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ABSTRACT

Over recent years Performance Indicators and Performance Management
have become considerably more prominent within the United Kingdom (UK) to
the point where they have become the Government's primary tool for
managing the Public Sector. Many positive benefits are claimed for this
development and much has been made of the improved service that appears

to have resulted. However there have also been dissenting voices claiming

that many of the claimed benefits have been achieved at the expense of

other, often unplanned, reductions in quality.

The main aim of this research was to study and assesses of the effectiveness
of the performance management systems employed within the United
Kingdom Public Sector. However addressing this key question also raised the
supplementary issue of the potential dysfunctional consequences that may be
experienced from implementing and using these systems. To fully consider
this issue it has been considered from two perspectives. The external
perspective took into account the wider environmental context in which the
organisation is operating whereas the internal perspective considered the

iIssues from the view or the organisation itself, its management and the staff

operating within the organisation.

From the external view the key issue considered was whether there had been
an improvement in public sector performance since the introduction of
performance management. There is a wide range of published secondary

data which has been utilised for initial analysis and for cross referencing with



the primary data gathered directly from the organisations using the main data
collection instrument. The internal view attempted to ascertain what the
elements of effective performance management are with reference to several

of the key reported organisational issues and managerial tools that are

available. When both the internal and external perspectives were taken in to

consideration the research addressed the overall use of Performance

Management techniques within the United Kingdom public sector and

considered If they have had an overall beneficial impact. The effectiveness
and efficiency of these techniques along with the key influencing factors are

considered along with any legal implications.

Within this research project both quantitative and qualitative methodologies
are employed in order to provide as broad an analysis of the situation as
possible. Qualitative methodologies employed include a literature review, in
order to establish the theoretical background for the introduction of public
sector performance management, and interviews with the key decision
makers, to establish the views on the choice of indicators and implementation
procedures selected. Quantitative methodologies are the key primary data
collection tool and are based around a survey of the users of the performance
management systems to ascertain their views as to the usefulness and

effectiveness of the systems and the associated procedures. The study

targeted public sector organisation within the UK and the unit of analysis was
the individual public sector employee, in total 1111 employees from 124 public
sector organisations participated in the study. The research suggests that

whilst there have been improvements in public services that can be related to

Vi
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the performance management systems that have been employed these

Improvements have not come without significant costs, financial and

otherwise.
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CHAPTER ONE: INTRODUCTION

1}.1 Context

Over recent years Performance Indicators and Performance Management have
rbeéome considerably more prominent within the United Kingdom (UK) to the
point where they have become the Government’s primary tool for managing the
Public Sector. Many positive benefits are claimed for this development and much
has been made of the improved service that appears to have resulted. However
there have also been dissenting voices claiming that many of the claimed
‘benefits have been acr;ieved at the expense of other, often unplanned,

reductions in quality or unintended behavioural consequences.

This use of performance measures has become widely accepted by many public

sector practitioners and much reporting has commented upon practices being
émended In order to address target requirements. The growth of performance
Mmanagement was characterised by Butler (2004) as a move away from Taylorism
o a new production paradigm which covers the three interrelated fields of
production management, work organisation and employee relations. The move
towards market discipline within the public sector is documented by (Korac-

Boisvert and Kouzmin, 1995) and this has been characterised as the adoption of



Chapter One Introduction

the Economic Rationalist mindset by various authors including Habermas (1975}

and Offe (1984).

This has led to a growth and evolution of public sector performance management
which has been documented by many authors (Rampersad, 2008; Francis, 2007,
Franco-Santos et al, 2007: Lettice and McCraken, 2007; Oke et al., 2007; Rao,
2007; De Toni et al., 2007; Sasson et al, 2006; Latham et al., 2005; Schreurs and
Moreau, 2005 and 2006: Lawrie and Cobbold, 2004; Li et al., 2005; Neely et al.,
2005; Sousa et al., 2005; O’'Kane, 2004; Ogilvie, 2004; St-Pierre and Raymond,
2004, de Waal, 2004; Wilson, 2004; Bourne , 2003; Lawler, 2003; Soltani, 2003;
Verweire, 2003; Glendinning, 2002; Sharif, 2002; Smith and Goddard, 2002;
Townley, 2002; McGriffy, 2001; Otley and Fakiolas, 2000; Radzikowski,
Tanenhaus and Asem, 2000; 1998; Taylor et al., 1998; Presley et al., 1997; Uday
et al., 1997; Stabler, 1996; Jones, 1995: Samuel et al, 1995; Waldman, 1994a &
b). The link between performance management and human resources
management has been stressed by various authors (Ashton and Sung, 2002;
Rodriguez et al., 2002; Barrette and Ouellette, 2000; Taylor and Pierce, 1899;

Cannon, 1992; Beer and Ruh, 1976) and the importance of employee autonomy

Is postulated by Applebaum et al. (2000).

Concern over the use of performance indicators as a management tool is not a

new phenomenon; Goodhart (1975) expressed the already well established

concern that a performance indicator lost its utility as an indicator when it was
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used as a measure. The increased use of performance targets has also been
linked to increases in workplace stress, employee dissatisfaction and staff
turnover. Employee relations and behavioural responses to management

initiatives have been considered by several authors (Sui-Ppheng and Khoo,

2001; Pickett, 1998; Hultman, 1988), de Waal (2006) considered the importance
of taking cultural factors into consideration stressing that these factors should be

taken into account when designing any performance management system.

The issue of organisational and individual gaming as a response to performance
management initiatives has been discussed by Radnor (2008) who postulated a
typology for gaming. The link between performance management and team
working was considered by several authors (Rajagopal, 2008; van Vijfeijken et
al., 2006; Stevens and Campion, 1999).The influence of psychological contract
on performance management was discussed by Davila and Elvira (2007). De
Waal (2006) went on to recommend the demarcation into internal performance

management systems and external performance reporting systems. The tension
between performance management and an employee’s work life balance was

discussed by White (2003).

Another key factor that needs to be considered is the huge public sector deficit
currently being experienced in the United Kingdom and the subsequent budget
shortfalls that are predicted in the post 2011 budgetary cycle. The collection,

monitoring and use of performance data are likely to be a target for cost savings.
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Across all government departments there has been a substantial increase in the
number of staff employed in these activities. This growth in support staff
expenditure will almost certainly be further highlighted in the forthcoming debates

around potential cost savings. It is against this diverse range of opinion that this

project is set.

