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Part I

A Multidisciplinary Approach to
Performance Management



1
Introduction and Overview
Jacky Holloway and Richard Thorpe

Aims of this book

The overall aim of this book is to assemble a number of reviews of how
the key disciplines of management define and understand performance
management. Our purpose is to strengthen the development of theory
and through our collective efforts make a contribution to management
practice.

The case for such a publication is neatly summed up by Smith and
Goddard (in Chapter 9, below):

The literature on performance management is eclectic, diffuse and
confused. The definitive ‘general theory’ of performance manage-
ment remains elusive, and is unlikely ever to emerge. Important
contributions can be found in fields as diverse as strategy, organiza-
tional behaviour, operations management, industrial economics and
accountancy.

(2002, p. 253)

It will become clear from the large number of discipline and domain-
based chapters we present here (and yet more could have been included),
that ‘performance management’ is a phenomenon that is collectively
‘owned’ by the management research community. Before commen-
cing the project of producing this book, most authors intuitively made
a disproportionate claim for their discipline to have credit for our
understanding of the nature and effects of performance management.
We believed that such claims were at best unhelpful, and at worst
highly destructive. The end product has validated this belief, as what
have been revealed are shared theories, models and tools, as well as

3
R. Thorpe et al. (eds.), Performance Management
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4 Introduction andOverview

multidisciplinary perspectives that serve together in addressing organ-
isational problems. The project has elicited accounts of the evolution of
performance management within disciplines that show many common
roots (often originating in other social science disciplines that go back
many decades).

The contributions to the book also reveal a wide range of research
methods in use, with potential for greater benefit to be gained from
awareness of developments elsewhere in the broad domain of social sci-
ence. Apart from a limited number of theoreticians, for the foreseeable
future most management research will be judged against very explicit
expectations, for example, ‘relevance to user communities’, as well as
for high standards of academic rigour. What this book demonstrates is
the potential for all disciplines to benefit from an awareness of ‘what is
going on over the fence’ and for us to share useful theories and good
methodological practices with our nearest neighbours, for the collective
advantage of ‘management studies’ in general and as part of an evolving
social science.

Much of the popular literature that is aimed at practising managers
(generalists and functional specialists, senior and junior) is normative
and prescriptive. Often, it can be difficult for management research to
avoid exacerbating such tendencies, as many academics are genuinely
concerned to identify ‘what works’ and why. There is pressure to trans-
late contingent findings into recommendations for practice; and in so
doing, weak causal explanations and the logical or ethical critiques that
perhaps should form part of an accompanying discussion are often con-
signed to footnotes or for papers published in the more obscure journals.
Although the majority of the authors are realistic about the fact that there
is a need for performance management within our organizations for quite
pragmatic reasons, most of us realize that on occasions we have a duty
to stand back and reflect on the wider implications that our work sug-
gests. A further aim of this book then, has been to enable the authors to
express doubts and concerns about any of its dysfunctional effects and
embrace an understanding of a wider set of stakeholders. Also, assem-
bling contributions from so many disciplines can lead to a shared agenda
for addressing some of these concerns more effectively.

Scope of the book

As will now be becoming clear, this book covers a very wide territory.
Not content with seeking out analyses of performance management
applied from micro to macro and operational to strategic levels, views
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from research traditions across the spectrum from positivist to inter-
pretive, with theoretical influences ranging from deterministic to highly
contingent, have also been encouraged. The level of eclecticism (or frag-
mentation) varies between disciplines, at least from the perspectives of
the present authors as they reflect on the state-of-the-art of performance
management knowledge within their fields.

As well as identifying predominant values and world views (where they
are discernible!), a number of authors have indicated how knowledge
about performance and its management is obtained in their field. Space
constraints have precluded detailed coverage of research methods but
there are many references to explanatory as well as empirical literature.

The authors included offer examples from empirical research as well as
from secondary sources in order to illustrate approaches to the practice
of performance measurement and management in widespread use today.
Even ‘new’ academic disciplines and management functions have a his-
tory, and most chapters include accounts of the evolution of the theory
in which the apparatus and views are based and locate these in terms of
their genesis.

The relationship between research and professional practice is often
mediated by consultancy, and is one of the main areas of diversity we
found between the disciplines as the chapters in Part II reveal. What
surprised us, and may also surprise readers, is the amount of common
ground the disciplines share – not simply through the use of performance
management tools that integrate different perspectives, but also in terms
of the theoretical influences and historical turning points and responses
to environmental pressures that they reveal. This understanding forms
the overall picture that we attempt to synthesize and conceptualize in
Part III. Assembling such a wide-ranging account of practice, research
and theory in a single volume (complemented by wide-ranging dis-
cussions through an ESRC-supported seminar series ‘Perspectives on
performance’) has provided the opportunity to identify priorities for
multidisciplinary research and critical analysis. It also suggests to us
some new directions for management education and organisational
development that are revealed in the final two chapters.

In order to compile a book which is both authoritative and accessible
inevitably means that the chapters do vary in terms of their style and
their breadth of coverage. Several contributions have been published pre-
viously in relatively specialized journals or books but have been chosen
because we feel they are ideally suited as vehicles for the audience we
are writing for – to explain performance management issues and innov-
ations as well as discipline-specific processes and systems. The majority
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of chapters reflect the authors’ UK and North American origins, because
to introduce wider European and Asian-Pacific traditions and emerging
trends would necessitate the inclusion of large amounts of contextual,
historical and theoretical background material. Another tendency on the
part of many authors has also been to concentrate on commercial prac-
tice, principally due to the constraints of space, but we do include several
chapters that focus on significant economic sectors outside the ‘main-
stream’ (small firms, the public sector and voluntary organizations) and
these serve to challenge the robustness of performance management the-
ories and practices. As we have indicated, a larger book would be needed
if we were to do justice to the diversity of practice that is rapidly emer-
ging – and cross-fertilising – beyond the territory of the medium to large
firms on which most management literatures continue to be focused.

On the other hand as editors we have deliberately retained some degree
of ‘duplication’ particularly in terms of the role models and theoret-
ical influences play, not only because it would be misleading to imply
that only one or two disciplines should lay claim to these insights, but
more importantly it reveals the common ground that might not previ-
ously have been acknowledged if all overlapping content had been edited
out. It also serves to indicate the multidisciplinary research agenda and
potentially holds considerable promise for future effective and inclusive
performance management practice.

What follows is an introduction to the main topics addressed in each
chapter.

Section and chapter overviews

The remaining part of this section provides contextual foundations for
the relatively bounded perspectives presented in Part II. In Chapter 2
Richard Thorpe and Tony Beasley locate the territory of performance
management research within the continent of management research
and the world of social science more generally. The paper on which this
chapter is based was originally written as a contribution to an ongo-
ing debate being propagated with the British Academy of Management
about the nature, social organisation and impacts of knowledge pro-
duction through management research. ‘Performance management’ is
self-evidently highly relevant to management practice, and the authors
explore the implications of normative and objectivist preferences, and
the under-developed theoretical and critical tendencies that continue to
dominate performance management research.
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Chapter 3 is also based on a pre-existing contribution, this time from a
book that reviews the theories, issues and contributions to performance
management from a ‘sister’ field, Management Control. Although the
author, David Otley, has an accounting background, his concerns here
are with how both financial and non-financial performance measures
are applied to manage performance. He introduces a generic frame-
work for analysing how organizations seek to manage their performance,
incorporating critical success factors, performance targets, incentives and
rewards and information requirements. Otley then explores the relation-
ship between performance management and strategic management, and
considers in detail the role of the performance management model most
frequently mentioned by later authors – the Balanced Scorecard.

Otley and Thorpe and Beasley acknowledge that there are normat-
ive tendencies within performance management, which the last chapter
in this opening section seeks to address particularly through the iden-
tification of more critical contributions from a range of organisational
theories. In Chapter 4 Carmel de Nahlik identifies a number of tensions
that surround performance management systems, for example, between
their official purposes and how they appear to stakeholders; between
intended and unintended outcomes; between competing explanations
for comparative strategic success; and arising from the complexity of
operating across boundaries within and between organizations. The
‘currents and controversies’ identified in Chapter 4 pose questions for
the assumptions underlying each of the discipline’s understanding of
performance management, to which we return in the final section.

Turning to Part II of the book, the reader will find that the majority of
the chapters are written from the perspectives of ‘conventional’ discip-
lines within the broad field of management – some mapping tidily on to
management functions (operations management, marketing etc.), others
more readily recognized in university departments and scholarly group-
ings (information management and political economy, for example). All
of the disciplines fall within the purview of social science when it comes
to research paradigms; and none are exclusive in terms of the types of
organizations they study. With respect to the order in which they appear,
we have attempted to reflect their prevailing levels of focus where this
is easy to establish – from micro, intra-organisational to macro, inter-
organisational or wider. However, by classifying in this way we in no
way intend to imply a hierarchy of ‘scientific contributions’ or ‘building
blocks’.

The last three chapters in Part II are defined in scope by the ‘domains’
which they investigate (small firms, the public and voluntary sectors),
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and in so doing provide examples of the way disciplinary approaches can
be synthesized as well as illustrating the need to incorporate theories
and research methods from other social sciences such as policy ana-
lysis. We recognize that there could have been many more domain-based
chapters had space allowed but have chosen some examples of what we
consider are the most significant. In addition to their role of illustrat-
ing multidisciplinary analysis and contingency factors in performance
management, these three chapters reflect the formation of new fields
of study within management (as evidenced by the emergence of dedic-
ated university departments and research programmes, Masters degrees
and specialized consultancy organizations). The tendency of most of the
‘discipline based’ chapters to draw their evidence and theories derived
from larger, for-profit organizations has already been noted; the last three
chapters of Part II convey a flavour of the challenges and limitations of
applying, adapting and enhancing tools and theories originating in a
different organisational milieu.

Turning to the first discipline-based chapter, in Chapter 5 Anne Fear-
full and Gail Clarkson introduce performance management as viewed
from the perspective of occupational psychology and organisational
behaviour (OP and OB). They outline how these two tightly knit dis-
ciplines seek to examine and explain important relationships between
individual behaviours, management practices and organisational out-
comes. The application of influential theories about the effects of human
motivation and individual differences on work performance, by OP and
OB specialists, is also critically evaluated.

The management discipline most directly related to OP and OB is
human resource management (HRM), the focus of Chapter 6. Here
Liz Houldsworth and Sue Burkinshaw describe the evolution of HRM
as a profession, and the interplay between theory and practice. They
show how competing philosophies about the purpose of the employ-
ment relationship are played out through the management of employee
performance.

While the main beneficiaries of effective HRM are still commonly
regarded as being individual organisational employers and/or their
employees, David Barnes and Zoe Radnor argue that their discipline –
operations management – has come to represent the driving force for
the productivity of national economies. Poorly performing operations
are frequently cited as the root causes of wider economic malaise and
Barnes and Radnor chart how a widening of focus during the twentieth
century continues to be accompanied by increasing complexity of per-
formance measurement models and performance management systems.
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Chapter 7 also demonstrates how a combination of policy and research
influences have enabled the service sector – including public services – to
adopt tools and techniques today that were originally conceived for
manufacturing, to an extent that would have been unimaginable to
operations managers before the 1980s.

A similar broadening has taken place in terms of the domains within
which ‘project management’ can be found, as David Bryde, Fiona Lettice
and Martin Wickes explain in Chapter 8. The authors focus on what is
arguably one of the most important (and often least clearly articulated)
components of performance management: the often-competing dimen-
sions of performance valued by project stakeholders. They integrate a
diverse set of empirical research findings to show how project perform-
ance can only be fully understood when projects are located in their
strategic contexts and evaluated systemically in terms of qualitative as
well as quantitative criteria.

Although Chapter 9, ‘Performance Management and Operational
Research: A Marriage Made in Heaven?’ was written for a special issue of
the Journal of the Operational Research Society on performance man-
agement, the case made by Peter Smith and Maria Goddard is fully
compatible with the theme of this book. As in the previous chapter,
the critical importance of designing holistic performance management
systems that link strategy formulation, performance measurement tools
and information and ‘second order’ feedback is demonstrated. The prom-
inence given to individual and organisational behavioural responses –
including the kinds of unwanted effects that give performance manage-
ment a bad name – may surprise those who only associate operational
research (OR) with computer modelling and number-crunching. This
chapter illustrates both the broad scope of contemporary OR and the
additional power it is gaining through links to accounting, strategic
management, HRM and other disciplines featured in this book.

