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EXECUTIVE SUMMARY

Introduction

Paragraph

This is the Phase One Final Report of the Task Force on the

Review of Civil Service Pay Policy and System.
review is being conducted

schematically in Figure 1.

Figure 1: Roadmap of the Review

Phase One

Study overseas
developments and best
practices that may be
relevant to Hong Kong
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Consider scope,
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timeframe for
Phase Two
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Y

Conduct detailed
study on priority
areas identified

2. We have arrived at our recommendations after careful
consideration of:

a consultancy study on the latest developments in civil
service pay administration in five selected countries
(Australia, Canada, New Zealand, Singapore and the

United Kingdom);



- feedback from public consultation on our Interim Report
published on 25 April 2002; and

- the historical context and development of the civil
service pay policy and system in Hong Kong.

Although the above provide important reference in our
consideration, we have not resigned ourselves to simply
following overseas practices or the drift of public opinion.
We have discussed, indeed debated, the issues thoroughly
among ourselves before setting out our conclusions in this
report. While we wish to point out that changes cannot be
rushed, we also consider it important to take proactive steps
towards our vision of the modern civil service pay system.

Priority Areas

4.

We would like to suggest that —
In the short term:

- priority should be given to devising a practical
framework and methodology for conducting a pay level
survey, and to reviewing the pay trend survey
methodology; and

- the Administration should consider the appropriate
interim measures to be adopted for the annual civil
service pay adjustment exercise pending the outcome of
the above review.

In the medium term:

- an extensive and critical assessment should be made
regarding the staff appraisal system to see what changes
are needed in order to pave the way for introducing

Paragraph

9.14

9.15



elements of performance pay (including the systematic
linking of achieved performance to the award of annual
increments) and flexible pay ranges to civil servants,
preferably the senior tier (directorate level) initially;

- if such initiatives at the senior level prove to be feasible
and conducive to achieving better performance, this
would inspire confidence in change and provide useful
experience for further application of the new
arrangements within the civil service; and

- consolidation of job-related allowances should be
adopted as a target, as part of a move towards a “clean
wage” policy in the long run.

In the long term:

- decentralisation of pay administration, as part of the
devolution of human resource management, should be
adopted as a target, after detailed studies are conducted to
determine the scope of implementation at different
stages, and to see whether the challenges associated with
each stage can be overcome;

- the ultimate objective is to allow departments greater
freedom to manage pay arrangements to suit their needs;

and

- a “clean wage” policy with benefits incorporated into
base pay should be adopted as a target.

In studying the above areas, particular attention should be paid
to the fact that the areas are all inter-related.

(See Figure 2 and paragraph 17)

Vi
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Figure 2: Priority Areas in Pay Administration

Short Term Medium Term Long Term

Priority Action Areas

Devise framework: pay level survey

Review methodology: pay trend survey

Phase Two Study Areas

Study feasibility: flexible pay ranges Review staff appraisal system
> Consider pilot schemes

Y

Study feasibility: consolidate aIIowance_s) Consider application

N Consider pilot schemes

Study feasibility: ‘clean wage’ policy Consider application
—————————————————— t S EEEEELEEEET >
Review pay structure, levels and trends on regular basis
>
Legend: —»  To consider action in the indicated timeframe
— =)» To commence study in the indicated timeframe
Paragraph

Background
6. On 25 April 2002, we published for public consultation:
- our Phase One Interim Report, and
- findings of a consultancy study on the latest

developments in civil service administration in the five
selected countries.

Vii
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During the consultation period, which lasted until 30 June
2002, a series of forums and meetings were held with various
interested  parties. We also received 337 written
representations.

Review of Development in Hong Kong

The Need for Review

In commissioning this review, the Administration’s objective
Is to modernise the pay policy/system in Hong Kong, having
regard to the best practices elsewhere, with a view to:

- making it simpler and easier to administer; and

- building in more flexibility to facilitate matching of jobs,
talents and pay.

Changes Cannot be Rushed

9.

10.

We agree that the time is ripe for a comprehensive review, but
wish to state that our recommendations at this stage:

- arein the main conceptual; and

- will go no further than to identify specific areas to be
explored further in Phase Two.

In deciding to embark on any reform after relevant issues
have been fully considered in Phase Two of the review, the
Administration should bear in mind the objective of
modernising the civil service and that reform should be
implemented:

- gradually and progressively; and

viii
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- with stakeholders’ buy-in secured throughout the process.

Historical Context and Changing Times

11.

12.

13.

14.

Historically the civil service in Hong Kong was modelled on
the British system, evolving gradually over the years and
providing Hong Kong with a stable, clean and efficient civil
service.

The analytical study of developments in the five countries (all
with roots directly or indirectly in the British civil service
model) shows that governments are finding it necessary to
modernise their civil service to cope with changes in the
socio-economic and political circumstances.

With sustained economic growth from the 1970s to the 1990s
in Hong Kong, the civil service pay adjustment system has
relied heavily on a formula-based mechanism premised upon
broad comparability with the private sector. Affordability
had not been a prominent issue until recent years. However,
the economic downturn since 1997 has brought the issue of
fiscal control to the forefront.

Since the 1990s, the rigid network of internal relativities and
proliferation of grades and ranks in the civil service are seen
to have fallen out of step with changing circumstances.
Reasons for this include:

- the many changes which the private sector has undergone
in organisational and human resource management; and

- the higher public expectation in terms of civil service
efficiency, value for money, etc.

Paragraph
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Our Vision

15.

16.

Having looked critically at the development of the system in
Hong Kong, we are now in a position to paint a vision of
what we think the system should be like in the long term, say,
after a decade or more.

In this long-term vision, the system should be —

(@)

(b)

()

(d)

(€)

(f)

(@)

able to offer sufficient remuneration to recruit, retain and
motivate staff of a suitable calibre to provide the public
with an efficient and effective service;

regarded as fair both by civil servants and by the public
which they serve;

able to complement, support and facilitate the effective
and efficient operation of the civil service, and to allow it
to change and evolve over time to keep up with
socio-economic changes, yet stable enough to assure civil
servants of their reasonable expectations;

simple enough so that an inordinate amount of resources
IS not required to administer it, yet flexible enough to
allow managers to provide incentives as appropriate;

able to distinguish between performers and non-
performers, and allow managers to act accordingly;

able to empower managers to manage staff resources
effectively and flexibly, taking care of specific needs of
individual departments; and

reviewed regularly to take account of the latest
developments in international best practices which may
be relevant to Hong Kong.

Paragraph
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Specific Areas

17.

The Administration has asked us to look into five specific
areas in Phase One of this review. The following are the
priority issues which we have identified in each of these
areas.

Pay Policies, Pay System and Pay Structure

- Instead of making drastic, abrupt changes to the current

policy and system, a programme of progressive
improvements should be introduced to address the latest
management needs and different  stakeholders’
expectations.

- The principle of broad comparability with the private

sector should be maintained.

- Regular reviews of pay structure, levels and trends should

be conducted to establish reasonable rates of pay that are:

e accepted as fair by both civil servants and the general
public; and

 sufficient to recruit, retain and motivate the right staff
for delivering quality service to the public.

- Affordability should be a very important, but not

over-riding, factor in determining pay adjustments.

- Other factors should continue to be considered in

determining pay adjustments. Such factors include:

 fair comparison with the private sector;

Xi
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e staff morale;
e cost of living adjustment; and

e performance of the economy.

There are merits in considering the consolidation of
job-related allowances into base pay in the medium term,
and a “clean wage” policy with benefits consolidated as a
long-term target. However, given the unique operational
need of the disciplined services, some flexibility should be
allowed for the retention/consolidation of allowances to
meet specific requirements.

Separate arrangements on pay and human resource
management should continue to apply to senior civil
servants (i.e. directorate officers). Consideration should
be given to modifying such arrangements in line with best
practices in the surveyed countries to better reflect
responsibility/accountability, risk/award factors and
performance.

Pay levels in the disciplined services should continue to
be determined with reference to internal relativity with the
rest of the civil service.

For pay administration purposes, we do not see a need to
revise the existing list of departments which are grouped
under the disciplined services. Management of the
disciplined services should continue to streamline
front-line services and explore room for civilianising
supporting services.

Xii
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Replacing Fixed Pay Scales with Pay Ranges

A system of pay ranges, if properly designed and
implemented, can bring benefits to performance
management, especially for the senior staff. The
feasibility of implementing such a system should be
explored in Phase Two.

After a satisfactory performance appraisal system has been
designed and fully tested, consideration should be given to
introducing pay ranges to senior civil servants at the
directorate level as a pilot scheme.

The disciplined services warrant separate consideration.
After assessing the results of pilot schemes, further
consideration may be given to whether and how a system
of pay ranges may be extended to the disciplined services.

Pay Adjustment System and Mechanism

Criticism of the existing annual pay trend survey does not
address the fundamental problem of perceived pay
disparity between the civil service and the private sector.
The problem lies in the absence of a pay level comparison,
which should be the foundation of the pay determination
mechanism.

A practical framework and methodology of regular pay
level surveys should, therefore, be established and applied
as soon as possible.

In the meantime, there are also a number of issues which
should be addressed in respect of the complementary pay
trend survey as it is currently conducted. These issues
include:

Xiii
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e survey sample — size and economic distribution;
» effects of company downsizing or restructuring; and

e other technical matters such as increment cost
deduction, etc.

A closer look should also be taken in Phase Two as
regards whether the growing overseas trend of moving
away from formula-based approaches in pay
determination has any useful application to Hong Kong.

Introducing Performance-based Rewards

The concept of linking pay more closely with performance
Is supported in principle. Nevertheless, there are issues
regarding the efficacy of performance-related pay in
practice which require further study.

Apart from the performance bonus type of reward, the
systematic linking of achieved performance to the award
of annual increments also merits further study in Phase
Two.

A more detailed study should be conducted in Phase Two
on the feasibility of applying performance pay to senior
civil servants at the directorate level in selected
departments which conduct tradable businesses (e.g.
“trading fund” departments).

As in the case of introducing pay ranges, a radical look
should first be taken at the staff appraisal system in terms
of its design and operation, with a view to ensuring
reliable performance measurement.

Xiv
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- The disciplined services warrant separate consideration.
After assessing the results of pilot schemes, further
consideration may be given as regards whether and how
performance pay may be extended to the disciplined
services.

Simplification and Decentralisation of Pay Administration

- The issue of decentralisation is complex, and there is the
need to tread very carefully on this area of study.

- Decentralising pay administration can contribute towards
better-run departments/agencies, more motivated and
accountable staff, as well as improved delivery of service.

- However, there are legitimate concerns, e.g. fragmentation
of the civil service, inconsistency in pay arrangements
across departments, barriers to cross-posting, etc., which
should be addressed.

- Decentralisation of pay administration should be adopted
as a longer-term target.

- The following steps should be taken in Phase Two of the
review as regards decentralisation:

» explore with stakeholders to convince them that, with
obstacles removed and necessary assistance given, a
decentralised pay system can empower them to run
their departments better;

» examine the relationship between decentralisation and
other aspects of needed reform; and

e consider the possibility of engaging staff bodies in
designing a decentralised system.

XV
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The following steps should be taken in the next stage:

e consider obtaining stakeholders’ ‘buy-in’ as regards
decentralisation of pay administration; and

e consider providing support to management through
training, injection of resources, outside expert
assistance, etc.

Simplification of grade structure should also be examined
in Phase Two. However, the issue should be treated
carefully and the following should be examined closely:

scope for simplification;

» effects on productivity and staff morale;

» feasibility of implementing delayering together with
pay ranges and performance pay;

* benefits of departmentalising common and general
grades against maintaining flexibility in staff
deployment; and

* need for regular job evaluation.

Senior civil servants at the directorate level should
continue to be managed centrally for pay purposes.

Further consideration should be given, in the light of the
operational needs of the disciplined services, as regards
whether there are benefits in decentralising pay
administration for this group of departments.
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Conclusion

18. We have two points to add in concluding this report:

19.

20.

- We agree with the Consultant’s observation on the
importance of “complementary reforms” outside the pay
arena.  These include areas such as the broader
delegation of human resource and financial management
responsibilities, and the introduction of robust and
credible systems of performance measurement and
management.

- Changing of mindset, both for management and staff, is
crucial before ‘buy-ins’ can take place. Stakeholders
should be widely consulted so as to build up consensus for
reform.

The priority areas that we have identified for the short,
medium and long term are set out in paragraph 4 of this
Executive Summary.

We also recommend that the Administration should make this

report public, with a view to encouraging wide discussion of
its contents and recommendations.

Xvii
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CHAPTER 1

INTRODUCTION

(This chapter gives an account of the events that have taken place after the
publication of the Interim Report of the Task Force on 25 April 2002)

Background

1.1 At the invitation of the Administration (Appendix 1), the three
advisory bodies on civil service pay and conditions of service' agreed to
conduct a comprehensive review of the pay policy and system for the civil
service. A Task Force with us as members was established on 4 January
2002 to conduct the review. (A list of the members of the Task Force, staff
of the Joint Secretariat for the Advisory Bodies on Civil Service and
Judicial Salaries and Conditions of Service (Joint Secretariat) and the terms
of reference are at Appendices ||, 111 and IV respectively.)

1.2 The review is conducted in two phases, with Phase One being
an anaytica study on recent developments and best practices in pay
administration in other countries. Taking into account the findings of the
analytical study and the views of al interested parties, we will recommend
in this Phase One Final Report the main areas of pay administration that
should be explored further in Phase Two.

1.3 After a competitive tendering process, PwC Consulting Hong
Kong Limited (the Consultant) was appointed on 8 February 2002 to carry
out a study of recent developments and best practices in civil service pay
administration in five countries, namely, Australia, Canada, New Zealand,

1 Thethree advisory bodies are—

(@) The Standing Commission on Civil Service Salaries and Conditions of Service
(b) The Standing Committee on Disciplined Services Salaries and Conditions of Service
(c) The Standing Committee on Directorate Salaries and Conditions of Service



Singapore and the United Kingdom. The selection of the five countries
was based on a number of considerations —

@

(b)

(©)

(d)

1.4

all countries operate systems which historically had their roots,
either directly or indirectly in the British civil service system
modd;

each of the countries has a professional, career civil service
and many civil servants consider it a career employer;

al five countries have undertaken (and continue to have on
their agenda) significant public sector reforms over the course
of the past 20 years or so; and

at the very heart of the civil services in these countries are the
shared values of integrity, low level of corruption and fair and
equal treatment of al citizens. Political neutrality is also a
critical factor in most cases.

We would add, at this juncture, that there are a'so important

differences in the context in which reforms have been undertaken in these
countries vis-aVis the specific circumstances in Hong Kong. One example
of such differences is that the civil services in most of these countries have
a much stronger tradition of collective bargaining on pay matters than their
counterpart in Hong Kong.

1.5

The study looked at features and issues which might be

relevant to Hong Kong, covering in particular the following areas —

@

(b)
(©)

the pay policies, pay system and pay structure commonly
adopted,;

the experience of replacing fixed pay scales with pay ranges,

the pay adjustment system and mechanism;



(d) the experience of introducing performance-based rewards to
better motivate staff; and

(e the experience on smplification and decentralisation of pay
administration.

1.6 The Consultant submitted its Interim Report to us in mid-April
2002. Having considered the Consultant’ s findings, we published on 25
April 2002 our own Interim Report in which the history of the evolution of
the civil service pay policy and system in Hong Kong was revisited, with
particular regard to the five areas covered in Phase One of the review
(paragraph 1.5 above). We have also highlighted the relevant points and
raised 28 questions, grouped under five study areas, that might merit
further consideration.

Consultation

1.7 To facilitate public consultation, we published our Interim
Report, a Consultation Paper and a pamphlet, outlining the Consultant’ s
findings, our observations and the questions raised for public discussion.
Some 600 copies each in English and Chinese of our Interim Report, with
the Consultant’ s Interim Report as an annex, were distributed. Bureaux,
departments and staff associations/unions were invited to give comments.
Announcement of Public Interest (APl) messages were broadcast on
televison and radio to inform the public of the exercise. The Consultation
Paper (20,000 hilingual copies) and the pamphlet (230,000 copies in
Chinese and 40,000 copies in English) were made available to members of
the public to invite their views. At that stage, we took the conscious
decision that until al stakeholders and members of the public had had an
opportunity to express their views on the Consultant’ s findings, we should
continue to maintain an open mind.

1.8 The consultation period was originaly scheduled to end one
month after publication of the Interim Report, i.e. on 25 May 2002. By
popular request, the period was extended to 30 June 2002.



1.9 During the consultation period, we held six forums (from 3
June to 27 June) for members of the public and other concerned parties,
including staff consultative councils, staff unions, and management of
bureaux and departments. These forums were held in different locations,
including the Hong Kong Central Library Lecture Theatre, the We Hing
Theatre of the City University of Hong Kong, the Auditorium of the Civil
Service Training & Development Institute and the conference room of the
Joint Secretariat. Some 275 staff associations/unions were invited to these
forums and an advertisement to invite public participation in an open forum
was published on 7 June 2002 in five local newspapers. A list of the
various bodies which attended the forums is at Appendix V.

1.10 Apart from the views collected at the forums, we have aso
received a total of 337 written representations by post and email. The
sources of these representations include departmental management, staff
associations/unions, individua civil servants, members of the public and
other organisations. We have also studied press reports containing relevant
views. A lig of the various organisations which have made written
representations is at Appendix VI. The Joint Secretariat will post al
submissons on its website (www.info.gov.hk/jsscs) and keep a
compendium of these submissions for public inspection.

1.11 In paralel with the consultation exercise conducted by the
Task Force, the Standing Committee on Directorate Saaries and
Conditions of Service met directorate officers/representatives from 37
bureaux/departments. The Standing Committee on Disciplined Services
Sdaries and Conditions of Service also met senior management of the
disciplined services to collect feedback. Lists of these bureaux and
departments are at Appendix VII and VIII.

1.12 Since the formation of the Task Force, we have held 23
meetings before this Phase One Final Report is completed. The Consultant
has joined us in ten of these meetings and kept us posted of the progressin
the study. Views gathered through the forums and written submissions
have been forwarded to the Consultant for analysis, while we did our own
analysisin parale. Based on its findings in the five-country study and the



feedback collected, the Consultant submitted its Final Report to us on
12 August 2002 (Appendix XI1).

1.13 Having studied all submissions received and the Fina Report
of the Consultant, we are now in a position to set out our own observations
and recommendations. We wish to stress that all the views received have
been taken into account in our deliberations. In the chapters which follow,
we strive to refer to the representations which we have received. However,
as it is not possible to refer to each and every representation, the fact that
we do not mention all or any of the points made in certain representations
does not mean that they have not been considered.

1.14 Our observations and the priority areas identified for further
study are depicted in the ensuing chapters.



CHAPTER 2

REVIEW OF DEVELOPMENT OF CIVIL SERVICE
PAY POLICY AND SYSTEM IN HONG KONG

(This chapter sets out the background against which the current review was
initiated, and takes a critical look at the development of the civil service
pay system in Hong Kong)

The Need for Review

2.1 A fundamental question that has often been raised during the
consultation exercise is whether there is a need to review the civil service
pay policy and system at thistime. In this connection, we would like to set
out the background against which the three advisory bodies were invited to
conduct this review.

2.2 When the Secretary for the Civil Service wrote to the
Chairmen of the three advisory bodies on civil service saaries and
conditions of service on 18 December 2001, he pointed out that —

“During the recent public discussion on civil service pay,
there are concerns in some quarters that other than the
starting salary levels, the Administration has not reviewed
the salary levels beyond the entry ranks in the civil service
for over a decade. As a result, the pay for certain grades
and ranks in the civil service is no longer broadly
comparable to the pay levels in the private sector.
Concerns have also been raised about the validity of the
annual pay adjustment mechanism. The central issue
arising from the recent discussion is the extent to which



our current civil service pay policy and system are till in
keeping with today's circumstances.”*

2.3 It was againgt this background that the review had been
proposed, with a view to modernising the pay policy/system, having regard
to the best practices elsewhere, making it smpler and easier to administer,
and building in more flexibility to facilitate matching of jobs, talents and

pay.

2.4 We agree with the Secretary for the Civil Service that the time
Is ripe for a comprehensive review. Having studied the findings of the

Consultant on the best practices in other countries and feedback from the
consultation exercise, we are aso of the view that there are a number of

areas which should be explored in further detail in Phase Two of the review.
We will elaborate in later chaptersin this report.

Changes Cannot be Rushed

2.5 The Task Force is aware of the sengtivity of the staff sides
towards any mgor changes to the pay system, as underpinned by their
extensive views expressed during consultation.

2.6 We wish to state, at the outset, that our recommendations at
this stage are in the main conceptua and will go no further than to identify
specific areas which should be explored further to see how and to what
extent such changes would be appropriate and feasible in the context of
Hong Kong. In considering the way forward, we agree fully with the
observations of the Consultant that a long-term view needs to be taken of
pay reform, and gaining buy-in and commitment to change from key
stakeholdersis critical.?

2.7 The countries studied typically implemented reform embracing
civil service pay and grading policy over a period of some 15 to 20 years.
In al cases, the reform consisted of a series of changes on different aspects

Secretary for the Civil Service' sletter, Para3

2 Consultant’s Final Report, Page A1



of pay management. Proposas were generaly implemented in an
incremental fashion with fine-tuning and revision aong the process. Inthe
case of New Zedand, however, the Consultant observes that “more
recently, some of the more radica reforms have been wound back
significantly in the light of concerns about their effectiveness’.® In
deciding to embark on any reform after relevant issues have been fully
considered in Phase Two of the review, it is of vital importance for the
Administration to bear in mind the lesson that the changes cannot be rushed.
They can only be implemented gradually and progressively, securing
stakeholders’ buy-in throughout the process.

Review of Development in Hong Kong

2.8 In Chapter 2 of our Interim Report, we revisted the
development of the civil service pay policy and system in Hong Kong since
the middle of the 20" century. With a view to maintaining an open mind
before we have had the opportunity to consult interested parties and the
public, the chapter was confined to a factual account, without any attempt
to look criticaly at the strengths and weaknesses of the policy and system,
and how they would fare vis-avis the changing socio-economic and
political circumstances. We are now in a position to take a more critica
look.

2.9 Historically the civil service in Hong Kong was modelled on
the British system. In common with other traditional civil service systems,
the system in Hong Kong treasures stability and @ntinuity, and rewards
long service and loyaty. A lifelong vocation, progressive pay scales and
steady promotion for those at the middle to senior ranks, and generous
occupational welfare are some of the main features of this system. The
system has evolved gradually over the years, providing Hong Kong with a
stable, clean and efficient civil service.

3 Consultant’ s Interim Report, Page 14



The Need to Moder nise

2.10 However, as the study by the Consultant has shown,
governments nowadays are finding it necessary to modernise their civil
service to cope with changes in the socio-economic and political
circumstances. The civil service in the United Kingdom, on which we
modelled our system, has in fact undergone maor reform over the course
of the past 20 years. Some common trends of reform in the five countries
studied include the devolution of more responsibility for pay policy and
administration to individual departments and agencies, more emphasis on
affordability, ongoing efforts to link pay more closaly with performance,
and a drive to replace rigid central systems with more flexible approaches.’

211 As we have mentioned in Chapter 2 of our Interim Report,
broad comparability with the private sector has all dong been taken by the
Administration as an important factor in setting civil sevice pay.®
Historically, this principle of broad comparability was premised on a
comparison with the big companies (and hongs), which operated in a
similar mindset in terms of organisational and human resource management.
Affordability is another factor in pay determination, at least on paper.
However, the fact that Hong Kong had experienced sustained economic
growth from the 1970s to the 1990s meant that affordability was never a
prominent issue. As a result, the pay adjustment system in practice has
become more or less a formula-based mechanism,® which had served its
purpose well during the said period, particularly in minimising conflicts
between the Administration and the staff sides.

212 Against the higtorical backdrop depicted in the above
paragraphs, a rigid network of internal relativities, with a proliferation of
grades and ranks, has developed in the civil service Over-reliance on an
annua pay trend survey (which only measures pay movements in the
private sector) in determining pay adjustments (and hence levels) has given
rise to doubt regarding whether civil service pay levels are still broadly

Consultant’s Final Report, Pages A2

Task Force's Interim Report, Page 4

Other factorsthat are taken into account include changes to the cost of living, the state of the
economy, budgetary consideration, pay claims from the staff sides, and civil service morale.



comparable to those in the private sector. Apart from the reviews on
starting salaries in 1989 (as part of an overall salary structure review) and
1999,” a comprehensive pay level review has not been conducted since
1986 (and even the results of the 1986 review had not been adopted).?

Changing Circumstances

213 Since the 1990s, the private sector has undergone many
changes in organisational and human resource management, e.g. in putting
more emphasis on flexible, performance-related, clean wages (i.e. paying
“al cash’” wages in lieu of allowances, housing benefits, etc.). Taking
these changes into account, and if the principle of comparability with the
private sector is to continue, we must consider with what aspects of private
sector pay management should the comparison be made. Should it ssimply
be a comparison of pay levels? Or should the comparison aso include pay
practices, the degree of flexibility and cost centre responsibility?

214 Since 1997 Hong Kong has experienced a prolonged economic
downturn. In view of the prospects of a more volatile economy, the civil
service pay system has to be such that it can respond more flexibly to
economic fluctuations. Such fluctuations would ultimately affect the
Government’ s fiscal position and ability to pay. Affordability therefore
becomes a prominent issue. What is required would be an adjustment
mechanism whereby civil service pay can move up and down broadly in
line with economic performance and market trends.

215 Since the 1990s, the public has expected more from the civil
service, in terms of value for money, efficiency, etc. While performancein
public sector work may not be easy to quantify and measure, the
Government has still to demonstrate somehow to the public that civil
servants are paid according to their performance, hence giving taxpayers
more vaue for money. A rigid pay regime which is seen to reward
performers, under-performers and non-performers indiscriminately will not
be acceptable — not only to the general public, but even increasingly

among civil servants themselves. Traditionally, there is much reliance on

Task Force's Interim Report, Page 12
8 Ibid., Pages 6-10
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promotion as reward for service and performance. However, in times of
dow growth in the civil service, promotion is not necessarily a practica
solution to rewarding service and performance.

Comprehensive Approach

2.16 In view of the various issues highlighted above, we have come
to the concluson that there is the need to consider a comprehensive
approach to modernising the civil service pay system in Hong Kong. This
IS not to deny the fact that the system has served Hong Kong well by
providing a stable, clean and efficient civil service over the years. It isthe
rapidly changing socio-economic and political circumstances which have
given rise to the need to modernise the system.

217 We will set out in the next chapter a clear vison and direction
for modernisation. We must, nevertheless, repeat the caveat that any
changes must not be rushed. The actual steps to be taken must be
incremental, so as to gain stakeholder buy-in and operational experience,
and to build up the confidence of the public and civil servants in meeting
each step of the reform.

2.18 However, we will aso identify pressing issues confronting the

current pay system which have to be addressed promptly, while other
longer-term reform measures are considered.
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CHAPTER3

LONG-TERM VISION

(This chapter sets out our long-term vision for the civil service pay system)

I ntroduction

3.1 Before plunging headlong into the five specific areas which we
have been asked to look into, we consider it important to pause to visuaise
what we think the civil service pay system should be like in the long term.
While this vison provides a direction for reform, we do not intend to
prescribe a rigid timeframe for its fulfilment. We are fully convinced that
any reform should be implemented gradually and progressively, with
stakeholders' buy-in and commitment secured throughout the process.
Taking into account the experience in the five countries studied, the “long
term” referred to above could well be a matter of a decade or more.

Our Vision

3.2 Our vision of the civil service pay system going forward isone
which should be —

(@ able to offer sufficient remuneration to recruit, retain and
motivate staff of a suitable calibre to provide the public with
an efficient and effective service;

(b) regarded as fair both by civil servants and by the public which
they sarve;

(c) able to complement, support and facilitate the effective and
efficient operation of the civil service, and alow it to change



and evolve over time to keep up with socio-economic changes,
yet stable enough to assure civil servants of their reasonable
expectations;

(d) simple enough so that an inordinate amount of resources is not
required to administer it, yet flexible enough to alow
managers to provide incentives as appropriate;

(e able to distinguish between performers and non-performers,
and allow managersto act accordingly;

(f) able to empower managers to manage dStaff resources
effectively and flexibly, taking care of specific needs of
individual departments; and

(9) reviewed regularly to take account of the latest developments
In international best practices which may be relevant to Hong
Kong.