Within the United Kingdom historically the majority of the power has rested with
the London based United Kingdom national government however since 1999
some of this power has been devolved to national governments for Scotland,
Wales and latterly Northern Ireland. This limited devolution of powers has lead to
an increasing level of policy divergence with the English government maintaining
the greatest level of central control and also publishing the results of inspections.
Whereas a much more low key approach has been adopted in the other

constituent countries and generally performance data has not been published to

the same extent; it is argued here that public pressure is not necessary to bring

about change.

The recent development of performance management in the United Kingdom
public sector was triggered by the 1997 general election. In 1997 a Labour
government was elected in the United Kingdom, with Tony Blair as Prime
Minister. One of the commitments of this new government was to publish explicit
performance targets across the public sector. A process of three year budgets

was Introduced to replace the annual budgeting system that was previously in



Chapter One Introduction

place; these three year budgets were referred to as Comprehensive Spending
Reviews (CSR), the first being undertaken in 1998 by the then Chancellor of the
Exchequer, Gordon Brown. Following this process a Public Service Agreement
(PSA) was published for each government department which signalled the
government's priorities across the full range of its activities. The initial PSAs set
approximately 600 specific objectives which were generally set as measurable
targets with specific time frames which were intended to signal a prioritisation of
value for money for the taxpayer. These initial targets tended to focus on
processes, procedures and outputs rather than outcomes and the measurability,
specificity and detail was highly variable and in many cases the excessive

number of targets seriously diminished their effectiveness.

The first review of these targets occurred in the Spending Review (SR2000) and
lead to a considerable reduction in the number of targets to 160 and focused on a
limited range of government departments. The new documentation was far more
standardised and gave each government department a broad set of objectives

linked to specific, time constrained and measurable value for money (efficiency)

targets. The new PSAs were also supported by more operational Service

Delivery Agreements which also included many lower level operational targets.

The 2002 Spending Review (SR2002) lead to a further reduction in the high level
targets to 130 and was also supported by the creation of the Prime Minister's

Delivery Unit (PMDU) which had the specific objective of delivering progress on
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key PSA targets particularly in health, education, crime and transport. Further
consolidation and refinement has been achieved in the subsequent Spending
Reviews. SR2004 saw the abandonment of value for money targets and Service
Delivery Agreements which often conflicted with departments’ other PSA targets.
PSA standards were also introduced for continued monitoring of a department
when a PSA target had been achieved. As a response to the changing economic
circumstances the government undertook another Comprehensive Spending
Review in 2007 and published a new set of PSAs to cover the period from 2008
to 2011 with each PSA being underpinned by a single Delivery Agreement
shared across all contributing departments. Along with these PSAs the
government also published a Service Transformation Agreement, which detailed
the new set of targets and underpinned the delivery of the new PSA framework
by setting out the Government's vision for building services around the citizen
and specific actions for each department in taking forward this agenda. The

specific situation in each key area of the public sector will now be considered.

Performance management in the health sector has a very long history stretching
back to the Florence Nightingale’s 1863 analysis of hospital mortality rates. More
recently the first set of efficiency targets was published in 1981. The more
Substantive Patient's Charter was published by the then Conservative
government in 1991 and all the Labour government's target setting has impacted
significantly on the health sector. From 2001 there has been an annual ranking

System for every health care organisation which relate directly to the objectives
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published in the PSA targets. Surprisingly clinical indicators form only a small
part of the whole balanced scorecard that is used to assess the organisation.
Strong managerial incentives were also introduced to discourage
underperformance which have been criticised, in some instances, as resulting in
excessive pressure placed on health service staff (Bevan and Hood, 2006).
There have however been indisputable improvements in performance within the

healthcare sector in the areas were targets have been set, for example in waiting

times.

The current health sector inspection body in England is called the Care Quality
Commission who have recently superseded the Healthcare Commission. Data
published in the outgoing Healthcare Commission Annual Health Check 2006 -
09 indicates that there are currently 47 underperforming English health trusts and
consequently the Care Quality Commission has been given additional powers to
take over the management of, or ultimately close, underachieving trusts. The
report did generally show improving standards across the health service. The
most notable achievements being the fact that most patients in England received
hospital treatment within 18 weeks of referral and that 98% of the 19 million
patients who attended accident and emergency departments waited Iess than 4
hours. There were, however, significant regional variations, with trusts in London

performing particularly poorly on patient satisfaction with appointments and

opening times. Fewer mental health, acute and specialists trust were rated

excellent and the number of operations cancelled rose for the second
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consecutive year. Hence it can be seen that there is not a clear picture regarding
the effectiveness of performance management within the United Kingdom health

sector.

Published performance data has been a feature of the education sector since the
publication of school league tables, based on pupils’ exam performance, by the
Conservative government in the 1990s.This ranking of school and college
performance has continued to be a key feature of all subsequent educational
inspection and target setting regimes; however the centralised publication of
league tables has been phased out. Specific legislation relating to the
performance management of school teachers in England was enacted in 2006.
The Education (School Teacher Performance Management) (Engiland)
Regulations 2006 placed several obligations on schools regarding the
performance management of their staff. The governing body is required to
establish a written performance management policy which outlines the link
between staff performance management and school self evaluation and
developmental planning. After some initial resistance to this legislation the
National Union of Teachers adopted a pragmatic approach and offered schools

and its members some practical advice on how to work with the incoming

legislation.

Performance indicators were first introduced into the UK Higher Education sector

In 1999 and this followed a recommendation in the report of the National
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Committee of Inquiry into Higher Education (the Dearing report) 1997. Since
1999 performance indicators have been published, initially by the four UK funding

bodies and since 2002 / 2003 by the Higher Education Statistics Agency (HESA),

In the following areas:-

* Widening Participation Indicators
This' is designed to measure the access to higher education
amongst under represented groups within the UK population;
Including the proportion of students coming from state schools or
colleges, the proportion of students coming from specified socio
economic classes, the proportion of students coming from low-
participation neighbourhoods and the proportion of students who

are in receipt of Disabled Students’ Allowance.

* Non- Continuation Indicators
This includes both the proportion of students who do not continue
beyond the first year at an institution and the projected completion
rates based on current movement of students between years of

study.

* Employment of Graduates

This is the proportion of graduates who are employed or

undertaking further study six months after graduation based on the
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Destinations of Leavers in Higher Education survey.