Whereas Smith and Goddard were unlikely to upset many in the OR
community by articulating the case for the discipline’s contribution to
‘the performance management movement’ in a leading OR journal, in
some disciplines this kind of argument may be more sceptically received.
Chapter 10 is based on the executive summary of the second edition of
Marketing and the Bottom Line, by Tim Ambler, a book which provides a
critical guide for marketers to make marketing fully accountable. The
chapter captures the essence of the key messages in Ambler’s book,
which incorporates a framework for evaluation, numerous examples and
recommendations for management action. Many marketing profession-
als seem unaware of the impact of their work on overall organisational
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performance, and academic literature giving a marketing perspective on
performance management is still relatively scarce. Ambler’s book is a
wake-up call to the profession, and the extract in Chapter 10 vividly
illustrates the often-untapped potential contribution from marketing
particularly when working with other disciplines.

The critical role played by information in performance management
is a recurring theme in this book, and in Chapter 11 it takes centre stage.
Focusing on the changing scope of the production value chain in the
global economy, Steve Little highlights the impact of the Internet in
enabling organisational performance to be exposed to the scrutiny of an
ever-widening number of stakeholder interests. He uses a series of case
studies to illustrate economic, social and political benefits and risks of
performance information being communicated to places and by people
beyond the control of the organizations and industries under scrutiny.

In Chapter 12, Stan Brignall presents an accounting and finance per-
spective on performance management. Financial performance measures
are often taken for granted as the basic, and largely neutral, build-
ing blocks of management control and accountability, transparent and
highly regulated. However, Brignall introduces a number of critiques
relating to the relationships between financial performance measure-
ment systems (especially at divisional level) and organisational struc-
tures, strategies and stakeholders. In doing so he explores the potential
offered through the integration of accounting and financial information
within multidimensional performance management systems.

While Chapter 12 alerts us to complexities in accounting for tan-
gible assets and liabilities as part of the evaluation of organisational
performance that persist even after decades of experience, in Chapter
13 Bernard Marr highlights emerging challenges posed by the search
for ways of valuing intangible assets. While intangible resources play a
crucial part in determining organizations’ capabilities and competencies,
Marr argues that understanding and managing them needs to go beyond
‘quantifying the unquantifiable’. Innovative approaches to measure-
ment are vital to organisational learning and improved strategic decision
making.

‘Last but by no means least’ is an apt way to introduce Chapter 14,
‘Political Economy Perspectives’. In this final discipline-led perspective,
Tony Bovaird picks up a strand that cunningly weaves itself through
the book: the effects of the economic environment on performance
management at all levels from the firm or public service down to the indi-
vidual. Bovaird focuses on how different schools of economic thought
seek to define appropriate objectives especially for public services, and
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the implications for policy makers, managers and other stakeholders in
terms of logically relevant performance measurement systems. As well
as technical considerations, political, behavioural and social factors are
examined and it becomes clear that a ‘good’ performance measurement
system in the eyes of a political economist is just as contingent on
value-based assumptions as we saw in the ‘softer’ disciplines.

Three domains in which the economic and preceding perspectives
can be tested follow in the remaining chapters of Part II, starting with
Richard Thorpe and Jean Clarke’s exploration in Chapter 15 of what ‘per-
formance’ means to small and medium-sized enterprises (SMEs). This
vividly demonstrates Bovaird’s point about the need to ask first what
the organisation exists to do, before developing appropriate approaches
to measuring and managing its performance. Small firms are not just
embryonic large firms, and entrepreneurial owner-managers do not all
dream of becoming tycoons. At the same time, Thorpe and Clarke argue,
SMEs remain critical to the competitiveness of all modern economies
and those who advise them must avoid making patronising assumptions;
they need clear strategies as well as effective operational control. Drawing
on a recent action learning programme, the chapter concludes with an
evaluation of the potential benefits to SMEs of three multidimensional
performance management tools (the EFQM Excellence Model, Balanced
Scorecard and Gross Value Added technique). Of overriding importance
is the need to recognize the heterogeneity of the small firms sector when
academics, consultants and policy makers seek to support practitioners
in enhancing their firms’ performance.

The focus of Chapter 16 returns to the public sector (in the USA
and Australia as well as the UK), as Richard Kerley examines contribu-
tions from management and economic theories to our understanding
of attempts over recent decades to plan and manage the use of pub-
lic resources in the service of citizens. A selection of policy initiatives
illustrate the dilemmas faced by public sector managers as they juggle
conflicting stakeholder demands and search for performance informa-
tion that is genuinely useful to service improvement, rather than merely
easy to obtain.

As if life were not complicated enough, in Chapter 17 Andrew Mor-
ton rounds off Part II by examining what performance management
looks and feels like in the voluntary sector. Even defining the sector
is contentious, although claims about its distinctiveness may have been
exaggerated. As well as the complex interests that volunteers, managers,
donors and beneficiaries contribute to the picture, governments increas-
ingly treat the voluntary sector like any other service provider in their
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supply chain and the potential to adapt ‘standard’ performance man-
agement tools is considerable. Morton uses the framework introduced
by Thorpe and Beasley in Chapter 2 to classify current and potential
performance management research in this sector and discuss some key
tensions underlying the research agenda, as well as unresolved issues for
practitioners.

To complete the book, the two chapters in Part III draw out points
of comparison and contrast from the pictures painted by our discipline
specialists and sector-focused contributors. We (Thorpe and Holloway)
reflect on how a relatively small number of social science theories have
informed the field to date, revealing enormous scope for theory-testing
and adaptation as well as innovation. We comment on the research
approaches most frequently used and discuss the opportunities for use
of a wider range of methods and mixed-mode studies.

Having assembled a multitude of empirically informed disciplinary
viewpoints about the strengths and limitations of some widely-applied
performance management tools, we also synthesize some recommend-
ations for performance management practice. Finally we acknowledge
the implications for management educators working in the rapidly
evolving field of performance management, and suggest priorities for
a multidisciplinary research agenda that reflects the interests of key
stakeholders.



2
The Characteristics of Performance
Management Research – Implications
and Challenges
Richard Thorpe and Tony Beasley

Introduction

There is now a growing interdisciplinary interest in organizational per-
formance in all its manifestations (Neely and Waggoner, 1998). To date
this interest has been sustained by the considerable attention the sub-
ject has been given by practitioners but more recently there has been a
developing focus on the academic contributions that might be made to
the field. [. . .] [I]ncreasingly the notion of performance is being used as
an integrating theme on postgraduate programmes to reflect ‘real world
relevance’ and as way of integrating and balancing practically useful
techniques (as used by managers and consultants), with theoretical con-
structs. This has moved the focus of study away from simply practice
and more towards theory. We see this shift in emphasis as inevitable
as academics will need to take a critical stance so that they can better
understand and explore the theoretical and empirical bases on which
many of the principles on which notions of performance rest – the ideas
themselves, how they arose, how they might be developed and how they
might be changed. This [chapter] attempts to locate the study of perform-
ance by using the same constructs used by researchers who have been
attempting to categorize management. Having set out the results of this
exercise we speculate on the ways the study of performance might change
as interest increases.

Management research – the double hurdle

The debate about whether management can be called an applied dis-
cipline is a long running one. As Bain (Economic and Social Research
Council, 1994) pointed out, the idea of a discipline that sets out solely
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to produce prescriptive outcomes fits uneasily with a research agenda,
where curiosity and discovery are important. An even greater concern
would be the danger felt that too strong an identification with a focus on
‘who are the customers of management research’ might unintentionally
encourage the production of spurious certainty in research (Economic
and Social Research Council, 1994, p. 2). However, without some notion
of end users, academics may well be tempted to ‘perform research of
marginal importance to management’.

Notwithstanding, few would disagree that there must be close links
between theory and practice and a demonstration of the link at some
stage in the research process lies at the heart of how management
might be thought of as maintaining its relevance. Even so manage-
ment researchers haven’t always taken the link relationship for granted
and the different sub-disciplines that make up management have often
placed different emphases in this respect. This [chapter] seeks to exam-
ine the evolution of performance management research. We do not
claim disciplinary status for those works in this field but suggest it is
distinct in that, in contrast to management researchers operating from
one of its sub-disciplines, research in the field of performance man-
agement is characterized by an applied focus. We have also defined
performance management in such a way as to subsume the fields
of performance measurement concentrating our focus of analysis on
performance management at an organizational level.

The emergence of performance management

The growth in academic interest in performance management has
mirrored the development of actual performance management practice.
The 2001 Bain & Co. survey of the use of, and satisfaction with, man-
agement tools and techniques (Bain & Co., 2001), reports that over 80
per cent of companies make use of Benchmarking, over 50 per cent have
some form of ‘pay for performance’, and over 40 per cent utilize some
form of Balanced Scorecard application. Whether the definitions of terms
have been applied equally across all the organizations surveyed or not
is a questionable issue but perhaps of more interest is the fact that Bain
found that senior executive satisfaction and subsequent ‘defection’ rates
from using these tools were significantly better than the average across
the 25 management tools and techniques Bain & Co. (2001) surveyed.
As well as the tremendous growth in the number of organizations prac-
tising some form of formal performance management, all of the large
consultancy firms have significant performance management ‘offers’ in
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their portfolios and there is a plethora of commercial performance man-
agement software/IT applications available to those who wish to avail
themselves of it.

Performance management as an identifiable subject for academic
study and research arguably began in the mid-1990s (see, for example,
Eccles, 1991; Kaplan and Norton, 1992; European Foundation for Qual-
ity Management, 1998). However, the study of the narrower fields of
performance improvement, such as industrial engineering, work study
and management services have had a much longer tradition (see, for
example, Hicks, 1977). Since this time, the academic research in the
field has [grown exponentially] [. . .] (Neely and Waggoner, 1998; Neely,
2000). To support this, a review of the key reference works in the 1980s
shows that many of the contributions are accounting related. The estab-
lishment of the Performance Measurement Association and the British
Academy of Management’s Performance Management Special Interest
Group [. . .] [is] indicative of the emergence and growth of interest in
forming academic networks to focus study around new topics relating
to performance whereas the Management Control Association (with a
focus on accounting) has been active for many years.

The nature of an academic contribution in performance
management

This growth in interest in performance management research, unlike
research in other disciplines poses some interesting challenges and as
a consequence the perspectives taken need careful analysis. There are
perhaps three main issues that make performance management distinct-
ive as a focus for research. These challenges reflect the challenges facing
business and management research more generally.

The first is that despite the development of distinct disciplines within
management, the practice of management is largely eclectic: managers
need to be able to work across technical, cultural and functional bound-
aries; they need to be able to draw on knowledge developed by other
disciplines such as sociology, anthropology, economics, statistics and
mathematics and they need to have a view of what their findings mean
for practice. Secondly, the issue with regard to a research agenda in
performance management then, is whether to examine performance
management from the perspective of one discipline, or whether to adopt
a cross-disciplinary approach and to what extent can practitioners bring
insights to our understanding of this domain. Thirdly, for academics the
safest course of action is to seek respectability from academic peers, but to
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produce findings that are useful the involvement of practising managers
is essential. Heron and Reason (2001) suggest that theories of organiz-
ation have little relevance to the practical concerns of those actually
managing organizations. Other observers believe that the lack of ‘real
world’ relevance can be attributed to the emphasis on under-theorized,
quantitative approaches to research (Mintzberg, 1976).

Discipline is a concept borrowed from the church and suggests
someone who entertains a particular belief or argues for a particular
interpretation of the scriptures. In the context of our academic frames
of reference a discipline dictates the boundaries of what counts for
knowledge – even the research processes that should be adopted. This
not only means that the discipline dictates the research networks and
the research processes that should be used, but also gives legitimacy to
the questions asked and defines the problematics of the day. The practical
implications of this, for a field of study such as performance management
is that many disciplines stake a legitimate claim on the subject, and each
has a different perspective on not only what counts as useful and valid
knowledge but also how that knowledge should be collected, interpreted
and valued.

A multidisciplinary perspective might be one solution, but the ques-
tion then is, which discipline should predominate? Those committed
to multidisciplinary research will need to ask themselves whether such
a venture is even practically possible, as one paradigm or perspective
or schema will always be in danger of attempting to subsume others
as they compete for supremacy. This reality is perhaps born out by
the fact that there are very few examples of genuine multidisciplin-
ary research to be found within the field of management in general
and performance management in particular. An alternative approach
would be either to pursue a uni-disciplinary research design or to attempt
inter-disciplinary research in order to see where the gaps in knowledge
and perspectives exist. Inter-disciplinary studies might attempt to exam-
ine performance management from different disciplinary perspectives,
and observe where they touch, with the purpose of giving insights into
situations or phenomena currently unexplained. [. . .]

Methodology adopted

The methodology adopted to locate performance management and to
explore the directions in which it might move as a field of study are
those employed by researchers in their attempts to conceptualize the
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nature of management research. The following section offers a map-
ping of performance management research along the same ‘cognitive’
and ‘social organizational’ dimensions that Tranfield and Starkey (1998)
used for their British Academy of Management study into the nature and
organization of management research. [. . .]