Elements of the Vision

3.3 The first two elements, (a) and (b), in the above list are taken
directly from the existing policy statement of the Government. As
principles, they are self-evident and are clearly the starting points of the
pay policy and system of a responsible government. A fundamental
guestion which the Administration should consider is the quality of persons
which the civil service should aim to recruit and retain. For the purpose of
this review, as we have discussed in the preceding chapter, the issue is
whether the mechanism which has been used in achieving the said
objectives with reasonable success over the years is still in step with rapid
changes in the socio-economic and political circumstances.

34 The next three elements, (c) to (e), are meant to redress the
rigidity which have developed over the years in the name of buttressing a
stable civil service. Theissue at stake iswhether the existing structure isin
keeping with the expectations of today’s society and the best practices in
modern human resource management. One needs to be watchful that an
overly rigid syssem which provides little discretion to managers and
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Inadequate opportunity or incentive to staff is not conducive to a
performance culture that emphasi ses ownership of responsibility.

35 Element (f) takes the concept of empowerment/ownership one
step further. A highly centralised pay administration constrains the ability
of departments or line managers to effectively manage their human
resources (and the very significant fiscal resources involved). Viewed from
another angle, it exempts the departments/line managers from taking
responsibility to manage their human (and related fiscal) resources to
produce the best results.  The consequence may be such that
departments/line managers become unable and unwilling to take ownership
of human resource management, leading to an outside view that “civil
servants are in effect paid for their job rather than for their performance’.!

3.6 The empowerment of managers provides only half the answer
to the question of taking ownership of human resource management. The
guestion remains as to ther willingness. In our recent discussion with
departmental management, a common view expressed is that they would
gladly leave pay administration to a centralised (or central) mechanism
while they concentrate on the professonal work or pursue ther
departmental objectives. This view ignores the redlity that ownership of,
and hence the exercise of discipline in, human and fisca resource
management is one of the most important elements in achieving the best
deployment of limited resources to obtain the best results.

3.7 We fully understand the sentiments of departmental
management, given their workload, the fast changes in the political
scenario, the demand from the public and the relatively “smooth” operation
of the highly centralised pay administration over the years. A critical step
towards achieving the objective set out in (f) must be to nurture a change in
the culture or mindset of the civil service in this regard. There is no point
In pursuing this objective if stakeholders’ buy-in and commitment could
not be secured. The enormity of the task should not be under-estimated.
As a first step, there is smply no substitute for frank, constructive and

1 Anthony B. L. Cheung. “Moving into Performance Pay for Hong Kong Civil Servants:

Conceptualization and Implementation Problems”, in Public Administration and Policy,
September 1999, Page 12
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patient dialogue involving the Administration, departmental management
and the staff sides, with aview to jointly mapping out the next steps. There
should be a unity of purpose among al sides to ensure the provision of
quality service and vaue for money to the public.

3.8 The last element, (g), is sef-evident. Any effective reward
system must be one that is subject to regular review to ensure that it keeps
up with the times.

The Road Ahead

3.9 Having set our sight on a vison in the distance, we must
remind ourselves that changes cannot be rushed. Given the long road
ahead, even the vision we paint now may need to be adjusted and modified
over time in response to ever-changing socio-economic circumstances.

3.10 We will bear the above in mind as we proceed to study the five
specific areas which we have been asked to look into.
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CHAPTER 4

PAY POLICIES, PAY SYSTEM AND PAY STRUCTURE

(This chapter examines a number of key issues on pay policies, pay system
and pay structure, and identifies possible improvement initiatives for
further study in Phase Two of the review)

4.1 As discussed in Chapters 2 and 3, there is the need to consider
a comprehensive approach to modernising the civil service pay system in
Hong Kong. In considering the appropriate scope and pace of change, we
start with a look at some common features of the reforms conducted over
the past 15 to 20 years in the surveyed countries.

COMMON FEATURESIN SURVEYED COUNTRIES

4.2 The Consultant has indicated in its Interim Report that
different policies and systems have evolved in the countries studied to meet
thelr specific needs. The important common features are clearly
identifiable. They include—

(@ devolution of more responghbility for pay policy and
administration to individua departments and agencies with a
view to improving flexibility, accountability and overdl
performance and efficiency, but retaining central control of
pay arrangements for the senior civil service
(decentralisation);*

(b) a belief that in certain areas (e.g. equal opportunities, training
development and merit-based approaches to appointment and
promotion) the civil service has a leadership role to play as a

! Consultant’s Interim Report, Pages 3 & 16
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(©)

(d)

©

(f)

@)

4.3

“good” employer, with associated implications for pay policy
and structures (comparability);?

an emphasis on affordability and paying appropriately to
recruit, retain and motivate staff, with correspondingly less
Importance given to formal pay comparability with the private
sector and internal relativity (comparability and affordability);”

ongoing efforts to link pay more closaly to performance
(performance pay);*

a drive to replace rigid central systems with more flexible
approaches including the adoption of pay ranges, particularly
for the senior management levels (replacing fixed pay scaes
with pay ranges);*

an initiative to consolidate and remove alowances (i.e. either
abolish or consolidate them into base pay) in order to improve
transparency and accountability and to reduce administrative
costs (clean wage policy);> and

providing separate pay arrangements only for limited groups
broadly equivalent to the Hong Kong disciplined services
where special provisions apply (e.g. where the right to take
industrial action has been removed).®

Iltem (a) of the above list will be discussed in Chapter 8, item

(d) in Chapter 7 and item () in Chapter 5. The rest will be covered in
paragraphs 4.11 — 4.65. Before going into details, however, we would like
to consder first the general issue of the extent and pace of change that
would be appropriate for Hong Kong.

o g b~ W N

Ibid., Pages3 & 17
Ibid., Page 4

Ibid., Pages 4, 17-18
Ibid., Page 18

Ibid., Page 19
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EXTENT AND PACE OF CHANGE

Experiencein Surveyed Countries

4.4 The Consultant has pointed out that al the countries studied
have implemented wideranging pay and grade reforms over the past 15 to
20 years, as part of their long-term public sector reforms, to keep up with
changes in the socio-economic and political circumstances. By taking a
long-term view and adopting a phased approach to implementation (rather
than a “big bang” approach), they have been able to modernise their pay
policies and systems.

Results of Public Consultation

4.5 Most departmenta management who responded do not
consider it necessary to have amajor overhaul of the current pay policy and
system as they have merits and have stood the test of time. Where
Improvements are necessary to keep up with the pace of development, the
changes should be carefully thought through and introduced incrementally.
Time and effort should be devoted to designing, testing and adjusting the
changes to the current system. These should be complemented by other
human resource management initiatives such as the development of an
objective performance-based appraisal system and a more structured job
evaluation system. Full consultation with the staff side is necessary at dll
stages of the changes. Dragtic changes with insufficient consultation and
time for buy-in will only lead to a deterioration in the quality of service and
adversely affect staff morale. They point out that civil service is not a
commercia organisation and in many cases is difficult to adopt objective
criteriafor performance measurement. The difference in the nature of work
of the two sectors should be duly recognised.

4.6 A few departments prefer an overhaul of the current system to
piecemeal improvements as the latter would not be able to achieve the
desired level of change necessary to modernise the Hong Kong system.
They propose a long-term plan with phased short-term implementation
targets to ensure smooth progression.
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4.7 An overwhelming mgority of civil service staff bodies which
responded do not support a major overhaul of the current pay policy and
system given that they have been working well for many years and have
proven to be effective in maintaining a stable civil service. However, some
of them agree that there is room for improvement. They suggest that
changes should be implemented incrementally and be applied to new
recruitsonly. EXxisting staff should be given the option to choose the old or
new system. Only a few associations consider that a mgor overhaul is
necessary, but given the current socio-economic situation, even this group
consider it ingppropriate to conduct such an overhaul at this stage.

4.8 Very smilar views have been expressed in the responses from
individual civil servants and departmental consultative councils. Some
point out that as a number of civil service reform initiatives have been
Implemented in recent years and their effects have yet to be evaluated, it is
Inappropriate to introduce a magor overhaul to the current system at this
point in time.

4.9 Views expressed among the non-government sectors are mixed.
A dlight mgority support a magjor overhaul of the current policy and system
to make them more flexible and performance-based (as against what they
percelve as seniority-based) and to prevent civil service pay from leading
the market. Those who object to a mgor overhaul consider it important to
maintain stability and to adopt an incremental approach. In their opinion,
the present system has laid down the foundation for a clean, efficient and
stable civil service. Any drastic change would affect the morale of civil
servants and staff in the subvented organisations, in turn affecting the
quality of service provided and the stability of the civil service as awhole.

TheTask Force'sViews

4.10 Having carefully considered the issue in the light of the
Consultant’ s findings and the views obtained in the public consultation
exercise, we consider that instead of making drastic, abrupt changes to the
current policy and system, a programme of progressive improvements
should be introduced to address the latest management needs and different
stakeholders’ expectations. These improvements are essential in order to
ensure the effective and efficient operation of the civil service, by better
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empowering the managers to mange their resources flexibly and alowing
them to distinguish further between performers and non-performers.
Details should be examined in Phase Two of the review.

COMPARABILITY WITH THE PRIVATE SECTOR

Experiencein Surveyed Countries

4.11 In the Consultant’ s Interim Report, it was pointed out that all
the countries surveyed have continued to stress the importance of providing
sufficient pay to attract, retain and motivate suitable staff. I1n doing so, they
have often tried to maintain “broad comparability” with the private sector
athough any explicit link has usualy been dropped. In other words, less
importance has been attached to formal pay comparability with the private
sector and care has been taken to avoid leading the private sector.
However, al the countries surveyed believe that in certain areas not
directly related to pay, eg. equa opportunities policies, emphasis on
training and development, and merit-based approaches to appointment and
promotion, it isimportant for the civil service to lead as a good employer.

4.12 The Consultant has aso observed that in line with the process
of decentralisation of pay administration to departments and agencies, the
surveyed countries have moved away from an over-emphasis on internal
relativities.”

4.13 These policies have been successful in rationalising civil
service pay in the face of public expenditure constraints. However, over
time the senior civil servants’ pay in Australia and the United Kingdom
have lagged behind that of the privae sector by a great margin.® There
have been recent attempts to bridge this gap in those countries.

The Hong Kong Experience So Far

4.14 In the case of Hong Kong, the 1965 Sdaries Commission
recommended that civil service pay should be based on the principle of fair

" lbid., Page 17
8 lbid., Page 17



comparison with the private sector. This was further recommended by the
1968 Salaries Commission and accepted by the Administration, which
drew up an elaborate statement containing the following basic principles —

@

(b)

4.15

the Government subscribes to the principle of fair comparison
with the current remuneration of private sector staff employed
on broadly comparable work, taking account of differences in
other conditions of service; and

the public service has a reasonable claim to the maintenance of
real income on the evidence of cost of living indices, provided
It can be demonstrated that this is aso the experience of other
employees.’

The principle of fair comparison has been reviewed regularly

since then and has been invariably reaffirmed as the cornerstone for pay
reviews. The ideais now well entrenched among civil service staff bodies
and civil servants in general. The general public also accept this principle
but they have recently cast doubts on some of the e ements of comparison.

4.16

Comparahility is in itsef a complicated issue as there is no

comparable activity (e.g. law enforcement, licensing etc.) in the private
sector for many government activities. Whilst noting the difficulty, the
following attempts have been made to address the issue —

@

(b)

4.17

conducting pay level surveys from time to time to assess
corresponding pay levels for comparable work in the private
sector; and

conducting annual pay trend surveys to ensure that civil
service pay moves broadly in line with the genera pay

movements in the private sector.

In theory the two should complement each other. In practice,

however, (a) has not been conducted since 1986 following an unsuccessful

9

Task Force Interim Report, Page 5
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attempt. Adjustment of civil service pay on the basis of the results of (b),
without (a), over the past 16 years partly accounts for the public cal to
review the pay adjustment system. (Thiswill be examined in greater detail
in Chapter 6.)

Results of Public Consultation

4.18 The departmental management who responded generdly
consider that the principle of broad comparability with the private sector
should be adhered to. Regular pay level reviews should be conducted in
addition to the annual pay trend surveys. In order to recruit, retain and
motivate the right people for providing quality service, there is a strong
need to keep civil service pay competitive. Some point out that the
principle of comparison is more important in pay level setting than in pay
adjustment. Others consider that as the Government and the private sector
firms are engaged in different activities, direct job-to-job comparison is
difficult if not impossible. This is particularly the case in respect of the
disciplined services as their job nature is unique and there are few
comparable jobs in the private sector. For the purpose of broad
comparability, one proposal is to make reference to the average earning of
a worker with similar experience/qualification/skill levels in a comparable
field.

4.19 All civil service staff bodies which responded share the view
that the principle of broad comparability should be adhered to as this will
enable the civil service to remain competitive in recruiting and retaining
suitable staff. Most of them consider that the existing pay review system is
effective and should continue to be adopted. A few of them suggest that
the survey methodology should be modified and updated so that it could be
more responsive to changes in the socio-economic environment.

4.20 Civil service respondents generally support the continued
adherence to the principle of broad comparability with the private sector.
Some of them suggest that benchmarking civil service pay at the upper
quartile of the pay profile of the private sector should continue in order to
maintain the stability of the civil service. Others opine that civil service
pay should be dightly above the market rate to attract or retain staff of the



appropriate calibre. Where comparable counterparts cannot be found in the
private sector, adjustments can be made through interna relativity.

4.21 Most views expressed among the non-civil service sector
support the continuation of the principle of broad comparability with the
private sector. However, there are clear divisions in opinion as to how this
can be achieved. Some pointed out that the existing review system is
unable to fully reflect rapid changes in the economic situation and the
labour market and should be overhauled. Others are of the view that while
some minor changes are required, the existing system (basing mainly on
pay trend surveys) is generaly in order. Recent problems mainly arise
from the lack of a pay level survey to complement it. They therefore
highlight the need for regular pay level surveys and formal job evaluations
to remove the percelved pay gap between the civil service and the private
sector.

4.22 Views expressed in press articles mainly support the principle
of broad comparability with the private sector. However, there is a
suggestion to sever the link between civil service salaries and the private
sector pay as the goals of the two are different in that the former is to
provide public services and the latter isto gain profits.

TheTask Force'sViews

4.23 Having carefully examined the issue of comparability in the
light of the Consultant’ s findings and the results of the public consultation
exercise, we agree that broad comparability with the private sector should
be maintained as a basic principle in setting civil service pay. In the
absence of a competitive market for government products, comparability
with the private sector enables the indirect operation of some “market
discipling’ on civil service pay and helps the Government to maintain
competitiveness with the private sector.”® We believe that the Government
should, through regular reviews on pay structure, pay levels and pay trends,
am at establishing reasonable rates of pay that can be accepted as fair by

10 Anthony B.L. Cheung. “The Civil Service Pay System in Hong Kong: Implications for Efficiency
and Equity”, in Asian Civil Service Systems : Improving Efficiency and Productivity, John P. Burns
(ed.) (Times Academics Press, Singapore) June 1994. Page 274
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both its employees and the genera public, and are sufficient to recruit,
retain and motivate the right staff for delivering quality service to the
public a large. As can be seen from paragraph 3.2(a) and (b) in the
previous chapter, the above are basic elements in our vision of the civil
service pay system going forward.

AFFORDABILITY

Experiencein Surveyed Countries

4.24 In the Consultant’ s Interim Report, it was pointed out that as a
result of serious fiscal and public expenditure constraints in recent years,
affordability has become a dominant feature of pay policy in al the
surveyed countries. This is particularly prominent in cases where pay
responsibilities have been substantially devolved to departments and
agencies and budgetary limits have become the key control mechanism.
The tight expenditure control has also limited the ability to implement more
performance-related pay systems and adversely affected the acceptability
and perceived vaue of such schemes™

The Hong Kong Experience So Far

4.25 Locally, affordability had never been a prominent issue in the
past few decades when Hong Kong experienced phenomena socio-
economic development underpinned by sustained economic growth. Since
1997, however, we have experienced a prolonged economic downturn. The
prospects of a more volatile economy and recurrent budget deficits have
prompted many to re-focus on the issue of affordability.

Results of Public Consultation

4.26 The departmental management who responded generally agree
that affordability is an important factor but not an over-riding one in
determining pay adjustments. The prime consideration is to maintain
Government’ s ahbility to recruit and retain quality staff and to minimise
fluctuations in civil service pay in order to maintain the stability and

" Consultants Interim Report, Pages 16-17

24



morale of the civil service. In their opinion, fiscal problems are normally
caused by factors (e.g. economic downturn, revenue generation and
allocation of resources) beyond the control of the civil service. It would be
unfair for the civil serviceto bear the responsibility for deficits. Moreover,
Government’ s affordability is difficult to determine. Adopting this as the
over-riding consideration in pay reviews could render the process
vulnerable to external considerations and ultimately affect the morale and
stability of the civil service.

4.27 A few departments consider that more emphasis can be placed
on affordability in pay adjustments, especialy in departments and agencies
which are operating on a trading-fund set-up.

4.28 An overwhelming maority of the civil service staff bodies
which responded share the view that affordability should be an important
but not over-riding consideration in pay adjustments. The genera view is
that Government’s expenditure is made up of many components and its
affordability should not be directly linked to the civil service pay
adjustment. They consider it unfair to blame civil servants for the
structural deficit and to force them to bear the consequences. This will
only affect staff morale and lead to a drain of talent, especialy at times of a
booming economy.

4.29 Responses from individual civil servants and departmental
consultative councils also agree that affordability should be a factor of
consideration but not an over-riding one in determining pay adjustments.
Some point out that the stability and morale of the civil service should be
the prime consideration. Others consider that factors such as staff morale,
cost of living, findings of pay trend surveys and the state of the economy
should all be taken into account.

4.30 Views expressed among the non-civil service sectors are
divided. A dight mgority consider that Government’ s affordability to pay
should be an over-riding consideration in pay adjustments as this would
help the Government exercise some financia discipline over a significant
part of its recurrent expenditure and contain the deficit problem. Those
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who are againgt this view generally share the arguments of the civil service
bodies.

4.31 The views expressed in press articles generally support the
proposa to make Government’ s affordability an over-riding consideration
In civil service pay adjustments.

TheTask Force'sViews

4.32 We have considered carefully the Consultant’s findings, the
feedback from the public consultation exercise and the changing
circumstances which we have discussed in Chapter 2 (see paragraphs
2.13 — 2.15). We are convinced that while affordability should be taken
INto account as a very important factor in determining pay adjustments, it
should not be an over-riding factor. In this respect, we take affordability to
mean the ability of Government to pay its staff in a way that is acceptable
to society as awhole. Other factors such as staff morale, the cost of living
adjustment, comparability with the private sector on pay level and pay
trends and the performance of the economy should continue to be taken
Into account.

CLEAN WAGE POLICY

Experiencein Surveyed Countries

4.33 In the Consultant’ s Interim Report, it was pointed out that all
the surveyed countries have taken various initiatives to consolidate and
remove allowances in order to improve transparency and accountability and
to reduce administrative costs in processing them. In the United Kingdom,
allowances have now been largely diminated. In Singapore, a “clean
wage” policy in which many allowances and perks have been abolished or
consolidated into the basic pay, has been adopted. In others, only a small
number of alowances have been retained for specific reasons such as
undertaking particularly difficult or unpleasant tasks, working in remote or
expensive locations, working overtime or beyond normal requirements and
altracting or retaining particular skills which are in short supply
temporarily. In general, such alowances will not exceed 10% of the total
remuneration. This policy appears to have been welcomed by the staff side
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as encashment or consolidation of alowances has provided them with
greater freedom to make use of what they earn.*

TheHong Kong Experience So Far

4.34 In Hong Kong, while allowance rates are regularly updated,
there have only been a few magor reviews. A comprehensive review of
job-related alowances was conducted by the Standing Commission on
Civil Service Sdaries and Conditions of Service from 1983 to 1985 and
another one was conducted from 1999 to 2000. The Review Committee on
Disciplined Services Pay and Conditions of Service (Rennie Committee)
and the Standing Committee on Disciplined Services Sdaries and
Conditions of Service have aso reviewed job-related allowances for
disciplined services in 1988 and 1999 respectively. The continued need for
individual allowances, the digibility criteria, the rates and the payment
arrangements were reviewed. The feasibility of a “clean wage® policy, per
se, has not been studied.

Results of Public Consultation

4.35 The civilian departmental management who responded are
generally in support of a “cleen wage” policy as it will reduce
administrative cost and allow more flexibility for the staff to use their take-
home pay. It can aso achieve the principle of equity through equal pay for
the same rank and job. They agree that the out-dated allowances and fringe
benefits should be removed and the justified ones should be incorporated
into the respective salaries. Some of them point out that there should be no
net reduction in the take-home pay due to tax implications. Care should
also be taken not to allow the “ clean wages” to inflate the pension liahilities.

4.36 Whilst some are skeptical of the benefits of a “clean wage”
policy, the majority of the responses from the management of the
disciplined services do not support such a policy. In their view, it will
incur additional cost on pension and result in staff having to pay more tax.
The increased “clean wage’ may distort the picture and give an impression

2 pid., Page 18
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to the public that civil service pay is becoming higher and higher. They
prefer to retain the current system of fringe benefits, in particular the
provision of departmental quarters.

4.37 Views from civil service staff bodies are divided. The
majority are opposed to the idea of a “clean wage’ as it may lead to
misallocation of resources in cases where officers who have exhausted their
fringe benefit entitlements will receive the benefits again in the form of “all
cash” wages. The inclusion of benefits may aso jack up the pay level,
making civil service pay unduly high. Many are worried that this policy
will be used as an excuse to abolish some of the existing benefits. They
therefore favour maintaining the status quo.

4.38 Those bodies which support a “clean wagée’ policy consider
that it would help save costs in administering the various benefits and
allowances, adlow more flexibility for staff to make use of their benefits
and make entitlements more post-tied which, in their opinion, is a better
dternative than the current arrangement of setting some of the rates
according to factors not related to the job, e.g. family size in the case of
private tenancy allowance

4.39 Submissions from individual civil servants also reflect mixed
views on thisissue. The arguments advanced in support of the proposal or
against it are very similar to those offered by the staff side bodies.

4.40 The feedback from the general public and the non-civil service
interest groups overwhelmingly support a “clean wage” policy. They
consider that civil servants are receiving too many alowances and the
outdated ones should be abolished. They believe that a “clean wage”
policy will not only save administrative costs, but also increase the
transparency of civil service allowances.

TheTask Force'sViews

4.41 Having examined the issue in the light of the experience of the
surveyed countries, we consider that the “clean wage policy is
conceptually desirable in terms of improving transparency/accountability
and reducing administrative costs. As such, there are merits in applying it
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to the Hong Kong civil service. However, we note the divided feedback
from stakeholders . Before the proposd is further considered, alot needsto
be done to address doubts and to facilitate the buy-in of staff side bodies
and individua civil servants. Given the unique operational need of the
disciplined services (see paragraphs 4.63 — 4.64), some flexibility should be
alowed for retention/consolidation of alowances to meet specific
requirements.

4.42 In Phase Two of the review, the feasibility of consolidating
job-related dlowances into base pay should be examined as a medium-term
target. The feasbility of incorporating other benefits into base pay should
be examined as a long-term target.

SEPARATE ARRANGEMENTSFOR SENIOR CIVIL SERVANTS

Experiencein Surveyed Countries

4.43 As reflected in the Consultant's Interim Report, whilst
adopting decentralisation as a key, long-term thrust of pay reform, al five
of the surveyed countries have continued to centrally manage most or al of
their “senior civil service’ (ranging from 750 to 3,000 top civil servantsin
each case) for pay and broader human resource management purposes.
Many have introduced new pay-related initiatives such as flexible pay
ranges, performance pay, “clean wages’ among this group. Experience
shows that this approach is an effective way of maintaining a ceilling on
public sector pay levels and ensuring that the civil service operates in a
coherent way with flexibility for staff mobility between
departments/agencies at the most senior level.

Hong Kong Experience So Far

4.44 The directorate staff (comprisng some 1,300 officers) in the
Hong Kong civil service, more or less the loca equivaent of the “senior
civil service' of the surveyed countries, have a separate pay scae and are
entitled to some fringe benefits not available to other officers. About 340
of this group are generalists (i.e. Administrative Officer Staff Grade C and

13 Ibid., Page 16
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above, and Principal Executive Officer and above) who are subject to
posting across bureaux and departments. The rest are
professional s/technocrats who are normally tied to the departments they
serve and may only be crossposted to the related departments on a limited
basis. The grading and ranking of such posts and their pay and conditions
of service are looked after by a dedicaed advisory body, namely, the
Standing Committee on Directorate Salaries and Conditions of Service.

However, in terms of the annua pay adjustments, they normally follow the
level recommended for the upper band of the Master Pay Scale.

Resultsof Public Consultation

4.45 A mgority of civilian departmental management who
responded agree that senior civil servants could be subject to a different
pay policy with more emphasis on risk and award factors as they are
required to cope with higher levels of management responsibilities,
accountability and stress. They believe that changes in pay policies and
systems for this group can be more readily implemented, given the
relatively small number of staff involved. However, a few management
respondents consider that al civil servants, irrespective of their ranks
should be subject to the same basic pay principles. To do otherwise would
only increase the divisiveness among different groups of civil servants.
Some of them suggest that the term “senior civil servants” should be
clearly defined. Others caution against the inclusion of an unnecessarily
high element of risk in the pay system as this would jeopardise the stability
of the civil service.

4.46 The views from the disciplined services departmental
management are divided. Some agree that more risk/award factors should
be incorporated into the system. Others prefer maintaining the status quo,
citing the divisive effects of different pay policies for different ranks of
staff.

4.47 As regards the staff unions/associations which responded, the
magjority do not support a different pay policy for the senior civil servants
as its divisve effect would bring disharmony and disparity to the civil
service, and ultimately affect staff morale. In their opinion, the current pay



arrangements have aready reflected the differences in responsibilities and
accountability. Over-emphasis of risk/award factors will only destabilise
the civil service. Those who support a different pay policy for senior civil
servants mainly do so on the basis of the unique and demanding role of this
group of civil servants.

4.48 Views from individual civil servants are divided. The reasons
for supporting the proposal or rgecting it are very similar to those offered
by the departmental management.

4.49 The feedback from the general public and non-civil service
interest groups overwhelmingly support a different pay policy and system
for senior civil servants, as this group of officers are required to shoulder
greater responsibilities and accountability, have more discretion in process
management and in problem-solving and can be more closely aligned with
their private-sector counterparts in terms of recruitment, motivation and
retention. Some even suggest that consideration be given to including
smilar risk/award factors in the pay for middle-ranking officers as a long-
term target, given that they are part of the management team.

4.50 Press reports consider that the pay for senior civil servants
should reflect higher risk and award factors.

TheTask Force'sViews

4.51 We note that in Hong Kong, the current pay and human
resources management arrangements for directorate officers are already
different from their non-directorate counterparts. This is in line with the
continued central management of the senior civil service in the surveyed
countries, notwithstanding the decentralisation of management functions in
respect of the rest of the civil servicee We believe such separate
arrangements should be maintained for directorate officers here.

4.52 We have highlighted in the previous chapter our vison of a
pay system that is conducive to a performance culture with emphasis on
ownership of responsibility (see paragraphs 3.4 — 3.7). Given the higher
level of management responsibilities and accountability of directorate
officers, we believe that it should be useful to consider introducing to this
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group pay initiatives that would better reflect responshbilities and
accountability, increase the risk/award factors and the performance element.
In this regard, securing the buy-in of this group of some 1,300 stakeholders
should aso be a useful starting point for new pay initiatives. We will
consider specific areas in subsequent chapters.

