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ON THE UNINTENDED CONSEQUENCES
OF PUBLISHING PERFORMANCE DATA
IN THE PUBLIC SECTOR

Peter Smith
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ABSTRACT

Most performance indicator schemes in the public sector have
been implemented on the assumption that they will yield benefits
in terms of efficiency and equity. Less attention has been paid to
the potential costs of such schemes. Drawing on experience from
a range of sources, this paper identifies eight consequences of
publishing performance data that are not necessarily intended, and
which are likely 10 be dysfunctional. The paper gives examples of
such phenomena from the UK public sector, and suggests ways in
which they can be mitgated. While not challenging the
desirability of publishing performance data, the paper concludes
that the performance indicator philosophy is based on inadequate
models of production and control. Most performance indicator
schemes will therefore fail waless serious consideration is given to
the deficiencies described in this paper.
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278 SMITH
INTRODUCTION

The definition of performance in a public sector organization
is often elusive. This has not prevented governments throughout
the world from publishing an increasing volume of data pertaining
to various aspects of public sector performance.’” In different
contexts, such data have becorme known as performance measures,
performance indicators, or reports of service efforts and
accomplishments. This paper makes no attempt to distinguish
between possible nuances of meaning attached by some
commentators 1o these terms. Instead, it seeks to describe in very
general terms some of the unintended consequences that might

arise when performance information of any sort is made available.

The arguments for publishing performance data are diverse,
However, chief amongst them is the desire 1o secure coniroi of the
public sector organization.” Such conirol might be external, of
the sort that legitimate stakehoiders - such as voters, service users,
elected representatives and taxpayers - might wish to exercise. Ot
the conirol might be internal, as sought by managers within the
organization, Hofstede® calls the former political control. The
latter sort of control might be thought of as managerial control.

Between these two extremes, in many countries an increasing
number of hitherto unitary public sector organizations are being
divided into quasi-autonomous business units, typically resulting in
the creation of a purchaser organization (the principal) and a
provider organization (the agent). For example, under the UK
government’s "Next Steps" initiative, the previously monolithic
ceniral government Departtment of Social Security has been split
into a small central policy unit and a number of agencies, of which
the most important is the Benefits Ageancy, responsible for
administering a wide range of social security benefits.® The
relationship between principal and agent, previously internalized
must now be conducted through the medium of a formal contract,
and performance data usually play an important part in securing
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conformity of the agent to the requirements of the principal. The
mode! of conirol this arrangement gives rise 0 fﬂigﬂ{ be termed
agency control,

Our emphasis on control appears 1o coatradict the common
assertion that the principal objective of performance indicator (PI)
systems is to enhance various notions of economic efficiency.®
Certainly, efficiency and effectiveness  may be important
objectives of many of the stakeholders in a public sector
organization. However, the pursuit of economic efficiency is only
one aspect of control. In particular, an important consideration in
many public sector organizations is that users of the service should
be treated equitably. 301 example, underlying the UK National
Health Service (NHS) is the notion that patients in equal "need”
should have equal access to health care facilities, regardless of
their personal circumstances or where they live, The massive set
of PIs developed for the NHS therefore includes a large amount of
data on waiting times for elective surgery, refleciing the interest
of the central government controller in the equitable treatment of
patients.®

Anocther interest of some stakeholders is m preservation of
financia! contrel, and adherence 0 cash limits.  Thain and
Wright” argue that the UK ceatral government sees this
consideration as the dominant criterion of control, often at the
expense of allocative efficiency, and PI schemes are seen as an
importamnt element in securing financial control. Thus, although it
embraces the pursuit of efficiency and effectiveness, the concept
of control is broader, incorporating other legitimate interests of
stakeholders, such as equity, probity and financial management

The dominant philosophy informing the use of performance
indicators is the notion of managerial cybernetics.® In its crudest
form this envisages the managerial process as follows.
Organizational objectives are identified. Performance indicators
are developed to reflect these objectives. Targets are set in terms
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of the performance indicators. Management then chooses action
and effort intended to achieve the targets. Progress towards
targets is monitored using the Pls, and - if there is a divergence
from targeis - new fargets are set and approoriate remedial action
is taken. So the process continues,®

