
Chapter 1

INTRODUCTION
(This chapter explains the background leading to the formation of a Task Force to review the civil service pay policy and system)

Preamble

1.1
On 18 December 2001, the Secretary for the Civil Service (SCS) wrote to the Chairmen of the Standing Commission on Civil Service Salaries and Conditions of Service (Standing Commission), 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) inviting the three advisory bodies to conduct a comprehensive review of the pay policy and system for the civil service.

Background

1.2
The need for a comprehensive review has been highlighted in recent public discussion on civil service pay.  There are concerns in some quarters that other than the starting salary levels (which were reviewed in 1999), 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 may no longer be broadly comparable to the pay levels in the private sector.  Concerns have also been raised as to whether the current annual pay adjustment mechanism continues to serve the purpose it was intended, vis-à-vis changes in pay practices in the private sector.  The central issue arising from the recent discussion is the extent to which Hong Kong’s current civil service pay policy and system are still in keeping with today’s circumstances.  Against this background, it was proposed that the existing pay policy/system be reviewed, as a two-phase study, with a view to modernising it and bringing it more in line with the best practices elsewhere and amongst major employers in Hong Kong, making it simpler and easier to administer, and building in more flexibility to facilitate matching of jobs, talents and pay.
The Task Force

1.3
A joint meeting of the three advisory bodies was held on 4 January 2002 in which it was agreed that the SCS’s invitation should be accepted and that a Task Force should be set up to carry out the assignment.  After consultation with the respective Chairmen of the three advisory bodies, the Task Force with us as members was established in early January.  (A list of members of the Task Force is at Appendix I.)
1.4
We held our first meeting on 10 January and discussed the terms of reference (a copy is at Appendix II), house rules and dates of future meetings.  It was also decided that an outside consultant should be engaged to provide input on civil service pay structure and reform in a few developed countries.  As far as the Hong Kong civil service is concerned, we would rely on our knowledge and experience to formulate our own views.
The Review

1.5
The PricewaterhouseCoopers (PwC) Consulting Hong Kong Limited was selected after a competitive tendering process to undertake a four-month consultancy.  The consultant was asked to carry out an analytical study on the latest developments in civil service pay administration in five countries (namely, Australia, Canada, New Zealand, Singapore and the United Kingdom), which may be relevant to Hong Kong, having regard to the history and development of the civil service pay policy and system here.  The study was to cover the following areas –

(a)
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 simplification and decentralisation of pay administration.

Interim Reporting

1.6
We undertook to brief the three advisory bodies and consult all concerned parties, including civil service bodies, when the interim report on preliminary findings becomes available in late April 2002.  After evaluating the findings and taking account of the comments of the concerned parties, we would submit, via the three advisory bodies, to the Administration our report on the analytical study in July 2002.  In the second half of 2002, we would make recommendations on the scope, methodology, factors to be considered and the timeframe for carrying out the Phase Two Review, and the methodology and timing for a civil service/private sector pay comparison study.

1.7
The preliminary findings and observations of the Task Force, underpinned by the work of the consultant, are now depicted in the ensuing chapters.

Chapter 2 

DEVELOPMENT OF CIVIL SERVICE

PAY POLICY AND SYSTEM IN HONG KONG

(This chapter gives an account of the development of the civil service pay policy and system in Hong Kong since the middle of the 20th century, with focus on the five areas under study)

2.1
We consider it useful to first revisit the history in the development of the civil service pay policy and system in Hong Kong, particularly as regards the five areas covered in Phase One of the review.  This will provide us with a solid basis for comparison with the latest developments in the five countries which the consultant has been asked to look into.

A.  Pay Policies, System and Structure

I.  Policy and System

2.2
We understand that the existing civil service pay policy is to "offer sufficient remuneration to attract, retain and motivate staff of a suitable calibre to provide the public with an efficient and effective service.  Such remuneration should be regarded as fair both by civil servants and by the public which they serve.  Within these parameters, broad comparability with the private sector is an important factor in setting civil service pay.”
  There are two parts to this policy statement.  The first sentence embodies the objective of the pay policy, and the second and third sentences set out the principles involved in determining remuneration.

Objective

2.3
As far as we can trace, the substance of the existing objective of the civil service pay policy dated back to the 1960s.  The same ideas were contained in a more elaborate statement drawn up by the Government in 1968.  The objective has been revisited and reaffirmed in various civil service pay reviews since then.  Indeed there has been no dispute that the objective of the civil service pay policy should be to offer sufficient remuneration to attract, retain and motivate staff of a suitable calibre to provide the public with an efficient and effective service.

Principles

2.4
We turn therefore to the evolution of the principles and system of determining civil service pay, starting from the middle of the 20th century.

Principle: Fair Comparison with Private Sector

2.5
In the 1950s and 1960s, the Government appointed a Salaries Commission every few years to review the general levels of civil service pay, and the salaries and structures of individual grades.  The 1965 Salaries Commission recommended that civil service pay should be based on the principle of fair comparison with the private sector.  This was further recommended by the 1968 Salaries Commission and accepted by the Government, which drew up an elaborate statement containing the following basic principles –


(a)
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


(b)
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 also the experience of other employees.

