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Moss performapice und~catos sckaernes in the public sector faave 
been amplemeanLed on the assu~1priorn that they will g add benefits 

s sf efficiency and equity. Less attention has been pdid EB 

the potenrial costs of such sc 
a range of s~ucccs, this pa r d e ~ h f i e s  eight 

rhmance data that are not necsssar 
14' to be dysfianctisnal The paper 

enomena from t e UK pstbhc sector, a 
they can be itigated. Whik n 

desirabilitjj af publnshing performmaase data 
indicator phi Po^ by is based on madequate 

l a  and control, st perhmance h d  kcaror 
e fail udess serious coasi&%eralion i s  given to 
ibed in this paper. 



ween ~ h e x  w o  extremes, l_rl many co~mtries an incr eas mg 
T of hickeno unitarj p 



Another merest sf mme srakehol s is the preseavatiofi 
financial control, and adherence to h lamits ?'hain am! 

argue :has the b'K celrtscll go~erpglnent sees this 
ration as the dommank criierlon of csfitroi, otten at the 

of allocatrve efficiency, and PI schemes are seen as an 
e elemem ma securing l~nanci concroi, Thus, ait 

the pursuit of efficiency a effectiveness, the 
A is broader, ini:orporating other iegi-tiruaate mteresls of 
ers, suck as equity, probity and fi11ac;ai management, 

ibosophy informing 
of mansgeriai cyber 

f o m  this cnwsages t 
aganizadsnaf o bjecii ves gag identif red, 

to reflect these objectives Targets are set irl ternis 



s paper is on the impact 
ic sector organizations 

aimed at sx~ertnal stakek~ofders, 
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lhe  second type of relevans organization is the centsally 
planned economy, in which a deliberate decision is made to seek 





are the resul~ of a lack 
ent - as moderated by t 

I goals of ihe principal, 
Jses because 01 a diverg 

obiecrives and the measl~serizent sch 
result from an inabnhty to rneasur 

robiems (6) and (7) a-eflec~ an inab~lity on 
part of the coani-sol rfol-manse data cmr 

while (8) iradicatss an i ond to new c~rcumstances 
hese urri6asended clrculnskances are now dixussed in 





, it is a common feature of yublir7 sector services that 
om of their act~vl~ies extend well beyond the 
get of serl.rice delivery, Thus, for example, the 

activities of schools have impiications for truancy, and therelore 
for a whole lange 01' bnoder  s u ~ i a l  rss s . In pa insiple, therefore, 

cons tansly to monitor 
consequences of ;an a 

finitlo a, such externali 

managers EO account if adverse excermlitles arlse Undue 
hasls ori q-mrrtifkd per'for*mance may predude aaacin fieuhdlty 

Lems of rneasurirag all saller~t features of public 
tion's activity are therefore considerable. how eve^, 

failure to caytw 
measuren~ent sch is highly likely to distort ekavinw away 
from thar req y at least some stakeholders In li 

orate it is therefore desi 
fy every objective, hov~eveh- crudely, if it is 
shnremerlt scheme as a pivotal ~wlsin~ment of 

An alternative method of overc~oming the 
from the quaiit~ficaticsm pro k rn  as effectively r downgrade the 

ortanse o i  che measurement schernc, and inste 
sense of shared values with statf, so that thein o 

e organlzatm, 
"clan" control - whereby the centre relies on a sense o$ shared 



jectives iwth ssaff rather rhal-1 a fomal contra! mechanism - may 
be appropriate in sir~~atioaas tahere the~e is poor nbility ta rneaswe 
outputs and Hanperfeca knowledge of the piodarction process. Tipi 

such circusnsta~~ces, endemic to she public, sector, Ouchi sia 

er or brrrsaucratic formr 0's' csnico! may k dys 
For many years, the NHS relied on a form of d a ~ .  control to 
rnotxvate staff, 2nd secure the health aims of soclety 