4.53 In the course of our study, we have also considered the
suggestion to extend the above arrangements to cover the senior
professionals (i.e. officers on Master Pay Scale (MPS) Point 45 and above).
This will increase the size of the population from 1,300 to some 6,300. In
view of our conviction that reform should be introduced progressively, we
intend to limit our definition of “senior civil servants” to the directorate in
Phase Two of the review. The matter may be revisited in due course after
experience has been gained with the progress of reform.

SEPARATE ARRANGEMENTS FOR THE DISCIPLINED SERVICES

Experiencein Surveyed Countries

4.54 The Consultant has pointed out that there is no consistent
model for handling pay arrangements in each of the surveyed countries for
the broad equivalents to the Hong Kong disciplined services. The generdl
trend appears to be providing separate arrangements for those disciplined
services equivalents where the right to strike or take industrial action has
been removed and/or where there is a percelved need to ensure that pay
determination is independent of government and undue politica
interference. ™ With the exception of Singapore, al the countries in
guestion have established separate pay arrangements for the Police Force.
However, most of the other disciplined services equivaents are (with some
exceptions such as the United Kingdom Prison Service) managed in the
same way as other civilian departments within the civil service or the
broader public sector.

4.55 The different pay arrangements for uniformed and non
uniformed, or civilian, officers in the same organisation have created some
efficiency and human resource management problems. Measures are being

14 Consultant’ sFinal Report, Page 27

32



taken by some of the surveyed countries to better integrate all staff within a
single pay and structure.

Hong Kong Experience So Far

4.56 The disciplined services in Hong Kong comprise Six
uniformed departments, namely, Correctional Services, Customs and
Excise, Fire Services, Government Flying Service, Hong Kong Police
Force and Immigration Department (collectively employing some 52,000
disciplined services staff) and the Independent Commission Against
Corruption (which we have not been asked to cover in this review).
Officers in the sx disciplined services are remunerated under two
Independent pay scales, i.e. the Police Pay Scale (for the Police Force) and
the General Disciplined Pay Scale (for the rest), with a pay advantage over
their civilian counterparts. Their pay and conditions of service are looked
after by a dedicated advisory body, i.e. the Standing Committee on
Disciplined Services Sdlaries and Conditions of Service.

Results of Public Consultation

4.57 A sgnificant mgority of civilian departmental management
who responded agree that the pay in the disciplined services should be
treated differently from that in the rest of the civil service, citing the specia
nature of work, exposure to high risks, irregular working hours, high stress
and strict disciplinary rules as their main considerations.

4.58 The management of al six disciplined services departments
are in favour of separate pay arrangements for the disciplined services. The
Police Force further suggest that an independent pay review mechanism
should be established for the Police and the separate Police Pay Scale
should be retained to keep the pay differential against the other disciplined
services.

4.59 Views from the civil service staff bodies are divided. Those
with a disciplined background are unanimous in that the pay in the
disciplined services should be treated differently from that in the rest of the
civil service giving similar reasons as their management counterparts to
support their argument.  The mgjority of those with a civilian background



do not support specia treatment for the disciplined services as they regard
thisas highly divisive.

4.60 As regards individua civil servants who responded, the
majority support the proposal to treat the pay in the disciplined services
differently from that in the rest of the civil service because of the unique
work nature. Those who do not support the proposal are mainly concerned
about potential divisiveness among civil servants.

4.61 Views from the genera public are divided. The reasons for
supporting or rgjecting the proposal are very similar to those offered by
civil servants. On the other hand, the mgority of the non-civil service
organisations which responded are in favour of a different treatment for the
disciplined services.

TheTask Force'sViews

4.62 We note that under existing arrangements, the pay and
conditions of service for the disciplined services are aready treated
differently from the rest of the civil servicee The arrangements have
worked well, and we do not see any reason to depart from them. Given that
there are too few comparable jobs in the private sector for a meaningful
comparison with posts in the disciplined services, we consider that the
determination and adjustment of the pay in the disciplined services should
continue to be based on internal relativity with the rest of the civil service.

4.63 In response to the Gonsultant’ s suggestion to review, for pay
administration purposes, the definition of the disciplined services in the
Hong Kong context, we have re-visited the list of departments grouped
under the disciplined services. We note that the disciplined services
personnel are required to meet specific demands in terms of physical fitness,
resilience and ability to work under pressure. Factors such as shift duty
requirements, operational posting effects on family life, etc. may not exist
in other jobs, ether inside or outside the civil service.

4.64 We have dso been informed that the job nature of the Hong
Kong disciplined services is more complex than those in the surveyed
countries. An example of such added complexity is that immigration and



customs responsibilities in Hong Kong include investigations, arrests and
prosecutions, whereas in some other countries such cases are referred to the
police or other law enforcement agencies for follow-up action. Apart from
that, some of the Hong Kong disciplined services are required at times to
take on some para-military roles.

4.65 Having regard to the above, we do not see a need to revise the
existing list of departments grouped under the disciplined services, which
was recommended by the Rennie Committee. As an on-going initiative,
however, we suggest that the management of the disciplined services
should continue to streamline the front-line services and explore room for
civilianisation of some of the support services within their respective
organisations.



CHAPTERS

REPLACING FIXED PAY SCALESWITH PAY RANGES

(This chapter sets out the Consultant’ s findings, the consultation feedback
and the Task Force’ s views in relation to replacing fixed pay scales with

pay ranges)
I ntroduction

51 For many years, Hong Kong has adopted a system of civil
service pay scales with fixed annual increments. At present, there are a
total of 13 pay scales (Appendix 1X) applicable to different grades in the
civil service. An officer is granted an increment annually until he reaches
the maximum point applicable to his grade and rank. Theoretically, an
increment may be withheld on account of unsatisfactory performance, but
In practice, such cases are rare.

Experiencein Surveyed Countries

5.2 In the Conaultant’ s Interim Report, it is pointed out that all
five of the comparator countries have replaced fixed pay scales (with
automatic time-based increments) with more flexible pay ranges for their
senior civil servants. The countries that have substantially delegated pay
management responsibilities — the United Kingdom, Australia and New
Zealand — have also extended the use of flexible pay ranges to most or all
of their civil service. Typicaly, a minimum and maximum salary are
specified for officersin a particular rank or band. Progression through the
range is normally based on performance (i.e. no automatic increment) and
considerable flexibility is allowed for officers to move within that range’

1 Consultant’ s Interim Report, Page 20



(e.g. fixed pay points with staff receiving 0, 1, 2 or even 3 pay points
depending on performance).

53 The experience of the five surveyed countries in
implementing flexible pay ranges has been diverse. The governments and
senior officials in these countries generally believe that the introduction of
pay ranges to the civil service has been successful, particularly in enabling
afarer system of reward (i.e. based on merit and not just time served) and
encouraging a more performance-oriented culture. However, there has
been, and continues to be, resistance to this approach from trade unions
and staff who see the use of pay ranges as potentially divisive and
counter-cultural.

54 Experience in the surveyed countries also shows that the
effectiveness and percelved fairness of flexible pay ranges depend
critically on a comprehensive approach to performance measurement and
management.

The Hong Kong Experience So Far

55 Hong Kong has no experience in more flexible pay ranges.
Because of the extensive use of uniform pay scales with fixed annual
Increments, our civil servants have been long accustomed to a very rigid
and time-based reward culture. Performance tends to be rewarded outside
the pay scale by means of promotion.

Results of Public Consultation

General views on flexible pay-range system

5.6 Some of the responses from the management of civilian
departments are in favour of the flexible pay-range system. They see
benefits in terms of helping to motivate staff (particularly those who have
reached the maximum of the pay scales), enhancing a performance
oriented culture and creating flexibility in pay in response to market
trends.

2 |bid., Page21
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5.7 The management of other civilian departments who do not
favour the system are more skeptical. They worry that with the
introduction of performance-pay elements, short-term goals aimed at
yielding quick returns will take priority over long-term objectives of the
departments, affecting adversely the quality of service in the long run.

Other anticipated implementation problems include “difficulties in
managing a complicated pay system”, “insufficient market knowledge of
civil servants to turn the system into an effective management tool”,
“fostering of a flattery culture (some cal it a * shoe-shining’ culture) and
favouritism” and “less effective team work due to individual members
competing for more pay”. It is perceived that before the advantages of the
system can be realised, more resources will have to be put in developing a
performance management system and in training staff ahead of changes.

If there are not sufficient resources to reward deserving staff and merit
increments are too small to differentiate performance, the idea is not
worth pursuing.

5.8 The overwhelming maority of responses from the
management of disciplined services also do not support the system. Apart
from sharing the views mentioned in the above paragraph, they stress that
given the uniqueness of the disciplined services, measures which
otherwise apply to the private sector and civilian departments should not
apply to them.

5.9 Some respondents from the staff sides of the civil service do
not support the system. They consider that performance in most civil
service jobs is difficult to quantify and measure in an objective way, and
the system may give rise to many management problems, such as
complaints and disputes over the fairness of appraisals. They express
concern over the “difficulty in measuring the performance of an
individual who works on ateam basis’, the “possible divisiveness among
civil servants’, the “aggravation of a flattery culture”, and the “ disparity
in pay for smilar posts in different departments’. There is aso concern
about fairness of the system as some staff who have no choice in their
posting are denied the varying opportunities offered by different jobs for
demonstrating individual capability. They feel that a new system may not



be necessary since the existing performance management system can be
enhanced to ensure that increments and promotions are well justified.

5.10 Some of the responding non-civil service organisations and
non-civil service individuals are supportive of the flexible pay-range
system. They consider that the current fixed pay-scale system with annual
Increments are primarily time-based rather than merit-based, and the
avard of increments adds to staff cost regardiess of the economic
condition and affordability. From their point of view, the pay-range
system would help foster a stronger performance-oriented culture.

511 A few articles in the press have also commented on the
flexible pay-range system. Some are supportive of the system as it would
provide incentive for civil servants. There are, however, dissenting views
that implementing pay ranges will only complicate the pay system as, in
the absence of adequate transparency, a flattery culture may be
encouraged, causing damage to staff morale as a whole. The existing
fixed pay-scale system aready has the built-in flexibility of not granting
Increments to non-performers.

512 Apart from changing to a flexible pay-range system, some
feedback indicates that other measures may also be adopted in nurturing a
performance culture. Examples are additional increments for outstanding
performers, performance-based rewards such as annual performance
bonus in addition to fixed pay scales, and free travel passage. Some
consider that performance management tools not directly linked to pay
may be applied through education, training, promotion and an exit system
to remove non-performers.

Views regarding application of the system to directorate / senior staff

513 From the consultation feedback, opinions vary as regards the
levelsin the civil service to which pay ranges should apply. Some believe
that civil servants at al levels should be subject to the same pay regime to
ensure fairness and to avoid potential divisveness. However, some
respondents in the civil service and some non-civil servants suggest that
the Administration should pilot the concept in the senior civil service. Itis
generaly believed that senior civil servants, with heavier management



responsibilities, have influence and choice over what they do, whereas
junior staff must follow instructions from senior staff and are typically in
amore reactive position.

5.14 In the consultation with directorate officers, they express
concern about the possibility of subjecting pay negotiation/settlement to
public scrutiny. They believe that in the end, the system will not work
since, under the pressure of public scrutiny, all officers will likely be
awarded equal remuneration. The question is, therefore, whether pay
should continue to be transparent when flexible pay ranges are introduced.

Views regarding application of the system to disciplined services

5.15 While not many respondents comment on whether the pay-
range system should apply to the disciplined services, the overwhelming
majority of the responding disciplined services, from both the
management and the staff side, are not supportive of the idea. The reason
given is that the nature of law enforcement is reactive to occurrences
which are not within the control of the staff who are responsible for the
enforcement. To try to quantify output as the basis for assessing and
rewarding performance would be mideading. They emphasise that
considerations unique to the disciplined services should be taken into
account.

TheTask Force'sViews

5.16 As we have discussed in Chapter 2, the present fixed pay-
scale system has, over many years, provided civil servants in Hong Kong
with an expectation of steady pay progression. The rapidly changing
socio-economic and political circumstances, however, have called for the
modernisation of the system. The Government has to demonstrate to the
public that civil servants are paid according to their performance, instead
of adhering to a rigid regime that rewards performers, under-performers
and non-performers indiscriminately. In this regard, the introduction of
pay ranges is consistent with our vision of a more flexible system that
provides discretion to managers and incentive to staff, and that is
conducive to a performance culture with emphasis on ownership of
responsibility (see paragraphs 3.2(c) — (e) and 3.4). The subject is also



related to performance pay and the issues discussed here should be
considered together with the chapter on that subject (i.e. Chapter 7).

517 In the course of consultation, many respondents express
concern over the practical difficulties in measuring staff performance in
some civil service jobs. We agree that there are good grounds for this
concern, as experience from the five surveyed countries indicates that the
effectiveness of flexible pay ranges relies critically on the following good
practice® —

€)) establishing clear linkages between overall government
objectives, Departmental/Agency objectives and targets, and
individual objectives and targets,

(b) requiring civil servants to prepare and agree with their
supervisor a persona performance plan or contract, against
which their subsequent performance will be assessed;

(c) placing considerable emphasis on developing robust and
comprehensive performance measures, recognising that many
aspects of public sector performance are difficult to measure
In practice;

(d) developing more sophisticated staff appraisal techniques; and

(e ensuring that processes are in place to handle poor as wel as
good performance.

5.18 We believe that it is essential that any effective pay-range
system should be supported by an objective and fair appraisal system with
adequate checks, and measurable indicators, which are not too
complicated to operate. There should be good checks and balances in the
system to enhance staff confidence and to prevent possible abuse of the
system. The framework of the system should be perceived as transparent
and equitable to all stakeholders.

® Ibid,, Page21
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5.19 Taking into account the fact that much of the concern about a
flexible pay-range system focuses on the operational constraint, and
potential abuse, while the intrinsic merits of such a system are not
particularly questioned, and in the light of the Consultant’ s findings on
overseas experience, we consider that the system, if properly designed and
Implemented, can bring benefits to performance management, especially
for the senior staff. Under such a system, it will be easier for the pay
levels of some civil service jobs to be adjusted in accordance with
corresponding market trends. This would avoid triggering unnecessary
intracivil service adjustments ssimply on grounds of maintaining historical
internal  relativities which may be difficult to justify in present
circumstances.” The question of pay transparency will also have to be
addressed.

5.20 Notwithstanding the above, we do not think a pay-range
system should be relied upon as the sole contributor to enhancing a
performance-oriented culture. As suggested by the consultation feedback,
management tools such as education, training, promotion and an exit
system to remove non-performers are also effective measures to nurture a
performance culture. We would add that other work characteristics, such
as a sense of accomplishment, challenging work, job security, personal
growth and recognition are also important elements in nurturing a
performance culture.”

521 We recommend that the feasibility of implementing flexible
pay ranges should be further explored in Phase Two of the review. The
existing performance appraisal system, a component which is fundamental
and the pre-requisite for an effective flexible pay-range system, should be
reviewed. The possible management problems and implementation
difficulties raised by interested parties within and outside the Government
should be examined in greater detail. Where necessary, stakeholders

*  Anthony B. L. Cheung. “Moving into Performance Pay for Hong Kong Civil Servants:
Conceptualization and Implementation Problems”, in Public Administration and Policy, September
1999. Page 20

®  Ibid., Page 16
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should be involved in the process of designing a system that is acceptable
to both the civil service and non-civil service sectors.

522 After a satisfactory performance appraisal system has been
designed and fully tested, consideration should be given to introducing
pay ranges only to senior civil servants at the directorate level as a pilot
scheme. In the light of such experience, further extenson can be
considered. The MPS and its application should be reviewed to bring
them more in line with private sector practice. Fine tuning adjustments,
such as breaking up each pay point into smaller components and
authorising management to reward autstanding performance by granting
more than one pay point, can be explored.

523 In parallel with the consideration to review the existing
performance appraisal system, we would also suggest to explore feasible
measures that may be taken to help change the mindset of civil servants
towards more flexible pay progresson. As with any other part of the
reform, every step towards consideration to change to pay ranges should
be taken in full consultation with al parties concerned. Incumbents
recognition of the advantages of the system will be essential to move
towards a modernised civil service pay system that can discriminate
between performers and nonperformers, and reward or sanction
accordingly.

Directorate L evel

5.24 We consider that after a satisfactory appraisal system has
been developed and fully tested, a pilot scheme on flexible pay ranges
(e.g. dlowing for manoeuvring within minimum and maximum points)
may be introduced at the directorate level in afew departments.

Disciplined Services

5.25 In view of the unique work nature of the disciplined services,
we agree that, in the context of flexible pay ranges, this group of civil
servants warrant separate consideration. After assessing the results of pilot
schemes, further consideration may be given to whether (and, if so, how)
the system should be extended to the disciplined services.



CHAPTER®G

PAY ADJUSTMENT SYSTEM AND MECHANISM

(This chapter sets out the Consultant’ s findings, the consultation feedback
and the Task Force s views in relation to the present pay adjustment
system and mechanism)

I ntroduction

6.1 As discussed in Chapter 4, “broad comparability with the
private sector” has been one of the basic principles of civil service pay for
many years (see paragraphs 4.11 — 4.23). To help ensure that civil service
pay moves broadly in line with movements in the private sector, annual
pay trend surveys (PTSs) have been conducted since 1974. The results of
the PTSs are used as reference, amongst other factors, in determining
annual pay adjustmentsin the civil service.

6.2 While the system has worked well in the past, and has
contributed to providing Hong Kong with a stable, clean and efficient
civil service, we see the need to examine whether it can ill meet
changing expectations from all quarters in the face of the present socio-
economic circumstances.

Experiencein Surveyed Countries

6.3 The Consultant has pointed out that historically, all the five
countries studied had a highly centralised, national level pay and wage
determination for the civil service. These systems tended to rely heavily
on formula-based approaches to pay determination, and were often based
on formal pay comparability with the private sector.*

1 Consultant’ s Final Report, Page 29



6.4 With the trend of decentralisation of pay administration to
individual departments and agencies (more so in Australia, New Zealand
and the United Kingdom, but to a lesser degree in Canada and Singapore),
all the surveyed countries have moved away from a central, formula-based
approach to pay determination. Individual departments now have greater
delegated responsibility for pay determination, with affordability,
achievement of performance goas, and recruitment, retention and
motivation of staff as key considerations. Collective and individually
negotiated agreements, within centrally determined bargaining and
budgetary parameters, are now a common feature, with pay trend surveys
and pay level benchmarking with the private sector used to inform rather
than dictate the pay adjustment process.

6.5 The Consultant has also observed that the role of the central
agencies has changed with more emphasis on setting the overall policy
framework and providing advice, rather than directly controlling detailed
pay negotiations.?

The Hong Kong Experience So Far

6.6 Details of the experience in Hong Kong in respect of the
determination of civil service pay are set out in Chapter 2 of our Interim
Report. °  Relevant developments are summarised in the following

paragraphs.

6.7 In Hong Kong, civil service pay adjustments are determined
with reference to the results of the annual PTS aimed at assessing the
average pay movements of employees of private sector companies over
the preceding 12 months. The current survey methodology setting out,
inter alia, the criteria for selection of companiesis at Appendix X.

6.8 For the purpose of the survey, the non-directorate civil
service is divided into three salary bands. Companies participating in the
survey are requested to provide information about changes in basic
salaries on account of cost of living, general prosperity and company

Task Force’ sinterim Report, Page 27
3 Ibid, Pages 6-12 and 14-16



performance, general changes in market rates and in-scale increment as
well as changes in cash payments (e.g. merit pay, bonus) other than those
relating to fringe benefits for employees in those salary bands. The
information is then collated and analysed, according to the agreed
methodology, to produce gross pay trend indicators (PTIs) for the three
salary bands.® Subject to the validation of the Pay Trend Survey
Committee, the PTIs are submitted to the Administration as reference in
determining the civil service pay adjustments.

6.9 Apart from the PTIs, the Administration aso takes into
account changes to the cost of living, the state of the economy, budgetary
considerations, the staff sides pay clams and civil service morale in
determining pay adjustments.

6.10 We pointed out in Chapter 2 in our Interim Report that® two
major tasks are involved in establishing comparability with private sector

pay —

(@ identifying comparable work in the private sector and
assessing corresponding pay levels (pay level assessment);
and

(b) assessing general pay movements in the private sector to
ensure that civil service pay moved broadly in line (pay trend
assessment).

The PTS only tackles task (b). A pay level review or survey is required
for task (a).

6.11 In 1986, in response to staff request for an increase in pay, a
consultant was commissioned to conduct a comprehensive pay level
survey. The findings of the survey were, however, rejected by the staff
sides. While discussion on this continued, there was further disagreement
between the Administration and the staff sides over the size of the 1988

* lbid, Page 15
> Ibid, Page6



pay adjustment. In the event, a Committee of Inquiry (the Burrett
Committee) was appointed to examine, inter alia, the methodology and
findings of the 1986 pay level survey and comment on their validity as a
basis for making adjustments to civil service pay. The terms of reference
of the Burrett Committee aso included reviewing the methodology
employed in the 1987-88 PTS.

6.12 In accordance with the recommendations of the Burrett
Committee, the Administration has since 1988 adopted the formula to
deduct the vaue of civil service increments at their payroll cost (expressed
as a percentage of the total payroll cost for each salary band) from the gross
PTls to produce the net PTIs. In consdering the civil service pay
adjustments, the Administration also takes into account the Burrett
Committee’ s recommendation that where the resulting PTI for the lower
sadary band is below that for the middle band, it should be brought up to the
same level unless there are over-riding reasons for not doing so.

Results of Public Consultation

6.13 The mgjority of the respondents in the civil service and some
in the non-civil service sector agree that civil service pay should continue
to adhere to the principle of broad comparability with the private sector.
They generally believe that the current adjustment mechanism is fair,
works well, and should not be replaced unless there is a better, proven
alternative. The magority of these respondents, however, also support the
idea of fine-tuning the present system, such as introducing more
flexibility by separating the annual pay adjustment into two components —
the first part being a basic pay adjustment applicable to all civil servants
and the second part a discretionary portion awarded subject to
performance. Others believe that more frequent and regular reviews could
be conducted to ensure that the system is brought in line with the
changing environment. It is also pointed out that if the present system is
replaced, pay adjustment may have to be negotiated annually. This could
be time-consuming, costly and counter-productive.

6.14 Some respondents in the civil service, on the other hand,

argue that it is unfair to compare civil service and private sector jobs
because in many cases, there are too few comparable jobs in the private
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sector for objective comparison. In difficult times, private enterprises
may cut service to reduce expenditure, but the level of service provided
by the Government may not be varied in either good or bad times. Public
demand for certain services, such as social welfare, may even be greater
in bad times. It would therefore be unfair to compare civil service pay
directly with that of the private sector.

6.15 A few press articles and some non-civil service organisations
hold different views. They consider that civil service pay should not be
directly linked to that of the private sector, one reason being that civil
servants enjoy job security while employees in the private sector often do
not. The present PTS is criticised for not taking into account the
downsizing and cost-cutting measures initiated by private sector
companies, which may have a bearing on salary adjustments in these
companies. They point to flaws in the current formula, e.g. that the
increment cost deducted from the gross PTI does not adequately offset the
value civil servants actually gain through obtaining an increment (see
paragraph 6.12 above and Appendix XI for background of the formula).
They aso consder the lack of pay level surveys as the cause of a
widening pay disparity between the civil service and the private sector.

They propose to include small and medium enterprises (with less than 100
employees) in the survey population to increase the representation of the
pay trend surveys.

6.16 On the issue of whether fiscal constraints should be an over-
riding factor in determining pay adjustments, most respondents in the civil
service agree that it should be one factor, but not an over-riding factor.
Views from respondents in the non-civil service sector, however, are
rather diverse. Some think that fiscal constraints should be an over-riding
factor, but some do not.

TheTask Force's Views
Pay Levels and Pay Trends

6.17 Since the economic downturn in recent years, the pay
adjustment mechanism has been under severe criticism, particularly as
regards whether the method of comparing with the private sector is



reasonable and fair. The public is increasingly questioning whether the
existing civil service pay adjustment mechanism is still compatible with
the present socio-economic circumstances.

6.18 As we see it, the fundamental problem with the perceived pay
disparity between the civil service and the private sector lies in the absence
of a proper pay level comparison. In the 1989 Final Report of the Burrett
Committee, it has been emphasised that there is an important link between
pay level surveys and pay trend surveys. It is pointed out that —

“...even the most unstructured system of civil service pay
determination must have regard to outside pay levels if only
as an aid to satisfying recruitment and retention needs.
When, as in Hong Kong, the total remuneration * package' is
intended, as a matter of deliberate policy, to be broadly
comparable with that of private sector employees, there has
to be a structured methodology for establishing a correct
comparison. This involves the conduct of pay level surveys.
If annual pay adjustments are an accepted practice in both
sectors and if annual checks on the continuing correctness of
the pay levdl comparison are either impossible or
impractical, then there has also to be a mechanism for
updating civil service pay in between the periodic checks on
pay levels.

Conceptually therefore a pay trend survey is an adjunct to a
pay level survey, a subsidiary mechanism for preventing
civil service pay levels from falling too far out of line with
those of the private sector in the intervals between pay level
surveys. ... By contrast, a pay trend survey says nothing
about the correctness of civil service pay levels. Indeed the
pay increases resulting from pay trend surveys may arouse
public comment which actually diverts attention from the far
more important question of the correctness of the pay levels
to which such increases are applied. Moreover, pay trend
surveys are of their nature only approximate reflections of
what has been happening in the private sector. They lead to
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arguments over the types of outside pay increase to be
included in the calculation of the pay trend indicators and
how they should be weighted. Any errors arising from their
broadbrush nature can produce excessive or inadequate
adjustments to civil service pay which are cumulative and
compounding in their effect year by year.

From the above reasons, we believe strongly that pay
level surveys should be regarded as the foundation of the
pay system and that the role of pay trend surveys, though
still essential, should be reduced. It follows that pay level
surveys should be conducted regularly and frequently. It
will also then follow that the built-in inaccuracies of even
the best possible pay trend methodology will matter |ess than
they do at present. If rough justice for one party or the other
cannot be avoided, it is more tolerable if the results are
corrected quickly.”®

Regarding frequency, the Burrett Committee has recommended that “the

aim should be to mount a pay level survey at intervals of about every three
"7

years.

6.19 We fully agree that pay level surveys should be the
foundation of the pay determination mechanism while pay trend surveys
play a complementary role to ensure that the civil service pay is updated
in between the periodic checks on pay levels. The comparison with the
private sector may be distorted if reliance is placed solely on the PTSs,

which reflect only broadbrush changes in the pay of surveyed companies,
in the absence of regular pay level surveys. Any disparity may be
compounded in effect year by year.

®  Committee of Inquiry into the 1988 Civil Service Pay Adjustment and Related Matters (Burrett
Committee), Final Report, Paras 5.3 —5.6
" Ibid, Para’5.38



Pay Level Surveys

6.20 Despite its important role in checking the appropriateness of
pay levels, however, we note that a comprehensive pay level survey has not
been conducted successfully (i.e. with results accepted by all parties
concerned) for a very long time. The pay level survey conducted in 1986
was comprehensive, but the results and conclusons made were not
accepted by the staff sides. The civil service starting salaries reviews
conducted in 1979, 1989 and 1999 were limited in scope in that only
benchmarks of salaries for entry-level jobs were established®. Hence, the
guestion of whether civil service pay levels are comparable with those in
the private sector has, in effect, been left unanswered for many years.

6.21 Given the large number of civil service grades and ranks,
and the complexity in determining the actual pay level of different jobs,
we appreciate that it is very difficult to find sufficient comparable jobsin
the private sector to effectively carry out a comprehensive pay level
comparison, and for the outcome of such a survey to be accepted by all
concerned. We consider that it is necessary to examine this subject as a
matter of priority so that a practical framework and methodology of pay
level survey can be established and applied as soon as possible to
provide much needed data to establish some form of comparability of
civil service pay level with the private sector.