2.6
Comparability is itself a complicated issue.  As early as 1971, the Salaries Commission’s Report pointed out that “it is often difficult to establish comparability.  For many Government activities, there is no comparable activity in the private sector ….. there are no analogues for the disciplined services and the Administrative Officer in Government has a unique part to play ….. in many respects the service of Government is quite distinct from work in the private sector ….. Government looks for a continuity of service and hopes to attract it by the provision of incremental scales, reasonable security of tenure, good prospects of promotion and pensions.  These are not necessarily the most prominent factors in the mind of private employers.”

2.7
While noting the difficulty in establishing comparability, the 1971 Salaries Commission endorsed the principle of fair comparison with the private sector.  In 1971-74, the Government accepted the 1971 Salaries Commission's recommendation to adopt the occupational class method in making pay comparison with the private sector.  The system divided the civil service into occupational classes, each of which included a range of jobs with private sector analogues.  The Government carried out a series of occupational class surveys; but since there were problems in finding comparable jobs in the private sector, the attempt to compare pay on the occupational class basis was not pursued.  Adjustment of civil service pay was made on the basis of cost of living data.

2.8
As can be seen from the above, two major tasks are involved in establishing comparability with private sector pay –


(a)
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 recommendation by the 1971 Salaries Commission to adopt the occupational class system as a basis of comparison with the private sector represented an (unsuccessful) attempt to deal with task (a).  This is evidently a complicated task.  Before looking further into how this task has been tackled, we would follow the chronological order of events and turn to task (b).

Pay Trend Assessment

2.9
In 1974, the Government decided to conduct a private sector pay trend survey in order to ensure that civil service pay moved broadly in line with that of the private sector.  The first pay trend survey was conducted that year.  Since then, a pay trend survey has been conducted every year.  A more detailed account of evolution of the pay adjustment system and mechanism is provided in section C of this chapter.

Pay Level Assessment

2.10
As regards task (a) mentioned in paragraph 2.8, in 1986 a pay level survey was conducted in response to staff request for an increase in salaries following an increase for the directorate.  A consultant was appointed in May that year to carry out the survey.

2.11
Since many civil service jobs did not have analogues in the private sector, it was decided not to directly match jobs in the civil service with those in the private sector.  Instead, a method of job evaluation was employed (the factor-point method), under which a representative sample of civil service jobs was compared with a similarly representative sample of jobs in the private sector based on three elements: (a) know-how, (b) problem solving, and (c) accountability.  The total points scored for each job were then calculated and matched with the salary and the total remuneration of the job.  As regards fringe benefits, they were mainly valued on the basis of the maximum notional value to employees.

2.12
The results of the 1986 pay level survey showed that generally, with the exception of Model Scale 1 and D3 and D4, the civil service remuneration package compared favourably with the those in the private sector.  Sufficient information had not been collected for ranks above D4.  The Government accepted in principle the results of the pay level survey in April 1987.

2.13
In 1988, an improvement package was implemented for Model Scale 1 staff (both in terms of pay and conditioned hours) having regard to the results of the 1986 pay level survey.

2.14
The findings outlined in paragraph 2.12 above were rejected by the Staff Sides of both the Senior Civil Service Council and the Police Force Council.  The main complaint about the 1986 pay level survey was centred on the defects which were perceived in the pay level survey methodology, in particular, the method of job evaluation and the valuation of fringe benefits.  More specifically, the Staff Sides felt that –


(a)
the methodology of the survey was too broadbrush and had a limited statistical basis.  The consultant’s methodology took into account only three factors, i.e. know-how, problem solving and accountability.  This method was highly subjective, prone to error and open to manipulation.  This ignored other important factors, e.g. physical effort, working conditions, etc.  It was therefore unsuitable for evaluating complex civil service jobs;


(b)
the use of maximum notional value as a means of calculating the value or benefits was biased against civil servants and the valuation of civil service benefits in particular quarters, private tenancy allowances, and pensions were inflated;


(c)
the time-table for the Staff Sides to comment on the survey was too tight and they were not provided with adequate information; and


(d)
the methodology did not take into account the special features of disciplined services work, e.g. danger, stress, on call, restriction of personal freedom.

2.15
The Staff Sides reacted strongly to the Government’s decision to accept in principle the general results of the survey and indicated that implementation would seriously affect staff morale and would be strongly resisted.  While discussion on this continued, there was further disagreement between the Administration and the Staff Sides over the size of the 1988 pay adjustment.  In the event, a Committee of Inquiry (C of I) was appointed in August 1988 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.

2.16
The C of I submitted an Interim Report in November 1988 and a Final Report in March 1989.  It concluded that –


(a)
the methodology used for the pay comparisons was sound and reputable but job-for-job comparisons would have been preferable and would have created greater confidence in the results;


(b)
the methodology used for the evaluation of fringe benefits tended to overvalue civil service benefits especially in relation to housing; and


(c)
there were nevertheless no convincing grounds for disputing the general tenor of the results though the degrees of discrepancy between the private sector and the civil service must be in doubt.

2.17
The Government accepted in April 1989 the C of I’s recommendations, subject to the improvement already awarded to Model Scale 1 staff remaining intact.