Thus central to the cybernetic model is the notion of feedback,
as serviced by the system of PIs. The model is clearly based on
phenomena in the physical and biclogical sciences in which
systers are kept in control via negative feedback mechanisms, '
However, "organizational control is a complex and ill-understood
activity precisely because it involves an attempt to conirol a
complex network of self-controlling human beings".""  When
dealing with human organizations, the system one is trying to
control is intelligent. The humans within the organization can
anticipate the actions of the controller and - if it is to their
advantage - may take action to frusirate the wishes of the
coutroller.

it is therefore the thesis of this paper that the fraplementation
of a system of performance indicators is in most public sector
organizations likely to have unintended consequences, in addition
to - or in place of - the intended consequence of securing conirol.
It is most emphatically not intended to challenge the desirability of
publishing more data on public sector activity and achievements.
Rather, the purpose of the paper is to warn of the unintended and
possibly dysfunctional consequences of careless use of such data,
and to suggest ways in which the adverse consequences of
publication can be minimized, The ultimate criterion for judging
the usefulness of a P{ scheme is the magnitude of its benefits in
relation to its costs. The paper suggests ways in which some of
the unintended costs of such a scheme can be mitigated.

The emphasis throughout this paper is on the impact of Pls on
the infernal management of public sector organizations, Many PI
schemes are ostensibly aimed at external stakeholders, such as
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electors. Smith™ argues that, although these m,ﬁm 5 appear o
be different in namre to those intended as internal control
mechanisins, in practice they are likely to have a pmlound effect
on the internal management of the organization, Similarly,
internal management in organizations subject to agency control is
likely to be strongly influenced by the terms of the agency
contract. The findings of the paper are therefore likely to be
relevant to any situation in which performance data - whether
directed at political, agency or managerial control - play a
significant part in guiding the activities of the organization,

The papez' is organized as follows. The next Section
introduces the framework of the discussion. Fight types of
unintended consequence that might arise when implementing a P{
system are then described, with examples from the UK public
sector. The concluding section suggests mechanisms for mitigating
dysfunctional consequences, and draws some general conclusions,

THE SOURCES

Three types of organization and their associated literatures
yield experience relevant to the study of the fhawourai impact of
performance data. The first is the firm.  Fconomists have

advanced several theories explaining the existence of firms, of
which Williamson’s transactions costs theory is one of the most
celebrated."”  The important feature of the firm is that - to a
greater or lesser extent - it relies on bureaucratic processes rather
than markets to allocate resources internally, a function for which
the provision and processing of performance data is vital (19
Management accountants are centrally concerned with such
activities, and the management control literature is replete with
experience from the corporate sector,

The second type of relevant organization is the centrally
planned econoray, in which a detiberate decision is made to seek
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to plan the allocation of resources to all activities in the economy,
and to repudiate the use of markets, In parricular, the experience
{and subsequent collapse) of the Soviet system offers valuable
lessons for those interesied in the dysfunctional consequences of an
excessive reliance on performance data."® Thirdly, the direct
experience of governments seeking to control their bureaucracies
has been studied extensively by political scientists, and there is
therefore a useful literature of existing experience with PI
schemes, 7

The characteristic common to all three types of organization
is a reliance on direct bureaucratic control. in these
circumstances, performance information is required for a number
of purposes. Most fundamentally, it is required to gain an
understanding of the production function of the organization, and
to assess the performance of the organization relative to that
production function, In practice, of course, except for the simplest
tasks, it is rarely possible to kunow the precise form of the
production function. Instead, if must be inferred, either by
examining activities amongst a range of comparable organizations,
or by observing the activities of a single organization over time,
The performance of organizations relative (o the production
function must then be assessed using the same data.  Thus,
performance data serve a dual purpose: first, in assessing
performance relative to the efficient production function; and
second in determining desired progress fowards efficient
production, through the setting of targets.

It is this duality which gives rise to many of the difficulties
described in this paper. In order to make the control scheme
meaningful, agents must be rewarded, either implicitly or
explicitly, for progress towards targets. This leads w© {wo
problems. First, (0 a greater or lesser extent, agents can anticipate
how their targets will be set. And second, the link between efforts
and performance is ofien very poorly understood. Therefore,
unless the incentives inherent in the reward scheme are directly
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compatible with the performance targets - which are in turn peifect
representations of organizational objectives - the behavioural
responses of agents are tikely to be imperfectly matched o the
requirements of the principal.  The principal:agent literature
suggests that any divergence of objectives between the two parties
compromises the ability of the principal to secure an appropriate
level of effort from the agent.?