Pay Trend Surveys

6.22 Although we believe that the root of the present controversy
over civil service pay lies in the absence of a pay level survey, we agree
that there are a number of issues which must be addressed in respect of
the existing PTS system, as has been pointed out by some of the
respondents during consultation. To start with, the “broad comparison”
principle is historically premised on a comparison with big companies
with 100 employees or more. The established practice is that comparison
should only be drawn with employers that are generaly known as steady
and good employers who conduct wage and salary administration on a

8 The starting salaries reviewsin 1979 and 1989 were conducted as part of the overall salary structure

reviews.
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rational and systematic basis. As such, PTSs only collect data from large
and reputable firms with 100 employees or more. To some extent, data so
collected may be biased as the magority of the working population in
Hong Kong work for small and medium sized enterprises with less than
100 employees. Unlike large firms, these enterprises are believed to be
more volatile. To exclude them in the PTS could render the survey results
less representative.

6.23 However, whether or not we include more smaller companies
in the survey field, the ultimate question lies in the appropriate
benchmarking sample for the pay adjustment survey. Consideration must
be given to the representativeness of the economic sectors in general, the
fulfilment of the criteria of a “good and steady” employer by companies
in the sample, and the practical difficulty concerning participation.

6.24 Apart from comments on company size, the sample of
surveyed companies is also subject to criticism for not being able to
reflect accurately the territory-wide distribution of the economic
population. Due to difficulty in finding companies to participate in the
PTS in the past, and the need to maintain continuity in the survey sample,
the survey population is heavily biased towards utility companies. This
has led to allegations that the PTS results do not reflect accurately the
general picture of pay adjustment, taking into account the economic
population of all sectors as awhole. To address this inadequacy, the Pay
Trend Survey Committee has, in recent years, included new companies
from other economic sectors to the survey field, such as the “Wholesale,
Retall and Import/Export” and the “Community, Socia and Personal
Service” sectors, with a view to securing a distribution that is more
proportional to that of the territory as a whole. Nevertheless, progress
made so far is dow due to the difficulty of finding and adding large
number of surveyed companies in the under-represented sectors and the
sheer size of the utility companies which are not easy to counter-balance
over a short period of time.

6.25 Another common criticism is that the PTS does not take

adequate account of the possihility that employees in a company may
have received a pay increase only after the company has been downsized

52



or restructured. In the private sector, pay increase is a result of higher
productivity in terms of output or value-added per employee, but in the
civil service, productivity is difficult to measure and has not been a
determinant of pay adjustment.

6.26 Under the existing pay-scale system, civil servants who have
not reached the maximum points of their pay scales receive an annual
increment in addition to the salary adjustment made in April each year.
About 40% of the civil servants are in this group. Such practice is rare in
the private sector and is therefore perceived as a kind of double
adjustment. Although an increment deduction is applied to the gross PTls
every year, some critics argue that the value deducted does not adequately
offset the value of increments, i.e. for those who have not reached the
maximum points of their pay scales. (See also Appendix XI.)

6.27 Following the recommendation of the Burrett Committee in
1989, the Administration has established the practice that where the
resulting PTI for the lower salary band is below that for the middle band,
it is brought up to the same level unless there are over-riding reasons for
not doing so. With changes in the distribution of the labour force and the
socio-economic environment over the past ten years leading to an
oversupply of labour and smaller increases in salaries at the lower end, the
deliberate policy decision in the past may have aggravated the pay level
imbalance between this group of civil servants and their private sector
counterparts.

6.28 The fact that Hong Kong has experienced sustained economic
growth from the 1970s to 1990s means that affordability, a factor for pay
consideration at least on paper, had never been a prominent issue. Hence,
the pay adjustment system in practice has become more or less aformula-
based mechanism, which has the benefit of being straightforward and
avoiding much argument with the staff sides. Whether this can continue
Is a matter that deserves serious consideration by the Administration given
the current prolonged economic downturn.

6.29 In the past, pay increases for the civil service are applied
across the board, without any regard to performance. Pay had only been



upwardly flexible and the reduction this year is only achieved by the
introduction of highly controversial legidation. It is often a defence for
objecting to pay cuts in the civil service that private sector bonuses in
good years are not captured in the annual PTSs. Hence, it would be unfair
for the civil service to follow private sector companies in cutting pay
during bad times. This defence appears to be based on a misinterpretation
of the PTS, as changes in bonuses are captured in the calculation of the
PTls.

6.30 To some extent, the responding stakeholders acknowledge
that there are inadequacies in the existing pay adjustment system and
some fine-tuning is required. We suggest that the existing PTS should
be modernised to cope with the changing expectations from various
stakeholders. The Administration should consider whether and what
interim operational measures should be adopted, including whether or
not the annual PTS in its current form should continue to be conducted
in the interim period, pending an overall review of the pay adjustment
system.

Further Consideration

6.31 In the light of the Consultant’ s findings, we also suggest that,
in Phase Two, a closer look should be taken as to whether the growing
overseas trend of moving away from formula-based approaches in pay
determination has any useful application to Hong Kong. Without going
Into details at this stage, we would point out that, in studying this issue,
regard must be given to the contextual differences between Hong Kong
and the countries surveyed.



CHAPTER 7

INTRODUCING PERFORMANCE-BASED REWARDS

(This chapter sets out the Consultant’ s findings, the consultation feedback
and the Task Forces views in relation to introducing performance-based
rewards)

I ntroduction

7.1 When we discussed the development of the civil service pay
system in Hong Kong in Chapter 2, we highlighted the fact that since the
1990s, the public has expected more from the civil service, in terms of
value for money, efficiency, etc. We pointed out that a rigid regime which
Is seen to reward performers, under-performers and non-performers
indiscriminately will not be acceptable — not only to the general public,

but even increasingly among civil servants themselves.

7.2 The inclusion of performance pay as one of the five areas to
study in this review may be premised on the following considerations.

First, the private sector has successfully introduced performancelinked
factors in remunerating their staff, resulting in good performers being
awarded and non-performers being sanctioned.  Second, it is the
Administration’s observation that linking performance to pay in the civil

service is practised more and more by developed countries with some
success. Therefore, cbing the same in Hong Kong would be consistent
with the practices of the private sector, and would increase productivity of
the civil service and motivate better performers. In this chapter, we will

look further at these assumptions.



Experiencein Surveyed Countries

7.3 In its Interim Report,” the Consultant has pointed out that a
common thread in al the countries surveyed is to link pay more closely to
performance. As we have discussed in Chapter 5, the replacement of
automatic annua increments on fixed pay scaes by more flexible pay
ranges (which enable different pay and increases to be given on the basis of
performance) has been a sdgnificant step towards implementing
performance-related pay in these countries.

7.4 In varying degrees, some of the surveyed countries have
consolidated individua performance bonuses into base pay. Others prefer
to administer them in the form of one-off payments either as a token for a
good year’s work or a reward for contribution to a project. The rewards
have so far focused on senior civil servants, and do not form a major
element in the pay structure (ranging from 5% in one country to over 30%
in another). Asregards more junior civil servants, many are not digible for
performance-based rewards. Where they are, the amount is usualy less
than 10% of salary.

7.5 Team-based performance rewards are less common, and are
normally associated with completing a particular task or project, or
achieving a prescribed performance target.

7.6 The success of any performance-based reward scheme depends
very much on a credible supporting peformance management framework
that is fair and consistently applied. Adequate funding is dso essential to
allow meaningful rewards to be provided as a means to motivate staff.

1.7 The introduction of performance-based reward schemes takes
time as well as commitment from both management and staff. Securing
buy-in is crucia, particularly in convincing and training senior staff before
they are prepared to introduce such schemes to their own staff.

1 Consultant’s Interim Report, Pages 24-25



7.8 In some countries, effortsto link civil service pay more closely
to performance “have met with considerable resistance from Trade Unions
and staff, particularly in the early stages of implementation’. ?
mplementation has not always been as successful as one would hope.

The Hong Kong Experience So Far

7.9 The Hong Kong Government’s experience in introducing
performance-based pay is very limited. The proposa to progressively
introduce elements of a performance-based reward system into the civil
service first appeared in the Civil Service Reform Consultation Document
published in March 1999.

7.10 A pilot scheme was implemented in six departments in
October 2001 to test whether team-based performance rewards can be
distributed fairly, and to secure buy-in among departments and staff sides.
The results of this pilot scheme will not be known until later in 2002.

Results of Public Consultation

7.11 Consultation feedback indicates that management in the civil
sarvice are generally aware of the merits of performance pay, i.e. in
improving flexibility, motivating staff and reinforcing a performance
culture.  However, they ae aso concened about problems in
implementation, especidly when many of them do not see the present
performance appraisl mechanism as operating satisfactorily.  The
satisfactory operation of the mechanism, in turn, depends much on a
change in culture or mindset anongst both appraisers and apprai sees.

712 Some management would like to see the concept of linking
pay more closaly with performance extended to the power to sanction. A
common theme that has emerged in the consultation is that the lack of
effective powers to sanction non-performers, particularly in terminating
thelr employment, has been frustrating to management and demoralising to
other staff.

2 |bid., Page25
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7.13 Other respondents from management in the civil service are
concerned about the possible adverse impact of introducing performance
pay. Such impact may include upsetting the stability of the civil service,
multiplying the burden of complaints and appeals, breeding a flattery
culture and developing unhealthy rivalry within work teams.

7.14 Staff side bodies have expressed very smilar views. They
agree that performance pay is good in principle, but difficult to implement,
with the danger of creating more problems than it may solve. Some
express reservation about change, saying that they prefer to continue to rely
on promotion as reward.

7.15 Management and staff associations of the disciplined services
are more against performance pay. Apart from sharing the reservations of
their avilian counterparts, they stress the importance of team work in the
disciplined services. It would neither be easy nor fair to give individual
rewards in this light.

7.16 Feedback from the consultation a so indicates that members of
the public would like to see more competitiveness and better efficiency
amongst civil servants. Nevertheless, they are concerned about problems
in implementation, mentioning again the fear of breeding a flattery culture.

717 Articles in the press agree that there are merits in introducing
performance elements to pay. However, they also caution against upsetting
the stability of the civil servicee They suggest the need for clear
performance targets. They aso touch on fiscal constraints on the ability to
introduce performance-based rewards.

TheTask Force'sViews

7.18 We agree that serious study should be given to linking pay
more closely with performance as an important component in modernising
the civil service pay system. Interms of the operation of the civil service a
properly designed and implemented system of performance pay should, in
principle, help to better motivate staff and reinforce a performance culture.
In terms of the expectations of the public as well as civil servants, it helps



to address the criticism that the existing system is rigid and is seen to
reward performers and non-performers indiscriminately. The concept is
therefore in line with our vison set out in Chapter 3 (see paragraphs
3.2(c)—(e) and 3.4).

7.19 In studying the experience of the countries surveyed, however,
we note the varying degree of success in implementing performance pay.
We note further that the performance-based element typicaly makes up a
relatively minor component in the pay structure. Base pay is never put at
risk. In two of the five countries, performance pay is confined to senior
civil servants.

7.20 We are also mindful of the concerns expressed by management
and staff in the civil service, particularly the references to the lack of a
good staff appraisal system and the fear of breeding aflattery culture. We
accept that the measurement of performance in the civil service is likely to
be more problematic, given the difference between profit-driven private
sector practice (with more easily defined performance targets) and public
sector service (the quality of which is not readily quantifiable). We also
note the emphasis which the disciplined services place on team work and
the difficulty in singling out individuals for awarding performance pay.

7.21 The subject of introducing performance pay in the Hong Kong
civil service has been studied in an academic article in September 1999.°
The article points out that —

“While the case for reform and for putting more emphasis
on performance is quite overwhelming and the notion of
performance pay is certainly attractive to reformers in
concept, the efficacy of performance-related pay in practice
is still mixed with both encouraging as well as negative
experiences. There are several claims in favour of
performance pay which need to be evaluated with more

3 Anthony B. L. Cheung. “Moving into Performance Pay for Hong Kong Civil Servants:
Conceptualization and Implementation Problems”, in Public Administration and Policy, September
1990.
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vigour before they should be accepted as givens with open
arms. that the civil service can easly follow what private
firms do in rewarding performance; that a performance pay
system is more objective and fairer than the existing pay
system; that managers welcome performance pay as a
preferred tool of management; and even more critically, that
performance pay is an important motivator of
performance.” *

1.2 Clearly there are still many issues which require further study,
but they do not mean we should drop the idea of performance pay which is
not limited to the performance bonus type of reward that is being
experimented by the Administration for some departments. Taking a broad
Interpretation, the award of annua increment through the current pay scale
should be considered as a type of performance pay, provided that the award
Is more systematically linked to performance achieved. In this context,
performance pay is not something so far away. Indeed, many members of
the public consider that civil servants should not be awarded increments
automatically regardless of their performance. This type of performance
pay may be an area that merit further study in Phase Two of the review.

7.23 In addition, we suggest that a more detailed study should aso
be conducted on the feasibility of applying performance pay to senior civil
servants at the directorate level initialy in selected departments which
conduct tradable businesses (e.g. “trading fund” departments). This should
take into account the experience gained in the team-based pilot scheme, the
results of which will be known later this year. The study should be
conducted in Phase Two of this review.

1.24 Although the detailed study should initially focus on senior
civil servants at the directorate level, there may be a case to review the
principle and feasibility of performance pay (or other rewards) for the civil
service in genera in due course, while recognising that performance
rewards are small for junior civil servantsin the countries surveyed.

4 Ibid., Page 12



7.25 In the meantime, we would advise the Administration to take a
radical look at the staff appraisal system in terms of its design and
operation, with a view to ensuring reliable performance measurement. Itis
crucial that the system with its operating mechanism should be acceptable
to management and dtaff. Hence there is the need to involve them
extensively in the design and to secure their buy-in at an early stage. The
Administration should also explore the issue of defining dear work targets
and performance indicators for the purpose of increasing objectivity in
performance appraisas.

7.26 Until the above have been achieved, the introduction of
performance pay, including the bonus type of performance pay to middle
and lower ranking staff, should be put on hold.

Directorate L evel

1.27 We consider that after the above issues have been fully
addressed, a pilot scheme on performance pay may be introduced at the
directorate level in afew selected departments.

Disciplined Services

7.28 In view of the unique work nature of the disciplined services,
we agree that, in the context of performance pay, this group of civil servants
warrant separate consideration. After assessing the results of pilot schemes
in due course, further consideration may be given to whether (and, if so,
how) the system should be extended to the disciplined services.
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CHAPTER 8

SIMPLIFICATION AND DECENTRALISATION OF
PAY ADMINISTRATION

(This chapter examines the experience on decentralisation of pay
administration and discusses the pros and cons of introducing similar
practice to Hong Kong. This chapter also briefly touches on the scope for
simplification)

8.1 One of the five main areas the Task Force has been asked to
review is the experience on simplification and decentralisation of pay
administration. In painting a vison of the civil service pay system going
fooward in Chapter 3, we discussed how the concept of
empowerment/ownership should form an integral part of the vison. We
believe that the decentralisation of pay administration, as part of a broader
civil service reform which ams at devolving management responsibilities
to improve service delivery efficiency, should be considered as a target in
the longer run.

Experience of Decentralisation in Surveyed Countries

8.2 In the Consultants Interim Report, it was pointed out that “a
key, long term thrust of civil service pay reform in survey countries (and
indeed, in many other countries) has centred on decentralisng more
responsibility for pay policy and administration with the objective of
improving flexibility, accountability, overall performance and efficiency.”
Australia, New Zealand and the United Kingdom have devolved most pay
administration responsibility to individual agencies and departments,
within certain centrally determined parameters and guidance. Singapore

1 Consultant’ s Interim Report, Page 16
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and Canada have also given more autonomy and flexibility to departments,
but they have retained more centralised control.

8.3 All five countries surveyed have, meanwhile, continued to
centrally manage most or the entirety of their senior civil service for pay
purposes and for broader human resource management.

8.4 The Consultant has aso observed that “whilst certainly
contributing to some significant improvements, devolution has also created
some important challenges that need to be recognised and managed,
particularly against the backcloth of a perceived fragmentation of the civil
service’.® The issue is therefore, a most complicated one of striking the
right balance.

The Hong Kong Experience So Far

8.5 In the case of Hong Kong, the Task Force' s Interim Report has
pointed out that, for the sake of operational efficiency, system transparency
and upkeeping of internal relativity, pay administration has always been
centrally managed by the Civil Service Bureau, on the advice of advisory
bodies. New headway in the direction of decentralisation was only made in
1999-2000 when Heads of Departments and Heads of Grades were
authorised to recruit non-civil service contract (NCSC) staff and determine
their pay to help meet the temporary shortfall in manpower.*

8.6 In the mid-1990s, within the context of “Public Sector
Reform”, the concept of “Trading Funds’ was introduced in five
government organisations. Thelr managers are authorised to manage their
financial resources aong commercia practices but Civil Service Pay Scales
have continued to be used for remunerating staff.”

8.7 Since 1999-2000, the Administration has progressively
introduced a “One-line Vote Arrangement” in 23 departments. The

Ibid., Page 16

Consultant’ s Final Report, Page A3
Task Force’s Interim Report, Page 18
Ibid., Page 19
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Controlling Officers of these departments are given autonomy and
flexibility in deploying funds between the various components of
expenditure. However, central pay and establishment controls continue to
apply to these one-line vote departments.®

8.8 The “decentralisation” introduced in Hong Kong so far is no
comparison to those taking place in the countries surveyed. Here, the
Administration has been extremely cautious in venturing into the pay arena
in its recent efforts of “decentralisation” as any such initiative would
iImpact on the established civil service pay administration policy and
mechanism. We understand it is the Administration’ s belief that it would
not be appropriate to change such policy and mechanism without going
through a major review and a consensus-building process on the best way
forward.

Results of Public Consultation

8.9 The mixed results obtained from the public consultation since
the release of the Task Forcés Interim Report show that the
Administration’ s cautious approach mirrors the wide range of views which
existls at this point in time as to whether decentraisation of pay
administration fits Hong Kong' s situation.

8.10 Some civil service managers are in favour of having more
human and financial management resources placed under their control as a
result of decentralisation of pay administration. The Consultant has aso
confirmed that these managers believe it is possible to delegate the
authority to departments within broad, central guidelines and parameters to
best meet local needs. However, other managers believe that Hong Kong is
too small to justify highly decentralised arrangements. They are concerned
that decentralisation may create additional administrative burden, distract
them from performing the department’ s core functions and lead to the loss
of internal relativities when staff with similar experience and skill are paid
differently in different departments under a fragmented pay system. This,

®  Ibid., Page 19



they worry, might result in unhealthy competition between departments for
resources.

8.11 Some departmental managers are skeptical about achieving
greater autonomy under the pretext of decentralisation. They pointed out
that departments would ill have to operate their pay system within a
centrally determined policy framework, subject to strict affordability and
budgetary constraints, leaving them with very limited flexibility in
determining pay.

8.12 Other concerns expressed include “the lack of resources and
expertise in pay adminigtration”, “the fragmentation of pay scales’, “the
problem of interna relativity”, “inconsistency”, “endless pay-related
disputes and staff appeals’, “loss of economy of scale’, “draining of
relationship between management and staff” and “effect on the overall
coherence of the civil servicein terms of common purpose and values”.

8.13 The mgjority of the responding civil service staff bodies have
aso expressed reservation. Some consider that the current pay
administration practice has worked well and any change would create
internal conflicts between staff and management. Having seen what
happened in the countries surveyed, staff unions are also worried that their
bargaining power over pay level and pay adjustment might be affected.
Yet others are worried about abuse of power by senior staff in the
departments when pay administration is decentralised.

8.14 A minority of the responding disciplined and civilian staff
bodies, on the other hand, consider that there are merits in decentralising
pay administration. It will enable departments to recruit according to need
and to reward their staff on a fairer basis, having set the pay system to
better suit the demand of individual departments. However, even staff
bodies which see the “brighter Sde” of decentralisation are aware of the
difficulties associated with the idea. Hence, they advocate a very gradua
approach; for instance, conducting trial runs on non-core grades or trading
funds staff by alowing the departments which hire them to give additional
increments, benefits, or extension of contracts. The central authority



should, in the meantime, continue to issue broad guidelines within which
departments can devise a reasonable pay system best suited to their needs.

8.15 The same divergence of views is present in the submissions of
individua civil servants. Some object to the idea of pay decentralisation,
with reasons very similar to those aready mentioned. Others support the
Idea, echoing what has been observed overseas in that decentralisation may
empower departments “to appoint and develop people with the skills
necessary in a rapidly changing environment”.” Once again, a cautious
approach has been suggested. There is dso general agreement that the
central authority should maintain some control by setting pay ranges and
providing avenues for appeal etc.

8.16 Views expressed in the nonrgovernment sectors are equaly
divergent, although the distance between the two polesis considerably less.
Apart from observations on the merits and demerits of decentralised pay
administration, some regard the move a prerequisite for introducing
performance pay, whilst others suggest that departmentalisation of some
common and general grades should be introduced in unison. But all
caution that any moves in these directions should not be embarked upon in
haste.

8.17 Very smilar views have been expressed in press articles, with
some pointing out that whilst overseas experience can be useful reference
materials, Hong Kong' s situation is not entirely the same as those countries
surveyed.

TheTask Force'sView

8.18 We have been extensively briefed on views expressed on this
Issue. Our attendance at public consultation sessions has proved to be very
fruitful. Members have debated the issue thoroughly at the Task Force' s
regular meetings and brainstorming sessions. We have aso discussed with
the Consultant their findings and observations on how decentralisation
fared in the countries surveyed, paying particular attention to the shortfalls,

" Consultant’ s Interim Report, New Zealand Country Summary, Page vii



criticism from stakeholders and difficulties encountered during the long
periods of time required for implementation. All indications point to the
complexity of the issue and the need to tread very carefully on this area of
study.

8.19 We agree that there are merits in decentraising pay
administration as part of the devolution of human resources management.
Thiswill empower managers to better manage staff resources according to
the specific needs of their departments, alow them to recruit and retain
staff outside the main stream pay scales, permit them to better reward good
performers and sanction non-performers, etc. However, the Task Force is
also fully avare of the need to address legitimate concerns expressed by
critics and doubters.

8.20 Overseas experience on decentralisation varies according to
country circumstances, but some degree of decentraisation of pay
administration has been a common feature of reforms. Though not entirely
without problems (e.g. fragmentation of the civil service, inconsistency in
pay arrangements for similar staff in different departments, barriers to
cross-posting etc.) departments have been given freedom to manage their
own pay arrangements to suit their particular needs.® Such freedom, if
exercised responsibly and within some necessary government-wide
parameters, can contribute towards having better-run departments, more
motivated and accountable staff and better delivery of public services.

8.21 The idea should therefore not be lightly dismissed, nor the
benefits which decentralisation of pay administration might bring be
allowed to be buried under the doubts and criticisms expressed so far. A
more constructive attitude would be to recognise both the merits and
congtraints of decentralisation, and to find ways and means to overcome
practical problems identified.

Timeframe

8 Consultant’ sFinal Report, Page 31

67



8.22 We would therefore recommend to the Administration that
decentralisation of pay administration be adopted as a longer term target, to
be looked at in greater depth, together with the challenges decentralisation
might bring. It will be up to the Administration to consider what parts of
the pay system can be further decentralised, and in what timeframe.

TheWay Forward
8.23 We would like to propose a staged approach.
8.24 Stage one should form part of Phase Two of this review.

Factors which have led some departmenta management and staff to
express reservation should be examined in greater detail, engaging in
discussion once again with those who have so expressed their views in the
process. Attempts should be made to explore with these stakeholders to
convince them that with the obstacles removed and necessary assistance
given, a decentralised pay system can empower them to run ther
departments better.

8.25 The detailed examination will also look at the relationship
between decentralisation of pay administration and other aspects of civil
service that need to be reformed. We should also examine the experience
gained from pay arrangements applicable to NCSC staff, and the effects
such may have on incumbent staff and departmental operation.

8.26 What further needs to be looked into is the relationship
between central administration and departmental management when pay
administration is decentralised, for instance, the extent departments should
operate within the centrally determined fiscal conditions.

8.27 Finally, the possibility of engaging the main staff side bodies
and staff unions in designing such a decentralised pay administration
system should also be considered.

The Next Stage

8.28 We are confident that the findings of the detailed examination
will show that the obstacles and reservations can be overcome by



complementary reforms and changes in other areas of the civil service
syssem. The next stage is to consider obtaining “buy-in” from the
stakeholders, particularly from staff who are used to a centrally determined,
formula-based pay system. It will be necessary to demonstrate how a more
flexible pay system can help departments operate better in delivering
quality service to the community as well as bringing more job satisfaction
to those delivering the service, in an environment manned by motivated
colleagues.

8.29 The next area to be considered would be the support to
management through training. It is obvious from consultation feedback
that doubters of decentralisation consider themselves somewhat lacking in
human resource management expertise. Some would rather concentrate on
delivering the department’ s core service than being responsible for
managing the departments pay system. We need to identify the assistance
that can be given to those who wish to try out a more flexible pay system.
To what extent can the lack of expertise be overcome by training or by the
injection of resources? How can outside expertise assigt in the first few
years, bearing in mind that this was a route taken in the countries surveyed?

8.30 We bdlieve that even in the stages of detailed examination and
fact-finding, it is vita that management and staff should be given the
assurance that decentralisation of pay administration is not only an
initiative involving along lead time, but that it will not be imposed on them.
In other words, there should be flexibility whereby some departments
which are managerially and culturally ready for decentralisation can opt for
the devolved system while others which would prefer alonger waiting time
can stay on the existing track with more centralised control.

8.31 We would like to suggest that every effort should be made to
convince both the management and staff sides that decentralisation is worth
trying out and that voluntary pilot schemes will be considered. The centra
administration should have to support and monitor the scheme closdly, to
the extent of shouldering additional costs or seconding additional staff to
assist. The number of pilot projects may be few in the first phase of tridl.
The important thing is experience accumulation and lesson learning.
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Simplification of Grade Structure

8.32 Turning to simplification of grade structure, we notice that the
majority of consultation feedback do not object to the concept of delayering
in order to improve efficiency and save costs. |f implemented properly,
this would be an important initiative to achieve savings, through the
reduction in administrative cost as a result of the ssimplified structure, with
relatively less pain to the staff involved. This will dso help to install a
sense of cost-effectiveness in the departments concerned.

8.33 However, as in the case of decentralisation, the issue has to be
treated carefully. The following areas have to be closely examined in
Phase Two of the review before any step in this direction should be taken —

@ the scopefor smplification;

(b) how present ranks can be dedayered without affecting
productivity and staff morale;

(c) whether delayering could be implemented together with pay
ranges and performance-based pay to better reward the
performing staff, given that promotion might become a less
feasble incentive in periods of consolidation or Sow
expansion particularly as delayering takes place;

(d) whether departmentalising common and general grades would
strengthen loyalty to the host department, enhance training,
help retain experience and yet maintain adequate flexibility in
staff deployment; and

() the need for regular job evaluation.
Directorate Level

8.34 We would like to suggest that like al the countries surveyed
Hong Kong should continue to centrally manage senior civil servants at
directorate level for pay purposes. Overseas experience has shown that this
approach is an effective way of maintaining a ceiling on public sector pay
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levels and safeguarding the cohesiveness of the civil service, while
alowing for staff mobility between departments at the most senior level.

Disciplined Services

8.35 We would suggest that separate consideration should be given
to disciplined services, in the light of their operationa needs, as regards
whether decentralising pay administration would be beneficial. The matter
can be considered after dlowing time for the perceived difficulties to be
worked out in the next stage of the review.

8.36 We look forward to the further examination of the issues of
decentralisation of pay administration and simplification of grade structure
in Phase Two of the review, with due regard to those considerations we
have outlined above.
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CHAPTER9

CONCLUSION

(This chapter recaps what the Task Force was expected to do in Phase One
of the review, revigits the findings and discusses the way forward)

TheTask

9.1 The three advisory bodies on salaries and conditions of civil
service was invited by the Administration in December 2001 to “carry out
an analytical study on the latest developments in civil service pay
administration in other Governments (including but not limited to
Sngapore, the United Kingdom, Australia and New Zealand). The study
should have regard to the history of development of the civil service pay
system in Hong Kong and identify best practices in civil service pay
administration that would be of particular relevance to Hong Kong. The
study findings will be publishad to facilitate an informal discussion on
whether any fundamental changes to our civil service pay policy and
system are called for and if so, the conduct of the comprehensive review
under the second phase’." The Administration’ s invitation can be found in

Appendix I.

