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Ey . e
deig 81?c? we took office in 1979 we have accepted in principle the
h Tability of in oducing some form of performance-related pay in

( = Civiy Service Ui invited the inquiry into Civil Service pay

e : A 5 .
dig Megaw Commi &} © make recommendations on this subject. They

Variso two years ag(ince then we have committed ourselves on
°US occasions td ;gqfdering ways of making progress. But we have
hing so far, ¢ gl

°§?§i2§t ‘iff because of uncertainty and differences of
ervic, «4‘<?&'of perfgrménce~related pay for the Civil
ENst uncertainties about cost.
2
Profegz-are engaged upon a
em asilonallsm of managemen
$ on value for money,
al-accountability for res
i;;;ds of financi§1 resPonsib
the intrtant steps, including the
= roduct%on of a programme of
ang import_thls programme of change b
.~ ""Proving motivation in the Civil
3 ’ .
i Motivation is not of course just a mgtter of money, particularly
Othe etpublic service. Some would argue that pérforman?e—rglated pay,
i an that which results from the system of promotion in a
mag lcal structure, is alien to the culture he public service.
Sect oy Y Organisations, in the public sector as as the private
arrang;m ave adopted performance-related pay arrar ts, anq such
Othe % ents'are a feature of pay systems in publi ices in many
& link Cuntrijeg, ?her? must be'at 1§ast # presumpt at there.ls.
the b, €tween motivation and financial reward which be valid in
presumpt?c service no less than elsewhere. We can tes §£ﬁ§§> :
the Dub1%°n only by trying out a system of performance~- eéﬁ;ﬁﬁ pay 1in
to See w;C service. I suggest that'the tlye has come to that:
on 4 bas.ethe? it works in the prllc service, and if so h orks,
Sugge 1S which enables us to discontinue the system 1if exp

about the best
and partly beca

nd change in the style and

:ntral Government, with much greater

clear definition of objectives and

and on the dispersal outwards and
We have already taken a number

;2§§§§a1 Management Initiative and

orf® 0f personnel work. We need
gﬁgﬁ raging good performance

lerar

s
= that after all it has no place in public service pay,\&t s
€ls vhich the taxpayer can afford.
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ste The case for testing a system of performance-related pay is
i €hgthened by the sharp diminution of promotion opportunities which

1 A i G Gy .
Q§§2F°Eie consequence of our reductions in the size of the Civil Service,

& two-thirds of the Civil Service are paid on fixed rates or are
<§§§§me Maximum of incremental pay scales and have no current possibility

Proving personal rewards other than through the general annual pay

S€s. The possibility of receiving additional pay for good

zi nce could_provide a@d%cional incentives to such pe?plg.. Nor

base nly provmde.recognlthn fpr good performan;e by 1nq1v1§uals

also & r as possible on obqe?tlve performance criteriaj it will

and ¢, R management by obliging managers consciously to assess,

tigvis - e-argd to comment upon, the performance of those for whom
re ¢kefdnsible.

ed approach

DrongCOIIeagues ?iifiiecall that the Megaw Report envisaged a two-

84 Performanlated pay ranges in place of rates or
Stales for staf

Orade 3 (Under Secretary) down to
Tincipal level. :

g' ; Performance-re onuses for non-industrial staff at
€Nlor Executive Offi d below.

By .
*1C CONSTDERATIONS
6.
cﬂnsiln Coming to a decision on e matters we need to bear four
€rations particularly in my 2
© @ Cost: the perceived cost
Performance-based pay system is
Sectoy, experience points to a gen
. 8Nt of the pay bill. Improved per

offéetting savings, but these are, i
®Xceedingly difficult to quantify.