2.18
The C of I also recommended in its report that pay level surveys, based on job-for-job comparisons, should be the foundation of the civil service pay system and that it should be conducted at three-year intervals.  The Government took note of this recommendation.  As the Government had then already invited the Standing Commission to conduct an overall review of the salary structure of the civil service, it would not be desirable to conduct a pay level survey at the same time.

2.19
After examining further the practicability of this recommendation of the C of I, the Standing Commission expressed the following doubts over aspects of the recommendation –


(a)
there would be practical difficulty in finding enough private sector job analogues for making job-for-job comparisons.  As a matter of fact, this long-standing difficulty was the reason behind the use of a factor-point system in the 1986 pay level survey;


(b)
it was noted that the C of I had put over-riding importance on the need for maintaining broad comparability with the private sector.  However, frequent adjustments to external relativities at the cost of inevitable disruption to internal relativities would not be conducive to the stability of the civil service; and


(c)
while the proposed system would bring about considerable changes to the existing patterns of civil service pay structure, staff consultation and pay determination, there was no guarantee that the new system would be more effective than the existing one in meeting the policy objective given the difficulties mentioned above, nor would it be more acceptable to staff as demonstrated by the reservations expressed by them over the proposal.

2.20
In 1988, having regard to the responsibilities and workload of the disciplined services, and the fact that the 1986 pay level survey was unable to obtain information from the private sector on special factors applicable to the disciplined services, such as danger, stress, and restraint on personal freedom, the Government invited the Standing Commission to commission an independent review on the pay and conditions of service of the disciplined services.  The review committee (Rennie Committee) recommended the creation separately of a Police Pay Scale (PPS) and a General Disciplined Services Pay Scale (GDS).  It also recommended the setting up of the SCDS.

2.21
The SCDS was established in 1989.  On the request of the Government, it conducted a job evaluation of the directorate, Senior Superintendent and Superintendent ranks and their equivalents in the disciplined services.  The job evaluation was conducted in conjunction with the disciplined service managements and a consultant.

2.22
The results indicated that the Senior Superintendent and Superintendent or equivalent were paid at a level at, or above, 75% of equivalent jobs in Hong Kong.  Directorate jobs appeared to be less well paid, particularly at more senior levels.  The disciplined services claimed that the job evaluation results had not adequately reflected the special, unquantifiable factors which made their jobs different from those of their civilian counterparts.  They proposed pay increases of up to 26% in some ranks.

2.23
The SCDS considered it appropriate for directorate salaries in the disciplined services to follow the median market line.  In 1990, it recommended to the Government new pay scales for the directorate ranks in the disciplined services.  It recommended no change to the pay scales for the Senior Superintendent and Superintendent, and equivalent ranks.

2.24
In the same year, following submissions from various disciplined services for revising the pay scales of non-directorate staff, the Government also requested the SCDS to consider the pay for the rank and file first and then the officer cadre.  With respect to the rank and file, the SCDS considered it appropriate to apply the corresponding benchmarks which the Standing Commission had recommended for civilian grades, but with the pay advantage enjoyed by the disciplined services maintained.  The SCDS also recommended a reduction in the number of entry points, and pay improvement to junior police officers to recognise their heavier and wider range of responsibilities.

2.25
For the officer cadre in the disciplined services, the SCDS concluded that, with the exception of the basic recruitment rank level, their duties and responsibilities were broadly comparable at each rank level.  Their pay should reflect this.  It also made recommendations which brought equivalent ranks in the various disciplined services up to par with each other.

2.26
In the few years following 1989, the focus of the Standing Commission’s work was on the salary structure review which the Government had invited it to conduct.  (The subject of pay structure is covered in paragraphs 2.30 to 2.33.)  The next review relating to pay levels was conducted in 1999 on starting salaries, in which the principle of comparing with the private sector was adhered to.  For instance, the Standing Commission recommended doing away with qualification groups (QGs) in the civil service that consistently had no comparisons with the private sector (e.g. QGs 4, 6 and 12).  Realising that there may continue to be concerns about the salary levels of the civil service above the entry level, the Standing Commission also recommended that “consideration should be given to whether and how the question of comparability between salaries for the civil service and the private sector above the entry level may be appraised”
.

2.27
The review resulted in the downward adjustment of benchmarks/starting pay for the majority of the civilian grades ranging from 6% to 31%.  Having regard to the recommendations of the Standing Commission on the starting salaries for civilian grades, SCDS recommended a new set of starting salaries for the disciplined grades, representing reductions ranging from 3% to 17%.  The revised starting salaries were implemented in April 2000.  The Government also accepted the recommendation by the Standing Commission to delink starting pay from the annual pay trend adjustment.

Principle: Follow, Not Lead Private Sector

2.28
Another principle periodically reviewed in the past is that “civil service pay should follow rather than lead the private sector.  Government should set an acceptable standard and be among the better paying employers in relation to the lowest pay”.  In the 1971 review, the same concept was reaffirmed but worded slightly differently: “As regards levels of salary, the principle of fair comparison with comparable employment in the private sector is over-riding, and Government should follow and not lead”
.
2.29
As can be seen from section C of this chapter, the design/methodology of the annual pay trend survey reflects the principle of following rather than leading the private sector. 

