Weisheit, Principal Evaluator, on (216) 552-4892.
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CHAPTER 1

INTRODUCTION

Since the military draft was abolished in 1973, the Congress
has expressed considerable concern about the services' ability to
recruit and retain sufficient numbers and types of people, espe-
cially active duty enlisted personnel, to effectively run the
Military Establishment.

Contrary to some perceptions, maintaining Active Force autho-
rized strength levels, in the aggregate, has not been the most
serious problem of the All-Volunteer Force. Rather, the major
problem has been recruiting and retaining quality people with the
right mix of skills and experience to perform the armed services'
mission. The services are experiencing personnel shortfalls in
specific areas because they have skill imbalances--too many people
in some skills and not enough people in others.

The skill imbalance problem varies from service to service,
from grade to grade, and from occupation to occupation, but it
can be generally categorized as

-- shortages in occupations that are highly marketable in
the civilian sector, such as aircraft mechanics;

-- shortages in occupations that are not marketable and that
are generally thought of as being unattractive, such as
combat occupations; and

-- overages in occupations that are relatively easy to fill,
such as some clerical occupations.

Each of these conditions creates unique manpower problems,
both in recruiting and retention. A solution that fits one prob-
lem does not necessarily fit others. Thus, across-the-board reme-
dies, such as general pay raises, may not provide across-the-board
cures. Such solutions may even aggravate staffing problems; not
only are the solutions inflexible, they fail to recognize differ-
ences in the value of different skills.

CASH BONUSES HAVE BECOME A
WIDELY USED TOOL

The basic pay and allowances system currently in use by the
military does not provide an effective mechanism for correcting
recruiting and retention problems in occupations with critical
shortages. Therefore, to help correct the imbalances, the Con-
gress, in 1974, authorized the selective use of cash bonuses to
induce people to join or stay in military occupations where
there are critical shortages. (This authorization was set forth
in Public Law 93-277, the Armed Forces Enlisted Personnel
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Bonus Revision Act of 1974, effective June 1, 1974.) The
Department of Defense (DOD) estimates that by the end of fiscal

year 1983, 675,000 enlistment and reenlistment bonuses costing

over $4 billion will have been awarded since fiscal year 1975.

Regular military compensation, consisting of basic pay and
quarters and subsistence allowances, along with the exemption of

the latter two from Federal income tax, is the primary monetary

incentive for attracting and retaining people in the armed serv-

ices, regardless of occupation. In addition to this regular com-

pensation, people with certain skills and occupations sometimes
receive bonuses or other special pays because their skills are

either in short supply or their jobs are undesirable or involve
high risk.

Bonuses seek to bring pay into line with the nature of the

occupation, the job setting, the cost of investment in training,

alternative employment opportunities in the civilian sector, and
staffing conditions. When properly managed, bonuses can be more
responsive than overall pay raises to changing personnel condi-

tions because the bonuses can be quickly applied, adjusted, and
withdrawn.

In aggregate, enlistment and reenlistment bonuses represent
about 4 percent of total basic pay for active duty enlisted per-

sonnel, and are playing an increasingly significant role as a
monetary inducement for those persons with critical skills. DOD

estimates that in fiscal year 1983 it will award around 140,000

bonuses costing nearly $1.2 billion, compared with only around
40,000 bonuses costing around $1.8 million in fiscal year 1977,
which was the low year. Appendixes II and III provide data on
numbers and costs of bonus payments since fiscal year 1975. The

number of awards in fiscal year 1983 represents one enlistment
bonus for every 9.5 new recruits and one reenlistment bonus for
every two reenlistments.

Although the number of military skills designated for enlist-
ment and reenlistment bonuses varies on the basis of the services'
and DOD's semiannual program reviews, in fiscal year 1982 about
12 percent of all occupations were designated for enlistment

bonuses and 59 percent for reenlistment bonuses.

BONUS PROGRAMS HAVE UNDERGONE
SEVERAL LEGISLATIVE CHANGES

Bonus programs have historically been used for different

reasons to solve different problems. For example, the pre-1975

programs entitled everyone who reenlisted to a regular reenlist-
ment bonus, regardless of occupation or staffing conditions. In

addition, variable reenlistment bonuses were available to those
possessing certain critically needed skills. Enlistment bonuses
were more restrictive; they were available only for combat arms

occupations and were limited to the Army and Marine Corps. These
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old bonus programs were costly and inefficient and had some
shortcomings that were not in tune with changing conditions under
the All-Volunteer Force environment. A more selective and flex-
ible program was needed that would pay bonuses only to fill occu-
pations with critical shortages and that could be easily adjusted
as conditions changed.

The Congress intended the new bonus programs, which were
authorized in 1974, to be more efficient, more effective, and
less costly than the programs they replaced. This meant two
things. First, bonuses were to be applied selectively to speci-
fic recruiting and retention problem areas. In this regard, bo-
nuses were to be used only after less costly options had been
fully explored and bonus cost-effectiveness had been demonstrated.
Implicit in the early discussions was that the services should
resort to bonuses only if other less costly alternatives for meet-
ing personnel shortfalls did not work. Second, the Congress
expected program managers to administer their bonus authority
prudently, to avoid waste, and to assure that funds were properly
spent.

