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Prologue

Contemporary public sector remuneration systems have been mostly developed in a very
different era and they have not practically changed much over the past five or six decades. They
are all very similar in many ways as they are based on similar principles, however considerable
differences also exist across systems, as the mix and balance of the elements included in the
total compensation package vary from country to country.

These models were introduced, when the world was a very different place and at a time
that management thinking was dominated by efficiency experts influenced by the scientific
management principles. At that time, the government workforce was an “army of clerks”.
Employees with a university degree were few in numbers. Senior administrators made all the
decisions and directed their staff through layers of supervision. Most government employees
started their career in entry level positions and with increased job seniority they could expect to
follow predictable paths to reach the highest possible position in their career ladder. Government
employees were expected to do what they were told and meet minimal performance expectations
(OECD 2008b; Clements et al. 2010; Van der Meer et al. 2015).

However, the momentous political, economic, and social changes that have been taking place
over the past decades, i.e., rapid scientific and technological progress, increased urbanisation,
ageing populations, environmental degradation, globalisation of the marketplace, and increased
interdependence among states - that continue nowadays - further aggravated by a global
pandemic and a regional war have all led to the creation of complex and new relationships and
networks.

These changes pose immense challenges (and opportunities) that need to be tackled effectively,
and which certainly affect the way governments and public service systems will need to operate
in the future. Thus, governments, recognising the necessity to confront such multifaceted
and complex issues, they realise that they are in need to attract employees that possess the
appropriate competencies and skills, and be adequately compensated, so that they can retain a
capable workforce to cope effectively (Baimenov and Liverakos 2019).

Up until the 1970s, the approach for setting compensation levels was to measure the
appropriateness of public sector compensation levels against similar roles in the combined
public and private employment market [the comparability principle] striving to achieve equity
in, and competitiveness of, the public sector compensation system.! In the 1980s, efficiency
replaced equity as the key principle in determining compensation levels. Governments began
to set compensation for public servants at a level sufficient to be able to recruit, motivate and
retain capable individuals in competition with the private sector.? This policy, in theory, revealed
a willingness to pay more in areas of high demand (or shortage) and less in areas of low interest
(or surplus). At about the same time, the notion of affordability also became an important principle
in determining public sector compensation levels, as a means of controlling public expenditures
allocated for public sector compensation, in times of deteriorating fiscal conditions and budgetary
constraints. In the 1990s, the compensation approach adopted was mostly based on performance
and provision of incentives. In this case, it was assumed that public employees are accountable
for their performance and thus they should be rewarded against some pre-defined measures of
personal achievement.?

! This approach was initiated in the United Kingdom, and it is still used in the United States of America for
determining federal employees’ compensation.

2 However, even though this model considered private sector conditions, monetary compensation was
nevertheless still discounted vis-a-vis the private sector, considering the total compensation that included
such elements as the value of job security, tenure, and intangible benefits; elements that will be examined
in detail later in the study.

3 This model is based on the “principal-agent” theory (Moe 1984), and it assumes that the interests of
the employees are aligned with those of the owner / employer (shareholders in the private sector and
taxpayers in the public sector).



Thesevarious approachesare not mutually exclusive, as all public sectoremployees’ compensation
policies contain elements of comparability, efficiency, affordability, and performance and the
overarching basis for determining total compensation levels continues to be the need to recruit,
motivate and retain capable individuals, by providing a mix of tangible and intangible incentives
that would appeal to potential public servants (Bourgon 2008).

Nowadays, public sector compensation systems are evolving, as governments around the world
design and implement compensation policies aimed at recruiting and retaining individuals with
the appropriate competencies and skills needed in the public sector; while they also attempt
to contain the total cost for public sector compensation, amid fiscal constraints and diminishing
budgetary resources. Balancing between the two requires flexibility in adjusting the levels and
composition of employment and a sound system of public funds management, to effectively
respond to contemporary challenges and continue serving the needs of the people. Thus,
governments are instituting policies that restructure the way work is compensated, as well as
how the total rewards are organised and managed. The models that are evolving represent a
significant departure in thinking, although developments to date suggest that no single “good
practice” has emerged (Pyper et al. 2018).

This study entails a comparative review of public sector compensation systems in place around
the world. It comprises an analysis of the essential elements and factors that influence the shape
and form, as well as the structure and composition of public sector remuneration across the
world. It begins by examining the notion of “total compensation”; encompassing monetary and
non-monetary rewards provided to public sector employees, i.e., pay, benefits, learning and
development opportunities, the working environment, etc. Then, the study turns to examining the
relationship between levels of compensation and such elements as position, length of service,
expertise, qualifications, competencies, and work performance; as well as promotion, as they
are usually linked to salary differentiation, in most countries. In addition, it focuses on position
grading, as grade systems in place also determine salary levels.

The review continues by exploring the fairness of public sector compensation systems, both
externally, i.e., employment conditions and rewards vis-a-vis the private and non-governmental
sectors; and internally, i.e., whether the pay differential among all public employees is aligned
fairly to each position within a public organisation. External fairness is determined by the
competitiveness of public servants’ compensation in comparison with the private sector; and
internal fairness by calculating the compensation compression ratios within the public sector.

The study continues with an overview of the size of public sector compensation around the
world, as a percentage of a country’s GDP, and of government revenues and expenditures. This
is followed by a discussion of the factors that influence compensation policies and practices in
the long run, i.e., fiscal planning, compensation competitiveness and flexibility, and efficiency, as
any changes in salary and pension levels, and other benefits and employment conditions have an
impact on government budgets, workforce composition, fairness of compensation systems, and
the quality of public service delivery.

Public sector compensation systems are also influenced by institutional arrangements. For
instance, budgetary and fiscal constraints affect decision-making on compensation and
employment levels, as any such decisions have macro-economic and fiscal implications. In this
sense, effective institutions and policies are required to ensure that increased spending on public
employees’ compensation is reflected in the cost-effective delivery of quality public services and
in a fiscally sustainable manner. Failing to do just that, managing the compensation bill becomes
an immense challenge with implications on fiscal planning, competitive compensation levels and
efficiency of government spending (IMF 2016a).

This study concludes with a presentation of emerging trends in public sector compensation such
as the movement towards flatter and more flexible organisational designs and compensation
structures that are integrated and harmonised across different staff groups and with fewer grades;



generally composed of wide compensation bands. This trend has often been accompanied by
“rightsizing” — a term referring to initiatives intended to determine optimal staffing configurations
— that often lead to “downsizing” the public sector workforce; or a significant increase in
collaboration with the private sector in delivering public services. The latter practice has often led
to the creation of new organisations that draw on multiple workforces, and thus they need a new
and unified approach to compensation (Brown 2012).

One may also observe a growing focus on the usage of job evaluation vis-a-vis functional
responsibilities and position level within an organisation; as well as the use of skills and
competencies’ approaches is setting compensation levels. Moreover, the supply and demand of
individuals with specialised education, professional experience, and ability to perform, are also
becoming increasingly important determinants of compensation (Korn Ferry 2017; WCO 2019).
In addition, linking employee pay with performance in the public sector is still another recent
development, along with the simultaneous elimination of seniority (years-of-service) related
incremental increases, although this approach is more common for managers and professional
staff.

Such practices bring to the forefront the notion of “individualised pay” for public employees
possessing skills and competencies in high demand. In this context, considering that knowledge-
based jobs are on the rise, public sector employers are introducing compensation policies
that recognise the value of hiring suitable qualified workers with higher compensation. This
approach allows governments to have considerable flexibility in pay by introducing differentiated
compensation scales and providing additional allowances and incentives to attract, recruit and
retain staff, especially in occupational areas that skills shortages exist (Brown 2018).

Yet, another emerging trend in public sector compensation is the delegation of responsibility
for management and administration of compensation policy from a central authority to ministries
and agencies. This development recognises the role compensation plays in staffing practices
and work management and is very much in line with the growing practice of holding public
managers accountable for the performance of their units and their personnel. Thus, the degree
of discretion public managers may have in such matters as human resource management and
with compensation policies and practices for their organisations is shifting to lower organisational
levels within the government.

We sincerely hope that you will find this review informative, which will meet readers’ expectations
on such animportant topic, as it has strived to gather, compile, and disseminate useful information
on public sector remuneration systems around the world and the latest trends in this crucial public
policy. It is another contribution of the Astana Civil Service Hub, in congruence with its mandate
for knowledge sharing among its participating countries; thus, fulfilling their explicit demand for
contemporary knowledge and experience pertinent to the to the field of public administration
and civil service development.

Alikhan Baimenov
Chairman
ACSH Steering Committee
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1. Introduction

Government employment policies and public employees’ compensation schemes are crucial
determinants of the capacity and efficiency levels of public service operations, as provision of
high-quality public services requires professional public servants to deliver them.* Thus, it is vital
for governments to offer fair and adequate compensation to attract and retain suitably competent
and skilled individuals to work for the public service. On the other hand, however, compensation
levels cannot be excessive, and they must maintain

Box 1. Characteristics of fair a balance for ensuring a fair value for money. In this
compensation sense, it is rather important to define what is “fair” by
() A clearly defined philosophy. using pre-defined criteria to rationalise the optimal
(i) Cultural alignment. level of public sector compensation, which in turn
(il) Ability to attract excellent candidates. provide a normative foundation for devising fair and
(V) Incentives. effective compensation policies (Perry 2018).
(v) Internal equity.
(Vi) External competitiveness. Thisis usually achieved by determining compensation
(vii) Support for sound administration. levels in proportion to the weight of each job, which
(Y'”) Clarity. ) are perceived as fair. Thus, compensation levels
(ix) Legal compliance. , ,
Source: Handbook of Public Administration (1996) are often set by JOb grade levels determined by

job evaluation assessments. Job evaluation is
considered by most to be the starting point for defining adequate and appropriate salary levels to
a job position as proper and fair compensation management entails an accurate understanding of a
job’s duties, responsibilities, and span of control. In this instance, the grade level of a job represents a
range of skKills, knowledge, and responsibility that warrants a certain rate of pay. This is usually done
by evaluating a job through the identification and weighing of factors that are significant for a position,
i.e., major duties, work processes, functions, subject matter of work performed, qualifications required
to do the work, level of difficulty and responsibility, and the combination of these factors, which have
the greatest influence on the grade level. The sum of such calculations provides the information to
classify a job post under a certain pay grade (OPM 1991, 2009; ACAS 2014).

Conversely, public sector compensation levels are subject to fiscal constraints on government
budgets that have become more salient since the decade-old financial crises, and which have forced
governments to focus more on the efficiency of government spending on public service compensation
vis-a-vis overall spending on other policy areas. It has led governments to re-think the ways they
compensate public employees and how the rewards for their work are organised and managed.
Thus, public sector remuneration systems are changing and the models that are emerging represent
a significant departure from existing practices.

Some countries have introduced structural pay policy reforms, which aim at aligning wages with job
requirements and performance levels, usually manifested through rationalisation of allowances by
way of introduction of a single pay band supplemented by performance-related compensation. In
some other countries, government departments and agencies are being forced to restructure their
organisation, often eliminating or redefining jobs and/or layers of management;® and at the extreme,
reducing the level of services provided to reduce costs (OECD 2012). Others have deployed an
attrition-based employment reduction approach, through which recruitment for vacated positions is
restricted to reduce total employment.®

* The terms “public servant”, “civil servant” and “public employee” are used interchangeably in this
study; all referring primarily to those classified as civil servants. This is because it has not been possible
to disaggregate public sector workforce of different countries into civil and other public servants due to
different classifications systems in place.

5 Public sector restructuring usually begins with a functional review, followed by mergers of government
units, process re-engineering, outsourcing, etc, all aiming at reducing public employment numbers and the
associated financial cost.

6 Under a typical attrition rule of X: Y, only X out of Y positions are filled.



A variation of this measure is targeted employment reduction, through which public sector
employmentis reduced by voluntary (orinvoluntary) separation or early retirement schemes offered
on a targeted basis. In other countries, ad hoc adjustments of public sector remuneration have
been adopted as measures to rationalise government spending on public sector compensation
(EC 2010; OECD 2012). A typical case is an across the board “wage freeze”.

However, freezing and/or cutting salaries affects the governments’ ability to attract and retain staff,
with high performers leaving, or foregoing the public sector to pursue higher-paid opportunities
in the private sector. Furthermore, such measures, although effective in reducing the size of the
public sector compensation bill, in the short-term, they also tend to decrease morale, distort
salary and employment structures, and thus affect service delivery adversely (OECD 2016).7
There is also a tendency to centralise human resources management to have full control overall
the payroll of all public sector workers.®

Experience indicates that public sector payroll expenses can be adjusted in a sustainable fashion
if they are anchored in a strategic management plan devised for the purpose, which may include
sophisticated workforce planning, as well as through long-term staffing and compensation
policy reviews and redesign of work functions.® Without such a plan, governments’ capability
for maintaining decent levels of service delivery at acceptable standards in critical sectors may
greatly suffer to the detriment of the citizens. Recent experience also indicates that efforts to
reduce costs may be more effective when public managers are given the flexibility to decide
how to apply them across their organisations, as they possess a better understanding where
inefficiencies may exist than decision-makers far away from daily operations.

Nowadays, countries around the world seem to adopt measures for the rationalisation of
government spending on public sector compensation as an essential element of fiscal tightening,
albeit for different reasons.® Hence, it is crucial for governments to determine what changes in
the policies and practices of workforce management are needed to maintain adequate public
service delivery levels in an era of diminishing public resources. It is also crucial to determine
whether current compensation levels are justified within the realm of contemporary labour markets
and whether existing compensation systems support or impede the functioning of government
agencies and organisations.

7 For example, in Portugal, approximately 20,000 public employees (3.2 percent of the public workforce) left
the civil service in 201, following the adoption of the austerity measures. Similarly, in Slovenia, the revised
budget of 2012 cut public spending by at least 5 percent, aiming at salary cutbacks and reduction in the number
of public employees. Furthermore, Greece and Ireland, at the start of the crisis, froze public sector salaries, and
in some cases, reduced them drastically across the board, which led to an exodus of skilled personnel to other
countries of the European Union, in search of decent employment.

8 Initiatives to centralise the management of public sector payroll yielded some other unexpected benefits. For
example, a census conducted at the beginning of implementing the centralisation process of payroll services
across the public sector identified ghost workers and double-dippers (IMF 2016b; OECD 2012; Clements et al.
2010).

° While policy makers devise a new pay system should also consider the following issues: [i] role and
responsibilities of the central human resource management government entity administering the system; [ii]
roles of managers and other individuals involved in the administration of the system; [iii] extent of delegation of
decisions on compensation to line managers; [iv] relative importance of performance in the total compensation
package; and [v] envisioned degree of alignment with market rates (OECD 2012).

Y For example, advanced economies are confronted with the dual challenge of financing high debt levels, and
with rising pension and health spending due to ageing populations (Clements et al. 2015; Pérez et al. 2016). These
countries need to contain the size of public sector expenditures, as part of an inevitable fiscal consolidation.
Conversely, emerging market economies and LIDCs need to finance expansion in public infrastructure, as well
as in health care and education to support economic growth and poverty alleviation. This means that these
countries require a strong focus on government spending efficiency — including the government employees’
compensation bill size — to balance resource mobilisation for development and competing expenditure needs
(IMF 20164a).



Developments to date suggest that no single “good practice” model has emerged. An OECD review
of salary programmes makes it clear that there is no single answer to the design and administration
of government employees’ compensation programmes. The mix and balance of the elements
constituting the total compensation package differs significantly from country to country, as the
structure and composition of each country’s public sector compensation system is clearly rooted in a
unique country-specific history (OECD 2012).

Overall government spending on public sector compensation constitutes a large share of all public
expenditures in many countries. On average, public sector compensation expenditure varies between
7.5 percent of GDP in low-income developing countries (LICs/LIDCs) to 10 percent in high income
countries (HICs), with middle income countries (MICs) lying in between. These cross-country variations
in public sector compensation spending also reflect national choices about the government’s
role and involvement in sectors of the economy and society, as well as variations in the levels of
economic development and resources availability and/or constraints." In contrast, the public sector
compensation bill, as a share of total government spending is higher in emerging markets and LIDCs,
constituting about 27 percent of total government spending, as opposed to 24 percent in advanced
economies. On average, spending on the public sector compensation bill consumes about one-fifth
of total government spending (World Bank 2018).

Although a pattern is clear, at least between HICs [advanced economies] and LICs [developing
economies] and MICs [emerging economies), it seems appropriate to note here that some issues of
comparability exist due to different ways in which governments provide public services, and which
affect the size of the government payroll. For example, while France and the Netherlands have a similar
level of total public health expenditure (approximately 8 percent of GDP), compensation expenditure
for health care is only 0.3 percent of GDP, in the Netherlands, and 2.3 percent of GDP, in France.
The difference is largely explained by the structure of the health care system. In France, most health
care professionals are government employees, while in the Netherlands they are contractors, whose
compensation is classified under “Goods and Services” expenditures, instead of “Compensation
of Employees”. Furthermore, in some countries, public sector employees are engaged through a
general labour contract and not a civil service contract and consequently may not be counted, as
they do not constitute part of the core civil service, even though they may be engaged in performing
public functions or are involved in the delivery of public services. Thus, it is always important to keep
in mind that comparisons among different countries may be somewhat distorted, as it is not always
the case that public sector employees are classified utilising similar methodologies across countries.”
Although disaggregated data exist that could possibly validate more general observations, no single
source has managed to provide an articulated picture of the public sector compensation realm given
the methodological complexities associated with the subject.”