All that can be said with certainty is that
SMPloyers have had sufficient faith in the
fNtentives to introduce performance-related
ol'gﬁl'll'-s‘ettit:u-ls. Most of them would agree that
© introduce performance-related pay were acts
abzn of precise calculation; and a number would

Ut whether they had actually obtained value fo

lly-fledged merit or
o be high.  Private

nece should produce
the nature of things,

other

of personal
their own
decisions
ith rather

gg doubts
2' Motivation: the objective of introducing perfor
oelat?d pay 1is to improve the overall effectiveness O
r%anlsation. If the systems or methods chosen do not

thls effect - if, for instance they demotivate more staf
an they motivate - it is clearly better not to introduce
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them at all. Moreover if we start on this road, however

tentatively, we need to be clear from the outset that we are

Teady to follow through the logic of our actions. Thus if

the limited experiments I am suggesting in this paper show

Promise we shall be expected to go forward - which would

mply finding significant sums of money in future to finance
re widespread systems.

new system will be its acceptability to staff. I say
deliberately because, although we shall need to
he unions, they are unlikely to oppose merit or

Perfo <g?g.ﬂ_-rel::n:ed pay in principle. Acceptability to
1

§;§§§gceptability: a key feature in the motivational effect
o
Tt

co

Staff be determined by a number of factors -

i,  Staff will need to be reassured that the systems
are not merely devices to take money from the

generali give to the favoured few; in my judgment
this means that, when a system is introduced for the
first tim hould not be thought to be financing

it wholly ‘ézﬁ? nds that would otherwise have been
available fo§§%§§£§al pay increases.

ii. They will o be satisfied that the systems
and criteria we pr @re "fair': in part thie ‘ig a
Question of mecha though we do not want to be too
elaborate); in part tion of staff experience of
the new arrangements ion; but above all a question
of avoiding any taint. ouritism. It will be
Particularly important e distribution of awards

Sbould be, and seen to béy from political (including
Ministerial) influences. Cﬁ;p-

g' Method: Fhe private sector uégggg?w'de range of different
cz;;Ems for dlstr}butlng mer?t and” ‘mance rewards. The
mer'onest'a¥e merit progression thro incremental scalesi
kinét addlylonal to incremental scales] and bonuses of various
A S. Private f}rmg often'use a mixture of th?s? Fechnlques
i 8 means of achieving maximum management bility to

€rentiate the pay of individuals within({£ s

m: OUr case the sheer size and complexity of\The
ans that we shall need to start with simple

irder to gain experience of what will be a majo k of
Nternal administration. : V
PROPOSM‘S @
, b7
. I . >
anq have giscussed these matters with the Chancellor of 1:::} equer,
Step are both agreed that it would be wrong to seek to move e
Wou] 258 fully-fledged merit or performance pay system. Not

€ cost be high and the return uncertain but a great dea
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@ Preparatory work would be needed both to choose the most appropriate
@ vethods angd to set up the necessary administrative machinery.
f Moreover, once launched, a full-scale system would be hard to abandon.
UL joint vieyw therefore is that, if we are to move at all, we should
20iby relatively small-scale experiments which would enable us to
SYStems and come to a subjective view on effectiveness.

colleagues agree that we should now enter into experiments
i cellor of the Exchequer and I are both agreed that there should
b 5 icit time limit of, say, three years after which we would
e position and decide whether to press ahead with more
Perma rangements or abandon the idea altogether.

i T ion to proceed by means of time limited experiments
Simplifjes he choice of method as between the flexible use of pay
rs2les ang the systems of annual (or biennial) bonuses. Only the
3tter can pe readily withdrawn and we recommend that the initial
eXl"“‘-l‘i!ma"nts. shou confined to bonus systems and that the award of
°huses to indiv@ should be on a confidential basis.

The need to 9 cost also bears decisively on the populations
NS eervance w agcommodate within the bonus experiment. We
228 b?th égreed that a #& Able bonus system cannot be achieved by
Sgendlng less than 1 pe Ak
co“hses are available (so thgpafor example 25 per cent of the s-;taff

feerneg could receive a %@ of 4 per cent of pay). The choice
th e Populations to be coWw \s more difficult. We are both_agre_ed
that 1€ experiments ought to ace at least the total populations of
¢ Civiy Service grades from pal (and equivalents) .to Grade 3
abnder Secretary). Together th es comprise some 20,000 staff -
Ut 3 per cent of the non-indus ivil Service.