The basic structure and purpose of the enlistment ana reen-
listment bonus programs has not changed since they were first
authorized in 1974. However, during the programs' history the

armed services have been authorized to pay increasingly larger
bonuses--currently up to $8,000 for a 4-year enlistment and up
to $16,000 for reenlistment (a maximum of $20,000 for nuclear
occupations). Also, reenlistment bonuses may now be paid to
persons with up to 14 years of active duty, whereas initially
persons with over 10 years of service were ineligible. Also,
payment methods have varied from time to time and have included
lump-sum payments, installment payments, or a mix of lump-sum
and installment payments. Currently, 50 percent of the reen-
listment bonus is paid at the time of reenlistment, with the
remainder paid in annual installments over the contract period.
(See app. VI for a detailed description of how bonus amounts are
computed.)

CONGRESSIONAL ATTENTION TO BONUSES

Faced with a September 30, 1982, expiration for the current
bonus authority, the Congress must decide what to do with the
bonus programs. Should they be continued? Should they be modi-
fied, and if so, how? Past deliberations on these matters have
focused on the complex and diversified issue of effectiveness:
(1) How successful are bonuses as an attraction and retention
device? (2) How do bonuses compare with other options in terms
of cost and desirability? (3) Are bonuses being administered
efficiently and economically?
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DOD officials claim that the bonus programs have been
extremely successful, and they believe the programs should be
continued. On more than one occasion, DOD has recommended that
the bonus authority be made permanent. On May 10, 1982, DOD
proposed legislation to extend bonus authority for 5 years,
promising "to use bonus authorities only when cost-effectiveness
is demonstrated and other less costly options have been fully
explored and exhausted." The Congress has not totally shared
DOD's enthusiasm for the bonus programs, at times expressing
skepticism about using bonuses as the primary monetary incentive,
other than pay, to induce people to join or stay in the armed
services. This skepticism is evidenced in the course the Con-
gress has pursued with the bonus programs since their inception.
By periodically extending bonus authority instead of granting
permanency, the Congress has, in essence, told DOD that if the
programs are to receive continuing funding they need to be con-
tinuously monitored and evaluated and their need justified.

OBJECTIVES, SCOPE, AND METHODOLOGY

The Congress' perceptions regarding the effectiveness of
these bonus programs, both from a cost standpoint and the extent
to which the programs have accomplished what was intended, will
determine the future course of the enlistment and reenlistment
bonus programs. The aim of this study is to assist the Congress
in its decisions on bonus programs, and DOD in administering
them, by highlighting in a single document some of the findings
of numerous past studies on bonus programs. In reviewing these
studies, we were concerned primarily with two aspects of the
bonus programs.

First, since bonuses are one of many devices available to
manpower managers to help resolve recruiting and retention prob-
lems, we were interested in how effective bonuses are in increas-
ing the number of enlistments and reenlistments, and how economi-
cal they are as compared to other incentives. One of our major
concerns was whether bonuses were being used only after less
costly alternatives had been fully explored. Chapter 2 discusses
these and related aspects of the effectiveness issue.

Second, we were interested in how the bonus programs were
being administered. If the current programs are going to be con-
tinued, we wanted to see what improvements could be made in
economy and efficiency. Some of our major concerns were whether
bonuses were awarded selectively, whether bonus recipients were
being used in their designated occupations, and what success the
services have had in recouping unearned bonuses from those who do
not fulfill their bonus contracts. These program administration
questions are discussed in chapter 3.
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Numerous audit and research groups, including GAO, have
reviewed bonuses, incentives, occupation shortages, recruiting,
attrition, retention, and related manpower issues. This study
therefore brings together pertinent information from previous
studies on bonuses and other options for solving occupation
shortages in the armed services. It should be a helpful guide
to those who must decide on the future of these bonuses.

Five different literature searches disclosed over 1,500
documents that either directly or indirectly related to bonuses
and other issues we examined. (See app. V for a list of searches
used.) After reviewing abstracts of these documents, we narrowed
our selection to the 150 studies that appeared most relevant.
These became the basis for this staff study. (See app. IV for a
bibliography of these studies.)

The 150 studies represent a cross-section of the research
and audit community, with 44 different organizations performing
one or more of the studies. Organizations conducting the studies
include contract companies, such as the Rand Corporation; Govern-
ment research laboratories, such as the Navy Personnel Research
and Development Center; and audit and other groups, such as GAO.

Although many studies of bonuses and other incentives were
done in the late 1960s and early 19 70s, most of those we reviewed
for this document were done since 1974, when the current bonus
programs were started. A few that predate these programs were re-
viewed because they were particularly pertinent, and they provided
a frame of reference for subsequent studies. Since some studies
were still in process at the time of our review, we used progress
reports and other draft documents so that we could include them
in this staff study.

The 150 studies provide information and a possible basis for
hypothesis testing of bonuses, incentives, and other matters
relating to occupation shortages. Even though the studies provide
a variety of (and often conflicting) findings on the effectiveness
of bonuses and other aspects of the bonus programs, they also
provide a wealth of information to aid decisionmakers. These
studies were the main focus of our work; however, we also inter-
viewed numerous DOD officials, including those responsible for
managing the bonus programs. Their comments are addressed, where
appropriate, throughout this study.
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CHAPTER 2

STUDIES VARY ON BONUSES' EFFECTIVENESS--MANY CITE

NEED FOR GREATER USE OF ALTERNATIVE INCENTIVES

After reviewing the research, we have concluded that there is

no simple, clear-cut answer to the question of whether enlistment

and reenlistment bonus programs are effective. We reached this

conclusion because there is no commonly accepted definition of

"effectiveness" or "cost-effectiveness." DOD officials and others

have suggested that one merely has to look at what the current

bonus programs have accomplished to see that they have been effec-

tive: enlistment and reenlistment rates have increased, periods

of service have lengthened, higher quality people have been re-

cruited and retained, turnover and training costs have been

reduced, and the programs are less expensive than the ones they

replaced.