" See “Section 6 - Factors influencing compensation policies and practices” for the overarching factors
influencing compensation policies and practices.

2. The term public sector denotes all institutional units controlled directly, or indirectly, by the central and sub-
national government, as well as public corporations that are engaged in a market-based activity. In other words,
the public sector consists of the general government, and public or state-owned enterprises (IMF 2014:1). The
general government consists of all institutional units in a country that fulfil the functions of government as their
primary activity, which includes central and sub-national budget funded and non-market, non-profit institutions
(IMF 2016:1). Moreover, this definition of public sector employment also corresponds to the ILO definition “total
public sector employment covers all employment of the general government sector, as defined in the System
of National Accounts 1993, plus employment of publicly owned enterprises and companies, resident and
operating at central, state (or regional) and local levels of government. It covers all persons employed directly
by those institutions, without regard to the type of the employment contract” (ILO 2021). Nevertheless, there are
cases where itis difficult to disaggregate public sector employees due to issues of comparability emerging from
the heterogenous definition of public employees across countries (World Bank 2022: 7). See also Appendix 1
where the IMF classification of the public sector is depicted in a diagram.

3 Some disaggregated data are available from various sources, i.e., EUROSTAT, GFS, ILO, IMF, OECD, WEOQ,
etc that may be used depending on the approach of an analysis.



Information of the size of public sector compensation with respect to the Gross National Product (GDP)
and as a percentage of total government expenditures, and public sector employment against total
employment to allow for an initial understanding of the fiscal implications of the government wage
bill and the impact of public sector employment on the overall labour market is presented in Table 1.

Table 1. Public sector compensation expenditures and employment in selective countries

Public sector . . Public sector Femalc::s share
. . Public sector wage bill of public sector
Countries wage bill (% total expenditures) employment employment
(% GDP) (% total employment) %)
Central Asia
Kazakhstan 3.52 13.82 37.2 51.5
Kyrgyzstan 13.85 34.83 - -
Tajikistan 7.01 23.63 29.5 -
Turkmenistan 4,98 38.73 - -
Uzbekistan 8.00 28.26 - -
Caucasus
Armenia 5.56 17.84 19.1 58.6
Azerbaijan 9.24 22.90 12.0 53.5
Georgia 3.78 12.51 14.2 55.8
Eastern Europe
Estonia 12.59 28.15 21.5 75.5
Moldova 8.64 23.49 30.3 63.6
Russia 9.62 24.79 449 4.7
Ukraine 12.29 26.10 38.7 62.1
Europe
France 13.37 21.43 31.5 70.0
Germany 8.51 16.46 22.4 48.3
Greece 13.59 23.35 22.3 53.1
Sweden 13.07 24.63 - -
United Kingdom 10.20 20.29 29.0 70.4
Middle East and North Africa
Iran 4.56 25.41 13.3 -
Israel 10.59 28.32 - -
Saudi Arabia 18.70 46.38 32.2 -
Egypt 5.00 18.42 254 23.1
Tunisia 17.57 46.89 22.8 34.2
North America
Canada 12.11 29.52 21.0 453
Mexico 5.24 18.09 13.7 52.1
United States 9.50 20.58 12.9 55.6
South America
Argentina 10.55 25.34 16.9 52.3
Brazil 10.65 24.92 12.5 57.6
Colombia 5.38 16.09 3.8 48.5
Chile 7.38 25.48 9.1 56.6
Venezuela 3.19 419 -
South Asia
Bangladesh 2.02 13.63 4.2 26.2
Cambodia 8.03 33.21 7.6 25.7
India 5.48 17.70 8.5 31.3
Singapore - 14.28 - -
East Asia and the Pacific
Australia 8.93 19.84 20.0 52.9
China - - -15.0 56.6
Japan 5.13 13.77 - -
Korea 6.59 32.33 - -
New Zealand 9.18 21.62 - -
Sub-Saharan Africa
Kenya 4.48 17.44 7.5 36.3
Malawi 8.15 24.87 3.4 31.7
Nigeria 1.60 12.70 8.0 32.9
South Africa 12.74 31.76 19.5 56.0

Source: World Bank (2022); https.//databank.worldbank.org/source/worldwide-bureaucracy-indicators-(wwhbi)



https://databank.worldbank.org/source/worldwide-bureaucracy-indicators-(wwbi)

The data are extracted from the Worldwide Bureaucracy Indicators (WWBI) dataset (updated
in September 2022). The dataset is derived from nationally representative household surveys
augmented with administrative data, thereby complementing existing, expert perception-based
approaches. The first column shows the proportion of the wage bill against the country’s GDP.
Wage data denote the gross income (tax inclusive) associated with the public sector positions,
but it excludes bonuses, allowances. Thus, the total cost to the public budget may be slightly
higher than it appears in the table. The second column shows the proportion of the wage bill in
proportion to total general government expenditures.™ The third column indicates the proportion
of all individuals who are public sector paid employees as a percentage of all paid employees
in a country including self-employed and other workers. And the fourth column presents the
proportion of female public sector paid employees expressed as a percentage of the total
number of paid employees in the public sector.

" It may also be the case that the proportion may be little higher than it is shown in the table, as some
additional outlays related to compensation are not included in the data.



2. Defining public sector compensation

Even though there is no consensus on what total compensation should include, it is understood that
the notion of “total compensation” encompasses monetary and non-monetary rewards provided
to employees. However, in practical terms, this is contrary to what is conventionally called total
compensation, which includes the wage bill payable to a government employee in return for work,
which may include wages or salary, allowances, and social security and pension contributions made
on behalf of employees by their employer (IMF 2014b).

Monetary rewards include wages or salary, allowances, bonuses, employer-provided health insurance
and benefits. Non-monetary rewards include paid time-off for educational and life-long learning
opportunities, flexible work arrangements, transportation and accommodation subsidies, holiday
entitlements, etc. Total compensation — in the case of the public sector - ought to also include such
intangible rewards as job security, status, etc; additional aspects that help attract and retain qualified
individuals in the public sector. Although these features cannot be easily quantified, they nevertheless
play a role in the motivation of individuals for joining the public sector.

In sum, public sector total compensation may be best described by a model that encompasses four
aspects: pay, benefits, learning and development, and working environment. Some elements are
tangible, and other are intangible. Some involve the individual and other the group (OECD 2016).

Figure 1. Public sector total compensation model

Source: OECD 2016

The Pay dimension includes a base salary, a variety of allowances and supplemental pay, as well as
individual and team performance-related pay, where it exists. This dimension is common to both the
public and private sectors, albeit significant differences existin how they apply in each case. The Benefits
component includes a comprehensive set of benefits, for example health insurance, dental insurance,
vision programmes, long-term care, and disability insurance (otherwise called workers’ compensation),
maternity leave, transportation subsidies, etc. The third and fourth dimensions comprise the so-called
intangible rewards and they include paid time-off in the form of annual leave, sabbaticals, other life-long
learning opportunities, flexible work hours, etc.



The elements comprising the total compensation may also be grouped according to their intrinsic
and extrinsic characteristics, some of them tangible and other intangible. This classification is
illustrated in Figure 2, where it is obvious that the monetary component represents only a portion
of the total compensation package for public employees. It is also obvious that a substantial part of
total compensation consists of the elements that public employees value most and usually motivates
them to pursue a career in the public sector. It is also worth noting that although these two groups
of elements are distinct, they interact with each other, and they can be traded off with one another
depending on the system in place.

Figure 2. Intrinsic and extrinsic elements of total compensation for public servants

Common examples Reward elements Definition
— Quality of work
A - Work / life balance

Intrinsic o
Elements that — Inspiration / values Engagement factors
contribute to — Enabling environment
internal value or [ - Growth / opportunity Total compensation
motivation Tangible benefits, e.g., cars

- [ [ .g., car

? 9 €. " | Active benefits
discounts, etc
- Training & development
9 P Long-term rewards

- Sabbaticals
Extrinsic — Retirement Total Direct
Elements - Health and welfare Passive benefits otal Biree
to which a ] Compensation

— Holidays, annual leave
monetary
value may be — Annual individual bonus

) Short-term rewards

assigned - Annual group bonus Total

- Base salary Cash

Base pay
- Allowances
Source: Institute of Employment Studies (2018)

However, even though intrinsic elements are important to potential public employees for pursuing a
career in the public sector, they do not seem to be explicitly incorporated into the total compensation
equation. This is because broadening the number of components of contemporary compensation
models would complicate even further the calculus for reaching a consensus (Perry 2018).

An interesting approach in overcoming this issue is the public service motivation adjusted wage,
which addresses a potential perspective that joins the extrinsic and the intrinsic elements constituting
total compensation. This concept implies setting pay that encourages high effort by public servants
without however undermining public service motivation. Based on a study of fifteen diverse countries.
e.g., Bulgaria, Israel, the Russian Federation, Taiwan, U.S.A,, etc, it was concluded that public service
motivation “.. is @ more cost-effective way to raise government employees’ effort than wages” (Taylor
and Taylor 2010: 81).

In this context, governments ought to consider the total compensation model in terms of controlling
the ratio of extrinsic to intrinsic rewards included in a public sector compensation package so that to
avoiding making extrinsic rewards so large that become behavioural drivers that may crowd out public
service motivation; a defining value of government institutions (Perry 1996, 2018).

5 According to Perry and Wise (1990) compensation levels and public service motivation are intertwined, as public
organisations that attract individuals with high levels of public service motivation are likely to be less dependent on
utilitarian incentives to manage individual performance effectively. This is important as individuals seek to match
their predispositions with incentives offered by organisations and such incentives provided by organisations are
likely to be most effective if they are contingent on the motives of individuals. Therefore, providing financial
incentive systems that rest on the assumption that individuals are self-interested and organisational goals are best
aligned through the distribution of extrinsic rewards. These organisations will attract prospective employees who
are primarily motivated by rational choice and thus are likely to find utilitarian incentives most effective.



3. Components of public sector compensation

Most compensation packages often include a fixed base salary part and various allowances, a benefits
package that usually includes pension and health benefits, as well as paid time off, transportation
and housing subsidies, etc, and a variable part consisting of bonuses and other incentives, such as
performance-related pay. However, variations exist in the mix of components from country to country.

Base salary

The base salary of public servants constitutes the main fixed part of their compensation. It is frequently
calculated based on education qualifications and number of years of service, and it is usually defined
by a relatively large number of narrowly defined grades and a span of steps within each grade. Public
employees advance through steps and eventually through grades automatically — in most cases — as a
reward for increasing work experience, measured through years of progressive service.

Progression through the grades — typically 10 to 15 - comes in increments linked to the length of service.”
Other compensation structures comprise of small number of compensation grades to allow for greater
flexibility in pay than traditional grade structures. In this case, jobs of broadly equivalent worth are banded
together into each of these few grades.” In reality, number of bands vary greatly from country to country.
For instance, there are cases such as the Philippines, where the grade structure includes 33 salary
grades, or such as Cambodia with a salary grade system of four broad categories / grades at the other
end of the spectrum (ACSH 2017).

The U.S. federal government base salary system has 15 grades — with GS1 the lowest, and GS15 the
highest. The grade level of a job represents a range of education, knowledge, skills, and responsibilities.
Each grade has 10 steps that are worth approximately 3 percent of an employee’ salary from step to
step. Step increases, within a grade, are based on an acceptable level of performance and years of
service (ACSH 2023).

Table 2. U.S. federal government annual base salary by grade and step (in USS)

Grade Step 1 Step 2 Step3 | Step4 | Step5 | Step 6 Step 7 Step8 | Step9 | Step10

GS-1 20.172] 20,849 21,519 22187] 22.857] 23249 23,913 24581 24608| 25234
GS-2 22682] 23222| 23973] 24608] 24886] 25618] 26,350] 27082 27.814] 28,546
GS-3 24749 25574] 26399| 27224] 28049] 28874] 29.699] 30,524 31,349 32,174
GS-4 27782 28.708] 29.634] 30,560 31,486 32412 33338|] 34264| 35190 36.116
GS-5 31.083 32119 33,155 34191 35227] 36263] 37,299] 38335 39.371] 40,407

GS-6 34649] 35804| 36,956 38114] 39.269] 40424 41,579] 42.734] 43889| 45044
GS-7 38,503] 39,786 41069] 42352] 43635 44918] 46201 47484 48767 50,050

GS-8 42,641] 44062 45483 46904 48325| 49746 51,167] 52,588] 54,009] 55430
GS-9 47,097] 48667 50,237 51,807 53377| 54947 56,517] 58.087] 59,657 61,227
GS-10 51,864] 53593 55322 57,051] 58780] 60,509] 62238] 63967 65696 67425

GS-1 56,983] 58,882 60,781] 62680] 64579] 60478] 68377 70276 72175] 74,074
GS-12 68,299| 70576] 72853 751301 774071 79,684 81961 84238] 86,5151 88,792
GS-13 81,2161 83923| 86,630| 89337| 92044 94,751 97.458] 100,165] 102,872] 105,579
GS-14 95,973 99.172] 102.371] 105,570] 108.769] 111968| 115.167] 118366| 121.565| 124764
GS-15 12,890] 116,653] 120,416] 124179] 127,942 131705] 135468| 139231 142994| 146757

Source: OPM (2022) ; https://www.opm.gov/policy-data-oversight/pay-leave/salaries-wages/

Conversely, theories about public service motivation begin with alternative assumptions about human nature.
They assume that individuals are “internally motivated” by intrinsic rewards of public service that include the
ability to make social contributions or the social acceptance of embracing particular normative values. Thus,
public organisations most likely attract prospective individuals who are motivated by norm-based and affective
considerations towards serving the public well-being.

6 See also Table 8 on page 23 for the mix of compensation packages in various countries around the
world.

7 Waiting periods of 1 year at steps 1to 3; 2 years at steps 4 to 6; and 3 years at steps 7 to 9. A new
employee is usually hired at step 1 of the applicable grade. Under normal circumstances, it takes 18 years
of service to advance from step 1to step 10 within a single grade (GS), if an employee remains in that single
grade.

8 A classic broad banding arrangement would place no limits on pay progression within each grade,
although some employers have re-introduced a greater degree of structure into such systems, partly to
counter concerns over equal pay issues.


https://www.opm.gov/policy-data-oversight/pay-leave/salaries-wages/

Underlying the U.S. federal salary grade system is a classification system, the Factor Evaluation
System (FES). The FES classifies each job in the general schedule using nine factors (Box 2). Each
factor has multiple levels which are assigned points. A job is evaluated on each factor and the
appropriate level is determined and points are awarded. The total points from all nine factors are
summed to a total score. The score is then translated to a grade using a grade conversion table.”
Then, the General Schedule grades are tied to a base pay table (Table 2). Pay tables are further
adjusted for locality pay (ACSH 2023).

The Australian public service base salary framework consists of 21pay grades covering the Australian
Public Service (APS), the Executive Level (EL) and the Senior Executive Services (SES). Each of these
three categories is split into levels and each level is split into steps that are usually associated with
years of service. The APS category is split into 6 levels with 14
pay bands (grades 1.1to 6.4). APS levels 1and 2 include general
administrative and service roles, cadetship positions and Factor1:  Knowledge required for
trainees. Jobs of this level do not require any previous training the position.

dth . t iteri hiah school tificat q Factor 2. Supervisory Controls.
and the minimum entry criteria are a high school certificate an Factor 3 Guidelines.
limited previous experience in the role. Levels 3 and 4 typically | Factor 4. Complexity.
include general roles, e.g., administrative support, technical or | Factors: Scope and Effect.
. B . Factor 6:  Personal Contacts.
project-based roles, service, and graduate level positions. The | gacior7:  Purpose of Contacts.
general entry requirements for these levels are a university Factor 8:  Physical Demands.
degree and/or some work experience in the role. Levels 5 and | Factor9:  Work Environment.

