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PERFORMANCE-RELATED PAY 


dum by the M i n i s t e r of State, P r i v y Council O f f i c e 


" S 1 I  ? c  e  w e
des  took o f f i c e i n 1979 we have accepted i n p r i n c i p l e the 

l b
^ a
^ p i l i t  y of irrfcxoducing some form of performance-related pay i  n 
t
 

C V i l S e r v ^( t h \ i i n v i t e d the i n q u i r y i n t o C i v i  l Service pay 
Jge*J.w Con»i , make recommendations on t h i s s u b j e c t . They 

 t W  0
 e "
v a t i  i  °  y s ag ince then we have committed ourselves on 

cdone  ° C ^ n s t deri n g ways of making progress. But we have 

°Pinin because of u n c e r t a i n t y and d i f f e r e n c e s of - »°thinP so f a r , 
n i n g ! 


a b t t h e b e S t
 of performance-related pay f o r the C i v i  l 
Servi ° U < 

C  e
 and p a r t l y b e c a u < f r ^ r ^ i n c e r t a i n t i e s about cost, 


2. 
 W
e 
 are engaged upon a ^ nd change i  n the s t y l e and 

pr°fessionalism of managemen n t r a l Government, w i t h much g r e a t e r 

e i n  P b asi s on value f o r money, cl e a r d e f i n i t i o  n of o b j e c t i v e s and 

Personal a c c o u n t a b i l i t y f o r r . - _ and on the d i s p e r s a l outwards and 

d°wnwards of f i n a n c i a l responsib We have already taken a number 
°f important steps, i n c l u d i n g t  h a l Management I n i t i a t i v  e and 
* h  e i n t r o d u c t i o n of a programme of l o ^  P Of personnel work. We need 
t  0 support t h i s programme of change hf&P* r a g i n g good performance 
a n  d improving m o t i v a t i o n i  n the C i v i  l 
3. 


1 V a  ^ i o  n i  s n o  t o  f
in Hoti  course j u s t a matter of money, p a r t i c u l a r l y 

s e r v i c e   S o m e
°thf er^th -  would.'.argue tKat performance-related pay, 


h i  [| a n t h a t which r e s u l t s from'the system of promotion i n a
e t a


But a t c b l C a l
 s t r u c t u r e , i  s a l i e n t o the c u l t u r e e p u b l i c s e r v i c e , 

s e c t Q 3 ^ o r g a n i s a t i o n s , i  n the p u b l i c sector as , as the p r i v a t e 


 b a v  e
a t r a '  adopted performance-related pay a r r t s , and such 

o t h e r ^ e i n e n t : s a r  e a
 f e a t u r e of pay systems i n publ ices i n many 


o u n
a i ^  C t r i e s  . There must be a t l e a s t a presump at there i  s 

the B vbetween m o t i v a t i o n and f i n a n c i a l reward which be v a l i d i  n 

p r  : c s e r v i c e no le s s than elsewhere. We can tes 
e s  u


 o n
the D l ! ^ 0 1  1 i  y °y t r y i n g out a system of p e r f o r r n a n c e - r ^ r s t ^ pay i  n 
to °lic s e r v i c e . I suggest t h a t the time has come t o d&yfekt t h a t : 
on see wheth er i  t works i n the p u b l i c s e r v i c e , and i  f so h 

wbas-i • — —  — 
w
S u  8 g e S t h i c  h enables us t o di s c o n t i n u e the system i  f exp 


a  t t h a t a f t e r a 1 1l e v  T   i  t has no place i n p u b l i c s e r v i c e pay, 
e i  s


0  which t h ie taxpayer can a f f o r d , 
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6
 C a s e  ^ o r
s i r  ^ t e s t i n g a system of performance-related pay  i s 

. engthened by the sharp d i m i n u t i o n of promotion o p p o r t u n i t i e s which 


\ the consequence of our r e d u c t i o n s  i n the s i z e of the C i v i l S e r v i c e . 

°ut t w o - t h i r d s of the C i v i l Service are p a i d on f i x e d r a t e s  o r are 

^ ^ e maximum of incremental pay scales and have no c u r r e n t p o s s i b i l i t y

^ P r o v i n g personal rewards other than through the general annual pay

^ s e s . The p o s s i b i l i t y of r e c e i v i n g a d d i t i o n a l pay f o r good 


could p r o v i d e a d d i t i o n a l i n c e n t i v e s  t o such people. Nor 

i l y p r o v i d e r e c o g n i t i o n f o r good performance by i n d i v i d u a l s 

'TLX as p o s s i b l e on o b j e c t i v e performance c r i t e r i a ;  i t w i l l 


management by o b l i g i n g managers consciously  t o assess,

"Dared  t o comment upon, the performance of those f o r whom 

^ n s i b l e . 