* Research output
In the UK the Research Assessment Exercise has been held every
four or five years and is designed to measure the quality of the
research output from an institution. The annual performance
indicator produced by HESA is designed to compliment this by
providing additional information on the quantity of research output
relative to the resources consumed. A new methodology for is
currently being developed called the Research Excellence

Framework which is likely to be far more based on the use of data

and performance measures,

The data is based on the HESA student record and surveys of students who are

residents of the UK and studying undergraduate programmes. The majority of the
Indicators are separately presented for young (under the age of 21) and mature
students. The introduction of these performance indicators was designed to
Support greater public accountability within the higher education sector and to
provide robust data for policy making at both national and institutional level. In
addition to the raw data, adjusted sector benchmarks and location-adjusted
benchmarks are produced which can be used to judge how well an institution is
performing in comparison with the Higher Education sector as a whole and to

decide whether a meaningful comparison can be made between different

10
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institutions.

Since their introduction these performance indicators have been the subject of
much discussion, debate and criticism from within the higher education sector,
from the funding bodies, from parliament and from other stakeholders. The major
criticisms revolved around the lack of clear targets and hence the lack of a view
as to if performance is considered to be good or not. Questions were also raised
as to how valuable are the lessons that have been learned in comparison to the
cost of data collection and whether individual institutions have responded to the
performance monitoring and if so, how? Also a level of concern has been
expressed about the cultural shift that these indicators represent and the possible
unintended behavioural consequences that have been experienced by therr
introduction. In order to address these concerns a review of the performance
indicators was launched in 2006 by the funding bodies however within the
consultation paper they did prejudge the outcome some what by stating that they

did not envisage making wholesale changes.

The review consulted all higher education institutions within the UK together with
a range of other stakeholders including all the UK devolved governments; several
departments within the Westminster administration, the Universities and Colleges
Admissions Service, representative organisations for schools and colleges,
representative organisations covering equality and diversity, staff, students,

media and professional bodies amongst others. The consultation document

11
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posed twenty questions relating to the performance indicators generally covering

the themes of: -

* EXxisting indicators

* Proposals for new indicators
* Changes to benchmarks

* Sector summaries

* (General presentation and interpretation

Approximately 100 responses to the consultation were received, which were
mainly positive, these were considered and in June 2007 the funding bodies
published their outcomes and decisions. As expected it was recommended that
no Indicators should be drooped at present but some extensions to existing
indicators as well as possible new ones in related areas were suggested. On the
whole the respondents were happy with the indicators and found the benchmarks
helpful. The transfer of the indicators to HESA was also considered a positive
step as it meant that the indicators are available sooner than previously was the
case. The new Research Evaluation Framework will make much greater use of
performance data when establishing research performance. Consequently higher
education staff are having to work within a much more formalised performance
measurement framework than previously experienced and the likely focus on
performance metrics is becoming the subject of much debate within the both

academic and managerial communities.

12
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Like the remainder of the public sector the police service has been subject to the

performance management regimes previously discussed. Recently the Home

Secretary published the Policing Green Paper titled 'From the neighbourhood to
the national: policing our communities together' on 17 July 2008. This was
followed by the publication of a summary of the responses and next steps on the
Policing Green Paper entitled “From the Neighbourhood to the National, Policing

our Communities Together” on 28 November 2008 following the completion of
the consultation period. The Green Paper sets out the government's vision for
the future of policing and includes, amongst other things, new measures
designed to increase public confidence in the police and give the public a greater

say in how their communities are policed.

It is clear to see from the foregoing discussion that performance management
across the majority of the UK public sector has been a key feature of government

for a number of years, across both the major political parties.

13
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1.2 Scope

Within this research project both quantitative and qualitative methodologies have

been employed in order to provide as broad an analysis of the situation as

possible. The qualitative methodologies employed include a literature review, in

order to establish the theoretical background for the introduction of public sector
performance management, and interviews with the key decision makers, to
establish the views on the choice of indicators and implementation procedures
selected. The quantitative methodologies are based around a survey of the users
of the performance management systems to ascertain their views as to the

usefulness and effectiveness of the systems and the associated procedures.

The intention was to access as many public sector organisations as possible to
provide a statistically valid and Hwide ranging analysis of the issues under
consideration. The organisations were identified from a web based analysis of
the sector utilising the online open government information together with
Individual organisations’ websites. The chief executive, or equivalent, of each
identified organisation was contacted initially by email and each respondent was
then contacted again by telephone for a semi-structured interview. During these
Interviews the initial ideas developed during the literature review were tested and
the views of the respondent in relation to the issues under consideration were

gathered. Also during these interviews, permission was gained to undertake the
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online survey with their staff. An online survey was then developed, taking into
account the interview responses and this was sent out to all the staff in each of
the participating organisations by the interviewee. This method helped to ensure

a good level of patticipation in the survey from as broad a spectrum of staff as

possible.

Obviously the main reason for introducing performance measurement systems is
to improve the management of performance and ultimately the quality of the
service; if this is not achieved and the performance measures merely provide a
historical reporting tool then much of the potential benefits are lost. Consequently
It was intended that this research assessed the effectiveness of these measures.
There are also uncertainties regarding the legal implications of the introduction of
performance indicators on an employee’s contractual arrangement and these are

explored too within the literature review.

Another issue that was considered within this study was the intended and
unintended behavioural impacts that performance measurement can initiate and
how these can be managed. In addition attention has been given to the potential

conflicts that may occur with other organisational priorities and assessment

exercises.
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1.3 Research Objectives

The main aim of this research was to study and assesses of the effectiveness of

the performance management systems employed within the United Kingdom

Public Sector. However addressing this key Qquestion also raised the
supplementary issue of the potential dysfunctional consequences that may be
experienced from implementing and using these systems. To fully consider this
Issue it has been considered from two perspectives. The external perspective
took into account the wider environmental context in which the organisation is
operating whereas the internal perspective considered the issues from the view

or the organisation itself, its management and the staff operating within the

organisation.

From the external view the key issue considered was whether there had been an
Improvement in public sector performance since the introduction of performance
management. There is a wide range of published secondary data that has been
utilised for initial analysis and for cross-referencing with the primary data
gathered directly from the organisations using the main data collection

instrument. The internal view attempted to ascertain what the elements of

effective performance management are with reference to several of the key

'éported organisational issues and managerial tools that are available. When
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both the internal and external perspectives were taken in to consideration the
research addressed the overall use of Performance Management techniques
within the United Kingdom public sector and considered if they have had an
overall beneficial impact. Plus the effectiveness and efficiency of these

techniques along with the key influencing factors are considered.