. . - . . . Source: ACSH (2023)
6 include senior administrative, technical, project management
service positions. Jobs at these levels may also possess some supervisory responsibilities. Most

of the job roles at these levels require prior experience in the

Box 2. FES Factors

Box 3. Annual base salaries same or similar posit]on.
and pay points of Australian
Treasury employees The Executive level is split into two levels, and each level is
Pay split into 3 and 4 salary bands, respectively. It includes middle
Point | AYD) management positions responsible for managing day-to-day
APS 11 | 45791 operations, with some responsibility over the strategic decision-
ﬁﬁg 1221 gg;ég making process. Significant amount of prior professional and/
APS 2.2 | 56275 Broadband 1 or technical experience in this role is typically required, paired
APS 3.1 | 59,768 along with strong leadership skills and ability to lead, and
AAF[;SS:Z? 22’522 develop others. The Senior Executive Service job category
APS 4.0 701248 is split into 2 levels with 2 salary bands. Most of the senior
APS 51 [ 75054 executive and top management jobs are part of this category.
APS 5.2 | 79,860 -, R I
APS 6.1 | 84664 These positions demand significant responsibilities, related to
APS 62 | 89468 | Broadband 2 |1 sirategic development and daily interaction with government
APS 6.3 | 96457 leaders. Essential requirements for such jobs are extensive work
APS 6.4 | 102,571 ) o . .
EL11_ 110435 experience, ability to lead and inspire people, and negotiation
EL1.2 | 119,100 EL1 and decision-making skKills.
EL13 126,681
EL21 [134.892 Conversely, there are four pay scales for the German federal
EL2.2 1141532 EL 2 | P | A d B h
EL23 [ 148170 government employees. Pay scales an govern the
EL24 | 154,81 remuneration of civil servants and military personnel.?° Salaries
Source: Australian Treasury (2017) in pay grades A2 to A16 are incremental, salaries in pay grades

¥ To facilitate the evaluation of factors, the Office of Personnel Management (OPM) has created Position
Classification Standards documents for every series in the 23 white collar occupational groups. They are available
on OPM’s website at: https://www.opm.gov/policy-data-oversight/classification-qualifications/classifying-general-
schedule-positions/#url=Standards

20 Pay scale W governs the remuneration of professors and lecturers at higher education institutions and pay
scale R governs the remuneration of judges and public prosecutors. Pay scale R contains both incremental and
fixed salaries (pay grades R1and R2 are incremental, and R3 to R10 are fixed.



https://www.opm.gov/policy-data-oversight/classification-qualifications/classifying-general-schedule-positions/#url=Standards
https://www.opm.gov/policy-data-oversight/classification-qualifications/classifying-general-schedule-positions/#url=Standards
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B1 to B11 are fixed. Pay scale B applies to outstanding positions such as state secretaries, directors-
general, directors, heads of division, presidents of higher federal authorities, and generals. Pay scale
A assigns the following pay grades to the different career paths for civil servants: (i) Ordinary service
(“einfacher Dienst”). pay grades A2 to A6; (i) Intermediate service (“mittlerer Dienst”). pay grades A6 to
A9; (i) Higher intermediate service (‘gehobener Dienst”):. pay grades A9 to A13; and (iv) Higher service

(“hoherer Dienst”). pay grades Al3 to Al6.

Table 3. Base salary for Grade A positions for the German federal government

Pay level Basic Salary per month (In EUR)
Step 1 Step 2 Step 3 Step 4 Step 5 Step 6 Step 7 Step 8
A3 2,370.74 2424.23 247774 2,520.81 2,563.87 2,606.95 2,650.03 2,693.09
A4 2420.35 248428 2.548.22 2,599.12 2,650.03 2.700.93 2.751.81 2,798.82
A5 2,438.59 2,518.20 2,582.14 2,644.81 2,707.47 277142 2,834.04 2,895.40
A6 2,490.79 2,583.48 2677.42 2,749.20 2,823.61 2,895.40 2.974.99 3,044.17
A7 2,614.79 2,697.03 2,805.37 2.916.26 3,024.59 3,134.23 3,216.46 3,298.67
A8 2,766.18 2,865.38 3,005.00 3,145.99 3,286.92 3,384.81 3,483.99 3,585.88
A9 2.985.43 3,083.32 3,237.34 3,393.94 3,547.92 3,652.61 3,761.51 3,867.71
A10 3,195.55 3,329.98 3,524.46 3,719.80 3,918.78 4,057.26 4195.70 4334.22
Al 3,652.61 3,858.28 4,062.62 4,268.31 4,409.46 4,550.62 4691.78 4832.99
Al2 3,916.11 4159.44 4,404.10 4,647.41 4,816.81 4,983.50 5,151.55 5,322.92
A13 4592.31 4820.84 5,048.02 5,276.57 5,433.86 5,592.51 5,749.77 5,904.36
Al4 4722.07 5,017.10 5.312.87 5,607.27 5,810.26 6,014.63 6,217.60 6,421.96
Al15 5,772.62 6,038.82 6,241.80 6,444.82 6,647.81 6,849.46 7,051.12 7,251.40
Al16 6,368.18 6,677.40 6.911.28 7,145.22 7,377.79 7,613.07 7,846.97 8,078.22

Source: Federal Ministry of the Interior (2022); http://www.gesetze-im-internet.de/bbesg/anlage_iv.html

Table 4. Base salary by Grade B positions for the German federal government

Pay level Basic Salar: L:):)r month (In
B1 7,251.40
B2 842370
B3 8,919.75
B4 9.438.66
B5 10,034.23
B6 10,600.22
B7 11,146.01
B8 1,717.33
B9 12,425.82
B10 14,626.52
Bl 15,074.80

Source: Federal Ministry of the Interior (2022); http://www.gesetze-im-internet.de/bbesg/anlage_iv.html

Table 5 presents the base salary by scale and step of public servants in the Republic of Armenia.
The compensation framework consists of 11 salary scales — with 11 being the highest and 1the lowest
- and several steps for each of the two categories of public employees, specialists, and seniors. The
specialist category has 8 steps, and the seniors’ category 5 steps, all in descending order, e.g., 1is
the highest and 8 the lowest. Basic salaries automatically increase either annually or every two to
three years according to salary scale groups, e.g., base salaries for scales 10 to 8 are raised every
three years, scales 7 to 5 every two years and for salary scales 4 to 1, annually. There is no base salary
increase for scale 11.

Table 6 presents the base salary distribution for public servants in the Republic of Korea. The base
salary framework consists of 9 grades — with 1 being the highest and 9 the lowest — and 20 steps within
each grade. Grades 1, 2 and 3 comprise the senior civil service, e.g., Assistant Ministers, and Director-
Generals. Grades 4 and 5 are for Division and Deputy Directors, and grades 6 to 9 for other public
servants.


http://www.gesetze-im-internet.de/bbesg/anlage_iv.html
http://www.gesetze-im-internet.de/bbesg/anlage_iv.html
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Table 7 presents the monthly minimum base salary amount for Kazakhstan’s public service
by category for 2020. It also presents the maximum salary amount indicated in vacancy
announcements that consider one’s potential seniority (length of service). With expected bonuses,
the final salary amount may be higher.

Positions in the civil service of the Republic of Kazakhstan are divided into political and
administrative. For political civil servants, categories are not established. However, administrative
civil service positions are grouped into categories A, B, C, D and E. Positions classified in categories
A, B, and C are those financed by the Republican budget. Conversely, positions in category D
are financed by the regional (obl/ast) budget and in category E through the district (rayon) budget.

Category A includes the posts of the Executive Office of the President of the Republic of
Kazakhstan. Category B encompasses the positions in the government organisations that ensure
the proper functioning of the supreme bodies of the executive, legislative and judicial branches of
government, i.e., the Government, the Supreme Court, and the Parliament, as well as government
bodies directly subordinate and accountable to the President. Category C consists of the positions
in the central executive bodies and their departments and their territorial divisions. Category D
includes the positions of the regional akims’ administration, as well as those in the local executive
and representative government bodies at the regional level. Lastly, category E positions are
comprised of the akims’ administration at the city, district, and rural levels.

In sum, most base salary scales for public servants are rather rigid and deterministic. Education
and seniority are major factors in calculating compensation levels, and they are awarded
independent of performance or productivity and/or economic conditions; which is usually the
case in the private sector.??

Advantages and disadvantages exist in using this incremental increase compensation model. On
the one hand, linking compensation increases to length of service acts as a motivator in enticing
individuals to remain in the public sector and it consequently reduces staff turnover. This practice
also leads to savings in training costs for any new recruits and it allows for personnelto accumulate
knowledge and become experts at what they do. On the other hand, a major disadvantage
of this model is that there is no direct link between compensation and performance, allowing
incompetent individuals to claim the same compensation increases as competent and productive
public servants. This can be problematic, as the notion of equity is seen as an important motivator
for employees, but perpetuate practice easily leads to a perception of inequity of treatment and
a decline in morale and motivation among public workers (ACSH 2018).%

22 Business entities operate with fewer and broader levels of compensation scales. Flexibility is more
important than entittement to advance one’s career. Additionally, use of variable pay is also more
widespread in the private sector, particularly among the most successful business entities, rather than in
the public sector.

2 There are some ways to address this problem besides reforming traditional pay scales. One is to weed
out non-performers in the selection process or during the probationary period. Although these actions are
seldom utilised, they could certainly have an influence in reducing, if not resolving, the non-performance
problem.
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Allowances

Base salaries are complemented by a wide variety of allowances. Most common allowances include
annual paid leave and overtime, as well as for seniority, which however, is most often accounted for as
an incremental increase of the base salary, as public servants progress from grade to grade, and from
step to step within a grade over time in their career.?®

Other allowances may include:

— Post adjustment, for performing a job of higher responsibility;

— Locality, for serving in remote or close to border areas;

—  Expatriation, for serving abroad, away from the home country;,

— Cost-of-living, granted to public servants officially stationed at a post in a foreign country
where the cost of living is substantially higher that their home country;?’

— Housing, either in-kind (free government housing) or in monetary form (subsidy);

— Childcare, most often provided in-kind, in the form of kindergartens at the workplace;

— Transport, usually offered in the form of subsidised mass transit fares or transportation
provided by employers; and for senior positions in the form of a corporate car provided by
needs of service;

- Functional, usually afforded to positions that require some expertise in high demand;*®

— Hazardous work, which is offered to employees for performing dangerous duties to mitigate
the danger of hardship involved;*®

- Overtime, for work performed beyond normal working hours, etc.

Performance-related pay

Performance-related pay has become very popular in response to criticism of traditional pay models
in the public sector, as many countries are focusing on performance, rather than just process
compliance, in their quest to make their public sector more responsive to the needs of citizens. Thus,
governments use such mechanisms as incentives to raise the quality of public service delivery and
to promote productivity and performance improvements internally. In this context, they are placing
additional emphasis on individual responsibility and performance on the job, by introducing objectives
and accountability mechanisms that are accompanied by individual and/or group-based rewards, e.g.,
performance-based bonuses, and allowances (ACSH 2017).

The fundamental rationale for performance pay assumes that public servants will usually expend more
effort in their work and thus increase the quantity and/or the quality of their output if their compensation
is linked to their performance. Another assumption is that performance-related pay motivates public
servants to pursue professional development opportunities, as this may lead to additional benefits
for their work or their promotion and career advancement in general. In sum, it is assumed that
performance-related pay improves productivity, in the short-run - supposedly because public servants
work harder - and personnel development generates further gains in productivity, in the long run
(Brown and Armstrong 1999; Propper and Wilson 2003; OECD 2005a).

26 See also Table 8 for the variety and range of allowances paid in selective countries around the world.
27 |ninternational organisations such as the United Nations, the cost-of-living allowance (“post adjustment”)
is a percentage of the base salary that ensures that all staff members at the same salary level have a similar
purchasing power in every duty station by compensating for the differences in cost of living while taking
currency fluctuations into account.

28 Some government organisations’ employees have additional allowances than the rest of the public
service, mostly associated with their functions. For example, public servants engaged with the state tax
service, the customs service, immigration service, etc depending on the country. Such allowances may
constitute an additional 25 to 30 percent to base salary (Korn Ferry 2017).

2 For a comprehensive analysis of hazardous jobs in the public sector and the rationale for awarding
public servants such an allowance, see: Liverakos, Panos (2017) Arduous and/or Hazardous Jobs Regimes
in the Greek Public Sector and in selective E.U. Member States. Athens: Expertise France.
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Experience to date shows that if performance-related pay and bonus systems are well designed with
indicators linked to both individual and group performance, e.g., performance of departments, divisions,
etc, and are effectively implemented, they may motivate public employees to improve their performance
and their service delivery standards. Thus, in ensuring that this variable part of compensation functions
well, it should be based on a holistic system of performance management that includes target setting —
cascading down to the job level —and monitoring mechanisms of achievements to reward performance
within a pre-defined period.

Performance incentives include career opportunities, e.g., promotion contingent to good performance
— and pay. Performance-related pay is usually calculated as a percentage of the base salary. Its size
may vary according to the range of positions to which it applies, whether the targets and the incentives
apply to individuals and/or to groups, the extent to which rankings are used and the size of rewards.
Overall, performance pay / bonuses [variable compensation] constitute approximately one-third of the
total monetary compensation and the remaining two-thirds are made of the base salary and allowances
[fixed compensation] ((Prentice 2007, Dahlstrom and Lapuente 2009; ACSH 2017).

Box 4. Performance pay modalities in selective countries

Country Performance-based pay component

Australia Broadband system of pay for performance based on achievement of individual goals and
targets achieved

Canada Discretionary lump sum amount paid for performance, ranging from 10 to 25 percent of base
salary

France No performance-based pay component

Kazakhstan No performance-based pay component *

Malaysia Annual salary increases, percentage of which is determined by individual performance

Moldova Performance pay comprises an allowance for collective achievement of an organisation and an
annual bonus for individual performance

India No performance-based pay component

New Zealand Based on degree of achievement of goals and targets set

Singapore Based on degree of achievement of goals and targets set

UK. Through use of overlapping pay bands and performance pay

Ukraine An annual performance evaluation bonus and a quarterly bonus based on civil servants’
contribution to an organisation’s overall performance

USA. Through use of overlapping pay bands; special fund exists for payment of performance pay

Source: ACSH (2017; 2020)

* There is no performance-based pay component in Kazakhstan, but some central government and regional organisations are
currently implementing a pilot compensation project, which consists of fixed and variable components. The fixed part is based
on a factor point scale and considers workload, seniority, complexity of work, etc. The variable part includes bonuses paid for
performance. The pilot implementation was being assessed at the time this study was prepared. The fixed component is based
on rank and seniority. The variable one contains bonuses and supplements which are not dependent on performance. For
example, bonuses might be paid for: compliance with state and labour discipline; results of work for a certain period; exemplary
performance of official duties, impeccable public service; performance of tasks of special importance and complexity, and other
achievements in the work; performing urgent and previously unforeseen work, on the urgent performance of which depends in
the future the normal (uninterrupted) work of this state body as a whole or its individual divisions, anniversaries and holidays, etc.

Most common type of performance-related pay is payment by results. Through this scheme, individuals
(or groups) are paid bonuses based on achieving measurable outputs within specific time periods,
following a formal and structured evaluation of the employees’ performance. This type of performance
pay is otherwise called individual performance-related pay (IPRP), as performance pay is awarded on
an employee’s performance against previously set objectives and whose achievements are reviewed
using a formal performance management system. An IPRP can also be used for group-based rewards.
That is, the performance of entire sections or departments can be measured against previously set
objectives, with performance pay levels determined by the performance of the unit.

Korea is a country known to employ the IPRP system on the group level to reward performance. Korea’s
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system has been accepted by many as being a success story in the utilisation of pay for performance
in the public sector. The crucial elements contributing to Korea’s success are increased managerial
autonomy and skills; reliable and timely information; adequate skills to supervise and evaluate workers
based on solid criteria; and political will (MPM 2018). Spain is another example of a country that bases
its public service performance measurement on an IPRP, which rewards its public servants with a
“productivity complement”, that represents up to 25 percent of an individual public servant’s yearly
salary (OECD 2012).*°

Overall, approximately 45 percent of countries around the world have a government-wide performance-
related pay system, although only a quarter apply bonuses based on performance only. Thus, the
extent ofimplementation of performance-based pay and bonus systems varies significantly. HICs make
more use of performance bonuses than MICs and LICs.*

However, performance pay assessment results indicate that performance-related pay policies are still a
challenge in many countries, as they have generally failed to increase productivity in the public service
(OECD 2012). Many scholars have attributed failures of performance-based pay to poor implementation
or weak management commitment.3? Another reason may be that due to a mixture of beliefs and
experience, closely related to national culture and unionisation, public sector employees are less
likely to want their compensation to be related to performance than their private sector counterparts
(CIPD 2015). Thus, it seems that the performance pay rationale may be somewhat overrated as
performance-related pay is not always a critical motivating factor for public servants to perform well, as
the assumptions on which is based may be flawed. This view posits that public servants are primarily
motivated by intrinsic rewards associated with public service engagement rather than extrinsic ones
such as pay for performance (Perry 1986).

It should also be noted that there are several instances that it may be difficult to introduce performance-
based compensation in the public sector. Particularly in the case where the work of public servants is
difficult to define and thus to measure. For instance, it is often argued that performance-related pay is
not appropriate for professional and managerial work, as many jobs are multi-faceted and complex, as
they involve several and equally important dimensions, which are difficult to define and measure (Perry
1986; Dixit 2000). Even breaking down each objective into sub-components may be a difficult task. This
means that it can be hard to find good measures of performance and the measures that are eventually
adopted may impart relatively little information about the efforts of a public servant or an organisation
(Propper and Wilson 2003). Consequently, there are cases that linking rewards to the achievements

30 A good example of the Spanish experience with performance pay is the improvement gained in the
Spanish social security system, where claims took six months to process in the past, and nowadays, claims
are processed on an average of seven days. The Spanish case may also be considered as an example
of performance pay by “piecework”, in fact, the oldest form of pay for performance. In this instance,
workers are paid for the number of cases and/or transactions that they conclude during a pre-defined
period. This is a modality often used in cases government organisations provide direct services, such
as social security claims or issuing licenses. A bonus is paid based on the number of claims / licenses
processed in a pre-determined period. However, this type of performance-related pay may not be suitable
for managerial personnel as their work output may not be as easily quantifiable. A system like the Spanish
one was recently introduced (2022) in the Greek social security system. Its employees receive bonuses
for concluding pension award processes within a pre-defined period and reaching a pre-defined number
of concluded cases within a period of a month. It has had a rather positive effect on the time lag between
a pension application and receipt of its payment, which was on average two years, and it is now down to
three to five months. It is expected that, once the backlog of applications is cleared, the average time will
be further reduced to thirty days.