UNINTENDED CONSEQUENCES

A scrutiny of the three branches of literature described in the
preceding Section brings to light a huge mumber of instances of
unintended behavioural consequences of the publication of
performance data., This paper distils this extensive experience into

eight distinct types of phenomenon, as follows:

(1) wunnel vision;

{2) suboptimization;
(3) myopia;

(4) measure fixation;
(5) misrepresentation,
{6) misinterpretation;
{7y gaming;

(®) ossification.

All eight are the result of a lack of congruence between the
goals of the agent - as moderated by the implicit reward scheme -
and the actual goals of the principal. In the first three the lack of
congrience arises because of a divergence between organizational
objectives and the measurement scheme. Numbers (4) and (5)
result from an imability fo measure complex phenomena with
precision or fidelity. Problems (6) and (7) reflect an inability on
the part of the controller to process performance data correctly,
while (8) indicates an inability to respond to new circumstances.
These unintended civcumstances are now discussed in detail.
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Tunnel vision

Tunnel vision can be defined as an emphasis by management
on phenomena that are quantified in the performance measurement
cheme, at the expense of unguaniified aspects of performance.
Thus, for example, maternity service managers in the UK National
Health Service are increasingly being held to account by a single
performance indicator: the perinatal mortality rate."  This
indicator certainly reflects a very important aspect of the
effectiveness of maternity services. However, most commentators
would accept that there are other important unguantifiable
objectives which maternity service managers should pursue, such

as the minimization of handicaps in surviving infants, and the
enhancement of the entire experience of pregnancy and childbirth
for healthy mothers. There is nevertheless clear evidence that the
emphasis on the quantifiable perinatal mortality rate s distorting
the nature of maternity services, to the detriment of the non-
quantifiable objectives.®?  Indeed, a report by the House of
Commons Health Committee”? makes just this point, and
vecommends a more balanced approach to the organization of
maternity services,

The problem of unguantified objectives is particularly acute in
the public sector for three reasons. Tirst, the various stakeholders
usually hold a large number of diverse objectives with respect to
a public sector organization. It is often impractical or impossible
to identify all of these objectives. It is for example instructive to
note that - in developing a set of hundreds of performance
indicators for local governments - the Audit Commission®” was
criticized for a lack of completeness! In any case, specification of
more than a handful of objectives is almost certainly meaningless,
because it is impossible to devise a managerial reward scheme thatr
satisfactorily reflects achievement in more than three or four
dimensions.®” A decision therefore has to be made on which
objectives to emphasize in the performance measurement scheme,
possibly resulting in the omission of considerations which are
known to be immportant.
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Second, many irmportant obiectives in the public sector simply
defy adequate quantification. The maternity service example above
illustrates this point, and the attendant danger that unquantifiable
objectives will be ignored in the scheme. The principal difficulty
which distinguishes the public sector from private enterprise is the
absence of the unifying concept of revenues as a measure of the
benefits of the organization’s activities,

And third, it is a common feature of public sector services that
the ramifications of their activities extend well beyond the
immediate target of service delivery. Thus, for example, the
activities of schools have implications for truancy, and therefore
for a whole range of broader social issues. In principle, therefore,
it is desirable constantly to monitor the environment to detected
unanticipated consequences of an agency’s activities. Clearly,
almost by definition, such externalities cannot be captured in a
performance measurement scheme. Yet managers should be
responsive to them, and stakeholders should be able to hold
managers {0 account if adverse externalities arise.  Undue
emphasis on quantified performance may preclude such fHexibility.

The problems of measuring all salient features of a public
sector organisation’s activity are ther@f@r‘e onsiderable. However,
failure to capture important dimensions of performance in a
measurement scheme is highly hke;y to distort behaviour away
from that required by at least some stakeholders. In line with
practice from the corporate sector™, it is therefore desirable to
seek to quantify every objective, however crudely, if it is intended
to use the measurement scheme as a pivotal instrument of control,

An alternative method of overcoming the problems arising
from the quantification problem is effectively to downgrade the
importance of the measurement scheme, and instead nurture 2
sense of shared values with staff, so that their objectives are
congruen: with those of the organization. Ouchi® argues that
"clan" control - whereby the centre relies on a sense of shared
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objectives with staff rather than a formal control mechanism - may
be appropriate iu situations where there is poor ability to measure
outputs and imperfect knowledge of the production process. In
such circumstances, endemic to the public sector, Ouchi suggests
that market or bureaucratic forms of control may be dysfunctional.
For many years, the NHS relied on a form of clan control to
motivate staff, and secure the health aims of society.