The Approach

9.2 The Task Force, formed by members drawn from the three
advisory bodies, started work in January 2002 and engaged a consultant to
supply it with information on latest developments in the four countries

1 Letter of Secretary for the Civil Service dated 18 December 2001 to Chairman of the Standing
Commission on Civil Service Salaries and Conditions of Service, Standing Committee on Disciplined

Services Salaries and Conditions of Service and Standing Committee on Directorate Salaries and
Conditions of Service, Para 5
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sdected by the Administration. The Consultant’ s suggestion of adding
Canadato the list was accepted.

9.3 In the meantime, the Task Force revisited the history of
development of the civil service pay system in Hong Kong. Observations
made during this review were subsequently published in Chapter 2 of the
Task Force' s Interim Report.

9.4 In order to facilitate an informed discussion of best practicesin
other countries which might be relevant to Hong Kong, we published the
Interim Report in late April 2002 and a Consultation Paper in which
28 points of interest were listed. As a popular aid to soliciting views from
al quarters, a pamphlet summarising the 28 points into 15 questions was
also produced.

9.5 Judging from the feedback received via post and emall, the
Issue is amatter of public concern, in particular amongst civil servants.

Members of the Task Force also benefited greatly from the forums and

meetings organised to discuss, faceto-face, with departmental management,
civil service staff bodies, individua civil servants and members of the
public. Only then did we fed that we had the requisite feedback and inputs
from all quarters to discuss and brainstorm amongst ourselves to come up
with views and suggestions on the five areas dipulated by the
Administration in its invitation.

9.6 This should explain why in the Interim Report and during the
consultation period, we were at pains to explain to the audience that
collectively, the Task Force did not have any pre-determined stance on the
issues being studied and on the 28 questions in particular. The
maintenance of an open mind was vital to a dispassionate and rational
examination of the issues at stake.

The Observations

9.7 One message which comes out strongly from the written
feedback and at the consultation sessions is that while, arguably, the local
civil service pay system is not as advanced as that of the countries surveyed,
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a “big bang” approach to modernisation has no support from any quarter.
Indeed, this will only destabilise a civil service which is adjusting to recent
reform measures, pay reduction and a new accountability system. The
middle and lower ranking civil servants in particular remain to be
convinced that the present review does not have a hidden agenda to
dramatically reduce the size of the civil service and to adjust ther
remuneration downwards.

9.8 Notwithstanding the above perception, we hope we will be
able to collectively convince al doubters that the purpose of our review is
to study ways and means to modernise the pay system at a pace which is
acceptable to both the stakeholders (i.e. the civil service management and
staff side) and society as awhole. Viewed in the light of what have been
happening in developed countries like those surveyed by the Consultant,
we believe such areview is timely and necessary.

Pay L evel Survey

9.9 The Task Force cannot be oblivious to the more pressing issue
of modernising the existing pay adjustment mechanism. As pointed out in
Chapter 6 of this report, we would like to recommend to the Administration
that priority should be given to devising a practical framework and
methodology for conducting a pay level survey in order to render the pay
adjustment mechanism more credible to all sectors of society. In this
regard, we note the Administration has ndicated that the scope of Phase
Two of the review exercise should at least cover, amongst others, the
methodology for determining pay levels in the civil service (including the
timing and frequency of conducting a full-scae private sector pay
comparability study if it is decided that the principle of broad comparability
with the private sector should be upheld). We suggest that the
Administration should seriously consider the recommendations of the 1988
Burrett Committee and ensure that pay level surveys are “institutionalised
and that they should be mounted with a frequency which acknowledges
both the overriding importance of maintaining civil service pay at far
levels, and the ineradicable weaknesses of [annual] pay trend surveys as a
means of determining civil service pay ..... the am should be to mount a
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pay level survey a intervals of about every three years’?. When the next
pay level survey should be conducted should be a matter for the
Administration to decide. If it is decided that a pay level survey should be
carried out, the Administration should discuss with the three advisory
bodies on how the pay level survey should be conducted. The
Administration should also consider whether the pay trend survey should
proceed as usua in the meantime.

Areasfor Further Studies

9.10 In addition to reviewing and modernising the pay adjustment

system and mechanism, we have suggested in other chapters of this report

that, in the genera direction of an overall progressive improvement scheme,
the following areas deserve more critical and in-depth examination under

Phase Two —

€) the feasibility of introducing flexible pay ranges to senior civil
servants at the directorate level after the development and
satisfactory execution of a reliable performance measurement
system;

(b) the feasibility of introducing performance pay to senior civil
servants at the directorate level after the development and
satisfactory execution of a reliable performance measurement
system; and

(c) the adoption of decentralisation and smplification of pay
administration as a long-term target, recognising the merits of
decentralisation as well as the challenges and problems that it
might bring.

Acting in accordance with our terms of reference, what we have managed
to do in Phase One of the review is to define the inadequacies as perceived

2 Committee of Inquiry into the 1988 Civil Service Pay Adjustment and Related Matters (Burrett
Committee), Final Report, Para 5.38
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and, where possible, to narrow down the scope of study in view of
feedback and public consultation.

Complementary Reforms

911 We have taken into account the findings in the Consultant’ s
Find Report. We are in agreement with the Consultant’ s observation on
the importance of “complementary reforms’ outside the pay arena. These
include the broader delegation of human resource and financial
management responsibilities and the introduction of robust and credible
systems of performance measurement and management® and making the
process of removing/dismissing the non-performers less tedious. These
have to be in place dongside any attempt to change the pay structure and
its administration. Experience overseas has shown that financial constraint
can cripple or negate any concrete proposals to introduce flexibility to the
pay system. Acceptance by and close collaboration with the resource
bureaux of the Administration are crucial to any success in modernising the
pay system. All these issues cannot be rushed. In the countries studied, it
has taken more than a decade in most cases to have any tangible reforms
implemented.

Changing of Mindset and Buying-in

9.12 At this juncture, it is more important to understand and to
demonstrate to al the need for change and the benefit such changes might
bring. Changing of mindset, both for management and staff side, is crucial
before buy-ins can take place. It is therefore essentia to consult the
stakeholders widely during the process so as to build up consensus for
reform.

Priority Areas

9.13 To conclude, we would like to reiterate that while changes are
necessary, they cannot be rushed. Detailed studies should be conducted on

3 Consultant’s Final Report, Page 4

76



the areas highlighted in this report and stakeholders buy-in secured before
changes are to be introduced.

9.14 For the short term, priority should be given to devising a
practical framework and methodology for conducting a pay level survey,
that lies at the centre of the pay system, and to reviewing the pay trend
survey methodology. The Administration should consider the appropriate
interim measures to be adopted for the annual civil service pay adjustment
exercise pending the outcome of the above review.

9.15 For the medium term, an extensive and critical assessment of
the staff appraisal system should be conducted to see what changes are
needed in order to pave the way for introducing elements of performance
pay (including the systematic linking of achieved performance to the award
of annua increments) and flexible pay ranges to civil servants, preferably
the senior tier (directorate level) initialy. [If such initiatives at the senior
level prove to be feasible and conducive to achieving better performance,
this would inspire confidence in change and provide useful experience for
further application of the new arrangements within the civil service. In
addition, consolidation of allowances should be adopted as a target, as part
of amove towards a“ clean wage’ policy in the long run.

9.16 As for the long term, decentralisation of pay administration
should be adopted as a target, after detailed studies are conducted to
determine the scope of implementation at different stages, and to see
whether the challenges associated with each stage can be overcome. The
ultimate objective is to allow departments greater freedom to manage pay
arrangements to suit their needs. In addition, a “clean wage’ policy with
benefits incorporated into base pay should be adopted as a target.

9.17 Due to ever-changing socio-economic and political
circumstances, the medium and long-term recommendations should be
regularly reviewed to ensure that they still meet the demands of the time.

TheWay Forward

9.18 We would also like to recommend that the Administration
should make public our Phase One Fina Report. The public should be



encouraged to discuss its contents and recommendations. As stipulated in
the Secretary for the Civil Service' s letter in December 2001, the Task
Force will take into account the ensuing public discussions before
suggesting to the three advisory bodies the methodology and timing for the
Phase Two review. This should take place before the end of 2002. After
that, it will be up to the Administration to decide on the best approach to
take forward the review, after considering the advice from the three bodies.
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SECRETARY FOR THE CIVIL SERVICE
GOVERMMENT SECRETARIAT

CENTRAL GOVERMMEMT OFFICES
WVEST WING
LOVVER ALEERT ROAD

HOMG KOMNG

AEFHE Our Ref.: WASHE Tel. Mo 2810 2342
EHIEY Your Ref: MWW Fax Mo.: 2B68 5069

18 December 2001

Mr Yeung Ka-sing, JP Note

Chairman

Standing Commission on Civil Service Similar letters have been
Salaries and Conditions of Service sent to the Chairmen of the

Room 701, Tower Two, Lippo Centre Standing Committee on

89 Queensway
Hong Kong

Disciplined

CA:_\ (< r.-.‘)o, Service.

Directorate Salaries and
Conditions of Service and
the Standing Committee on

Salaries and Conditions of

Services

Review of Civil Service Pay Policy and System

[ am writing to invite the Standing Commission on Civil

Service Salaries and Conditions of Service (Standing Commission), in
conjunction with the Standing Committee on Disciplined Services
Salaries and Conditions of Service (SCDS) and the Standing Committee
on Directorate Salaries and Conditions of Service (Directorate
Committee), to conduct a comprehensive review of the pay policy and
system for the civil service. I would also like to invite the Standing
Commission to take the lead in coordinating with the SCDS and the
Directorate Committee in this review exercise.

We are most grateful for the advice and recommendations
given by the Standing Commission in the context of the 1999 Civil
Service Starting Salaries Review. In recognition of the difficulties in
comparing salaries beyond the starting level and the greater difficult
inherent in, and longer time required for, an overall review, we had then
concluded that we should focus on a review of the starting salaries. The
revised civil service benchmarks and starting salaries and the delinking
mechanism for starting salaries were implemented on 1 April 2001.



During the recent public discussion on civil service pay. there
are concerns in some quarters that other than the starting salary levels,
the Administration has not reviewed the salary levels beyond the entry
ranks for over a decade. As a result, the pay for certain grades and
ranks in the civil service is no longer broadly comparable to the pay
levels in the private sector. Concerns have also been raised about the
validity of the annual pay adjustment mechanism. The central issue
arising from the recent discussion which we need to address is the extent
to which our current civil service pay policy and system are still in
keeping with today's circumstances. Accordingly, we would like to
invite the Standing Commission, in conjunction with the SCDS and the
Directorate Commitiee, to conduct a comprehensive review of our civil
service pay policy and system with a view to modernising it and bringing
it more in line with the best practices elsewhere; making it simpler and
easier to administer; and building in more flexibility to facilitate
matching of jobs, talents and pay.

The review will cover the non-directorate and directorate staff
in the civilian and disciplined grades. We will involve the SCDS and
the Directorate Committee in the review exercise to ensure that the
interests and concerns of the disciplined services and directorate staff will
be fully taken into consideration.

In view of the complex nature of the review, we shall adopt a
phased approach. For the first phase of the review, we invite the
Standing Commission, in conjunction with the SCDS and the Directorate
Committee, to carry out an analytical study on the latest developments in
civil service pay administration in other Governments (including but not
limited to Singapore, the United Kingdom, Australia and New Zealand).
The study should have regard to the history of development of the civil
service pay system in Hong Kong and identify best practices in civil
service pay administration that would be of particular relevance to Hong
Kong. The study findings will be published to facilitate an informed
discussion on whether any fundamental changes to our civil service pay
policy and system are called for and if so, the conduct of the
comprehensive review under the second phase. The terms of reference
of this analytical study is enclosed.

Based on the findings of the analytical study and taking
account of the ensuing discussions with the concerned parties, the
Standing Commission and the other two advisory bodes are invited to
make recommendations to the Administration on the conduct of the
comprehensive review on civil service pay policy and system under
phase two. The recommendation should cover the scope of the detailed
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review, the factors which may need to be taken into account in
conducting this exercise, the methodology to be adopted as well as the
timing and timeframe for completing the second-phase review. The
Administration would also like to be advised on the methodology and
timing for conducting a comparability study between civil service pay
and private sector pay, with due regard to the differences in job nature
and in the measurement of output/performance.

While we have an open mind on the scope of the detailed
review under phase two, we consider it appropriate to cover at least the
following areas —

(a) a review of the fundamental principles underpinning our present
civil service pay policy, especially the principle of broad
comparability with private sector pay;

(b) the methodology for determining pay levels in the civil service
(including the timing and frequency of conducting a full-scale
private sector pay comparability study if it is decided that the
principle of broad comparability with the private sector should be

upheld);

(c) rationalisation of the grading structure and salary structure of some
400 grades and over 1 000 ranks in the civil service, and a review of
the principle of internal pay relativity among grades with a view to
building in greater flexibility in the civil service grading and pay
structure;

(d) motivation of the civil service through an improved and more
flexible salary system;

(e) the annual pay adjustment mechanism; and

(f) preservation of the integrity and stability of the civil service system
while system changes take place.

The  Administration  will, after considering the
recommendations of the Standing Commission and the other two
advisory bodies, decide on the best approach to take forward the second

phase of the review exercise.

We would like to receive the results of the analytical study to
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be carried out under phase one by the middle of 2002, and the
recommendations on the conduct of the detailed review under phase two
in the second half of 2002. In carrying out their work, the three
advisory bodies are required to take account of the views of all
interested parties, including the staff sides, departmental/grade
management and other interested parties.

While the overall review is underway, we shall continue to
adopt the existing mechanism for civil service pay adjustment based on
the findings of the annual Pay Trend Survey and other usual
considerations for the 2002 civil service pay adjustment exercise. We
shall also hold the next periodic benchmark review on starting salaries,
which is due in 2002/2003, in abeyance pending the outcome of the
overall review.

The review that we are embarking on is wide in scope and
complex in nature. Given the way our civil service pay system
underpins the civil service structure, the recommendations arising from
the review may have a profound impact on the civil service. I would
like to assure you that the Administration will render all necessary
assistance to the Standing Commission and the other two advisory
bodies to facilitate the smooth progress and successful completion of
this main review.

I am writing separately to the Chairman of SCDS and the
Chairman of the Directorate Committee to invite the two advisory
bodies to participate in the review.

Yours sincerely,

(Joseph W P Wong)
Secretary for the Civil Service

c.c. 5G, J5SCS



Study on Recent Developments and Best Practices
in Pay Administration in Other Gover nments

Termsof Reference

The Standing Commission on Civil Service Sdaries and
Conditions of Service (the Standing Commission), in conjunction with the
Standing Committee on Disciplined Services Saaries and Conditions of
Service and the Standing Committee on Directorate Salaries and
Conditions of Service, are invited to examine recent developments and
best practices in civil service pay administration in other Governments in
order to advise the Government on whether there are lessons to be learnt
for the existing civil service pay policy and system.

2. The advisory bodies are requested to focus on pay administration,
including the following aspects -

(@ the pay policies, pay system and pay structure commonly
adopted;

(b) the experience of replacing fixed pay scales with pay ranges,
(c) the pay adjustment system and mechanism;

(d) the experience of introducing performance-based rewards to
better motivate staff; and

(e) the experience on smplification and decentralisation of pay
administration.

3. The deliverables of the study will include detailed examples of
the systems and practices that are widely adopted by other Governments,
an analysis on their respective pros and cons, and advice on best practices.

4, The advisory bodies are required to take account of the views of
al interested parties in this exercise, including the saff sides,
departmental/grade management and other interested parties.

5. The study findings should be submitted to the Administration by
the middle of 2002.
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Appendix |V

Task Force on Review of Civil Service
Pay Policy and System

Termsof Reference

In the context of the comprehensive review of the pay
policy and system for the civil service in respect of civilian and disciplined

grades to be conducted by the three Advisory Bodies

(& to research into the latest developments in civil service pay
administration in other governments, analyse their pros and cons
and identify best practices that may be of particular relevance to
Hong Kong, having regard to the history and development of the
civil service pay policy and system in Hong Kong, and focusing
on the following aspects—

(i) the pay policies, pay system and pay structure commonly
adopted;

(i) the experience of replacing fixed pay scales with pay ranges
or other pay systems;

(ii1) the pay adjustment system and mechanism;

(iv) the experience of introducing performance-based rewards to
better motivate staff; and

" They are the Standing Commission on Civil Service Salaries and Conditions of Service, the Standing
Committee on Disciplined Services Salaries and Conditions of Service and the Standing Committee on
Directorate Salaries and Conditions of Service.
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(v) the experience on simplification and decentralisation of pay
administration including any related management changes;

(b) to commission a consultant to assist the Task Force on an
anaytica study on (a) above, and receive the interim and final
consultancy reports from the consultant;

(c) to monitor the progress and provide guidance to the consultant

during the consultancy study;

(d) to conduct a public consultation exercise on the preliminary
findings and recommendations of the Task Force, taking account
of the views of al interested parties, including the staff sides,

departmental/grade management and members of the public;

(e) inthelight of the findings and recommendations, and the views of
al interested parties, to recommend the scope, methodology and
timing of the comprehensive review to be undertaken in the
second phase and the factors which may need to be taken into

account; and

(f) to report to the three Advisory Bodies on the recommended way
forward and to take such follow-up action as the Advisory Bodies

may direct.
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Appendix V

List of Organisations represented in the
Conaultation Forums of the Task Force

Forum for Main Staff Consultative Councils/Bodies
Date: 3 June 2002

Time: 2:30 p.m.—4:30 p.m.

Venue : Hong Kong Centra Library Lecture Theatre
Attended by representatives of the following organisations :

Senior Civil Service Council (Staff Side)

(including : Association of Expatriate Civil Servants of Hong Kong;
Hong Kong Chinese Civil Servants’ Association; and
Senior Non-expatriate Officers Association)

Modd Scale 1 Staff Consultative Council (Staff Side)

Hong Kong Federation of Civil Service Unions

Government Employees Association



(I

Forum for Bureaux and Departments

Date: 5 June 2002

Time: 2:30 p.m.—4:45p.m.

Venue : Hong Kong Central Library Lecture Theatre
Attended by representatives of the following Bureaux and Departments :

Agriculture, Fisheries and Conservation Department
Architectural Services Department

Audit Commission

Buildings Department

Census and Statistics Department

Chief Secretary for Administration’ s Office
Civil Aid Service

Civil Aviation Department

Civil Engineering Department

Civil Service Bureau

Civil Service Training and Development Institute
Companies Registry

Congtitutional Affairs Bureau

Correctiona Services Department

Customs and Excise Department

Department of Health

Department of Justice

Economic Services Bureau

Education Department

Electrical and Mechanical Services Department
Environmental Protection Department

Financia Services Bureau

Fire Services Department

Food and Environmental Hygiene Department
Government Flying Service

Government Property Agency

Government Supplies Department



Health and Welfare Bureau

Highways Department

Home Affairs Bureau

Home Affairs Department

Hong Kong Observatory

Hong Kong Police Force

Hongkong Post

Housing Department

Immigration Department

Independent Commission Against Corruption
Information Services Department

Information Technology and Broadcasting Bureau
Information Technology Services Department
Inland Revenue Department

Innovation and Technology Commission
Intellectual Property Department

Judiciary

L abour Department

Land Registry

Lands Department

Lega Aid Department

Leisure and Cultura Services Department
Marine Department

Official Languages Agency

Official Receiver’ s Office

Planning Department

Printing Department

Public Service Commission

Radio Televison Hong Kong

Rating and Vauation Department
Registration and Electoral Office

Security Bureau

Socia Welfare Department

Student Financial Assistance Agency
Televison and Entertainment Licensing Authority
Territory Development Department
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(1)

(V)

Trade and Industry Department
Transport Bureau

Transport Department
Treasury

Water Supplies Department
Works Bureau

Public Forum
Date: 9 June 2002
Time: 3:00 p.m.-5:00 p.m.

Venue : We Hing Theatre, City University of Hong Kong

Forum for Staff Associations/Unions

Date: 11 June 2002

Time: 10:15am.—12:15p.m.

Venue : Hong Kong Central Library Lecture Thesatre
Attended by representatives of the following organisations :

Architectural Services Department Landscape Architects Association
Architectural Services Department Quantity Surveyors' Association
Association of Government Calligraphists

Association of Government Cartographic Staff

Association of Government Cultural Services Assistants

Association of Government Printing Officers

Association of Government Survey Officers (Estate)

Association of Government Technical & Survey Officers
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Association of Hong Kong Civil Servants

Association of Technical Officers (Cultural Services)

Association of Water Meter Reading Staff

Bailiff Grade Union

Bailiff’ s Assistants Association

Consumer Services Inspectors’ Association - WSD

Government Electricd & Mechanica Services Department
Technical Staff Union

Government Electrical & Mechanical Services Department Building
Services Employees Association

Government Electrical & Mechanical Works Supervisors, Craftsmen
& Workmen Association

Government Employees Solidarity Union

Government Librarians Association

Government Mod 1 Staff General Union

Government Park & Playground Keepers Union

Government Supplies Assistants Association

Hong Kong Chinese Civil Servants Association — Social Security
Assistants Branch

Hong Kong Chinese Civil Servants Association — Welfare Worker
Branch

Hong Kong Clerical Grades Civil Servants General Union

Hong Kong Fire Services Department Ambulancemen’ s Union

Hong Kong Fire Services Officers Association

Hong Kong Government Filtration Plant Staff Union

Hong Kong Government Municipal Services General Grades Staff
Union

Hong Kong Housing Department Architects Association

Hong Kong Housing Department Structural Engineers Association

Hong Kong Immigration Assistants Union

Hong Kong Leisure and Cultural Services Department Employees
General Union

Hong Kong Marine Department Local Professona Officers’
Association

Hong Kong Marine Department Marine Controllers Association

Housing Department Quantity Surveyors’ Association



Housing Department Senior Estate Assistant Association
Labour Inspectors Association

Land Executives Association

Land Inspectors Union

Marine Department Chinese Employees Union

Marine Department Technical Inspectors Association
Marine Officers Association

Occupational Hygienists Association

Senior Occupationa Safety Officers Union

(V) Forum for Staff Associations/Unions
Date: 11 June 2002
Time: 2:30 p.m.—4:20 p.m.

Venue : Auditorium, Civil Service Training and Devel opment
Institute

Attended by representatives of the following organisations :

Association of Hong Kong Nursing Staff

Association of Therapeutic Radiographers

Government Statistical Officers Association

Hong Kong Air Traffic Controllers Association

Hong Kong Government Filtration Plant Staff Union

Hong Kong Hospital Operating Theatre Assistants Association

The Junior Police Officers Association

Union of Hong Kong Rehabilitation Agencies Workshop Instructors



(V1) Forum for Staff Associations/Unions
Date: 27 June 2002
Time: 2:30 p.m.—4:45p.m.
Venue : Joint Secretariat Conference Room
Attended by representatives of the following organisations :

Agriculture, Fisheries and Conservation Department Staff
Association

Association of Assistant Social Work Officers
(Social Welfare Department)

Association of Government Calligraphists

Association of Government Cultural Services Assistants

Association of Government Printing Officers

Association of Government Survey Officers (Estate)

Association of Liaison Officers, Home Affairs Department

Association of Trade Controls Officers
(Customs & Excise Department)

Bailiff’ s Assistants Association

Government Electricdl & Mechanical Services Department
Building Services Employees Association

Government Electricadl & Mechanical Services Department
Technical Staff Union

Government Electricd & Mechanicd Woks Supervisors,
Craftsmen & Workmen Association

Government Librarians Association

Government Park & Playground Keepers Union

Government Supplies Assistants Association

Hong Kong Chinese Civil Servants Association - Socia Work

Assistant Branch

Hong Kong Chinese Civil Servants Association - Welfare Worker
Branch

Hong Kong Government Municipal Services General Grade Staff
Union
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Hong Kong Housing Department Architects Association

Hong Kong Housing Estate Assistants Association

Housing Department Senior Estate Assistant Association

Land Executives Association

Land Inspectors Union

Marine Department Chinese Employees Union

Occupational Hygienists Association

Senior Occupationa Safety Officers Union

The Government Doctors Association

Union of Government Amenities Assistants

Union of Hong Kong Rehabilitation Agencies Workshop
Instructors
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Appendix VI

Written Submissions wer e received from the following
or ganisationg/individuals during the consultation period

Bureaux and Departments

Agriculture, Fisheries and Conservation Department
Architectura Services Department

Audit Commission

Civil Aviation Department

Correctional Services Department
Customs and Excise Department
Department of Health

Department of Justice

Drainage Services Department
Education Department

Environment and Food Bureau
Environmental Protection Department
Fire Services Department

Food and Environmental Hygiene Department
Genera Grades Office

Government Flying Service
Government Land Transport Agency
Government Supplies Department
Health, Welfare and Food Bureau

Home Affairs Department

Hong Kong Observatory

Hong Kong Police Force

Hongkong Post

Housing Department

Immigration Department

Inland Revenue Department

Innovation and Technology Commission
Intellectual Property Department

Land Registry

Legd Aid Department

Leisure and Cultural Services Department
Marine Department

Public Service Commission

Sociad Welfare Department
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Trade and Industry Department
Water Supplies Department

Staff Associations/Unions

Architectural Services Department Landscape Architects Association

Architectural Services Department Quantity Surveyors Association

Association of Expatriate Civil Servants of Hong Kong

Association of Government Calligraphists

Association of Government Cartographic Staff

Association of Government Secretarial Staff

Association of Government Technical & Survey Officers

Association of Hong Kong Nursing Staff

Association of Liaison Officers, Home Affairs Department

Association of Police Trandators

Association of Trade Controls Officers
(Customs & Excise Department)

Audit Commission Examiner Grade Association

Disciplined Services Consultative Council (Staff Side)

Federation of Education Department Staff Associations

Genera Grades Civil Servants General Union

Government Electrical & Mechanical Services Department Staff
Union

Government Electrica & Mechanical Works Supervisors, Craftsmen
& Workmen Association

Government Electrical and Mechanica Services Department Building
Services Employees Association

Government Employees Association

Government Employees Solidarity Union

Government Flying Service Aircraft Engineers Association

Government Flying Service Aircraft Technicians Union

Government Librarians Association

Government Park & Playground Keepers Union

Government Senior Clerical Officers Association

Government Social Work Officers Association

Government Statistical Officers Association

HKSAR Government Executive Grade Association

Hong Kong Chinese Civil Servants Association

Hong Kong Chinese Civil Servants Association - Clerical Officer
Branch



Hong Kong Chinese Civil Servants Association - Customs Officer
Grade Branch

Hong Kong Chinese Civil Servants Association - Instructor’ s Branch
(Correctional Services)

Hong Kong Chinese Civil Servants Association - Taxation Officers
Branch

Hong Kong Chinese Civil Servants Association - Welfare Worker
Branch

Hong Kong Civil Servants General Union

Hong Kong Clinical Psychologists Association

Hong Kong Correctional Services Department Assistant Officers
General Association

Hong Kong Customs and Excise Staff General Association

Hong Kong Customs Officers Union

Hong Kong Federation of Civil Service Unions

Hong Kong Fire Service Officers Association

Hong Kong Fire Services Control Staff’ s Union

Hong Kong Fire Services Department Ambulance Officers
Association

Hong Kong Fire Services Department Ambulanceman’ s Union

Hong Kong Fire Services Department Staffs General Association

Hong Kong Immigration Assistants Union

Hong Kong Marine Department Local Professional Officers
Association

Hong Kong Postal Workers Union; and Hong Kong Post Office
Senior Postman Union

Housing Department Chief Estate Assistants Association

Housing Department Estate Assistants Association; and Hong Kong
Chinese Civil Servants’ Association — Housing Department Estate
Assistants Grade Branch

Housing Department Technical Staff Association

Housing Managers Association

Housing Officers Association

Joint-Committee of the Disciplined Services Staff
Associationg/Unions

Labour Inspectors Association

Marine Officers Association

Model Scale 1 Staff Consultative Council (Staff Side)



Police Force Council Staff Associations
[including Superintendents’ Association;
Overseas Inspectors Association; and
Junior Police Officers’ Association of the Hong Kong Police Force]
Senior Civil Service Council (Staff Side)
Senior Non-Expatriate Officers Association
The Association of Customs and Excise Service Officers
The Government Loca Civil Engineers Association
Union of Hong Kong Post Office Employees

(111) Other Organisations

Business and Professional's Federation of Hong Kong
Employers Federation of Hong Kong

Federation of Hong Kong Industries

Hong Kong Confederation of Trade Unions

Hong Kong Democratic Foundation

Hong Kong Family Welfare Society

Hong Kong Former Senior Civil Servants Association Limited
Hong Kong General Chamber of Commerce

Libera Party

New Century Forum

New Y outh Forum

The Chinese General Chamber of Commerce

The Chinese Manufacturers  Association of Hong Kong
The Federation of Hong Kong & Kowloon Labour Unions
The Hong Kong Progressive Alliance

Tung Wah Group of Hospitals

(1V) Civil Servants

105 submissions including those from departmental consultative
committees were received from civil servants.