II.  Pay Structure

2.30
Upon the establishment of the Standing Commission in 1979, it conducted the first salary structure review and recommended that the Government should adopt the educational qualification method.
2.31
In recommending the adoption of this system, the Standing Commission had considered two other possible methods:  the occupational class method which had proved unworkable (see paragraphs 2.8 above); and the core grade method, which required the identification of some core grades for which private sector analogues were available to be used as a guide for setting the pay for other grades.  The Standing Commission’s conclusion was that the educational qualification method was the only practicable method at the moment, but did not rule out the possibility of using the core grade method at some future date, whether on its own or in combination with the educational qualification method.
2.32
The next review was conducted in 1989, when the Standing Commission accepted the Government’s invitation to conduct an overall review of salary structure.  From 1989 to 1990, the Standing Commission reaffirmed the use of the educational qualification method, and made recommendations on revised benchmarks for each qualification group and a revised salary structure having regard to the revised structure of individual grades.  These recommendations were accepted by the Government.
2.33
The account would not be complete without a brief mention of the progress made in recent years in removing the differentiation between “overseas” and “local” terms and conditions of employment.  The Standing Commission gave full support when the Government first proposed in 1994 the Common Terms of Appointment and Conditions of Service (Common Terms) with a view to removing the said differentiation.  In 1998, the Government proposed to implement the Common Terms with modification to the scope of application originally proposed.  After consultation of the Staff Sides, and with the support of the Standing Commission, the Common Terms have been implemented with effect from 1 January 1999 for new appointments to the civil service.

B.  Replacing Fixed Scales with Pay Ranges

2.34
Our study of the development of the civil service pay system has not shown any significant data relating to experience in replacing fixed scales with pay ranges.
C.  Pay Adjustment System and Mechanism

2.35
In order to enhance the principles relating to fair comparison with the private sector (see paragraphs 2.5 to 2.29 above), a Pay Investigation Unit was first set up in the then Civil Service Branch in 1968, with the task of collecting and analysing information on private sector pay and conditions of service through various surveys.

2.36
As inflation gathered momentum, it became clear that the general level of civil service pay had to be adjusted at more frequent intervals than before.  In 1972 and 1973, adjustments were made on the basis of cost of living data.  However, it was also clear that basing overall civil service pay adjustments on movements in cost of living alone did not reflect well the principles relating to fair comparison with the private sector.

2.37
The Government decided that the most effective way to ensure that civil service pay moved broadly in line with that of the private sector was by means of a survey of private sector pay trends.  The results of the survey would be used as the basis for determining overall pay adjustments to the civil service.  As a result, the first pay trend survey was conducted in 1974 when the decision was taken to implement the pay trend survey system. 

2.38
The development of the pay trend survey system was brought within the purview of the Standing Commission in January 1979 when the Commission was appointed.  In that year, the Pay Investigation Unit was transferred to the Standing Commission to enhance the former’s impartiality and independence.  At the same time, the Unit was re-titled as the Pay Survey and Research Unit (PSRU), answerable to a Pay Trend Survey Committee (PTSC) chaired by a member of the Standing Commission and comprised of representatives of SCDS, management and Staff Sides.  Since then, the need for regular pay trend surveys and the methodology for the survey have been continuously reviewed.

Pay Trend Survey

2.39
Pay trend surveys are conducted by the PSRU on an annual basis.  The surveys aim to assess the average pay movements of full-time employees of private sector companies participating in the survey over a 12-month period from 2 April of the previous year to 1 April of the current year.  They do not measure the pay rates for specific occupational groups.

2.40
The pay trend survey normally takes place between January and May.  For the purpose of the survey, the non-directorate civil service is divided into three salary bands.  Private sector companies participating in the survey are asked to provide information about changes in basic salaries on account of cost of living, general prosperity and company 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.  Each PTI is a percentage figure representing the average pay adjustment for all the surveyed employees within the same salary band.

General Pay Adjustment in the Civil Service

2.41
In accordance with the recommendations of the C of I in 1988 (see paragraph 2.16), the terms of reference of which included reviewing the methodology employed in the 1987-88 pay trend survey, the Government deducts the value of civil service increments at their payroll cost (expressed as a percentage of the total payroll cost for each salary band) from the gross PTIs to produce the net PTIs.  In considering the civil service pay adjustment, the Government also takes into account the C of I’s recommendation that where the resulting pay trend indicator for the lower pay 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.

2.42
There is consultation within the four central consultative councils, and discussion in the Executive Council and the Finance Committee of the Legislative Council, before a civil service pay adjustment, which takes effect normally from 1 April, is decided and announced.  As the survey covers the 12-month period starting from 2 April of the previous year, the adjustment follows rather than leads, the private sector.

2.43
In determining the civil service pay adjustment, the Government takes into account the results of the pay trend survey, changes to the cost of living, the state of the economy, budgetary considerations, the Staff Sides’ pay claims and civil service morale.  Neither the PTSC nor the Standing Commission is involved in any discussions between the Government and the staff on the actual pay adjustment.