Finally, the above discussion indicates that no measurement
scheme can hope to capture all the consequences of a public sector
organization’s activity, and that it is therefore important constantly
to scan the environment to detect unanticipated externalities, This
principle is central to the "mixed scanning” approach to planning
advocated by Etzioni.®® Any performance measurement scheme
should therefore be embedded in a broader environmental
monitoring system, which might incorporate controls such as peer
review and accreditation.

Subeptimization

Suboprimization is the pursuit of narrow local objectives by
managers, at the expense of the objectives of the organization as
a whole.  This phenomenon is potentially endemic to any
hierarchical orgauaization in which contro! is secured by means of
explicit performance criteria. For example, the UK Department
of Social Security is seeking to implement a simplified system of
collecting data on personal circumstances from benefit claimants,
who are expected to gain from a simpler process for claiming.
However, this initiative has met resistance from managers in local
benefit offices because the retraining required to implement the
new systems threatens achievement of the targets they have been
set, expressed in terms of rapid settlement of benefit clairs,®”
Thus pursuit of a key organizational objective - the implementation
of new technology - is compromised by the lack of congruence
with targets being set for individual benefit offices. Great care
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should be taken, therefore, {0 maximize the congruence berween
high-level objectives and the objectives set for devolved
management.

Suboptimnization is a3 particularly serious danger when
managerial discretion is strictly devolved, as in the agency model
of management, in which control is secured by means of formal
contract. Many of the outputs of the public sector are the jeint
outputs of several agencies, and the fragmentation of services may
compromise the inter-agency cooperation necessary o pursue the
stakeholders’ objectives, It is therefore often extraordinarily
difficult in the public sector to mes h the targets set for the
evolved units with the top | tives of the organization
a whole. Where this is important, a more flexible style of contro!
may be appropriate, in which pursuit of high-level objectives by
devolved agencies can be rewarded outside the scope of the formal
control scheme. However, care must be taken that this stratagem
itself does not lead to dysfunctional consequences - for example if

employees percetve that it results in inequitable treatment.

L
[ €a]

Suboptimization is also potentially important at the level of the
individual. Most outpuis of the public sector are the result of team
rather than individual efforts.  As a result, if the implicit reward
scheme is directed at individuals, suboptimization can arise. For
example, managers may find it difficult to motivate members of
their team whose rewards are not perfectly congruent with those
of the manager. In any case, even if perfect congruence can be
secured, there arises the problem of "free-riding", whereby
individual team members rely on the efforts of their colleagues to
secure targets, judging that their own lack of effort may not
compromise team performance.

The problem of suboptimization is not necessarily soluble.
Instead, the controller needs 1o recognize that there is a trade-off
between the beneficial incentive effects of a formal control
mechanism and the dysfunctional consequences of suboptimization.
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The optimal form of organizational design depends heavily on the
nature of the activity undertaken by the organization. However,
for many public sector activities, it is likely that the rigid model
of control implicit in market or bureaucratic designs is likely to be
tnadequate.

Myopia

Many of the activities of the public sector yield rewards over
very long time periods. Indeed, it could be argued that an
important reason why mark@’! Iaﬁ o deliver an optimal level of
public goods is the systematic
long term benefits,  Such goods may therefore be more
appropriately provided by the public sector.  Performance
indicators offer a snapshot of organizational activities. Where such
activities have long term consequences, therefore, they are likely
to be imperfect measures of organizational performance in two
senses. First, the current PI is likely to indicate the results of
managerial endeavour over many years. And second, the current
PI cannot reflect the future consequences of current managerial
actions. The PI therefore offers an imperfect reflection of the
efficacy of current management. Of course, the current PI may
offer some help in judging the performance of previous
management, but in many circumstances such information is of
{limited usefulness.

ty of citizens 1o perceive their

AVILA SRS W PR List. 81

Thus Pls can induce managerial myopia, the pursuit of short
termn targets at the expense of legitimate long term objectives. For
example, successive UK national governmenis have grappled with
the problem of devising a suitable performance measurement and
reward scheme for police services, and an influential report by an
industrialist has proposed a much stronger emphasis on measurable
performance, such as the proportion of reporfed crime that results
in a prosecution.®¥ Yet it can be argued that many of the
measurable outcomes of police activity are the results of years of
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endeavour, and that many objectives of the police service may be
best served by the long-term pursuit of strategies such as improved

effort away from activities yielding more immediate success, and
do not necessarily bear fruit in the short term.