31 Qverall, public servants’ monetary rewards for performance are generally lower and rather modest than
in the private sector (Korn Ferry 2017a).

32 A Hay Group administered survey of public sector views on managing performance revealed than:
75 percent of respondents agreed that managers do not use the performance management process
effectively; 55 percent agreed that their organisation tolerates poor performance; 52 percent agreed that
their organisation differentiates good from bad performance; and 37 percent agreed that poor performance
is dealt with effectively in their teams.
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of certain targets does not always reflect actual performance, rendering performance management
systems inaccurate and thus ineffective with respect to their intention.

Benefits

Benefits account for a substantial share of public sector employees’ total compensation. They can
range from 20 to 40 percent of the total compensation package; the rest consisting of the base salary
and a variety of allowances and/or performance-related pay. Benefits range from health insurance and
pension plans to lump sums on retirement, additional paid time off, flexible hours, etc. Most common
benefits are health insurance for employees and their families, and pensions. In some cases, public
employees may receive a lump sum upon retirement, over and above their regular pension (Aon 2016).

Overall, benefits in the public sector appear to be more generous than the private sector. This
differential may be mostly a result of the trade-off for working in the public sector, e.g., job security,
and attractive health and retirement plans, in compensation for a lower salary than the private sector
(Reilly 2013). Some of the benefits provided to public sector employees are not tangible, those that
offer intrinsic incentives, and they present a difficulty in placing a monetary value on them. Nonetheless,
non-monetary benefits still serve the same purpose that monetary compensation does, that is to attract,
retain and motivate public employees (Daley 2008). Box 5 contains information on the range of benefits
public employees receive in a selective sample of countries across the world.

Box 5. Public sector benefits in selective countries

Country Benefits

Australia Health insurance; pension insurance (with superannuation); paid leave and sick leave; training
and career progression programmes.

Armenia Health insurance; non-cash vouchers used to provide public servants and their family members
tuition fees, or additional health insurance.

Azerbaijan Health insurance for public employee and family members; pension.

Canada Health insurance; special pension insurance (with superannuation); early retirement.

France Health insurance; pension; subsidised loans.

Georgia No benefits package in place (in the process of design).

Germany Subsidised medical insurance for public employees (free for military personnel); pension;
financial aid; survivors’ allowance.

Greece Health insurance for public employees and family members; pension; lump sum pension
allowance; paid time-off for education; paid sick leave.

Ireland Pension contribution; lump sum pension allowance; temporary and permanent disability
insurance.

Russia Health insurance for public employee and family members; state pension; temporary and

permanent disability insurance; paid time off for education; one time housing subsidy.

Singapore Health insurance; pension schemes and social security pension; paid sick leave; paid time off
for training and career progression education.

UK. Health insurance; pension; paid leave; flexible working hours.

Sources: Korn Ferry (2017); ACSH (2019)

Health insurance

Health insurance, along with pension plans are virtually mandatory for all public sector employees
worldwide, as they are considered an invaluable tool in recruiting and retaining employees. A
compensation package with health benefits can also be a strong retention factor. This is especially true
where pre-existing conditions may be involved.

Health insurance plans may include additional provisions for prescription drugs, mental health, dental,
and eye care benefits. What is included and the extent of that coverage varies substantially from plan
to plan. In most cases, health insurance is provided not only for public employees but also for the
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members of their families.®® The cost of health and medical benefits are directly linked to salary levels
and in many but not all countries, employees are required to pay a contribution towards the cost of
these benefits. However, as wide variations exist, it is difficult to compare practices and associated
costs across countries.

Pension plans

Pension plans are categorised either as “defined benefit” or “defined contribution” plans. Traditionally,
most pension arrangements were defined benefit plans. Under a defined benefit plan, an individual is
guaranteed from 50 to 75 percent of their highest salary upon retirement, or the average of the salaries
over a course of the last three to five years of service. There are also cases where the pensionable
salary is the average salary over the length of service used as a measure to calculate pension outlays
upon retirement. Alternatively, the retirement benefit may also be calculated based on the highest
salary multiplied by the number of years of service.

In defined contribution plans pension outlays are determined by the sum of contributions made during
and over the work life of public employees. In both cases, employees contribute to the cost of their
pension through a salary reduction contribution; and to which their employer makes a matching
payment. Most plans require that public employees be eligible for receiving their pension at the age
of 65, although this limit is being gradually pushed up to the age of 67. They are also eligible for early
retirement beginning at the age of 55 or 62 but receiving pension at a reduced benefit level.

Annual leave

Public employees, in all occupational groups, receive paid annual leave. Although, annual leave is
considered a benefit, it nevertheless has become a mandatory entitlement for virtually all salaried
employees. Nonetheless, public employees also have the benefit of additional paid time off. The length
of additional paid time off may vary depending on the number of years of service, usually an additional
ten days annually, on average.

Paid time-off is currently still more generous than the average for private sector employees. For
example, the average annual leave awarded to public sector employees in the U.S.— with 10-15 years
of service —is 25 workdays per year. Overall, paid time-off amounts to at least 12 days more per year in
the public than in the private sector, (OPM 2018).

Flexible work hours and remote work

For many years, most of public sector employees worked 40 hours per week over a 5-day working
week, with relative few deviations from this pattern.®* However, this convention has gradually become
less rigid, as flexible work hours and the need to have services provided at different times have reduced
uniformity in working hours patterns. Furthermore, the dramatic changes in the economic realm and the
proliferation and utilisation of rapidly developing information and communication technologies are also
affecting employment modalities in the public sector. The pandemic of COVID-19 has demonstrated
the utility of digital technologies and communications in working remotely, and, thus, it has accelerated
the way the way the public sector operates nowadays.

However, for flexible work hours schemes to become a norm, e.g., tele-commuting, significant
organisational and cultural barriers need to be overcome before their full potential can be realised
in the public sector. A notable example of flexible work hours arrangements is the Federal Public
Service Policy and Support of the Belgian Federal Government (equivalent to a Ministry of Public
Administration).?® It has managed to adopt a flexible work system that seems to be working well, leading
the way for other government units to follow.

3 |n the UK., medical insurance is provided for employees only, as a rule, while private companies often
provide insurance plans that cover family members (this is commonly part of the executive benefits package).
34 In the public sector, approximately 40 percent of the employees work less than 40 hours per week;
Handbook of Labour Statistics, US Bureau of Labour Statistics; https://www.bls.gov/cps/Ifcharacteristics.htm
35 https://bosa.belgium.be/en/about-fps-policy-and-support
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There are various types of “flexible and innovative working arrangements”. These can be
broadly categorised in accordance with the duration, incidence, and location of working time, the
contractual nature of that arrangement, as well as a range of measures designed to effectively
balance work commitments and responsibilities outside the workplace (Humphreys et al. 1997).
There are two main types of flexible work schemes: [i]temporal flexibility, which refers to variations
in the number of hours worked;*® and [ii] locational flexibility, which refers to variations in the
location of work.¥

A survey carried out in 2018 found that the most popular flexible work option, available to public
sector employees, is part-time work, offered by 94 percent of public organisations, followed by
flexitime offered by 88 percent of the public organisations surveyed. Other popular flexible wok
modalities are fixed-term employment, including contracts (78 percent; teleworking/remote work
(77 percent); job sharing (72 percent)

and career breaks/special leave/ | Box 6. Public sector flexible work time arrangements in

secondments (69 percent).*® For selective countries

organisations or departments, which

did not offer flexible working options, Country Benefits

respondents were asked to state Austria Flexible working hours have been introduced
what the reasons were. The most in most Austrian institutions.

common responses were business Belgium Flexibility in working hours to achieve a better

. work-life balance.
needs and requirements, company

policy, management resistance, staff
shortages and financial constraints.

Denmark Vast majority of public sector employees have
entered into agreements for “flexi-time”.

Finland Flexible working hours; working hours bank
In this context, two major challenges systems; temporary childcare leave; job
exist in managing flexible working alternation leave.

options: [i] ensuring correct staffing
levels to cover skills and knowledge;
and [ii] ensuring fair and equitable

Germany Public sector collective agreements provide
for flexible working time, including working
time accounts and corridors.

licati £ flexibl Ki Greece Temporary childcare leave; parental leave;
app I'CatIOﬂ ° exiple  working flexibility in working hours
policies for all employees. Kazakhstan No flexible work time arrangements in place. *
To this question under half of the Netherlands Flexibility in working hours to achieve a better
respondents (49 percent) agreed work-life balance.
that it was challenging to effectively Norway The Working Environment Act provides the

manage these two areas. Another right to reduced work?ng hours for employees
who, on health, social or welfare grounds,

4/ percent recognised the existence have a need to reduce their working hours.
of too many manual processes and

high levels of administration used in
measuring employee performance *However, discussions about flexible working hours have been [re]vitalised
in the context of the COVID-19 pandemic.

Source: EPSU (2018); ACSH (2019)

as a challenge in shifting to flexible

3¢ Police and especially firemen are more inclined to have unusual and odd hours work schedules. For
example, a fireman may work 24 hours, then have 24 hours off, work another 24 hours, and finally have 72
hours off. This schedule yields a working week of 2.3 days and 56 hours, a common schedule for firemen.
57 However, these are not exhaustive, neither they are mutually exclusive. Numerous forms of flexible work
arrangements exist, such as: [i] less than full time work, i.e. part-time; [ii] split / alternate weeks; [iii] term
time and other forms of periodic work; [iv] job sharing; [v] flexitime; [vi] annualised / personalised days; [Vii]
enhanced maternity / paternity / parental leave; [viii] special leave; [ix] career breaks; [x] secondments; [xi]
flexi-place / telecommuting; [xii] fixed-term employment, including contractual work, etc.

38 The full list of flexible working options offered in the survey were: [i] less than full-time (i.e. part-time)
working; [ii] flexible start and finish times around core hours (flexi-time); [iii] fixed-term employment (including
contractual); [iv] flexi-place / teleworking / remote working; [v] job sharing; [vi] career breaks / special leave /
secondments; [vii] annualised, staggered or compressed hours; [viii] term-time and other forms of periodic
working; [ix] enhanced maternity / paternity / parental / adoptive leave; and [x] split/alternate work weeks.
The survey was carried out in November 2018. It was emailed to 120,000 subscribers, with a 60+ percent
response rate (Softworks.com 2019).
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work modalities; as well as that public managers were not trained to manage remote workers (43
percent). The survey respondents also considered issues such as health and safety legislation
compliance (44 percent) and employees building up too many hours and not using their time
effectively (42 percent), as crucial in moving towards exploring flexible work options further.3®

Other benefits and rewards

The range of other benefits and rewards is considerable. Their primary aim is to make public
sector employment attractive to prospective employees and to retain them. They comprise an
array of tangible and intangible elements that may be less important that health insurance and
pensions, but nonetheless they are still highly valued by public employees. Conversely, many of
these benefits and rewards may be used for motivational purposes, as there is no obligation or
need to automatically provide them to everyone.

These additional benefits and rewards have a considerable cost for the employers, however
they are provided for free — more often than not — or a partial contribution is required by public
employees. Tuition reimbursement and educational leave are common examples. They are two
means of encouraging employees to enhance their knowledge and skills, as well as to motivate
and retain capable individuals in public service.*® Public servants are released for studies, on a
part- or full-time basis, while their salaries and allowances are paid regularly. Prior approval is
often required in tuition reimbursement programmes. Moreover, they stipulate that courses are
job- or career-related and attendants must achieve high grades consistently to earn it. Educational
leave may vary from a flextime arrangement (with work hours made up) to granting paid time-off
for attending classes and undertaking progress assessments. A few public organisations (such as
the military) even send employees to school as their duty assignment.

Public organisations may also subsidise living and transportation expenses. They provide housing
allowances and/or they underwrite mortgages. In some cases, they may actually provide the
housing itself — in locations convenient to the organisations. They also provide subsidies to offset
transportation costs of public employees to and from work, or they may themselves provide
transportation. In many cases, public organisations also provide child care for the children of their
employees, either in the form of a subsidy or directly. Furthermore, public organisations may also
make doctors available to employees at the work place, grant low-interest loans for complicated
medical problems, etc.

Public sector total compensation often includes several other rewards, which are not usually found
in the private sector, except in the case of multi-national business enterprises or international
development organisations. These include training and personal development, work-life balance
schemes and working environment, to mention a few. However, as considerable differences
exist in the “non-cash” components of total compensation, from country to country, it is difficult
to develop a coherent comparative analysis for the non-tangible components of the total
compensation package of public employees. Further research is needed in this area.

39 The full list of challenges managing flexible working options offered in the survey were: [i] ensuring
correct staffing levels to cover skill and knowledge; [ii] ensuring fair and equitable application of flexible
working policies for all employees; [iii] too many manual processes and a high level of administration; [iv]
difficulties measuring employee performance; [v] ensuring compliance with health and safety / employment
legislation; [vi] managers not trained to manage flexible workers / remote workers; [vii] employees building
up too many hours and not using the time; [viii] not having central validity of who is on site / at work
and who is out / not working; [ix] lack of technology to allow for flexible working — too hard to manage
and monitor; [x] difficulties monitoring working hours; [xi] unable to generate reports / analyse absence
patterns, and spot possible abuse of flexible working policies; [xii] organisational change and resistance
to embracing new flexible working options; [xiii] difficulties management people remotely; [xiv] find it hard
to meet operational needs due to a lack of visibility of staff availability; and [xv] no employee self-service
facility to allow employees to check their own flexi balances / request absences, etc.

40 Granting such benefits to public employees often also entails a commitment by employees to continue
working in the public sector for a pre-defined period upon following their graduation.
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4. Fairness of public sector compensation

Fairness of public sector compensation denotes clear and balanced compensation structures, which
mitigate perceptions of “excess” for those at the top, or “exploitation” for those at the bottom of the
compensation scale. It is also important that public employees at any level of the compensation
scale perceive that they are justly and fairly rewarded for the work they perform, as compensation
levels also have a significant impact on the morale, motivation, job satisfaction and performance, as
well as retention of personnel (ACSH 2017).

Fairness of public sector compensation may be distinguished into external and internal. External
fairness denotes that public workers’” employment conditions and rewards for their engagement is
analogous to those workers in the private and non-governmental sectors. Assessment of external
fairness entails considering the extent of alignment to what competing employers — both in the
public and private sectors - pay to attract and retain employees, who have similar experience,
skills, and responsibilities to perform a job. Conversely, internal fairness signifies whether the pay
differential among all employees is aligned to each position within an organisation fairly.

To assess external and internal fairness of public sector compensation, this section looks at the
compensation levels between the public and the private sector in the first case, and the compression
ratio of compensation within the public sector in the latter case.

External fairness: Public sector versus private sector compensation

The comparability of public versus private sector pay has been a major issue over time as there
has been inconclusive evidence whether public sector employees are compensated at a lower
level than their counterparts in the private sector.

For instance, many studies argue that public sector Box 7. Public/Private compensation

employees are paid less than those in the private comparisons in selective countries

sector, with similar education and work experience | THE AVERAGE PUBLIC SECTOR BASE

(Munnell et al. 2011).4 SALARY IN COMPARISON WITH GENERAL
MARKET IS:

However, researchers’ views differ on the extent
to which pensions and other monetary and non-
monetary benefits compensate for the difference.
Pensions are often perceived to be more generous
in the public sector, although this perception is
difficult to validate. A valid answer to the question
of compensation parity between the two sectors | THE AVERAGE TOTAL CASH DIFFERENCE
requires a careful comparison between people with BETWEEN THE PUBLIC SECTOR AND THE
. ) ) N GENERAL MARKET IS:
similar skills performing similar jobs. Unfortunately,

such data does not exist to the extent that solid
inferences can be derived. Thus, most inferences
and results are based on estimates, which are, in
turn, based on various assumptions.*? For instance, a
major assumption used in calculating compensation
differentials between the public and private sectors
is that the percentage of public employees potentially eligible for retiree health insurance is the
same as those enrolled in employee health insurance, which is roughly 65 percent. This estimate is
used to calculate the value of such a benefit.

- In UK. 13 percent below

- InSingapore 2 percent above
- In USA 6 percent below

- In UAE 15 percent below

- In Canada 1 percent below

- In UK. 19 percent below

- InSingapore 8 percent above
- In USA 10 percent below

- In UAE 19 percent below

- In Canada 7 percent below

#In general, the average salaries of civil servants are approximately 12 percent lower than those of
employees of similar qualification in large private companies — specific figures vary from 2 to 21 percent
depending on the country.

42 Mostofthe existing datasets with public sector compensation data and statistics — provided byinternational
organisations, i.e., IMF, ILO, WB, etc - include mostly the tangible components of compensation. There are
no data, or at least estimates, for the intangible components, i.e., training, subsidised accommodation, and
transportation, paid or unpaid time-off, flexible working hours, etc.
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Some studies suggest that total compensation over the lifecycle of workers is equalised. Yet other
studies conclude that public sector employees’ compensation demonstrates a clear advantage, if
calculated over the lifecycle of workers. In other words, although the compensation of public sector
employees is lower than those of similar posts in the private sector, the size of the total remuneration
is generally higher (Danzer and Dolton 2011; Hutton 2011; Bewerunge and Rosen 2012). And yet,
other studies demonstrate that the total compensation — including the cost of benefits, e.g., health
insurance, pension plans, etc — is on average 10 percent higher in the private than in the public
sector over the work lifetime (Disney et al. 2009; Postel-Vinay 2015).