Certainly, bonuses may be partially responsible for these

improvements. Nevertheless, many studies we examined seemed to

suggest that measuring bonus effectiveness in this way is narrow

and incomplete. To get a better view of bonus cost-effectiveness,
these studies indicated, one must compare the cost and effective-

ness of bonuses with other initiatives that have been implemented

or that could be used to solve personnel shortfalls. Bonuses are

used for almost all occupations where critical shortages exist.

Yet, studies indicate that bonuses have a varying effect on dif-

ferent occupations. One study, for example, showed that Navy

personnel in white-collar occupations are more responsive to
reenlistment bonuses than those in occupations with more arduous

working conditions. Thus, bonuses may not always be the best

or least costly solution for every skill area where shortages

exist. 1/

STUDIES ARE INCONCLUSIVE
ABOUT BONUS EFFECTIVENESS

The studies we reviewed varied widely in their conclusions

on the effectiveness of bonuses. Some found them an unqualified

success. Others found them virtually ineffective. However, as

could be expected, most studies found bonuses to be partially

successful in increasing enlistments and reenlistments. Findings

on bonus effectiveness appeared to depend on the method used to

measure effectiveness.

Studies concluding that bonuses were unqualified successes

generally measured effectiveness according to (1) the increase

Footnotes for chapters 2 and 3 are in app. I.
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in enlistments and reenlistments when bonuses were applied and
(2) bonus costs, which are less expensive than such across-the-
board incentives as general pay raises or educational assistance
programs. 2/

Only a few studies concluded that bonuses were not effective.
They stated that their tests indicated bonuses consistently ranked
low among reasons why people joined and remained in the military 3/
and that bonuses had little or no impact on improving staffing
levels for occupations with critical shortages. 4/

Although most studies concluded that bonuses appeared to be
effective, some uncertainty remained. For example, one study said
that bonuses had good effects--they helped to increase reenlist-
ments--but they also had some negative effects, one being that peo-
ple sometimes viewed them as bribes. 5/ Another study concluded
that bonus effectiveness varied by skill and that people in certain
occupations were more attracted to bonuses than those in other oc-
cupations. 6/ Still another study said that monetary inducements,
like bonuses, attracted the undereducated and disadvantaged, while
job training and educational benefits were attractive to more
highly educated people. 7/ According to some studies, bonuses in-
fluenced first-term reenlistment decisions, but had little positive,
and possibly a negative impact on career decisions. 8/ Finally,
many studies said that bonuses appeared to be an effective incen-
tive, but more research was needed before this could be determined. 9/

The studies we reviewed probably raise more questions about
the effectiveness of the bonus programs than they answered.
Nevertheless, they provide valuable insight into a complex and
multifaceted issue that is not going to be solved by any one
incentive device. The following section discusses some alterna-
tive incentives.

ARE BONUSES USED AS INTENDED?

Legislative history shows that enlistment and reenlistment
bonuses were to be used on a selective basis. Selectivity meant
two things. First, the new bonus authority, unlike previous
authority, was to concentrate bonus dollars where they were
needed the most, namely, in occupations that were hard to fill.
No longer would bonuses be allowed for all reenlistees, as was
the case previously. And even though enlistment bonuses were
extended to noncombat skills, they still had to be limited to
occupations with critical shortages. Second, bonuses were to
be used only after they were proven to be cost-effective as com-
pared to other alternatives for resolving staffing shortfalls.
In requesting this new bonus authority, DOD assured the Congress
that bonuses would be used only when it was cost-effective to
do so and after other less costly options had been fully explored
and exhausted.
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The studies we reviewed seem to indicate that military man-
power managers have not adequately exhausted all options for re-
ducing staffing shortfalls. Even though they have tried various
methods, manpower managers continue to rely heavily on traditional
monetary incentives, such as bonuses, to solve staffing problems.
Often ignored, overlooked, or given only token trials are numerous
nonmonetary, potentially effective, less costly devices that could
be used as alternatives or supplements to bonuses. Some innovative

ideas are difficult to sell because they are inconsistent with

the way things are customarily done in the military.

That bonuses are not being employed as a last resort was

evident in many of the studies we reviewed. Dozens of other types

of incentives were cited. Although the studies did not necessar-
ily set out to test whether bonuses or other alternatives would

be more cost-effective, they provided a picture of potential alter-
natives to help solve occupation shortages. 10/ In addition, the

studies led us to raise questions about DOD claims that it was
considering all options, and that it was using bonuses only as
a final recourse.

Because the options, programs, and bonus alternatives cited

in these studies were voluminous, we categorized them into three
groups:

--Alternative sources of personnel to fill shortages.

--Redirection of bonus funds.

-- Internal management prerogatives.

Alternative sources of personnel
to fill shortages

One means of improving staffing levels for occupations with

shortages may be to use alternatives to the classical military
approach for recruiting and retaining personnel. This approach
involves bringing young recruits with no prior military experience
into the services at the lowest enlisted grade, requiring them to
serve a period of apprenticeship until they learn a skill, and en-

couraging them to reenlist if their skills are still needed when
their initial term of service is near completion. Cash bonuses
have been one of the major inducements for attracting and retaining
people in these occupational specialties. Some researchers have

suggested that this conventional method of procuring enlisted per-
sonnel should be restructured because it is archaic and costly. 11/

The services have already made some changes to traditional
recruiting and retention methods by taking advantage of other
opportunities to fill their staffing requirements. In recent
years, for example, they have made concerted efforts to recruit
more women, to civilianize some military occupations, to contract
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out some jobs where military personnel are not required, to move
personnel from overstaffed into understaffed occupations, and to
bring back prior service personnel.