Hence the research can be summarised by the overall objective: -

"‘Has the increased use of Performance Management techniques within the

United Kingdom public sector had an overall beneficial impact?”

Within the study this major research objective has been considered from two
different perspectives. Firstly the issue of effectiveness is considered by
exploring the items that contribute to an overall improvement in service quality.

Secondly service delivery efficiency is considered from the view of various key

stakeholders including the organisation, the employees and the key service users

Or customers.

The main research objective assesses of the effectiveness of the performance
measures and implementation processes chosen. However addressing this key
question also raises the supplementary issue of the potential dysfunctional

consequences that may be experienced from implementing and using these
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measures. To address the overall research objective two complimentary research

questions have been framed which address the research objective from either

the external or internal viewpoint.

From the external point of view the question is: -

1 Has there been an improvement in public sector performance since the

introduction of performance management systems?

Whereas taking the internal view into account the question is: -

2 What are the elements of effective performance management?

These main questions have been further broken down into several research

hypotheses.
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1.4 Rationale for the Study

The initial motivation for the study lay in the author's experience of being a public

sector manager for a number of years and experiencing the government's

performance management regimes first hand. Many positive and negative
aspects were observed and the author wanted to attempt to ascertain whether

the overall impact of performance management had been beneficial for the public

sector in an academically rigorous study.

Diamond (2005) emphasises the move towards the widespread use of
performance management within the public sectors of OECD countries together
with the general belief that the use improves decision making and resource
utilisation. Definite benefits from the use of Performance Management in the
public sector are claimed by several authors (Moullin,2007; Kelman, 2005) but
also the issues of unintended consequences and “gaming” are considered
(Verbeeten, 2008; Bevan and Hood, 2006; Hood and Lodge, 2006; Hume and
Wright, 2006; Propper and Wilson, 2003; Leeuw, 1996). Specific models for the
effective use of performance management in the public sector are postulated by
many authors (Walker, 2008b; Latham, 2008; Pongatichat and Johnston, 2008;
Walker, 2008a & b; Bilgin, 2007; Broad et al., 2007; Davenport et al., 2007;
Flynn, 2007; Loewy and Bailey, 2007; Marr, 2007; Vigoda-Gadot, 2007; Patel,

2005; Dunleavy et al., 2006: Greiling, 2006; Griffiths, 2006; Holzer and Kloby,
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2005; Modell, 2004; Ingram and McDonnell, 1996) and other relevant general
developments and recommendations within the field of performance
management are discussed (Goodchild, 2005; Wall, 2005; Watt, 2005; Hood,

2004; Grote, 2000; Van Peursem et al., 1995).

In order to address the specific research question three key dimensions were
selected for research. The first of these considered the association between
organisational performance and central government administration of the
performance management system. Secondly the relationship between
organisational performance and user expectations was considered and finally the

legal basis for performance management was explored within the literature.

Supplementary to this area of study it was also decided to attempt to ascertain
the elements of effective performance management. Four dimensions were
selected for this internal analysis. The first of these was the relationship between
organisational leadership and effective performance management. Secondly the
relationship between the management information system in use within the
organisation and performance management effectiveness was explored. Next the

importance of staff motivation and. finally the organisational structure were

considered.

Performance management effectiveness was assessed from a variety of aspects.

These aspects considered the views of the organisations’ service users and the
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employees on the quality of the service that the organisation delivers.
Organisational culture was also explored in this context by considering the
mission of the organisation and its ability to learn and grow. Finally there is a
large amount of published secondary data available for many public sector

organisations and this was triangulated with the primary quantitative data and the

qualitative data to further verify the results obtained.

Building on the work of Moynihan and Pandey, 2005; and Boyne, 2002 this
research study will develop a theoretical model for consideration of the impact of
performance management within the United Kingdom public sector. Within the
model two key theoretical relationships will be proposed between the overall
research objective and the two key research questions. The two key research
questions will e%plore the theoretical relationship with respect to the external

perspective and the internal perspective.

There are various policy implications to be drawn from this research. It will be
proposed that there is a majority consensus that effective performance
management and improved services to users are closely connected within the

public sector. There are also some clear indications as to what contributes to

effective performance management within the public sector.
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1.5 Methodology

The initial step in designing the research methodology for this study was the
development of a theoretical model which encompassed the key aspects of
public sector performance management from both an external and internal
perspective. In order to develop this model a literature review was undertaken
which incorporated the key areas of performance management research, the
behavioural impact of performance management, public sector performance
management specifically, the legal implications of performance management,

staff motivation, leadership styles, organisational structure and culture and

management information systems amongst others.

Once the theoretical basis for the study was established then the population for
the study was obtained by determining the range of organisations within the
United Kingdom public sector who were each contacted to ascertain if they
Wished to participate in the study. The positively responding sample of the total
population of public sector organisations were then contacted again and a
member of their senior management was interviewed to both test the theoretical
background for the study and to commence the development of the data

Collection instrument. Following these initial interviews the data collection

instrument was developed and piloted within a small selection of participating

organisations. This piloting exercise led to some minor revisions of the data
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collection instrument prior to issuing it to each participating organisation for

circulation around its staff and collection of the responses.

Once the primary data collection had been completed the secondary data was

collected from the published sources and inputted in a statistical analysis

package along with the primary data to support the data analysis stage. The data

analysis involved exploring the data in relation to each individual variable and
then considering any correlation relationships that may exist within the

conceptual framework.