Figure 3 presents data on the compensation levels of both the public and the private sector
employees over their work lifetime in the United Kingdom. It is assumed that individuals enter
the private sector job market at the age of 20 and the public sector at the age of 25. The data
indicate that public sector employees usually start at a higher compensation level when entering
employment than their counterparts in the private sector, while controlling for age at the time of
entry. In other words, the compensation level of public sector employees at entry level (age 25) is
approximately the same as their counterparts in the private sector at the same age, while the latter
have already been working for the past five years.

Figure 3. Lifetime income differences between private and public sectors in the UK

Source: ETUI (2010)

The data also indicate that public sector workers are compensated better on average than their
counterparts in the private sector for several years at work. This tendency seems to hold until the
age of 50, when compensation levels of public and private sector employees are equalised again.
Beyond the age of 50, the private sector employees seem to have an advantage, as they reach
higher levels of compensation than their counterparts in the public sector. It should be noted,
however, that such calculations ignore the effect of deferred benefits that public employees will
receive when they retire (California Policy Centre 2010; Cockburn 2010; U.K. Essays 2018).4

4 The UK. 2019 Annual Survey of Hours and Earnings (ASHE) data indicated that the public sector
premium was 7 percent in 2019. This was calculated by modelling the average public and private sector
earnings after for controlling for worker, job, and firm characteristics. The results of the survey showed that
the average public sector earnings premium trended downwards by 3 percentage points between 2011
and 2019, with the exception in the case of low-skilled workers. The results based on total remuneration
showed that, on average, employees in the public sector received a larger remuneration package than
their counterparts in the private sector in almost every occupation grouping regardless of organisational
size.
https://www.ons.gov.uk/employmentandlabourmarket/peopleinwork/earningsandworkinghours/articles/
publicandprivatesectorearnings/2019
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Cross-national wage regressions from labour force surveys reveal that public sector workers
on average earn higher wages than observable similar private sector workers. Using a wage
regression, where wages are a function of certain characteristics such as education, age (a proxy
for work experience), gender location, and the sector of employment (public or private), public
sector workers have approximately nineteen percent higher basic wages (excluding allowances
and bonus payments) across 111 countries for which the World Bank has data. This finding also
holds for gross wages that include employer social insurance contributions and allowances for
the 27 EU Member States for which data is available (World Bank 2021; Finan et al. 2017).44

In conclusion, studies that compare compensation levels between the public and the private
sector, although they differ in many aspects, they also seem to share some areas of agreement.
Almost all studies agree that when comparing similar employees doing similar work, then public
employees atthe bottom of the pay scales are compensated slightly higher than their counterparts
in the private sector; while at the higher end of the pay scales, private sector workers seem to
fare better with respect to their compensation. For those in the middle, different findings are
often the result of different assumptions, as to what types of jobs are comparable and how to
calculate the present value of future benefits,* e.g., health insurance and pensions and the value
of “job security” in the public sector; and if so at what value (Slater and Welenc 2013; Dickson et
al. 2014).4¢

Internal fairness: Compression ratio of public sector compensation

The compression ratio is a useful indicator of the fairness and adequacy of pay within the public
sector. The compression ratio is often distinguished into vertical or horizontal.*” This study focuses
on the vertical compression ratio, which reflects the proportionate difference between the top
and bottom salaries. However, different ways in measuring the [vertical] compression ratio exist.
One is to divide the salary at the mid-point of the highest public employee pay grade by the
salary at the mid-point of the lowest pay grade (excluding any net present value of future pension
entittements and any estimated value of in-kind benefits). Another, more rigorous approach is to
take the median of the highest monetary compensation grade and divide it by the median of the
lowest monetary compensation grade. The OECD defines the compression ratio of compensation
in the public sector, as the ratio between the median pay of the top and bottom 10 percent of
public sector employees.

In general, a low ratio suggests that highly skilled workers are underpaid, while unskilled workers
are overpaid. In fact, this situation seems to be typical of public sector compensation structures
around the world. In other words, public sector employees’ compensation is above market
rates for positions requiring less education, while is below market rates for positions with higher

4 Public sector premia are likely to be higher globally when allowances and benefits, particularly pensions,
are accounted for. A much higher proportion of public sector workers receive a job contract, health
insurance, and pensions (social security) than private sector workers. For example, in Indonesia, Pakistan,
and Thailand the inclusion of expected pensions benefits, monetised annually, increased the public sector
wage premia significantly; in the case of Thailand, it rose from fifteen to forty-two percent (World Bank
2021).

% Present value (PV), also known as present discounted value, is a term used in economics and finance to
calculate the value of an expected (future) income stream determined as of the date of valuation.

4 |n general, studies that derive a positive differential for the public sector, they calculate a “(true) value” of
retiree benefits. Furthermore, other studies assign a value to public sector “job security” that makes public
sector compensation higher.

4 The horizontal compression ratio reflects the degree to which earnings differ for public sector employees
at the same pay grade level in the same or different government organisations. It is the ratio by which
the total remuneration of a public sector employee can differ from that of a colleague at the same level
of seniority, because of discretionary allowances. It is usually measured by dividing the total monetary
compensation, including all discretionary allowances, by the base pay without any discretionary allowances
(Manning and Parison 2004).
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educational requirements. This phenomenon of over-compensation of certain positions and
under-compensation of other positions in relation to market rates is most often described as the
“double imbalance” of public sector labour markets, and it is highly consistent with the findings of
several other national studies that have been conducted on public sector compensation (Bender
20009).

Figure 4 presents the compression ratios of compensation between the highest and lowest
10 percent of public sector workers across several countries. ltaly seems to have the lowest
compression ratio at 1.4:1 and Spain the highest at 33.7:1.48

Figure 4. Public sector salaries compression ratio across selective countries

Source: Mikkelsen et al. (2017)

Nonetheless, the public sector compensation distribution between the highest and the lowest
pay scales is more compressed than it is the case in the private sector. In other words, the gap
between the highest and lowest earners in the public sector is much smaller than in the private
sector and there are fewer high earners and fewer low earners in the public sector.

4 |t should be noted that the calculations of compression ratios across countries are based on data that
are not uniform, thus direct comparisons may be somewhat misleading. In most cases, compensation is
the base salary part only. In other cases, compensation includes allowances that are often considered as
part of the base salary. Overall, cross country comparisons may contain considerable bias, since existing
data are not entirely comparable as what constitutes the public sector differs from country to country. For
instance, in some countries, the lowest paid jobs are contracted out, making the ratio appear much lower
than if these jobs were performed in-house.
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However, public—private compensation comparisons must be approached with caution, as it is
frequently unclear how jobs are compared. For example, in industrial countries, the jobs that are
usually compared are clerical jobs in private companies. But this comparison may not be relevant
in many developing countries, where the true employment alternatives of many public sector
workers may be in the informal sector of the economy. Furthermore, public sector jobs may be
under-compensated with respect to the “average” job. For instance, public sector jobs may pay a
low salary, but offer health insurance coverage, annual leave, pension, and other benefits.

This section ends with a perennial question. What is a fair compression ratio? For example, the
IMF was recommending a ratio of 7:1in Eastern Europe in the 1990s as a fair ratio between the
highest and the lowest pay grade in the newly created civil services for these countries. Yet,
results of a subsequent survey, conducted by the IMF, revealed the existence of compression
ratios between 1.5:1to and 33:1 (IMF 2016).

Table 9 presents the annual salaries - expressed in US$ PPP - by position in selective countries,
accompanied by the corresponding compression ratios, for the cases information was available.
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5. Size of the government sector compensation bill

This section examines the size of the government sector compensation bill as a percentage of gross
domestic product (GDP), and of government revenues and expenditures.” This is because the size of
the compensation bill is important vis-a-vis the omnipotent fiscal constraints that government budgets
are subjected to, and while considering that governments need to be capable to finance a multitude of
crucial public functions and services that citizens need and want.52 The role fiscal constraints play with
respect to the size of the compensation bill is discussed extensively later.

Overall, the government sector compensation bill worldwide represents 6 percent of GDP, 23 percent
of government revenues and 25 percent of government expenditures approximately (IMF 2014b, 20163;
World Bank 2022).52 Figure 5 presents the central government compensation as a percentage of GDP,**
and of government revenues and expenditures by country income level.

The share of the compensation bill as a percentage of GDP in high-income countries is 6 percent, equal
to the world average; whereas for middle-income countries is slightly higher at 7 percent and for low-
income countries slightly lower at 5 percent.®® However, the central government compensation bill as a
percentage of government revenues seems to vary substantially. Specifically, for high-income countries
is 20 percent, for middle-income countries 26 percent, and for low-income countries 28 percent, in

5" In this instance, general government encompasses all levels of government, e.g., central, state, regional,
local. It includes ministries, agencies and government departments and non-profit institutions that are controlled
and mainly financed by the public budget. State owned enterprises encompass legal units mainly owned or
controlled by the government, which produce goods and services for sale in the marketplace, e.g., postal
services, mining and extraction operations, banks, railways, etc. Public sector or more accurately the wider public
sector includes those who are engaged in public service delivery, e.g., teachers, doctors, police, etc. Although
methodological differences exist across countries, Figure 8 depicts a clear picture, despite such differences. For
detailed information on public sector employment classification, please see OECD 2011, Annex D, pp. 199-208.
52 Some studies have estimated that one percentage point increase in the compensation bill as a share of
GDP increases the fiscal deficit by about half a percentage point (Eckhardt and Mills 2014). This estimate is
corroborated by IMF’s (2019) findings.

5 Some caution is called for in interpreting these percentages, due to issues of comparability inherent in the
data, as governments around the world count differently their public sector and its sub-divisions, e.g., central
government, education, health care, SOEs, etc. Therefore, it is important to keep in mind that comparisons
across countries and regions of the world may be somewhat distorted, as it is not always the case that similar
methodologies are utilised to classify public sector personnel or count them uniformly across countries. For
example, in some countries, SOE personnel may be classified as public servants, but not in other; or in some
other countries, local government employees may be classified as public servants, if their compensation bill is
financed by the general state government budget. These deviations suggest that caution ought to be exercised
while attempting to infer concrete conclusions or make comparisons across countries, based on the existing
data. Unfortunately, there is no single source of information that can provide an articulate picture of public sector
compensation more accurately, due to several methodological complexities. Nevertheless, even though such
comparisons may not be as informative, as one would have wished for, they do demonstrate some general
patterns that emerge though the analysis of available data.

5 In this context, total compensation includes wages and salaries, employers’ social contributions to statutory
social security schemes or privately funded social insurance schemes, as well as unfunded employee social
benefits paid by the employer, including pension payments paid through the state budget rather than through
employers’ social contributions (mostly for some pay-as-you-go systems). The main limitations of the data are the
less-than-full comparability across countries, and some lack of clarity regarding the level of social contributions
and the differing costs of living across countries in capital cities, included in salaries as allowances.

% The World Bank (2018) classifies country economies as low-income (subdivided into low and low developing),
middle-income (subdivided into lower, middle, and upper middle), or high-income. The main criterion for
classifying economies is the gross national income (GNI) per capita. Low-income economies are defined as
those with a GNI per capita of US$ 1,025 or less; lower middle-income economies are those with a GNI per
capita between US$ 1,026 and US$ 3,995; upper middle-income economies are those with a GNI per capita
between US$ 3,996 and US$ 12,375; high-income economies are those with a GNI per capita of US$ 12,376 or
more. Further information on the methodologies utilised may be found at:
https://datahelpdesk.worldbank.org/knowledgebase/articles/378834-how-does-the-world-bank-classify-
countries



https://datahelpdesk.worldbank.org/knowledgebase/articles/378834-how-does-the-world-bank-classify-countries
https://datahelpdesk.worldbank.org/knowledgebase/articles/378834-how-does-the-world-bank-classify-countries
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contrast with the world average of 23 percent. Conversely, the central government compensation bill
as a percentage of government expenditures is 19 percent for high-income countries, 24 percent for
middle-income countries and 25 percent for low-income countries; and with the world average standing
at 25 percent.>®

Figure 5. Central government compensation bill as percentage of GDP, revenues, and
expenditures by income level

Source: IMF (2016); World Bank (2022)

Figure 6 presents the size of the central government compensation as a percentage of GDP, and of
government revenues and expenditures by geographical region. The compensation bill as a percentage
of GDP varies between 5 and 9 percent, among geographical regions. The highest percentage of GDP
is observed in Middle and North Africa and in South Asia at 9 percent, and the lowest in East Asia and
the Pacific region at 5 percent; the same percentage as in the OECD member countries.

Figure 6. Central government compensation bill as percentage of GDP, revenues, and
expenditures by geographical region

Source: IMF (2016); World Bank (2022)

% Qver the past decade, the government wage bill has stabilised in advanced economies, but pressure to
increase the wage bill spending are mounting in response to a growing demand for public services — particularly
in the health sector — dur to rapidly ageing populations (IMF 2016a). Conversely, in low-income and developing
economies, the wage has been on an upward trend over the same decade reflecting an expansion in public
services in areas such as health and education. It is expected that over the coming decades, further increases in
wage bill spending in these countries due to continued demand to expand the provision of key public services
(IMF 2019).



32

With respect to government revenues, the highest percentage is observed in the Latin America
and Caribbean regions at 31 percent, followed by the Middle East and North Africa at 30 percent
and the Sub-Saharan Africa cluster of countries at 29 percent. In this case, the share of the central
government compensation bill with respect to government revenues appears to be higher than
the world average at 23 percent of government revenues, and considerably higher than the
OECD member countries standing at 15 percent and the European Union and Europe at 16 and
17 percent, respectively.

Conversely, the highest share of central government compensation as a percentage of
government expenditures is observed in the Middle East and North Africa regions standing at
30 percent, followed by Latin America and the Caribbean at 28 percent and closely by, at 27
percent, by the Sub-Saharan Africa cluster of countries. On the contrary, the lowest percentage
is observed among the OECD countries at 15 percent, followed by South Asia at 18 percent and
Eastern Europe and Central Asia at 19 percent.

Significant differences are observed across regions and countries in the size of their central
government compensation bill, as a percentage of both government revenues and expenditures.
This observation also holds true across countries classified by income, especially between
the low- and high-income groups. Specifically, the OECD countries, the European Union, and
Europe in general, spend the least on central government compensation as a percentage of their
revenues and expenditures; between one-fifth and one-sixth. Most of these countries, if not all,
are also classified as high-income countries. At the other end, the Sub-Saharan, Latin American,
the Caribbean, as well as most of the Middle East and North Africa countries spend approximately
one-third of their revenues and expenditures on the government compensation bill. The countries
of these regions are also classified as low- or middle-income countries (IMF 2016b).

Thus, it seems that a pattern of spending on the public sector compensation exists that associates
low-income countries with high spending, atthe one end, and high-income countries with relatively
low spending at the other end. Low-income, and developing countries, do spend more, because
of their policies in expanding the provision of much needed public services. This is corroborated
by the fact that low-income and developing countries compensation bill has been on an upward
trend over the past decades, reflecting an expansion in public services, mostly however, in areas
such as health and education (IMF 2019).5” The phenomenon is consistent with “Wagner’s Law”,
which assumes that government spending, including the compensation bill, tends to increase as
a share of GDP, as countries develop, reflecting increasing demand for public services, but not
as a share of government revenues and expenditures.>®

Figure 7 presents the size of the central government compensation as a percentage of GDP, and
of government revenues and expenditures for a selective number of countries in our Region.
The selection of these countries was determined by availability of relevant data rather than by

57 The results of an analysis of 137 countries, conducted by the International Monetary Fund in 2016
reveal that changes in both revenue and other expenditure do not have a significant bearing on the wage
bill development, neither in the short- or medium-term. Changes in the wage bill do not seem to follow
changes in revenue or other non-wage expenditures. This finding suggests that wage bill adjustments
are driven by factors other than the overall position of public finances of countries, and it contrasts with
previous findings, which argue in favour of the cyclicity of wages. In sum, it was found that neither in the
short- or medium-run, spending on compensation does not seem to be affected by changes in revenues
or other spending. These results suggest that wages — and therefore compensation and employment —
are not affected by changes in the overall budget position, which could reflect, for example, increases in
revenues in the context of buoyant economic conditions. Instead, wage increases seem to be associated
with other factors, such as wage negotiations, and political considerations, for example ahead of elections
to boost political support (IMF 2016a).

%8 Wagner's law, known as the law of increasing state spending, is a principle named after the German
economist Adolph Wagner (1835-1917). He first observed it for his own country and then for other countries.
The theory holds that for any country, that public expenditure rises constantly as income growth expands.
The law predicts that the development of an industrial economy will be accompanied by an increased
share of public expenditure in the gross national product.



33

deliberate choice. On average, the eight countries included in this analysis, allocate approximately
4 percent of their GDP to finance their central government compensation; 2 percent lower than the
world average. Among them, Kyrgyzstan seems to devote the highest share of GDP (6 percent)
and Kazakhstan the lowest (1 percent) on their central government compensation bill. Armenia,
Moldova, and the Russian Federation spend 5 percent, followed by Georgia with 4 percent,
and Azerbaijan and Belarus with 3 percent of their GDP. The data also indicate that the eight
countries of the Region devote substantially less than the world average for central government
compensation as percentage of both their revenues and expenditures. Specifically, they devote
15 percent of their revenues and expenditures, whereas the world average is 23 and 25 percent,
respectively.