Some researchers suggest that the lateral placement program
may be a viable alternative to existing recruiting and retention
practices. Lateral placement would take already trained and
qualified people from vocational or technical schools and place
them directly in mid-level enlisted grades where shortages are
most acute. It has been estimated that even if bonuses must be
paid to compete with industry, the savings over the customary
way of filling these postions still could be substantial. One
study concluded, for example, that bringing on just 40 people to
fill shortages in two critical skills, and paying them bonuses,
would save $1.7 million. 12/ The Army is working with the re-
searcher to further develop this program.

Recruiting prior service personnel with needed skills is
another potentially effective alternative to conventional methods
for alleviating staffing shortfalls. Several studies recommended
that more be done in this area. This potential source of trained
personnel has been underused even though the services recruit thou-
sands of veterans annually. Preliminary findings of a study which
investigates this issue show that military personnel managers pur-
sue a neutral course, at best, and sometimes have punitive policies
regarding prior service enlistments. Many returning veterans rejoin
the military not because they are actively pursued by the armed
services, but because they cannot find civilian employment commen-
surate with what they had been paid in the military. 13/

Indeed, DOD regulations governing prior service enlistments
suggest that the services may even be discouraging skilled
veterans from returning to the military. Veterans who return to
the military will, at best, reenter at their previous pay grade;
those who remain in the civilian sector for any length of time must
accept a reduction of one to three pay grades to return to active
duty. Veterans with breaks in service of over 5 years must again
take basic combat training. Regulations governing prior service
would seem to penalize older and more experienced veterans. The
services may have good reasons for these policies, but the larger
question is whether the policies are cost effective.

The study mentioned above, which addressed this issue, indi-
cated that prior service accessions were only about one-half of
1 percent of the potential pool of eligible male veterans in the
civilian labor force between the ages of 20 and 39. Even using
DOD's definition of this eligible pool--a more restrictive defin-
ition than used in the above study--only about 5 percent were
being recruited from this market. Ongoing research will analyze
the cost implications of military staffing through conventional
methods versus recruiting prior service personnel. 14/
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Redirection of bonus funds

According to some studies, a portion of bonus dollars could
be redirected into more cost-effective programs. Among the more
frequently mentioned alternatives were increased recruiting re-
sources, use of performance bonuses, and smaller bonuses. 15/

While the debate continues among researchers on the value
of increased recruiting and advertising resources, some research-
ers believe that these can be less expensive and more effective
than cash bonuses in attracting people into the military, particu-
larly for smaller increases of personnel. This may be particularly
true when unemployment rates are high, especially among the youth,
and military pay is reasonably competitive with industry. The
suggestion is that during economically depressed periods, bonus
dollars could be saved because many people would join the services
even if no bonus were offered. 16/

Four studies we reviewed examined the cost-effectiveness of
recruiting and advertising as compared to other methods of attract-
ing new recruits, such as general pay raises, GI bill benefits,
and bonuses. While cautioning that these were preliminary efforts
and that more research was needed, the four studies concluded that
increasing recruiting resources (recruiters and advertisements)
appeared to be more cost-effective than other methods. General
pay raises and GI bill benefits were viewed as the least cost-
effective methods. Compared to these two, cash bonuses were seen
as much more cost-effective, but not as cost-effective as adding
recruiting resources. 17/ The cost of enlistment bonuses, per
additional enlistee, for example, was almost triple the cost of
adding recruiters, according to the preliminary results of one
study. 18/

Some studies suggested that better use could be made of
bonus dollars by switching to a performance bonus. Those who
advocate bonuses on the basis of the quality of work performed
instead of the criticality of the job, see this as a more equit-
able and attractive method for inducing people to join or stay
in the military. 19/ In other words, enlistees would not get
bonuses, or the same bonuses, just because they were in occupa-
tions with critical shortages, but rather because of the quality
of their work.

Other studies indicated that bonuses could be smaller, and
still be effective. 20/ For example, a study done a few years ago
found that increasing the combat arms enlistment bonus from $1,500
to $2,500 did not appreciably affect enlistments. The study con-
cluded that paying the larger bonus was not cost-effective and
that the extra bonus dollars could have been more effectively
applied by increasing recruiting resources. 21/
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This seemingly illogical phenomenon was explained in several
other studies we reviewed. Researchers have found that some people
viewed larger bonuses warily. Often, they perceived the bonuses
as bribes, or they perceived military life or certain jobs as
so undesirable that people had to be coerced to join or stay in
the military. 22/

Internal management prerogatives

Instead of using bonuses and other costly monetary devices,
several studies seemed to suggest that military managers should
first examine nonmonetary alternatives for addressing enlisted
personnel shortages. About two-thirds of the studies we reviewed
bore on this issue in one way or another. Through attitudinal and
similar surveys of thousands of military personnel and potential
recruits, researchers discovered that bonuses and other monetary
incentives were the prime motivator for some groups, whereas non-
pecuniary factors had a greater influence on enlistment and reen-
listment decisions of other groups. This does not mean that non-
monetary initiatives have been totally neglected. On the contrary,
our discussions with DOD officials and our review of numerous
studies indicate that the services have instituted several programs
to supplement bonuses, many of which have helped alleviate personnel
shortfalls. Other actions, in addition to those DOD has taken,
are possible.