r e c a l l t h a t the Megaw Report envisaged a two"ged approach 

a >
 Performan llated pay ranges  i n place of r a t e s or 

f ^ a l e s f o r sta ^ r a d e 3 (Under Secretary) down to 

P r  m c i  a l l e v e l .
P
 

• _ Performance-reVa'tV&a/bonuses f o r n o n - i n d u s t r i a l s t a f f  a t 

i  below.
senior Executive O f f i o g f e ^ k dd 


B A S I C CONSIDERATIONS 


con S T^ n C 0 IP-n8 to a decision on matters we need to bear f o u r 
^derations p a r t i c u l a r l y  i n mi 

a
- Cost: the perceived cost oYs/fhlly-tledged m e r i t or 
b e h i  h 
Perfon^nce-based pay system  i s g - P r i v a t e 


sector, experience p o i n t s  t o a gene^M/r^nge of perhaps 2-5 per 

cent of the pay b i l l  . Improved perfjSAtoce should produce 

o f f  s e t t i n g savings, but these are, i i ^ t h e n a t u r e of t h i n g s ,

exceedingly d i f f i c u l t  t o q u a n t i f y . 

A 1  1 t h a t can be said w i t h c e r t a i n t y  i s t h a t other 

employers have had s u f f i c i e n t f a i t h  i n the iVal\ of p ersonal 

i n c e n t i v e s  t o i n t r o d u c e p e r f o r m a n c e - r e l a t e d ^ t h e i r own 

0 r  8 a n i s a t i o n s . Most of them would agree that'y d e c i s i o n s 

t o
 i n t r o d u c e performance-related pay were acts i i t h r a t h e r 

than of p r e c i s e c a l c u l a t i o n ; and a number would -?^>^X
p^££»^ doubts 

about whether they had a c t u a l l y obtained value f o r - ^ J c ^ ^ 

b
- M o t i v a t i o n : the o b j e c t i v e of i n t r o d u c i n g p e r f o r 

t e l a t e d pay  i s  t o improve the o v e r a l l e f f e c t i v e n e s s 

O r  g a n i s a t i o n .  I f the systems or methods chosen do not h a ^ e ^ ^ 

t h i s e f f e c t - i f  , f o r instance they demotivate more s t a f 

t h 
  a n they m o t i v a t e - i t  i s c l e a r l y b e t t e r not  t o i n t r o d u c e ' 
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them at a l l  . Moreover i  f we s t a r t on t h i s road, however 

t e n t a t i v e l y , we need t o be c l e a r from the o u t s e t t h a t We are 

ready t o f o l l o w through the l o g i c of our a c t i o n s . Thus i  f 

the l i m i t e d experiments I am suggesting i  n t h i s paper show 

Promise we s h a l l be expected t o go forward - which would 

\Lmply f i n d i n g s i g n i f i c a n t sums of money i  n f u t u r e t o finance 

™ore widespread systems. 


^ A c c e p t a b i l i t y ; a key f e a t u r e i  n the m o t i v a t i o n a l e f f e c t 

^ new system w i l  l be i t  s a c c e p t a b i l i t y t o s t a f f . I say 


1
 d e l i b e r a t e l y because, although we s h a l l need t o 

"the unions, they are u n l i k e l y to oppose m e r i t or 


s-re l a t e d pay i  n p r i n c i p l e . A c c e p t a b i l i t y t o 

ft be determined by a number of f a c t o r s 

i . S t a f f w i l  l need t o be reassured t h a t the systems 

are not merely devices t o take money from the 

g e n e r a l L t ^ b o give t o the favoured few; i  n my judgment 

t h i s means tihat, when a system i  s introduced f o r the 

f i r s  t tim^/^eY\should not be thought to be f i n a n c i n g 

i  t w h o l l y xt&xJpqTx&s t h a t would otherwise have been 

a v a i l a b l e 
 increases. 


i i  . They w i l  l be s a t i s f i e d t h a t the systems 

and c r i t e r i  a we p r j are " f a i r "  : i  n p a r t t h i s i s a 

questi o n of mechai though we do not want t o be too 

ela b o r a t e ) ; i  n partS t i o n of s t a f f experience of 

the new arrangements i o n ; b ut above a l  l a qu e s t i o n 

of a v o i d i n g any t a i n t , o u r i t i s m . I  t w i l  l be 

p a r t i c u l a r l y important e d i s t r i b u t i o  n of awards 

should be, and seen t o from p o l i t i c a  l ( i n c l u d i n g 

M i n i s t e r i a l ) i n f l u e n c e s . 


