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Executive Summary
As a Steering Group we were asked to consider and make recommendations about the future workforce and reward strategy for the Senior Civil Service (SCS).  This report responds to that request and in Chapter One we outline the terms of reference and the approach taken.
 
Chapter Two identifies the problem we seek to address and the challenges that must be tackled so they do not become barriers to progress.  They include: a lack of forward planning for the recruitment, development and retention of the SCS despite a pressing need to ensure that the Civil Service has the leadership talent to deliver its future challenges; a SCS pay system that has been developed in a piecemeal way with insufficient clarity about the link between performance and reward and little rigour about the market premium that should be paid when recruiting externally; and, a weak job evaluation system.
 
Chapter Three includes recommendations to improve the management of the SCS workforce.  It reaffirms the core leadership purpose of the Senior Civil Service and the importance of having individuals responsible for corporate leadership.  It analyses the potential causes of the growth in the size of the SCS and reaffirms the importance of developing internal talent and managing performance.  To respond to these challenges we recommend that a workforce strategy for the SCS should be developed.  This should include a statement about the purpose of the SCS and clarity about where we source our talent and how we develop and retain them.
 
Chapter Four considers SCS reward and suggests that the current reward arrangements should be fundamentally improved and revamped.  An alternative reward model is proposed to provide clarity about the structure and purpose of reward.  This model includes elements for: base pay; additional responsibility and job weight; sparse skills; variable performance pay; and pension.  To support the model a new job evaluation system is suggested.  We believe that our recommendations provide the basis for a more transparent, individualised, and performance driven reward model.  
 
Chapter Five outlines a recommended timetable for implementation.  We anticipate that the workforce strategy should be delivered by September 2009, with the new reward model and job evaluation system ready for presentation to the SSRB in the autumn of 2010.
Summary of Recommendations

Throughout our report we make a number of recommendations to deliver improvements in workforce planning and the reward arrangements for the Senior Civil Service.  These recommendations are outlined below. 

Workforce strategy for the SCS

1. The Cabinet Office, in conjunction with other stakeholders, will develop an overarching workforce strategy for the SCS as an explicit component of its wider work to deliver a workforce strategy for the Civil Service. A reward strategy should both support, and be supported by the overarching workforce strategy.
2. The purpose of the SCS should be restated as part of the development of the workforce strategy so that the SCS and the rest of the workforce are clear about its purpose and obligations.

3. SCS Pay Band 1 should continue to form part of the SCS.
4. We recommend that there are stricter definitions for SCS roles, making clear the fundamental leadership requirements at Deputy Director.  Departments should make greater use of the flexibilities available in the Remit process to increase the pay levels of Grade 6 and 7 specialist posts where there is a clear business need to do so, rather than placing individuals into the Senior Civil Service where there is no leadership requirement. 
5. Work should urgently be put in hand to look at how we can grow more of our own talent in both the short and long term
6. Research should be undertaken into the reasons for individuals leaving the SCS, particularly previous external hires.  This will allow us to take appropriate action to address our sourcing, induction, development and retention, as part of the future workforce strategy.

Reward arrangements for the SCS

7. We propose a new reward model for the Senior Civil Service that differentiates the pay of individuals in five components:

a. base pay,

b. an element relative to job weight, content and responsibility; 

c. a premium  for scare skills and expertise;

d. variable performance related pay (affecting one-off performance bonuses); and

e. pension
8. To support this, we recommend a new job evaluation system, to be developed in conjunction with the workforce strategy that reflects the skills needed by the SCS and supports the new reward framework.
9. We believe that performance pay is a fundamental part of the reward structure for the SCS and recommend that there should continue to be one-off non-consolidated variable performance payments to reward members of the SCS for performance in year, or across a number of years.  

10. There should however, be greater flexibility given to Departments, in the arrangements they use for variable performance pay and we believe that there should be greater clarity about the link between delivering objectives and reward, and that new guidance on performance management should be developed that explicitly sets out the available arrangements.  
11. We also recommend that the Cabinet Office undertake work to develop a performance management framework for the SCS that supports the move to a high performance culture.  
12. To ensure recruiters go to the market only when it is appropriate, we recommend that guiding principles be developed as part of the new workforce strategy. We also recommend stricter control over the differences between rates advertised for a post and the salary offered to a successful candidate, with internal and external recruits treated in the same way, and proper application of premia and discounts applied, depending on skills and marketability.  

13. We also recommend that the Cabinet Office develops stronger capability and capacity to support Departments identifying appropriate salary points for advertisements and negotiating the packages of external appointees, supported by the development of a central database on total reward packages of the SCS.  They should also monitor the results to identify and share best practice and identify and help Departments to address issues where they arise.  
14. We recommend that further work be undertaken to obtain value for money when considering resource solutions.  Contracts for senior external recruits and contingent labour should include explicit accountabilities on skills transfer, and this should be reflected in performance and reward arrangements.  

15.
We believe that work should be carried out to consider the pension arrangements for the SCS.   This should include consideration of the best use of pensions monies and the extent to which flexibility to opt for cash alternatives to pension scheme membership could or should be included in the reward offer to new recruits to the SCS.  We also recommend that work is carried out to consider proposals on pensions to support the new reward system.  
Chapter 1:
Introduction 
1.1 We were asked to consider and make recommendations about the future workforce and reward strategy for the Senior Civil Service (SCS).  This report responds to that remit.  
1.2 Our terms of reference were:
To provide long term direction to Senior Civil Service (SCS) workforce and reward strategy having regard to the needs of the Civil Service, observations made by the Senior Salaries Review Body (SSRB) in recent reports and public sector pay policy.
1.3 The work was conducted by a small team in the Cabinet Office and overseen by Sir David Normington, Permanent Secretary at the Home Office.  A steering group (membership at Annex A) provided oversight, challenge and support.
1.4 The report is based on extensive consultation and analysis.  Six workshops were held with members of the SCS plus additional meetings with Permanent Secretaries, the Senior Leadership Committee, members of the HR community, and Heads of Profession.  A list of the most important working papers is at Annex B.  
1.5 An important input to our work came from the Senior Salaries Review Body (SSRB).  The SSRB report in 2007 emphasised the need for the Civil Service to develop a long term workforce strategy that would guide and inform SCS reward arrangements.  We have taken the SSRB report into account in our analysis and held several discussions with them during our work.  
1.6 Our report is, however, to the Cabinet Secretary and through him to Ministers.  Our aim has been to provide a route map for the detailed development of a workforce and pay strategy.  But it is for the Government to decide how it wants to respond to this report and the evidence it wishes to submit to the SSRB.  
1.7 We have been conscious throughout our review that it is not ideal to be reviewing senior pay at a time of economic downturn and pay constraint.  Some will think that there are more important issues than this to put on the public agenda at the moment.  So we want to be clear about four principles which have underpinned our work.
1.8 First, we make no recommendations about the absolute level of pay and reward in the SCS.  That is a matter for the SSRB, which has already made its views known on this matter.  Ultimately it is the Government’s responsibility to decide what pay levels are and are not appropriate in response to SSRB recommendations.
1.9 Secondly, our work has proceeded on the basis that we should not make proposals which increase the size of the SCS pay bill.  Whilst some of our work may lead to changes in the pay of individuals, we would expect these to be offset with compensating savings elsewhere.
1.10 Thirdly, we believe it is vitally important that SCS reward and workforce has a long term direction of travel to ensure that the range of recommendations contained in the report are underpinned by a clear purpose going forward.  Not everything we propose must be implemented immediately.  There is scope for phasing in some of our proposed changes to minimise the transition cost.
1.11 Finally, however, we do not want to minimise the importance of getting pay and reward for the SCS right.  Senior Civil Servants often do work of national importance, are responsible for huge amounts of taxpayers’ money and for policy and services that affect almost every citizen of the UK.  Arguably, we need the SCS to be among the best leaders and professionals in the country.  We need a workforce and reward strategy that ensures the Civil Service recruits, develops, and retains the best, now and in the future.
Chapter 2:
Challenges and Opportunities

2.1 In this chapter we endorse the need for a workforce strategy for the Civil Service and make proposals for what it should contain.  We also identify the specific problems in the current pay and reward system for the SCS which we think should be tackled.

What is the problem?

2.2 There are lots of positives about the current SCS.  They are highly motivated with 98% of respondents in a recent survey committed to seeing their Department succeed.  Turnover from people leaving the Civil Service is less than 10% per annum, low relative to external comparators.  There remains a good supply of very able graduates to the Government’s fast stream programme, which is an important feeder to the future leadership grades.  And people continue to want to join the Civil Service in their later careers with around 30% of new entrants to the SCS being drawn from the wider public and private sectors.

2.3 In recent years there has also been a great deal of investment in leadership development and succession planning.  There is much greater clarity about the leadership skills needed in the Senior Civil Service; and a strong suite of corporate programmes both for induction to the SCS and for the identification and development of those with high potential.  There is, particularly at the most senior levels, a greater emphasis on working across Departmental boundaries and on corporate contribution to the leadership of the Civil Service as a whole.