DOD actions to improve internal management

Several of the management actions and programs appear to be
in direct response to what researchers have discovered are the
major reasons why people do not join, or why they leave, the mili-
tary. For example, one of the most frequently cited causes of
discontent in the military is job dissatisfaction. Not unlike
their civilian counterparts, service members quit for a variety
of reasons: they are not given challenging and interesting work,
they must work long hours and under arduous conditions, they do
not receive adequate supervision, they have little choice in the
assignments or duty locations they get, and they fail to receive
the training and educational opportunities they assumed they would
receive. Consequently, some have suggested that better use of
bonus and other dollars could be made by redirecting some of this
money into programs that address many of these recruiting and
retention problems. 23/

Recognizing that bonuses and other cash benefits cannot solve
all of these problems, military manpower managers have tried, and
continue to seek, other alternatives. Some of these programs,
which vary from service to service, have been around for awhile;
others are still in the embryonic stage. Many of these programs
are intended to supplement rather than supplant bonuses, and are
aimed at reducing attrition, improving skill matches, and alleviat-
ing occupation shortages. Some of these management initiatives
include:
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1. Guaranteed training - Recruits are promised training
in a specific skill.

2. Guaranteed assignment - Recruits' initial assignments
are in the skill for which they
are trained.

3. Choice of location - Reenlistees are assigned to a
duty station of their choice,
if feasible.

4. Shorter enlistments - Some recruits are permitted to
enlist for 2 years instead
of the normally required 3 or
more years.

5. Retraining - Members in overstaffed occupa-
tions have the option to train
for understaffed occupations.

6. Leadership training - Improved leadership training
is given to officers and senior
noncommissioned officers.

7. Counseling - The number of retention counse-
lors has been increased and their
training improved.

8. Removal of irritants - The number of inspections and
training exercises has been
reduced.

9. Skill utilization - Increased attention is being given
to using service members in jobs
for which they were trained.

10. Quality of life - Surveys are being conducted to
studies determine what can be done

to keep people in the military.

11. Accelerated pro- - Members in understaffed occupa-
motions tions are promoted more quickly

than those in overstaffed occu-
pations.

As these actions indicate, DOD and the services have attempted
to seek some balance between bonuses and other alternatives for
solving personnel problems.
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Additional management actions are possible

Studies have suggested, however, that additional, potentially
less expensive management actions could be used to solve personnel
shortfalls. These actions include (1) making military pay more
visible, (2) tightening expeditious discharge policies, and
(3) relaxing medical fitness standards for entry and then cor-
recting the minor problems after enlistment.

One of the more important factors influencing the enlistment
and reenlistment decision is a person's perception of the value
of military pay. Yet, studies have shown that both potential
recruits and service members sometimes grossly underestimate the
amount of pay and benefits they receive. 24/ One study, for
example, showed that many first-term personnel greatly under-
estimated the actual value of their compensation. 25/ Further,
military recruiters indicate that most potential enlistees do
not have a good idea of the value of military pay. Although
the Air Force, at congressional insistence, has taken the lead
in making pay and benefits more visible to its members, more can
be done in this area. GAO and others have pointed out that con-
verting the current complex pay and allowance system to a salary
system would make pay more visible. 26/

DOD instituted an expeditious discharge policy several years
ago, recognizing that it may be more costly to force marginal or
poor performers to stay in the service than to release them and
replace them with new recruits. Certainly this policy has merits,
when properly managed, but when interpreted too liberally it can
add to staffing problems. Some studies found that the policy en-
couraged attrition and made it too easy for unit level commanders
to discharge people. Two studies we reviewed indicated that most
who are discharged before completing their first term were salvage-
able, and that counseling or rehabilitation transfers should be
used more often to reduce the number of such discharges. 27/ Another
study indicated that the discharge policy would be more effective
if it were more uniformly applied. The study showed that command-
ers with lower loss rates generally subscribed to a more stringent
expeditious discharge policy, and that a more thorough documenta-
tion of the reasons for such discharges should be mandatory. 28/

GAO recently conducted a study on another potentially less
expensive way to fill occupations with critical shortages. 29/
This report found that the services were foregoing opportunities
to enlist more high quality recruits because their physical en-
trance requirements were set too high. If the services would
relax weight restrictions, for example, they could more readily
fill positions that do not require great physical ability. Or,
by accepting persons with minor medical problems, the services
could correct these problems at a cost less than paying enlist-
ment bonuses.
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SUMMARY

While most of the studies we examined which set out to test
bonus effectiveness concluded that, to some degree, bonuses have

helped improve recruitment and retention, many others seemed to
point to the fact that bonuses may not be the most effective
and least costly method for solving occupation shortages. This

should not be surprising since the studies' conclusions depend
largely on how the researchers defined, and therefore measured,
"effectiveness." Our review of these studies indicates that no
single definition of "effectiveness" has been agreed upon. For

example, some researchers have measured effectiveness by comparing
pre-bonus recruitment and retention rates with post-bonus rates,
and found the bonuses effective because rates increased. Others

have found the bonuses relatively ineffective after surveying
personnel on the reasons they joined and remained in the military.

A key question which has not been answered is: How do bonuses

compare, from a cost-effectiveness standpoint, with other options
that could be used to solve staffing problems in a particular

occupation? We believe this must be known if bonuses are to
be used as DOD assured the Congress they would be, that is, only
after less costly options had been fully explored and exhausted.
Many studies have suggested that bonuses have not been used as

a last resort to reduce staffing shortfalls. Other actions could
be taken that could be potentially more effective, less costly,
and more responsive to specific shortages.
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CHAPTER 3

ADMINISTRATIVE PROBLEMS HAMPER EFFICIENCY

OF BONUS PROGRAMS

Many audit and program evaluation studies we reviewed, which
focused on the economy and efficiency of the bonus programs, con-
cluded that the programs needed to be administered more economi-
cally. These reviews indicated that substantially lower program
costs could be achieved if administrative problems were resolved
and the programs were better managed. Of the many problem areas
cited in these studies, the three most prevalent were the (1) se-
lection of occupations for bonus designation, (2) utilization
of bonus recipients, and (3) recoupment of unearned bonuses.