The problem of myopia is exacerbated by the short term
career perspectives of many workers, an attifude encouraged by the
use of fixed term contracts of employment. If a manager
understands that the long term consequences of his or her actions
will eventually be reflected in Pis, the long term objectives of the
organization are more likely to be respected if the manager expects
to be in post to bear the consequences of those actions. Thus
Sheehy’s advocacy of fixed term contracts for police officers®™
would appear to run the risk of accentuating the bias towards short
term objectives intrinsic to any performance measurement and
reward scheme,

Myopia is a constant danger with all performance
measurement schemes, although its tmporiance depends on the
nature of the service under consideration. Thus relatively routine
functions, such as refuse collection or administration of welfare
payments, may not be affected to any great extent, However,
services with more elusive objectives, such as education and
police, may be profoundly susceptible to myopia induced by PI
schemes, and great attention should be paid (o minimizing any
dysfunctional consequences.

Strategies to counter myopia include measuring
processes addressing long term issues, rather than seeking to
measure outcomes. For example, it may be more appropriate {0
hold a public health departrnent to account with measures of
vaccination rates rather than outcome in terms of the incidence of
disease. Of course, in having recourse to process variables, the
performance analyst nust be aware of possibly dysfunctional
consequences other than myopia. The above analysis also suggests
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seek the opinions of the clients.®? A robust and acceptable client
satisfaction measure should, in principle, obviate the need for other
performance measures,  However, in making this strategy
operational, two problems arise: iwdentifying the "clients"; and
eliciting their views. In the corporate sector, there are two easily
identified clients: owners and customers. Owners can express
their satisfaction through their dealings on capital markets, and
using their influence as shareholders., Customers can indicate their
satisfaction through the market mechanism and their willingness to
pay. In the public sector, the notion of the client is much more
elusive. It is certainly not just the user. I, for example, the
satisfaction of claimants were the only criterion of the UK Benefits
Agency, there might be little incentive for the Agency o pursue
objectives relevant to other stakeholders, such as the minimization
of fraudulent claims. There are morveover usually only crude
mechanisms for expressing satisfacfion, such as elections and
migration. Thus, great care must be exercised in defining the
ambit of any client satisfaction measurement scheme.

Misrepresentation

If, in seeking to exercise control over a public sector
organization, excessive reliance is placed on Pls, there is clearly
an incentive for managers to manipulate data under their control
to show their organization’s performance in the most advantageous
light. Misrepreseniation is the deliberate manipulation of data so
that reported behaviour differs from actual behaviour. The scope
for misrepresentation is particularly broad in the public sector
because many of the data used to measure performance and hold
staff to account are under the direct control of those staff 9

Misrepresentation can take two forms: "creative" reporting
and fraud. Creative reporting is possible when there is some
discretion about how an event can be recorded, and can take many
forms. In the corporate sector, much attention has been paid to
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accounting choices, which can profoundly affect reported
performance.™  In the public sector, creative reporting is
especially likely if some element of professional judgement is
needed 10 describe an event. for example, if a doctor has a choice
of two diagnosis related groups to which to allocate a particular
patient, she has a strong incentive to choose the group which
maximizes her apparent workload.

Clearly the possibility of fraud is also always present,
particularly when the scope for external audit is limited. The
incentive for fraud is likely to increase in proportion to the
reliance placed on the Pl scheme in determining managerial
rewards.

Misrepresentation is potentially dysfunctional because it
misleads the controller about the activities of the organization.
This may lead to misallocation of resources, and inequitable
reatment of staff and clients. The perception that a control
mechanism is unfair may be 2 serigus disincentive to goal
congrueni behaviour on the part of staff.®® Clearly
misrepresentation can be reduced by increased audit effort, and by
threatening serious sanctions if misrepresentation is detected.
Controllers must determine the optimal balance between the
dysfunctional consequences of misrepresentation and the costs of
monitoring.