2.4 However, our analysis (and that of the SSRB) raises a number of problems, which we believe need to be tackled now so that they do not become significant barriers to progress in the next few years.  There is no overall workforce and reward strategy for both the SCS and the Civil Service as a whole – a point to which we return later.  The result is that promotions and career development may be more adhoc than we would like.  Where roles are resourced from external hires we have experienced a difference in turnover from internal candidates, with turnover rates of 12% for external hires compared to 8% for internal SCS candidates.  Similarly, pay and reward issues have been dealt with on a piecemeal, year on year basis, with little clarity about what drives incentives and why, or their long term implications.
A future workforce strategy
2.5 Our work has proceeded in parallel with a number of important developments.  First, the Cabinet Secretary, supported by Permanent Secretaries, has been developing his vision of the future Civil Service.  Secondly, work has begun in the Cabinet Office on developing a workforce strategy for the Civil Service.  Thirdly, led by Government Skills, every Department has been developing a skills strategy within an overall framework defining skill needs across Government.
2.6 We strongly support and endorse this work. We think it urgent that there should be a long term workforce strategy for the Civil Service, that informs future policies for recruitment, retention and development both for the Civil Service and the Senior Civil Service.  In turn a pay and reward strategy for the Senior Civil Service must derive from, and contribute to, the overall strategy.

2.7 We think the main principles of what is needed for the future Senior Civil Service are already clear.  We offer our suggestions to contribute to the overall strategy, and as the underpinning of our later recommendations on pay and reward.  

The Senior Civil Service of the future

2.8 We believe the demands on senior leaders in the Civil Service will grow as the issues facing Governments grow more complex, and public expectations increase.  Problems will rarely be solvable in one place by one team.  There will be a premium on working across and between Departments and agencies, and with those beyond central Government with relevant expertise in the public, private and the third sector.  

2.9 Flexibility in responding to changing demands and circumstances, already necessary now, will grow.  There will be a variety of delivery models for different services and senior leaders will be skilled in drawing on the model which best meets both the political and public need.  Commissioning skills are likely to be in growing demand.
2.10 Senior Civil Servants will need much greater skill and professionalism, not just in the traditional professions, but in areas like policy and service delivery, project management and financial management.  Individuals who reach the most senior levels should continue to be distinguished by their leadership capability and their willingness to contribute to corporate leadership beyond their own area of work.  

2.11 Senior Civil Servants will continue to exercise their skills in a political environment, where the ability to work for the Government of the day, and to have a deep understanding of the political and public context is essential.  Values will remain important.  The Civil Servant of the future needs to be able to preserve his or her impartiality and integrity without ever losing the pace, passion, pride and professionalism on which the current Cabinet Secretary has placed his emphasis. 

Where will this talent come from?

2.12 We think this vision of the future has profound implications for the way the Civil Service recruits and develops its talent.  There will always be a need for the senior leadership to be drawn from a mix of internal and external appointees.  There will never be a time when all the skills and capabilities needed in the Senior Civil Service can be drawn from inside.  

2.13 But, most large organisations have, as a key aim, the development of a cadre of future leaders who are high performing, well motivated and skilled, with a deep commitment to the values of the organisation.  A Civil Service with 500,000 employees ought to be able to provide a significant proportion of its future senior leadership from within its own ranks.  

2.14 The trend in the recent years has been in the opposite direction.  Government Departments have increasingly looked to external recruitment to fill its most senior posts and to find professional skills that it believes it does not have inside.  As many as 43% of current Directors General have been recruited from outside the Civil Service, and external candidates are the main source for many of our Finance, HR and Commercial Directors.  Often a substantial market premium has been paid to attract these recruits.  
2.15 We are clear that some outstanding individuals have been recruited from outside the Civil Service in recent years.  They have brought expertise, a fresh perspective, challenge and pace.  We believe the Civil Service at senior levels is changing faster because of this.  
2.16 But we do not believe that it can or should be a long term strategy to rely so heavily on external recruitment at senior levels.  Individuals in the lower grades can become demotivated by a perceived lack of opportunity.  Extensive external recruitment competitions can take significant periods of time to complete, leaving critical business roles vacant or inadequately covered.  To some extent the Civil Service is suffering now from previous lack of investment in professional skills at lower levels, and a lack of pace in defining and developing leadership capabilities.

2.17 We stress that we are not seeking to cut off external recruitment.  It will still be necessary and desirable in the future to bring in new talent, skills, and expertise at senior levels.  But, as we explain in more detail later, we believe that should be done more selectively.  

2.18 We think the corollary of this is that the Civil Service should be more open to recruitment at other levels, particularly where the aim is to recruit professional skills. In particular there should be more opportunities for external recruitment at Grades 7, 6, and Deputy Director, so that these recruits can be developed into more senior posts. 

2.19 We have also seen an increasing spend on consultant and contingent labour to fill skills gaps at considerable cost to Government.  Dependence on additional support and headcount of this nature must be reduced and transfer of skills to internal candidates must be reflected in contracts.  

2.20 We therefore strongly believe that a new workforce strategy should set as its ambition:
a. An objective to supply a greater proportion of senior professionals from within the service; and,
b. An aim to drive up leadership capabilities so that internal candidates are better able to compete for the most senior jobs
c. A reduction in dependency and spend on contingent workers
2.21 Work has begun on this in recent years.  Improved succession planning at senior levels and an impressive suite of senior leadership programmes have been developed, which compare favourably with what is offered in other sectors.  “Professional Skills for Government” has been an important commitment to the development of professional skills throughout the Civil Service.  But we believe the pace and scale of this work needs to grow.  The new workforce and skills strategies need to give it greater impetus and drive.  

	We recommend that the Cabinet Office, in conjunction with other stakeholders, develops an overarching workforce strategy for the SCS as an explicit component of its wider work to deliver a workforce strategy for the Civil Service.  A reward strategy should both support, and be supported by the overarching workforce strategy.


Implication for pay and reward
2.22 We have sought in succeeding chapters to develop proposals for pay and reward which support this shift in emphasis to take place over time as the investment in training and development bares fruit.  Our proposals also seek to address a number of other issues which have emerged from our review.

2.23 First, we believe there has been a tendency to develop the SCS pay system piecemeal in recent years, leading to a lack of understanding amongst Senior Civil Servants about the performance and behaviours being incentivised.  In particular, there has been confusion about the performance elements of base pay and bonus, with successive unsuccessful efforts to distinguish between them.  

2.24 Secondly, we do not think there is enough rigour about when to recruit from outside the Senior Civil Service and about the market premium to pay.  As an organisation we successfully source talent from across the economy to provide the skills required by the Civil Service. Consequently SCS recruitment has a high exposure to outside labour markets, where pay levels are often higher than in the SCS. For example, Hay (2007) found that median salaries for jobs of equivalent weighting in the private sector are between 17 percent (Pay Band 1) and 114 percent (Pay Band 3) greater than SCS counterparts.  Pay differentials are even larger if variable performance pay and long term incentives are taken into consideration.

2.25 Of course differences in pay between different sectors is common – and the appropriate comparison is of course total reward in its widest sense - this often means that a pay premium is needed to recruit from outside the Civil Service. At April 2008 the median starting salary for external recruits to Pay Band 1 was £80,000, whilst for internal recruits successful in open competitions the median starting salary was over £70,000.  For Directors, those recruited to the Senior Civil Service from outside are paid 22% more than those promoted internally, and 28% more at Director General.  It is difficult to tell whether this is simply the functioning of the market and whether the premium paid is justified by the skills and delivery.  But we have been concerned at the evidence that some external recruits are, on or after their appointment, negotiating significantly higher salaries than the advertised rate.  The table below illustrates the median salaries of SCS members by route into the SCS.
[image: image1.emf]Median salary by route to SCS

Internal External

Deputy Director £71,000 £80,000

Deputy Director (1A) £84,000 £90,000

Director £96,000 £117,000

Director General £129,000 £165,000

Total £75,000 £90,000

Source: SCS Database, Cabinet Office


2.26 Salary differentials on appointment may be an issue of concern if they do not adequately reflect the market value of new appointees.  At the moment, those promoted into the SCS are likely to receive a 10% increase in pay on promotion, rather than the level of pay advertised. For those already in the SCS, there is a strong presumption on lateral transfer promotion that their salary will remain unchanged. Differentials on appointment tend to be perpetuated by a lack of differentiation in annual pay uplifts. The table below demonstrates that over a five year period, average salary awards were the same for SCS recruited externally and career Civil Servants.  As a consequence, the gap in salary evident at the point of external recruitment is perpetuated.  We discuss options to address this in Chapter 4.
[image: image2.emf]Average percentage increase in salary by source, April 2003 to April 2008

1

Pay Band Internal External Total

Deputy Director 16% 15% 15%

Deputy Director (1A) 14% - 14%

Director 18% 17% 18%

Director General 18% - 19%

Total 16% 16% 16%

Source: SCS Database, Cabinet Office

- numbers less than 5 have been suppressed

1Based on members present in both years with unchanged payband


2.27 Thirdly, we are concerned about the current job evaluation system (JESP) which we believe has weak support at senior levels, and is insufficiently robust in its ability to accommodate the relative aspects of ‘job weight’ and set pay requirements to support that job weight.  
2.28 Fourthly there is a perception that the ‘traditional’ skills of the Civil Service leadership, such as policy development and delivery in a political environment are being undervalued.  To consider public administration as a professional skill sitting alongside the other professions could reduce this, increasing the perceived value of these roles. Greater transparency about the reward structure and the components which drive it, such as job weight, scarce skills premium etc (as described in Chapter 4), should also increase perceptions of fairness and trust in the system.
2.29 Fifthly, the Senior Civil Service has grown sharply in the last 12 years from 3050 in April 1996, to 4212 in April 2008.  During the same period, numbers of Civil Servants (FTE) have decreased from 517,000 to 490,000, a reduction of 27,000.  We believe some of this growth is the result of growing demand on the Senior Civil Service and the increasing complexity of programmes and projects. We also believe that some increases to SCS numbers may not be supported by business need but by inappropriate classification of jobs as SCS roles when in leadership terms they should fall outside.  
2.30 Finally, it is only right to record the view of the SSRB (and of many Senior Civil Servants) that pay at the most senior levels is falling behind the rest of the public sector.  This is not yet causing a major pressure for turnover or recruitment.  But the SSRB’s view is that it is a growing issue.  One side effect is that it is becoming expensive to recruit at senior levels not just from the private sector, but from the wider public sector as well.  