D.  Performance-based Rewards

2.44
The Government normally rewards good performance of its staff by promotion or other means such as letters of appreciation and commendations by Heads of Department/Grade (HoDs/HoGs), the Chief Secretary for Administration or the Chief Executive, not related to pay or monetary benefits.  Upon the establishment of trading funds in selected departments (e.g. the Electrical and Mechanical Services Department) in mid-1990s, some kind of team bonus has been devised to reward staff in kind (e.g. supermarket coupons, annual dinner, etc.) on a department-wide basis.  Under these schemes, all staff in a department will receive the same amount of reward if certain targets (mostly in the form of a set of pre-determined indicators reflecting efficiency, effectiveness and standard of service) are reached during the financial year.

2.45
In March 1999, the Government proposed, in the Civil Service Reform Consultation Document, to progressively introduce elements of a performance-based rewards system into the civil service with a view to providing additional tools to motivate and reward for excellent service.  Since then, HoDs/HoGs have been asked to improve the performance management system by introducing, inter alia, new appraisal forms emphasising core competencies, assessment panels and stricter administration of the granting of increments.

2.46
Having set the scene, Government decided to test out team-based rewards in the civil service with a view to providing a management tool for departments to identify and reward those outstanding performing teams and, in turn, raise the departments’ overall performance standard.  Team rewards are chosen as –


(a)
the achievements are relatively more capable of measurement;


(b)
they help to avoid the problem of subjectivity in appraisal; and


(c)
they promote the productivity of the team through peer support.

2.47
To make a success of performance-based rewards, it is necessary to have a whole-hearted commitment at the senior management levels and a widespread acceptance of the system among staff.  There is also a need to consider how to allocate the rewards to officers fairly and equitably.  To secure buy-in among departments and staff sides and test whether team-based performance rewards can be distributed fairly and equitably, a pilot scheme on a non-consolidated approach has been implemented in six departments since October 2001 with the following key characteristics –


(a)
rewards may be based on the performance of individual divisions/sections/offices of a department or different work teams within a section/office;


(b)
HoDs may design their own scheme and decide on the detailed assessment criteria for bonus allocation;


(c)
the reward (about half a month’s pay) is one-off in nature and will not be built into base pay; and


(d)
HoDs should involve their staff in developing and administering the pilot schemes.

2.48
The Pilot Scheme will run for 9-10 months before the winning teams are selected.  This will be followed by evaluation of the trials and recommendations on the way forward.  

E.  Simplification and Decentralisation of Pay Administration

2.49
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 the advisory bodies, through 13 pre-approved pay scales, e.g. the Master Pay Scale, the Police Pay Scale and the Directorate Pay Scale.  New headway in the direction of decentralisation was only made in 1999/2000 when HoDs/HoGs were authorised to recruit non-civil service contract (NCSC) staff and determine their pay to help meet the temporary shortfall in manpower.

2.50
To further the objective of decentralisation, Government has done a lot in the context of the “Public Sector Reform” in recent years.  Apart from delegating more authority to HoDs/HoGs in managing human resources, the concept of “trading funds” was introduced in five organisations, namely, the Companies Registry, the Land Registry, the Office of the Telecommunications Authority, the Post Office and the Electrical & Mechanical Services Department to improve the efficiency in service delivery.  The Manager is authorised to manage his human and financial resources along commercial practices but Civil Service Pay Scales should continue to be adopted for remunerating staff.

2.51
Since 1999/2000, Government has progressively introduced a one-line vote arrangement in 23 departments including the Agriculture, Fisheries and Conservation Department, the Civil Aviation Department, the Department of Health, the Hong Kong Police Force, the Printing Department and the Water Supplies Department.  The Controlling Officer is given autonomy and flexibility in deploying the funds between the various components of expenditure within a single recurrent account subhead of the respective Head of Expenditure.  However, the central pay and establishment controls continue to apply to these one-line vote departments.

2.52
The real innovation came about in 1999/2000 when the Administration formally decentralised pay administration for the employment of NCSC staff.  Under the new arrangement, the Controlling Officer is given the authority to recruit NCSC staff to meet temporary shortfalls in manpower and determine their pay and gratuities in each case subject to compliance with some broad guidelines, e.g. such terms should not be less favourable than those provided for under the Employment Ordinance or more favourable than the mid-point salaries of the equivalent civil service ranks.  This has provided flexibility for coping with ad hoc surges in workload.  The initial feedback from departments is diverse.  One common view is that if the NCSC scheme is to be used on a larger scale as a permanent alternative to normal recruitment to the civil service, the feasibility should be further looked into.

2.53
As can be seen, Government has been extremely cautious in venturing into the pay arena in recent efforts of decentralisation as any such initiative would impact on the established civil service pay administration policy and mechanism.  It would not be appropriate to change them without going through a major review and a consensus-building process on the best way forward.

Chapter 3

FINDINGS AND OBSERVATIONS

(This chapter sets out, in point form for easy reading, the Task Force’s views on the consultant’s five-country study and highlights relevant points that might merit further consideration)

I.
Introduction

3.1
-
The five-country study by the consultant has provided us with knowledge regarding the five specific areas which the Task Force has been asked to focus on.