Tranfield and Starkey (1998) adopted a framework from the soci-
ology of knowledge, originated by Biglan (1973a, b) and extended by
Becher (1989). We adopt that framework here to analyse the current
level of development of performance management research and to dis-
cuss some possible implications for the evolution of the domain. Biglan
identifies two substantive dimensions on which to map academic fields
(hard versus soft, and pure versus applied); these Becher suggests reflect
the ‘cognitive dimensions of disciplines’. In addition Becher extends
Biglan’s original schema to include the ‘social organization’ dimen-
sions of disciplines, which also includes two substantive dimensions
(convergent versus divergent, and urban versus rural). The following dis-
cussion attempts to map performance management onto each of these
dimensions in order to assess the extent to which the field has been
conceptualized and to assess the types of methods being adopted by
researchers in the field and whether or not there is unanimity about
the research questions that need to be asked.

The ‘cognitive’ dimension of disciplines

Hard versus soft

[. . .] the degree to which a paradigm exists.
(Biglan, 1973a, p. 201)

This distinction is closely related to the notion of paradigmatic agree-
ment (Kuhn, 1962). Biglan (1973a, p. 201) argues that the degree to
which ‘a body of theory is subscribed to by all members of the field’,
reflects the degree of ‘hardness’ of a discipline. The paradigmatic agree-
ment of much of the natural sciences serves an important coordinating
role in that it helps define key research questions; specifies the appro-
priate epistemological orientations; provides consistent accounts of the
field of interest; unites discipline; develops consensus; and defines the
disciplinary boundaries. In contrast, domains of knowledge without
unitary paradigms, such as the humanities, education and the social
sciences (including management and business research) are essentially
‘pre-paradigmatic’ in both their content and method. With regard to
the location of performance management on this spectrum, we suggest
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that a relatively ‘hard’ core area of activity can be identified. This core
is dominated by a hard systems approach, with systems design being
perceived as an essentially technical problem, often incorporating quant-
itative performance measurement and information technology design
solutions.

Pure versus applied

[. . .] the content of the area with application to practical problems.
(Biglan, 1973a, p. 202)

In his original analysis Biglan contrasts education, engineering and agri-
culture from other sciences, humanities and the social sciences by the
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Figure 2.1 The cognitive dimensions of performance management research
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formers’ relative focus on largely practical problems. An important aspect
of this distinction between pure and applied approaches is the way in
which disciplines progress. In more pure areas, progress is often cumu-
lative, with systematic development according to an internal logic of the
emerging discipline. In contrast, applied areas are exposed to a wide range
of environmental influences, such as changes in users’ needs and/or
government policy. Such a distinction is important because ‘progress’
in the academic sense of an accumulation of knowledge is often more
difficult to identify, with such disciplines ‘often building high level the-
oretical and conceptual material “bottom-up’’ from case law’ (Tranfield
and Starkey, 1998, p. 345).

Perhaps one of the most striking characteristics of the performance
management literature is its very applied nature. The large majority of
studies involve the application of a particular performance management
tool or technique and the case-study method is common. The combin-
ation of ‘hard’ and ‘applied’ locates performance management in the
upper-left quadrant of the Cognitive dimension in Figure 2.1. But in
contrast to this Tranfield and Starkey appear to imply that management
research should be located more towards the right hand quadrant again
as indicated in Figure 2.1.

The social organization of disciplines dimension

Convergent versus divergent

[. . .] convergent . . . tightly knit disciplinary configurations . . . and
those which are divergent and loosely knit.

(Becher, 1989)

Convergent disciplines share similar ideologies and values, which are
often reflected in commonly expressed views of quality, and a sense
of community, with shared purpose. Although such convergence may
lead to a low tolerance of deviation, it also serves in the identification
of well-defined boundaries that are more easily defended. For divergent
disciplines the converse to the above is true, and whilst the fragmented
ideologies might lead to a greater tolerance of deviation, it may also lead
to diverse quality judgements, a lower level of intellectual debate and dis-
cipline boundaries which are difficult to defend. We suggest that using
this framework to locate work in the field of performance management
means placing it as relatively convergent. The rapid growth of perform-
ance management practice and consultancy provides a common point
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of interest, and understanding of the phenomena under investigation.
In addition, the concern with application provides a common sense of
purpose.

Urban versus rural

[. . .] the people to problem ratio.
(Becher, 1989)

An ‘urban’ discipline is characterized by a relatively narrow field of
study, with a limited number of discrete and separable research prob-
lems. The relatively small intellectual space and high people-to-problem

Urban

Rural

Convergent Divergent

Performance
management

Management research
in general

Major
evolutionary

pressure

Minor
evolutionary

pressure

Figure 2.2 The social organization dimensions of performance management
research
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ratio lead to intense research environments, with close communication
between research groups. In contrast, rural disciplines cover a wide,
but sparsely populated field of inquiry. The lack of sharp demarca-
tion in disciplinary boundary and low level of communication between
research groups means that they are often perceived to be unfashion-
able, risky and unattractive to funding agencies when compared to urban
environments.

Performance management as a specific field is a relatively new area of
academic interest, which appears to be expanding quite quickly. Despite
this our contention is that it is a relatively ‘crowded’ field of academic
endeavour. Its ‘popularity’ and ‘topicality’ means that it is generating a
lot of academic interest, and this combined with its hard, applied and
convergent characteristics means that it is a relatively ‘urban’ domain.
The combination of convergent and urban characteristics of performance
management suggest that it occupies a position in the social organization
dimension of the upper-left quadrant of Figure 2.2.

Again, considering the field of study of performance management
there is a contrast to the tone of Tranfield and Starkey’s (1998) analysis
of the management domain more generally as can be seen in Figure 2.2.
Tranfield and Starkey’s analysis of the position of management research
leads them to suggest that a solution is the adoption of a transdiscip-
linary approach to management research. Whilst for many researchers
this suggestion is relatively radical, thinking about the current state of
performance management research in this way does make this option
appear particularly appropriate.

Future evolutionary pressures for performance management
research

From convergent to divergent?

We see an analogy here between the evolution of accounting research
through the 1970s and 1980s which saw a shift away from normative
thinking and theorizing (paramount in the 1970s) towards more empir-
ically based research in order to have more impact on practice (Laughlin,
1995). Much of the current performance management literature (Olve
and Wetter, 2000; Eccles, 1991) is implicitly normative (in a prescript-
ive sense). It may be argued that one of the developing trends might
be increased divergence in the research agenda, particularly between the
more economics-based domains of knowledge which make up the field
of inquiry to include stakeholder-sensitive approaches and an increasing
use of policy evaluation-led research.
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From applied to pure?

In terms of the major evolutionary pressures on the cognitive dimen-
sions perhaps the greatest pressure on researchers will be more of a
move towards the pure and theoretical ends of the continuum. Aca-
demics recognize the value of different kinds of theories but do not
always value the contributions they make in equal measures. Burgoyne
(2000) suggests that perhaps a stereotypical view of the value of the-
ory is that practitioners value normative theory over descriptive theory
over analytical theory over critical theory. Academics on the other hand,
appear to have the opposite priorities with critical theory being the
most valued and normative theory being the least valued – except he
suggests as material for the critical theorists! This trend unfortunately
produces a dynamic that takes the performance management agenda
away from one of its greatest strengths, that is practical usefulness and
application.

Given these dilemmas one way forward might be the formal adoption
what Tranfield and Starkey (1998) refer to as the adoption of a mode 2
or transdisciplinary approach to the way research is conducted.

Gibbons et al. (1994) distinguished between two modes of know-
ledge production. [. . .] Mode 1 characterizes the ‘traditional’ approach
in which knowledge generation occurs within the context of existing
institutions and academic disciplines. This approach is driven by an
academic agenda – one that distinguishes between fundamental and
applied knowledge. The dissemination of this knowledge occurs down-
stream of its production with little concern for its practical relevance.
In contrast, mode 2 is characterized as being of a transdisciplinary
nature when (as we have discussed) it is created in a particular context,
a context that values those involved in practice. This form combines
tacit/practitioner understandings with those of academics. This approach
emphasizes teamwork rather than ‘heroic individualism’ and recog-
nizes the transitory nature of knowledge. It creates knowledge that is
produced and exploited almost simultaneously. As a consequence, a par-
ticular knowledge becomes shared more widely between a variety of
stakeholders.

The key aspect of mode 2 knowledge production is that it occurs as
a result of the interaction that takes place between theory and prac-
tice. This is the antithesis of the more traditional mode 1 form in
which theoretical knowledge generally precedes application and where
a distance is usually maintained between knowledge production and
application as well as between academics and users. It is argued that if
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this kind of system is to work effectively then there must be a rapid inter-
play between management theory and practice (Tranfield and Starkey,
1998). [. . .]

Conclusions

This [chapter] began by arguing that the rapid growth in performance
management research has led to a need to evaluate the current theoretical
and methodological drivers behind this field of study.

Our analysis began by comparing and contrasting the field of perform-
ance management research with management research in general. Its
strength we saw as its relatively hard/applied nature, its weakness as the
absence of explicit links to underpinning theoretical constructs. [. . .]

Our conclusions suggest that there are likely to be a number of
evolutionary pressures at work within the field of performance man-
agement research that will, over time increasingly move its focus away
from application and more towards a critical position that embraces
an understanding of a range of theoretical underpinnings. In other
words, the pressure for academics to publish within their discipline
will move them away from the current ‘convergent’ tendencies towards
being more divergent in character. Our argument is, that as academics
engage in the study of performance from an increasingly broad range
of disciplines, they will need to locate the knowledge they gain within
the context of their own disciplines and fields of study. In addition,
they will need to seek academic credibility for the work they do which
will mean far less focus on practice and the perspectives of practition-
ers (mode 2). In addition they are likely to reject the current implicit
normative agenda, finding the current explanations and approaches
inappropriate.

Whatever the case we suggest there is a need for the field of perform-
ance management to address the growing criticisms which are attached
to the current implicit normative research agenda.
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3
Performance Management:
A Framework for Analysis
David Otley

Introduction

Performance management systems, which tend to be taken for granted
by organizations, consist of several interrelated but often loosely coupled
parts. The design of these separate parts is often the responsibility of
different business functions, such as management information systems,
operations management, human resources and finance. When there is a
degree of integration, this tends to be focused on budgeting and man-
agement accounting-based performance measures. [. . .] More recently
some attention has been paid to the development of non-financial per-
formance measures, but this has been done on an ad hoc basis using
frameworks that have little theoretical underpinning, such as the bal-
anced scorecard. In this chapter we shall broaden this perspective by
looking beyond the measurement of performance to the management
of performance. Management accounting systems provide information
that is intended to be useful to managers, so any assessment of the part
played by such information therefore requires us to consider how man-
agers will make use of it. The traditional framework for considering these
issues was developed in the 1960s by Robert Anthony of the Harvard Busi-
ness School, under the title of management control systems (Anthony,
1965).

Anthony classified managerial decision making and control activities
into three major types – strategic planning, management control and
operational control – and argued that most managers are usually con-
cerned with only one of these. As the nature of the control process is very
different in each case, it is important that a manager’s task is correctly
identified. Strategic planning is defined as the setting and changing of
overall corporate strategies and objectives; management control involves

24
R. Thorpe et al. (eds.), Performance Management
© Palgrave Macmillan, a division of Macmillan Publishers Limited 2008



David Otley 25

monitoring activities and taking action to ensure that resources are effect-
ively and efficiently used to accomplish organizational objectives; and
operational control is concerned with carrying out specific tasks on a
day-to-day basis.

Management control is seen as the mediating activity between strategic
planning (objectives setting) and task control (the carrying out of spe-
cific tasks). It is integrative because it involves the whole organization
and is concerned with effective management of the interrelationships
between disparate parts. Unlike strategic planning and operational con-
trol, Anthony sees management control as routine reporting on the
performance of all areas of the organization on a regular basis, so that
all areas are systematically reviewed. He also concentrates on tech-
niques that have universal applicability across all types of business and
organization. The principal tool for achieving management control is
management accounting information. Such information is collected in
a standard manner from all parts of the organization. Because it is in a
quantitative (monetary) form it can easily be aggregated into summaries
for higher levels of management, and it is routinely collected and dissem-
inated. Research into the behavioural aspects of management accounting
generally, and budgetary control in particular fits neatly into this view-
point as it emphasizes the social, psychological and motivational aspects
of control.

Although this can usefully serve as an initial framework, it would be
erroneous to assume that management accounting is the only or even the
main means of management control. Anthony’s classification assumes
away too many problems. Strategic planning cannot be divorced from
control, for effective control involves changing plans and objectives. Nor
can operational control be kept separate from management control as its
technological complexities impinge directly on the control process. [. . .]
As Machin (1983) argues, Anthony himself specified social psychology as
the principal source discipline for the study of management control, and
it is perhaps surprising that accounting continued to dominate his think-
ing. [. . .] The aim of this chapter is to develop a more comprehensive
framework for the study of management control systems.