OCCUPATION SELECTION AND BONUS AWARD
PROCESSES NEED TO BE IMPROVED

Various studies suggested that bonus dollars could be used more
efficiently if awards were made more selectively. Some specific
problems mentioned were bonuses being paid in overstaffed occupa-
tions or not being paid in understaffed occupations, occupations
not being managed at the appropriate level, the best data not
being used to make bonus decisions, and bonuses being paid when
they may no longer be needed. Since bonuses were intended to be
used only when absolutely necessary to overcome specific enlistment
and reenlistment shortfalls, they were to be (1) targeted to those
occupations experiencing the greatest personnel problems, (2) ap-
plied, adjusted, and withdrawn as circumstances changed, and (3) no
larger than needed to overcome shortages.

DOD criteria for selecting military specialties or skills for
bonus designation and for determining individual member eligibil-
ity reinforce these basic tenets. DOD reviews each specialty
programed by service manpower managers for bonus designation.
This review establishes funding authorizations for the services'
enlistment and reenlistment bonus programs, although designated
occupations can be added or terminated and payment levels can be
adjusted by bonus managers without DOD approval, as long as these
changes are made within the funds approved. (At the direction
of the House and Senate Committees on Appropriations, the services
accelerated their semiannual review of the reenlistment bonus
program and completed it in January 1982.)

Despite the extensive reviews by DOD and service managers
and the elaborate systems used for selecting occupations and
awarding bonuses, some studies have argued for greater precision
in program management. In 1978, for example, GAO reported that
the Army may have paid unnecessary enlistment bonuses of $9.6
million to recruits in six overstaffed occupations. 30/
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In 1980 the Army Audit Agency found a similar situation. In
reviewing 13 of 34 occupations for which bonuses totaling about
$5 million were programed during fiscal year 1980, the auditors
determined that about $2 million in bonuses were offered for en-
listments in 4 of these occupations which inventory statistics
indicated were overstaffed. The auditors found an even worse
situation in the reenlistment bonus program. In a test of 59 oc-
cupations, they determined that the Army awarded bonuses totaling
$6.8 million for 13 occupations which may not have been short
of personnel or were no more critical than other occupations for
which bonuses were not paid. The test showed 10 occupations were
not included in the program that the auditors believed should
have qualified for bonuses. 31/

Similarly, in a June 1981 report on the management of en-
listed submarine personnel, the Naval Audit Service concluded
that reenlistment bonuses were not consistently applied to those
enlisted submarine occupations where Navy personnel losses were
heaviest. In two of the six occupations reviewed, bonuses total-
ing $2,250,000 were awarded to 222 people who apparently were
in overstaffed occupations. The other four occupations showed
shortages, but were not provided sufficient bonuses to overcome
these deficiencies. 32/

To make occupation selection and bonus award systems more
effective, and to avoid the types of problems discussed in these
studies, DOD may need to manage the bonus program at a more re-
fined level of detail. Currently, all services manage their bonus
programs by military specialty. Each service has its own nomencla-
ture for identifying specialties, such as the Army's Military
Occupation Specialty System or the Navy's Rating System.

Instead of using staffing levels in each military specialty
as a basis for determining which occupations should get bonuses,
the reports suggest that the services could determine which speci-
fic skills within the individual specialties need the bonuses the
most. For example, if the Navy were to manage its bonus programs
by Navy Enlisted Classifications (subdivisions of Ratings) instead
of by Ratings, it could allocate bonuses more efficiently and
economically. Rather than pay everyone in a designated Rating a
bonus, regardless of staffing levels in individual Navy Enlisted
Classifications, only those occupations with the most serious
shortages would need to be granted bonuses.

According to some studies, management information systems
also hinder the occupation selection and bonus award processes.
Because staffing problems are dynamic and fluid, and what may
be a problem today may not be a problem next month, having the
best information available to make bonus decisions is important.
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Such information is not always readily available. For example,
several reports disclosed that personnel inventory data, a basis
for determining staffing levels and identifying shortages, was
sometimes inaccurate, incomplete, and untimely. 33/ Instances
of missing or inaccurate information which could be valuable to
bonus managers were common. The Naval Audit Service, in its re-
view of enlisted submarine personnel, estimated that 19 percent
of the enlisted master records for over 4,000 bonus recipients
did not show submarine qualification designators which were
intended to provide personnel managers ready access to the Navy's
inventory of enlisted submariners. 34/

Timeliness of data is another problem that makes bonus man-
agement systems less than ideal. Currently, shortage problems are
initially identified when individual unit commanders learn that
personnel are not reenlisting, and skills become understaffed. By
the time this information is reported through the various levels
of command within the service, several months may have lapsed.
And, by the time DOD is informed of the shortages and reviews the
situation to decide whether to authorize bonuses, over a year may
have gone by. Because of the dynamic nature of staffing shortages,
the problem may no longer exist or may-have escalated by the time
a decision is made. Consequently, bonuses may be paid when they
are not needed, or they may not be paid in the numbers and at
the levels needed.