3.2
-
Inevitably, differences and variations exist to cater for the needs of individual countries.  Even the definition of “civil service” varies from one country to another.  But the consultant has also identified some common themes and lessons.

3.3
-
We noted the consultant’s principal observations that –

(a)
pay and grading reform cannot and should not be implemented in isolation from the broader civil service reform agenda;

(b)
a long term view needs to be taken;

(c)
gaining buy-in and commitment to change from key stakeholders is critical;

(d)
a major investment of resources is necessary to build the capacity and commitment required to implement major pay reforms; and

(e)
making significant changes to pay and grading arrangements, within the context of wider reform, inevitably involves pain as well as gain.

3.4
-
We do not intend to repeat the consultant’s findings in this report but would like to urge readers to read them in their original form.  (The consultant’s report is attached to this report.)

3.5
-
Up to this point in time, we maintain an open mind on the consultant’s findings and recommendations.
3.6
-
Nonetheless, it is worth noting that the great majority of those countries studied have introduced extensive reforms over a long period (some 10 to 15 years) to keep up with the changing socio-economic circumstances and what their citizens expected of their civil servants.

3.7
-
We are well aware that the consultant’s study could only provide reference points and that Hong Kong has to operate under a civil service pay system best suited to its own needs.

3.8
-
In the light of the present system in Hong Kong (bearing in mind the development as recorded in Chapter 2), we would like to raise the following for discussion, before formulating our own views and recommendations.

II.
A Need to Change?

3.9
-
Prior to discussing the pay system as defined under the five areas, our over-riding consideration is: do we need to change the existing pay system which is a product of evolution and which, among other things, has provided Hong Kong with a stable, clean and efficient civil service?

3.10
-
We are mindful that for this review to be fair and comprehensive, we need to maintain an open mind.  However, having seen the development in the five countries studied, there seems to be a case that while the present pay system has served us well, some serious thinking is needed to ensure that the pay system is appropriate under the current socio-economic circumstances in Hong Kong and can meet changing expectations from all quarters as well as challenges in the future.

3.11
-
This need for change is borne out by recent public discussions over the cost of the civil service.  It is obvious that the community would like to see a thorough re-thinking of the basic principles of the existing pay system.  Whilst regular pay-level, salary structure and other reviews conducted in the past had made some improvement to the system, piecemeal review on specific areas in the system may no longer suffice.

III.
Task Force’s Views on the Five Areas of Study

A.
Pay Policies, Pay System and Pay Structure

3.12
-
As mentioned in Chapter 2, the objective of Hong Kong’s present civil service pay policy is to “offer sufficient remuneration to attract, retain and motivate staff of a suitable calibre to provide the public with an efficient and effective service”.

3.13
-
By nature, government service cannot be driven by exactly the same work objectives as the private sector where, in many cases, profit-making or growth of business are the major considerations.

3.14
-
Apart from expertise, factors such as loyalty, experience, service ethos,  social responsibility, unity and continuity of service are rated higher in government service and, as pointed out in Chapter 2, these are not necessarily the most prominent factors in the mind of private employers.

3.15
-
To attract, retain and motivate staff, the method presently used by the Hong Kong Government is by, among other things, the provision of competitive pay (set with regard to general comparability with the private sector), reasonable security of tenure, relatively good prospects of promotion and pensions or mandatory provident fund (MPF) benefits.

3.16
-
Lessons learned from the consultant’s five-country study suggest that while the belief is still there that the civil service has a leadership role to play as a “good” employer and that to “recruit, retain and motivate” is a common enough objective for their pay policy, incremental scales, security of tenure, prospects of promotion and pension may no longer be major considerations.

3.17
-
Affordability has become a more prominent factor in the countries studied.  Less importance is also being given to formal pay comparability with the private sector.

3.18
-
The principle of treating everybody more or less alike under predictable incremental scales, security of tenure and pension etc. may no longer apply, these are gradually being replaced by performance-based rewards, variable pay components (especially for the senior members of the civil service), contract arrangements or provident fund in lieu of pension.

3.19
-
Other changes have led to a “clean wage policy” with job-related allowances consolidated.
3.20
-
In this respect, the civil service pay systems in the countries studied may share increasing commonality with pay systems in the private sector, though profit-making and expansion of business cannot be civil servants’ major considerations.

3.21
-
The consultant seems to suggest that such shifts in emphasis have served the countries which introduced them quite well.  At least, they have been seen as addressing the debate on whether the civil service is over-paid, under-paid or whether civil service pay is moving with changing economic circumstances.

3.22
-
We are not suggesting at this stage that the Hong Kong civil service should follow suit, as we need our own system which will continue to promote public service ethos and unity.  Any change which might result in a high turnover of staff in the civil service will not be beneficial to Hong Kong.

3.23
-
Instead, we would like to ask the following questions –

(a)
Should there be a major overhaul of the civil service pay policy and system, putting more emphasis on performance-pay, clean wage policy (i.e. paying “all cash” wages in lieu of allowances, housing and medical benefits, etc)?

(b)
Should senior civil servants be subject to a pay policy which is different from that of the middle-ranking and junior ranks, placing more risk/award factors on the former?

(c)
Should the disciplined services’ pay be treated differently from the rest of the civil service?