The performance management framework

Four main questions have to be answered when developing a frame-
work for managing organizational performance. The questions remain
the same, but organizations need continually to find new answers to
them. [. . .] In an organizational context the answers are different because
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the context in which the organization is set is constantly changing and
new strategies have to be developed to cope with the new operating
environment. The questions are as follows:

1. What factors does an organization see as crucial to its continued suc-
cess, and how does it measure and monitor its performance in each
of these areas?

2. What level of performance does the organization wish to achieve in
each of these areas, and how does it go about setting appropriate
performance targets?

3. What rewards (both monetary and non-monetary) will managers gain
by achieving these performance targets (or conversely, what penalties
will they suffer by failing to achieve them)?

4. What information flows are necessary for the organization to be able
to monitor its performance on these dimensions, to learn from its
past experiences and to adapt its behaviour in the light of those
experiences?

These questions relate very closely to some of the central issues
in modern management accounting practice. The first is concerned
with performance measurement, not just in financial terms but also in
operational terms. It is closely connected to strategy formulation and
deployment, and also to the very practical areas of business process
management and operations management. The second question is more
traditional and has a long pedigree of research on the subject, but it
remains important, as reflected in current practices such as benchmark-
ing. The third question has tended to be neglected by those who view
performance measurement as being in the purview of human resource
management. However, the interconnections between the two fields
must be recognized to avoid the many counterproductive examples of
short-termism driven by financial incentive schemes we see in practice.
The final question has been considered by management information sys-
tems (MIS) specialists but still needs to be better linked to issues such
as the ‘learning organization’, employee empowerment and emergent
strategy.

The following sections will consider each of these questions in turn in
order to clarify their meaning. (See Otley, 1999, for a fuller outline of the
application of the questions.) [. . .] [I]t is first necessary to consider the
question of organizational strategy, as this forms the basis of the whole
structure of control being developed.
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Strategy

Numerous texts have been written on the topic of corporate strategy, and
it is not our intention to duplicate those here. [. . .] Before we can discuss
corporate strategy we need to consider the mission, goals and objectives
of an organization. Mintzberg (1983) provides some useful definitions,
although his terminology is not universally accepted.

1. Mission: An organisation’s mission is its basic function in society,
and is reflected in the products and services that it provides for its
customers or clients. [. . .]

2. Goals: An organisation’s goals are the intentions behind its decisions
or actions. Goals will frequently never be achieved and may be incap-
able of being measured. [. . .] [A]lthough goals are more specific than a
mission statement and tend to have a shorter timescale, they are not
precise measures of performance.

3. Objectives: Objectives are goals expressed [in] a form in which they
can be measured. [. . .]

However, a strategy is more than a statement of desired outcomes,
whether expressed in terms of mission, goals or objectives. It is essen-
tially a plan of action to achieve those outcomes. Unfortunately, as Coad
(1995) succinctly points out, the term strategy is probably one of the
most ill-defined in the business vocabulary, having a wide range of con-
notations. Published definitions vary, with each writer adding his or her
own ideas and emphases. For some, strategy refers to a plan as the end
product of strategy formulation. Some include objectives as part of the
strategy, while others see objectives as what the strategy should achieve.
Many mention the allocation of resources as a crucial aspect of strategy.
Some prescribe a review of the market and specifically mention compet-
itive position. To complicate matters further, some writers suggest that
strategy is a formal logic, explicitly stated, that links together the activ-
ities of a business, whilst others suggest that a strategy can emerge from
a set of decisions and need not be explicitly stated.

Whilst recognizing the importance of emergent strategy, it is clear that
performance cannot be managed unless there is some agreement on the
plans the organization is intending to implement and the desired results
of those plans. We shall go down an explicitly hierarchical route whereby
strategies become codified in performance measures that are used to
motivate and monitor performance at lower organizational levels. How-
ever, when so doing we shall not lose sight of two major issues that
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stand outside this framework. First, strategies are not solely developed by
senior managers; some strategies emerge from what has been found to
work at the grass-roots level. The ways in which such emergent strategies
can be incorporated into the subsequent strategy re-formulation process
is an important aspect of organizational learning. Second, the explicit
specification of performance measures is only one means of strategy
implementation. Ideas such as ‘visioning’, whereby employees at all
levels are given an insight into the strategic position of an organization
and have the values of the organization inculcated into their thinking,
are also important. [In addition,] Simons’ (1995, 2000) ‘levers of control’
framework makes an important contribution here. [. . .]

[. . .] The formal specification of performance measures and the devel-
opment of measurement and monitoring systems are major means of
performance management in a wide range of organizations, and it is this
process that we shall now consider in more detail.

Performance measurement

The starting point when designing a performance measurement system
to assist performance management is the business strategy. This specifies
the key factors that the organization must attend to in order to be suc-
cessful. So, the performance measurement system has to be concerned
with measures of outcomes or results, and the means by which such res-
ults can be achieved. For example, a company may wish to achieve a
certain return on investment; to realize that aim its strategy is to offer its
customers a level of service that is sufficiently high to justify its relatively
high prices, and hope that this strategy will enable the business to grow
in a profitable manner. Here the overall objective is return on invest-
ment, and the means of its achievement is customer service, which may
be further refined into more detailed measures of service levels, such as
speed of response, the value added to services and customer satisfaction
ratings. [. . .]

The process of setting up the set of performance measures may well
stimulate the further development and articulation of strategy. Only
when we try to measure performance do we fully understand what
achieving it will require. It is tempting to be satisfied with specifying
performance indicators, defined here as aspects of performance that are
relatively easy to measure but do not capture the underlying dimensions
of performance. Many efficiency measures fall into this category, such
as measures of idle or non-productive time. Clearly we do not wish our
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workforce to be unnecessarily idle, but it is also necessary that they work
on useful tasks. [. . .]

It is also very easy to set up measures that are inappropriate or easily
manipulated. We are suggesting here a top-down approach to the design
and specification of performance measures, but it is also important rig-
orously to test every measure developed to ensure that it is appropriate.
Some of our engineering colleagues (Neely, 1998) have referred to this
process as ‘destructive testing’ of performance measures. This involves
examining each performance measure through the eyes of the manager
who is accountable for its achievement, and testing whether it might
be possible to make the measure look good whilst actually engaging in
inappropriate behaviour. [. . .]

One major framework for developing a set of performance measures
for an activity or a business unit has been developed by Kaplan and
Norton (1992, 1996b, 2001). Their balanced scorecard approach, which is
discussed in the following section, provides a structured way of develop-
ing an appropriate set of performance measures for the chosen business
strategy. It demonstrates that a logical, cohesive system can be devised to
integrate both financial and non-financial performance measures. How-
ever, the choice of which measures to use, avoiding of conflict between
them and keeping their number to an adequate minimum are issues for
individual companies to address.

The balanced scorecard

The balanced scorecard was the product of a research project conduc-
ted by the Harvard Business School and involving 12 leading companies
in the United States. It allows managers to look at a business from
four important perspectives and provides answers to the following
questions:

1. How do we look to shareholders? (Financial perspective.)
2. How do customers see us? (Customer perspective.)
3. What must we excel at? (Internal business perspective.)
4. Can we continue to improve and create value? (Innovation and

learning perspective.)

As well as defining the four perspectives the balanced scorecard
approach suggests that no more than four measures of performance
should be defined, although more recently the internal business per-
spective has been allowed between five to eight measures. This is to



30 PerformanceManagement: A Framework for Analysis

focus senior managers’ attention on crucial factors rather than being
distracted by unnecessary detail. It is said that companies rarely have
too few measures. The justification for the four ‘boxes’ on the scorecard
is as follows.

Financial perspective

This is the most traditional perspective and most organizations will
already have some measures of financial performance. Most commonly,
at the divisional level the overall measure of financial performance is
likely to be return on capital employed. However, this may be replaced
by a less manipulable measure such as residual income, or its more mod-
ern counterpart, Economic Value Added®. This may be supplemented by
measures of sales revenue growth, asset utilization, liquidity and budget
achievement. Companies may also wish to include a measure of share-
holder value added, as this is ultimately the benefit that shareholders
gain from their investment in the company. The measures used here are
likely to represent desired results rather than the means by which such
results can be obtained.

Customer perspective

In order to be successful it is necessary to keep customers happy. Thus
measuring how a company is responding to its customers’ requirements
has become a top priority for most organizations. Customers’ concerns
tend to fall into one of four categories: time, quality, service and cost. The
balanced scorecard requires managers to translate their general customer
service goals into specific objectives and measures. For example, the cycle
time from receiving a customer’s order to delivering the completed order
is a commonly used measure. But it is vital to ensure that the perform-
ance measure targets exactly what the customer requires. [. . .] It may
also be important to clarify exactly what the organization’s position is in
terms of competitive strategy: does it emphasize cost competitiveness or
added value products that will be priced at a premium? Developing bal-
anced scorecard measures may require a strategy to be articulated more
precisely.

Internal business perspective

Customer-based measures are important but they should be supplemen-
ted with measures of exactly what the company must do to deliver the
level of service expected by its customers. Thus the internal business per-
spective box will generally contain measures that relate to the means by
which the business objectives will be achieved. To achieve goals on cycle
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time, quality, productivity and cost, managers must devise measures that
are clearly related to employees’ actions. This linkage is the most import-
ant thread in the process of strategy deployment. That is, a clear link
must be maintained between hierarchical levels (and between organiza-
tional units) to ensure that the means targeted at one level lead to the
results required at the next level. Information systems can play a vital
part in helping managers to disaggregate the summary measures. This
‘drill-down’ capacity is seen as an essential component of an effective
information system for use in performance management.

Innovation and learning

All the performance measures in the three areas discussed above are
necessarily short term in orientation. They are reported frequently and
represent actual achievement over a relatively short period of time (gen-
erally weekly and monthly). But in order to remain competitive in a
changing environment companies need to adapt and to continue to offer
products and services that customers wish to purchase. The measures in
the innovation and learning box are intended to promote a longer-term
perspective to counteract the short-termism inherent in other measures.
Thus new product development and the acquisition of new business and
customers may be targeted. Competitive advantage can be gained by hav-
ing a well-trained and motivated workforce; such measures as employees’
skills and attitudes may be included here.

The balanced scorecard therefore provides a structured framework for
the development of a simple but comprehensive system of performance
measurement. However, it is notable that the early publications on the
balanced scorecard (Kaplan and Norton, 1992 [. . .]) contained next to
no practical guidance on how to undertake the recommended proced-
ures. Perhaps the considerable popularity of the framework has been
due to its lack of specificity, which allows it to be applied in almost
any context. Other related frameworks exist, such as the results and
determinants framework by Fitzgerald et al. (1991), Lynch and Cross’s
(1995) performance pyramid and Neely et al.’s (2002) performance
prism. A common thread in all of them is that performance measures
should

• Be linked to corporate strategy;
• Include external as well as internal measures;
• Include non-financial as well as financial measures;
• Make explicit the trade-offs between different dimensions of

performance;
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• Include all important but difficult to measure factors as well as easily
measurable ones; and

• Pay attention to how the selected measures will motivate managers
and employees.

It could be said that balanced scorecard essentially adopts a stakeholder
perspective on the business. Shareholders and customers are clearly
identified, and employees feature sometimes in the internal box and
sometimes in the innovation box. Extending the idea of stakeholder
analysis might suggest that the balanced scorecard could be extended
to include measures that are relevant to each stakeholder group that has
to be taken account of. Thus suppliers, local communities, governments
and environmental lobbies might all be featured. A common addition in
practice is a fifth box entitled ‘corporate social responsibility’, which
covers some of these areas. The framework also focuses attention on
internal business processes and on the longer term as well as the short
term. Regardless of these extensions, the approach seems to have been
found useful in a wide range of organizations – manufacturing and ser-
vice, public and private – and is relatively easy to adapt to a wide range
of situations.

Target setting

Having decided upon the major dimensions of performance that should
be measured, the next stage is to set appropriate standards and targets,
that is, the level of performance required for each of the measures identi-
fied. Clearly, higher levels of performance are more desirable than lower
levels, but it may not be feasible to attain these with the current methods
of working. The conflict between what is desired and what can reason-
ably be expected permeates the whole process of target setting. Setting
targets for competing performance measures also reveals the trade-offs
that may have to be made between different areas. For example, high
service quality and low prices may not be compatible. Setting targets for
the two areas together resolves the conflict and establishes a more expli-
cit strategy. Thus target setting is of major importance to the process of
performance management.