11 >

e Gur-reasons for this judgment a:ﬁ t that the ta§k although .
theStantlal is more manageable and th@lts more readily assessed a
carse 13\'?315; second sthat these are the rades on whom we relyftgh
CivH through our plans to modernise and\{mprove the performance of the

Pub] « Ser"ice;. and third because we shall Yeed to demonstrate to the
appll_lc at the incentives and disciplines of performance-related pay
¥

agy 8t senior levels. The Chancellor of the E gquer is prepared to
1 pzﬁ that gross amount of £4 million per ann uivalent to about
ce >

Pro Bt of the relevant pay bill) might be ex ed™Qn an agreed
ETamme of merit bonuses for these staff. @
120

dcee It ‘fill be important both for the success and f%
Pre ptabllity of this scheme that it should not seem a are
| P tared to give more money to the better paid, but not toVYcdhtemplate

that th €-related pay arrangements for the lower paid a- and
Shoyy 4 € Introduction of performance-related bonuses for s&§ _,

The @y, MOt be thought to be financed at the expense of their TdiINegues.
ancellor of the Exchequer is therefore prepared to agree
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:ﬁ are prepared to consider, and to enter into discussions with

(ﬁ;Q € Civil Service trade unions about, the possibility of

CZ%%S§ d.  When we announce this scheme, we should make it clear that

W g further merit bonus experiments at more junior levels.

f? Would do so without commitment as to method, timing or
<§S§§A1nance, but would invite a genuine dialogue on the possibilities.

"y schemes emerging from these discussions would be judged on-

S1T merits and in the light of experience with the initial
m?. If approved, they would be introduced as early as

) lcable in the experimental period (which would mean in

c;f;ne not before 1986-87).

b, ciggg xperimental scheme now proposed should not be required

to b be described as being, financed within the existing
overalN(provisions for Civil Service pay.
CONCLUSIONS

.We should f duce an eﬁperimental programme of
confidential meNT

e Zppuses for non-ipdustrial civil servants
Sha ¢ ranks fromyimpipal (and equivalents) to Under
i Coetary; sta;tln; eai§§§prll 1985; limited to three years at

St of £4 million“a\yezy; and on the express understanding

t 5% ;
Zat aF the end of thagZgeflod the value of the schemes will
- Teviewed and there 1-(3’,-resent commitment to continuing

with Fih\ed pay arrangements when the

13, [ A
invite my {Ez?gﬁgues to agree that -

ext merit or performancd
Periments have run thei

bt
leve]

In announcing our decisi

e we shogld in@icape‘ﬁhat

into discussions with the

- _ € Possibilities of conducting

w0uT§r; junior levels. Discussiont rin

o £1 € entered into without commi as to method, timing
tda Nance, but on the understanding \§at any such schemes,

Ntified and approved, would.be introduced as early as

erit bonuses at senior
prepared to consider, and
Service unions about,
merit bonus experiments
ch further experiments

cb . -

s The experimental scheme now proposed siifuld) not be required

S € nor be described as being, financed he existing
Tall provisions for Civil Service pay.

d, (1 ; A

Of £ Officials of the Cabinet Office (Management ‘a sonnel

sholce) and the Treasury, in consultation with Dep g,

o uld Prepare detailed proposals, in the light of our isions,

Consideration and approval by the Ministers conce

%
2
%
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t0 arrange for the effectiveness of the schemes to be audited
@ SO that the Cabinet can, in due course, consider whether to

2@ €. The Head of the Home Civil Service should be instructed

. IDtroduce definitive schemes of performance-related, or merit,
@pay and, if so, what form these schemes should take.

Cabiner Office (Mh
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