(d)
Should we continue to conduct regular pay level, pay structure and pay trend surveys to ensure that civil service pay remains comparable with that of the private sector?

(e)
Or should Government’s affordability to pay be an over-riding consideration in pay adjustments?

(f)
What features of the existing pay policy and system should be retained to ensure stability and morale of the civil service?
(How changes are to be implemented and how long that should take will not be considered at this stage.)

B.
Replacing Fixed Pay Scales with Pay Ranges

3.24
-
For many years, Hong Kong has adopted a system of civil service pay scales with fixed annual increments.  An officer is granted an increment annually until he reaches the maximum point applicable to his grade and rank.  An increment may be withheld on account of unsatisfactory performance, but such cases are rare.

3.25
-
The Hong Kong Government does not have experience in replacing pay scales with pay ranges.

3.26
-
All of the five countries studied have incorporated flexible pay ranges, but to different extents.  Some have flexible pay ranges for most civil servants.  Others have introduced flexible pay ranges only for senior civil servants, retaining fixed pay scales for other civil servants.

3.27
-
Typically, a minimum and maximum salary are specified for officers in a particular rank or band.  Considerable flexibility is allowed for officers to move within that range, and for performance to be taken into account in determining such movements.

3.28
-
The experience of the five countries shows that the introduction of pay ranges may provide a fairer system of reward based on merit (and not just time served) and encourage a performance culture.

3.29
-
Their experience also shows that the use of flexible pay ranges must be accompanied by a vigorous approach to performance measurement and management.

3.30
-
In considering whether flexible pay ranges should be introduced to replace fixed pay scales in the Hong Kong civil service, some questions have to be addressed –

(a)
Would the introduction of flexible pay ranges bring benefits in terms of better rewarding performance and enhancing a performance-oriented culture in the Hong Kong context?

(b)
Would flexibility in pay progression lead to potential divisiveness among civil servants?  
(c)
Should flexible pay ranges be applied to the entire civil service, or only to senior civil servants, who typically have heavier management responsibilities?

(d)
Should flexible pay ranges apply both to civilian grades and the disciplined services?

(e)
Would changes be required to the existing performance measurement and appraisal systems to support the introduction of flexible pay ranges?

(f)
Would a performance management system directly linked to pay be the most effective way of nurturing a performance culture?

C.
The Pay Adjustment System and Mechanism

3.31
-
In Hong Kong, civil service pay adjustments are determined with reference to an annual pay trend survey aimed at assessing the average pay movements of employees of private sector companies over the preceding 12 months.

3.32
-
In determining the civil service pay adjustment, the Government also takes into account other factors, such as changes to the cost of living, the state of the economy, budgetary considerations, the staff sides’ pay claims and civil service morale.
3.33
-
The consultant has observed that, with the trend of decentralisation of pay administration to individual departments and agencies, there is a move away from a formula-based approach to pay determination in the countries studied.

3.34
-
The consultant has also observed that 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 directly controlling detailed pay negotiations.

3.35
-
A closer look at the summaries of the five countries shows that in two of the five countries, it appears that the central governments still exercise strong control over the determination of pay levels and adjustments, with a rather mechanistic approach to determination.  In the remaining three countries, it appears that fiscal constraints and pay negotiation are the key determinants in setting levels and adjustments.

3.36
-
In considering whether the experience in the five countries studied provides useful guidance relevant to the Hong Kong context, some questions have to be addressed –

(a)
Should the principle of broad comparability with the private sector continue to be adhered to?

(b)
Is the existing pay adjustment system still regarded as fair by both civil servants and the public which they serve?  Would another mechanism serve this purpose just as well, or better?

(c)
Is there a need for changing or introducing more flexibility in the existing adjustment mechanism?

(d)
Should fiscal constraints be an over-riding factor in determining pay adjustments?

(e)
Depending on whether, and to what extent, pay administration should be decentralised to departments (see section E), what would be the right balance for Hong Kong in terms of central control/guidance versus autonomy/ flexibility for individual departments?

D.
Introducing Performance-based Rewards
3.37
-
As outlined in Chapter 2, the Hong Kong Government’s experience in introducing performance-based pay is very limited.  The proposal 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.

3.38
-
Having improved the performance management system through the introduction of competency-based appraisal forms and assessment panels, and stricter administration of the granting of increments, Government implemented a pilot scheme in six departments in October 2001 to test whether team-based performance rewards can be distributed fairly and equitably and to secure buy-in among departments and staff sides.  The results to be available in late 2002 will shape further development on this initiative.

3.39
-
Lessons learned from the five-country study indicate that a common thrust in all the countries surveyed is to link pay more closely to performance.  Replacement of automatic annual increments on fixed pay scales by more flexible pay ranges (which enable different pay and increases to be meted out on the basis of performance) has been a significant step towards implementing performance-related pay.

3.40
-
In varying degrees, some countries have consolidated the individual performance bonuses into the 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.

3.41
-
Team-based performance pay is less common and is normally associated with completing a particular task/project or achieving a prescribed performance target.

3.42
-
Performance-based rewards in other countries have so far focused on senior civil servants.  This part of their remuneration ranges from 5% in one country to some 40% in another.  As regards more junior staff, many are not eligible for performance-based rewards.  Where they are, the amount is usually less than 10% of salary.