It is helpful to distinguish between the process of target setting and the
content of the targets set. The way in which target setting is approached
is of vital importance to the motivational impact of the eventual targets.
A large number of studies suggest that allowing managers to participate in
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the process of target setting will strengthen their commitment to achiev-
ing the targets. [. . .] Much of the early research on budgetary control
and managerial behaviour studied this in some detail (see, for example,
Hofstede, 1968). It should be borne in mind, however, that managers are
likely to view the issue from the standpoint of what is currently feasible
and may have to be informed about the need to develop new practices.
In addition the way in which the performance targets are expected to be
used will influence target-setting behaviour. Managers who believe that
a target will be used as a standard against which to judge their managerial
performance may be inclined to set ‘slack’ targets that will be easier to
achieve, rather than challenging targets that they may fail to meet but
may still motivate them to perform well.

There are several relevant sources of information on the content of
the target. What has been achieved in previous periods is always a rel-
evant source of information as it enables judgement of what is actually
feasible in given circumstances. But it is necessary to supplement this
historical information with information on what is being done else-
where. External benchmarking has become popular in recent years. This
involves finding out the performance levels being achieved by compet-
itors (either by formal collaboration or by gleaning information from a
variety of sources). The requirements of customers and shareholders also
provide important information on the performance levels required for
future survival. These sources of external information can also provide
legitimacy to the target-setting process. A difficult target may be rejec-
ted by a manager who feels that it is purely an arbitrary imposition by
a demanding superior. However, if it is clearly a necessary condition for
organizational survival in a competitive market place, then it may be
more readily accepted as a challenge.

One of the principal ways in which targets set in different areas are
pulled together into a coherent overall statement is the budgeting pro-
cess. A well-set budget incorporates the standards of performance that
are feasible to attain, and represents the financial consequences of the
implementation of a plan of action. Ideally the budget is the expected
financial outcome of an espoused strategy. Unfortunately this ideal is
often not met, with the budget becoming detached from the plans on
which it is based. For example, repeated budget revisions to meet fin-
ancial performance targets may cause numbers to be entered into the
budget with little or no idea of how these outcomes will be achieved
in practice. While the budgetary process has traditionally been of major
importance to the overall management of performance, in recent years
budgeting has been the subject of increasing criticism (largely due to



34 PerformanceManagement: A Framework for Analysis

the difficulty of forecasting), and more radical approaches to perform-
ance management and control have been put forward. These have been
cogently summarized by Fraser and Hope (2003). The case for improving
budgeting rather than abolishing has been put forward by Hansen et al.
(2003).

Incentives and rewards

The next key issue to address is motivation. It is one thing to set per-
formance targets, but quite another for managers and other employees
to be motivated to achieve them. Generally, organizations put into place
a number of incentives, both financial and non-financial, to encourage
their employees to achieve the performance standards defined in the
processes described above. These may include the generation of enthu-
siasm to achieve a vision that has been communicated throughout the
organization and to which, it is hoped, employees will commit them-
selves, the use of performance appraisal and evaluation methods, and
the provision of short-term financial rewards. An appropriate package of
incentive and reward arrangements should be central to the design of a
performance management system. However, in practice such systems are
often designed in a very fragmented manner, with different departments
being responsible for different aspects of the package.

In an assessment of the reward mechanisms used by organizations
to encourage employees to achieve the required levels of performance,
Fitzgerald and Moon (1996a) suggest that three factors are of particular
importance:

1. Clarity: do they understand what the company is trying to do?
2. Motivation: what benefits, financial or otherwise, will they gain from

achieving targets?
3. Controllability: are they assessed only on those factors they can

control?

A feature of many successful organizations is that they have communic-
ated their vision and mission to employees at all levels. Therefore the
employees are clear about the organizational values they should incor-
porate into their everyday activities. Although it is difficult to codify
in quantitative terms, commitment and enthusiasm of this type should
not be underrated. The sense of pride that comes from working for a
well-known or successful organization can be a vital factor in sustaining
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competitive advantage. Conversely, a downward spiral of poor perform-
ance and demotivation, leading to poor employee attitudes, can prove
difficult to break out of.

As well as a sense of pride in achievement, more direct incentives come
into play. The long-term progression of employees in an organization is
usually dependent on their being seen to perform well. The appraisal
and evaluation of performance may be the subject of formal procedures
and meetings or rely solely on the subjective judgement of a superior,
but it is of central importance. The ‘things you need to do to get on
around here’ is an important aspect of organizational culture of which
employees rapidly become aware. Also the power politics of an organ-
ization have an impact in this area. Even more influential are systems
of financial reward tied to performance. Many organizations have intro-
duced performance-related pay, whereby employees earn extra pay for
achieving preset performance targets. These have long been the norm in
some types of job. For example, sales people have traditionally been paid
a commission on the sales they make. These mechanisms were used less
for middle managers in the UK (although not the United States) until
about 1985. However, after then there was a great increase in the pro-
vision of financial rewards in both the private and the public sectors.
A majority of middle managers in both sectors now receive a monetary
reward for achieving performance targets.

Such mechanisms can clearly have a major effect on managerial beha-
viour, making it even more essential for performance measures accurately
to reflect what is required of a manager. It is very easy to neglect
an important aspect of performance (perhaps because it is difficult to
measure) or to give it an inappropriate weighting. [. . .]

One major problem area is the use of the budget system as the bench-
mark for paying performance bonuses. The bonus system is often devised
in isolation by a personnel or human resources department. Having
decided to introduce a bonus system, they search for suitable measures
of performance to base it upon. The budget is often seen as providing
such a basis as it already exists in most organizations. However, what is
often unanticipated is the effect this will have on the operation of the
budgetary process. Whereas previously managers may have been willing
to set challenging budgetary targets, or at least to submit accurate estim-
ates of future performance, it now becomes advantageous for them to
submit ‘slack’ estimates. [. . .]

Finally there is the issue of controllability. It may seem self-evident
that managers should be held accountable only for those things that
they can control, and this is a central tenet of much of the management
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accountability literature, where considerable effort is made to design per-
formance measures that reflect controllable performance. But there is
emerging evidence that this principle is more notable for its breach than
its observance. Both Otley (1990) and Merchant (1987) have noted that
managers are often held accountable for things outside their control.
This may be partly due to the difficulty of splitting the controllable from
the non-controllable on a black and white basis. Many things are clearly
partly controllable. More fundamentally, managers may have to adapt
to uncontrollable environmental changes by revising their operating
strategies and plans. Hence they cannot necessarily be held accountable
for implementing predetermined plans, only for achieving the desired
results. This is essentially what Merchant (1987) describes as results con-
trol rather than behaviour control, and it is central to the control of
non-programmed activities.

Thus incentives, rewards and the performance appraisal are central to
the design of an effective performance management system. However,
they are often not regarded as part of the performance measurement pro-
cess and are designed in isolation from it. This is clearly inappropriate.
From an economic perspective, the issue is considered at some length
in the literature on agency theory, which concentrates on the design of
appropriate reward mechanisms under different sets of conditions. How-
ever, this literature tends to consider the employee as an individual who
is motivated solely by financial considerations. The reality is somewhat
more complicated than this simple model implies, although it can be
used to gain insights into real world behaviour. [. . .]

Information flows

The final stage in the performance management process is the provision
of information on to the actual results. This is the necessary feedback pro-
cess that aids adaptation and learning. In practical terms it involves what
has become known as an executive information system (EIS). As Crockett
(1992) has outlined, to ensure that the right strategic information flows
into its EIS a company should

• Identify the critical success factors and stakeholders’ expectations;
• Document the performance measures used to monitor them;
• Determine the EIS reporting formats and frequency; and
• Outline the information flows and how the information can be used.
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Crockett points out that this process is complicated and time-consuming,
and that it involves all levels of management. The EIS should also possess
a capacity for ‘drill down’; that is, the ability to provide more detailed
information on areas that are being investigated in more detail.

The frequency of information provision may differ between hierarch-
ical levels. At low levels very frequent information can be helpful. For
example, hourly production and quality statistics may be appropriate for
use by a production supervisor. At more senior levels, weekly or monthly
reports may be more appropriate. However, it becomes more difficult to
produce meaningful summary information that encompasses many dif-
ferent production processes and customers. Senior managers often find
that such aggregate information can only be presented in financial terms.
But this does not mean that the focus is only financial. In a sense the
financial and accounting information provides a window into the real
world of production and marketing. The ‘drill down’ from aggregate fin-
ancial information will often need to be non-financial in nature, using
such measures as quality, timeliness of delivery and customer satisfac-
tion. This is a real challenge to the designers of EISs, and one that has
yet to be fully overcome in practice.

A further issue is the use made of feedback information. At one level a
measure of actual performance that shows a target has not been met is a
stimulus for corrective action. It indicates that the strategy is not being
properly implemented and that corrective action should be taken. How-
ever, repeated attempts to improve performance may prove fruitless. It
may be that the message the data is conveying is that the strategy is now
inappropriate. In this case the required action is to review the strategy
and to devise other methods of achieving the organization’s goals. This is
the distinction that Argyris and Schön (1978) make between ‘single loop’
and ‘double loop’ learning. Although this may seem a somewhat arcane
point, it is also a very important practical issue. In one case increased
pressure is put on operational employees; in the other, the pressure is on
senior managers and corporate strategists. It can be quite demotivating
and counterproductive to pressure operating staff when they are actually
achieving the organization’s full potential in the current conditions. Dis-
tinguishing ineffective strategy implementation from an inappropriate
strategy is a difficult but essential task.

Conclusions

Although the above scheme for the design of a performance management
system may appear to be universally applicable, it is clear from practical
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experience that organizations should tailor each of the steps involved to
their own circumstances. There is no single set of performance measures,
no single basis for setting standards for those measures, and no universal
reward mechanism that constitutes a perfect performance management
system in all contexts. Different organizations face different operating
environments and must develop strategies that accord with those envir-
onments. The so-called contingency theory of management accounting
(Otley, 1980) represents one attempt to develop criteria for manage-
ment accounting systems design that takes account of some of these
factors. However, the research conducted by Fitzgerald and Moon (1996)
in the service sector indicates that effective performance management
systems have common characteristics. They conclude that the following
are necessary preconditions for the attainment of best practice:

• Know what you are trying to do. The design of a performance meas-
urement and management system should be rooted in a clear under-
standing of exactly what an organization has decided to do in order
to exploit its sources of competitive advantage. This understanding
should be communicated throughout the organization by means of
techniques such as visioning and budgeting.

• Adopt a range of performance measures. Financial measures alone are
insufficient to capture the complexity of modern business opera-
tions. Organizations should adopt a range of measures covering the
six generic dimensions of performance: financial performance, com-
petitiveness, quality, resource utilization, flexibility and innovation.

• Extract comparative measures to assess performance. Both internal and
external benchmarking can be used to set standards against which
performance is assessed.

• Report results regularly. For managers to be able to use performance
information proactively it must be relevant and up to date. Appro-
priate frequency of reporting will differ from task to task, and by
hierarchical level.

• Drive the system from the top down. Lower-level employees will only
take the system seriously if they see it being taken seriously by senior
managers.

To these we would add the following:

• Tie performance measures explicitly to strategy. It is all too easy to
develop a plethora of performance measures; organizations should
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concentrate on those activities which are vital to their future success.
The balanced scorecard offers one framework for doing this.

• Remember that effectiveness is more fundamental than efficiency. Ensure
that cost reductions are not given greater importance than the
achievement of output objectives.

• Review all performance measures from the bottom up. Check that the
performance measures adopted are not easily manipulated or distor-
ted. Put yourself in the position of employees being measures by the
system, and consider how they might respond.

• Pay attention to incentives and rewards. It is all too easy to undo the effect
of a well-designed measurement and reporting system by attaching an
inappropriate reward system to it.

• Identify the main risk factors that prevent outcome being achieved. Con-
sider including measures of key risk factors that need to be monitored;
also consider having a measure of organizational flexibility or adapt-
ability (that is, the capability of the organization to deal with the
unexpected).

The framework outlined in this chapter may at first sight appear to be
normative in nature, and indeed it is partially based on explicitly norm-
ative approaches. However, it can be used in a non-prescriptive manner
to describe how a specific organization has designed and operates its
performance management system [. . .]. Whilst we recognize that the
framework is incomplete and concentrates on the more formal methods
of managing performance in an organization, we believe that it provides
a more complete basis for considering the role of accounting and other
information system design than has previously existed (see Ferreira and
Otley, 2004, for extensions to this framework that make it more compre-
hensive). Although the framework appears to be universal, more careful
consideration indicates that it is in fact contingent. Each organization
has its own strategy and exists in its own unique environment; I suggest
that its information and performance management systems should be
specifically tailored to these circumstances.
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Introduction

The area of performance management as a distinctive body of manage-
ment literature is still evolving. In Chapter 3, David Otley explored some
of its roots in the older operational research and accounting literatures,
together with the integration of measures from those disciplines in tools
such as the balanced scorecard or six-sigma, familiar to practising man-
agers today. However, an unresolved theme underlying Otley’s position
statement is the tension between the quasi-scientific measurable outputs
of formal processes and the less bounded ‘softer’ outputs of perform-
ance management processes. This chapter explores the results of that
tension.

