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There are glitches in performance-based wage schemes, says John Burns

The paying game

financial crisis and Hong

Kong’s poor economic
performance, it is not surpris-
ing the public holds the Gov-
ernment and, .in particular,
the civil service, responsible.

Perhaps the most serious
of the criticisms levelled
against the civil service is that
neither Hong Kong's eco-
nomic condition nor the per-
formance of the civil service
warrant the high levels of pay
it currently enjoys.

Among solutions being
proposed by the Government
for re-aligning the salaries of
Hong Kong’s 189,000 civil
servants is the adoption of
performance-based pay.

It is an intuitively appeal-
ing concept. We all believe
employees should be reward-
ed according to their contri-
bution. Studies overseas indi-
cate civil servants also sub-
scribe to these values. And
performance-based pay is the
norm in the private sector.

Australia and the United
States have adopted perfor-
mance-based pay schemes in
the form of bonuses: in Aus-
tralia, senior executives re-
ceive bonuses of between five
and 20 per cent of base pay,
and-some US state govern-
ments offer up to seven per
cent of base pay.

Yet these experiments
have not been successful. Ac-

I N the wake of the Asian

cording to an evaluation of

the Australian experience by
the Organisation for Eco-
nomic Co-operation and De-
velopment (OECD), “it can-
not be stated with any
confidence that performance
pay has had any impact on
the effectiveness of public
sector agencies in Victoria
[where the scheme has been
implemented since 1982]”. -

Inthe US, anindependent -

assessment concluded:
“There is very little in the
record ... to suggest it has

FCMP 3.9

been a success.” OECD stud-
iesof the attitudes of civil ser-
vants towards the schemes
paint a similarly gloomy pic-
ture.

According to a 1994-95
survey of 965 middle level
and senior civil service man-
agers in 11 agencies in Aus-
tralia, Denmark, I[reland,
Britain and the US, “a ma-
jority ... believed perfor-
mance-related pay schemes
in their agency were general-
ly ineffective in that they
were not easy to understand,
were not generally accepted
by managers, and there was
not a clear link between per-
formance pay awards and
the performance achieve-
ments of managers”. Most
managers reported they were
not motivated by the pros-
pect of receiving a perfor-
mance award and they felt
these were distributed un-
fairly and inequitably in
their agency.

Why have the results been
so poor? First, there are seri-
ous problems with public-
sector performance assess-
ments that no country has
been able to overcome. Stan-
dards and evaluation criteria
for many civil service jobs are
vague and unquantifiable, es-
pecially for managerial work.

Subjective assessments are -

commaon.

Second, for performance-
based pay to motivate, man-
agers must perceive that per-
formance and pay are linked..
That they do not, even where
such schemes have been im-
plemented for relatively long
periods of timé, 1s in part the
result of budget constraints.

In Australia and the US,
due to budget deficits and leg-
islative budget-cutting, allo-
cations for bonuses were of-
ten too small to motivate.
Where merit pay budgets
were fixed and one employ-
ee's gain was another’s loss,

pay for performance schemes
were found to be demotivat-
ing. Moreover, in these cases
in practice very few managers
had their pay decreased as a
result of poor performance.

Third, because perfor-
mance-based pay schemes
usually isolate individual
contribution they may
demotivate if employees be-
lieve they have been unfairly
denied a bonus. -

Quite rightly, government
officials have been cautious
about the adoption of perfor-
mance-based pay. Financial
Secretary Donald Tsang
Yam-kuen has made it clear
that only if the current perfor-
mance-appraisal system can
be appropriately reformed
will performance-based pay
be considered in the longer
term, while ““we must not lose
sight of the unique job nature
of much of the civil service’..
A further implication of his
statement is that such
schemes may be appropriate
for some grades and depart-

ments of the service, but not -

for others.

HE Hong Kong Gov-
ernment's perfor-
mance-assessment sys-

tem currently suffers from a
variety of weaknesses. Over-
grading is so serious in some
departments, Public Services
Commission head Haider
Barma revealed recently that
60 to 70 per cent of staff re-
ceive the highest ratings. The
system, then, is not able to
discriminate effectively be-
tween satisfactory and out-
standing performances.

The civil service reform
consultative document re-
leased on March 8 proposes
to strengthen the perfor-
mance-appraisal system by
relying on assessment panels
rather than individual super-
visors to grade staff. Remov-
ing the one-on-one nature of

current assessments should
improve the grading.

The consultative docu-
ment also recommends a
forced choice method that
would require the assessment
panel to grade a certain per-
centage as ‘‘outstanding”, a
certain percentage as ‘‘very
good” and so forth. But mo-
rale could suffer if the assess-
ments were perceived to be
unfair, or if the same people
year after year repeatedly re-
ceived “outstanding” bonus-
es. A probable result of such a
system would be an informal

agreement to rotate the “out- .

standing” grades (and thus
the bonuses) among mem-
bers of a larger group, as is
common in some agencies of
the US federal government.
Such a practice, however, de-
feats the purpose of perfor-
mance-based pay.

The Government’s inten- :

tion to move towards a “total
remuneration concept’’ that
encashes all benefits is entire-
ly appropriate. Flexibility and
experimentation are called for
to determine the appropriate
levels of benefit sufficient to
attract and retain suitable
staff.

In the longer term, the
Government must consider
additional policies that limit
the size of the permanent civil
service, such as contracting
out or the privatisation of
some tasks. But the Govern-
ment must improve its ability
to manage contracts and
strengthen accountability
over quasi-public bodies to
ensure the public’s interests
are protected. )

Still, a core civil service
must be maintained that per-
forms efficiently and that is
managed effectively.

John P. Burns is Professor of
Politics and Public Adminis-
tration at the University of
Hong Kong