Method: the p r i v a t e sector us^eTs^/wide range of d i f f e r e n t 
Osteins f o r d i s t r i b u t i n  g m e r i t and''pVj£#rmance rewards. The 
°nimonest are m e r i t progression through incremental scales; 

r
^ e
 i  t a d d i t i o n a l t o incremental scales; and bonuses of v a r i o u s 

^ n d s . P r i v a t e f i r m s o f t e n use a m i x t u r e of these techniques 

^ s
 a means of ac h i e v i n g maximum management f ^ b i l i t  y to 


1 e r e n t i a t e the pay of i n d i v i d u a l s w i t h i n /  system, 
uctured

our case the sheer size and complexity o i v i  l Service 


a r»s t h a t we s h a l l need t o s t a r t w i t h simpl isms i  n 

e r
i n ^   to gain experience of what w i l  l be a major—; îS/k of 


t e r  n a  l a d m i n i s t r a t i o n . 

P* 0 p0SAL S 


7. 

1 hav 
a n  d  W g b a v  e
 discussed these matters w i t h the Chancellor of hequer, 


 a r  e
s tep  both agreed t h a t i  t would be wrong t o seek to move ne 

r » Co aB r._ , . .  .  f u l l y - f l e d g e d m e r i t or performance pay system. Not' 


U I  d
 the 

e
 cost be high and the r e t u r n u n c e r t a i n but a great dea 
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meth a r a t 0 r  " ) ' w o r  w o u  D  e
k l  d  needed both t o choose the most a p p r o p r i a t e 

 t  0 S e  t  UP t b  e
Mo  necessary a d m i n i s t r a t i v e machinery. 


e o v e r
V ^  » once launched, a f u l l - s c a l e system would be hard t o abandon. 

l n t
J Q l °   view t h e r e f o r e i s t h a t , i  f we are t o move a t a l l  , we should 


so by r e l a t i v e l  y small-scale experiments which would enable us t o 

' systems and come t o a s u b j e c t i v e view on e f f e c t i v e n e s s . 


colleagues agree t h a t we should now enter i n t o experiments 

c e l l o r of the Exchequer and I are both agreed t h a t t h e r e should 

^ i c i  t time l i m i  t o f , say, three years a f t e r which we would 


p o s i t i o n and decide whether t o press ahead w i t h more 

rangements or abandon the idea a l t o g e t h e r . 

7 . . . . 


n t  0Sim • • \ v  1 0  Pr°ceed °y means of time l i m i t e d experiments 
^ ^iesN^he choice of method as between the f l e x i b l  e use of pay 
S C a 
  

e s a n d
l a t t   the systems of annual (or b i e n n i a l ) bonuses. Only the 

 e  r
 c a n be r e a d i l y withdrawn and we recommend t h a t the i n i t i a  l 
e  y
 c o nfined t o bonus systems and t h a t the award of 


o e  s
 to indivtodua' should be on a c o n f i d e n t i a l b a s i s . 

10. 
 The need to mi' cost also bears d e c i s i v e l y on the p o p u l a t i o n s 

o  f
 c i v i  l servants we 
 commodate w i t h i n the bonus experiment. We 

a r  « both agreed t h a t 
 l e bonus system cannot be achieved by 
pending l e s s than 1  P e ^ 
 o  f the pay b i l  l of those t o whom the 
bonuses are a v a i l a b l e (so 
 f o r example 25 per cent of the s t a f f 
concerned could r e c e i v e a 
 f 4 per cent o  f pay). The choice 
°* the p o p u l a t i o n s t o be co 
 's more d i f f i c u l t  . We are b o t h agreed 

t n a
 t the experiments ought t o 
 e at l e a s t the t o t a  l p o p u l a t i o n s of 
C i v i l Service grades from 
 pal (and e q u i v a l e n t s ) t o Grade 3 

Wilder Secretary) . Together es comprise some 20,000 s t a f f 
a b  o u t 3 per cent of the non-indus 

1  1
 • Our reasons f o r t h i s judgment t t h a t the task a l t h o u g h 

s " b s t a n t i a  l i  s more manageable and t l w ~ . 
 I t  s more r e a d i l y assessed a t 
t n e 
  s e l e v e l s ; second -that these are ttt«v 
 rades on whom we r e l y t o 
a r 
^  r  y through our plans t o modernise and 
 prove the performance of the 
C l v
 i  l Serv-1 


_ ^  v V l C S  ' a n  d t n i r  d b e c 
  eed t o demonstrate t o the 
p u  o l i c  a u s e we s h a l l . 

 i a  t
SPPly  the i n c e n t i v e s and d i s c i p l i n e s of p e r f o r m a n c e - r e l a t e d pay 


a  th S e n :*" o  r
g r e  l e v e l s . The Chancellor of the Ex^equer i  s prepared t o 
e