The performance management process and its consequent attempts
to deal with appropriate metrics, is, itself, a worthy research area as
we see in the subsequent chapters of this book. No longer is it loc-
ated in the rational, bounded, hard systems, ‘management as science’
arena, but it is rapidly moving in to the softer systems area of ‘messy
problems’ including stakeholder considerations, politics, power, sym-
bolism, structure and inter-organizational relationships. So in the new
world of performance management, the quasi-scientific measurement
and control paradigm from economics is mapped on to the sociology
and psychology literatures, with institutional effects observable as medi-
ating factors. Whilst Chapter 3 presented a largely consensual view of
performance management, we shall explore some of the currents and
controversies that surround the area as seen from different perspectives.
We close with a short discussion on some salient issues to managers and
academic stakeholders.
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Multiple levels and worldviews

The assumption that performance management is a problem-free area of
management in many organizations and among policy makers was an
important reason for writing this book, as performance management in
practice is usually far from unproblematic and unbiased. As later chapters
will show, there are no clear answers: a range of theoretical frameworks
are up for debate. In this chapter, we problematize them and seek to
identify explicitly some of the competing theoretical underpinnings that
most chapters later take for granted.

At one of two extremes, writers have looked at performance manage-
ment as a management control process linked to the audit function,
thus reifying it at an organizational level. Other researchers have looked
at performance management as something to be considered at the
individual level and linked to a judgement of the adequacy of the indi-
vidual’s performance as a member of the organization. Yet another
body of literature exists in which performance management is used as a
method of inter-organizational comparison to benchmark the perform-
ance of the organization against a chosen peer group, with a view to its
improvement.

Thus for our purposes (taking a critical overview of the field), per-
formance management can be seen variously as: the management of
stakeholders; the management of a system level under investigation by
various stakeholders (who may or may not come from the same level
in the system); or the management of system inter-level activities or
processes as shown in Figure 4.1.

As well as operating at different levels, there are multiple ways of learn-
ing and knowing about performance management that may generate
complex questions. Put another way, the understanding of perform-
ance management is subject to ontological, epistemological and value-
based choices and positioning. Is performance socially constructed? Is
it external? Is the perception influenced by the base disciplines of the
manager and the managed, as well as any observer?

Given the context of this book, the answers to several more provocative
questions may be uncomfortable to academic analysts; in particular:

• Can such different disciplines be expected to see performance man-
agement as ‘the same thing’, and develop a shared language for
understanding it, given their wide differences in level of focus and
interest?
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External environment 

Population of organizations
(Peer group/industry, etc. ) 

Organization

Individual

Figure 4.1 Systems view of performance management

• Can all the disciplinary perspectives contribute to a harmonious
and systemic ‘unified theory’ of performance management or will
knowledge advance more swiftly through competing explanations,
stakeholder worldviews and the juxtaposition of micro and macro
levels of analysis?

Performance management can be examined through multiple disciplin-
ary lenses, at a number of levels, and from competing epistemological
viewpoints. Indeed, one is obliged to question how far analysts can be
confident that they are studying the same phenomenon at all! Although
they are difficult to articulate in the course of everyday practice, these
are some of the controversies challenging performance management’s
stakeholders.
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Performance measurement: just a dimension of performance
management?

The received wisdom is that to manage performance, you first have to
measure it. So how do we measure performance? Traditionally we have
looked for a change that can be quantified and thence reported, but
does this necessarily lead to the desired change? If we are always looking
backwards, is this useful for future performance enhancement? What of
effects we cannot quantify and measure? This can become a thorny issue
if we are concerned with performance relative to other organizations or
individuals. Finally the measurement of performance presupposes we
have an accurate working model of the relationships, but as always
we must be careful of spurious correlations and hidden mediating
factors.

Despite some potentially dysfunctional features, performance meas-
urement is attractive to stakeholders in an organization because:

• For individual managers it offers a sense making device (Weick, 1969)
allowing their location to be established through points of refer-
ence based on the performance measurement system. Thus terms like
‘cockpit’, ‘dashboard’, ‘traffic lights’ form part of the language and
reinforce a perception by the manager that they can influence and
control the direction of the output through either direct or perceived
management of the indicators. At a psychological level this may make
managers feel empowered – but is this more perception than reality?
Does this matter?

• Similarly it offers a basis for selection of opportunities at each of the
system levels by reference to relative positioning against the compet-
ition, based on criteria legitimized via the institutional environment
as well as absolute comparators, making organizations vulnerable to
‘groupthink’ pressures. So we see organizations, especially firms, com-
pared using financial ratios, which are ‘norms’ in the investment
community. But are these the most relevant indicators for the organ-
ization’s purposes? Or do the most powerful (financial) stakeholders
drive and determine the measurement agenda and metrics?

• If the performance measurement and the performance management
system act together as screening devices, then ‘if the new opportun-
ity fits the criteria, we should do it’. But the stakeholder benefit may
be short-lived. An evolutionary view of the landscape (e.g. Levinthal,
1997) would suggest that if all species or players use the same set
of rules or yardsticks then variation in performance is minimized,
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and the population becomes more homogenous (Thompson, 1994).
It is the heterogeneity in the population that allows for innovation
(Gilbert et al., 2001) and conforming to the rules imposed by the insti-
tutional system minimizes the propensity for variation. ‘Best practice’
can lead to stagnation if not continually evaluated and adapted to the
changing environments.

• Performance management is also affected by decision-making
strategies such as the exploration /exploitation paradox (March, 1991)
and game theoretic explanations (Bevan and Hood, 2006).1 Deeper
learning may be taking place about the existing ‘game’ within present
rules, but any external change may disadvantage players who are not
simultaneously conducting exploration strategies around new games
with new rules. So organizations need to be scanning at the upper
levels of the systems shown in Figure 4.1 constantly, in order to make
sure that they have a survival plan and can demonstrate sustainable
advantage relative to the competition (Grant, 1991) in order to satisfy
their stakeholders.

• Performance measurement can also offer the decision maker a
defence and rationalizing mechanism against challenges from col-
leagues above and below them in the organization: ‘B followed
A, therefore A caused B’. This may then be used to justify the
status quo.

In spite of these potential limitations, most stakeholders tend to be in
favour of metrics and measurement as a route to performance manage-
ment. But what is measured, and how does this help management to
move from strategic decision making to operationalization?

Consider a surplus-generating publicly owned corporation. How is its
performance measured? Conventionally the performance of the invest-
ment by financial stakeholders was used as a basis for accounting-based
metrics such as ‘profit’, ‘dividends’ and ‘return on capital employed’
and variations on these. Today these have been replaced either by more
sophisticated calculations of (say) ‘return on average capital employed’,
or measures of value enhancement such as Economic Value Added®

(Stern et al., 1995) or market value added (MVA), developed by prestigi-
ous management consultancy firms with complex proprietary formulae
(Lehn and Makhija, 1996). However, the core variables are still financial
and therefore measurable using accounting conventions, which may be
idiosyncratically interpreted within specified boundaries. (These conven-
tions are discussed further in Chapter 12, ‘An Accounting and Finance
Perspective’.)
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Most organizations produce accounts as activity statements for
resource stewardship to stakeholders, suggesting that the pressure to
count and measure things according to interpreted rules, is universal.
Despite movements towards financial reporting convergence, there is
still room for interpretation and organizations have a range of options
open to them in terms of the numbers reported. But what of those assets
which are not financial, such as intellectual property (IP) and the staff?
Accounting bodies have a long-standing aspiration to offer a stewardship
account of the staff or human resources, not without controversy (see,
for example, Print, 2004). With the rise of Knowledge Management as
a distinctive area for study, stewardship of ‘knowledge assets’ is also an
issue for accountants, who have had the experience of brand manage-
ment, brand valuation and revaluation issues to guide their thinking in
this area. The lack of formal accounting for intangible assets flies in the
face of theories of competitive advantage, such as the Resource Based
View of the Firm (discussed below).

Both in the case of the performance metrics employed, and in the case
of what is not measured, there is a risk that the performance measure-
ment system introduced with the best of intentions (or at least legitimate
ones in the context of management accountability to the organization’s
‘owners’) can be dysfunctional. It can cause myopia, leading to deterior-
ating performance because in the quest for the speck of dust, the falling
tree is not noticed. (In Chapter 9, Smith and Goddard introduce an
extensive set of ‘enemies of virtuous performance management’.) There
is also the possibility that the decision makers and the firms form ossify-
ing knowledge networks which are not benign (de Nahlik and Holloway,
2005) and stifle the creation of future knowledge which would enhance
sustainable competitive advantage.

The tensions between organizational stakeholders
and performance management

The stakeholder approach is now enshrined in many applied literatures
from project management to public policy (see, for example, govern-
ment documents like the US Executive Office of the President circular
‘Planning, budgeting, acquisition, and management of capital assets’,
US OECM DOE, 2003), as well as featuring in the more classic organ-
izational theory literatures (e.g. Pfeffer and Salancik, 1978). The term
has also become part of the lingua franca of modern managers, and
stakeholder maps abound in boardrooms.
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Stakeholders have been defined as: ‘. . . those groups without whose
support the organization would cease to exist’ (Freeman, 1984, p. 31).
There is a logical relationship therefore between stakeholder interests
and the organization’s performance.

Two issues to consider from a performance management perspective
are: the process of transfer of data and information across the bound-
ary separating internal and external stakeholders; and the use of that
data and information. The rise in prominence of the ‘stakeholder’ con-
struct has been paralleled by a rise in the governance literatures relating
to performance management of stakeholder requirements, including
those enforced by the institutional environment mentioned earlier.
This in turn has led to a rise in overt performance measurement and
management activity within the various system levels in Figure 4.1.
However, just being a stakeholder isn’t enough. Maps and ‘laundry
lists’ of interested parties are of limited value without some form of
prioritization, which is of course subjective. The activity of compil-
ing the stakeholder map inevitably results in a movement away from
the quasi-scientific approach towards the more individually centred
approaches, where judgements are made about such descriptors as
‘operational power’, ‘influence’ and so on (e.g. Winstanley et al.,
1995). This uneasy tension of the quasi-objective measuring and quasi-
subjective prioritization activities is uncomfortable to many performance
managers who are often located within what we might term the more
scientifically situated functions of management accounting or internal
control.

Where organizations try to satisfy the perceived interests of an undif-
ferentiated list of stakeholders, there are likely to be problems. First,
there is the direct cost of dealing reactively with the stakeholder list
and responding to queries from a number of them. This cost is unlikely
to be avoidable. There will be additional direct secondary costs such
as time and other resource deployment which may be diverted to
address the management of the stakeholder interaction process. So
the opportunity cost of these two activities and associated resources
needs to be actively considered by organizations on an ongoing basis,
rather than reactively at times of crisis. Good strategic management
involves understanding and prioritizing some stakeholder interests over
others.

Second, from a pragmatic standpoint, the financial and other costs
of managing relationships with stakeholders proactively are significant.
In an age where (in some contexts at least) information asymmetries
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have fallen thanks to almost instantaneous communication, this is also
a potentially volatile area of an organization’s budget.

Third, the governance of stakeholders also needs to be examined as we
consider the transitions taking place in organizational forms. No longer
are organizations bounded, with interfaces bridged by explicit contracts
(as in the view of Williamson, 1975, elaborated in other chapters).
Many organizations now have a quasi-integrated supply chain, where co-
operation and joint development may result in very blurred boundaries
between the firm and its supplier (Wilding, 2006). As a result distinctions
between internal and external stakeholders blur and transactions across
the boundary may not always be clear cut. The social system nature of
organizations may also mean that many of these contracts are enacted
as a result of ‘social capital’ issues rather than the formal nature of the
legal transaction (Dasgupta, 2005). This important concept merits further
examination.

Social capital has been defined as the sum of the resources, actual or
virtual, that accrue to an individual or a group by virtue of possessing a
durable network of more or less institutionalized relationships of mutual
acquaintance and recognition (Burt, 1992). In many ways this offers a
more useful way of viewing stakeholder interests than through their fin-
ancial stakes, focusing instead on cliques and network ties. However,
identifying and measuring network ties is empirically more challenging
than assessing financial flows and interests. How do we know if all ties
are reported? Do network researchers have to impose their own classifica-
tions? For example, can the number of times a director and film technical
expert work together, measured by each film, really be a valid proxy for
other informal contacts that may reinforce the network? What of hidden
networks such as professional bodies, charities and other (more or less
open) membership-based organizations?