1.6 Structure of the Thesis

The overall structure of this thesis is as follows. This introductory chapter
provides the background to the research, key research objectives and questions,
outlines the rational for the study and the methodology applied in addition to this
brief description of the thesis structure. The literature review is the second
Chapter and aims to contextualise this study in the light of previous research into
the area of the study and related areas. The third chapter describes the
conceptual framework employed within the study and discusses the research
objective, research questions, research hypotheses, research variables and their

relationships. Chapter four explains the methodology employed in undertaking
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the study. An overview of the research philosophy is presented prior to
discussing the research methodology employed, the sampling principles and
methods, the data collection theory and practice and the data analysis
methodology utilised. In chapter five the data analysis is conducted and
presented. The sixth chapter presents the discussion and findings of this
research in relation to the hypotheses examined. Chapter seven is the final
chapter and presents the overall conclusions that can be drawn from the study; in

this chapter the major findings of the study are reported and the research

contribution and policy implications of the study are discussed.
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CHAPTER TWO: LITERATURE REVIEW

2.1 Introduction

This chapter aims to provide a review of the academic literature in the field of
Performance Management covering its history, development, behavioural impact,
its use in the public sector and the legal implications of its use. Also included in
this chapter is an overview of the key literature in the related fields of staff
motivation, leadership style, organisational structure, management information
systems and business process re-engineering. Having explored the social and
political context for this study in the previous chapter this chapter aims to firmly
ground this research in the relevant fields of previous academic study. The

chapter concludes with a literature summary that draws together the main

themes identified as relevant to this study highlighting the academic theories

relevant to this research.
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2.2 Early Performance Management Research

Performance Management was defined by Amaratunga and Baldry, (2002) as:
‘the use of performance management information to effect positive change in
organisational culture, systems and processes, by helping to set agreed-upon
performance goals, allocating and prioritising resources, informing managers to
either confirm or change current policy or programme directions to meet those
goals, and sharing results of performance in pursuing those goals”. Ideally this

should lead to a continuous cycle of goal clarification leading to individual

objectives and performance targets (Busi and Bititci, 2006).

Academic study into the broad area of Performance Management came to
prominence towards the end of the 1980s (Johnson, 1987; Lynch, 1991; Lebas,
1995; Eccles 1991; Kaplan, 1996; EFQM, 1999; Thorpe, 2004). Much research
has been undertaken since this time in a variety of areas including: logistics
management, marketing, human resources management and operations
Mmanagement; which has also lead to a range of papers, research projects,
commercial tools etc. Neely (1999) states that between 1994 and 1996, 3615
performance management articles were published together with 26 books in
1996 in the USA alone and it continues to be one of the most popular areas for
academic research today. Franco (2003) have also reinforced that this level of

Interest continues however there has been a shift from developing models and
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frameworks capable of providing a balanced set of measures, through their

implementation, to how they are used in practice.

Neely (2005) classifies five broad phases of performance management
development; problem identification, frameworks, methods of application,
empirical investigation, and theoretical verification. However it has been
suggested that the multi-disciplinary nature of performance management
research has hindered developments in the field (Marr and Schinuma, 2003 and

Neely, 2002) and this has been reinforced by the reluctance of academics to

move beyond traditional boundaries when considering the topic (Neely, 1999).

Busi and Bititci (2006) propose that the early studies are now loosing their
relevance in today's collaborative industrial context since the majority of studies
In the field of performance management tended to focus on single enterprises
and their internal systems (eg. Beamon ,1999; Neely et al., 1995). Current
research in this area has a much more applied focus and has echoed
performance management practice development (Thorpe and Beasley, 2004;
Bourne, 2003; Korpela et al., 2001). This theory / practice divide is being closed
by the growing use of action research, constructive research and case study
methodologies (Hill et al, 1999: Vafidis, 2002). This research builds on previous
knowledge and places the research within context (Korpela, 1994, Valfadis,
2002, Lukka, 2003; Coughlan and Coughlan, 2002). This contextualisation is

further developed by researchers who are using professional and practitioner
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journal articles when preparing their literature reviews as suggested by Rowley
and Slack (2004). Radnor and Barnes (2007) present a comprehensive overview
of the development of performance measurement and management in operations
management. This initial section of the literature review charts the development
of performance management research since it first came to prominence in the

1980s and outlines the development of academic thinking in his area.

2.3 Performance Management Development

The growth of performance management is characterised by Butler (2004) as a
move away from Taylorism to a new production paradigm which covers the three
Interrelated fields of production management, work organisation and employee
relations. The move towards market discipline within the public sector is
documented by (Korac-Boisvert and Kouzmin, 1995) and this has been

Characterised as the adoption of the Economic Rationalist mindset by various

authors including Habermas (1975) and Offe (1984).

This has led to a growth and evolution of public sector performance management
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as documented by many authors (Rampersad, 2008; Francis, 2007; Franco-
Santos, 2007; Lettice and McCraken, 2007; Oke et al., 2007; Rao, 2007; De Toni
et al,, 2007; Sasson et al, 2006; Latham et al., 2005; Schreurs and Moreau, 2005
and 2006; Lawrie and Cobbold, 2004: Li et al., 2005; Neely et al., 2005; Sousa et
al., 2005; O’Kane, 2004; Ogilvie, 2004; St-Pierre and Raymond, 2004; de Waal,
2004; Wilson, 2004: Bourne , 2003; Lawler, 2003; Soltani, 2003; Verweire, 2003;
Glendinning, 2002; Sharif, 2002; Smith and Goddard, 2002; Townley, 2002;
McGiriffy, 2001; Otley and Fakiolas, 2000; Radzikowski, Tanenhaus and Asem,
2000; 1998; Taylor et al., 1998; Presley et al., 1997; Uday et al., 1997, Stabler,
1996; Jones, 1995; Samuel et al, 1995; Waldman, 1994a & b). The link between
performance management and human resources management is stressed by
various authors (Ashton and Sung, 2002; Rodriguez et al., 2002; Barretteand
Ouellette, 2000; Taylor and Pierce, 1999; Cannon, 1992; Beer and Ruh, 1976)

and the importance of employee autonomy is postulated by Applebaum et al.

(2000).

Employee relations and behavioural responses to management initiatives are
considered by several authors (Delgado Pina et al., 2008; Sui-PPheng and Khoo,
2001; Pickett, 1998; Hultman, 1988), de Waal (2006) stresses the importance of
taking cultural factors into consideration and Anger (2006) highlights the
Influence that emotion has within organisations, with both stressing that these
factors should be taken into account when designing any performance

management system. The issue of organisational and individual gaming as a
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response to performance management initiatives is discussed by Radnor (2008)
who postulates a typology for gaming. The link between performance
management and team working is considered by several authors (Rajagopal,
2008; Rodley et al., 2006; van Vijfeijken et al., 2006; Stevens and Campion,
1999).The influence of psychological contract on performance management is
discussed by Davila (2007). De Waal (2006) goes on to recommend the
demarcation into internal performance management systems and external

performance reporting systems. The tension between performance management

and an employee’s work life balance are discussed by White (2003).