Finally, the above discussion indi~ates t no measaaremerzi 
&re all the consequences of 
and rhat ir IS therefore 

tect unnantic~pated exreraalities, This 

monitoring sy ste 
~e view and accreaii~arion 

ursilil of s?ariow locaf o 
managers, %a the expenw of the okp_jeseives of the organization as 
a whole. This p'wersrjme~~on r ,  potentially endemic 

ization in wi-aicil control is secured by 
e crite_sia For example, 

seeking so irrrplerr~enz a s 
collecting data on personal circ~amsranzes fro 
who are expected to gain from ;a si 

owever, thrs initiative has mee resistance from rmrnagers in local 
enefi'it offices because she retraini 

new systems tk~edtcbls ach~evzraien 
s sf raps8 settlement of benefit claims,(") 
gan~zational objecrive - the ianplementarioin 

technology - is sompromls y rke lack of con 
gets being set far nndividu riefit off ices Great care 



opthrzarroil 1s ciiw potentially important i l ~  ;he h e %  of the 
a1 Most outpiits of ehe pubiic sector are the result of te 

ividiial efforts A5 a result, if the amplicit rewar 
scheme I s  directed at insri~idualr 
example, mawlagers may find re  

:earn whose rewards arc nos perfezdy con 
e manager Ira any case, even 1% perfect G 
ed, there arises problem of "free- 
Qua1 ream memb dy on the efforts of r 

secure target3 , j udgi 
rornise team pe 

The problem of suboptirnizarion is not necessarily soluble, 
the csnuoiles nee s to recognize that there is a trade-off 

between the beneficial incentive effects of a 
rnecharaisrsl and the Qyshmctional conseyuer~css of s 



hkns Pis c m  induce ~xinagenal 
term targets dt  the expease of legati-in 
r,mra?pleg successive IJK narlonal g o ~ ~ e r  
the problem of devising a suitable per 
reward scheme tor police: sesvices, and an :rsl%uentnaf report by an 
iracl~astrialist 41ns rrsposed a much stronger emphasis ors measur 
perfomar.ice s Ik?. as the proporrim of reporred crime that re 
in a prosecucion,~" Yes; it can be drgued t at many of the 
srremxsbk csnatr:orr~es oi police act~i'ity are the resuits of years of 



Strategies to co~rnter myopia imLude arseas~t.3;ang 
sses addressing long r,em I S S U ~ S ,  r ~ t h e r  thari seeking ro 

s. For example, i may be mole appro 
ealch &par kment t account wath mea 

vaccination rates rather 
disease, Of co~irss, in a v q  re~ourse to process rial-iables, [he 
performance analyst r a w  be qv, are of possibf. dy &ioll?sctioi~ai 
consequences other than m;, opia The above analysis also suggests 
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pataents .i.;zirtmg m i r  i h ~  m e  j l m r  :iii!sed rhex is ev&mce to 
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isrepresentation can take t u o  forms. " dtive " reporting 
d. Greatave reporring is possible n there is somc 

discretion abuur hovi an event can be recorded, and can rake many 
Ibnns. In rhe co orhte sector, madl  attention has been paid eo 



Clearly the poss;blliry of f1a-d is also always present, 
particularly when e scope foi external au ~r i s  Lnrnited, 
incentive for frnu 39 likely ko ~ncrease i proport~on to 

to record data consist 
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In practice, many ab" the pro roczsses an the public 
sector are immensely complex, and buitdmg a realistic model of 
them is severely h m n g  ' W a  problem is iriteasiliecl by the fact 

at most public sector organizations muss contirme to operat 
owever cliffisult the l ~ c a i  envar orment, in contrast lo fmxs, ra7hrc 

can choose to cease tradr m advzrse ~ogad~tiovis Full accouzlt 
usr therefore be t a k a  me externai enviromient in which 

public rector organizations are operating when inferrki 
a r u ,  Thus, evm 

of reality, the 
problem of interpreting the srg the data is often 

ely complex. In orher ossessioas o f  all 
the facts, bounded iaariorsality might cause &^fie cmlrollcn 