Two further examples illustrate issues around defining stakehold-
ers within nominal boundaries (such as the firm) and the practical
repercussions of managing their performance:

1. A car manufacturer ‘embedding’ an employee within a supplier firm.
Is this person an external stakeholder or an internal one? How clear in
practice is the responsibility chain? Who is responsible for managing
the supplier’s performance and is it represented by this individual’s
performance?

2. Virtual organizations (e.g. public–private or public–voluntary sector
partnerships, or network organizations assembled for the life of a
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project), where there may be limited involvement with the parent
organizations. How are practical responsibilities allocated? Is account-
ability to the parent or the partnership? Formal contractual links may
be limited: how is performance managed here?

Social capital is also the sum of individual dyadic (one-to-one) ties. Mov-
ing from the organizational level to the individual level in Figure 4.1,
again a number of pertinent stakeholder issues arise.

At the individual level the stakeholder map will reflect the role being
examined, so there may be several maps for an individual with differing
perceptions of the roles, influence and power of each stakeholder. As
with all perceptual maps, the result is dependent on the perception of
the map owner, and may not be a shared reality, posing some issues for
researchers.

Many contracts with stakeholders, either formal or informal, are of
necessity incomplete (Hart and Moore, 1999) thus allowing for gam-
ing behaviour to exist at the individual or organizational level (Radnor,
forthcoming; Bevan and Hood, 2006). This ‘gaming’ approach carries
over inevitably from the performance management system into the
performance measurement system, when measured output from a per-
formance measurement system is linked to individual rewards. Thus
investments are deferred or brought forward to affect the financial
reports, or personal targets are manipulated to allow for the optimal
payoff to the individual manager, possibly at the expense of the cli-
ent or organization if it is a zero-sum game. (‘Gaming’ and other
dysfunctional effects of performance measurement are discussed further
in several later chapters.)

Counting network ties may not be a proxy for power. Some ties are
more valuable than others. Controversy can arise from the perception
of the power exercised by various stakeholder groups. So for example,
is it equitable for shareholder stakeholder groups to exercise the most
power in the case of publicly traded firms? Does this disenfranchise the
employees, without whom the firm may not generate rents? How are
stakeholders in the external environment educated and informed about
the range of acceptable outcomes from the performance measurement
system? Too often, genuine attempts at consultation, transparency and
accountability are castigated in the media for ‘putting a price on life’, or
‘using numbers as a smokescreen’ – examples abound particularly in the
field of healthcare. Stakeholders may be differentially affected by per-
formance measurement and management systems, sometimes in ways
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not necessarily linked to perceived power and influence, so issues of pro-
cedural and organizational justice need to be considered too (Greenberg,
1987; Kim and Mauborgne, 1995).

Can academics explain the nature and role of performance
management?

Most of the chapters in this book present particular disciplinary or sec-
toral explanations for the nature and role of performance management.
Some reflect a single dominant paradigm; others introduce compet-
ing forms of explanation reflecting fundamentally different ways of
understanding the world, or epistemologies.

At the epistemological level, we can contrast two extreme ways of look-
ing at PM. The first is to consider Donaldson’s views of stewardship,
embedded in the positivist paradigm (Davis et al., 1997). If managers
are stewards of resources, then as stewards, they are accountable to their
stakeholders and thence that accountability needs to be measured some-
how. The second is to consider the other end of the epistemological
spectrum and a postmodernist view drawing on Lyotard (1984) which
suggests that the performance management and measurement system
are socially constructed and politically driven. So philosophically, per-
formance management itself is not without controversy – to manage
we need to be able to measure, with all the arguments that go with
the epistemology of measurement. In cultures that generally endorse
the use of quantitative measurement and value rational ‘objectivity’, the
positivist view prevails. But how does performance management work
in practice – and does it really give valuable information to the stake-
holders in the system? Indeed what is ‘valuable’ information in this
context?

Returning to our earlier multilevel approach, using the institutional
theory interpretations of Di Maggio and Powell (1983) and Greenwood
and Hinings (1996) we can see that performance management can (and
anecdotal evidence suggests, often does) become a part of the manage-
ment ritual (Meyer and Rowan, 1977) legitimized by powerful external
stakeholders so that it forms part of the institutional environment.
Referring back to Figure 4.1, the institutional level can be identified as
the location for this validation. A component of the external environ-
ment of the organization, the study of this area encompasses sociology
(e.g. Greenwood and Hinings op. cit.; Selznick, 1996), and economics
(e.g. Nelson, 2002) and anthropology. Performance management can
also be viewed anthropologically as a ritual (Meyer and Rowan, 1977); to
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be a symbolic act (Greiling, 2005); and to form part of the cultural web
of an organization (Johnson, 1987).

As we have already suggested, performance management can be a legit-
imizing device for certain behaviours and attendant outcomes, either at
an individual level or at the aggregated level of a population of organ-
izations. In the latter case, the management system for performance
is legitimized by other members of a peer group and other powerful
external stakeholders (Pfeffer and Salancik, 1978). Shifts and disruptions
in either of these groups can cause replacement or change of ‘norm’
metrics, a process that can also be viewed as movements and changes in
occupied spaces in the competitive landscape as a result of outcomes of
a series of selection/adaptation processes (Aldrich, 1999).

Focusing on the organization’s internal adaptations to its environ-
ment, the dominant strategic paradigm for some years has been the
Resource Based View (RBV) of the Firm (Wernerfelt, 1984; Barney, 1991;
Grant, 1991). The RBV views sustainable competitive advantage as an
outcome from a melding of industry key success factors and differ-
ent types of resource uniquely synthesized inside the organization to
produce specialized capabilities, which are expected to be unique and
valuable contributors to the firm’s competitive advantage (Amit and
Schoemaker, 1993). A recent variant, the Knowledge Based View alluded
to earlier, suggests that sustainable competitive advantage arises from
knowledge as the key resource (Conner, 1991; Kogut and Zander, 1992;
Nonaka and Takeuchi, 1995; Grant, 1996; Spender, 1996).

The approach of stressing capabilities has led to the dynamic view
of organizational resources (Teece et al., 1997; Wang and Ahmed, 2007).
Firms constantly reconfigure their resources and capabilities as a response
to change from the environment, either viewed in the macro picture (as
the classic STEP analysis of Fahey and Narayanan, 1986) or as a response
to different dynamics in the industries or market where the organiza-
tion competes to capture ‘organizational rents’. Whether this response
is voluntary or not, a failure to respond, to follow a dynamic approach,
is to condemn the firm to chance. Are its resources and capabilities cor-
rectly configured for continued survival and rent generation? Or is it
trapped in the past and guilty of ‘excess’ (Pascale, 1990), or in the uncrit-
ical emulation of others, thus impeding change (Boonstra and de Vries,
2005)? Change is vital – the constant changing of the organization, its
industry/markets, its environment and its stakeholders is the basis of
the coevolutionary paradigm, celebrated in March (1994) and further
developed by Lewin (1997; Lewin et al., 1999; Lewin and Volberda,
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1999) as contribution to the organization’s survival through learning
and adaptation to new environments.

In all of these views managers can make a difference – they can exer-
cise strategic choice (Child, 1972). This contrasts with the views of
North (1990) and Williamson (1996) where institutional levels in the
system dictate the conduct of economic and transactional activity to
lower levels in the system. Indeed the ‘hard’ view of economists such
as Williamson contrast with the ‘softer’ views expressed above and thus
resonates with the ‘hard versus soft’ dimensions of Thorpe and Beasley in
Chapter 2.

The strategy literature is replete with attempts to address the ‘Philo-
sopher’s Stone’ of actions that managers can undertake in order to
improve performance, and these recipes (Spender, 1989) can also be seen
in other companion applied management literatures, such as market-
ing. The old structure–conduct–performance paradigm is less obviously
present in today’s strategy literature, being supplanted by feedback
systems that spiral in what is hoped will be a direction of excellence.

Fortunately, this increasing complexity in the ‘real world’ has been
accompanied by new analytical tools, models and research techniques.
These can assist researchers to examine how views of different stakehold-
ers are affected by their location in the system or the social network;
and connections between ‘perceived’ and ‘actual’ power relationships
within such networks (Provan et al., 1980) and the network/knowledge
relationship (Kogut, 2000).

Improved computing power and major archival databases on large
firms offer ever more possibilities to researchers looking at causality, but
only provided they can operationalize the research variables credibly to
both academic and practitioner audiences.

However, there is a disjoint between practice and theory development
that affects performance management stakeholders. Many studies are
based on high-level measures derived from large public firms and using
metrics that are the subject of judgement tests by auditors and man-
agers. In today’s business school we tell our students that ‘turnover
is vanity, profit is sanity, cashflow is reality’, but it is really only in
very recent studies that cashflow-based measures have appeared as per-
formance indicators rather than income statement derived ones. This
is further complicated by a predilection for cross-sectional research in
which causal relationships are very difficult to hypothesize, operational-
ize and test. Far fewer studies are longitudinal or on smaller firms, notable
exceptions being Greve (2000) and Mitchell (1991) who look at smaller
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firms; and Hawawini et al. (2003) who use EVA® data to look at firm sur-
vival. (Contemporary approaches to studying small firm performance
management are explored further in Chapter 15.)

In terms of the operationalization of the performance management
research process, again we have some deeper issues to consider. Aca-
demics raise methodological questions around data-gathering exercises
and the various interested parties’ perceptions of the validity and reli-
ability of the data gathered and interpreted. These questions also affect
managers in organizations carrying out performance management and
indeed performance measurement activities, so they too need to be aware
of potential limitations to any data gathered and then processed for use.

This is to ignore the fundamental question; however: does perform-
ance management actually have any effect on performance? Studies
tend to focus on describing the selection and application of tools and
techniques, sometimes reporting on changes in performance that are
implicitly connected to the intervention. There remains a dearth of
research designed to challenge the assumption that using one or another
performance management system will affect performance outcomes
more or less directly. Yet the simple process of introducing a change
such as a performance management system, and paying management
attention to its outputs or outcomes, may act as a ‘Hawthorne effect’
(Roethlisberger and Dickson, 1939). Alternatively good managers may
get good results with whatever tools they adopt!

So the larger question still remains: ‘how relevant is today’s perform-
ance management research to practising managers?’

Towards a practice-relevant performance management
research agenda

One of the taken-for-granted outcomes of performance management
which makes it such an interesting and all-encompassing area for
research and practice, is that of change at the levels shown in Figure 4.1.
We can consider each level as a starting point for a critical performance
management research agenda that counterbalances the prevailing search
for the development of a ‘better mousetrap’ (which is apocryphally said
to blame the aberrant behaviour of a single input – the mouse – for all
the system’s performance enhancement problems). For example:

• What effect do performance management systems have on individu-
als? Do they reinforce acceptable patterns and norms of behaviour . . .

and who judges the acceptability?
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• What effect do performance management systems have on organiz-
ations? Can they cause long-term gains in the community at that
system level, and how can we know? Can such systems promote
dysfunctional practices as a result of pressures from the institutional
environment at the next system level, when these practices become
normalized and accepted?

• What effect do certain groups or coalitions in the institutional level
have on the external environment as well as those levels beneath
them? Do they promote change that leads to a better future for
all (whatever that means)? Or might they lead organizations to
indulge in uncritical emulation of each other, and act as change
inhibitors?

We can also apply these questions as we consider the nature of change
and innovation, and reach out from the mainstream performance man-
agement literature into areas such as organizational development and
change management.

Reflecting on the dominant coalitions in the performance manage-
ment practitioner and research communities, how far is practice influ-
enced by research evidence? Do practitioners and their iconic models,
which are widely and (usually) uncritically adopted, dominate? How can
more rigorous academic approaches which promote good scholarship
have immediate impact, when research design and peer review delay
the publication of research findings? Does the legitimization process
promote certain models, while excluding others that may offer better
explanatory power?

Last but by no means least, we need to ask whether it is realistic to
include in the research agenda the search for demonstrable evidence of
causal relationships between the operation of performance management
systems, and longer-term strategic performance. Given the complex-
ities identified at each of the levels considered in this chapter, this
is a challenging empirical quest, but one with significant theoretical
implications.

This chapter has touched, in passing at least, on the main func-
tions and contexts in which performance management is practised. The
chapters in the next section of this book dwell on the practicalities of
many of the questions raised here. We will look at performance manage-
ment through a series of discipline-centred lenses to make sense of the
multiple levels. Some will focus more at a macro level, others at a micro
level. We can also review the questions raised in this chapter while read-
ing about the operationalization in each discipline’s viewpoint – what
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are the appropriate dimensions of performance in that context? Are they
specific to each discipline, or more universally understood and adopted?
Are there indeed different ontologies or world views of measurement in
the different disciplines in which performance management is used? We
revisit these questions in the final section of the book.

