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Because the private sector is so often held up as the reference point for 
public sector reforms, the differences that affect public sector possibilities 
for change must be carefully considered when trying to emulate private 
sector examples. Perhaps the most important--with the exception of 
leadership development--is the inability to establish wages fully 
competitive with the private sector and performance incentives linked to 
tangible and non-tangible rewards to attract and retain top-tier (as well 
as competent) staff. 
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INTRODUCTION 

Several challenges confront tax administrations in the HRM and staff 
development area: (i) scarcity of well-trained professionals; (ii) limited 
scope of work; and (iii) weak link of staff development to strategic (and 
often even routine) organizational objectives.  

Frequently, the pool of professionally trained human resource 
management specialists in revenue administrations is shallow or does not 
exist. One reason is limited opportunities for professional specialization at 
either the undergraduate or graduate levels. HR directors occasionally 
receive undergraduate training in industrial or general psychology. In 
developing countries, graduate and continuing professional education is 
only rarely encountered explicitly in HRM; moreover, public administration 
as a field of study is not widely available either, which contributes to the 
generally weak management in the public in general.  On the plus side, 
some countries have branches of internationally recognized HRD 
associations and a growing awareness of international trends, but this is not 
the rule. 
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SEMINARY RESULTS 

A related capacity constraint is the use of human resource 
departments as merely record-keepers, with information systems limited to 
payroll, and little strategic use of the personnel or financial data captured.  
The concept of “management” of human resources is generally not 
understood sufficiently for the department to serve as change agent during 
full-scale reforms-even though there are many human resources issues to 
contend with.  These include: hiring, firing, transfers, wage-setting, 
coordinating emergent training programs, and developing new position 
descriptions and career paths. This is just beginning to change under the 
pressure of comprehensive (tax) reforms. 

In tax modernization efforts in developing countries, the staff 
development (training)  system, if it exists in the tax administration, is 
frequently poorly organized, supply driven, not oriented toward the specific 
professional and skill upgrading for the agency, thus lack a focus and 
capacity to meet the change objectives of the agency.   Typically, there is 
little management or supervisory input to shape capacity development.  In 
some countries the educational system provides an adequate supply of 
accountants, auditors, economists and lawyers from which the tax 
administration can draw both before, during, and after reform efforts--
depending on the size and strength of the private sector and its 
corresponding human capital demands. But in others, well-trained 
professionals are in short supply and the private sector is quick to absorb 
them. 

In contrast, for the private sector much of the management of change 
occurs through the interaction and HRM leadership with executive 
management, ensuring that all parts of the organization are involved in and 
understand the change process being undertaken and the reasons for it.  
Training capacity generally exists, but needs to be supplemented to meet 
explicit and commonly agreed organizational goals and objectives looking 
to the longer term. Deep organizational change is characterized by efforts to 
develop a shared corporate vision, build client confidence, and foster 
effective management of change and encourage innovation as integral 
organizational dimensions. Generally, the professional capacity exists in 
potential but needs to be harnessed to an organizational objective, vision, 
and strategy. 
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From another angle executives and HRM professionals need to 
measure the return on investment in human capital.  Jac Fitz-enz (2000, pp. 
58-9) suggests that human capital should be thought of as an “investment” 
rather than a “cost.”  Further, measuring effectiveness of human capital by 
revenue per employee  is “simplistic” and “out-of-date.” He also 
recommends developing a financial and human capital scorecard template 
to model a set of financial and human metrics to provide management with 
targets against which to judge functional unit performance. Rationalizing 
how much should be invested in staff development however is problematic. 
He suggests “developmental” expenditures should be defined by the 
organization and then subjected to measurements based on careful 
monitoring of impact criteria established by enterprise executives. 

The question is, To what extent can these private sector ideas about 
tapping HRM and staff development concepts be integrated into tax reform 
efforts, and what role can HRM and training play in this process, given the 
inherent capacity differences and perceived incompatibilities?  Three areas 
are central to HRM playing a larger role in change management in tax 
administrations: compensation, culture change, and managerial leadership. 

Compensation. Because the private sector is so often held up as the 
reference point for public sector reforms, the differences that affect public 
sector possibilities for change must be carefully considered when trying to 
emulate private sector examples. Perhaps the most important--with the 
exception of leadership development--is the inability to establish wages 
fully competitive with the private sector and performance incentives linked 
to tangible and non-tangible rewards to attract and retain top-tier (as well as 
competent) staff. The wage factor also limits the effectiveness of executive 
management and higher level training, given the likelihood of high turnover 
and loss of key management, professional, and technical personnel to the 
private sector. 

Some of the problems induced by the traditional public sector pay 
model include:  reinforcement of the job hierarchy at a time when 
organizations are trying to encourage teamwork; stresses salary grade 
changes and promotions as the basis for salary increases instead of focusing 
on developing and enhancing job competence;  "game playing" and 
dishonesty as the basis for justifying a higher salary grade; this makes 
organizational change and downsizing more difficult, as all job changes 
must be reevaluated based on traditional compensation programs; promotes 
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rigid and inflexible rules governing compensation; creates a sense of 
entitlement if pay is increased across the board; perpetuates bureaucratic 
management; establishes implicit limits on what employees are willing to 
do, as their pay is based on duties listed in job descriptions; and leads to 
tension between line managers and human resources staff who are required 
to defend the program's principles and police the decision process  (Risher 
1999, pp. 323-43).  

