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A House-Senate confer-
ence committee negotiat-
ing final details of the
fiscal 2017 defense autho-
rization bill will decide
this summer whether to
impose a fourth straight
cap on the annual military
pay raise set for Jan. 1.
The fate of that half-

percentage point in basic
pay swings on what weight
conferees assign to com-
pensation over other de-
fense priorities. So it might
be worth noting that this
Congress is about to deny
itself a pay raise for an
eighth consecutive year.
Before the crediting

altruism, consider that
recent Congresses have
often described them-
selves as dysfunctional,
bitterly partisan and fear-

ful of compromise even on
critical issues like debt
relief, tax code reform, or
addressing a steady slide
in U.S. military readiness.
Many current lawmak-

ers likely are wealthy
enough not to need sala-
ries adjusted annually to
keep pace with the cost of
living. But perhaps even
more of them realize
they’ve done little to ad-
dress the nation’s prob-
lems and are fearful of
how constituents would
react to any pay raise.
The congressional pay

freeze — $174,000 since
2009 — already is the
longest in more than half a
century. While the pay
freeze takes a toll on
members’ purchasing
power, most lawmakers
seem not to mind, or
haven’t the courage to
complain. One exception
is Rep. Alcee R. Hastings

(D-Fla.) who told the
House Rules Committee
last year that the freeze
causes “serious problems
for people who are not
wealthy to serve in this
institution,” the newspa-
per Roll Call reported.
The Congressional Re-

search Service this month
updated its periodic report
on congressional salaries.
Separate CRS reports on
members’ retirement and
health benefits, which
since 2014 have been
shaped by the Affordable
Care Act, or Obamacare,
also get updated regularly.
The reports tend shatter
some popular myths about
congressional compensa-
tion. Here are highlights
from CRS reports on pay
and retirement:
Pay raises: There

hasn’t been one since a 2.8
percent increase in Jan-
uary 2009, the month

Barack Obama became
president. Congress al-
ready is moving to block
next January’s raise with
language in the House-
passed and Senate-report-
ed legislative branch ap-
propriations bills.
With the Ethics Reform

Act of 1989, Congress
made a tradeoff to en-
hance its pay substantially
and establish an automatic
formula for setting raises
in return for no longer
accepting speaking fees or
other honoraria
In February 1990,

House members raised
their pay by 7.9 percent, to
$96,600, to reflect raises
missed the two previous
years. The following Jan-
uary, House salaries
jumped 25 percent, to
$125,100, when the ban
on honoraria took effect.
In 1990, Senators in-
creased their pay 9.9 per-
cent, to $98,400, to re-
flect raises denied the
previous three years. But
the Senate denied itself
the bigger raise, to contin-
ue to collect speaking fees.
Under pressure, senators
caved. In August 1991,
they increased their pay to
match that of House mem-
bers and joined in the

honoraria prohibition.
The automatic pay raise

mechanism ties annual
adjustments to growth in
private sector wages as
tracked by Bureau of La-
bor Statistics’ Employment
Cost Index (ECI). Also,
congressional pay raises
can’t exceed the annual
percentage increase in
base pay allowed for Gen-
eral Schedule (GS) federal
civilian employees.
The automatic raise

mechanism is easy to
override, however, by
inserting language to pro-
hibit a raise in any other
piece of legislation. So
after only a few years,
Congress froze its own
salary for the next four. It
did so a few more times in
the 1990s before the
mechanism was allowed to
operate as intended, from
2000 to 2009 when the
current freeze began.
The June 21 CRS report

by research specialist Ida
A. Brudnick, concludes
with a chart showing how
congressional pay has
fallen behind since 1992
when the Ethics Reform
Act was fully implemented
and rank-and-file law-
makers had salaries of
$129,500. If adjusted for

inflation since then, those
salaries would be almost
$224,000, or $50,000
higher than today.
Retirement: Congres-

sional pensions are funded
through both member and
employer contributions
but plans vary based on
when members were first
elected. Before 1984, nei-
ther federal civil service
employees nor members
of Congress paid Social
Security taxes, nor were
they eligible for Social
Security benefits. Instead
they were covered by a
separate pension plan the
Civil Service Retirement
System (CSRS).
Those who entered

Congress in 1984 or later
are covered under the
Federal Employees’ Re-
tirement System. Mem-
bers covered by FERS
before 2013 pay 1.3 per-
cent of salary into the Civil
Service Retirement and
Disability Fund; those first
covered by FERS in 2013
contribute 3.1 percent and
those first covered after
2013 contribute 4.4 per-
cent of their pay.