In addition, it is desirable to give front-line staff the incentive
to record data consistently and truthfully., This may be best done
by integrating the performance data collection system into
administrative information systems which staff use to run their own
units. By being given "ownership" of the data in this way, front-
line staff may find it in their own interests to ensure that the data
are of high quality, as they facilitate efficient operation of their
unit,
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Misinterpretation

In practice, many of the production processes in the public
sector are immensely complex, and building a realistic model of
them is severely taxing. This problem is intensified by the fact
that most public sector organizations must continue to operate
however difficult the local environment, in contrast to firms, which
can choose to cease trading in adverse conditions, Full account
must therefore be taken of the external environment in which
public sector organizations are operating when inferring the nature
of the production function and assessing performance. Thus, even
if the available data were a perfect representation of reality, the
problem of interpreting the signals emerging from the data is often
extremely complex. In other words, although in possession of all
the facts, bounded rationality might cause the controller
systematically to misinterpref them, and to send the wrong policy
signals to the agent.

Although an organization’s Pls can usually be interpreied only
in relation to performance in other jurisdictions, judging
performance on a truly comparable basis is ofien immensely
complex. There are five reasons why there might be differences
in the reported performance of two organizations:

(1) they might be pursuing different objectives;

(2) they might face different operating environments;
(3) they might have different costs of inputs;

{(4) they might use different measurement methods;
(5) they might have different levels of efficiency.

Clearly diseatangling these five determinants of variability is a
major task.®”

A particularly prevalent form of misinterpretation arises from
the politician’s preoccupation with issues of equity. Indeed the
quest for equity is one of the most important feafures
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distinguishing political from corpor Yet, in
spite of the imporiance of ; pi, if i:s G“ﬁ:@ﬁ difficult
translate the goal of equi t/ info operafics In practice,
because of the difficulties of i w;;iau@ﬂ 1ot ted abo»& it is often

the case that crude rneasures e used as proxies for
gquity objectives, m the sk iie interpretation,

therefore, local political pressure is O‘Hﬁﬁ for apparently poor
performers smmiv to icmfe more resources to reducing the
perforrance disparity from other organizations,®®

Thus there is likely to be intense pressure in most public
sector organizations for a ¢ dﬁ@tfﬁ@n in the variation of published
performance from that of 0 her apparently similar organizations.
The important poiat to note is that the pursuit of such equality may
not be desirable on either efficiency or equity criteria. It may
result in organizations diverting resources towards activities which
do not yield as many benefits as might have been secured
elsewhere.  Convergence - the tendency for public secior
organizations o pursue equality of reported performance - is
therefore a potentially dysfunctional phenomenon.

A particularly  serious  poien
misinterpretation is occurring in the UE { 1e
central government has decreed “;:i”a ii results of public
examinations in all state schools must be published in the form of
"league tables”. This initiative is intended fo enable parents to
make more informed choices about the choice of school for their
children.®” However, the requirement to publish resuits in such
a form has been strenuously opposed by many teachers and parents
on the grounds that interpretation of raw performance data is
complex, and that misleading inferences about schoo! performance
might therefore be made.

ai for  dysfunctional

An example of the pressures | that are likely to arise if such
publication takes place is given by the UK government’s
presentation of the percentage of seven year olds securing
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i different  local
, the Secretary of Stafe
7 repancies between the
QPHQH’IzE&ﬁu ! i ”hws’»ei 00 attempt
was made {0 seek nder Smmi why the variability arose. The
iraplication was that local governments at the lower end of the
performance range rmust seek vigorously o improve, regardless of
whether efforts to that end are an efficlent use of resources.