Implementation strategies for performance management systems have been
studied by several authors (Ariyachandra, 2008; Major et al., 2007; Watkins,
2007; Wiesner et al., 2007; Lyons, 2006; Bititchi et al., 2005; Zhao, 2005; Liu,
2004; London et al., 2004; Turner et al., 2003; White et al., 2003; Bourne et al.,
2002; Loch and Tapper, 2002; Otley and Fakiolas , 2000; De Toni and Tonchia,
1996; Bruce, 1992; Marien, 1992). Links between performance management and
total quality management, specifically the Six Sigma, approach have been
explored by Llorens-Montes and Molina (2006). The need for processes to
ensure the continuous alignment between the performance management system
and strategy are presented by Bourne et al. (2000). The relationships between
those involved in the implementation of performance management and the
organisation’s staff are purported to be key to successful implementation by

Bertrand (2008) and Auden et al. (2006). Bititchi et al. (2006) explore the
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relationship between performance measurement, management styles and
organisational culture using case studies and action research concluding that
management styles will need to adapt to the use of performance management
and the commitment and diversity of the senior management team is identified as
a key factor by Carson et al (2004). National Culture and its relationship to
performance management is considered by Tsang (2007) and Yu and Zhou
(2003). Leadership is presented as a critical if unpredictable factor by Rabey

(2005) and the importance of managerial optimism is stressed by Green et al.

(2004).

Areas of dissatisfaction with current performance management systems and
techniques are considered by several authors (Aguinis et al., 2008; Franceschini,
2008; Radnor, 2008: Cheng et al, 2007; Garengo, 2007; Johnston, 2005; Hood
and Lodge, 2006; Nankervis, 2006: Pidd, 2005). Also several authors go on to
recommend improvements and revisions to the performance management
regimes that they have studied (Chowdhary et al, 2006; Lassaad et al., 2006;
Saccani et al., 2006; Andersen et al., 2004; den Hartog et al., 2004; Jeng, 2004,
Kleingeld et al., 2004; Neely et al., 2000; Flapper et al, 1996). In response to this
dissatisfaction Cassidy (1997) proposes an alternative performance management
model based on chaos theory whereas Medina-Borja et al. (2007) and Casu et al
(2005) offer data envelope analysis as a potential performance management
development. Other alternative proposals for mode! development and analysis

aré postulated by several researchers (Frolic and Ariyachandra, 2006; Shih et al.,
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2006).

A few authors have looked at ambitious attempts to utilise performance

management across supply chains (Giannakis, 2007; Chan, 2006; Ren et al.,

2006; Yildirim and Bititci, 2006). Also others have considered extended
enterprises (Bitichi and Mendibil, 2005, Folan and Browne, 2004);
interdisciplinary  environments (Robinson, 2005) and in multinational

organisations (Buscoa, 2008; Doeringer, 2003).

Initially the research activity in the field of performance management lead to
many frameworks designed to support the development of systems. Folan and
Brown (2004) list 32 recommendations for framework development and design
taken from the research to date and continue to categorise frameworks as either
procedural or structural. Procedural frameworks are those that offer a process for
developing measures from a strategy. These are outlined by Sink & Tuttle (1989);
Ten-step mode! (Lynch and Cross, 1991a); Wisner and Fawcett (1991); Kaydos

(1991); and SME performance measurement framework (Hudson et al, 2001).

Structural frameworks alternatively give a structure for performance measure
management. There are considerably more of these types of framework
available: performance measurement matrix (Keegan et al, 1999); performance
measurement systems models (Lockamy llI, 1991); results and determinants
framework (Fitzgerald et al, 1991); Brown’s framework (Brown, 1996); Internal /

external configuration time framework (Azzone, 1991); AMBITE performance
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measurement cube (Bradley ,1996); performance pyramid (Lynch and Cross,
1991b); Performance prism (Neely et al, 2002); frameworks for muiti-national
companies (Yeniyurt, 2003); and, integrated performance measurement

framework (Rouse and Putterill, 2003).

As a contrast to performance management frameworks there has been limited
academic development of full performance management systems. Most systems
have been developed by individual companies with reference to best practice
and, in a few instances, the above frameworks. However it has been
recommended that a successful system needs to combine both procedural and
structural frameworks (Folan and Brown, 2004). Recent research has focused on
case studies of these organisationally developed systems (de Waal and Coevert,
2007; Manville, 2007; Nilsson and Kald, 2005). The three most well used
academically developed performance management systems are: the balanced
scorecard performance management system (Kaplan and Norton, 1992);
Business Process Reengineering performance management system (Bradley,
1996); and, Medori and Steeple’s performance management system (2000).
Other models have been developed more recently (Bento and Ferreira White,

2006; Lee et al, 2005) but these have yet to be fully tested in practice.

Much recent research has pointed to what Busi and Bititci (2006) refer to as a
‘revolution” in performance measurement. This has resulted in progression from

merely performance measurement data collection to true performance
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management, were significant use is made of this data (Schmitz and Platts,
2004; Otley, 1999). Originally the focus was on performance measurement
Where various efficiency and motivational gains were claimed from the
compilation of appropriate metrics (Neely et al, 1995; Waggoner et al, 1999).
However in practice these potential benefits are often not realised as the
measures are misused or not used at all. In order to ensure that these gains are
achieved then organisations have to make full, proactive, use of these measures.
Various papers have indicated that in practice organisations are generally not
satisfied with purely performance measurement systems (lttner and Larcker,
1998, Eccles, 1991), Holmberg (2000) considers that the main issue is a lack of
connectivity between strategy and performance measurement and Beamon,
(1999) pointed out that performance measures need to be carefully selected to
allow for a more rigorous analysis. The appreciation of the strategic importance

of this area still needs to be fully developed (Atkinson et al, 1997; Keebler et al,

1999; Eccles, 1991: Vitale and Mavrinac, 1995).

Some of the biggest challenges facing most managers relate to managing multi-
disciplinary teams (Bruce et al. 1995) and as this type of organisation becomes
moré common, particularly as the use of communications technology rapidly
expands (Patterson et al., 2003; Bowersox and Daugherty, 1995), performance
management theories need to respond to this. Macbryde and Mendibil (2003)
have recommended that process measures, teaming measures and team

management measures are used. Folan and Brown (2004) predict that the
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external environment will be the next big frontier and there is likely to be a
consequent increase in inter-organisational performance management
developments. To date much of the research in this area has focused on the
supply chain (Beamon, 1998). However Holmberg (2000) has suggested that a
lack of systems thinking has been inherent within supply chain performance
management design and development. Various researchers have proposed
supply chain performance management frameworks (van Hoek, 1998; Beaumon,
1999; Lapide, 2000; Dreyer, 2000; Basu, 2001; and, Can and Qi, 2003) and
some have attempted to extend intra-organisational frameworks beyond single

organisations (Cravans et al. 2000; Kaplan and Norton, 1996).