Send comments to Military
Update, P.O. Box 231111,
Centreville, VA, 20120.
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Will Congress be
numb to pay caps?
BY TOM PHILPOTT
Military Update

A key part of any fi-
nancial plan is determin-
ing the expected return of
its investments. The return
assumption is influential
in determining the likeli-
hood of funding the goals
of the plan. Even under
the clearest conditions the
expected return is difficult
to determine.
Many financial tools will

evaluate an investment
portfolio and present a
projected return based on
the historical performance
of the underlying invest-
ments. While these tools
can optimize portfolio
construction for past con-
ditions, the relevance of
this number compared
with future returns is at
best, uncertain.
A globally balanced

portfolio of 60 percent
stocks and 40 percent
bonds — generally a neu-
tral allocation that is not
aggressive or conservative
— could easily present a
projected average annual
return of 7 percent to 8
percent based on historical
precedent.
With income from

bonds at historic lows
(even negative in much of
the world) and U.S. stocks
seemingly expensive (even
after the Brexit dip), I
don’t think it’s an intellec-
tually honest assessment
to project 7 percent or 8
percent returns for any-
thing short of an aggres-
sively positioned portfolio.
This creates a bit of

concern when I review the
investment account that
has the widest effect on
Washington residents. The
Washington State Invest-
ment Board manages
funds to meet the retire-
ment pension obligations
for government employees
(teachers, police, fire-
fighters and other state
workers). The largest pool
of this money — a little
over $80 billion as of
March 31 reporting — is in
the Retirement Commin-
gled Trust Fund. This fund
receives contributions

from employees and em-
ployers but more signif-
icantly relies on invest-
ment returns to grow this
pool of money significant-
ly enough to meet future
pension obligations. Cur-
rent state law has set the
return expectation for
these funds at 7.8 percent
per year over time. Next
July 1, the return assump-
tion will decline to 7.7
percent per year.

ELUSIVE TARGETS
For many years, this

return didn’t appear pro-
hibitive. In fact, some
similar investment pools
around the country target-
ed meaningfully higher
returns. Official return
expectations have come
down but may need to
continue retreating to
reflect reality. The realized
10-year average annual
return for this Commin-
gled Trust Fund ending
March 31, 2016 was just
6.12 percent. And invest-
ment conditions don’t
appear to support higher
returns any time soon.
I occasionally review

projected returns for a
variety of global asset
classes from different
firms. When applying
these assumptions (which
are usually targeted for the
next seven to 10 years) to
the state’s Commingled
Trust Fund investment
mix, the result is a project-
ed portfolio return of less
than 6 percent, well under
the 7.8 percent return that
is currently planned for.
This state portfolio has a

target asset mix of 37
percent public stocks (U.S.
and international liquid
stocks traded on public
exchanges), 23 percent
private equity (several
types of investments only
available to certain sophis-
ticated investors in closed
markets), 20 percent fixed
income (publicly traded
bonds from governments
and corporations), 15 per-
cent real estate (commer-
cial properties around the
globe, mostly privately
traded) and 5 percent
tangible assets (real assets
such as commodities).

HEAVY LIFTING
REQUIRED
Given this allocation,

it’s clear that the state
investment board expects
the illiquid investments in
private equity and real
estate to do a lot of heavy
lifting to generate returns
above the broad portfolio
target of 7.8 percent on an
annual average basis.
These excess returns will
likely be needed to offset
lower forward returns
from bonds. The bond
market landscape of today
may be challenged to
contribute 3 percent an-
nual returns over the next
decade. This may require
private equity to exceed its
10-year return in the state
pool of 9.6 percent to
offset the reduced contri-
bution from bonds.
The state investment

board is not alone in ex-
pecting excess returns
from private equity in-
vestments. It is a common
asset class in institutional
portfolios. The state also is
not alone in its 7.8 percent
return target. Of 127 state
pension plans evaluated by
the National Association
of State Retirement Ad-
ministrators, 44 of them
have expected average
annual returns at 7.8 per-
cent or higher.

IMPLICATIONS OF
SHORTFALL
Even a 0.5 percent dif-

ference in average annual
investment returns would
be massive over time. In
just 10 years, if the $80
billion state pool earned a
7.3 percent annual return
instead of 7.8 percent, the
account balance would be
over $6 billion less.
This sort of shortfall

could eventually require
employees to contribute
more, or accept less retire-
ment income in the future,
to make up the difference.
It is a significant challenge
for any entity that accepts
the investment risk of
addressing huge pension
liabilities. Even if actuaries
suggest the plan is well-
funded today, continued
returns well short of the
target may put stress on
the ability to meet future
obligations.
Gary Brooks is a certified

financial planner and the
president of Brooks, Hughes
& Jones, a registered in-
vestment adviser in Gig
Harbor.
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Prime rate 3.50 3.25
Federal Target Rate 0.50 0.25
3-month Treasury bills 0.28 0.01
6-month Treasury bills 0.37 0.13
10-year Treasury notes 1.46 2.43
30-year Treasury bonds 2.24 3.20
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KEY RATES

Here is what Puget Sound-area banks and thrifts were offering on key consumer-loan and deposit
instruments on Friday. All yields are annual.

DEPOSITS MMA:
Rates and yields on money-market
accounts with a balance of $2,500.
CD: Fixed rates and yields on one-year
certificates of deposit of $5,000.
IRA: Fixed rates and yields on 18-month ac-

counts.