Because interpretation of public sector performance data is
often beyond the scope of lay commentators, it becomes the
domain of experis. In the corporate sector, 1Nvestors can pem@ive
an obvious personal advantage in securing accurate and timely
advice about performance, and so are willing to pay analysts to
interpret financial statements and other sources of performance
data. In the public sector, however, there is no equivalent market
for independent intermediaries to fulfil this role. Expeirt analysis
mt puiﬁ ic sector performance data therefore has the characieristics

a public good: society might benefit from such analysis, but
mdwmmi are not prepared {0 pay for it. Because of this, many

T

SRS

governments have sel up public sector audit organizations to
exar mng performance on behalf of various stakeholders. In the
UK this role is fulfilled by the National Audit Office i central
government, and the Audit Commission for local government and
the NHS,

Notwithstanding the existence of audit offices, in many cases

the only apparent source of analyiic experts is the very
organization the performance of which is being analyzed. For
example, health professionals have an opportunity (o lead the
debate about the interpretation of their own Pls, and clearly have
an incentive to bias the analysis fo their own advantage. Srnith
(forthcoming) calls  this  phenomenon  "interpretive”
misrepresentation.

Cle iy ‘impmwméﬁ‘ﬁ in the supply of expert advice and in the
awareness of ordinary citizens are therefore potential means of
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reducing
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and@f;mnd the reasons a"’or Y
which the models of ;m
research have been des

operational
10 Tormmiiate

policy prescriptions zZ 5 objectives only
after carefully modelling the system under @xai‘rzi*{‘!aﬁ@ﬁ The
discussion of convergence mOTe

should have a very clear
objectives they are purw”'
interpretation of per
might be sent.

Gaming

Soviet economy was i
incentives 1o improve
offered for reaching targets
set with reference to i‘z.ﬁ;i]i@ﬁ% %‘;
managers had a modest incentive 10 1
stronger incentive o keep future (argeis
underperforming. They wmd blame
apparent failure, and - vﬁ %‘1 it market d 5
to function at modest levels of D*’(}@‘;&("*i’vi{}/, ;,1*;.
whereby targets are irreve fsmi/ raised in respons =
productivity improvement is known in the Soviet lierature as the
"ratchet” effect.
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The analogy with many public sector organizations is clear.
As noted above, performance appraisal is ’ﬁigg;y wmj@i@x, and it
is often difficult to establish any benctnark for performance which
is independent of the organization’s cwn past performance
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Managers therefore have an incentive to minimize the apparent
scope for productivity imaproverments, as any reported improvement
in one year will result in increased expectations (and targets) for
future years. Such behaviour is known as gaming, which can be
defined as the deliberate manipulation of behaviour to secure
strategic advantage.®” Thus, while misrepresentation leads to
distortions in reported behaviour, gaming is the equivalent
manipulation of acfua! behaviour. It is therefore potentially
severely dysfunctional, as the Soviet experience suggests.

To illustrate the importance of the concept, consider the use
of cost per pupil as a performance measure in schools. Incentives
might be given to head teachers to reduce this PI. However, in
doing so, the heads might make their own future targets tougher,
if these are based on this year’s costs, They therefore have 10
balance the rewards for achieving this year’s target against the
penalty suffered by the implicit reductions in rewards that might
arise in future years. They can blame any failure 1o reduce costs
on local socio-economic circumstances, and it is often difficult for
the controlier to produce directly comparable evidence to gainsay
such arguments. Thus the school system controlled in such a
manner may be chronically inefficient.

A number of strategies exist for the controller to minimize
gaming. The first is to use a range of Pls. It is much easier to
game only one PI. The complication of balancing several Pls
makes successful gaming much more difficult. [t may also be
appropriate for the controller to maintain some uncertainty about
which indicator is to be used to influence rewards. More
generally, the reward structure should be flexible enough to
respond to managerial efforts which contribute towards
improvements in futare targets as well as merely the achievement
of current targets.“¥

A further strategy 1o minimize the gains from gaming is to
develop benchmarks of performance which are independent of the
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organization’s past behaviour, perhaps using techniques such as
data envelopment analysis.™ Of course, as noted above, the use
of comparative data to this end is complex, but if managers
understand that their future targets will not be influsnced to any
great extent by current performance, then they are far more likely
to seek out opportunities for improved productivity. In this
context, the comparative data can be thought of as introducing a
pseudo-market into the public sector, and fostering inter-
organizational competition.“®

Finally, it should be noted that managers are most likely to
indulge in gaming when they expect to be in post for a long time,
as the rewards of a modesi target regime accrue over a number of
years, Thus, in contradiction to the policy prescription for
myopia, one strategy for reducing the importance of gaming is 10
encourage short term career perspectives amongst managers,
perhaps leading them to expect a change of job every two or three
years. In this way, the benefits to the manager of achieving this
year’s target appear large in relation to the benefit of
underperforming a3 a means of mainiaining easier targets in the
future.