Another area of development necessary for performance measurement to allow
for effective performance management is the move from lagging to leading
operational control (Amaratunga and Baldry, 2002). New performance
management terminology is evolving including “proactive” and ‘“passive’
performance management, “feedback” and “feedforward” control, and “leading”
and “lagging” measures (Busi and Bititci ,2006). The implication is that
Improvement actions can be taken before corrective actions are required due to
an enhanced understanding of current and future events (Holmber, 2000;
Schmitz and Platts, 2004). To be really of practical benefit performance
management needs to develop a process that monitors the operational

environment and then instigates actions which can impact business direction

(Yeniyurt, 2003; Bititci et al, 2003).
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Taking on the challenges outlined in the previous paragraphs Anderson et al

(2006) have proposed a holistic performance management. framework linking
stakeholder strategy, customer flow, physical layout, market segmentation,
relationship building, business processes, supply chain management,
organisation, roles, competence, performance measurement, incentives, values,

culture and value creation. In this framework each element of the framework is a

‘science” in its own right, but also interacts with the other aspects.

This section of the review has explored the growth of performance measurement

and management techniques and utilisation theories since their initial introduction

within organisations. Various frameworks have been considered including the
landmark balanced scorecard model. Also within this section the issue of

unintended and dysfunctional consequences has been introduced.

2.4 Behavioural Impact of Performance Management

As the use of performance measures for small teams and specific individuals has
grown there have been subsequent noticeable behavioural impacts (Ukko et al.,
2007). Neely et al (1997) point out that any system measuring human behaviour

Will lead to changes in this behaviour. Performance measurement systems direct
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employees’ attention to areas which are important to the company by connecting
objectives to their activities (Martinez; 2005). It has been suggested that
performance measurement is a useful tool for the communication of a vision to

the whole organisation (Kaplan and Norton, 1996) and that organisational culture,
management styles and performance measurement are all interlinked (Bititci et
at, 2004). Conversely Bourne et al. (2002) noted that an organisation’s culture

will also have an impact on the performance management process.

In their study of the differences between highly performing and average-
performing business units within the same organisation, Bourne et al. (2005)

offered the following key features of the highly performing units: -

* Sophisticated use of measures

* The managers discuss their operational model and explain how operation,

people and performance interact

* Performance management information is used interactively and
communicated both in formally and informally The managers use multiple
source of data from different factors before taking action

* Performance measurement is not the main source of control

This is reinforced by Evans (2004) who links higher performance with well
developed performance measurement systems and more considered statistical

analysis of results. Ittner and Larcker (2003) also highlight the importance of

37



Chapter Two Literature Review

translating the raw data into a user-friendly format so that individuals and teams
are aware of the performance expectations specifically applicable to themselves

and any improvement actions that may be required.

Various development and implementation models have been postulated in the
performance management literature (Kaplan and Norton, 1996; Lynch and Cross,
1995; Olve et al., 1999; Simons, 2000; Tenhunen et al., 2002; Toivanen, 2001)
and in the majority of these systems or models the initial starting point has been
corporate vision or strategy. However alternative inductive or “bottom up”
approaches have been taken by Lonnqvist (2002) and Rautajoki (1995) where
significant behavioural impacts have been noted. Ukko et al. (2007) suggest that
the most important aspect when launching a new performance management
system is early and powerful marketing of the new system to affected staff, linked
closely to clear communication of what purposes that the new system will be

used for.

Unintended and dysfunctional consequences resulting from the introduction of
performance management systems have been documented by a number of
authors (Brown, 2005; Karsten et al, 2001). The concept of “working the system”

has been noted by Radnor and McGuire (2004) and de Waal (2002) states that
for organisations to make performance management successful then they must
embrace them on a behavioural as well as an operational level. The importance

of feedback has been stressed (London and Smither, 2002) and the behavioural
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Impact of performance management on teams has been analysed (Brumback,

2003; Senior and Swailes, 2004). Recent work has also considered the different

impacts of performance management on the genders (Mahony et al, 2004).

Action research has been proposed as a logical extension of the research in this
field and it has been postulated that it would be helpful to undertake an approach
o some relevant case study work where the researcher is actively involved in
bringing about changes in the organisations under investigation, while using the
change process to collect experiences and develop new insights (Andersen et al
2006). For the process to be ultimately successful it is important that employees
from the organisations should be active participants in all phases of the work, and
Collaboration needs to be the key element (Andersen et al 2006). It is
recommended that any business process shortcomings identified could be
addressed by developing improvements, for the purpose of improving the
performance of the business processes (as described in Winter, 1989). Also as
previously stated it should be an objective that the learning processes should
continue after the research has been completed, in line with action research

recommendations (Elden and Chisholm, 1993).

Action research has been used within the social sciences since the 1940s és an
appropriate research tool which helps to combine theory and practice through the
process of reflection (Hult and Lennung, 1978; Susman and Evered, 1978;

Rapoport, 1970; Lewin, 1946). It is claimed that action research helps in both
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problem solving and expands academic knowledge in addition to enhancing
participant competencies (Hult and Lennung, 1978). Since it is performed
collaboratively in a “real” situation it allows feedback to be utilised as part of a
cyclical process which is aimed at providing an increased understanding of the

particular social situation (Hult and Lennung, 1978).

In order to undertake these tasks (Andersen et al 2006) recommend that the

following methodological elements are employed:

* Interviews with all employees of the relevant organisational functions

* Observation of employees' interaction with internal and external customers

In meetings and other situations
* Interviews with internal and external customers

* Interviews with internal and external customers who had not been in

contact with the relevant functions in a while;

* performance measurement of some key factors

* group work among the employees to analyse problem areas and develop
Improvements

* the use of tools like business process analysis, root cause analysis, and

similar techniques to shed light on problem areas.

Any potential performance management implementation and use model that is
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postulated must be comprehensive across all functional areas and include
financial, business processes, customer satisfaction and innovation measures.
MacStravic (1999) suggests that the measurement system should incorporate
both success and survival metrics to maintain a balanced, long term view of the
organisation rather than merely short term successes. There is evidence that the
development of comprehensive and appropriate measures can be beneficial to

the organisation in its own right (Mwita, 2000).