LOANS
Auto: Fixed rate for a $10,000, 60-month,

new-car loan and for a $7,000, 48-month, used-car
loan for a 1- to 3-year-old model. Actual rates
might change with variations from the scenario,
and fees and other costs at loan initiation.

DEPOSITS AUTO LOANS
Institution MMA CD IRA New Used
America's CU 0.20/0.20 0.35/0.35 0.45/0.45 3.490 3.240
Chase 0.01/0.01 0.01/0.01 0.05/0.05 NO 2.890
Columbia Bank 0.03/0.03 0.06/0.06 0.07/0.07 3.430 3.503
Commencement Bank 0.10/0.10 0.30/0.30 0.30/0.30 4.057 5.373
HomeStreet Bank - West-
ern

0.45/0.45 0.35/0.35 0.35/0.35 NO NO

KeyBank 0.05/0.05 0.15/0.15 0.10/0.10 3.240 3.740
Qualstar CU 0.25/0.25 0.40/0.40 0.50/0.50 2.240 1.990
Sound CU 0.05/0.05 0.15/0.15 0.30/0.30 2.640 2.340
Tapco CU 0.03/0.03 NO/NO NO/NO 2.740 2.490
U.S. Bank 0.05/0.05 0.10/0.10 0.15/0.15 3.999 3.494
Verity CU. 0.10/0.10 0.35/0.35 0.43/0.43 2.490 2.340
Washington average 0.12/0.12 0.22/0.22 0.27/0.27 3.147 3.140
Change in average NO/NO NO/NO NO/NO 0.030 0.010
NA: Not available NO: Not offered

Source: Informa Research Services 818-880-8877 Ext. 266
**Do not have a bank, thrift or credit union charter; all products are FDIC insured
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book on fracking for next
year’s list.
“Money, Taste &

Wine,” by Mike Veseth.
The latest book from the
emeritus economics pro-
fessor at the University of
Puget Sound takes a look

at the sometimes perplex-
ing relationships between
what wine consumers buy,
how much they spend and
what they like (or think
they do). The biggest mis-
take wine drinkers make,
he says, is confusing price

and quality, and Veseth
explains why that happens
and how the industry con-
tributes to that confusion.
“Chilled,” by Tom Jack-

son. What’s the most signif-
icant technological break-
through in the past 100
years? Jackson makes the
case for refrigeration.
“Chilled” spends so much
time on the history of
chemistry, physics and

scientists’ efforts to mea-
sure and control heat that
the underlying point feels
almost rushed at the end.
But it’s still a persuasive
argument that the humble
refrigerator in your kitchen
is a monument to a civi-
lization-altering technology.
“Eccentric Orbits,” by

John Bloom. Iridium, the
satellite-based global com-
munications system, came

close to being incinerated
in the atmosphere following
the company’s financial
bust. Then some private
investors realized that the
problem wasn’t in the tech-
nology, it was in the mar-
keting. “Eccentric Orbits”
tells this story in highly
engaging form, which
shouldn’t surprise those
who know their 1980s pop
culture. Author John Bloom

might be better known as
drive-in-movie reviewer Joe
Bob Briggs.
And as Joe Bob always

advised, check it out.
These books, we mean.

Bill Virgin is editor and
publisher of Washington
Manufacturing Alert and
Pacific Northwest Rail
News. He can be reached at
bill.virgin@yahoo.com.
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In the frenzy that fol-
lowed Britain’s decision to
leave the European Union,
a newscaster running a
noon show in middle
America asked if this was
the kind of event that
would get me to sell any of
my mutual funds.
Told that it wouldn’t

affect my portfolio in the
least, he asked “What
does it take to make you
sell?”
There are plenty of

things that should make
an investor consider sell-
ing their mutual funds.
Britain’s exit from the EU
is not one of them.

Neither is the Grexit,
the dePartugal, the Cze-
chout, the Big Finnish or
whatever clever name gets
applied to the next country
to have troubles, the next
governmental crisis or
anything that can loosely
be folded into the category
of current events.
While money managers

and stock jockeys have
reason to play news
events, average investors
need to be careful not to
overplay them, not to get
caught up in the frenzy so
that they turn a historic
event in the world into a
long-lasting, memorable
event in their portfolio.
Lacking that set-aside of

assets to be used for tilting
at trends, and it’s typically

a small percentage of
assets, “fun money” for
someone who wants the
rushing or calming effects
of feeling like they are in
control, average investors
are better served ignoring
world headlines to focus
on events at home, specifi-
cally in their own house.
A high school gradua-

tion with tuition payments
for college to start in a few
months might be a reason
to sell. The same goes for
weddings, retirement
parties and anything signi-
fying a life change that
could necessitate a strate-
gy shift.
Likewise, changes in a

fund’s management and
philosophy are reasons to
sell.
An election, whether for

national leaders or country
status, is no reason to bail
out on solid funds.

Chuck Jaffe is senior
columnist for MarketWatch
and host of “MoneyLife
with Chuck Jaffe.”
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Brexit should have
no effect on your fund
management choices
BY CHARLES JAFFE
Contributing writer