Conclusion
2.31 In Chapters 3 and 4 we seek to address these issues in more detail.  In Chapter 3 we examine the case for the Senior Civil Service and for how it should be developed and performance managed.  In Chapter 4 we make proposals for a new reward system and more immediate actions to address anomalies in reward arrangements.  
Chapter 3:
Building Capacity and Capability in the SCS 
3.1 In this chapter we consider the purpose, structure, and size of the SCS before considering what needs to be done to build capacity and capability.  The discussion has been influenced by the consultation workshops held with members of the SCS and the paper produced by a sub-group of the Steering Group: Tomorrow’s Civil Service Leaders – a Portrait and Questions for a Recruitment Strategy, found at Annex C.

The Purpose and Structure of the SCS

3.2 Reaching the Senior Civil Service is a career goal, sometimes a career pinnacle, for many civil servants.  It is when they are formally recognised as part of the corporate leadership team of their Department or agency.  Boards use the community of the Senior Civil Service to develop and drive organisational change.  New recruits and the newly promoted often bring energy, enthusiasm and a next generation view of business and leadership.  

3.3 The 1994 and 1995 Continuity and Change White Papers set out a rationale for the establishment of the SCS as a group. They recognised that ‘the SCS does not consist of an homogenous group of managers working in fixed hierarchies’; acknowledged the importance of leadership; and, articulated that business needs would change over time.  
3.4 In our view, the pace and scale of change since the publication of the White Paper has been even greater than anticipated.  There is now greater emphasis on corporate leadership and operational delivery skills.  There have been increasing expectations of the depth of skill, experience and qualifications required for senior posts, particularly in professions such as Finance and IT. Given these changes, we have considered whether the shape and purpose of the SCS should be reframed.  The growth of the SCS has been predominantly amongst the Deputy Director (Pay Band 1) grade.  As a result, some have suggested that this role should no longer form part of the SCS.  
3.5 Despite recent changes we still agree with the principles set out in the 1994 and 1995 White Papers, a) that the Civil Service should be: ‘led by a highly professional group of senior advisers and managers working closely in support of Ministers both in the development and implementation of Government policy and in the management of services’ and b) that the SCS should form a corporate leadership cadre ‘whose focus and loyalty was wider than simply one Department or agency’.  While we would want to put more emphasis on the leadership role of the present and future civil service in both policy and delivery, we still broadly agree with the principles in the 1994 and 1995 White Papers. If anything the emphasis on corporate leadership beyond one Department is more important than ever.
3.6 At Deputy Director, leadership tends to be departmentally focussed.  On this basis, a case could be made to remove Deputy Directors from the SCS.  This would reduce the size of the SCS and allow a greater focus on the top leadership of the organisation.  However, leadership by Deputy Directors drives business delivery and change in Departments and agencies.  The growth in the number and complexity of problems faced by the Civil Service has enhanced the need for this leadership role. The continuing inclusion of Deputy Directors within the SCS is consistent with the wider principles put forward in the White Paper.  Namely, that the SCS promotes effective development and deployment of senior staff and the cohesion of senior management.  If we were to recommend removing Deputy Directors from the SCS we would be concerned about the signal this sends.  
3.7 However, it is important that these roles become more corporate and less narrowly focussed and this can only happen if they remain within the SCS.  We want Deputy Directors to accept more responsibility for corporate leadership within their Departments and to be ready to work collaboratively across Government in tackling the wider issues.  We also want them to see entering the Senior Civil Service as the first step towards accepting corporate leadership responsibility for the Civil Service as a whole.  
	We therefore recommend that SCS Pay Band 1 should continue to form part of the SCS.  


3.8 We note in passing that this does not automatically mean that Deputy Directors should be treated exactly the same as their more senior colleagues for pay, job evaluation or development purposes. We make a number of proposals for a more differentiated approach in Chapter 4.
3.9 However, we believe that we should seek to restate and refresh the purpose of the SCS as a part of the development of the workforce strategy.  Evidence from Capability Reviews and other sources suggests that it would be helpful to redefine roles and provide greater clarity about responsibilities, performance expectations and the skills required at senior levels to build capability. 
	We recommend that the purpose of the SCS should be restated so that the workforce is clear about its purpose and the obligations of its members.


The Size of the SCS
3.10 The SCS has grown significantly from 3,050 in April 1996 to 4,212 in April 2008.  During the same time period, wider Civil Service numbers have fallen by 5.2%, resulting in year-on-year increases in the proportion of the Civil Service that are part of the SCS – from just under 0.6% in 1996 to around 0.9% in 2008. The growth in the size of the SCS has taken place for a number of reasons.  
3.11 We have inevitably seen upwards pressure on the size of the SCS from increasing demand for their skills, driven by capability review calls for stronger leadership and a more strategic approach. There have also been pressures from new areas of work and initiatives that require additional staffing from both the SCS and the Civil Service more widely. 
3.12 It has also been suggested that there has been grade drift.  In part, this may be to define posts as part of the SCS to provide greater levels of remuneration when trying to recruit and retain individuals into specialist posts.  Such action risks diluting the core purpose and structure of the SCS.  
3.13 We believe that this should be tackled at source.  There are situations where we need to pay more for a highly trained specialist at Grade 6 to attract those scarce skills and the flexibilities that exist should be used, where appropriate, to discourage posts from being graded as SCS where there is no leadership requirement.  Conversely, our review has heard concerns where Grade 6 salaries are greater than those in SCS Pay Band 1.  This has created situations where an individual at Grade 6 may be paid more than their SCS Pay Band 1 line managers.  The chart below highlights the distribution of salaries for SCS Pay Band 1, Grades 6 and 7.   
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3.14 Whilst we understand individual concerns, we do not consider this to be wrong in principle and believe that in the appropriate circumstances, it is right to pay some specialist Grade 6s more than their Deputy Director counterparts.  This is preferable to classing them as members of the SCS for the remuneration arrangements without requiring them to undertake wider leadership responsibilities.  Being robust on this, and enforcing it with a strong job evaluation system, should limit upward grade drift.  
	We recommend that Departments should make greater use of the flexibilities available in the Remit process to increase the pay levels of Grade 6 and 7 specialist posts where there is a clear business need to do so.  Alongside this there should be stricter definitions of SCS roles, making clear the fundamental leadership requirements at Deputy Director.  This will be an element of the workforce strategy.


3.15 A number of those consulted suggested that the size of the SCS should be limited or cut.  Others believed that the size of the SCS is no cause for concern as it remains less than 1% of the total Civil Service workforce. We believe that this is a management issue, not one for our review.  We believe the size of the SCS should be flexible to respond to changing business needs and we would be opposed to – and have no basis for proposing – an arbitrary limit.  

3.16 We believe it is for Permanent Secretaries and their boards to take a view on the size and structure of the SCS population they require to meet their business and delivery challenges and to be held to account for the outcome.  As these challenges vary over time we do not recommend an artificial limit on the size of the SCS but we do expect to see SCS numbers come down as efficiency gains are realised and services streamlined.  We also believe it would be right for the Cabinet Office to monitor changes and call to account Departments which are growing their senior leadership significantly.  