(V) Membersof the Public

117 submissions were received from members of the public.
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Appendix VII

Director ate Officer sfrom the following 37 Bureaux and Departments
met with the Standing Committee on Directorate Salaries
and Conditions of Service on 14 May 2002

Architectural Services Department
Audit Commission

Census and Statistics Department
Civil Aid Service

Civil Aviation Department

Civil Service Bureau

Civil Service Training and Development Institute
Commerce and Industry Bureau
Correctiona Services Department
Customs and Excise Department
Department of Health

Drainage Services Department
Education Department

Fire Services Department

Food and Environmental Hygiene Department
Government Flying Service
Highways Department

Home Affairs Department

Hong Kong Monetary Authority
Hong Kong Observatory

Hong Kong Police Force
Hongkong Post

Housing Department

Information Services Department
Inland Revenue Department
Innovation and Technology Commission
Judiciary

Land Registry

L ands Department

Lega Aid Department

Marine Department

Officia Languages Agency
Rating and Va uation Department
Security Bureau

Social Welfare Department
Transport Department

Water Supplies Department
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Appendix VIII

The Senior Management of the following Disciplined Services met with
the Standing Committee on Disciplined Services Salaries
and Conditions of Service on 24 May 2002

Correctional Services Department
Customs and Excise Department
Fire Services Department
Government Flying Service
Hong Kong Police Force
Immigration Department
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Appendix 1 X

Existing Civil ServicePay Scales

The existing pay scales include:

() Master Pay Scae

(i) Directorate Pay Scale

(i) Directorate (Lega) Pay Scale

(iv) Police Pay Scde

(v) Genera Disciplined Services (Commander) Pay Scale
(vi) General Disciplined Services (Officer) Pay Scale

(vii) General Disciplined Services (Rank & File) Pay Scale
(viii) Model Scale 1 Pay Scale

(ix) Traning Pay Scae

(x) Technician Apprentice Pay Scale

(xi) Craft Apprentice Pay Scae
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Appendix X
Methodology of Pay Trend Survey

Objective

The objective of the pay trend survey is to measure the movement of
pay in the private sector. Fringe benefits, whether made in cash or in kind,
do not fall within the ambit of the survey.

Survey Period

2. The pay trend survey covers the period from 2™ April of the
previous year to 1% April of the current year.

Survey Field

3. The criteria used in the selection of companies for inclusion in the

survey are asfollows::

(@ The distribution of companies by magor economic sectorsin
the survey field should reflect closely the overdl
distribution of Hong Kong' s economically active population;

(b) Individual companiesin the survey field should:

(i) be regarded as typica employers in their respective
fields normally employing 100 employees or more;

(i) be generdly known as steady and good employers
conducting wage and salay administration on a
rational and systematic basis,

(iii) determine pay on the bass of factors and
considerations applying to Hong Kong, rather than
factors applying outside Hong Kong;

(iv) if they form part of a group or consortium in Hong
Kong, only be treated as separate companies where
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they have complete autonomy in setting and adjusting
pay rates,; and

(v) not use the government pay adjustment as the main
factor in determining pay adjustments.

Salary Bands
4. Three sdlary bands are used for the collection of survey
information. These are:
Lowerband : Below Master Pay Scale (MPS) Point 10 or
equivaent
Middleband : MPSPoints 10-33 or equivalent
Upper band :  Above MPS Point 33 to Genera Disciplined
Services (Officer) Pay Scae (GDS(O)) Point
38 or equivaent.
Employees Covered
5. The survey should cover al employees in the participating

companies with the exception of :

@
(b)

(€)

(d)
©

employees whose basic saaries are above the dollar term of
GDS(O) Point 38 or equivaent;

craft and technician apprentices;
part-time employees who are certified by the company
concerned to work less than 75% of the norma weekly
working hoursin that company;

employees remunerated at piecerates; and

al imported labour.
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Components of Pay Adjustment

6. Sdlary adjustments awarded to employees on account of the
following factors are included in the calculation of the pay trend indicators :

(@ Costof living;
(b) Generd prosperity and company performance;
(c) Generd changesin market rates; and

(d) Inscaeincrement and merit.

1. Changes in payments additional to basic salary such as year-end
bonuses are dso included.

8. Salary adjustments attributed to externa and internal relativities
are identified and reported for reference. They are excluded from the
calculation of the pay trend indicators. (Note : Adjustments due to externa
relativities refer to those given to a specific group of employees in a
company as aresult of salaries paid by other companies for asimilar job.)

Calculation Criteria

9. The following criteria will be used for the calculation of the pay
trend indicators :

(1) All companies participating in the survey will be included in
the calculations provided that:

(@ they can furnish and confirm data on adjustments of
salary and additional payments for not less than 75%
of their total employees by a specified date;

(b) where appropriate, they can furnish, either separately
or in an aggregate form, data on adjustments relevant
to the caculation of the pay trend indicators, i.e.
adjustments attributed to cost-of-living changes,
genera prosperity and company performance, genera
changes in market rates, inscale increment and meit;
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(2

(3)

(4)

()

(c) their economic activities, company Size or saary
structure has not changed to such an extent that it is no
longer appropriate for the data provided by them to be
compared with the data provided in the previous yesr.

Only data on sdary adjustments and additional payments
relating to the survey period and additional payments for the
12 months before the survey period reported belatedly are
included in the calculation of the pay trend indicators.

Data on sadlary and additional payments relating to the
following employees are excluded from the calculation of
the pay trend indicators:

(@ employees whose basic salaries are above the dollar
term of GDS(O) Point 38 or equivalent;

(b) craft and technician apprentices;

(c) part-time employees who are certified by the company
concerned to work less than 75% of the normal weekly
working hours in that company;

(d) employeesremunerated at piecerate;
() dl imported labour; and

() employees whose pay is determined on the basis of
factors and considerations other than those applying to
Hong Kong.

Three sdlary bands, equivalent to the dollar terms of below
MPS Point 10 (lower band), MPS Points 10-33 (middle
band), and above MPS Point 33 - GDS(O) Point 38 (upper
band), are used.

Data on sdary and additional payments for company
employees in a particular band are included in the
calculation of the pay trend indicators only if by a specified
date the company has announced adjustments for not less
than 75% of the employees in that band relevant to the
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(6)

(7)

(8)

)

survey period.

Adjustments attributable to external and internal relativities
are excluded from the calculation of the pay trend indicators.

Changes in bonus are taken into account and one month’ s
bonus is taken as equal to 8.33% of the annual basic saary.

Changes in payments and monthly allowance reported in
dollar terms are converted into annual percentage terms by
relating them to the appropriate salary rates.

Where a range of percentage adjustments to a particular
salary band is reported, the average figure is used.
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Appendix XI

Increment Cost Deduction Formula

Background

Prior to the appointment of the Committee of Inquiry into the
1988 Civil Service Pay Adjustment and Related Matters (Burrett
Committee), there was a growing concern on the part of the Staff Side over
the exclusion of merit pay from pay trend surveys (PTS). The concern
arose from the observation that merit pay formed a significant and
increasing part of the annual pay adjustments in some companies in the
private sector. The manner in which merit pay was dedt with was
important and the Management Side also recognised the need to address the

issue.

2. Past practice before 1988 was to exclude merit pay from the
caculation of the pay trend indicators (PTIs)! on the ground that it did not
form part of the general pay award in the private sector. Presumably for
the same reason, no account was taken of the value of automatic scale
increments either in the civil service or in the surveyed firms. However,
the difficulty in distinguishing merit payments awarded in a number of
private sector companies from genera pay increases presented a problem.
Exclusion of such data in the calculation of the PTIs would mean
suppression of the actual pay increases awarded by private sector

companies.

3. The Burrett Committee considered different views from

Interested parties in order to tackle the problem. It came to the conclusion

! The average pay movements of employees of private sector companies over the preceding 12 months.
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that if merit pay was to be included in the cdculation of the PTIs, a
balancing factor would be required and that this could be related to the

value of the civil service increments.
The Formula

4, On balancing the pros and cons of possible aternatives in
treating merit pay of the private sector companies, the Burrett Committee
recommended in its 1989 Fina Report that beginning in 1989, the PTS
system should take account of both private sector merit pay and civil
service increments and that “the formula for calculating future civil service
annual pay adjustments should include the percentage values of private
sector merit pay and increments in the PTIs, from which the values of civil
service increments for individual salary bands should be deducted at their
payroll cost.”® In actua calculation, the value of civil service incrementsis

expressed as a percentage of the total payroll cost for each salary band.

I mpact on Civil Servants

5. In recent years, there is a general impression that civil servants
have the privilege of a double adjustment every year as they receive not
only an annual increment on their service anniversaries but also ageneral
adjustment (usualy an increase in the past) applicable to al civil servants
in April.

6. In fact, this is only true for civil servants who have not
reached the maximum point of their pay scales. For this group (comprising

2 1989 Final Report of Burrett Committee, Para 7.18
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about 40% of the tota number), the value gained through obtaining an
increment is greater than the value of increment costs deducted from the
PTls. However, civil servants who have reached the maximum point of
their pay scales will receive less than the average PTI increases because of
the deduction of increment costs and the fact that they are not entitled to
increments. In a way, this is a cost neutral system. Those who lose out
after reaching their maximum pay points have arguably gained previoudly.
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Executive Summary

1.  PwC Consulting were appointed in February 2002 by the Task Force on the Review of
Civil Service Pay Policy and System to conduct research into the latest developmentsin
civil service pay administration in selected governments, and to identify practices that
might be of relevance to Hong Kong, having regard to the history and development of
the civil service pay system here. The research examined the key principles and broad
arrangements adopted in Australia, Canada, New Zealand, Singapore and the United
Kingdom, focusing on five key areas of interest to the Task Force:

Commonly adopted pay policies, pay systems and pay structure

Experience of replacing fixed pay scales with pay ranges, or other pay systems
Systems and mechanisms for determining pay levels and pay adjustments
Experience of introducing performance-based rewards (or other means to better
motivate staff)

Experience on simplification and decentralisation of pay administration.

2. InApril 2002 we submitted our Interim Report on the research to the Task Force and
this was subsequently made available for public consultation. This Final Report
provides a broad overview of the responses to the issues raised in the public
consultation feedback and sets out our advice to the Task Force on the areas of pay
administration reform we believe are worthy of further consideration in Phase 2 of the
Civil Service Pay Review.

Responses to the Public Consultation

3. The Task Force received atotal of 337 written submissions in response to the public
consultation These came from a wide range of interested parties, including
departmental management, civil service unions, staff associations and consultative
grows, individual civil service managers and staff, members of the public and outside
interest groups. Of the total responses, about 40% were formal submissions from
departmental management, staff groups and civil service unions/associations. A further
20% of submissions were from individual civil service managers and staff.

4. In addition, the Task Force has also held six consultation sessions for civil service
management, staff representatives and the general public.

5. Thereare adiverse range of opinions expressed on most issues, both between and
within the main stakeholder groups. Civil service management responses are generally
more open to reform of the civil service pay regime, as are non-civil service resporses.
Civil service staff and unionresponses tend to argue for retaining existing arrangements
as being tried and trusted.

6.  Theresponses to the public consultation from all parties within the civil service are
cautious, to varying degrees, about the need for aradical overhaul of the existing pay



10.

policy and system, as opposed to more limited enhancements. In particular, they feel
that:

The case for change has not yet been clearly articulated. There isaneed for a better
understanding of what works well and what does not, and not just to make change
for the sake of change

It isvital to maintain civil service stability and staff morale going forward

Any justified reforms should be introduced progressively, with alot of
accompanying staff communications and involvement.

Civil service staff, in their responses, also expressthat the fundamental issue is not with
the adequacy or appropriateness of existing arrangements, but how management choose
to apply them. They are also sceptical about the Administration’ s intentions in
initiating the Pay Review at thistime.

Generdlly, responses from all the interested parties within the civil service —
management, staff, unions, etc - tend towards the status quo in several aspects of pay
administration, including:

Retaining the principle of broad pay comparability with the private sector

Rejecting affordability as the overriding consideration in pay adjustments (although
some responses from individual civil service managers are more supportive of the
idea)

Retaining separate pay arrangements for the disciplined services

Retaining the existing mechanisms for pay adjustment

Not decentralising pay and grading responsibilities (although again this is slightly
more support from individual civil service managers).

At the same time, responses from all parties within the civil service indicate some
support for:

Grade rationalisation and the introduction of broader occupational categories
The introduction of formal job evaluation as a basis for determining internal
relativities.

Civil service management responses are generally more positive about a range of other
possible reforms, including:

Introduction of a clean wage policy

Introduction of separate arrangements for the senior civil service
Replacement of fixed pay scales with flexible pay ranges
Introduction of performance-based rewards

Departmentalisation of the General/Common Grades.



Suggested areasworthy of further consideration in Phase 2 of the Pay
Review

11. Itisnot within the remit of this consultancy to make specific recommendations for the
Hong Kong civil service' s future pay administration arrangements. However, based on
our understanding of the context and development of civil service pay administrationin
Hong Kong, the experience of the surveyed countries and the feedback from the public
consultation, we believe that there would be merit in the Task Force exploring further
in Phase 2 of the Pay Review all the five areas of pay and grading interest, as covered
in our research. More specifically there would be value in:

Making a considered determination of the degree and pace of appropriate change to
civil service pay policy and arrangements, based on a fundamental review of current
policies, principles and arrangements, and the requirements and options for the
future

Setting a more explicit policy on clean wages

Examining further how the principle of broad comparability with the private sector
should be best applied

Looking further at whether and how the principle of affordability should be applied
in civil service pay determination and adjustment

Examining further the separate trestment of the senior civil service

Reviewing the rationale and policy for separate pay treatment of the disciplined
services

Exploring further whether and how flexible pay ranges should be introduced
Reviewing the mechanism for determining pay levels and adjustments
Exploring further the case and options for performance-based rewards

Examining the scope for further delegation of responsibility for pay and human
resources management to individual departments

Exploring the scope and approach to grade simplification.

12. By their nature, many of the highlighted issues are linked or interdependent. As such
we believe it isimportant for the Task Force to take a coordinated, holistic and
prioritised approach to exploring them further. More specifically, we would encourage
the Task Force, at an early stage, to develop a high level vision of the key principles
and outline features of the civil service pay administration arrangements it believes the
Administration should work towards implementing.

13. Asnoted in our interim report, successful pay and grading reform is typically
dependent on complementary reforms in a number of other areas, such as the broader
delegation of HR and financial management responsibilities and the introduction of
robust and credible systems of performance measurement and management. As such
the Task Force’ s consideration of the above issues and opportunities should take
account of, and will be strongly influenced by, whatever wider agenda the
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Administration has for civil service reform.

In moving forward the Task Force will aso need to give equal consideration to the best
way of introducing any identified pay reforms, as to the changes themselves. The
importance of effective implementation planning and change management cannot be

overstated. Recognising and responding to the issues and concerns of key stakeholders
will be vital.
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16.
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I ntroduction

PwC Consulting were appointed in February 2002 by the Task Force on the Review of
Civil Service Pay Policy and System to conduct research into the latest developmentsin
civil service pay administration in selected governments, and to identify practices that
might be of relevance to Hong Kong, having regard to the history and development of
the civil service pay system here. In particular, the research focused on five key areas
of interest, as set out by the Task Force:

Commonly adopted pay policies, pay systems and pay structure

Experience of replacing fixed pay scales with pay ranges, or other pay systems
Systems and mechanisms for determining pay levels and pay adjustments
Experience of introducing performance-based rewards (or other means to better
motivate staff)

Experience on simplification and decentralisation of pay administration.

In April 2002 we submitted our Interim Report to the Task Force; this was

subsequently made available for public consultation as an attachment to the Task

Force’ sown interim report.  Our report set out the findings from the internationa
research and focused on the key principles and broad arrangements adopted in Australia,
Canada, New Zealand, Singapore and the United Kingdom. For reference and
convenience, a brief summary of our interim findings and conclusions can be found in
Appendix A to this report.

The public consultation period was originally intended to be for one month from 25
April 2002, but was extended by the Task Force until 30 June 2002 in response to
requests from interested parties. The Task Force received 337 written submissions
from a wide range of groups and individuals, including departmental managements,
civil service unions, staff associations and consultative groups, individua civil service
managers and staff, members of the public, and outside interest groups The Task Force
also held atotal of six consultation sessions with interested parties in the civil service
and the general public. All the comments and suggestions made in the written
submissions and consultation forums have been given careful consideration

In this, our Final Report, we now:

Provide a broad overview of the feedback received during the public consultation in
relationto the five key areas covered by the research

Offer our advice to the Task Force on the main areas of pay administration reform
we believe the Task Force should explore further in Phase 2 of the Pay Review,
taking account of the findings from the international research and public
consultation

We would re-iterate at this point that it has not been within our terms of reference to
undertake a critical assessment of the strengths and weaknesses of the Hong Kong civil
service' scurrent pay administration arrangements or to make specific recommendations



for the future civil service pay policies, structures and systems best suited to the local
need. These will be matters for the Task Force to address in its future deliberations.



Overview of Responsesto the Public Consultation

I ntroduction

20.

21.

22.

23.

24,

In this section we highlight the broad comments, sentiments and ideas put forward by a
wide range of interested parties in response to the public consultation conducted
between 25 April and 30 June 2002.

The source, nature and quality of the 337 written submissions are diverse. They include
both collective and individual responses and some 60% are from parties within the civil
service. Some responses only give general views about the pay review, while others, in
particular those from within the civil service comment in detail on individual questions
raised in the Task Force' s consultation document. Some departments and interested
parties have conducted surveys of their constituent members and provided findings
from these self-organised initiatives. Responses from former and existing civil servants
show a good understanding of the research topics under study. Management responses
are insghtful and well-articul ated.

The contributions at the six consultation forums are similarly diverse, representing both
group and individual positions. Not unexpectedly, the views expressed at these forums
are much in linewith the written submissions.

Our overview of the responses is organised around the five key areas of interest raised
by the Task Force. The indicatiors of the strength of support for, or against, particular
areas of pay administration reformare based on a systematic analysis of the written
submissions. Our feedback on the arguments put forward on specific topics, issues
raised and ideas proposed draws on both the written submissions and the consultation
forums.

In summarising the views in the consultation responses we have distinguished five
main categories of respondent:

Civil service management groups and individual managers

Civil service gaff groups, including departmental consultative committees and
individuals

Unions and civil service associations
Non-civil service interest groups, such as business associations and political parties

Members of the public.



Commonly adopted pay policies, structuresand systems

The degree of reform required to current arrangements

25.

26.

27.

28.

29.

About 200 written submissions respond to the question as to whether there should be a
major overhaul of the civil service pay policy and system. Overal, the responses
suggest no clear consensus within the civil service or in the community on this
fundamental issue of civil service pay reform.

Just under half of the civil service management group responses and just over half of
the individual civil service manager responses indicate some degree of support for a
broad review of civil service pay arrangements. They are open to the possibility of
significant reforms to keep up with changing times and expectations. They believeit is
a good opportunity to build flexibility into the pay policy, system and structure, so asto
motivate staff, enhance efficiency, and meet public expectations and future challenges.
The remaining management group/individual manager responses tend to favour the
status quo, or express reservations on the need for a major overhaul. Some suggest
focusing more selectively on areas in need of improvements in the existing
arrangements (an option the consultation document did not specifically address).

A clear majority of the civil service staff and interest group responses (eg grade
associations, civil service unions and federations, etc) do not support a major overhaul
of the current pay policy, structure and system, citing the need to maintain the stability
and morale of the civil service. They are sceptical about the drivers of thisreform
initiative and tend to see the pay review in conjunction with the recently announced
civil service pay reduction. They argue that nost of the current policies and systems are
well established and proven, and, therefore, are not convinced of the need for
significant changes. They are worried that a major reform will bring about uncertainty
and a negative impact on staff morale. However, they agree that it is necessary to
identify areas for improvement and regularly review the pay regime so asto keep it in
line with the changing environment and make it comparable with the private sector.

Nearly all responses from non-civil service interest groups, and over half of individual
responses from the genera public, are supportive of a mgor review and overhaul of the
civil service pay regime. These external parties fedl there is a compelling case to
review and revamp the civil service pay policy and system in light of the perceived
significant pay disparity between the public and private sectors, some outdated benefits
and allowances inherited from the past, and the rigidity in the current arrangements.

In considering thistopic, specific issues raised in the various responses, whether in
written submissions or at consultation forums, include the need for:

A better understanding of the future role and projected size of the civil service, with
respect to the provision of servicesto the public, and the impact of this upon the
appropriateness of different civil service pay arrangements

Clarity about the wider reform context within which the pay review is being
conducted



30.

A clear sense of directionfor pay reforms, supported by long term and short term
implementation targets

A proper assessment of the strengths and weaknesses of the current arrangements (ie
what works well and has to remain; what does not work well and has to be
improved), and identification of priority areas for attention

Recognition that civil servants can be motivated by non-monetary factors (eg job
security, sense of mission/public service)

A review of the effectiveness of the recent changes in entry salaries and employment
of non-civil service contract staff, before any further reform is introduced.

Suggestions made in the responses on implementing pay reforms include:

The need for changes to be introduced incrementally, to ensure smooth progression
and continuity of the public service

The need for open and frank discussions with staff and unions to solicit buy-in and
support and to address concerns about civil service stability, morale and integrity

The restricted application of any new system to new recruits only
The option for existing staff to opt out of any proposed changes

Clean wage policy

31

32.

33.

Around 130 written submissions express views on the issue of a clean wage policy, and
the overall benefits and allowances for civil servants.

A large majority of civil service management responses, both group and individual,
indicate support for a clean wage policy. They see benefitsin terms of cost saving from
administering the system, reduced opportunities for technical breaches or abuses,
increased flexibility in the way staff spend the benefits, and removal of differencesin
entitlement because of personal circumstances, eg having children or not.

Staff group and union/association responses, on the other hand, have more mixed
views towards the issue. While some of these responses favour a move towards a clean
wage policy, most prefer the status quo or are neutral on the subject. Concerns about a
clean wage policy include:

Risk that it will be used as an excuse for removal of some of the existing benefits

Fearsthat it could give rise to unfairness or double benefits for some, due to varying
needs and dligibility for various types of alowances

Possibility that it could lead to a public misimpression that civil servants are paid too
much.

Most responses from individual civil service staff support a move to a clean wage

policy, as do most responses from individual members of the public and non-civil
service interest groups. They believe that some of the ‘outdated’ allowances should be

10



35.

36.

abolished and a clean wage policy would increase the transparency of civil service
allowances and benefits.

Specific issues raised by respondents for further consideration include:

Whether the provision of benefits and allowances is protected under the Basic Law
or existing employment terms and conditions, and the powers of the Government to
change this

The need for a comprehensive review of civil service benefits and allowances, as
part of the remuneration package, to ensure broad comparability with the private
sector pay

Eligibility for and calculation of the cash amount for the benefits and allowances.

Some responses suggest that if a clean wage policy isintroduced it should only be
applied to new recruits or promotees in the first instance

Broad compar ability with the private sector

37.

38.

39.

40.

Some 160 written submissions respond to this question in the consultation document.

Responses from all parties within the civil service are strongly in favour of retaining
broad comparability with private sector pay. They see a strong need to keep civil
service pay competitive or even slightly higher than private sector pay in order to
recruit and retain talents for the civil service. Management responses generally support
the Government continuing to conduct regular pay level, pay structure, and pay trend
surveys. Some civil service staff and union responses argue that ensuring broad
comparability isafeature of being a good employer. In their view, this would require
continuation of regular pay trend surveys and benchmarking with the upper quartile of
the market range.

Most responses from the general public support the broad comparability principle.
While some responses from non-civil service interest groups support the broad
comparability principle, other express concern about achieving comparability in
practice, in view of the existing perceived disparity between public and private sector
pay levels. In achieving broad comparability, some responses highlight the need for
regular pay level surveys and formal job evaluationsin light of the perceived gap
between private sector and civil service pay which has built up over the years. Some
point to the ineffectiveness of the current mechanism by comparing a monolithic single
public system with lots of other diversified private systems. As an aternative, they
propose comparison be made between occupational groups rather than between the civil
service as awhole and the private sector.

Specific issues raised for further consideration include:

The different nature of business between public and private sectors and therefore
the need for separate sets of considerations in determining pay

11



The problemof assuring comparability when no pay level survey has being
conducted in the past 13 years

The lack of comparable private sector analogues to benchmark against some civil
service job categories

The reliance on minimum academic qualifications as a primary basis for
determining job value.

Affordability to pay as an overriding consideration

41.

42.

43.

45.

46.

Some 170 written submissions give comments and views on this issue.

A vast mgjority of the responses from the wider civil service community are against
affordability to pay as an overriding corsideration in determining pay adjustments.
Many are worried that this principle is vulnerable to political considerations and
affected by other wider economic factors and decisions; and, as a result, staff morale
may suffer.

Some civil service management responses see a stronger case for adjusting pay
according to affordability in departments that need to be financially self-sufficient, eg
trading funds. A few suggest the streamlining of work processes and/or voluntary
redundancy schemes to be used to contain staff costs.

Some civil service staff group and individua responses suggest that the term
‘affordability’ needs to be clearly defined because there are many factors at play (eg
revenue generation and resources allocation). They argue that they need a stable
income to pay for normal living expenses and deserve the pay irrespective of the
economic situation. They also believe they should not be the group highlighted to bear
the brunt of the economic downturn, sincethey did not share in the economic boom in
the past (eg in the form of year-end bonuses).

Responses from the general public and non-civil service interest groups indicate mixed
views as to whether affordability should be an overriding consideration for pay
adjustment. Those opposed to the idea hold the same arguments as civil servants. Those
in favour of the principle see that staff costs constitute a significant percentage of
public spending and therefore the affordability to pay would help the Government to
exercise greater financial discipline and contain the current deficit.

A specific issue raised in the responses for further consideration is whether the
Government should consider exploring the possibility of sharing the upside with civil
service employees if affordability isaprimary determinant of future civil service pay
adjustments.

Separate pay regime for the senior civil service

47.

There are about 130 written submissions expressing views on the idea of setting a
separate pay regime for the senior civil service. Responses from the civil service
indicate divergent views on this issue.

12



48.

49.

50.

51

52.

Nearly half of the civil service management group returns and well over half of the
individual manager responses indicate support for senior civil servants being subject to
adifferent pay policy, with more emphasis on risk and reward factors. They believe a
separate pay regime for the senior civil service would help reflect the intrinsically
different nature, roles and responsibilities, and accountability of this top layer in the
civil service and ultimately better reward them. In terms of implementation, they also
think changes in pay policies and systems for this group will be more readily worked
out and agreed to, given the relatively small number of staff involved. The remaining
management responses are more in favour of the status quo or neutra to the issue,
citing the need for a clearer definition of the senior civil service, and arguing that the
motivation of senior civil servants comes from job satisfaction, sense of achievement,
and ability to influence public policy, rather than the monetary incentives. They also
see apotentially divisive effect between the senior staff, and the middle and the lower
staff, if separate arrangements are introduced. One of the key alternative proposals put
forward in the responses is to strengthen the risk and award factors in individua goal
setting under the existing performance appraisal mechanisns.