Another important function of management information systems
is to identify the best people to fill these shortages. This takes
on added importance when bonuses are paid, because prudent manage-
ment dictates that this extra investment pay additional dividends
in terms of better people and longer enlistments and reenlistments.

DOD has established criteria that manpower managers must
use in determining individual member eligibility for enlistment
and reenlistment bonuses. For example, to qualify for an enlist-
ment bonus, one must be a high school graduate, or equivalent,
must be classified in one of the top three mental categories,
and must enlist for at least 4 years. To receive a reenlistment
bonus, one must be qualified in a military specialty designated
as a bonus skill, and must be serving in a pay grade of E-3, or
higher, as a minimum.

While acknowledging that these are reasonable standards for
selecting people to fill critical shortages, some studies suggested
more sophisticated information systems are needed to make occupation
selection and bonus awards more effective. Besides filling vacan-
cies with qualified people, personnel managers need to identify
individuals most likely to make the military a career. According
to several researchers, management information systems that better
profile people in terms of biographical, attitudinal, and aptitudi-
nal data, would help insure adequate staffing levels for occupation
shortages and maximize the return on bonus and other dollars. 35/
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If manpower managers made better use of personnel profiles
and other information, as suggested by some of the studies we
reviewed, occupation selection and bonus processes could be
improved. For example, individuals with high probabilities of
retention, or people who have indicated a desire to make the mili-
tary a career, could be assigned to occupations that typically
experience shortfalls. If sufficient numbers of these persons
could be identified, maybe some occupations where bonuses are
currently paid could be eliminated, or the amounts paid reduced.
Some studies indicate that even if these persons would have to
be retrained or reclassified, the added expense ultimately may
be less than paying bonuses.

BCNUS RECIPIENTS ARE ASSIGNED TO
JOBS OR USED IN OCCUPATIONS NOT
DIRECTLY RELATED TO THEIR SKILLS

Some bonus recipients are not being used and assigned to the
jobs for which bonuses were paid. Thus, the services are not re-
ceiving the full value of their bonus payments, and in fact, may
be paying additional bonuses to compensate for shortages that re-
sult. As numerous audit reports have shown, this practice has not
been uncommon.

In 1980, during a review of personnel records of second-term
marines, the Naval Audit Service identified 589 marines who received
an estimated $1.8 million in reenlistment bonuses working outside
the occupation for which bonuses were paid. Only 99 of these had
received waivers approving these assignments. 36/ That same year,
the Army Audit Agency reviewed records of bonus recipients at
five locations and reported that 2,425 of 18,751 bonus recipients
were not being properly used. The rates of maluse ranged between
7 and 20 percent at the installations visited. A total of $8 mil-
lion in bonuses was awarded to people not being used in their
bonus occupations. The auditors found bonus recipients serving
in such duties as customs inspectors, recreational specialists,
and members of a local marksmanship team. 37/

The Air Force Audit Agency reported in August 1981 that 109
airmen who were paid $353,000 in bonuses were working in such non-
bonus skills as training instructors, recruiters, training advi-
sors, and dormitory and facility managers. The auditors did not
term these cases as malutilization because they could not determine
whether these were legitimate reassignments within service guide-
lines, which allow for certain instances where bonus recipients
can be employed outside their specialty skills. 38/ A June 1982
Defense Audit Service report of the reenlistment bonus programs
estimated that as much as $4 million in future service was lost
between fiscal years 1978 and 1982 to bonus recipients who served
out of their fields for more than 180 days. 39/
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The seriousness of this problem and the cost impact is not
known. Service manpower managers contend that the practice is
not widespread and that, more often than not, reassignments
and uses of bonus recipients are legitimate. They tend to dis-
count the high percentages auditors report, contending that audi-
tors apply tougher criteria than were intended. For example, if
service records do not document waiver actions that authorize
assignments and usage outside bonus skills, the auditors con-
sider these as maluse or malassignment.

While asserting that no rate of malutilization is acceptable,
bonus managers told us there are instances where this cannot be
avoided. To meet sea/shore rotation, continental United States/
overseas, or other mission-essential requirements, bonus recipients
sometimes have to be used in occupations other than those for which
they were paid a bonus. According to bonus managers, this is where
most of the apparent maluses occur, and these cases are not an
inappropriate way of using people who have been paid reenlistment
bonuses.

When viewed from this perspective, actual malutilization
rates may be much lower than some auditors have reported. One
DOD official estimated that Defense-wide malutilization of bonus
recipients was less than 5 percent. While bonus managers do not
view this as a significant problem, DOD and the services have
taken various actions to keep this practice to a minimum.

SERVICES NEED TO DO A BETTER JOB
OF RECOUPING UNEARNED BONUSES

The services have had little success in recouping unearned
portions of bonuses that result when bonus recipients either
leave the service before fulfilling their bonus contracts or do
not maintain their skill qualifications. As a result, bonus
dollar losses may be in the millions.

By law, a service member who voluntarily, or because of mis-
conduct, does not complete the term of enlistment or reenlistment
for which a bonus was paid, should refund that portion not earned.
Moreover, entitlement to the full amount of a bonus will be con-
tingent upon a member's maintaining the technical qualification
required for effective performance in the skill for which the
bonus was awarded.