Leadership

3.17 We set out in chapter 2 an assumption that the leadership challenges for the Civil Service will change, making it vital for the SCS to improve their leadership skills. The SCS survey found low (57%) satisfaction levels with Civil Service leadership capability, and that improving leadership capability within the SCS was a key driver to improve engagement and motivation. The aim therefore, is both to develop a corporate approach, and improve the quality of leadership in the SCS.  
3.18 This is a significant challenge but work is underway. In recent years the most senior levels of the Civil Service have come together as a community of Civil Service leaders through the Top 200 programme.  A programme for new entrants to the SCS (SCS Base camp) was launched in 2007, providing orientation and instilling a shared understanding of what it means to be a senior leader in the Civil Service.  A leadership framework for the SCS was introduced in 2006 and is being implemented by the Cabinet Office, Departments and the National School of Government. The framework provides a shared understanding of what good leadership looks like and all SCS are now appraised against it.  
Developing internal talent

3.19 Sourcing and managing our talent is critical to meet current and future challenges facing the SCS.  Chapter 2 (2.12-2.20) outlined the key challenges associated with growing our own talent, and Capability Reviews have highlighted key skills gaps among the professions. We are encouraged to see that action is underway to address this and expect further improvements will follow the development of a long term strategy. We also note that significant progress has been made on development issues in several areas. 
3.20 However, these initiatives will take time to become fully effective.  When long term strategy has been agreed there should be further work to support Departments in identifying and filling skills gaps. The workforce strategy should assess the long term business drivers, future skill requirements and undertake a gap analysis between the skills we need and what we have now.  
	We recommend that urgent work should look at how we can grow more of our own talent in both the long and short term as part of the workforce strategy.


3.21 We are also losing talent from the SCS.  In 2007, 28% of internals and 51% of externally sourced candidates who left the Civil Service resigned.  We have not seen enough clear evidence about the reasons for exits to support a clear recommendation in this review but are concerned that the particularly high exit rate for external hires is investigated and addressed. 
	We recommend that research should be undertaken into the reasons for individuals leaving the SCS, particularly previous external hire.  This will allow us to take appropriate action to our sourcing, induction, development and retention, as part of the future workforce strategy.


The use of interim labour
3.22 The use of interim labour also has an impact on the sourcing and management of talent. The National Audit Office 2006 report was critical of the Civil Service’s use of consultants and recommended a reduction in the estimated £1.8 billion per annum spend
 by a third over 3 years.  They also recommended better identification of skills gaps and stronger management of the workforce.  The use of interim resources in the right circumstances can be desirable, particularly to bring in skills that are only required on a short term basis.  However, their use can, if not managed appropriately, can exacerbate skill deficiencies in Departments, particularly where critical roles, for example as Senior Responsible Officers for major programmes and projects, are filled by contingent labour.  This denies the opportunity for internal talent to take on these responsibilities and develop and enhance their skills, benefiting the organisation in the long term.    
3.23 It is vital for the Civil Service to identify the key posts that should be filled by internal staff and to ensure that skills provided by external resources are transferred to other members of the Department.  This will allow the Civil Service to receive a longer-term gain from their employment, reducing the need for short-term fixes in the future. 
3.24 The Civil Service Capability Group in Cabinet Office have been taking forward work to address these concerns, and have also been working closely with the Office of Government Commerce to align the Civil Service people strategy with the procurement process.  This should ensure that in-house or cheaper external resourcing options have been exhausted before sign-off is given to engage consultants.  The workforce and reward strategy adopted for the Civil Service, including the SCS, will also be a key mechanism to address these concerns.  
	We recommend that further work be undertaken to obtain value for money when considering resource solutions.  Contracts for senior external recruits and contingent labour should include explicit accountabilities on skills transfer, and this should be reflected in performance and reward arrangements.  


Managing Performance   
3.25 A key underpinning for any pay and reward strategy is effective performance management.  In our view there remains much to do to create a leadership cadre which is confident in creating a high performance culture and tackling poor performance determinedly.  Following the Capability Reviews and the SCS Survey results, SCS performance management has been strengthened.  A common performance management framework has been adopted for Permanent Secretaries and the SCS to cascade throughout the organisation, as shown below.  The model emphasises the importance of a direct link between business and personal objectives, and on high quality objective setting at the beginning of the year.  
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3.26 To support the implementation of these improvements HR Directors across the Civil Service have championed the changes to their SCS population. This includes providing Permanent Secretaries with an assessment of the maturity and effectiveness of performance management in their Departments.  A Top 200 Task Force on performance management also focussed on the skills and behaviours needed to make performance management work effectively.  A performance management pack was produced for the Top 200 containing good practice guides to stimulate debate in top teams about the skills, behaviours and incentives needed to improve performance management.  Further skills based events are being developed to build a performance culture across the SCS. 
3.27 Improvements in managing performance and work on talent management will help to identify, develop and promote the future talent of the SCS.   Ongoing management of performance for all should also help to ensure that good performance is recognised.  Linking performance more expressly to reward should drive improvements and help bring about the necessary culture change. 
3.28 There should also be consequences in place to effectively deal with under performance, and we believe that the management of poor performance in the SCS needs to be strengthened.  The latest SCS survey results suggest that only 33% of staff were satisfied with performance management in their organisation, and only 19% believed that poor performance is dealt with effectively.  Departmental scores varied from 68% positive to 6%, below the average of 34% across the economy.

3.29 A number of changes are required to support the improved management of poor performance.  Greater pace should be introduced as improvements in performance for most SCS roles should be seen within 6 months.  Further exploration of what more should be done to tackle underperformance should also be undertaken.  
	We recommend that the Cabinet Office undertake work to develop a performance management framework for the SCS that supports the move to a high performance culture.


Chapter 4: A new reward model for the SCS
Introduction
4.1 We set out in Chapter 2 some of the problems we have identified in the present system of reward.  We noted particularly the lack of clarity in what the current system rewards, the relatively weak link between job weight and pay, and the tendency for some individuals to be paid more as a result of how they were recruited, rather than what they actually do.
4.2 We think these faults are serious enough to justify a new framework for pay and reward for the Senior Civil Service.  That is what we propose in this chapter.  

Background

4.3 The current SCS pay system was introduced in 2001 when the nine overlapping pay bands were reduced to four, and non-consolidated variable pay was introduced.  The overall pay structure has remained broadly the same, with some significant internal changes.  This has included particularly a deliberate shift to reward people with one-off performance bonuses by increasing the variable performance pay pot from 4% of pay bill in 2003 to 8.6% in 2008, and a consequent slowing down in the growth of consolidated pay.
4.4 The SCS base salary structure is based on simple broad bands, underpinned by a tailored job evaluation scheme, JESP (Job Evaluation for Senior Posts). JESP aims to provide a consistent basis for comparing the relative value of jobs within and across Departments.  It was designed to ensure that people with particular levels of responsibility broadly have access to salaries within the same range, supporting equal pay.

4.5 Most Departments use three core SCS pay bands: Pay Band 1 or Deputy Director; Pay Band 2 or Director; and Pay Band 3 or Director General.  A small number of Departments and agencies use an optional fourth Pay Band 1A (PB1A) to reflect particular organisational structures or business needs. Departments may also apply higher minima and target rates for SCS posts within the M25 if they have decided, on the basis of business need, to pay London rates. 

4.6 Delivery of in-year performance against objectives is rewarded through variable non-consolidated performance pay. Individuals who make the biggest contributions receive the largest payments; individuals who make the weakest contributions receive the smallest payments or none at all. 
4.7 The Government makes its decisions about SCS pay following the recommendations of the independent Senior Salaries Review Body (SSRB), which provides annual recommendations to the Prime Minister on SCS pay covering pay bands, increases to base salary and variable pay, in the light of economic evidence and movements in the private and wider public sector markets for senior executives.  In June 2008 the SSRB recommended, and the Government accepted, a three year pay deal for the SCS for 2008-2011. This arrangement provided certainty and stability for Departments and the SCS, and provides time to further develop our longer-term SCS reward strategy. 
Long term aim of SCS reward

4.8 In what follows we have sought to develop a new structure in which: 

a. There is greater clarity about what is paid for core value, responsibility or job weight, specialist skills and performance;

b. The so called “dual market” is replaced by much greater equivalence between the pay of those recruited internally and externally, and, where needed, clarity about when an external recruit should be paid more;

c. Performance is rewarded mainly through one-off annual bonuses;

d. There is proper value put on core policy and administrative skills and corporate leadership; and,

e. There is an emphasis on all elements of reward (not just pay) and scope for individualising packages, particularly at the most senior levels.  

	We propose that the basis of this should be a new reward model that differentiates the pay of individuals in five components:

a. base pay,

b. an element relative to job weight, content and responsibility; 

c. a premium  for scare skills and expertise;

d. variable performance related pay (affecting one-off performance bonuses); and

e. pension. 


4.9 The structure of this new pay system can be represented diagrammatically as follows: 
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We take each element of this model in turn.
Base Pay

4.10 The common element of the proposed system is “base pay” 
which reflects the acquisition and application of the competencies that underpin all SCS roles. These are the competencies that we expect all Senior Civil Servants to have mastered within a few years of joining the SCS – if not already competent on entry. To reflect the commonality of these core skills, the base pay for a fully competent and experienced member of the SCS will be a single spot rate.

4.11 New entrants may need time to gain experience and grow into their SCS role so we would not expect to pay the spot rate on entry to all individuals. We expect the learning curve in these first years to be particularly steep and wish to reflect this with consolidated increases in base pay. This would also reflect the increasing marketability of these individuals. 

4.12 Therefore the proposed system would have a short, 4-5 point pay scale below the core spot rate.  New members of the SCS tranche will be expected to join the lowest point on the scale, progressing up one (or more) points each year based on satisfactory acquisition and application of new skills. Depending on the progress shown by individuals, this progression may be stopped or accelerated as a result of sound application of the wider performance management system.