Figure 7. Central government compensation bill as percentage of GDP, revenues, and
expenditures for selective countries in our Region

Source: IMF (2016); World Bank (2022)

One explanation for such stark differences between Kazakhstan and Kyrgyzstan, as well as with
the other countries included in this analysis is the availability of natural resources which may be
an important factor in explaining the association between the compensation bill changes and
other fiscal aggregates. This is because the ratio of the compensation bill to GDP, in resource-rich
economies is lower than the level for non-resource-rich economies by about 2 percentage points
of GDP. Furthermore, the average annual change in the compensation bill to GDP ratios is smaller
in the case of resource-rich than non-resource-rich economies. In contrast, for resource-rich, the
observed increase in revenues exceeds the average annual change of non-wage expenditures
(IMF 2019).

This section concludes by looking at the size of the public sector as a percentage of the active
population across countries around the world, as well as for a selective number of countries in the
Region.*® ltis evident, from the data in Figure 8 that the higher the income of a country, the higher
the percentage of people employed in the general government. For example, in HICs 8 percent
of the population is employed in general government, in contrast with MICs employing 5 percent,
and LICs a mere 1 percent of their total population. A plausible explanation for these differences
is that higher-income countries tend to provide more public services, e.g., in the education and

59 Active population comprises all persons who fulfil the requirements for inclusion among the employed
or the unemployed during a specified reference period — usually 1year. (OECD 2008; Glossary of statistical
terms).
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health sectors than lower income countries, resulting to a higher number of people employed by
government.

Figure 8. Public sector employment as percentage of population by income level

Source: OECD (2016)

Figure 9 presents the size of total public sector employment as a percentage of the active
population in selective countries of the Region. Itis obvious that Belarus’ public sector employment
is the highest at 24 percent, twice as much as the average for all eight countries. This is because a
considerable number of people work for the country’s state-owned enterprises that are classified

as part of the country’s public sector.

Figure 9. Public sector employment as percentage of population in selective countries of
the region

Source: OECD (2016)

However, if one looks at the size of general government employment as a percentage of
population across these countries a different picture emerges. Belarus employs 6 percent of its
population in the general government — 2 percentage points above the eight-country average.
Conversely, Armenia and Ukraine are below the eight-country average employing 1and 3 percent
of their population respectively in the public sector. At the other end lies the Russian Federation
with 10 percent of its population employed by government, followed by Georgia with 9 percent.
Azerbaijan and Kyrgyzstan employ 7 percent of their population in the general government,
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whereas in the case of Kyrgyzstan, the general government is also the whole of the public
sector in the country, like Georgia. Two countries employ around a quarter of their population
in the public sector, namely Tajikistan with 28 percent and Belarus with 24 percent. Conversely,
Armenia and Tajikistan employ only 1 percent of their population in general government followed
by Ukraine at 3 percent. The average employment in the public sector of the region’s countries
included in the figure stands at 15 percent and in general government at 4 percent.

The proportion of the labour force working for the government is also an indication of how public
services are delivered in a country — whether predominantly by government workers or through
the private and non-profit sectors as well — and it is an important factor determining the cost-of-
service delivery.

In sum, the public sector compensation bill represents a large and less flexible component of
government expenditures with significant latent liabilities. A recent World Bank (2022) study
estimates that the wage bill represents approximately 30 percent of government expenditures,
with significant variations around this average. In many low- and middle-income countries, the
wage bill can take up almost half of government expenditures and is an even larger shared of
expenditures for labour-intensive services like teaching and healthcare.®® The wage bill, as a
share of GDP, is larger in higher income countries, reflecting the bigger scope of government
as incomes rise; but is higher as a share of expenditures in lower income countries (World Bank
2021).

50 For example, teacher salaries represent more than 80 percent of public education expenditures in
developing countries (UNESCO 2017).
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6. Factors influencing compensation policies and practices

Any potential changes occurring in the public sector employees’ compensation packages must
be always carefully weighed, as changes in salaries, pensions and other employment-related
benefits, and employment conditions have an impact on government budgets, workforce
composition, service delivery levels and on the external fairness of compensation. Public sector
compensation systems are also influenced by institutional arrangements for managing the
compensation bill. For instance, budgetary and fiscal constraints influence the decision-making
on compensation and employment levels, as such decisions need to be consistent with overall
financial policy and objectives, as these carry important macro-economic and fiscal implications
for the economy of a country.

However, research indicates that over half of the OECD countries do not integrate decisions on
public sector compensation changes into their medium-term budget planning processes, inatimely
manner. Furthermore, half of the high-income advanced economies hold ad hoc negotiations
with public sector employees, most often through their trade unions and associations. Over one-
third of these countries makes decisions on pay increases during a given year without directly
linking them to the budget planning process (OECD 2016). Nonetheless, over sixty percent of all
countries impose a ceiling on the total compensation bill. HICs and MICs often combine ceilings
with alternative approaches. Over a third of MICs have specific fiscal rules limiting growth in the
public sector compensation bill, while HICs more often use fiscal frameworks to constrain wage
increases (IMF 2016).

Figure 10. Factors influencing public sector compensation

Source: IMF (2016)

Setting optimal government employees’ compensation and employments levels requires the
consideration of the notions of effective fiscal planning, competitive compensation, and flexibility
and efficiency, in developing the appropriate institutional arrangements to make compensation
policy-related decisions. In other words, forecasting the size of the public sector compensation bill
in the medium-term assists in ensuring better fiscal outcomes, as such forecasts are incorporated
into medium-term budget frameworks, effectively improving the accuracy of fiscal planning for
achieving envisioned fiscal objectives. Furthermore, composition and structure of government
compensation schemes need to be competitive with the private sector for governments to be able
to attract, develop and retain personnel with the required experience, skills, and competencies.
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Moreover, a certain degree of flexibility is required to adjusting not only salaries but also the size
and the composition of the workforce, in achieving service delivery objectives in a cost-efficient
manner. In practice, there can be trade-offs between fiscal planning and flexibility and efficiency.
For instance, during the peak of the recent global financial crisis, some countries centralised
control and reduced flexibility in compensation-related matters to achieve their fiscal objectives.
In conclusion, to effectively manage public sector compensation, fiscal considerations need to
be considered while planning future policy, and at the same time, to ensure that the structure and
levels of compensation in the public sector remain competitive, to achieve appropriate levels of
competence and optimal composition of public sector employment, among other (IMF 2016).

Fiscal planning

Public sector compensation spending levels can impact fiscal balances and the composition
of government expenditures. If compensation costs are not effectively integrated into budget
planning, they can undermine fiscal planning. Increasing public sector compensation expenditure
levels or increasing hiring — in particular, during cyclical turns of the economy — may hinder
the stabilising role of fiscal policy and push higher a country’s debt levels. Such policy choices
are also hard to reverse during economic downturns, when austerity measures are called for.
Disproportionate spending on government compensation can also crowd out priority spending
on public infrastructure and social protection, which are crucial for economic growth and poverty
reduction, and most critical for LICs (IMF 2016).

Regrettably, in many cases, public sector compensation spending is the major factor behind
deteriorating fiscal balances. Higher compensation budgetary outlays are strongly associated with
a fiscal balance deterioration in both developed and emerging economies. However, the impact
on the balance seems to disappear in the short-term in advanced economies, as the additional
compensations spending is fully compensated by higher revenues and lower other expenditures.
In contrast, in the case of developing economies, a fiscal balance deterioration — or higher deficit
— persists in the medium-term, as the compensation bill increase is only partially financed with
revenues, while other non-wage expenditures remaining broadly unchanged.®’ Conversely, the
association between increasing compensation expenditures and fiscal balances is different in
heavily indebted emerging economies. Furthermore, LIDCs exhibit a larger association between
additional compensation expenditures and raising revenues (IMF2019).22 On the other hand,
compensation expenditure increases in resource-rich countries bear no association with current
revenues, suggesting that these countries have tended to leverage their resource wealth for this
purpose (IMF 2016).

& A strong correlation exists between the government compensation bill and fiscal deficits, at least in the
OECD countries, which appears to be more frequent during economic upturn years. However, the impact is
less frequent when government are more transparent, when there is more freedom of press and less union
coverage; and in presidential regimes (Cahuc and Carcillo 2012).

62 Adjustments to the compensation bill are usually associated with a deterioration in the fiscal balance
that persists in the medium term, as such adjustments are only partially financed by an increase in revenues
while other expenditures remain broadly unchanged. Research indicates that a 1 percent increase in GDP
caused by increases in the compensation bill is on average financed by revenue increases of 0.5 percent
and deficit increases of almost equal magnitude. In other words, increases in the compensation bill are
associated with a deterioration of the overall balance in the medium term, as these spending increases
are only partially compensated with additional revenues (IMF 2016). This finding is consistent with previous
work and the evidence from several country case studies that accompanied that work. Overall, the findings
suggest that rather than crowding out other items in the budget, increases in the compensation bill have
on average been associated with increases in other government spending and a deterioration of the
overall balance as these spending increases are only partially compensated with additional revenues. On
the other hand, an increase in government revenues does not improve the overall balance by the same
amount as it tends to be accompanied by persistent spending increases. Revenue surges that represent
1 percent of GDP are on average associated with other non-compensation related expenditures being
higher by about 0.3 percent of GDP. Therefore, the overall fiscal balance improves on average by about
0.7 percent of GDP (IMF 2019).



38

Considering that spending on the wage bill absorbs around one-fifth of total spending on average in
advanced economies and nearly 30 percent in emerging markets and low-income and developing
countries, small increases in compensation or employment levels could potentially have large
unintended adverse implications for the fiscal balance, which in turn may require sharp adjustments in
revenues or in other spending items to ensure fiscal sustainability (IMF 2019).3

Consequently, robust institutions — tailored to countries’ income levels and administrative capacities —
are needed to effectively manage the compensation bill size over the medium-term. In countries, with
low capacity, centralisation of the public sector compensation budgeting, salary levels and workforce
management are usually entrusted to the Ministry of Finance or another central government agency to
safeguard fiscal planning. As countries develop higher capacity and they modernise their governance
and administrative systems, decentralisation of compensation management takes place progressively
delegating the function to line ministries and agencies, as it contributes to governments adapting
their services better to changing citizen demands and technological advancements. However, any
decentralisation needs to be always guided by centrally set standards, which promote uniform
decision-making mechanisms on hiring, promotion, and compensation levels based on qualifications,
experience, performance and productivity and they ensure fairness (IMF 2016).

Competitive compensation

Government compensation schemes need to be competitive with those offered in the private sector
for governments to be able to attract and retain personnel with the required competencies, skills, and
work experience. In other words, if the level, composition, and structure of compensation packages
offered in the public sector are not competitive with respect to the private sector, then governments
will be unable to attract adequately qualified and experienced staff to provide public services of high
quality. Research conducted, on behalf of the U.K. based Institute of Employment Studies in 2010,
highlights the damaging effect of paying public sector workers below the market median rates, e.g.,
increased attrition (staff turnover) and absenteeism (Armstrong et al. 2010).

Conversely, if government compensation is too generous it may induce upward pressures on
compensation levels in the private sector. In other words, higher public sector compensation can
directly affect private sector compensation, especially if the private sector compensation setting
process uses the public sector as a reference point.* Additionally, higher public sector compensation
levels may also reflect discriminatory compensation setting practices in the private sector, e.g., against
female or unskilled workers, or efforts to limit scope of corruption in certain public sector positions,
e.g., regulators or revenue administrators.

In practice, the public versus the private compensation differential also depends on several other
considerations. For instance, the public sector is likely to be motivated by factors other than profit
maximisation since public servants’ intrinsic motivation is often more important than external rewards.
While higher compensation may be a way of recruiting skilled staff, it may not have a critical effect
on individuals, who have an innate sense of purpose and are personally committed to working for
the benefit of society. Thus, setting compensation levels should encompass both idealistic and
materialistic aspects of public servants’ expectations (ACSH 2018; Everest-Phillips 2018; Perry 2018).

8 If wage bill increases are associated with a persistent deterioration in the fiscal balance, the result will
be a worsening of public debt. If higher wage spending is compensated with cuts in non-wage spending,
crucial spending for economic growth and poverty reduction - such as public infrastructure or social
protection — could be crowded out. Alternatively, an increase in revenues to finance wage bill increases
could be pursued but at the cost of eroding private sector competitiveness and ultimately having a negative
impact on economic growth. Also, if wage increases are financed with surges in revenues during economic
upswings, such wage increases will exacerbate output fluctuations by further stimulating demand and
undermine the stabilisation role of fiscal policy (IFM, 2019).

84 Analysis of government and private sector compensation trends in advanced economies between 1995
and 2015 shows that a 1 percent increase in the average real government salaries is associated with a 0.4
percent increase in private salaries over a period of three years. This relationship is stronger where the
share of government in total employment in the economy is large and in less open economies (IMF 2016).
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The relative competitiveness of public sector compensation may also fluctuate due to the ups
and downs of the economic cycle. For example, being lower during upswings, but higher during
downsizings, or reflect short-term fiscal consolidation efforts (IMF 2016). Competitiveness of
government employees’ compensation can also be influenced by institutional arrangements in place;
for instance, the legal right of public sector employees to organise in trade unions, and to allow for
collective bargaining and to strike. This could potentially lead to greater bargaining power to negotiate
more advantageous compensation and employment conditions, which may result to a public sector
compensation premium.®®

Another factor impacting the level of public sector compensation competitiveness is the size of the
public sector workforce. For example, in cases where the government is the principal employer
in a country, then government compensation policies have an impact vis-a-vis the private sector
compensation levels by increasing the “reservation wages” and thus crowding out private sector
employment.®®

Flexibility & efficiency

Achieving service delivery objectives in a cost-effective manner depends on the ability of governments
to adjust not only salaries but also the size and composition of their workforce. For instance, high
employment or high compensation can result in insufficient spending on other publicly funded
services and inputs. They can also impede hiring of new staff with different skills and/or the re-training
of existing personnel, or crowd out other key inputs such as the adoption of work practices based
on new technologies that are important for the shift towards digitalisation of government for reaping
the significant benefits associated with this transformation (Clements et al. 2010). Thus, the degree
of flexibility government enjoys in adjusting employment levels and compensation spending can
influence the levels of efficiency in service delivery.®’

In the real-world context, it seems that advanced economies have difficulties in adjusting employment
levels in response to demographic and technological changes. For example, the sharp decline in
the number of school-aged children over the past three decades has not been accompanied by
a similar decline in the number of teachers resulting in large increases in the teacher-student ratio
(TSR),%8 or a considerable increase in the number of retirees over the past two decades has not been
accompanied by an increase in social care personnel leading to increased poverty among old-age
people. Both instances may point to increasing spending inefficiency and excessive employment
levels in the first case and insufficient employment levels in the second case (OECD 2010a).

% |n advanced economies, an increase in public sector union membership is noted during the past two
decades. However, in many of them, although public sector employees have rights stemming from their
membership in trade unions, the right to strike can still be restricted by being obliged to provide essential
services uninterruptedly.

% |n labour economics, the term “reservation wages” denotes the minimum wage that a worker requires
to participate in the labour market. It represents the monetary value of an hour of leisure (broadly defined
as any non-labour-market activity) to the worker. If the wage offered does not meet or exceed the worker's
reservation wage, then the worker's utility is maximised by remaining unemployed. The reservation wage
of any given worker is determined by both micro- and macro-economic factors that affect the worker's
marginal utility of leisure or marginal utility of consumption, when the worker is unemployed, i.e., personal
preferences, household production activities, unemployment benefits and other non-labour income. An
individual's reservation wage may change over time depending on several factors, like changes in the
individual's overall wealth, changes in marital status or living arrangements, length of unemployment and
health and disability issues. An individual might also set a higher reservation wage when considering an
offer of an unpleasant or undesirable job than when considering a type of job, the individual likes (IMF
2016).

7 Flexibility in staff management and delegating personnel management to ministries and other public
organisations - as opposed to control by central agencies - can, in theory, promote improved performance
and efficiency (Hood 1991).

8 Increasing TSR is not necessarily associated with improving education outcomes — as captured, for
example, by PISA scores.
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Degree of flexibility in controlling employment levels is also important for controlling the public
sector compensation bill in support of fiscal consolidation efforts. However, analysis of employment
consolidation attempts indicates that fiscal adjustments have been achieved primarily through
adjustment of compensation levels downwards, often across the board, rather than through
employment reductions. Attempts to implement structural employment reforms, e.g., reallocation of
positions when government agencies merge, have been met with considerable resistance, and thus
not allowing for a more durable compensation bill rationalisation and consolidation.®®

Flexibility in adjusting employment is also impacted by rules and procedures for hiring, reallocating, and
making staff redundant and the degree of employment protection. According to an IMF-administered
survey, governments in approximately 60 percent of the countries included can hire contractual
employees for a considerable number of job categories and a similar percentage of countries can
make staff redundant with significant restrictions. Another 20 percent can do the same, however,
without restrictions. In advanced economies, although employment protection is stronger, there exists
greater flexibility to hire contractual staff and to create new posts. On the other end, emerging markets
and LIDCs have fewer restrictions on adjusting employment levels. However, in a third of emerging
markets and LIDCs, the creation of new posts requires the approval of the legislature, or the head
of the executive government, e.g., president or prime minister (IMF 2016).° In several countries the
human resources management related to hiring, placement and promotion decisions has to some
extent been delegated to ministries and departments in advanced economies and emerging markets
(over 65 percent), in contrast with the LICs, where there has been less delegation in this area (IMF
2016).