Unearned bonuses, and service members' debts in general, have
been the subject of numerous audit reports. Even though the sta-
tistics vary from report to report, the basic message is always
the same: most of these debts go uncollected. Like malutiliza-
tion, recouping unearned bonuses has been a problem throughout'
the history of the bonus programs.
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In a 1980 report on the Army Bonus Program, the Army Audit
Agency disclosed that during fiscal years 1978 and 1979, individ-
uals who prematurely left the Army owed $4.8 million in prepaid
bonuses. As of November 1979, only $600,000 had been collected.
The auditors indicated that more could have been collected had
the Army had better procedures to recoup these payments before
discharging bonus recipients. The auditors also questioned what
they viewed as a rather lenient practice of not requiring recoup-
ments from some persons who, they believed, should have been liable
for unearned portions of their bonuses. For example, persons who
received early discharges because of a lack of interest in the
military were not required to pay back their bonuses. 40/

In its August 1981 report on the Air Force Selective Reenlist-
ment Bonus Program, the Air Force Audit Agency questioned determi-
nations made on 167 members who left the service before completing
their reenlistments and were not asked to return $276,000 in un-
earned bonuses. Although all these were involuntary discharges,
which technically did not require bonus recoupments, the auditors
believed these determinations where illogical or inconsistent
with determinations to recoup for related reasons. For example,
bonuses were not recouped from members who were involuntarily
separated for unsuitability or for being overweight, but were
recouped from members who were reassigned because they were not
technically qualified in their bonus skill. The auditors called
for a more equitable recoupment policy to avoid these and other
recoupment problems. 41/

The Defense Audit Service's June 1982 report also discussed
the unearned bonus issue. The report estimated that as much as
$69 million in bonuses had been paid in fiscal years 1978-82 to
reenlistments who had left the service prematurely and that chang-
ing the method of paying reenlistment bonuses could save about
$11 million annually. 42/

Statistics provided to us by manpower managers indicate that,
in DOD, the number of defaulted bonus contracts is averaging 2,500
contracts annually. The unearned portion of these awards totals
about $4 million, with about 70 percent of the total attributed
to Army contracts. Although the services appear to be doing a
better job of recouping unearned bonuses than they had in the
past, most of this money still goes uncollected. Collection data
for all the services combined indicate that about 70 percent of
the unearned bonus dollars are not recouped.

As part of an overall debt collection effort designed to
more aggressively pursue bonus and other overpayments, the serv-
ices have developed plans they hope will improve their track
records in this area. Many of the current and planned actions
incorporate recommendations that GAO and other audit groups have
suggested, including more effectively using collection letters,
offsetting debts against separation payments, redesigning pay
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and accounting systems, and using collection agencies and credit

bureaus. It is too early to tell what impact these changes will

have.

SUMMARY

If the current bonus programs are continued, DOD and service

managers need to pursue every opportunity to administer their

programs better and more economically, with a view toward curtail-

ing the rapid cost growth of these programs. As the studies we

reviewed pointed out, improvements are needed in three major areas

of program administration:

--Bonus awards need to be made more selectively, as the Con-

gress intended. To do this, bonus occupations will have

to be managed more precisely. Better targeting of bonus

dollars to skills experiencing the heaviest losses and

to occupations where bonuses will do the most good, for

example, will help correct such problems as paying bonuses

in overstaffed occupations and not paying bonuses in under-

staffed occupations. More sophisticated information systems

are needed to identify persons most likely to succeed in

occupations with shortages and to make bonus decisions more

accurate and timely. And, as a means to reduce program

costs, less extensive use of maintenance level and career

bonuses should be considered, since many of these bonuses

are being paid to people who would probably stay on even

if no bonus, or a smaller bonus, were given.

-- To get the maximum return on their bonus dollars, the serv-

ices need to pay closer attention to how bonus recipients

are used. Too frequently, bonus recipients are assigned

to jobs or used in occupations not directly related to

their bonus specialties.

--The services need to improve their record for recouping

unearned bonuses. When bonus recipients fail to complete

their terms of service, or fail to maintain their bonus

skill qualifications through their own fault or doing,

they should be held accountable for that portion of their

bonuses they did not earn.
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-LITERATURE SEARCHES

GAO used five literature search services to identify studies
relevant to the purposes of this report. Each search was based on
several key words (such as "career," "enlistment bonus," "critical
skill," "military pay," "military attrition," personnel retention"
and many others). The searches identified over 1,500 study titles.
Many were either outdated or unrelated to the purpose of this re-
port. The 150 selected for review appeared to be those most
closely related to this study's objectives. The search services
used were:

Defense Logistics Studies
Information Exchange, Fort Lee, Va.

Defense Technical Information
Center, Defense Logistics Agency,
Cameron Station, Alexandria, Va.

Research and Development
Information System, Navy
Research and Development
Center, San Diego, Cal.

U.S. General Accounting Office
Document Handling and Information
Services Facility, Gaithersburg, Md.

National Technical Information
Service, U.S. Department of
Commerce, Springfield, Va.
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EXAMPLE OF REENLISTMENT BONUS COMPUTATION

Computation Formula

Monthly Designated No. of
base X bonus X years of = BONUS
pay multiple 1/ reenlistment

1/1 to 6 based on criticality of skill

Zone A Example

E4 (3 years of service) Air Traffic Control Operator,

Air Force Specialty Code 272X0

SRB = $705.00 X 4 X 4 = $11,280.00

Zone B Example

E6 (6 years of service) Operations Specialist,

Navy Rating Code OS

SRB = $1,023.00 X 6 X 4 = $16,000.00 (maximum)

Zone C Example-

E7 (10 years of service) Counterintelligence Agent,

Army Military Occupational Specialty Code 97B

SRB = $1,236.00 X 2 X 6 = $14,823.00

NOTE:

Zone A - 21 months to 6 years of service
Zone B - 6 to 10 years of service
Zone C - 10 to 14 years of service

(967015)
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