4.13 Some recruits to the SCS may already be operating at the fully experienced level.  New entrants to the SCS may already have experience in similarly weighted roles elsewhere. As such the system would include flexibility to place new recruits onto higher points on the scale.
4.14 We believe that the new reward model will help to tackle the so called “dual market”.  However, as this model will take time to develop we believe action could be taken to address more immediate anomalies in base pay.  The Civil Service needs to be smarter about managing open recruitment.  There must be clarity about why and when the organisation goes to the market to recruit the skills and behaviours sought, and certainty that they are not available from within the Civil Service.  Salaries and reward packages should be informed by market value and weight of the role strictly defined using the new job evaluation system set out below. Due consideration must also be given to the package awarded to ensure that it is commensurate with the capability and potential the candidate will bring. 

4.15 We believe that internal and external recruits should be treated in the same way in an external campaign with proper application of premia and discounts depending on the skills and marketability of the individual.  Individuals join the SCS with different expectations, skills, and experience. This should be reflected in reward packages and extensive discussions are required with individuals on appointment about their expectations and those of the organisation.  
4.16 Such a change would lead to more complex negotiations with individuals joining the Senior Civil Service.  There is anecdotal evidence that salaries for senior appointees are currently negotiated by junior members of staff.  Yet the SSRB and others recommend that senior experienced staff (at the same or higher grade to the appointee) should lead negotiations.  We believe that stronger capability and capacity in negotiating with individuals should be developed to deliver these tailored packages in a more efficient way. It may be more cost effective if this expertise were based at the Cabinet Office, who could support Departments and ensure equality of treatment across the SCS. 
4.17 In addition, Government has access to data on the reward offers for many comparable SCS roles in other sectors, including information on salary, total cash, and total remuneration. Cabinet Office should ensure that its existing expertise of reward packages available for senior executives in blue chip organisations remains up to date.

	To ensure recruiters go to the market only when it is appropriate, we recommend that guiding principles be developed as part of the new workforce strategy and departments will need to be held to account for how they are followed. We also recommend stricter control over the differences between rates advertised for a post and the salary offered to a successful candidate, with internal and external recruits treated in the same way, with proper application of premia and discounts depending on skills and marketability.  

We also recommend that the Cabinet Office develops stronger capability and capacity to support Departments identifying appropriate salary points for advertisements and negotiating the packages of external appointees, supported by the development of a central database on total reward packages of the SCS.  They should also monitor the results to identify and share best practice and identify and help Departments to address issues where they arise.


Additional responsibility premium

4.18 For reasons detailed earlier we believe there needs to be a much stronger link between the pay level and the job weight or responsibility carried.  We, therefore, propose a separate responsibility element, determined through a new job evaluation system.  

4.19 Given the qualitative nature of job evaluation it would not be possible to reflect small changes in weight with small changes in salary. We therefore propose limiting responsibility premia to a number of fixed cash levels. The number and size of these levels will be set following extensive work on the range and size of jobs across the SCS and the development of the job evaluation methodology.

4.20 We are aware that the current JESP system is not used consistently across the SCS and we have encountered scepticism about the transactional costs associated with the widespread use of job evaluation.  However, if we want to relate job weight properly to reward we must have a consistent way of measuring this.  A new SCS wide job evaluation system is, in our view, essential to provide consistency and should be developed to strike a balance between the need for fairness whilst minimising transactional cost.  

4.21 We believe the approach will also provide a clearer career structure, with jobs of greater or lesser weight being clearly identified and rewarded. We expect the system to foster a culture where individuals strive to gain the necessary skills before taking on more difficult or more highly weighted roles.

4.22 As the additional responsibility element reflects weight of a post, it would be tied to the post rather than the individual, and would be non-consolidated so that if an individual moves to a lower weighted post the allowance is removed. We have heard concerns that higher weighted posts could become blocked by individuals unwilling to move to other lower weighted posts, and the work to develop this model will require a solution that avoids this.  In part it requires a changed view where promotion is not regarded as the only route for progression, and lateral moves that benefit the individual’s wider career development and the organisation as a whole are also valued.
4.23 Given that this premium is fundamental to the role being undertaken, we expect it to be pensionable. Its payment will have longer term affordability implications for the entire system and its use must be carefully managed.  The most appropriate way to do this would be through the mandatory use of the centrally developed, owned and moderated job evaluation system.  

Scarce skills and expertise premium

4.24 We have articulated our concerns that we often pay a premium for scarce professional skills and expertise, and have questioned whether the level of remuneration is relative to the skills acquired.  We also noted that sometimes skills were available inside. 

4.25 However, we accept that there will continue to be a case for going to the market for skills and expertise – and sometimes for leadership capability – which is not available inside the Civil Service. In the right circumstances and with clear business justification we want to encourage this – but not at any cost. 
4.26 We, therefore, propose that, where there is a need to go to the market, and market conditions dictate a higher payment than suggested just by job weight, it should be possible to pay a scarce skills or expertise premium, based on an analysis of market rates. 

4.27 These premia would be limited to those roles where there is a demonstrable need for individuals with specific skills or expertise and this must be included in the job description and recruitment process. 
4.28 The payment of premia must be firmly based in evidence of their need, including comprehensive information on market rates, recruitment and retention issues. The premium should also be regularly reviewed and should be linked to the post, rather than the individual.  This means that it would only be paid when the individual is applying the skills. The nature of this payment would need to be clearly set out in contracts of employment but it should be non-consolidated.
4.29 As these premia would be based on market rates, unlike the additional responsibility premia, they may be paid within a range. Any premia to be paid across a profession must be agreed through Heads of Profession and with the Cabinet Office so that it is consistent across Government. 

4.30 Some of these premia payments may be long term. For example, the legal profession has a long history of attracting higher salaries and we would expect this to continue. Others may be more transient in nature, where the additional value to the organisation of an individual with expertise diminishes as the skills within the organisation grow. 

4.31 As with the responsibility premium, we believe that there would be a need to apply some form of control of the use of the premia. Firm guidance would also be needed, setting out where these premia can and cannot be used, and departments would need to be held accountable for how they are used. We would expect this to follow current practices on agreeing salaries for new members of the SCS, with reference points setting out when individual Departments need to gain agreement from the Cabinet Office before making a new payment.   

Variable performance related pay

4.32 There are strong views about the use of performance related pay. Some favour ending performance related pay for the SCS as they believe it runs counter to the collegiate culture, demotivates individuals and makes the system opaque.  It has been suggested that members of the SCS do not always understand what they need to do to earn a performance payment.  Others relate concerns to the operation of the system rather than the principle of performance related pay, and highlight the benefits of performance related pay in allowing Departments to drive performance behaviours and improve overall organisational performance. 

	We believe that performance pay is a fundamental part of the reward structure for the SCS and recommend that there should continue to be one-off bonuses to reward members of the SCS for performance in year, or across a number of years.  


4.33 The Civil Service should pay worthwhile performance pay to the best performers, rewarding individuals for delivering objectives and demonstrating the appropriate leadership behaviours.  We believe that performance pay should reflect and drive business performance and recommend that Departments should be given more flexibility to target performance payments to their own business needs. For example, Senior Responsible Owners and Delivery Board Managers who drive forward the delivery of PSA targets could have their work explicitly reflected in their performance and reward arrangements.  
4.34 We also would encourage flexibility to award team bonuses, signalling the importance of improved corporate and team working. Similarly, insisting that an element of variable performance pay for every member of the SCS is related to input into wider corporate objectives, including the change agenda, would support the (100.0.0) agenda.  This encourages the SCS to consider the contribution they make towards the delivery of their own objectives, those of their Department and the Civil Service as a whole. DWP and DH have adopted, on an experimental basis, this type of approach for 2007/08. Whilst in DWP payment was not made in 2007 as the target was not met, they are re-running the scheme this year.
4.35 We have also found that the current system is focussed on the delivery of in-year objectives, yet some roles require consistent performance and delivery over a longer period of time.  Some external hires have reward arrangements that provide increasing levels of variable performance pay as the project develops, helping to maintain delivery and retain the skills of the individual. Similar arrangements are being used for some Olympic roles.  We believe there is merit in extending this flexibility across the SCS cadre to support the delivery of longer-term pieces of work.
4.36 Within these flexibilities the process for awarding performance pay should continue to be judged on a mixture of personal performance; based on the stretch and challenge of the objectives; and relative assessment against peers.  Both require a clear distinction between the objectives that relate to delivering good performance, reflected in base pay, and those that stretch the individual and attract an additional performance payment.  
4.37 They also require robust arrangements for agreeing and moderating objectives at the beginning of the reporting year to ensure clarity and consistency. In a small number of clearly defined cases individuals should be given an indication of the variable performance pay they may receive if they deliver a certain level of performance, for example, those in charge of significant delivery projects such as the Olympics. In these cases it is important that each individual has a clear understanding of the potential reward attached to their performance from the beginning of the performance year and will receive feedback that helps them to adjust their performance if necessary. However, for the foreseeable future we expect relative assessment to form the basis for decisions on performance pay for the majority of the SCS.
4.38 In addition, flexibility around variable performance pay can be used when appointing new members to the SCS.  Last year the Cabinet Office removed the restriction on the level of variable performance pay that can be earned by individual SCS members (20% of salary). This provides flexibility to tailor reward packages where appropriate. Base salaries for some postings with clear delivery outcomes can be restricted in return for larger variable performance pay opportunities, in some cases up to 40 or 50% of salary. The reward package would more closely mirror practices in other sectors, and give individuals access to higher in-year returns for delivery, often providing better value for money.  