In traditional pay systems in both public and private sectors 
compensation is based on seniority and promotion and pay increases are not 
strongly related to performance. In some private sector pay schemes there 
may be agreement between what employee and employer in elements that 
go into a pay package, as well as differentials based on what the staff 
member expects to achieve in the coming year.  Another approach is to 
highly reward the top 20% of staff beyond market level; meet market level 
with the middle 60% (sometimes split 30/30); pay the bottom 20% below 
market to encourage turnover (Tropman 2001, p. 48, Table 2.2).  Whether 
this could be suitable for use on revenue administration reforms remains to 
be seen; however, it does reward the key and critical positions 
disproportionately to combat the turnover issue that plagues revenue 
agencies in developing countries. 

It must be noted that the attraction of relatively stable employment in 
public sector agencies, along with numerous bonuses, training opportunities, 
housing and cars for some categories of staff, provide important incentives 
that must be factored into the equation  when determining private sector 
wage comparators against both tangible and intangible benefits of work, in 
this case in revenue administrations. Such incentives may have little to do 
with encouraging better performance.  In one country, highly trained tax 
auditors, who had left their positions for better paying jobs in the private 
sector, sought to return to their old job during an unexpected economic 
downturn, reportedly for the stability of a civil service career, despite the 
lower salaries.  

Heneman et al. (p. 201) believe a strategic compensation system 
focuses not on individuals but on the performance of the entire organization. 
In this regard, not only is compensation misunderstood, frequently it also is 
misapplied…and [often] completely out of sync with the rest of  the 
organization's values and processes. The reason is clear: Although 
organizations have undergone dramatic changes, the strategies for assigning, 
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administering, and implementing compensation have until very recently 
been frozen in time. As a result, compensation is no longer aligned with the 
organization's evolving organizational structure, work cultures, values and 
business strategies. Flannery et al. (2001, p. 4). 

Culture. Other chief impediments to reform include antiquated civil 
service laws, regulations, and national labor codes, unions (who often 
perceive any change as a threat to the status quo, and are reluctant to trust 
managerial overtures for their involvement in the change process.), and 
national constitutions that still retain anachronistic protection of workers 
rights that pertain to a bygone era.  There is also little scope (or tolerance) 
for innovation at any level because of political pressure combined with an 
often intractable organizational culture (deeply rooted informalization of 
organizational norms frequently leading to deviant behavior, i.e., 
corruption).  Collectively these factors serve to inhibit possibilities of deep 
institutional reform along the lines of private sector initiatives. 

To the extent that this does not happen, organizations will tend to 
remain highly centralized, management will continue to be based on 
bureaucratic formalities, and employees passive bystanders, as the reform 
process is contoured from the top down.  If this occurs, the sustainability of 
the “reform” may be imperiled.  

Management.   Private sector use of HRM (including corporate 
training systems) is increasingly directed to deployment as a central change 
agent in enterprise transformations.  An essential ingredient of this is 
management leadership involving the head of HRM as well as top-tier 
mangers who are capable of coaching, guiding, inspiring, and leading the 
change (modernization) effort.  This invariably requires:  (i) innovative 
management approaches and (ii) sharing and delegating decision-making 
authority away from headquarters—two of the biggest challenges facing any 
comprehensive public sector reform.  This is especially true in developing 
countries, with their highly centralized bureaucracies, patronage systems, 
rigid pay structures, lack of performance incentive structures, and built-in 
constituency to resist any but cosmetic changes (characterized by new 
organizational structure, new managers, and spot training generally to meet 
short-term (immediate) goals of the reform. In this regard, McKinsey & 
Company uses seven elements to define organizational architecture: 
strategy, structure, systems, staff, style, skills, and shared values. The ability 
to design, integrate, and operate these systems can be considered the essence 



FACULTATEA DE MANAGEMENT AGRICOL 

of effective organizations. Ulrich 1997, p. 67).  Building a constituency for 
change is one of the main challenges of mangers and HRM professionals. 

 
CONCLUSIONS 

As noted, the private sector confronts constituency challenges 
similar to those of the public sector, especially when attempting to shift the 
locus of authority from a central to a decentralized, “shared” decision-
making” model; i.e., corporate headquarters is sometimes reluctant to 
release control over many aspects of its business to subsidiaries.  On the 
other hand, newly transformed businesses and industries are quick to deploy 
advanced technologies to the fullest, and much more geared to change 
internal dimensions of the organization in the interest of performance 
enhancement and competitiveness, drawing on team-based synergies (often 
across departmental lines) from a network of decentralized offices (from 
regional hubs to strategically located offices) to develop new products, and 
evolve more innovative management leadership approaches and marketing 
strategies to reach their client base. The incentive to maintain profits and 
shareholder confidence is paramount, but is an outcome and not the prime 
mover of change.  In the public sector the incentive should be to engender 
more trust by the general public in the stewardship and integrity of the tax 
administration. In addition, the concept of the tax administration as a public 
“asset,” with careful accounting for financial and human capital, also lead to 
a more empirical framework for public accountability, just as CEO is 
accountable to shareholders for balance sheets (see Sanchez et al. 1993). 
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