1 Per a^ gross amount of £4 m i l l i o  n per ann l u i v a l e n t t o about 
Cent- £ — — - — . . . r~
l  c
Pr 0 Sramm  o  f the r e l e v a n t pay b i l l  ) might be exf m an agreed 
e
 of m e r i t bonuses f o r these s t a f f 
 o12. 


a C c e  P t a n ^ ^ ^ 1  ^ e important both f o r the success and f 

 t  y f t h  ^ S s c n e m  e t b a  t
P r e  P a r e d  °  i  t should not seem 


t  o
P e r f o r t n a n   Sive more money to the b e t t e r p a i d , but n o t v t o x 


that- n. C e  ~ r e l a t e  d pay arrangements f o r the lower pa i d a< 
the 
sh i n t r o d u c t i o n of performance-related bonuses f o r s 
ould 

^ 0 t b e
Th Ch  thought t o be financed at the expense of t h e i r 
a
 

e H o  r of the Exchequer i s t h e r e f o r e prepared t o agre 
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*• When we announce t h i s scheme, we should make i  t c l e a r t h a t 

we are prepared t o consider, and t o enter i n t o _ d i s c u s s i o n s w i t h 

the C i v i l Service trade unions about, the p o s s i b i l i t  y of 

conducting f u r t h e r m e r i t bonus experiments at more j u n i o r l e v e l s , 

we would do so w i t h o u t commitment as t o method, t i m i n g or _ 

finance, but would i n v i t e a genuine dialogue on the p o s s i b i l i t i e  s 

>ny schemes emerging from these discussions would be judged on 
^ e i r m e r i t s and i  n the l i g h t of experience w i t h the i n i t i a  l 

^ f f l e . I  f approved, they would be int r o d u c e d as e a r l y as 
i c a b l e i  n the experimental p e r i o d (which would mean i  n 

^ c t  >£ce not before 1986-87). 
b - ^̂ 58 experimental scheme now proposed should not be r e q u i r e d 
to b e V  ̂ be described as being, financed w i t h i n the e x i s t i n g 
o v  e r a I ^ C p r o v i s i o n s f o r C i v i  l Service pay. 

INCLUSION 

13. 
 i n v i t e gues to agree t h a t 

a
- We should 
 traduce an experimental programme of 

c o n f i d e n t i a l mei_ uses f o r n o n - i n d u s t r i a l c i v i  l servants 

^ the ranks from i p a l (and e q u i v a l e n t s ) t o Under 

Secretary; s t a r t i n _ . p r i  l 1985; l i m i t e d t o three years a t 

a cost of £4 m i l l i o n  ̂ and on the express understanding 

th a t a t the end of tha 
 the value of the schemes w i l  l 

be reviewed and there resent commitment t o c o n t i n u i n g 

w i t h m e r i t or performanc- ed pay arrangements when the 

experiments have run t h e i 
 B . 

b, T , v 
. J-n announcing our d e c i s i e r i  t bonuses at senior 
exit*6 1  ^ 6  t h a t prepared t o consider, and 
 s h o u l d i n d i c a t e


 e  r
 l n t o
kv .  discussions w i t h the Service unions about, the P o s s i b i l i t i e s of conducting m e r i t bonus experiments 
more j u n i o r l e v e l s . Discussion's ch f u r t h e r experiments WouLH v . 
 as to method, t i m i n g 
or f • entered i n t o w i t h o u t commi 
 at any such schemes, 
id .ance, but on the understanding 

n t i f i e  d and approved, would-be in t r o d u c e d as e a r l y as 


p r a c t i c a b l e . 

The experimental scheme now proposed s not b e , r e q u i r e d 
to be 
> nor be described as being, financed he e x i s t i n g 


r
 a l  l p r o v i s i o n s f o r C i v i  l Service pay. 


0 f f c
O f f i  i a l  s of the Cabinet O f f i c e (Management . 

1 C e  ^ a n  d t b  e
sh  Treasury, i  n c o n s u l t a t i o n w i t h Dep 


for  P r e  p a r e d e t a i l e d proposals, i  n the l i g h  t of 
our 

c°nsideration and approval by the M i n i s t e r s conce 
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« The Head of the Home C i v i  l Service should be i n s t r u c t e d 
t
 a f r a n 8 e
 f o r t n e
so  e f f e c t i v e n e s s of the schemes to be audited' 

 a t t h e
£°  Cabinet can, i  n due course, consider whether t o 

roduce d e f i n i t i v e schemes of performance-related, or m e r i t , 


Pay and, i  f o , what form these schemes should take. 
S
 

C a b i n e
 t O f f i  (
c e
 ent and Personnel O f f i c e ) 

2  4
 J u l y 1984 
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