Obviously the measures selected must be appropriate to the position and level of
the# specific individual or team that is being performance managed at that
particular time. It is vital that these measures are regularly monitored and the
outcomes are the responsibility of a specific individual (Mwita, 2000). A figure of
between seven and nine key performance measures appears to be appropriate
for most individuals or teams to help motivate them to deliver the target
performance (Mwita, 2000). Linkages between measures should be mapped
across the organisation and through the levels within the organisation to ensure

full integration and to support operational, tactical and strategic decision making.

The process of collecting data is critical to its integrity and can be very resource
Intensive consequently it is very important that the data requirements of each
measure are specifically defined. Once this has been done then cost effective
processes for collecting and storing this data can be developed (MacStravic,

1999). Once the raw data is collected it needs to be analysed with a view to
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answering the questions that the measure is designed to address. The analysis
of the performance measures then need to be presented in a simple, relevant,
trustworthy and preferably visual manner so that the priority questions can be
answered (MacStravic, 1999). The most important stages in the performance
management process then follow, namely the interpretation of the measures and
the application of key decisions to improve performance, together with the
monitoring for any unintended consequences. It is vital that decision makers can

draw accurate conclusions about what is really happening in relation to each
desired outcome and what action is required to improve the organisations

performance in that area (Winter, 1989).

A generic performance management framework has been developed by
Andersen et al (20068) which enconipass most of the major areas of activity but
the implementation process, linkages and monitoring regime need to be further
developed. No matter how the model is structured though the tendency to collect

"a fragmented and complex set of information” (Wisniewski and Stewart, 2004)

needs to be avoided.

Whilst the actual structure of the performance management model is relevant the
implementation and monitoring processes are probably of greater importance. If
the desired outcome of improved performance is to be achieved then staff
Support and involvement is vital (Mwita, 2000). The implementation of a

performance management system is just like any other change project; activities
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need to be coordinated, people need to be prepared and involved and systems
and process need to be integrated. The whole implementation process needs to
be planned like a project and should be only commenced when the organisation

has a clear view of what success will look like (Andersen et al, 2006).

Chan (2004) lists eight factors that are necessary for successful performance

management implementation, as follows: -

1. top management commitment and leadership buy-in;

2. departmental, middle manager and employee participation and buy-in;
3. culture of performance excellence;

4. training and education;

5. keeping it relatively simple and easy to use and understand;

6. clarity of vision, strategy and outcome;

7. link of performance management system to incentive; and

8. resources to implement system.

If sufficient resources can be made available to adequately develop the
measures and an effective monitoring system can be established then a
comprehensive staff training programme can be utilised to develop their

engagement.

Andersen et al (2006) also propose the expansion of the performance
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management system beyond the individual organisation to encompass the work
of partners, suppliers that the process by taking into account some of the more
recent areas of strategic management development and collaborative working.
The drive towards more sustainable customer relationships has lead to the
development of theories such as Customer Focused Strategy (Vandermerwe,
2004), which in turn has lead to the development of collaborative enterprises
which go beyond the single organisation. It is suggested that much can be
learned from the fields of Construction Project Management and Film Production
In this respect since the creation of new multidisciplinary project teams consisting
of participants from a multitude of organisations is commonplace within these
sectors. Within this section the behavioural impact of performance management

has been further explored and the issue of gaming has been introduced.

2.5 Public Sector Performance Management

Diamond (2005) emphasises the move towards the widespread use of
performance management within the public sectors of OECD countries together

with the general belief that the use improves decision making and resource
utilisation. In addition it is argued that it increases the performance of employees
and “enhances credibility with taxpayers.” Specific limitations and suggested

solutions are also highlighted along with some specific “guidelines for using
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performance measures” (Diamond, 2005); these guidelines generally emphasise
the need for clarity, the need for alignment with the organisation’s mission, good
quality information and regular reviews of the measures. Moynihan and Pandey
(2005) stress the importance of support from both elected officials and the public
and Dealtry (2005) supports the importance of satisficing all the stakeholders,
whereas Yang (2008a) reiterates the importance of data credibility to
stakeholders and the use that stakeholders make of performance data is

explored by several writers (Pollitt, 2006; Boyne et al., 2002).

Definite benefits from the use of Performance Management in the public sector
are claimed by several authors (Moullin,2007; Kelman, 2005) but also the issues
of unintended consequences and “gaming” are considered (Verbeeten, 2008;
Bevan and Hood, 2006; Hood and Lodge, 2006; Hume and Wright, 2006;
Propper and Wilson, 2003; Leeuw, 1996). Specific models for the effective use of
performance management in the public sector are postulated by many authors
(Walker, 2008b; Latham, 2008; Pongatichat and Johnston, 2008; Walker, 2008a
& b; Bilgin, 2007; Broad et al., 2007; Davenport et al., 2007; Flynn, 2007; Loewy
and Bailey, 2007; Marr, 2007: Vigoda-Gadot, 2007; Patel, 2005; Dunleavy et al.,
2006; Greiling, 2006; Griffiths, 2006; Holzer and Kloby, 2005; Modell, 2004;
Ingram and McDonnell, 1996) and other relevant general developments and
recommendations within the field of performance management are discussed
(Goodchild, 2005: Nico et al., 2005; Wall, 2005: Watt, 2005; Hood, 2004; Grote,

2000; Van Peursem et al., 1993). The issue of the ethics of performance
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management is explored by Winstanley and Smith (1996).

The experience of the UK public sector is explored by several authors (Smith,

2006; Bach et al., 2005; McAdam, 2005) which highlights the increasing level of

resources that are being devoted to this activity and quotes the House of
Commons Public Administration Select Committee, (2003) stating “to many, it
seems that government by measurement has arrived”. Again within the UK Fulop
et al. (2000) state that whilst the concept of targets is generally considered to be
sound, within the English Healthcare Sector, the specific targets chosen lacked
credibility. Further work with the healthcare environment has been undertaken by
various researchers (Helm et al., 2007; Hendy et al., 2007; Maynard and Ayalew,
2007, Greener, 2005; Maynard, 2003; Gregg, 2002; Smith, 2002; Smith and
Barnes, 2000; Dawson et al., 2001; Zairi and Jarrar, 2001; Gent et al., 1998) and
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