	We recommend that Departments should have greater flexibility in the arrangements they use for variable performance pay and believe that there should be greater clarity about the link between delivering objectives and reward.  We recommend that the new guidance on performance management explicitly sets out the available arrangements.  


4.39 These flexibilities can be delivered quickly.  In addition, the proposed new reward model will include a clearer distinction between the increases in base pay (for gaining and applying extra skills) and the non-consolidated awards for in-year performance. This means that in future, this should be the only way of rewarding excellent in-year performance.  The level of performance pay will continue to be based on a percentage of all elements of pay – giving those in more highly weighted jobs that attract additional responsibility allowances and those with scarce skills, access to higher performance related payments.  As under the current system, these payments should be both non-consolidated and non-pensionable.

Pension

4.40 Whilst the pay arrangements have some flexibility, there is little flexibility in pension arrangements.  New external recruits are generally enrolled into the Civil Service Pension Scheme – which, for members of the SCS typically requires employers to make contributions of the order of 25% of pensionable pay. While membership of the Civil Service Pension Scheme is generally seen as a valuable benefit, this is not necessarily so in all cases.  Someone who has built up substantial pensions benefits before joining the Civil Service may see further pension saving as unattractive if they are likely to incur significant Lifetime Allowance tax charges when they leave (the Lifetime Allowance limits the amount of pension that can attract tax relief). 
	We recommend that follow-up work on pension provision for the SCS should include further consideration of the best use of these monies and, specifically, the extent to which flexibility to opt for a cash alternative to pension scheme membership could, or should, be included in the reward offer to new recruits to the SCS.


4.41 The proposed new structure for SCS reward may also mean that Senior Civil Servants could see a reduction, or freeze in their overall pay level if they move to a lower-weighted job or to a post which does not attract the same level of skills premium as their former job and this could have pension implications.  The vast majority of civil servants are pensioned in a “final salary” scheme.  For those in the legacy classic scheme, this provides pension benefits based on the best level of pensionable earnings in cash terms over the last three years.   Members of the premium and classic plus schemes have a more flexible (albeit complicated) pay definition which considers pensionable earnings in real terms (i.e. after adjusting for inflation) and looks back over a longer period.  However, staff in any of the final salary schemes may be resistant to a move to a post with a lower level of pensionable earnings, especially if they are near the end of their career.  The issues are different for those who have opted for the partnership pension account (a stakeholder pension with employer contribution) and those who have joined since July 2007 and who are in the Nuvos scheme which calculates pension on a whole career basis.  For these people, the pension impact of a pay cut should be accepted by scheme members as proportionate. 

4.42 We conclude that the current final salary pension arrangements are likely to present a major challenge to the successful implementation of the new reward model for the SCS. 
	We recommend that work is carried out to consider options for change, and to develop proposals to support the proposed approach to SCS reward.  


Role of the SSRB and annual pay awards
4.43 We expect the annual SCS pay round to continue to be handled through the independent Senior Salaries Review Body. We expect the SSRB to play a role in advising on the development of the new reward model, and once the new system is in place, we expect it to have a view on increases to base pay scales, levels of premia and any changes in the size of the variable performance pay pot. 

4.44 For an individual the annual award will be somewhat different to the current system. If they are progressing up the base pay range they will receive a consolidated progression award along with any revalorisation as recommended by the SSRB, and any performance related variable payment. Individuals at the top of the base pay scale will only receive the revalorisation and the performance related variable payment made on the basis of performance against objectives including team and wider corporate contribution where appropriate.

4.45 In this way increases in base pay will clearly reflect the acquisition and application of new skills, along with an annual increase to ensure the overall system remains in line with the wider market. Performance related payments will then be clearly tied to just that, performance in year or across a number of years.

Levels of pay in the new system

4.46 Further work is needed to assess the levels at which pay is set in the new system along with the relative size of the different elements of pay. Key to this will be work to: determine market relativities; and, understand the distribution and clustering of job weights across the SCS. 

4.47 Work is underway at the Home Office to match the current SCS cadre against the reward model. This will include an analysis of the distribution of job weight across the Home Office SCS, the extent to which additional payments are needed to attract certain specialist skills, and whether current pay arrangements reflect the new structure. This will give an early indication of the size of the task ahead and will help inform the development of the new job evaluation system.

Job Evaluation

4.48 As we propose above, the new reward system needs to be underpinned by job evaluation to support the application of additional responsibility premia.  It is vitally important that this has the confidence of the wider SCS community for it to be successful.  We believe that job evaluation can play a useful part in the process of refreshing the SCS, by supporting the redefinition of roles, providing greater clarity about responsibilities, identifying skills, and underpinning performance management. It would also help to confirm the leadership focus of jobs in the SCS.  

4.49 It is also important for the job evaluation system to reflect future skills requirements for the SCS. The system should be capable of evaluating specialist skills, the degree of difficulty involved in operating in a political environment, and the corporate leadership requirements.  It should also deliver external market comparisons where necessary.  
4.50 It is important at Deputy Director to group jobs with comparable skill requirements and complexity into job broad families in order to minimise administrative burden and cost of assessment. At more senior levels a more individual approach will be needed.

4.51 The current job evaluation system - JESP - was introduced in 1993.  It was extended to the old Assistant Secretary Grade (now Deputy Director) in 1994-5 when the SCS was created. We have found general agreement amongst the HR community that JESP will not support the needs of the new reward framework and that it should be overhauled.  We do however believe that the basis on which JESP was developed remains relatively sound, and so the current process provides a good starting point for any new system.

	We recommend that a new job evaluation system reflecting the skills needed by the current and future SCS should be developed and delivered in conjunction with the new workforce strategy.  This should support the new reward framework.


Opportunities from the new model
4.52 The proposed model has been discussed widely and there are clear themes around the opportunities and challenges of moving to the new model.    Most people consulted felt that the new model would provide transparency to SCS reward, allowing individuals to understand their own pay and how it relates to the pay of others, critical to maintaining engagement.

4.53 We believe that the new system will provide greater flexibilities to support recruitment, and will place as much emphasis on setting correct pay levels for the core SCS skills, helping to improve motivation amongst those with traditional Civil Service skills.  

4.54 The proposed system should also provide a clearer career structure, with jobs of greater or lesser weight being clearly identified and rewarded.  Rooted in job evaluation, it should help in ensuring equal pay for work of equal value.  
4.55 In addition, the system would provide a clearer distinction between performance pay and base pay.  Introducing clearer guidance on the variable performance pay and updating the system to ensure it truly rewards performance should further strengthen the performance improvements brought about by performance related pay. This should encourage SCS staff to believe their contribution is fairly rewarded, improving engagement.  


Challenges 

4.56 The introduction of this new system will also involve major challenges. It will be essential to ensure that the pay ranges in the new system do not result in an overall rise in the cost of the pay bill; and to manage the transition over time to ensure that any pay rises in one part of the system are offset by savings elsewhere.  We recognise that the transition could be turbulent because of the many anomalies in the present system and the degree to which there is a mismatch between job weight and current pay. But this will require some nettles to be grasped both to iron out anomalies where individuals are found to be both under and over paid for the role. 

4.57 We mentioned earlier the fears that the new system will discourage movement between jobs, particularly if that movement involves a loss of pay. We do not discount this, but it should be dealt with by more robust management action.

Conclusion

4.58 The proposed model requires significant further work and testing against the SCS population in Departments as the job evaluation methodology is finalised.  As more information emerges we will fully identify and manage the associated risks. However, we are convinced that the approach outlined above will provide a firm foundation for the delivery of SCS workforce strategy.

Chapter 5:
Next steps
5.1 The report has been based on a great deal of evidence on the SCS and provides a way forward for the development of a workforce strategy, and a new approach to reward.  It will be critical to progress the implementation of the recommendations with pace, being mindful of the need to engage key stakeholders to facilitate successful implementation.  There are three phases to the work going forward.  

Phase 1
5.2 It has already been agreed – and we strongly support the approach – that a project team in the Cabinet Office will develop a clear programme plan to oversee the delivery of the recommendations, including the development of a more detailed timeline, measures, and milestones.  Terms of reference will be written which will specify the context, objectives, governance, scope, outcomes and the approach.  A single Programme Board should be established to oversee the delivery of the work.   