In conclusion, the structural changes that are taking place in the world economy, e.g., the decline in
manufacturing in advanced economies, the emergence of an extremely skilled and occupationally
diverse workforce, as well as employers’ increasing quest for high performance and efficiency require
considerable levels of flexibility in setting compensation and employments levels to match societal
demand. This situation also demands more flexible and flatter organisational settings to cope with
constant environmental changes, greater differentiation, and individualisation of compensation to
attract individuals with specific skills and experience, and more delegation of responsibility for human
resources management matters to lower levels; subjects that are discussed in the next section of this
study.

6 A good example is the case of Greece. The country forced to drastically reduce its government
expenditures, in 2010, opted for an across-the-board reduction in public employees’ compensation —
more than 27 percent — instead of reducing the number of public sector employees (a policy also partially
adopted, in 2012, nevertheless).

70 Flexibility to manage the workforce and promote efficient, performance-oriented service delivery is also
influenced by government employment systems, which can be divided into: [i] clientelist systems based on
political or personal connections; [ii] career-based systems with open competition at the entry level only
combined with life tenure and promotion from within; and [iii] position-based systems with fixed-term or
task-based contracts, open recruitment at all levels and promotion based on merit and performance (ACSH
2017).
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7. Trends in public sector compensation systems

Governments faced with a combination of rising demands for the provision of high-quality public
services and the need for fiscal stability are always looking for ways and means to contain their
compensation bill. And, at the same time provide compensation schemes that remain effective in
attracting a workforce with the appropriate professional experience, skills, and competencies. In
other words, governments aspire to strike a balance between ensuring adequate and attractive
compensation so that they can continue to attract the needed human resources, while at the same
time containing the level of budgetary outlays for salaries and benefits of public employees, in line
with their fiscal policy targets. To achieve this goal,

governments must adopt compensation policies Box 8. Good practices in public sector
aimed at effectively leveraging compensation compensation
schemes that are competitive, attractive, flexible, - Governance procedures that allow for
and efficient, while at the same time adhering to delegated authority within an agreed
fiscal discipline considerations. decision-making  framework in
determining individual compensation;
Public sector compensation systems have - Compensation policies and practices
started changing, albeit slowly, as a response to that achieve value for money in
the new globalised and technologically driven seeking to recruit, retain and motivate
world, coupled with cost-control measures, and suitably qualified individuals; _
in some cases austerity measures. Governments ~ Disclosure, transparency, and audit
. . . procedures that are rigorously
have started introducing policies that restructure ! )
implemented to ensure fairness.

the way work is compensated and how the total
rewards are organised and managed, as well as policies that transform organisational structures
and modalities of work. What is emerging represents a departure from conventional thinking with
respect to public sector compensation.

Emerging trends in public sector compensation include the movement towards flatter and
more flexible organisational designs and compensation structures, individualised pay related to
competencies and skills in demand, as well as performance-related pay for senior government
executives to delegation of responsibility for compensation management from central to ministry
and agency levels, and the increasing use of competencies models in recruitment and promotion
and job evaluation and classification linking jobs to appropriate compensation levels.

Flatter and more flexible organisational designs

Governments are moving towards flatter and more flexible organisational designs that are
accompanied by compensation structures that are integrated and harmonised across different
personnel groups and which contain fewer grades, generally composed of wide compensation
bands (OECD 2016; ACSH 2017). This process is often accompanied by “rightsizing” — a term
referring to initiatives intended to determine optimal staffing configurations — that often lead to
“downsizing” the public workforce aimed at reducing the size of the government compensation
bill.” In this process, government departments and agencies are subjected to functional reviews
and organisational restructuring, often eliminating or redefining jobs and layers of management;
and job descriptions are subjected to review and reassignment to salary grades anew (OECD
2012; ACSH 2017).

T In essence, there is no real difference between rightsizing and downsizing. Typically, the term "rightsizing"
is used more by those who reduce job positions and "downsizing" is used by those affected and other
observers. Technically, rightsizing means adjusting the size of the workforce to its optimal size. In this case,
it is plausible that one could “right-size” by adding workers or shuffling them to other positions. By contrast,
downsizing must necessarily involve cutting positions. However, in general, the two terms mean the same
thing and they are interchangeably used. But "rightsizing" sounds better and is therefore often used as a
euphemism for "downsizing."
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Additionally, public organisations are redefining their core functions and changing their views about
what they should do themselves, as part of a change taking place in public service delivery modalities.
This has resulted to a significant increase in joint initiatives and close collaboration with the private
sector. In some cases, such collaboration is creating new organisations which draw on multiple
workforces and thus need a new and unified approach to compensation. However, these initiatives
take time to mature and require a shift in the balance of the workforce, which in turn requires new skills
sets and a different culture and behaviour that need to also be supported and reinforced through a
new compensation framework.

Individualised pay

The supply and demand of individuals with specialised education, professional experience, and ability
to perform are also becomingincreasingly important determinants of compensation, thus bringingto the
forefront the notion of “individualised pay” for public employees possessing skills and competencies
in high demand in both the public and the private sectors of an economy. In this context, considering
that demand for “knowledge™based jobs are on the rise, public sector employers are introducing
compensation policies that may allow them to hire suitable and highly qualified individuals and thus
compensate them at a premium, e.g., higher pay.

This approach allows governments to have considerable flexibility in pay by introducing differentiated
scales and/or by providing additional allowances and incentives to attract, recruit and retain staff,
particularly in occupational areas that skills shortages exist. For instance, occupations that are high in
demand, such as those in technology and healthcare, command higher starting salaries. Nearly 60
percent of the OECD countries provide special allowances and over 35 percent have separate pay
scales for certain professions, e.g., IT specialists, epidemiologists, etc.

Individualised pay is also relevant in the case of executive compensation intended for senior civil
servants in the countries that have one in place. However, given that executive compensation is a
politically sensitive issue and thus difficult to justify envisioned compensation levels for public sector
executive positions that would be compatible with those provided in the private sector. As a result,
public sector executive compensation is consistently below the levels in the private sector, although
public sector executives manage budgets and are entrusted with operational responsibilities that are
equal, in most cases, to those of many private sector executives. This pattern is not likely to change, as
public sector executive pay is still seen as large to the public and thus difficult to advocate an increase.

Linking employee pay with performance

Linking employee pay with performance was first introduced in position-based civil service systems,
and it was later extended to career-based systems, as a way of increasing flexibility in working
practices and managerial discretion on pay and individual accountability (ACSH 2017). Even though
performance-related pay is still a challenging and controversial issue in many countries, the transition
to such pay modality will continue, given the persistent focus on government performance.”

Thus, performance-related pay in the form of bonuses or merit-based percentage increases to basic
pay is being used more frequently in recent years. Under various schemes, compensation is adjusted
to reflect the assessed level of performance against a pre-determined set of objectives. The higher
the results achieved, the higher the rewards. Performance-related varies in terms of the range of staff
position to which it applies, whether targets and incentives apply to individuals and/or groups, the
extent to which rankings are used, and the size of the rewards. Currently it is mostly used for positions
at the executive level, e.g., public managers and for professional staff positions.”

72 The difficulties of setting personal objectives in some roles in the public sector, let alone measuring
them are recognised as a challenge in implementing performance-related pay systems. For a discussion of
this issue, see also Section 2 of this paper.

73 |n certain cases, this arrangement is accompanied by the simultaneous elimination of seniority-related
(years-of-service) incremental increases of basic pay.
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Among the OECD countries, two-thirds have introduced links between performance appraisal and
pay in their civil service systems, although only a handful can be considered to have an extended
formalised performance-related pay system. There is relatively small variance among countries
reporting the use of performance-related pay, with the Czech Republic, Switzerland and the United
Kingdom applying performance-related pay more extensively than other countries and Austria, the
Netherlands and New Zealand applying it the least. Six OECD countries — Belgium, Greece, Iceland,
Mexico, Poland, and Turkey — report no use of performance-related pay at all.

Figure 11. Use of performance pay’*

Source: OECD (2012)

The countries’ index scores are skewed towards high use as only those countries that have
compensation systems in place linking pay to performance appear in the Figure. Thus, its primary
value lies with presenting the countries that do have such a system in use, which all seem to display a
higher index value than the OECD average.

Overall, performance-related pay systems may not achieve significant results by themselves,
however they are a potentially useful complement to other elements of performance-oriented
management, as has been the case in Canada, Denmark, Finland, Korea, the United Kingdom,
etc. For example, career opportunities such as promotions and corresponding increases in pay.

74 Figure 11 presents the degree to which countries around the world link employee performance with
pay, expressed in the form of an index ranging from O (no use) to 1 (high use). Countries that do not use
performance-related pay do not appear in the figure. The index gathers responses to 27 questions in
the HRM Survey linked to several aspects of the human resource management function, i.e., design and
implementation of HRM policy in recruitment, performance management, and pay, and delegation in HRM
responsibility, among other. The data refer to 2010 and were collected through the 2010 OECD Survey
on Strategic Human Resources Management in central government organisations. Respondents were
predominantly senior officials in central government HRM departments. The survey was completed by
all OECD member states (except Luxembourg). Definitions of the civil service, as well as the organisations
governed at the central level of government, differ across countries, thus such differences should be kept
in mind when comparisons are made across countries.
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On the other hand, as performance-related pay schemes have not generally managed to yield
the expected results, there is a tendency to move to new approaches altogether, for example skills- or
competencies-based pay, or adopt hybrid schemes. The notion of linking pay to a wider definition of
employees’ “contribution” to an organisation rather than simple “performance” is gaining ground. This
trend emphasises not only performance in the sense of the output — the result — but also the input —
what the employees have contributed (Cotton 2018).

Delegation of responsibility

Another emerging trend in public sector compensation management and administration is the
delegation of responsibility for compensation management from a central authority to ministries and
agencies, and in some countries delegated still further to the level of managers and supervisors. This
approach recognises the role compensation plays in staffing practices and work management and
it is also very much in line with the growing practice of holding public managers accountable for the
performance of their units and their personnel.”

The key motive behind delegation is to empower and enable public managers to better direct their
staff, allowing them to consider in the HRM-related decisions both the unique requirements of their
own organisations and the merits of individual employees. In this context, as HRM-related authority
is delegated, the role of the central human resource management bodies is also changing to one
setting minimum standards and formulation HRM policies rather than implementing them.

Thus, the degree of discretion public managers have in such matters as human resource management,
and with compensation policies and practices for their organisation is increasing, as such decisions
are shifting to lower organisational levels in government departments and agencies. This practice
is based on the idea that all organisations need to motivate their employees, including the ability
to reward them for good performance and behaviour, and to sanction them for misconduct and
unsatisfactory behaviour. Although employees may be motivated in many ways, some degree of
delegated control over monetary rewards is probably one of the most effective ways.

However, experience demonstrates that to develop a decentralised compensation system, a clear
agreement on the goals of and responsibility for such a system is in place. A consensus is needed on
the nature of the system that will best meet the needs of government, as well as of public employees. A
consensus is also needed on several other issues, namely [i] the role and responsibilities of the central
human resource management body in programme management and administration; [ii] the role of
managers and other individuals involved in programme administration, e.qg. degree of discretion; [iii]
the relative importance of the performance element; and [iv] the extent of alignment with contemporary
rates of compensation.”® And, of course, the cost of full implementation needs to be estimated and
final approval to be secured. In addition, the policies, regulations, and administrative procedures need
to be codified and training materials for managers and employees need to be developed. There must
also be agreement on the procedures and criteria for assessing the system once it is implemented
for a reasonable period.

It is observed that countries that have developed the strongest links between performance appraisals
and compensation are the countries, which retain the highest delegation of responsibility in human
resources and budgetary management. Conversely, countries with a rather low degree of delegation
tend to focus on promotion to motivate their personnel and introduce the remuneration incentive only
for specific categories of public employees or for those at management level (OECD 2005b).

5 Although, there are also cases that the reverse is happening, under pressure for urgent fiscal
consolidation due to financial difficulties some countries face, for them to gain more control over the total
size of public sector compensation (Berry and Lowery 1987).

76 In this case, the salary schedule needs to be defined and the number of grades and the size of steps (if
any) need to be decided.
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Delegation of responsibility and authority for such matters is often controversial, and it can also be
complicated. The exact nature of the challenges depends on the cultural, political, and historical
context of each country. This is because delegation of responsibility, or at least some discretion
on determining levels of compensation entails major behavioural changes. Stakeholders need to
comprehend the ultimate benefit, as well as they need to be convinced that maintenance of propriety
and of the public service ethos is a critical factor after the delegation of such authority, to ensure that
a fair system is in place. In this context, the need for developing and maintaining sufficient managerial
capacity and competence becomes apparent. Thus, managers in organisations that are granted the
delegated authority to handle compensation-related matters, need to be trained on the management
of compensation issues as an integral part of the human resource management function (IMF 2016).

Table 10. Typology of autonomy in compensation-related matters in the U.K. public sector

A77 B78 C79 DSO E81
Operational
Directly controlled au?:onomy Operational Arm’s Remote
with pay autonomy length
framework
E Government decides | Mandatory Makes own pay Given Varied and difficult M
T on remuneration pay scales or | arrangements freedom to to define; the most o
IIR sectoral pay operate within | independent R
E framework a market — E
L like private P
Y sector R
P Central Government; Review Body | NDPB;®? Public Public Private \II
U Non-ministerial Groups; Local Authorities; | Corporations; | Partnerships; A
f departments Police; Trust Hospitals; Public Interest | Outsourced T
1 Executive Academy schools; | Companies; provision; E
c Agencies Further Education | Universities “Parastatal
establishments companies”;
Charities & Trusts

Complies with the spirit of the code

Direct control | Influence Conditional

Full compliance with the code | Another code may apply

Source: Institute of Employment Studies (2018)

Table 10 presents a typology of the degree of autonomy U.K. public organisations have in determining the levels of compensation paid
to their employees along a continuum ranging from direct control to almost total independence. It is noted that operational autonomy in
determining levels of compensation is related to the position a public organisation holds on the public to private continuum.

7 Central government making decisions about remuneration.

78 Public service operational autonomy with controlled remuneration framework, mandatory pay scales
and a review body regime or similar.

7% Public service operational autonomy, with freedom to make their own pay arrangements, either by
constitutional position (local authorities) or by gaining additional freedoms from the previous category
(academy schools, hospitals).

80 Bodies that trade or operate in a market broadly defined, which have been intentionally given the
freedom to behave like private companies in most respects.

8 Peripheral bodies to the government.

82 NDPB is a classification utilised in the United Kingdom to describe the Cabinet Office, the Treasury, the
Scottish Government, and the Northern Ireland Executive, as well as the QANGO. NDPB are not an integral
part of any government department and carry out their work atarm’s length from ministers, although ministers
are ultimately responsible to parliament for the activities of the bodies sponsored by their ministries. The
term includes the four existing types of NDPB (executive, advisory, tribunal and independent monitoring
boards) but excludes public corporations and public broadcasters (Cabinet Office 2012).
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Many OECD countries are moving towards a model of human resources management, whereby
major decisions regarding employee selection, recruitment, remuneration, working conditions
and dismissal are delegated from a centralised human resource management body to line
ministries, departments, and agencies. This means that ministries, departments, and agencies
are provided a large amount of managerial room of manoeuvring, allowing them more flexibility
regarding their staffing levels, recruitment and for some working conditions. Performance-related
pay and performance appraisal systems also tend to be delegated to ministries and agencies,
although the general management of the overall compensation system remains centralised in
many of the countries. The imperative of cost control and the institutional structure of collective
bargaining in some countries may partly explain these trends.

Thus, there is no single model or common standards of delegation of responsibility, as the
variance in the extent of delegation is considerable. In 2010, several OECD member countries
demonstrated a high degree of delegation, with Australia and Sweden standing out as the most
prominent examples. In these countries, line ministries and government departments have
greater flexibility to determine their staffing needs, recruit staff and set conditions of employment.
In comparison, Ireland and Turkey display relatively lower levels of delegation, with central
human resource management bodies in these countries retaining greater responsibility over
such decisions.

Figure 12. Degree of delegation of responsibility for compensation matters

Source: OECD (2011)

Eighteen OECD member countries have a central HRM body responsible for at least some key
HRM functions. Exceptions are Germany and the Slovak Republic that do not have a centralised
HRM body. Thirteen OECD countries (Australia, Austria, Belgium, Chile, the Czech Republic,
France, Greece, Iceland, New Zealand, Portugal, Slovenia, Sweden, and the United Kingdom)
have a central HRM body that plays a co-ordinating role across line ministries and is not formally
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responsible for HRM functions. Approximately half of the OECD Member States have a high
degree of delegation in place, where the rest of them are below the average for the OECD
Member States overall.

The index values range from O (no delegation) to 1 (high level of delegation). The index value
is derived by taking into consideration the following factors: existence of a central human
resource management body; the role of line ministries in determining the number and types of
posts within organisations; the allocation of the budget between payroll and other expenses;
staff compensation levels; position classification, recruitment, and dismissals; and conditions of
employment (OECD 2011).