There is awide spread of different views in the responses from civil service staff and
unions. While some responses are neutral toward this issue, more favour maintaining
the status quo (ie no separate arrangement) than support a change. Those opposed to
separate arrangements believe the current pay scales aready adequately reflect the
differences in work nature and accountability and, thus, a separate pay regime for the
senior civil serviceis not necessary. They are worried that over-emphasis on the riskg
rewards factors would distort the basic values of the civil service —which focus on
accountability and a stable working environment. They are also concerned that
separate arrangements would lead to awidening of the pay differences between senior,
middle and lower staff, and thus increased divisiveness within the civil service.

A large mgjority of the nortcivil service interest group resporses and to adightly lesser
degree the individual responses from the general public support the separation of senior
civil service pay arrangements from those of others. Their reasons are:

The senior civil services greater responsibilities and accountability

The need for senior civil service pay to be closely aligned with their private sector
counterparts to recruit, motivate and retain talents

The need for more stringent criteria for pay rises for an aready well-paid group.

Some of the non-civil service resporses aso highlight the need for similar risk/reward
factors for middle and junior civil servants because they are part of the team,
underpinning and supporting senior management in successful job delivery.

Specific issues raised in the responses on this topic for further consideration include:
The need for a clear definition of what constitutes the senior civil service

Management of substandard performance in the senior civil service when placing
more enphasis on rewarding good performance

13



Need for greater mobility within the senior civil service for career development and
for better staff deployment.

Treatment of the disciplined services

53.

55.

56.

S7.

About 150 written submissions give views and comments on this issue. A common
theme from all the responses isthat the coverage of the disciplined services has to be
clearly defined for the future, in terms of which departments and which job groups are
to be covered.

To alarger extent responses from within the discipline services are in favour of
continuing a separate pay regime, as are the majority of the civil service management
responses. They perceive a heed for separate pay arrangements for the disciplined
services to recognise the special nature of work, which is associated with high risks,
irregular work hours, tremendous stress, strict disciplinary rules, and the importance to
maintain integrity of the law enforcement operations. Some believe the current
arrangements (ie the Police and the General Disciplined Services Pay Scales) have
already distinguished the treatment between civilian and disciplined services staff.

Responses of civil service staff and unions/associations both show mixed views on this
issue, although there is dlightly greater support for keeping separate arrangements.
Those against separate arrangements argue they are potentially divisive.

Most non-civil service interest group resporses are in favour of a separate pay regime
for the disciplined services, citing similar arguments to other in support of
differentiation. Responsesfrom the genera public are evenly split as to whether there
should be separate treatment for the disciplined services or not.

A key issue raised in the responses for further considerationis how the disciplined
services should be defined in future. For example, which departments should be
included and which are more appropriate to be included as part of the civilian service?
Should disciplined services pay arrangements cover administrative and other civilian
staff working in disciplined services departments?

Replacing fixed pay scaleswith pay ranges or other pay systems

58.

59.

Some 175 submissions comment on this issue.

Just over half of the civil service group management responses, and to a lesser degree
submissions from individual managers are in favour of introducing flexible pay ranges
in the civil service. Many of those in favour of pay ranges see the benefits in terms of:

Helping to motivate staff (particularly those who have reached the maximum of the
pay scales)

Enhancing the performance culture

Creating flexibility in pay in response to market trends

14



60.

61.

62.

63.

Encouraging reasonable risk-taking and innovation in the civil service.

Those in this group opposed to the idea think that it may encourage a* shoe-shining’
flattering culture, and favouritism.

Half of the responses from civil service staff groups and an even larger maority of
union responses are against the introduction of pay ranges. They believe the fixed pay
scales system is more suitable for the civil service, which is largely service-oriented,
and, if properly managed, can retain capable staff and thus maintain stability of the civil
service. They are worried that pay ranges, if introduced, can lead to a great disparity in
pay for the same posts across departments. They highlight a number of potential issues
in the implementation stage, eg:

Most work is difficult to quantify and measure in an objective way

Some staff work on ateam basis and therefore it is difficult to assess their individua
performance

There is concern about fairness as staff cannot select their jobs and some posts offer
greater opportunities for demonstrating individual capability

The emphasis on the performance-pay element will give rise to short-sighted
measures or short-term goals to yield quick returns

Itislikely to lead to a greater number of disputes between staff and supervisors, and
subsequently lead to increase in resources for managing appeals and complaints.

A magjority of responses from the non-civil service interest groups and to a less extent
responses from the general public are supportive of the idea of introducing flexible pay
ranges to link pay to performance. Most of them do not like the current fixed pay scales,
pointing out both that the annual increments are primarily time-based rather than merit-
based and that the award of increments adds to staff cost regardless of economic
conditions and affordability.

Alternatives proposed in responses to enhance staff motivation include:

Introduction of pay ranges as an extension beyond the maximum points of current
fixed pay scales to reward performance from a separate source of funding

Better management of the current annual increment system (eg more increment
points for outstanding performance or strictly no increments for under- performance)
to differentiate levels of performance

Other forms of rewards such as free travel passage and overseas training.

I mplementation suggestions from the responses include:

Introducing pay ranges for new recruits only, allowing serving staff discretion to opt
infout of any new arrangements

Revamping the current performance appraisal mechanism, which is not suitable for
the purpose
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Establishing a credible, fair, objective performance measurement and assessment
mechanism, in conjunction with clear guidelines, to underpin the introduction of pay
ranges

Starting with narrow performance ranges (eg about 10% of base pay) and expanding
the variable component if this proves successful.

Coverage of the pay ranges system

64.

65.

66.

67.

68.

Opinions vary as to which levels of staff in the civil service pay ranges should apply to.
The majority of all responses support the Government piloting the concept in the senior
civil service. The main reasons given are that senior civil servants have heavier
management responsibilities and have influence and choice over what they do. It isfelt
that junior staff can remain governed by the fixed pay scales system until they are more
ready to accept the pay ranges concept. They suggest that a move to pay ranges below
the senior civil service should be considered if the pilot implementation is deemed
successful.

Some responses argue that civil servants at all levels should be subject to the same pay
regime if pay ranges are introduced, as this will ensure fairness and avoid potential
divisiveness in the civil service.

Opinions are also split asto whether pay ranges should be applied to disciplined
services. The civil service management responses generally consider the principles can
be applied to both civilian and disciplined services. Some, however, highlight that the
disciplined services may have some considerations unique to themselves and are
therefore cautious about extending any such arrangementsto cover them.

An overwhelming majority of the responses from the disciplined services see no mgor
benefits of pay ranges to their departments, because of the potential rise of malpractice
and unnecessary competitiveness if the new system is not carefully managed.

Civil service staff associationand unionresponses are also adamantly against applying
pay ranges to the disciplined services. They argue that the nature of law enforcement
and related work is reactive and not within the control of staff in most circumstances to
influence their performance. They believe performance related pay ranges could also
give rise to corruption in the disciplined services.

Systems and mechanismsfor pay adjustments

69.

70.

There are about 150 submissions expressing views on this specific issue.

Mogt of the civil servant responses opine that the current adjustment mechanism is fair,
works well, and should not be replaced unless there is a better, proven alternative. They
generally support the idea of more frequent and regular reviews to ensure that the
current system is kept up to date with the changing environment. They argue that
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71.

72.

although the current mechanism may seem inflexible, it offers the civil servants the
kind of stability they expect when joining the civil service and therefore they do not
need to worry about basic livelihood and can focus on their jobs. (Note: Please also see
the section on ‘Broad comparability with the private sector’ on page 11.)

Specific issues raised in civil service resporses for further considerationinclude the:

Need to provide more information and educate the public in order to correct
misunderstandings and public criticism about the existing pay adjustment
mechanism

Need to identify and remedy any perceived weaknesses in the current mechanism

Possibility and appropriateress of linking civil service pay adjustmentsto GDP
growth

A magjority of responses from the non-civil service interest groups and individual
members of the public point to flaws in the current pay trend formula and an absence of
pay level surveys as the cause of awidening pay disparity between the civil service and
the private sector. They propose awidening of the sample of private sector
organisations used in the pay trend surveys to include small and medium enterprises, in
addition to other improvement steps. They also feel that there is a compelling need to
achieve more comparability between similar job types in the public and private sectors,
rather than just across-the-board pay movements. (Note: Please also see the section on
‘Broad comparability with the private sector’ on page 11.)

Introducing per formance-based rewards

73.

74.

75.

Nearly 170 written submissions deal with this issue. Overall, civil service responses are
divided on the question of introducing performance-based rewards.

Half of the civil service management group and individual manager responses are in
favour of introducing performance-based rewards. These responses welcome
performance-based rewards as an efficient means of motivating staff and encouraging
good performance, especially for those staff who have reached their maximum salary.
They also see benefitsin terms of improved efficiency, productivity and accountability,
and a reinforced performance culture in the civil service. However, some responses
comment that performance-based rewards will only be effective when:

Departments are given full authority to manage their resources (eg an extended one-
line vote arrangement) and to resolve the appeals in an efficient manner

The size of award congtitutes a significant portion (ie not less than 10%) of the base
pay.

There are diverse views expressed in the civil service staff and union/association
responses. While staff group responses tend to be against the notion of performance-
based rewards, many individual staff responses are more supportive of the concept.
Some uni or/associ ation responses express support for the introduction of some form of
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76.

77.

performance-based rewards, but most are against the idea. Those against think
performance-based rewards could undermine the morale of staff, encourage
divisiveness, and potentially give rise to aflattering culture within the civil service.
They are particularly concerned that if performance-based rewards are to be introduced
their success depends on afair, transparent and objective performance measurement
and assessment system. Specific issues raised in responses from this group include:

The relationship between flexible pay ranges and performance-based rewards

Concern about pressure to set and give priority to short term opportunities in order to
yield quick results

Difficulty and cost of administering and managing performance pay in practice, as
there are so many grades and ranks across departments

Practical or technical issues arising from quantifying and measuring outputs.

A significant mgjority of responses from non-civil service interest parties and over half
of those from members of the public are in favour of performance-based rewards,
believing in their potential motivational impact.

Some responses suggest the requirements for successfully introducing performance-
based rewards. These include the need for:

A comprehensive performance appraisal system — onethat is fair and transparent

Ample funds available to support the initiative or any margina benefits would not
be worth pursuing

An efficient disciplinary system in place to deal with under-performers, including
the ability to exit staff where necessary.

Types of performance-based rewards

78.

79.

80.

81.

A number of responses offer views on different types of performance-based rewards.
Opinions vary.

Whilst most of these responses see the potential motivational effect from individual
incentives, they are generally worried that the competition element will harm harmony
or teamworking in the civil service and in practice would be difficult to administer.

Other responses favour teambased rewards, as team building and spirit is more
conducive to fostering a harmonious working environment in the civil service. They
also believe the nature of work is more often on ateam basis, particularly below the
senior level, and that team rewards would be more acceptable to the junior staff. Some
responses note that team-based rewards would not necessarily be an alternative to an
individual performance-based rewards scheme.

Practical difficulties in implementing team based rewards, as noted in responses,
include:
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82.

The wide variety in the nature and size of teams across/within departments and
grades

Setting, quantifying and measuring team targets (and properly segregating the
influence of external factors which are beyond the control of participating teams)

Distinguishing between high and low performance within ateam in order to allocate
the rewards in afair and equitable manner.

Other suggestions, from the submissions, on appropriate types of performance rewards,
include:

Y ear-end bonuses to reward outstanding performance or successful completion of
specia projects or assignments, on the condition that the annual increment system
remains

More use of intangible awards such as appreciation, commendation and other forms
of recognition, such astravel, training and development opportunities.

Cover age of the performance-based rewards

83.

Some resporses propose that individual rewards should be first tried out with senior
civil servants and gradually expanded to cover the wider civil service. They think this
would help ensure fair and consistent arrangements for al levels of the civil service.

Opinions on whether performance awards should apply to the disciplined services vary
greatly. Some responses caution that the introduction of any scheme in the disciplined
services needs to be handled carefully in order to reinforce and reward the right
behaviours and a valid set of outputs/outcomes

Simplifying and decentralising pay and grading administration

Decentralisation of pay and grading responsibility

85.

86.

About 180 submissions provide comments on this issue and offer a diverse range of
views as to whether decentralisation would work in the Hong Kong civil service.

Some civil service management resporses welcome the idea of greater autonomy and
control over human resources and financial management as a result of pay
administration decentralisation. They believe it is possible to delegate the authority to
departments within broad, central policy and parameters to best meet local needs.
However, most management responses feel Hong Kong is too small to justify highly
decentralised arrangements, and are concerned about the duplication and increased
administrative costs, the loss of internal relativities under a fragmented system,
competition between departments for resources, and the lack of needed expertise, skills,
and resources at the departmental level to manage the system.
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87.

88.

89.

90.

Overall, amgority of the staff group and union/association responses are in favour of
the status quo, although over a quarter of union/staff association responses and around a
half of individual staff responses support greater decentralisation Those against greater
delegation see it having a potentially divisive effect within the civil service, the loss of
redeployment opportunity for some grades, greater uncertainty, and therisk of putting
too much control over resources in the hands of departmental management. They
believe implementation will be an extremely challenging task.

Non-civil service responses are divided on the issue, athough a mgority of the outside
interest group responses favour greater decentralisation Those supporting the idea for
change argue that the current centralised pay system has become a barrier for efficient
and accountable departmental operations and decentralisation is fundamental to bring in
necessary changes within departments. Those with reservations on the issue cite
reasons similar to those civil service management and staff responses supporting the
status quo.

Specific issues raised in the responses on this topic include:

The appropriate degree of decentralisation of pay administration and the futurerole
of the centre in these matters

The recognition that pay delegation must fit within awider program of devolving
business and financial resource management, and HR responsibilities and
flexibilities

The need for any move to decentralise pay and grading arrangements to be matched

by the introduction of a transparent and competitive appointments and promotion
system across the civil service.

Comments in the responses on implementation include:

Support for pilot pay decentralisation, to test the feasibility and impact. Initial
piloting might be appropriate with a selection of larger departmentsand/or one-line
vote or trading fund departments

Support for the establishment of a central function responsible for addressing
complaints and grievances, and for subsequently auditing departmental pay
administration to ensure effective management and use of resources.

Departmentalisation of General/Common Grades

91.

92.

Approximately 155 submissions express views on the issue of departmentalising
Genera and Common Grades staff. Again there are divergent views across the various
stakeholder groups.

Just over half of the departmental management responses support this proposition,
arguing that there would be benefits to effective resource management, particularly of
junior staff and the clerical and secretarial grades. Those having reservations about this
issue, however, feel strongly that the rotation of Genera/Common Grades staff under
the current arrangements provides necessary broadening of experience, exposure to
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93.

94,

95.

96.

97.

good practices and new perspectives, together with a necessary check and balance on
departmental management. They see these aspects as too important to lose. Most of
these management responses recognise a significant concern regarding the lost career
development opportunities for both Executive Officers and other General/Common
Grades.

A significant majority of civil service staff group resporses are against thisidea. They
argue the downside would be: loss of economies of scale associated with recruitment,
training, and deployment; limited career prospects particularly in small departments,
risk of redundancy when departments outsource, privatise or downsize; and eradication
of the check and balance role of the Genera and Common Grades in departments.

Civil service unionassociation responses are generally divided on the issue.

Submissions from the General Grades/Common Grades largely oppose the idea. They
think it would limit their future promotion prospects, deprive them of their career

devel opment opportunities, and limit the scope for flexible deployment for special tasks
under atight timeline (eg election activities).

Responses from the non-civil service parties and, in particular outside interest groups,
support the idea, pointing out that departmentalisation of General GradesCommon
Grades staff would be necessary to facilitate other changes in terms of greater
departmental responsibility for pay and grading, performance review, and grade
rationalisationin the civil service.

Specific issuesraised in the responses for further consideration include:

The possibility of General/Common Grades staff, once departmentalised,
transferring to departmental professional or technical grades, if the necessary
academic and professional qualifications are obtained

The need to provide sufficient deployment planning and training to facilitate skills
transfer

The scope for piloting the ideain clerical grades, thenextending, if appropriate, to
the wider General/Common Grades group.

Scope for amalgamation of existing grades within broader occupational categories

98.

99.

About 140 submissions give views on thisissue. A majority of the responses are
supportive of grade rationalisation, although the group responses from civil service
staff are much more mixed in their views

Over half of the departmental management responses and nmost of those from individual
civil service managers see a definite scope for grade rationalisation and flatter
organisations, as a means of enhancing efficiency and simplifying administration.

Many believe there are numerous grades and ranks that have become obsolete over time,
and that there is a dilution of grade/rank differentiation in many jobs.
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100. In contrast, some group responses from civil service staff express concerns that reform
in this area will lead to reduced promotional prospects for civil servantsin generdl;
threats to job security particularly for the middie and lower levels; and consequently an
adverse impact on staff morale. Without any solid proposals, these responses suggest a
need to review each grade carefully and consider each case for rationalisation on its
own meits.

101. There are some concerns expressed in the disciplined servicesresponses, which see a
need to retain existing structures to reflect the specific nature of their work. They
indicate, however, that there could be potential to streamline the civilian grades.

102. Most of the non-civil service responses are very supportive of the idea of simplifying
the grades. They believe it will create more flexible and efficient departmental
operations and reduce costs through elimination of unnecessary levels and headcounts.

103. Specific options for grade rationalisation proposed in the responses include:

Amalgamating grades across the civil service with similar occupational or
educational requirements

Adopting a job demand approach to grade and rank determination, based on the
introduction of ajob evaluation system.

104. Specific issues raised in the responses for further considerationinclude:

The need to recognise that achieving flatter organisations and the amalgamation of
grades and ranks are two distinct issues and therefore initiatives in these two areas
should be conducted independently

Potential need to widen pay scales, if scope of responsibilities has been widened

The importance, in de-layering, to strike a balance between span of control and
effectiveness.

105. Comments in the responses regarding the implementation of grade rationalisation
include:

The reed to give greater autonomy on grading matters to departments

The importance of addressing staff concerns about downsizing and loss of career
opportunities

The need for areview of departmental management structures to be first conducted
before moving further down to lower levels, in order to gain buy-in and support
from the staff.
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Introduction of formal job evaluation system

106.

107.

108.

109.

About 120 submissions deal with this issue.

At least half of the responses from civil service management, individual civil service
managers and staff, and from outside the civil service, indicate support for the
introduction of formal job evaluation. Group submissions from civil service staff and
those from unions/staff associations are more cautious about the idea.

Within those respornses supporting job evaluation there isan even balance asto
whether the system should be centralised or not. Centralisation is supported largely for
reasons of operational efficiency and expertise, internal relativity, transparency and
fairness. Decentralisation of responsibility within central guidelines is supported,
because it is thought that departments have a greater understanding of job requiremerts.

Some key suggestions from the resporses include:
Any formal job evaluation system should be administered by an independent body

It should be introduced in connection with simplification of the existing grades
within broader occupational categories

If adecentralised job evaluation system is introduced, the Government should till
have arole in setting the overall framework and guidelines, and performing a
monitoring function.
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110.

Suggested Areasfor Further Consideration in
Phase 2 of the Pay Review

This section sets out our advice to the Task Force on the main aspects of civil service
pay administration that we believe should be addressed further in Phase 2 of the Pay
Review. Our conclusions are organised under the five key areas of research interest
and take account of the relevant civil service pay arrangements and developments in the
five surveyed countries and the views received during the public consultation.

Commonly adopted pay policies, structuresand systems

Theneed for a major overhaul of the civil service pay policy and system

111

112.

113.

The surveyed countries, with the exception of Canada which has just embarked on
more far reaching civil service pay reforms, have al undergone major, long term and
arguably successful programmes of change to their civil service pay policies, structures
and systems. Each country has had a different starting point and responded to different
pressures and circumstances. In most cases though, changes have been part of and
driven by a much wider agenda of public sector reform. Common underpinning factors
have been the desire to create a stronger performarce culture within the civil service
and greater flexibility in ensuring the staffing needs of the civil service are
appropriately met, and to enhance accountability and value for money.

Based on the responses to the public consultation, there appears to be limited support
within the Hong Kong civil service for amajor overhaul to the current pay regime, but
tacit acceptance that there may be scope for more modest review and improvement. In
the absence of a compelling case for change, responses from civil service staff groups
and unions/associations see current arrangements as tried and trusted, and believe that
any necessary changes should be progressively introduced over the long term so as not
to disrupt the stability or morale of the civil service. In contrast, responses from outside
interest groups are much more supportive of the need for a major revamp.

Based on the above, we believe that while thereisalmost certainly scopeto improve
the pay administration of the Hong Kong civil service, further work isnow
required to make a consider ed determination of the degree and pace of that
reform. Specific issues we feel the Task Force may wish to address include:

The scope and timing of wider public sector management reforms, which might have
a bearing on the future direction of civil service pay administration

The strengths and weaknesses of current pay arrangements and their appropriateness
to meet future requirements

The motivations of individuals for joining or leaving the civil service, and the
importance of pay arrangements as a factor in their decision making
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The need to develop a compelling case for change and a pay reform vision,
reflecting a comprehensive review of civil service pay policies and the key
principles underlying them

The need to develop a pay reform strategy and timeline, to deliver the pay reform
vison

The identification of areas of pay administration which require attention in the
immediate term and for which interim solutions need to be devised.

Clean wage policy

114.

115.

116.

The review and rationalisation of benefits and allowances has been a common feature
in the surveyed countries, although these payments have generally been aless
significant element in total remuneration than has been the case in Hong Kong. A
clean wage policy has generally been welcomed by staff in the countries concerned, in
that it gives them more freedom to spend their income as they wish and it has helped
lower pay administration costs. Where allowances have been retained it is restricted to
particularly difficult or unpleasant tasks, work in remote or expensive locations, where
there are excessive work requirements or skills are in short supply.

The public consultation suggests that locally many civil service management group and
individual manager responses support moves towards a clean wage policy, as providing
administrative cost savings, reduced opportunities for abuse, and greater spending
flexibility for staff. In contrast, most civil service staff and unioryassociation
responses have mixed views on thisissue. Some fear that they will lose out if existing
benefits and allowances are encashed or withdrawn. Responses from outside parties
strongly advocate a clean wage policy to provide for greater transparency in civil
service remuneration.

While there is an ongoing review of alowances, we consider that there would be
valuein further work to set a more explicit policy on clean wages. Specific issues
the Task Force may wish to address include:

The scope to accelerate or extend current initiatives to rationalise, consolidate or
simplify existing allowances

The principles which should determine where it remains appropriate to retain
allowances or target them more effectively

The best approach to introducing a clean wage policy.

Broad compar ability with the private sector

117.

In support of providing sufficient pay to attract, retain and motivate suitable staff, al
the surveyed countries have tried to maintain broad comparability with the private
sector, although the explicit linkage has in many cases been dropped. None of the
countries seeks to lead the private sector, but they either look to broadly match (eg
Singapore) or recognise a“ public sector discount’ (eg the UK). A reduced focus on
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118.

119.

formal pay comparability has led to some concerns that pay for the senior civil service
in particular is now lagging the private sector by too great a margin.

From the public consultation, resporses from both inside and outside the civil service
largely favour retaining broad comparability with private sector pay, although some,
particularly those responses from nontcivil service parties, believe that the comparisons
should be at occupational group rather than whole civil service level (asis the case with
the existing pay trend surveys).

Our conclusion isthat while broad compar ability islikely to remain a featurein
pay determination, thereisa need for further work to consider how this principle
isbest applied. Specific issues the Task Force may wish to address include:

The appropriate competitive positioning of civil service versus private sector pay (ie
what broad comparability mears)

Whether this positioning should be different for different occupational groups or
levels of seniority

How broad comparability should weigh against other factors, such as affordability,
in pay determination

How broad comparability can be achieved and maintained in practice, if thereis
perceived to be an existing significant gap between public and private sector pay.

Affordability to pay asan overriding consideration

120.

121.

122.

Affordability has become a dominant feature of pay policies in the surveyed countries,
reflecting the serious fiscal and public expenditure constraints they have had to deal
with in recent years. A trend towards decentralisation of pay responsibilities to
departments has reinforced the focus on ability to pay within overall budgets.

Responses to the public consultation from al partiesin the civil service are largely
against affordability as the overriding pay principle, fearing it is vulnerable to political
pressure and wider economic factors. However, management groups and individual
manager responses agree that it is one of the consideratiors in pay setting. Outside
views on the subject are mixed, but the affordability principle is seen as away of
ensuring Government exercises proper financia discipline.

In the light of the present focus on public expenditure constraint in Hong Kong, we
believe that there would be value in the Task Force looking further at whether and
how the principle of affordability should be applied in civil service pay

determination and adjustment. Specific issues the Task Force may wish to address
include:

The appropriate definition of affordability

The relationship between affordability and other factors such as private sector
comparability
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The areas of the civil service where affordability might be particularly relevant.

Separ ate pay regime for the senior civil service

123.

124.

125.

Didtinctive treatment of the senior civil service is afeature in most of the surveyed
countries. For example in those countries with highly devolved systems, maintaining a
centrally managed senior civil service has been seen as an important way of
maintaining the overall cohesion of the civil service and keeping the lid on the overall
pay bill. Inthose countries with individual performance pay arrangements, the senior
civil service typically has a higher percentage of their total remuneration at risk.

There are mixed views within the civil serviceresponses as to whether senior civil
servants should be treated differently. Some believe it is appropriate to reflect their
greater responsibilities and increasing accountability, but some staff responses show
concern about a widening pay gap and divisiveness if the senior civil serviceis treated
differently. Responses from outsiders generally support different treatment, in part asa
means of better aligning senior civil servants with their private sector counterparts.

We consider the separ ate treatment of the senior civil service for pay purposes as
worthy of further examination. Specific issues the Task Force may wish to address
include:

The definition of the senior civil service

The extent to which the senior civil service should be treated differently for pay
purposes, taking account of wider managerial and HR issues

The scope to use the senior civil service as a pilot group for introducing pay reforms

The need to develop a different pay review mechanism for this group to better reflect
pay movements for comparable groups in the private sector

How to mitigate the risks of widening pay gaps and divisiveness, as raised by staff.

Treatment of the disciplined services

126.

127.

While there is no consistent model across the surveyed countries for handling the pay
arrangements of the disciplined services or their equivalents, the genera trend isto only
provide separate treatment where the right to strike or take industrial action has been
removed and/or where there is a perceived need to ensure that pay determination is
independent of government or undue political interference. While this means that in
practice separate arrangements have been retained for the police in most of the
countries, many other disciplined service equivaents are managed for pay and other
purposes in the same way as the broader civil service.

From the public consultation, responses from the disciplined services, and civil service
managers in general, argue strongly for retaining different arrangements for the
disciplined services because of the special nature of the work. Other civil service staff
and union/association responses have more mixed views, although erring towards the
separate treatment of the disciplined services Some are concerned about the
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128.

divisiveness of separate treatment. Outsider responses largely support different
arrangements for the disciplined services.

We believe that there would be valuein further reviewing the rationale and policy
for separate pay treatment of the disciplined services. Specific issues which the
Task Force may wish to address include:

The principles which should determine separate treatment

The rationale for retaining the current arrangements for each individual disciplined
service

The extent of specia considerations for those disciplined services justifying different
treatment

The practicality of linking other disciplined services to the rest of the civil service
for pay purposes.

Experience of replacing fixed pay scaleswith pay rangesor other pay
systems

129.

130.

131.

All the surveyed countries have replaced fixed pay scales and automatic increments for
their senior civil servants with flexible pay ranges. Those countries with devolved
systems have aso extended flexible pay ranges to most or al other parts of the civil
service. Civil service management believe these reforms have been successful in
enabling afairer system of reward and a more performance-oriented culture. In contrast,
staff and unions have shown resistance to change, arguing the move is divisive and
countercultural. Overall the international experience is that the effectiveness and
perceived fairness of flexible pay ranges depends critically on a comprehensive
approach to performance measurement and management.

Locally, consultation submissions from both civil service managers and outside the
civil service tend towards supporting a move away from fixed pay scales, to increase
flexibility and reward performancerather than time served. Staff and uniorvassociation
responses more strongly favour the status quo and some believe that better management
of the existing increment system could also achieve an improved performance focus.