3.43
-
Experience in other countries suggests that success of any performance-based reward scheme depends very much on a credible supporting performance management framework and adequate funding to enable the granting of meaningful rewards.  Where the framework is fair and applied consistently, performance-based rewards appear more capable of bringing tangible benefits to the management and the staff concerned.

3.44
-
In the light of the above, some questions have to be addressed –

(a)
Do we see the merit for Hong Kong to incorporate elements of performance pay in civil service salaries?

(b)
Apart from pay ranges which already have performance-related elements, do we need to consider other forms of performance-based rewards?

(c)
Should team-based performance rewards be used and, if so, to which group (senior, middle, lower or all levels) should they apply and on what basis?
(d)
Should individual performance rewards be introduced and, if so, to which group (senior, middle, lower or all levels) should they apply and on what basis?

(e)
Some improvements to the staff appraisal system have been introduced in recent years.  What further changes are needed to support the introduction of performance-related pay?

E.
Simplification and Decentralisation of Pay Administration

3.45
-
On decentralisation, the Hong Kong Government has delegated more authority to departments in managing human resources, introduced “trading funds” in five organisations and a “one-line vote” arrangement in 23 departments in recent years.  However, there is no decentralisation of pay administration, which is centrally managed by the Civil Service Bureau.

3.46
-
Building on the experience of employing temporary workers, the Hong Kong Government has authorised the departments to separately recruit non-civil service contract staff to meet temporary shortfalls in manpower and determine their pay and gratuities in each case since 1999/2000, subject to compliance with some broad guidelines.

3.47
-
The country studies by the consultant reveal that all the countries covered have, to varying degrees, devolved their pay arrangements to individual departments and agencies, operating within a centrally determined policy framework and subject to strict affordability and budgetary constraints.  Key features include –

(a)
giving considerable freedom to departments/agencies;

(b)
continuing to manage senior civil servants centrally; and 

(c)
reducing the use of allowances.

3.48
-
According to the consultant, these efforts appear to have contributed to real improvements in both individual performance and overall civil service productivity, mainly by providing a fairer way of rewarding people, gearing pay systems to the particular circumstances of individual departments/agencies, simplifying arrangements and providing more flexibility to meet resource and staff needs.

3.49
-
However, pay decentralisation has also created problems of internal relativity and threats to the overall coherence of the civil service in terms of common purpose and values.

3.50
-
Most countries surveyed have also implemented major changes to their grading arrangements, common features include –

(a)
departmentalising general grades personnel (with the exception of the Administrative Service or its broad equivalent);

(b)
creation of flatter, less hierarchical management structures, through rationalisation of the number of ranks and pay ranges;

(c)
combining occupations into broad staff groupings for better human resource management;

(d)
establishing formal job evaluation systems/procedures for assessing job weighting; and

(e)
reducing the weighting attached to educational qualifications as the primary determinant of rank or grade in favour of a broader assessment of job demands.

3.51
-
Some questions have to be addressed –

(a)
Should consideration be given to introducing decentralisation of civil service pay administration for a city like Hong Kong?

(b)
If decentralisation of civil service pay administration is to be introduced, how much pay and grading responsibility should be devolved to departments? 

(c)
Should some or all of the current general/common grades staff be departmentalised to facilitate department-based management?

(d)
If civil service pay administration is to be decentralised, there may be a rather long transition period.  How can the standard of service and staff morale be maintained during that period?

(e)
In terms of simplification, is there scope to amalgamate existing grades within broader occupational categories?  Is there scope for having flatter organisations with wider span of management control and fewer rank layers?

(f)
Should a formal job evaluation system be introduced and, if so, should this be operated centrally or at department level?

Chapter 4

PUBLIC CONSULTATION

(This chapter concludes the interim report with an invitation for comments from all quarters of the community)

4.1
We have noted with interest the results of consultant’s research into the latest developments in civil service pay administration in the five selected countries.  We also noted what the consultant considered as good practices that might be of relevance to Hong Kong.

4.2
We are, however, of the opinion that until all stakeholders and members of the public have an opportunity to express their views on the consultant’s findings, the Task Force should continue to maintain an open mind.  The consultation period which follows the publication of this interim report should provide the opportunity for commenting on the whole range of questions which we are asking, under the five areas of study, in Chapter 3.

4.3
In this respect, we agree with the consultant’s observation that “Gaining buy-in and commitment to change from key stakeholders is critical.  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.”

4.4
We will make recommendations in our final report in July 2002.  Thereafter, the Standing Commission, in conjunction with the other two advisory bodies, will make recommendations to the Administration in the second half of 2002 on the conduct of the second-phase review.

4.5
In the meantime, we welcome views from all quarters of the community.

4.6
Comments should be forwarded on or before 25 May 2002 to: Joint Secretariat for the Advisory Bodies on Civil Service and Judicial Salaries and Conditions of Service, Room 701, 7th Floor, Tower Two, Lippo Centre, 89 Queensway, Hong Kong.  Fax: 2877 0750.  E-mail: jsscs@jsscs.gov.hk.
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