Ossification

One of the most important virtues claimed for competitive
markets is that they continuously offer entrepreneurs incentives to
seek out new opportunities. By contrast, the discussion above
suggests that bureaucratic performance measurement schemes can
inhibit innovation, and lead to vssification: organizational paralysis
brought about by an excessively rigid system of performance
evaluation. The need to choose performance measures and set
targets in advance means that new threats and opportunities may
be ignored by managers. Moreover, the discussion of gaming
suggests that a predictable system of performance evaluation may
offer considerable scope for manipulation on the part of
management.
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the measurement scheme may adversely affect manage
motivation, and there is a need 10 involve all levels of management
in any review. However, the inability to respond
circumsiances is mirinsic o rost bureaucratic systems of
and so mechanisms to avoid such inertia should be buile
design of any PI scheme.

DISCUSSION

The information technology revolution has brought about a
massive reduction in the costs of providing performance data i‘n the
public sector, leading to the belief that more such data should be
provided. It is not the purpose of this paper directly to challenge
the desirability of publishing performance information. Rather, it
is intended to emphasize that such da‘Ss‘@mmamn introduces risks
and side-effects that may not be anficipated. The paper categorizes
the sorts of unintended consequences that may afm—,, and suggesis
means of minimizing adverse repercussions.

Economists would srgu@ that the decision about which data o
provide and how they should be JSde must be viewed within the
context of a cost-benefit model. In principle, data should be

provided up to the point where their marginal benefits equal their
marginal costs.  Benefits clearly include improver f@ﬁi& in

allocative and techunical efficiency resulting from betier informed
decision malking and goal congrueni incentives built imto the
performance measurement scheme. Costs include the direct costs
of collecting and processing data. And we have also shown that
there exist a plethora of less direct potential costs of PI schemes.
These can be mitigated using the suggested strategies. However,
the strategies themselves impose costs.  So the wise controller
must balance a large number of conf humﬂg pressures to determine
how to implement a system of performance msasuﬁm@ni;

Table 1 summarizes the strategies that have been sugg
minimizing dysfunctional consequences, and the specific problems
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they are designed to mitigate. The symbol "+" indicates a
putative beneficial effect, the symbol "-" a potentially detrimental
effect. Note that four strategies address a large number of
problems, and so are likely to be applicable in most situations:

(1) Involving staff at all levels in the development and
irnplementation of PI schemes;

(2) Retaining flexibility in the use of PIs, and not relying on
them exclusively for control purposes;

{3) Seeking to quantify every objective, however elusive;

(4) Keeping the PI system under constant review.

The importance of the next three strategies is more dependent
on the type of organization being controlled, being most relevant
when objectives are poorly defined and measurement of output
problematic:

(5) Measuring client satisfaction;
(6) Seeking expert interpretation of the PI scheme;

7=

(7) Maintaining careful audit of the data,

The final three strategies are designed to address specific
difficulties - myopia, misinterpretation and gaming - and so should
be considered when aay of these is especially important. Note
however that they may have negative effects relevant to other
dysfunctional phenomena,

{8) Nurturing long term career perspectives amongst staff;

{9) Keeping the number of indicators small;

(10) Developing performance benchmarks independent of
past activity,

The naive model of production on which the PI philosophy is
based is the source of many of the difficulties noted in this paper.
it is assumed that units of production are isolated entities which
consume inputs and produce well-defined outputs in a static
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framework. Indeed, the typical P is the simple ratio of an output
to an input, However, in practice, many of the outputs of the
public sector are difficult to identify and measure; many are
produced jointly with other organizations; and many unfold over
a long period.

The designer’s objective is 1o find a the pattern of control over
the organization which secures the objectives of society.
However, the optimal design of a PI scheme is inextricably linked
to the nature of the organization’s activities, and the mechanisms
whereby it is controlled, A performance measurement scheme
which fails to recognize that the control of public sector
organizations is often necessarily a complex, ill-defined, dynamic
process is doomed to fail. Certainly the provision of a great deal
of data relating to performance may in many situations lead (o a
greater potential for control congruent with the objectives of
stakeholders. However, this paper suggests that, uniess that
control is exercised with care and discretion, severely
dysfunctional consequences may arise.
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