In the light of the above, we believe that there would be value in exploring more
closely whether and how flexible pay ranges should be introduced. Specific issues
the Task Force may wish to address include:

Whether pay points should be retained or only minima/maxima set

The practicality, as at least an interim measure, of strengthening the existing
incremental system, to make progression more clearly performance related rather
than auomatic
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The scope for piloting the concept of pay ranges at the senior civil service level and
for a small number of departments, linked to a performance pay element. If this
works, extending it progressively across the civil service

The pros and cons ard options for introducing broadbanding.

Systemsand mechanismsfor determining pay levels and adjustments

132. All the surveyed countries, although to alesser degree in Canada and Singapore, have
moved away from highly centralised pay and wage determination and the use of a
formula-based approach to pay setting. Individua departments now have greater
delegated pay responsibilities, with affordability, achievement of performance goals,
recruitment, retention and motivation of staff as key considerations. Collectively and
individually negotiated agreements are also nhow a common feature, with pay trend
surveys and pay level benchmarking with the private sector used to inform rather than
dictate the pay adjustment process.

133. Most local civil service manager and staff responses view the current adjustment
mechanism as fair, working well, and believe that it should not be replaced unless there
IS a better, proven alternative. However, many responses from outside interest parties
have pointed both to flaws in the current formula and the absence of pay level surveys
as having created a widening pay disparity between civil service and private sector jobs.

134. Webelievethat thereisnow a needto explore more rigorously the options and
recommend the most appropriate future pay determination and adjustment
mechanism, consistent with other proposed reforms in pay administration. Specific
issues the Task Force may wish to address include:

Whether there are useful interim improvements to the current mechanism which
could be implemented in time for the 2003 review

The case for and practical approach to undertaking a pay level survey, in order to
identify the extent of any reforms that may be needed to the pay review mechanism
and establish a basis for any new pay structure

The level of autonomy, if any, which should be given to individual bureaux and
departments in setting their own pay levels

Therole that the central agencies— such as Civil Service Bureau and Finance
Service and Treasury Bureau — should play in future pay determination

Whether the senior civil service and other selected groups should continue to be
subject to central pay determination, even if there is a general move towards greater
delegation of pay matters to departments.
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Experience of introducing per formance-based rewards

135.

136.

137.

The introduction of performance-based awards has been a strong feature in overseas
reforms and has been regarded as an important factor in raising performance standards
within the civil service. In addition to flexible pay ranges, where progression reflects
the level of individual performance, other performance-based award arrangements
which have been implemented include individual performance bonuses, team-based
rewards, and payments linked to economic performance (as in Singapore). Typicaly
staff have not been required to put their existing base pay at risk and senior civil
servants have a larger part of their total remuneration linked to performance than junior
staff. A fair and consistently applied performance management framework has been
seen as an important pre-requisite for the success of performance pay schemes.

The civil service responses to the public consultation offer mixed views on the issue of
performance rewards. Around half of the civil service management responses, and
many from outside interest group, favour the introduction of performance-based
rewardsto improve flexibility, motivate staff and reinforce a performance culture.
There is less support for this idea among civil service staff responses and much less in
those from unions/associations. They argue that it will be divisive and undermine
morale. There are no clear views expressed on whether one form of performance-based
rewards (eg individual vs team-based) would work better than another.

Our view isthat performance-based rewardsis a potentially significant area of
development worthy of further exploration. Specific issues the Task Force may wish
to address include:

The appropriate scope and approach to implementing performance-based rewards to
best fit local needs and circumstances

The effectiveness and robustness of existing performance management systems
within the civil service and, as appropriate, the best route for ensuring a credible
framework isin place

The use of the senior civil service as a starting point for piloting individual
performance pay

The applicability of other forms of performance rewards within the Hong Kong civil
service, such as:

- individua performance bonuses
- team rewards, which are currently being piloted in six departments

- corporate rewards schemes, where staff are rewarded when the department as a
whole achieves/exceeds agreed performance targets. (Such schemes currently
exist in a modest form in some of the Trading Funds)

- performance awards linked to the overall economic performance of Hong Kong
- enhanced forms of non-cash recognition

The funding of performance rewards.
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Experience of amplifying and decentralising pay and grading
administration

Decentralisation of pay and grading responsibility

138.

139.

140.

141.

Some degree of decentralisation has been a feature of reforms in other countries.
Freedom has been given to departments to manage their own pay arrangements,
including policies and structures, to suit their needs and circumstances. This has
facilitated a greater financial accountability and performance focus, but also raised
some concerns about fragmentation of the civil service, inconsistency in pay
arrangements for similar staff in different departments and barriers to career
development and cross-departmental movement.

There are divergent views from the public consultation as to whether decentralisation
would work in the Hong Kong civil service. While some manager responses would
welcome greater resource and financial autonomy within central policy and parameters,
more fedl that Hong Kong is too small to justify highly decentralised arrangements.
Some staff fear abuses if greater power is put in local managers hands and are
concerned about the possibility of pay disparity and reduced opportunities for career
movement between similar jobs in different departments. Responses from outside
parties tend to be supportive of greater decentralisation to enhance efficiency and
accountability.

We consider thisisanother important areafor the Task Forcetolook at further in
Phase 2, as the degree of any future decentralisation will be a strong influence on the
development of other aspects of future pay arrangements, eg a high level of
decentralisation is likely to lead to a stronger focus on affordability in determining pay
levels and adjustments, and may reduce some of the scope for grade rationalisation
acrossthe civil service asawhole.

Specific issues which the Task Force may wish to address include:

The scope of any wider reform program to decentralise managerial or HR
responsibilities, and the implications of this for pay delegation

The principles that should be applied to determine the appropriate degree of any
decentralisation of pay administration

The future role and responsibility of central agencies in a more delegated system.

Grading reforms (including grade rationalisation, departmentalisation of the General/
Common Grades, introduction of formal job evaluation)

142.

Most of the surveyed countries have implemented major changes to grading
arrangements, typically linked to delegation on grading matters to departments.
Reforms include:
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Departmentalisation of general and common grades, other than at the senior civil
service level

Introduction of broader occupational groupings and pay bands
Introduction of job evaluation or competency based approaches to assess job weight

Moving away from education qualifications as the determinants for grade and rank.

143. Localy, feedback from many civil service management responses suggests that grading
reforms, including grade rationalisation, department alisation of general/common grades
and introduction of job evaluation, would be welcomed to improve efficiency and
resource management. Staff responses have more mixed views about change, some
fearing reduced promotion opportunities and less job security. Job evaluation or
equivalent approaches are, however, viewed by many responses from parties within the
civil service as afairer basis for setting interna relativities. More than half the uniory
association responses aso indicate positive support for grade rationalisation and
broader occupational categories.

144. Our conclusion isthat thereisvaluein looking further at the scope for grading
reforms, recognising that this necessarily has to be closely linked to the wider
consideration of pay administration delegation. Specific issues the Task Force may
wish to address include:

The scope to give greater autonomy on grading matters to departments, including the
departmentalisation of the General and Common grades

The potential and options for introducing an integrated grade structure, based on a
detailed analysis of existing families of grades

The case for job evaluation, or aternatives approaches, as a method of setting
internal relativities and creating a rational and equitable grade structure

The scope for piloting job evaluation using one department (or the senior civil
service) as a precursor to extending across the civil service.

145. In pursuing any changes, it will be important to address any staff concerns about
potential loss of mobility and career opportunities.

32



146.

147.

148.

149.

Moving Forward

In the preceding section of this report we set out our advice to the Task Force on the
broad agenda of pay reform issues and opportunities we believe it should examine
further in the next phase of the Review of Civil Service Pay Policy and System.

In moving forward the Task Force now needs to determine the civil service pay and
grading arrangements which will best suit Hong Kong' s future requirements and
circumstances This assessment must take account of the strengths and weaknesses in
current arrangements and an understanding of the Administration’ s wider intentions for
civil service reform in key related areas, such as the broader delegation of HR and
financial management responsibilities.

By their nature, many of the highlighted issues are linked or interdependent. Assuch
we believe it is important for the Task Force (in conjunction with the Administration)
to take a coordinated and holistic approach to exploring them further. More
specifically, we would encourage the Task Force, at an early stage, to develop a high
level, long term vision of the key principles and outline features of the civil service pay
administration arrangements it believes the Administration should work towards
implementing. Establishing such a vision together with a broad implementation route-
map, will provide a shared focus for interested parties on the future direction and
reduce the risk of detailed reforms being tackled in a piecemeal way.

Clearly, it is not practical for the Task Force to examine and address in detail all the
possible areas for change at the same time. From our wider experience we would
therefore suggest the following broad, if overlapping, priorities for attention:

Firstly, to review the mechanism for pay determination and adjustment. Aswell as
looking at possible short term revisions to the current pay formula and adjustment
process, this would involve consideration of:

- the pay strategy that the Administration should adopt in terms of how it should
position civil service pay in comparison to the private sector, in order to meet its
HR policy objectives

- how broad comparahility, if appropriate, can be achieved and maintained in
future

- therole of affordability and other management considerations in setting pay
levels

Secondly, to examine in detail how the current pay and grading structure should be
rationalised and the best means of implementing any changes. Thiswould include:

- deciding on the degree of delegation of pay and grading responsibilities to
departments and the central policies within which this devolvement would
operate

- reviewing and identifying the scope and approach to rationalising and simplifying
the existing grade and rank structure
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deciding whether to move away from fixed pay scales and if so what the
appropriate replacement structure should be and how it should be introduced

exploring the use of job evaluation as a better basis for setting internal relativities

developing a policy on clean wages and reviewing allowances accordingly

Thirdly, to examine further the case for performance-based rewards and the best
path for introducing these into the civil service. Thiswould include:

exploring the feasibility of introducing individual performance pay and the most
appropriate system for this, drawing on both wider public and private sector
experience

identifying and evaluating other forms of performance-based rewards which
might be introduced, eg team or departmental incentives, one-off bonuses, and
enhanced noncash recognition schemes

reviewing existing performance measurement systems to see how they need to be
strengthened to support a performance-based rewards culture

piloting new performance rewards arrangements, before rolling them out across
the civil service.

150. Inits further work, the Task Force will need to give careful thought to the way that
changes are best implemented. It is clear from the responses to the public consultation
that winning the ‘ hearts and minds' of the civil service will be a key factor in ensuring
the success of any reforms. This echoes the experience of the surveyed countriesin
implementing reforms to their civil service pay arrangements. Some of the valuable
lessons from that wider implementation experience are summarised in Appendix B.



151.

152.

153.

154.

Conclusion

This report has set out our advice to the Task Force on those aspects of civil service pay
administration reform which we believe are appropriate to explore further in Phase 2 of
the Review of Civil Service Pay Policy and System. In forming our views we have
taken account of our understanding of the context and devel opment of the present civil
service pay arrangements in Hong Kong, the experience of the surveyed countries in
this area and the feedback received from the public consultation on the Interim Report.

We believe that this Pay Review represents an important, timely and exciting
opportunity to make a comprehensive re-assessment of the pay administration regime
best suited to the future needs of the Hong Kong civil service.

We do not underestimate the challenges now facing the Task Force. There are many
options ard considerations to be taken into account. At the same time, a strong message
from the public consultation is that the civil service still waits to be convinced of the
need for changing established and trusted ways of dealing with pay and grading matters.
Setting out a compelling case for any change, and a high level vision of the principles
and features which should underpin future arrangements, needs to be a priority task
moving forward.

We look forward with interest to seeing the Task Force’ s fina report on this phase of
the Pay Review and wish it well in tackling Phase 2.
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Appendix A —Summary of Interim Report Findings

Summary of General Lessons and Good Practice from the Resear ch

Al. While each country has evolved very different approaches to civil service pay to meet
their specific needs, we have, nevertheless, identified some common themes and
lessons from our research. Specifically:

Pay and grading reform cannot and should not be implemented in isolation
from the broader civil servicereform agenda. For pay and grading reforms to be
successful, complementary reforms are needed in a number of other areas, such as
the broader delegation of human resource and financial management responsibilities.
Development of supporting performance measurement and management frameworks
isvital to ensure that pay and grading reforms can be applied fairly and consistently

A long term view needsto be taken. Implementing pay and grading arrangements
typically requires a number of years, using a phased approach to reduce risk and to
help build capacity within the civil service. Sustained top level commitment and
support is crucia both at the political level and from the highest echelons of the civil
service in order to maintain momentum

Gaining buy-in and commitment to change from key stakeholders iscritical.
Early consultation with civil service managers and staff is an important means of
raising awareness about the need and options for change, overcoming concerns and
anxieties, and benefiting from their thinking in shaping proposed reforms

A major investment of resourcesis necessary to build the capacity and
commitment required to implement major pay reforms. Typical areas for investment
include relevant training and skills devel opment, communicatiors, specific
initiatives to shift mindsets and promote a performance culture, and the development
of the supporting infrastructure necessary to ensure efficient pay administration, eg
technol ogy-based systems

Making significant changes to pay and grading arrangements, within the
context of wider reformes, inevitably involves pain aswell asgain. The path to
achieving the benefits from new pay or grading arrangements is rarely smooth
Challenges and setbacks must be expected and allowed for. Staff resistance to any
change from the status quo, a potential drop in morale and motivation among those
staff who feel they have lost out under new arrangements, and securing the funding
needed to implement proposed reforms, are some of the typical issues which may
need to be addressed.

A2. Having described these general lessons, we have grouped our more detailed findings on
good practice under each of the five designated areas of interest.
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Commonly adopted pay policies, structures and systems

A3. The common trends in pay policy in our five surveyed countries include:

Devolution of more responsibility for pay policy and administration to individual
departments and agencies

A belief that in certain areas (eg equal opportunities) the civil service has a
leadership roleto play asa“‘ good’ employer, with associated implications for pay
policy, for exanple equity in pay arrangements from an equal opportunities
perspective

An emphasis on affordability (ie living within budgetary constraints) and paying
appropriately to recruit, retain and motivate staff, with correspondingly less
importance given to formal pay comparability with the private sector

Ongoing efforts to link pay more closely to performance, through various forms of
performance-based rewards

A drive to replace rigid central systems with more flexible approaches including, for
example, the consolidation of allowancesand their absorptioninto base pay

Providing separate pay arrangements only for those groups broadly equivalent to the
Hong Kong disciplined services where special provisions apply (eg where the right
to take industrial action has been removed). As a consequence, many of these
equivalent groups in the selected countries are in practice treated in the same way as
any other department or occupation within the civil service or broader public sector.

Experience of replacing fixed pay scales with pay ranges

A4. All five of the countries we surveyed have replaced fixed pay scales (with automatic
time-based increments) for their senior civil servants with more flexible pay ranges.
Some countries have gone further and extended the use of flexible pay ranges to most
or al of their civil service. Typically a minimum and maximum salary is specified for
each pay range, but then considerable flexibility is allowed for individuals to move
through the pay range based on performance.

Systems and mechanisms for deter mining pay levels and adjustments

AS5. Each of the five countries, to varying degrees, has taken steps to decentralise the
determination of pay levels and adjustments to individual departments and agencies.
This has resulted in a general move away from a central, formula-based approach to
pay determination for most countries Affordability within budget constraints,
achievement of performance goals, recruitment, retention and motivation of staff are
now the primary consideration, rather than formal comparability with the private sector.
Pay trend and level surveys are more typically used to inform collective and individual
agreements within set negotiating parameters, rather than to dictate pay adjustments.
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AG.

As a consequence the role of the central agencies has changed with more emphasis on
setting the overall policy framework and providing advice, rather than having a direct
involvement in setting pay levels.

Experience of introducing performance-based rewards

AT.

A8.

A9.

A common thrust in al the countries surveyed has been efforts to link pay more closely
to performance, especially for senior civil servants. In addition to the flexible pay
ranges already described, other performance related reward arrangements that have
been implemented elsewhere include:

Individual performance bonuses — both “ one off” and incorporated into basic pay

Team-based performance pay, which is less common and typically associated with
achieving set performance targets, or completing a particular task or project.

Much of the emphasis to date on performance-based rewards has been focused on
senior civil servants partly because of the importance of motivating and rewarding this
group, and partly because they generally have more discretion and control over their
work. The proportion of senior civil servant remuneration that is now performance-
based and “ at risk’ varies considerably between countries. The Singapore Government
has gone furthest with an average of some 40% of senior officer remuneration now paid
on the basis of individual performance and overall economic performance.

Two critical success factors in introducing performance based reward schemes appear
to be the development of a credible and robust performance management framework,
and the provision of adequate funding to support effective differentiation between
average and outstanding performance.

Experience of simplifying and decentralising pay and grading administration

A10.

All.

As described above, all of our survey countries have, to varying degrees, devolved their
pay arrangements to individual departments and agencies, operating within a centrally
determined policy framework. However, whilst certainly contributing to some
significant improvements, devolution has also created some important challenges that
need to be recognised and managed, particularly against the backcloth of a perceived
fragmentation of the civil service.

Most of the countries we surveyed have also implemented major changes to their
grading arrangements. Common features include the following:
Departmentalising General Grades personnel

Creating flatter, less hierarchical management structures, through rationalisation of
the number of ranks and the number of pay ranges

Combining occupations into broad staff groupings for the purpose of grading and
human resources management
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Establishing formal job evaluation systems and procedures for assessing relative job
weight and ranking

Growing away from educational qualifications as the primary determinant of rank or
grade

Implications for Hong Kong

Al12.

It was not the remit of the Interim Report to put forward specific recommendations.
However, we believe that based on the experience of our five surveyed countries and
taking account of the current issues and challenges facing the Hong Kong civil service,
all five key pay and grading areas of interest, as highlighted in our brief, are
worthy of further, more detailed consider ation. Specifically there would be value in

the Hong Kong civil service:

Undertaking a more far reaching review of their pay policies and the fundamental
principles underlying them

Examining further whether flexible pay ranges should be introduced
Reviewing the current mechanisms for determining pay levels and adjustments
Exploring the scope for a more performance-based approach to pay and rewards

Examining the scope for further delegation of responsibility for pay and human
resources management to individual Departments.

High Level Overview of Civil Service Pay Arrangementsin the Selected
Countries

A13.

Al4.

In order to provide a quick appreciation of the civil service pay arrangements that have
developed in each of the surveyed countries, we have prepared a very brief, tabular
guide (see overleaf). The guide is organised around the five key areas of interest
specified by the Task Force. We hope it paints a useful picture against which the main
findings of the research can be considered.

Inevitably in producing such a short summary we have had to make some very broad
generalisations and simplifications of the detailed arrangements in each country. As
such it should be read with some caution. To avoid possible misunderstanding or
misinterpretation we suggest that readers should also look at the fuller details on each
country, as set out in our Interim Report.
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High Level Summary of Civil Service Pay Arrangements for the Selected Countries

EGET

Commonly adopted pay policies, structures and system
Is pay administration Substantially devolved — | No — pay policy remains | Highly devolved — Moderate devolution — Highly devolved — Devolvement of
devolved - Departments and largely centrally Departments and some local flexibility; Departments and responsibility for pay

- for Civil Servants?

Agencies largely
determine own pay
policies within guidelines

determined (this is
currently under review)

Agencies largely
determine own pay
policies within guidelines

cenfral agencies remain
influential

Agencies largely
determine pay policies
within guidelines

- for Senior Civil
Servants?

No - determined
centrally

No - determined
centrally

No - determined
centrally

No - determined
centrally

No - determined
centrally

management issues is
a key thrust. Senior civil
servanis confinue to be
managed from a central
point to facilitate
mobility and pay coniral

Are Disciplined Services
handled separately for pay
purposes?

Customs & Excise and
Immigration treated
similarly to other civil
servants. Fire,
Correctional and most
Police Services are
outside core civil service

Immigration, Police,
Flying and Correctional
Services are treated
similarly to other civil
servants. Fire and
Customs & Excise are
outside core civil service

Customs & Excise,
Immigration, Police and
Correctional Services
are treated similarly to
other civil servanis. Fire
Services are outside the
core civil service

Ali Disciplined Service
equivalents are treated
broadly similar to other
civil servants, although
some specific
arrangements apply

Customs & Excise and
Immigration are treated
similarly to other civit
servants. Correctional
Services have separate
arrangements. Fire and
Police are ouiside core
civil service.

There is 2 wide span of
arrangements for this
group influenced by
factors such as their
legal ability to strike,
need for independence,
job demands &
historical agreements

Are pay adjustments made

No—-seenonlyasa

Yes - comparison by

No-—seenconlyasa

Yes - competifiveness

No —seenonlyasa

Most countries have

by formal comparability guide to inform market occupation guide to inform market with the private sector guide to inform the reduced their emphasis
with private sector pay? conditions conditions for all jobs is seen as principle of recrit, on formal pay
key to the recruitment retain and motivate. comparability with the
and retention of high private sector with
calibre staff affordability
considerations now
Is “ability to pay’ a primary | Yes Yes Yes Yes Yes taking precedence
factor for pay adjustment?
Are educationalfacademic | Only one of several Only one of several Only one of several Yes Only one of several Broader job

qualifications an important
factor for internal
relativity?

factors

factors

factors

factors

comparisons are
increasingly the norm

Have aliowances been
rationalised/consolidated/
simplified?

Yes — most allowances
have ended and/or
consolidated into base
pay

Yes —~ most allowances
have ended and/or
consolidated into base
pay

Yes — most allowances
have ended and/or
consclidated into base
pay

Yes — most allowances
have ended and/or
consolidated info base
pay

Yes — most allowances
have ended and/or
consolidated into base
pay

In all cases, use of
allowances has reduced
toincrease
transparency and
reduce admin costs

Experience of replacing fixed pay scales with pay ranges

Have automatic anhual
increments on a pay scale
been replaced by more
flexible pay ranges?

Yes — most staff are
now on a flexible pay
range

Not for the majority of
unionised staff, although
a new scheme is
currently being
implemented.

Pay ranges have been
introduced for senior
(non-unionised) civil
servants

Yes — most staff are
now on a flexible pay
range

The majority of staff still
receive an annual
increment but pay
ranges have been
established for senior
civil servants

Yes (with limited
exceptions eg the
Correctional Services).

General trend towards
flexible pay ranges,
particularly for senior
staff
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Is a formal private sector
comparison used to
inform pay adjustments?

No - but adjustments
must be within an
agreed financial budget

No — but emphasis on
comparability and must
be within agreed budget

No - but adjustments
must be within an
agreed financial budget

Yes - calculated as a
comparator to private
sector pay

No - but adjustments
must be within an
agreed financial budget

What is the main role of
central agencies in pay
determination?

Agree overzll financial

Strong central role in
both budgets and

Agree overait financial

Determine overall

Agree overall financial

- to agree or to sef budgets detailed pay budgets financial budgets budgets
budgets for pay adjustments
increases?
- to provide advice and To provide advice and To set direction and To provide advice and To set direction and To provide advice and
guidance or to set guidance determine broader pay guidance and set determine broader pay guidance and agree
broader pay policy palicies parameters policies negotiating parameters
issues?

The trend is towards a
less mechanistic way of
determining pay
increases which allows
agencies to address
their individual needs,
whilst operating within a
broad centrally
determined framework

Experience of introducing performance-based rewards

Is there widespread use of
performance related pay
(PRP)?

Yes — most staff have
some form of PRP

Minirmal — for a small
number of senior civil
servants up to 20% of
pay may be “at risk”

Yes — most staff are
eligible for some form of
PRP

Increasing - linked 1o
performance of the
individual and the
economy as a whole

Yes — most staff are
eligible for some form of
PRP

Are performance awards
consolidated into base

pay?

Yes for some staff

Yes, for some staff

Yes, increasingly for
most staff

Yes for some staff

Yes for most staff

Is it paid as a one-off (non-

Yes for some staff

Limited to senior civil

Yes for some staff

Yes for some staff

Use of bonuses limited

PRP is now widely
used, particularty for
senior staff

consolidated) bonus? servants 1o exceptional

circumstances
Are there team-based Some use — typically Very limited Very limited — bonuses Very limited Limited — still seen as Whilst the broad
performance rewards? paid on completion of a typically paid on experimental. principle is generally

project

completion of project

embraced there have
yet to emerge significant
numbers of successful

examples
Has a robust performance Most forms of appraisal | Traditional approach to Well established Traditional but rigorous Moaost forms of appraisal A key component to
management framework are used and appraisal for most staff systems and high skilis system. Recent are used and support performance
been developed? increasingly 360 degree | with lack of consistent level - self appraisal and | emphasis on increasingly 360 degree | related pay but requires
assessment. Skills standards 360 degree assessment | development of assessment. Skills significant education

developtment is ongoing.

are commen. Reports
are structured around
competencies.

balanced scorecard
approach

development ongoing.

and skills development
to engineer behavioural
change

Experience of simplifying and decentralising pay and grading administration

Have there been moves to
establish flatter, less
hierarchical structures
through simplification of
pay and grading systems?

Yes - only 11 grades in
the Australian Public
Service

This is on-going. The
current system is highly
complex system with 72
occupation groups, 105
sub groups and 840
separate ievels

Yes —most Departments
and Agencies have
independently
introduced flatter more
flexible structures with
fewer ranks/bands

Some simplification in
recent years, parficularly
amalgamation of pay
bands at senior levels

Yeas —most Departments
and Agencies have
indepandently
introduced flatter more
flexible structures with
fewer ranks/bands

In all cases there is a
drive towards less
complex pay and
grading systems aimed
at increasing local
flexibility

Is a formal job evaluation
system used?

Yes, to some degree.
Each group of duties is
classified according to
its work value
requirements

Yes, an off-the-shelf
system is used for
executives. For other
positions, whole job
comparison is used and

grouped by occupations

Yes, either a position-
based comparative job
survey is used or an off-
the-shelf system where
there is no comparator
role.

Yes, to some degree

Yes — a civil service
wide grading system is
in operation

The trend is towards
broad, generic
occupational groupings
and a move away from
narrowly defined job
descriptions
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Appendix B — Lessons from Overseas Experiencein
| mplementing Pay Administration Reforms

The experience of the surveyed countries in implementing major reforms to their civil
service pay administration highlightsa number of important lessons for managing a
smooth and successful transition. We briefly summarise these below, as we believe
they are of relevance to the Hong Kong situation

Find compelling and credible reasons for change and then actively and

continuously communicate and sell the benefits of change. The feedback from the
public consultation reinforces the importance of thisin getting ‘ buy-in" from staff to
pay reforms.

Have a clear vision of the end result and remain focused on achieving it.

Recognise that changes to pay structures and systems will often depend or be
driven by wider managerial and HR reforms in the civil service.

Take an evolutionary approach mapped to a consistent and well communicated
programme of reform, in order to provide reassurance and focus rather than creating
uncertainty. For example, in New Zedland a“big bang” approach was initialy
adopted because they were in a period of crisis. They are now taking a more
considered look at what changes should be retained, what needs to be reined back,
and what may require further moderation.

Establish a realistic timeframe that maintains momentum, at the same time
allowing for consolidation and avoidance of change fatigue.

Ensurethereissufficient depth of expertise and the necessary skills internally to
carry forward changes and, as appropriate, the requirement for external assistance to
aid the process.

Don’ t commit to change which in practice cannot be deliver ed effectively or be
sustained. For example the UK has experienced some difficulties with its

performance pay arrangements for senior civil service asit finds that in practice it is
unable to fully fund performance pay awards.

Proactively looking for trade-off opportunities— eg choice for staff to opt in or
opt out, of proposed changes - so that staff feel they had some involvement over the
decisions that affect them.

Have the courage to take hard decisions where necessary in order to stay on track.
Examples include increasing the level of “at risk” pay for senior staff, or devolving
responsibility and accountability beyond previous levels of comfort. There needs to
be a willingness to change the fundamental infrastructure as marginal changeis
unlikely to lead to substantial change or benefit.

Encourage the active participation of staff representativesin the design of pay
reform initiatives. This can help to facilitate the implementation process, and raise
awareness of potentially damaging issues early on.

Be sensitiveto the strength of staff feeling and the aspects of change which
legitimately require significant consultation and involvement.

Bl



Ensure education, training and communication is proactive and ongoing to help
new behaviours and actions to become institutionalised within the civil service. Most

of the surveyed countries were considered to have stopped these activities too early.
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