atirdly to mdsi~zte 

A paflicutarly prevalent form of raisirnteiyretatiun arises from 
oliticran9s preoccupatiors wrah Issues of eqwty, iil 

quest for equity rs o m  of the mo5t irnporiank features 



ie of the prewJres rim are likely so :aim? if such 
publication bakcii pkce is given b j  che f jM govermimns's 
presentation of tiid peixxmage 136 seven year olds securing 



g l k m i y  amproveanem m :he s q p i y  tsf expert ilkj~iie iind in the 
asAjiareness @f ordmw,  catazens ale thsreiore potential means of 
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is ofkeik difficult kc, establish .rny be6crmsdc irsi yei formim e w h ~  11 

endent of the i ~ r g d a ~ ~ z a W i ~ ' ~  bwn p ; r l  perbfrn;aitce 
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impor-tame of the concept, consider a 
ance measure in sc 
ers to reduce this 

~ghr make t h m  own a r e  targets tougher, 
h s  year's costs, They therefore have to 
r achievms this year's target against the 
~nplici t  reductioris in rewards that nnig 
hey can blame any Iailrrre to reduce co 
ciscn_lmsrances, and it is offen 
dinectlj cornparable e~~ idcn  

such arguments, This the ~chiioi s j  stem confrdl 
amer  may be ckonically inefficient 

er c~f st~stegles exist for th 
first 1s to use a range of 

I, The complication sf baianc 
ck more difficult, 

ate for the controller to n~aintain some uncenair~ty aboue 
which indicator is to be use ore 
generally, the reward simcmre should be flexible enough to 
respond to managerla1 efforis which corltribute tswar 

rovements in fu tu~e  targets as well irs merely the aehlevens 
of current targets. 'j4) 

A further strategy to minimize the gains from g a m n  
arks 01 perfarrnance which are in 



ers are most likely to 
e in post for a long time, 
accrue O V C ~  ~i r~u~rlioe~ of 

tion to the psiicy prescriprisn for 
rtancc of gaming 1s t i i  

amongst managers, 

ira relation ro the bsnefnr af 
of rilaintainirig easier t;acg;.ts in the 
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they lire desrglifed to mitigate, The symbol " i" indicates a 
sirative "oenefisiai efkcr, the symbol " - "  a potentially 
ffect. Note that four strategies acldress a large matmber of 

problems, and so are likely to be applies le in riiost siC~~atisns: 

(I)  lizvolving staif at a14 els in the detelopment an 
~mplemeneation of PI sc 

exibiiity in the use sf P s,  and nor. relying on 
ively for controf purposes; 

(3) Seekmg to quantify every objective, however elusive; 
eeping the PI system urr e; constant revrew. 

The final tkmx straregii-s are desl 
diCficulties - myopia , misi f i te~~rek-a th  a 

e corisidered wheii any of these 1s especially i 
owever that they mav have negative effects I^ 

career perspectives arnongst staff; 

past acrivitv 

The riahe model of production on whic 
based is the source of many of the 
l e  is assasrned &at units of productioa~ are 
consume ~naptlts and prodme u el? d e f m  
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framework. Indeed. the typical PI is e simple ratio ot an  output 
to an input. Hou7 er, in pras tice, many of -t e outpurs of the 
public sector are icult to ~dentify and measure; m-6lzny are 

roduced jointly wirh other oi.ganizat~ons, and m a q  unfold over 
a long period 

the organizat~oas which secures the ectives of society, 

ieasurement scheme 

dysfiinctionab conssqences may arise. 





u"nk Accounts 



24. Kaplan, R, 5, and Kortsn, D, F "The Balanced Scorecard - 
easures That Drrve Pe~forrnance, " 

ess, New Yosk, 1 

Department sT 

3 1, Department for Education 



6, Jones, C ,  S. "Universities, on g What They Are 
Not, " Financial agem~nd 2 (1986) 
10'7-119, 



e New Soviet Incent~ve System. " Bek 
cience 7 (19363, 

251 251, 

ance Indicators in The Pu 