Furthermore, it appears that countries which have moved towards more delegation have also
introduced performance-related pay systems. This is not surprising given that performance
-related pay requires enhanced discretion to manage. However, prerequisites for these systems
to succeed are the creation of an adequate infrastructure for performance management and
a transparent process, as well as establishment of trust on managerial delegation within an
organisation.

Use of competencies’ frameworks

A growing interest in the use of competencies and skills is also observed nowadays to allow
public employers to select prospective employees who match the required skills for performing
a job. This trend has picked up momentum lately as the emergence of “knowledge-based” jobs
requires employers to focus more on selecting prospective employees with the appropriate
competencies and skills for performing a job.®® This is clearly a shift from the classic model of
recruiting employees with the “right degree and experience”, as it goes beyond “credentials”
to assess which candidates are truly capable of doing the work a specific position requires, by
defining the necessary competencies of a position and then measure which employees possess
such competencies and skills that are needed for a given position or a role 8

Competencies are any observable abilities, skills, knowledge, motivations, or traits defined
in terms of the behaviours needed for successful job performance; and they consist of core,
functional, and leadership competencies. Core competencies are those that are fundamental
to the organisational success and are applied across all jobs in an organisation. This type of
competencies decides how organisations want to shape their employees, and their professional
characteristics. Functional competencies are those technical and non-technical knowledge,
skill, and abilities required to fulfil job tasks, duties, and responsibilities satisfactorily. Leadership
competencies are basically skills and behaviours that contribute to superior performance, used
to assess an individual’s ability and skills to potentially be a leader (ACSH 2017).

Applying competency-based practices in human resource management ensure that organisations
have an effective benchmark at their disposal for measuring employees’ qualifications and
suitability for filling a specific position. Consequently, applying this approach across any
organisation, should lead to improvements in the quality of recruitment processes, more fairness
in evaluation, proper career development, and increases in operational effectiveness contributing
the achievement of organisational strategic goals (Rodriguez et al. 2002).

However, competencies-based human resource management to be effective and endure must
permeate through organisational culture. It must become the new norm for both management
and staff alike. Establishing a competencies-based human resource management system is just
the foundation. The system needs to be operationalised and, most importantly, institutionalised

8 Knowledge-based jobs are generally defined as those jobs, whose main capital is knowledge. Any job
that requires to “think for a living”. Contemporary examples of such jobs include programmers, design
thinkers, policy innovators, etc.

84 Competencies-based models may also be utilised in other resource functions, beyond recruitment and
promotion, as they are also integral in training and development and performance management.
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for the organisation and the staff to fully reap the benefits of such a system in due course (WCO 2019).
Moreover, opting for a competencies-based human resource management approach means that an
organisation views human resource processes through a strategic perspective. In this context, human
resource management units become critical actors in implementing the human resource component of
any organisational development strategy, and thus a major contributor to organisational performance.

Use of job evaluation and job classification (and grading)

The recent evolution of public sector compensation systems includes the introduction of new tools
and techniques in determining what is fair and competitive pay for a position, job evaluation and job
classification.

The term job evaluation denotes the methods of determining the relative importance of numerous
different jobs on a systematic basis (ACAS 2014). Job evaluation is increasingly being used in the
public sector, although in a simplified
form (CIPD 2015; 2015a; 2015b). Typically,
it is used to determine pay and grading
structures, while ensuring a fair and
equal pay system, as well as comparing
rates against the internal or the external

Box 9. Link between Job Evaluation and Job Pay
Level

- Determine the characteristics of a job that may
influence compensation, such as education,
qualifications, work experience, skills, effort,

responsibility, and working conditions;

Break down each of these characteristics into a
list of “factors” (and each factor into levels);
Weigh factors according to their importance for
an organisation;,

Evaluate each factor by awarding points for each
factor level and assign a score;

Total separate factor scores into a single score
for each characteristic;

Combine the characteristics’ scores to determine
the overall job score;

Rank the job in the hierarchy of jobs in an
organisation;

Evaluate job descriptions against the factor
plan to determine the grade level and the
compensation level for a job.

market. However, the primary focus of job
evaluation is to rank jobs and their relative
importance within an organisation, thus it
does not determine grades and pay levels
directly. It only produces a hierarchy — that
may not mirror everyone’s perceptions —
which may be used to set the grade — and
thus the pay — for a job.®

Job evaluation is also associated with
organisational change, while restructuring
existing government organisations or
establishing new ones, e.g., autonomous
agencies and/or PPP schemes, which often
lead to new job designs and thus the need

for determining the hierarchical standing
and appropriate grade for such new jobs
and positions. It is also associated with technological advances and automation, which have altered
the content of a considerable number of jobs, thus such jobs need to be designed anew (Batkovsky
et al. 2019; Conceicao 2018).

Source: ACAS (2014)

Job evaluation is considered by most to be the starting point for defining adequate and appropriate
salary levels to a job position. Proper and fair compensation management entails an accurate
understanding of a job’s duties, responsibilities, and span of control. The most widely used job
evaluation system in the world is that of the Hay Group that was first introduced in 1949. This system is
based on points assigned to a series of “compensation factors”. The factors are subjectively weighed
according to someone’s sense of their relative importance, with the weights allocating points along
ordinal measurement scales (points are on ordinal scale since no true zero exists and the differences
in point values do not have a constant meaning). Jobs are then “measured” against the scales via their
compensable factors and points are assigned. The total number of assigned points are understood to
be a measure of the job value but are also an index of where a job stands in the hierarchy of all jobs
(Hay Group 2012).

8 Conducting jobs’ evaluation can be tricky, as employees often identify very closely with the jobs they do,
although job evaluation evaluates the job and not the job holder. Thus, determining the relative importance
of jobs within an organisation inevitably causes anxiety, as well as raise expectations, for those involved.
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Determining levels of compensation also depends on job classification. Job classification is the process
to determine the relative rank [importance] of different jobs in an organisation. This is an important
task, as the hierarchical position a job is classified underlies many human resource management
related decisions. A good classification leads to fair, equitable, and consistent compensation ensures
that senior jobs have higher requirements in terms of performance and capabilities and facilitates
advancement to more senior roles.

Job classificationis commonly used in large corporations, and increasingly in government organisations
and other public institutions like universities. Job classification is a specific method of job evaluation.
The latter is a systemic approach aimed at valuing a position. The most common factors taken into
consideration, when evaluating a job are qualifications and experience, breadth of responsibility,
complexity of functions, scale of communication and independence.

One of the advantages for using job
classification techniques is that similar
jobs can be classified and grouped
together. This can help to streamline Job family Group of jobs that involve similar work and
workflow and see if any groups’ tasks require similar training, skills, knowledge, and
can be compartmentalised within an expertise. Job familigs are based on function
o . and not on organisational structure.

organisation. This can help create a

broadband pay structure, meaning

Box 10. A typical job classification system

Job function / Specific occupational area within a family.

occupation It is a set of jobs whose main tasks, duties
that pay grades are consolidated into and responsibilities are characterised by a
fewer pay ranges. On the other hand, high degree of similarity; thus, they can be
however, pay ranges that are wider, grouped in a job category based on similar
give an employer the ability to offer pay characteristics or skills.
increases to their employees without Job A set of tasks, duties and responsibilities

performed (defined in the job description),
or meant to be performed, by one person,
including for an employer or in self-
employment.

having to promote them.

Overall, the use of job classification

creates parity in job titles, consistent
party J Role A role describes the part played by an

job levels within the organisation individual employee carrying out their work.
hierarchy, and salary ranges that One job can have multiple roles.

are determined by identified factors.
These factors include market pay rates
for people doing similar work in similar industries in the same region of the country, pay ranges of
comparable jobs within the organisation, and the level of knowledge, skill, experience, and education
needed to perform each job. Most countries classify civil service positions by professional orientation,
which is then used to assign jobs to a grade based on its classification (AIHR 20217). Based on the
rankings of job evaluation and classification, a grade system is attached to the job, which is then linked
to a pay range [a grade].®®

Source: ILO (2010)

The International Standard Classification of Occupations 2008 (ISCO-08) provides a system for
classifying and aggregating occupational information obtained by means of statistical censuses and
surveys, as well as from administrative records. It is a four-level hierarchically structured classification
that allows all jobs in the world to be classified into 436 unit-groups. These groups form the most
detailed level of the classification structure and are aggregated into 130 minor groups, 43 sub-major
groups and 10 major groups, based on their similarity in terms of the skill level specialisation required
for the jobs. This allows to produce relatively detailed internationally comparable data as well as
summary information for only 10 groups at the highest level of aggregation.®”

8 As classification aims to create a well-defined comparison, it usually works with a structure of job families,
functions, and jobs.

8 It should be emphasised that, while serving as a model, ISCO-08 is not intended to replace any existing
national classification of occupations, as the occupation classification of individual countries should fully reflect
the structure of the national labour market and information needs for nationally relevant purposes. However,
countries whose occupational classifications are aligned to ISCO-08 in concept and structure will find it easier to
develop the procedures to make their occupational statistics internationally comparable.
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Pay grades are usually based on grade levels that are determined by job families, occupations,
and jobs. A job family is a broad group of occupations, which are related in one of more ways
such as: similarity of functions performed, transferability of knowledge and skills from one
occupation to another, or similarity of materials or equipment worked on. An occupation is a
subgroup of a family, which includes all jobs at the various skill levels in a particular kind of work.
Jobs within an occupation are like each other regarding subject matter and basic knowledge
and skill requirements. A job post includes duties and responsibilities which make up the work
performed by an individual occupying a job post.

Table 11 contains summary information on how public sector positions are classified across
countries, along with the classification criteria used to determine pay grades.®® Overall, some
variation is observed among the surveyed countries in how they classify their public sector
positions, although it seems that a considerable number of them classify their public sector
positions in family groups based mostly on the nature of the function(s) of positions, and some
other criteria that seem to be common across most countries, i.e. Austria, Canada, Estonia, France,
Kazakhstan, Latvia, Ukraine, and the USA. A small number of countries uses education level to
classify public sector positions, i.e., Greece, Singapore, and Spain.

However, when classification criteria are observed, they seem to be common in most cases.
Education and professional experience are a prerequisite in all cases, followed by numerous
criteria such as level of responsibility of a position, organisation of work and its management,
decision making powers, complexity of the functions performed, etc. In some case, the primary
criteria are limited to length of service and professional experience along with education
qualifications only. In some other cases, working conditions and hazards associated with the
work performed are also considered, i.e., Finland, and France.

When the focus shifts to pay grades and salary steps, the variation is extremely wide across
countries in the number of grades, the number of steps and other criteria that apply in determining
the pay scales of public employees.

Table 11 also contains information on the government authority or authorities that are responsible
for the classification of positions in the public sector. In some cases, dedicated organisations exist
to perform such a function and in other cases the task is part of the Ministry of Finance mandate.

8 The information contained in this table is based on a recent study conducted by the Centre for
Adaptation of the Civil Service to the Standards of the European Union in Ukraine that covers the main
issues on classification of civil service positions, and the application of grading systems in the remuneration
of civil servants in twenty-one countries around the world. The Centre for Adaptation of the Civil Service
to the Standards of the European Union is a subsidiary of the National Agency of Ukraine on Civil Service.
the Centre’s main responsibilities are (i) the improvement of existing and promotion of implementation
of new standards and procedures for civil servants and local self-government officials, central and local
government authorities, which are based on good practices from around the world; and (ii) the publication
of analytical and informational periodicals for sharing new ideas and best practices in the area of civil
service development; http://www.center.gov.ua/en/
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8. Conclusions

Public sector compensation remains a salient issue nowadays for several reasons. On one hand,
the rapid scientific and technological advances and globalisation of the marketplace, as well as
increasing urbanisation, ageing populations and environmental degradation dictate the need for public
administrators who possess the appropriate expertise and competencies to confront and resolve such
multifaceted and complex issues, and who are adequately compensated so that they remain in the
public service. On the other hand, as public sector compensation expenditures constitute a major part
of overall government expenditures, they need to be balanced against expenditures in other prominent
policy areas, while also considering the fiscal implications of such expenditures.

For instance, in advanced economies, ageing populations increase demand for health services, and
environmental degradation requires public investment in remedial measures. However, the inherent
inflexibility to adjust employment levels and composition of the public workforce in a relatively short
period of time in response to such changes puts immense pressure on government expenditures to
offset additional expenditures that are needed, for example, for health services.™ Conversely, in many
emerging market economies and LICs, the goal of expanding service delivery in key policy sectors
such as education and health inevitably results in an increase of the public sector compensation bill that
needsto be prudently managed in orderto leave room for other vital expenditures, i.e., for development.

Nevertheless, in both instances it is imperative that while governments strive for a reasonable fiscal
balance by efficiently managing and controlling public sector expenditures, and in particular the public
sector compensation bill, they also need to keep in mind that for the public service to adequately perform
all those tasks needed to ensure the collective interest that they need to recruit and retain adequately
gualified and motivated professionals, who possess the appropriate education, competencies and
skills that will allow them to cope with, and adopt to, the new reality lying ahead.

Hence, public sector compensation systems are evolving, as governments around the world design and
implement compensation policies aimed at recruiting and retaining capable individuals, while they also
attempt to contain the total cost for public sector compensation, amid, fiscal constraints and diminishing
budgetary resources. Balancing between these two goals calls for flexibility in adjusting the levels and
composition of employment in the public sector and a sound system of public management. Thus,
governments are instituting policies that restructure the way work is compensated and how the total
rewards are organised and managed. The models that are evolving represent a significant departure in
thinking, although developments to date suggest no single “good practice” have emerged, or itis likely
to emerge in the years to come (Pyper et al. 2018).

Thus, this study entailed a comprehensive review of public sector compensation systems around the
world. To provide a deeper understanding on the topic of public sector compensation, it first analysed
the essential elements and factors that influence the shape and form, as well as the structure and
composition of, public sector remuneration; an exercise that involved an extensive discussion on the
notion of total compensation, encompassing monetary and non-monetary rewards provided to public
sector employees. it then examined the relationship between levels of compensation and elements
that are linked to salary differentiation in most countries, i.e., position, length of service, qualifications,
and expertise, etc; and while doing this, it also assessed the internal and external fairness of public
sector compensation systems. Next, it looked at the public sector compensation bill as a percentage
of a country’s GDP, and of government revenues and expenditures, followed by a discussion of
the factors that influence compensation policies and practices in the long run, i.e., fiscal planning,
compensation competitiveness and flexibility, etc, as changes in compensation levels and employment
conditions have a significant impact on government budgets, workforce composition and the quality
of public service delivery. The study concluded with a presentation of emerging trends in public sector

35 For instance, overreliance on hospital-based care instead of more cost-effective primary care has
meant that increases in demand for health care have accelerated public health spending. Similarly, failure
to decrease the number of teachers in line with the decline in school enrolment has resulted in excessive
employment levels without any corresponding improvement in education outcomes.
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compensation such as flatter and more flexible organisational designs, individualised pay, linking
employee pay with performance, delegation of responsibility, the use of competencies frameworks in
recruitment, training and promotion, and job evaluation and classification and how they are linked to
grading and compensation levels.

The models that are emerging represent a significant departure from contemporary practices. Some
countries have introduced structural pay policy reforms, which aim at aligning compensation levels
with job requirements and performance levels, usually manifested through rationalisation utilising such
techniques as job evaluation and classification and introducing single pay bands supplemented by a
performance-related compensation component. In some other countries, government departments
and agencies restructure their organisation, often eliminating or re-defining jobs and/or layers of
management. And yet in other countries, flexible work arrangements, including remote work are
introduced in order to save on operational costs.

However, experience indicates that any changes in public sector compensation systems need to be
anchored in a strategic management plan devised for the purpose, which may include sophisticated
workforce planning and long-term staffing and compensation policy review to be sustainable. Without
such a plan governments’ capability for maintaining decent levels of service delivery at acceptable
standards, especially in critical sectors, may greatly suffer to the detriments of the citizens they serve.
In any case, it is crucial for governments to determine what changes in the policies and practices of
workforce management are needed to maintain adequate public service delivery levels in an era of
diminishing public resources. It is also crucial to determine whether compensation levels are justified
within the realm of contemporary labour markets and whether compensation systems support or
impede the proper functioning of government agencies and organisations.

One of the overriding critical issues in introducing any new compensation system is the readiness for
change. In this context, it is important that governments and public employees, in whatever country,
work together to define the nature and content of any compensation system, based on their culture
and values, and determine the nature and content of pay and rewards — financial and non-financial.”®

In conclusion, governments should consider the following while they are designing more effective and
more competitive compensation systems (OECD 2012):

[[] approach the compensation system as a management tool — shifting from rule-based
governance and rule obedience to managerial discretion and accountability for results;

[ii] incorporate flexibility into compensation systems — reorganising and restructuring work
processes requires new pay programmes to compensate public employees;

il use compensation systems to influence employee behaviour — thus, better performers
commit themselves to a career in public service; and

[iv] use compensation systems to improve performance — new compensation programmes
should include considerations of how they will influence employee performance, both on
their own and in combination with other practices.

36 |t is considered imperative that public employees are involved from the start as they constitute an
integral component of the change process. They should know what to expect, by internalising the nature of
any new system and its end goals, as well as the steps planned for transition to a new system. for instance,
if the compensation system is designed with the aim to reward performance, it is then essential that the
performance management system is — and it is perceived — as credible and fair by public employees.
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