5.3 It is important that consultation and stakeholder engagement starts as soon as the report’s recommendations have been approved. This will involve communication of conclusions and recommendations, and consultation on future work with key Departmental stakeholders including Permanent Secretaries, HR Directors, Heads of Professions, senior members of the SCS, the Civil Service Commissioners, and the Council of Civil Service Unions. Engagement will continue throughout the duration of the programme of work.
5.4 The preparatory work described will be vital to ensure that there are the frameworks and tools to progress the deeper analysis and implementation.  We recommend that this work is concluded by January 2009.

Phase 2

5.5 We also believe that the framework for the development of a workforce strategy should be in place by the end of March 2009.  It should also be possible, in the same timescale, to have implemented the recommendations to address the short term reward issues, including support to Departments on the flexibilities within the current variable pay arrangements.
Phase 3

5.6 We hope that not later than the end of September 2009, and if possible earlier, a detailed design of the workforce strategy will be in place.

5.7 We believe that work to establish the new reward model, including the new job evaluation system, should be on a rolling basis.  We anticipate that the arrangements for the new model could be ready for presentation to the SSRB in autumn 2010, and for implementation at the end of the current pay round in April 2011.
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Tomorrow’s Civil Service Leaders – a Portrait and questions for a Recruitment Strategy

1.
What defines the Senior Civil Service?

Reaching the Senior Civil Service is a career goal and occasionally career pinnacle for many civil servants.  It is the point at which they are formally recognised as part of the corporate leadership team of their department or agency.  Boards typically use the community of the senior civil service to develop and drive organisational change.  New recruits and those newly promoted often bring energy, enthusiasm and a next generation view of business and leadership.  More established members form the organisational memory and neural network that reaches beyond their own organisations into other parts of Government and public service.

Progression through the senior ranks of the SCS brings a change in nature as well breadth of leadership.  Leadership can never happen in vacuum - people have to lead for a purpose – and on entry to the SCS it is most likely that individuals are leading a distinct business area.  Progressively, in a world of cross-Government Public Service Agreements (PSA), they find themselves leading in a context where the goal for which they are responsible spans departments or agencies, and they need to lead much more through influence and persuasion.  

Once they reach certain level, Director or Director General, instead of being subject to the organisational context in which they work, they begin to shape the organisational context.  As Board members they become corporate decision makers and increasingly they look outside of their business for benchmarks or models of best practice.  They come together as a new community of civil service leaders through the top 200 programme and begin to shape the civil service of the future.

2. Is the SCS homogeneous?

The SCS is in fact a multi-faceted grade.  There are those with professional skills in HR, finance, law or analytic disciplines.  There are programme management professionals, people who specialise in communications or policy development, others who focus on policy or front line delivery.  Many people are attracted into the civil service because of the scope it provides, not just to range across different subject areas – transport or communities or health for example – but by the scope to develop new skills, through different roles and experiences.

Another way of distinguishing the SCS is by background.  There are those who have been developed and promoted through the organisation, and others who have been recruited from elsewhere at more senior grades.  The former group will have a strong association with the values of the civil service, will tend to understand better the organisational culture and be able to operate skilfully in a political environment.  Members of the SCS recruited from the private, voluntary of other public sectors can bring fresh perspectives and experiences of the world we are trying to influence.  Often they are recruited for their specialist skills which are in short supply, or because they bring experiences and credibility with a profession outside Government that it is important we influence.  

One of the most important distinctions for this paper is whether they are leaders or not.  There are some members of the SCS with very limited staff commands.  That does not necessarily mean they are not required to lead.  Leadership can be through the line management chain, or through particular projects or programmes that bring people together for a particular task.  It can also be leadership by a single individual of a profession or group of people beyond Government.  But there are probably some members of the SCS who do not currently meet any of these definitions, people who are personal performers who happen to be classed as part of the SCS simply because they need to be paid SCS salaries in order to be recruited or retained, or because the SCS has a status that other, even well paid, posts do not.  

3.
What skills and behaviours do tomorrow’s leaders need?

A lot of work has been done to map the strengths and weaknesses of the civil service currently, and to tease out how it needs to improve in order to meet the challenges of the 21st century.  Work by IPPR, Ipsos Mori and the Foresight Leadership Roundtable are all relevant, as are the findings of the first round of departmental capability reviews.  

(i) as individuals:

Skills that mattered in the past will continue to matter.  Working with Ministers, handling legislation, crisis management, media relations, policy development and operational skills continue to have an important role to play.  Finance skills, people management and target driven performance management of systems will continue to be really important.

New skills or ones that need to be developed more fully include:  

· sociological and psychological skills to understand why societies and individuals behave in the way they do and help formulate plans to change behaviour;

· marketing skills, really understanding customer types, in depth in order to be able to tailor services and messages;

·  campaigning skills to achieve change in behaviours through changing culture;

· communication and technological skills that keep us in touch with younger generations and enable us to make the most efficient use of resource.

One participant in the foresight seminar apparently summed up the mood of that session by saying that “leadership is formed in action – it happens as we address problems”.  So tomorrow’s leaders will be recognisable by the fact that they are addressing tomorrow’s problems by putting into practice this mix of traditional and new skills in the right combination for the task at hand.

The focus of Government on really challenging, outward facing and cross departmental objectives also gives some clues as to the appropriate leadership behaviours for the future:

· the need for a collaborative mindset and an ability to live with uncertainty;

· preparedness to seek out alternative viewpoints and encourage ethnic, social, professional and academic diversity in the workforce;

· emotional intelligence;

· building trust and genuine engagement with stakeholders;

· understanding the end user of public services and their needs;

· always listening, asking and learning;

· spotting and nurturing talent.

(ii) as a collective 
Evidence from the first round of capability reviews suggests that departmental Boards lack, or need to develop further, the following skills and capabilities:

· teamwork (modelling collaboration for the rest of the organisation);

· change management (seeing it through to the long term);

· staff engagement (especially SCS);

· people management (especially poor performance);

-
workforce planning (ability to predict skills gaps);

· project management disciplines and continuous improvement systems;

· system and process design skills (right through the delivery system);

· relationship management.

4.
How are those skills and behaviours acquired?

If these are the skills that we need tomorrow’s Civil Service Leaders to have, then we next need to think about how those skills can most effectively be acquired.  Are they skills that can be developed in house? Are they skills that can be taught through tailored programmes, or are they skills we cannot generate in sufficient numbers and need instead to “buy in” either permanently or temporarily?

(i) corporate centre

In terms of specialist skills and the corporate centre, there is evidence that we are failing to generate sufficient numbers or adequate quality to meet demand.  A lot of senior finance posts are recruited from outside government for instance, contributing to the two tier pay issue; and the capability review findings suggest quite widespread problems with HR functions.  In some ways this is puzzling.  Government departments do and always have handled huge amounts of money and there are significant numbers of people employed in finance that should provide a ready source of recruitment for senior posts; similarly, HR.   This may be an emerging issue in communications too.

In the short term, we clearly need a mechanism to buy in those skills, but in the longer term we need a workforce strategy that helps us to grow our own leaders of corporate services, for reasons of efficiency and cultural fit.  That in turn requires us to understand the cause of the current problem.  Is it that recruitment into these areas is poor (where the corporate centre has sometimes been seen as a parking ground for poor performing staff)?  Is it that training and development opportunities are poor?  Is it that these professionals have too narrow a range of experience or conversely that there are too many generalists moving in and out?  Do we pay sufficient attention to the development of leadership skills in the corporate centre as we do in our core business areas?  Or is it simply that the skills they develop are so marketable that we can’t hold onto good people?

(ii) policy and policy delivery functions

External recruitment into these sorts of roles is less common, but can still arise for a number of different reasons.  It may be that there is a need for a specific skill or set of experiences to do a very particular job; it could be that the department hasn’t in practice, been able to develop enough people with the skills and experience needed or it could be that they have decided they need to inject some new blood.  Some of the pros and cons of external recruitment into these types of roles are set out at the end of this document.  

The conscious segmentation of external recruits into different career trajectories could help facilitate better setting of expectations, induction and support.  The different segments would be:

(i) developmental postings / recruits  - typically recruited from within the immediate sector – health or children’s services for example, where the objective of the posting was to broaden the experience of the individual, strengthen capacity when they returned to their original base and fulfilling an important function, building knowledge of delivery issues whilst in the department.  Typically, these would be short and certainly fixed term secondments.  Rather than happen on an adhoc basis, to get the value out of such postings, individuals should be identified through talent management processes in front line delivery agencies; 

(ii) specialist recruits – where an individual was recruited for a very specific skill set (likely to be sector related) which it is not reasonable to grow in the civil service, or where the practitioner  credibility is especially important.  These could be fixed term appointments, but they can also be long term, permanent appointments.  In these instances there would need to be a clear expectation about exit at the appropriate point;

(iii) generic recruits -  these might be people recruited because of a lack of capacity at senior levels or skills that while in practice, we should be able to provide, in practice, we are unable to.  These are the recruits that should be capable of making the transition to any SCS post and who, with proper support and encouragement should be expected to make further transition.  

But in practice there does not seem to be widespread concern at a lack of suitable internal recruits for traditional civil service posts.  Because of the hierarchical structure of the civil service, the growth of the senior civil service has been fed largely by the tiers below them, but with a smaller and increasingly higher graded civil service, we may no-longer be able to rely on this.  Equally, a future that requires leaders to have a much better understanding of the world they are seeking to influence means that narrow, civil service only careers are unlikely to be sufficient.

That suggests that going forward, there may need to be a conscious strategy of developmental postings in the wider public service and beyond, for those with leadership potential.  There are risks associated with this, because of the tendency for pay to be higher, not just in the private sector but in other parts of the public sector and one way to manage that would be to provide broadening experiences much earlier in a civil servant’s career. 

But many of the skills identified in section 3 above are generic skills that we could and should look to develop within the civil service.  In some of the newer areas, related to customer insight and campaigning perhaps, there may be lessons to be learned from the way that project and programme management techniques have increasingly been embedded in departments: beginning with rare expertise being bought in, via consultancy approaches, followed by the development of core teams with an advisory/training role and then increasingly embedding those principles and practices into the core business and core skills set.

External recruits to the SCS

This approach can work really well, particularly where:

· insiders and outsiders have mutual respect for each others’ contribution;

· they feel their relative contributions are fairly recognised by the organisation;

· the individual recruit is clear about whether their appointment is to grade or to the job;

· there is a clear exit strategy and/or development programme to support transition to another post;

· jobs are either tailored to the particular strengths of the individual, or

· they are given training, development and support in order to undertake a wider range of roles.

Things tend to go wrong for the individual when:

· there is a lack of clarity about why they were recruited and what therefore is expected of them compared to others;

· their previous skills and knowledge are quickly forgotten and not utilised by the department;

· there is insufficient support and induction;

· future progression values traditional civil service skills and ignores all of their previous experience;

· having been recruited on a high salary, future increases are dampened to compensate and this becomes de-motivating.

Things tend to go wrong for the organisation when:

· there is no allegiance or commitment to the civil service and its values (as opposed to passion for the job);

· challenging needless bureaucracy gets confused with failing to follow proper controls;

· pay differentials de-motivate other people, developed within the organisation;

· the recruit fails to perform adequately in the non-specialist areas of their job (the organisation then perceives this as two standards, one for internal recruits and the other for external recruits);

· the individual outlives their time in a particular post and they are difficult to post elsewhere.

Risk management

Questions we should ask ourselves are:

should recruitment into the SCS (as opposed to more junior grades where it should be easier to assimilate) be the exception?

Should we develop specific criteria for external recruits?

Should we impose an expectation that anyone recruited into the general SCS should be capable of further promotion (by one or two grades?)

Should we identify specific posts (which would form part of the induction process) for new recruits, to expose them to things that are really only learned on the job; 

How do we make this manageable / affordable?

If specialist recruits above have limited expectations re career progression (and that is strongly associated with worth in the CS) then how do we properly reward them?

Annex D
Commentary by External Steering Group Members

Senior civil servants are paid very differently from the way senior people in large commercial organisations are paid.  Overall they are paid much less, hugely so at the top.  A very small part of what they earn is related to their own and their organisation’s performance during a year, and none at all to the longer term.  A large part of their total remuneration is deferred into a guaranteed inflation-proofed pension.  A civil servant’s grade looms large in his or her thinking, much more so than in the private sector, not least because it sets the bounds on salary and because promotion to the next grade is the main way to increase that.  

No bad thing one might say: senior civil service (SCS) salaries are paid not from the sales revenue of a business but from the pockets of taxpayers, most of whom earn far less than them.  It would be a brave politician who argued for big increases at any time, never mind in the present economic circumstances. Anyway, we don’t want civil servants to be paid like boardroom directors or City traders, who may earn a hundred times the pay of their junior employees with scant evidence that they deliver higher performance as a result. Recent mayhem in the City is in part attributed to bonus schemes which encourage reckless behaviour. And some (though not we) would argue that while you can quantify a private sector executive’s performance in terms of eg earnings per share or total shareholder return, there are no equivalent measures for a senior civil servant’s performance. 

Paying the SCS very differently wouldn’t matter if they were fished from a different pool and stayed in a separate world from their commercial counterparts.  That was broadly true half a century ago (when, ironically, the Priestley report argued that senior civil servants should be paid ‘somewhat above the average overall’).  You joined the civil service and soldiered on loyally until retirement, doing jobs seen to be very different from those elsewhere.  Few entered the senior ranks from outside, few left.

Now that has changed.  Many SCS jobs have direct external counterparts, eg in running large transactional services, giving professional advice and managing complex technical programmes. Citizens receiving and paying for these services expect that the civil service has access to the right talent and experience. Movement in and out of the SCS therefore needs to be straightforward and encouraged so that its members have an outward perspective and so that people outside understand how the civil service works. 

In any case able people are less interested in a career for life in one organisation, particularly given that they live longer and want to - or have to - work longer. The civil service now recognises the value that experience elsewhere can bring and actively seeks it.  (Until the late 1970s a civil servant who left could not be reinstated at a higher grade on return no matter what they had been doing, presumably on the basis that anything learnt outside was irrelevant.)   

So the old deal - secure job to age sixty, interesting work, go where you’re told, modest salary but decent pension - is breaking down. This creates two tensions: between the SCS and the rest of the employment economy and between internally grown and externally recruited SCS members. Top level public servants outside the civil service, eg in the BBC, the Post Office and the organisations delivering the 2012 Olympics, are paid comparably to the private sector. The best paid local government chief executives earn more than most permanent secretaries. To induce people to come into the civil service from outside they often have to be paid well ahead of their new colleagues, causing resentment and a greater interest in ‘growing our own’.  There appears to be substantial grade drift, a below-the-radar way of avoiding salary constraint.

So what? Are senior civil servants up in arms or resigning in droves? No, or at least not yet.  Is it proving impossible to find and keep people willing to do the work? No. Most importantly, is the senior civil service performing competently and will it continue to do so? A tougher question and a vital one for any incoming administration. Gus O’Donnell’s capability reviews have highlighted some of the weaknesses, particularly around leadership and delivery, but equally have set departments on a path to improvement. The Whitehall machine is edging away from departmentalism towards judging itself in terms of progress on social outcomes, a development very much to be welcomed.  

Nonetheless external critics argue that while the civil service is good at detail and day-to-day support to ministers it lacks the vision, experience and boldness to help the government of the day articulate and face big issues around eg energy, recession, transport, youth crime, ageing population, climate change. They say that as the world turns faster the government machine needs to be lighter on its feet and do things in different ways: less through legislation, controls and new organisations, more through thought leadership, systems thinking and influencing behaviour. 

All this suggests a talent strategy for the SCS which aims to respond to these demands while retaining and enhancing the core skills of policy development, implementation and assessment and the traditional values of integrity and impartiality. That calls for new attitudes and skills, whereas perpetually trailing the pay market inevitably shrinks the pool of available talent and reduces movement of able people in and out of the SCS.

Where to go? While copying the top of the private sector is not the answer, nor is reverting to fixed salary or annual increment approaches. If the only recognition for high performance is promotion and promotion is scarce - which it is, and getting scarcer - the most able and ambitious will be turned off.  In any case, getting to the very top carries little financial reward because permanent secretary salaries are much more constrained compared to the outside world than those of grades below.  

We propose the following:

Size

The SCS should become smaller after a period of rapid growth, with greater emphasis on leadership and performance. It is certainly not necessarily the case that fewer would achieve less.  If the cost of the total, rather than per head, is the number we want mainly to control we can envisage fewer people each paid more.  For example, ¾ as many paid on average 20% more yields a 10% saving.  This trade-off between numbers and salaries should be factored in to the thinking 

Pension
Pension cannot stay in the ‘too difficult’ box.  It is a large proportion of total remuneration. There is in any case a growing political question about the viability of the present public service pension system.  At the very least the value of the pension should be marketed as a key attraction.  But beyond this, some current and potential SCS members would choose to exchange future pension for present salary or make their own pension arrangements.

Personalisation

This is part of the argument for creating individual reward packages for the most senior, e.g. the Top 200.  Because different people want different things, it is practicable to construct packages which are both more attractive to the jobholder and less expensive for the employer than the standard offer.  The same applies to people brought in from outside at any level of the SCS: while salary might be higher than for long-serving civil servants, the overall package including pension and security of employment can rebalance it

Management
This in turn suggests stronger corporate management of the permanent secretary and director general level as individuals, both in terms of remuneration, development and career management.  The best of the private sector certainly does the equivalent.  The present mix of what is controlled by the centre and by departments is inappropriate

Performance
Variable pay gets poor reviews, not least because the number eligible has been limited by quota (rather than by performance) and the quantum is grudging. This is an argument for scrapping the present system, not the principle. There should be greater use of variable remuneration - not ‘bonuses’ – linked to short and long term performance at both individual and collective level. Any government will rightly set a huge premium on achieving its primary objectives. Senior civil servants already know where and to what extent they are personally accountable for PSA outcomes.  Part of the value of achieving them can be used to recognise the performance of people and teams at a respectable level without setting a limit on the number eligible.

We believe that this direction of travel will raise overall SCS performance and morale at the same time as reducing cost.

Bronwen Curtis

Chris Johnson

Stephen Taylor

October 2008
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