Note

1. In the case of the exploration/exploitation paradox, firms ration capital,
both financial and other forms, to trade off breadth (or number) of learning
opportunities against greater investment in fewer opportunities to increase
learning – a metaphor consonant with that of scale and scope used in Hamel
and Prahalad (1983). In the game theory approach, managers look at metrics
and ’micro manage’ to meet targets whilst potentially neglecting the higher
level strategy and aims, objectives and mission of the organization (Steele and
Albright, 2004).
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Our problem is to understand the changes that the organization
(and the individual) will have to make if it is to obtain the most
possible energy for productive effort.

(Argyris, 1964, p. 11)

Introduction

You have no doubt heard organizations claim that their people are their
most valuable and important asset. The extent to which such a view
is positively reflected in the manner in which people are managed in
organizations, or is a component part of organizational rhetoric is, how-
ever, a long and oft-debated topic (Legge, 1995b; Herriot, 2001; Storey,
2001; Beardwell et al., 2004). We might argue that it is not the people
per se who are regarded as valuable, but rather their ability to work (or,
as Marx might have said, their embodiment of labour power). Non-
etheless, moving the emphasis from financial and technical elements
to human factors can separate, qualitatively, competing organizations
when it comes to performance (Pfeffer, 1998; Rucci et al., 1998).

All too often, however, work organizations have highly complex sys-
tems by which they assess the costs and benefits of everything apart
from appropriate people management (Arnold et al., 2004). There is
considerable ground to be covered if we are to reveal the underlying pro-
cesses of, and causal links between, management of employees, employee
actions and business success (Delbridge and Lowe, 1997; Sparrow and
Marchington, 1998). Performance management from the more bounded
perspective of the human resource management function is explored in
Chapter 6. Here, taking the above extract from the work of Argyris as
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our starting point, in this chapter we introduce key themes and theor-
ies drawn from the interrelated disciplines of occupational psychology
and organizational behaviour (OP and OB) and developed in a quest to
address the complex processes and effects of performance management.
As will be seen, contemporary occupational psychologists/organizational
behaviourists seek not only to identify strong relationships between
(aspects of) practice and (facets of) performance, but also to gain an
understanding as to why this should be the case. To this end, a host
of theories have been put forward with varying degrees of success.

Following this introduction, we set OP and OB into discipline and
then historical contexts. The modern discipline of psychology takes into
consideration not only behaviour but also, at least to some extent, the
underlying thoughts and emotions leading to that behaviour. In this
regard, we consider the key issues of employee motivation, and then
turn briefly to the area of individual differences. To round off we con-
sider the performance management challenges faced by the occupational
psychologist and organizational behaviourist in the twenty-first century
organization.

The disciplines of occupational psychology and
organizational behaviour

Organizational behaviour (OB) is a multidisciplinary field of study, ded-
icated to a better understanding of the management of people at work.
Theoretical concepts, research methods and general principles drawn
from cultural anthropology have facilitated the OB researcher in the
investigation of the explicit and implicit patterns of and for behaviour
acquired and transmitted through symbols. Concepts, methods and prin-
ciples based in the field of political science have assisted understanding of
the role and nature of organizational power. In addition, theories, meth-
ods and principles drawn from the field of sociology have assisted OB
researchers to address questions regarding the effects of organizational
structure and design on behaviour at various levels of analysis and/or
the societal influences upon such structures. The work of organizational
behaviourists is, however, largely concerned with activity carried out at
the level of the group or individual within the organization. Here, in an
attempt to gain insights into the implications of issues (such as the afore-
mentioned culture, power and structure) for the behaviour of groups and
individual workers, the discipline of OB draws heavily from the general
discipline of psychology and, more particularly, the field of occupational
psychology (OP).
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To provide a perspective on human organizational behaviour we can
consider the Darwinian view on animal behaviour. From that vantage
point it is proposed that it is not the ‘natural’ inclination of animals to
live together, and that the adaptation of their behaviour towards group
living has evolved only as a reaction to, and a means of guarding against,
predators. This perspective has been extended and reinforced recently
by anthropological research1, which has confirmed that early humans
were prey animals, which, over time, have formed co-operative ‘tribes’, or
groups, of some kind in order to overcome predatory advances. In mod-
ern times, we have seen the development of purposively task-orientated
groups, or organizations, the survival aims of which have tended towards
the financial rather than the absolute. It is in this regard that we have
seen psychology, and the psychologist, in the service of the human race
(Karlins, 1973, pp. 1–2):

Because of his [sic] training the psychologist is uniquely prepared to
aid man in his quest for a brighter future . . . . The story of psychology
in the service of man is one of dedication and progress in the battle of
human dignity . . . . It is the story of a quest for solutions and a search
for problems . . . the story of man’s struggle to achieve a rewarding
quality of life.

Applied psychology has been seen as a means of enhancing the per-
formance of people in society and thereby the performance of society
itself, leading to enhancement of the quality of our lives. As a result, we
might see as unproblematic the use of the discipline of psychology to
remove criminal tendencies from people (McConnell, 1973); to diffuse
international conflicts (Rosenberg, 1973); or to help elderly people to
cope with rapid technological and social changes (Rosenfelt, 1973). We
know from the work of Jahoda (1982) and others (see, for example, Hayes
and Nutman, 1981; Fryer and Payne, 1986) on the socio-psychological
implications of unemployment, that, by virtue of the ‘latent functions’ of
work, the act of work and the engagement of people within a workplace
is regarded as psychologically beneficial. Thus, likewise in an occupa-
tional sense, we might see the logic in using psychology as a means of
improving working conditions through, in broad terms, occupational
psychology: the study of employees’ well-being, their attitudes and their
behaviour (Warr, 2002). The term performance is (of course) just one
aspect of behaviour but one key goal of this discipline is to apply psycho-
logical knowledge to maximize performance effectiveness, with much of
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the research in this area relating to environments where task goals are
threatened by environmental conditions and workload (Hockey, 2002).

The historical context of OP and OB

The industrial revolution moved vast numbers of people from craft to
factory work in eighteenth and nineteenth century Western Europe and
the USA, and questions arose about how best to organize the various
activities in order to attain the best possible performance outcomes. One
solution was to break jobs down into their simplest components, fol-
lowing the ‘scientific management’ prescriptions of Frederick Winslow
Taylor (1911) and the early proponents of ‘time and motion’ stud-
ies. Here all tasks were timed to find the most efficient – deemed to
be the simplest – way of doing them, the task then being linked to
wages through a ‘piece work’ system as a means by which to motivate
a higher rate of production. By the mid-1900s job simplification, which
necessarily fragmented or atomized the ‘whole job’ was applied in both
manufacturing and administrative domains (Braverman, 1974).

Concerns were, however, expressed both politically (Braverman, 1974)
and with regard to the negative consequences for worker mental health
and the organizational implications of employee absenteeism, dissatis-
faction and boredom. In this context, psychologists began the move to
redesign jobs to counter both the horizontal and the vertical division
of labour using theoretical models of work design and proliferating a
number of job enlargement and people-centred, performance-orientated
techniques under the principles of job enrichment (for example,
Herzberg, 1968; Hackman and Oldham, 1975). Empowerment, high
involvement and high performance work systems are all underpinned
by such principles (see Parker, 2002).

The most influential theory guiding group work design was socio-
technical systems theory, particularly associated with the work of the
Tavistock Institute (Trist and Bamforth, 1951). Trist and Bamforth stud-
ied the effects of the replacement of traditional ‘hand getting’ of coal by
the ‘longwall’ method of mining. Following the introduction of large-
scale machinery, groups of individuals had been divided into specialized
groups, each person typically being responsible for a single fragmen-
ted task. This contrasted negatively with the previous method in which
groups worked together to remove coal from the coalface, with high
levels of autonomy over work pace and allocation of tasks. Trist and
Bamforth observed that some pits had spontaneously developed a form
of mining in which multi-skilled, self-selected and self-led groups were
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responsible for the whole collection of coal on one shift. More import-
antly for performance management, these groups produced higher out-
puts and suffered from less absenteeism. These observations laid the
foundations for the concept of jointly optimizing social and technical
systems when designing work. They also provided the platform for many
other socially underpinned concepts, for example, the autonomous work
group (Needham, 1982; Kemp et al., 1983) and team interactions, which
have been shown to be strongly predictive of team performance (Guzzo
and Dickson, 1996).

Concepts from OP and OB have facilitated the fine-tuning of people
management or human resources practices by tapping into conceptu-
alizations of human needs. Many contemporary practices, for example,
performance appraisal and performance-related pay, are rooted in the
application of psychologically defined methodologies and methods.
These practices are employed as means of encouraging, or even driv-
ing, individual and sometimes group behavioural adaptation in order to
manage and enhance employee performance.

Occupational psychologists use a range of research methods and
designs to investigate the interaction between an individual and their
work, and for the assessment of work performance. However, tradition-
ally a large component of this has involved experimental procedures and
quantitative test measures. Unsurprisingly, as the field of OB draws from
a wide range of methods from other disciplines, there is no such clear
tradition.

Central to the belief that such an approach or set of approaches can
be successful is the notion of human motivation, in other words the
particular needs, wants and beliefs that drive an individual.

Motivation

Abraham Maslow’s theory of human motivation (1943), in which he
proposed that humans had a hierarchy of related needs through from
physiological, safety, love, esteem, to the need for self-actualization,
has been highly influential in the development of work-related motiva-
tional theories. Popularly represented as a step diagram, the relationship
between these needs, Maslow suggested, was that one could not step
up to fulfil a higher level need until the earlier one had been satis-
fied. Inherent in the theory is the contention that humans strive for
self-actualization and thus Maslow’s theory provides the bedrock of the
belief that both motivations and performance can be managed. From this
standpoint, a number of approaches seeking to motivate higher and more
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effective levels of performance at work have been explored. By means of
management education and training courses, many of these approaches,
or motivational theories, have proved influential. Managers whose remit
is to improve performance and productivity have been drawn towards
what they perceive (or perhaps are led to believe) will assist them in
achieving the ‘holy grail’ of enhanced performance.

We will now outline a small sample of these approaches and the-
ories, focusing on their type and effectiveness, before going on to
discuss why their effectiveness, from a management perspective, might
be compromised.

1. McClelland’s Achievement Theory (1961) deviates from that of
Maslow in that McClelland did not believe that people had a fixed
hierarchy of needs (Fulop and Linstead, 2004), but that the need to
achieve (nAch), the need for power (nPow) and the need for affiliation
(nAff) varied in accordance with the value placed on them by indi-
viduals. This work was developed later, prioritizing the motivational
potency of power (McClelland and Burnham, 1976).

2. Herzberg’s theory of motivation (1968) hinges upon enriching the
job undertaken by an individual so that it is challenging enough for
them to use their skills and expertise for which they were employed.
Herzberg drew a clear distinction between motivational aspects of job
(for example, achievement, recognition, the job content, responsib-
ility and advancement) and those which simply stave off dissatisfac-
tion, labelled as ‘hygiene factors’ (for example, adequate pay, policy
and administration, supervision and conditions of work). In taking
this approach, Herzberg’s theory sought to counter Taylor’s arguably
dehumanizing approach of breaking jobs down to their simplest com-
ponents and separating planning from execution. At the same time it
facilitates the fulfilling ‘climb’ up from the basic level to achievement
of the self-actualizing need.

3. Vroom’s Expectancy Theory (1964) is based upon people’s preferences
and the value that they placed upon those preferences. In this respect,
Vroom’s theory shares some features with that of McClelland. How-
ever, rather than motivation being linked with specific needs (for
nAch, nPow, nAff, for example), Vroom proposed that it was driven by
the degree to which an individual expected to be successful in achiev-
ing that which they valued. At the core of Expectancy Theory is how
the individual perceives the relationship between effort, performance
and reward. As such, an individual is unlikely to put in much effort
to achieve something that they do not value.
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Each of these examples demonstrates the complexity of human need
suggesting that, while the temptation to prioritize or privilege one motiv-
ational theory over another as a means of expediting high levels of
performance may be strong, it could be considered foolhardy for a man-
ager to do so. The ‘pull’ of a theory for application, it must be appreciated,
could more readily or realistically be regarded as reflecting the manager’s
own motivational ‘preferences’ rather than their ‘knowledge’ of what
motivates the employees for whom they are responsible.

Taking McClelland’s theory, we can see that it is culturally neutral, or
even blind, as well as being person and status dependent. On the face
of things, it might appear to be a positive approach, but people with a
high nAch, for example, could find managerial and supervisory func-
tions frustrating, as their success would be dependent largely upon the
achievement of others and/or their willingness to perform. This level of
performance, or even willingness to perform, cannot simply be assumed.
We see here a need for individualized attention as a means of motivat-
ing others. Not to countenance an individualized approach would be
to court frustration or even compromise the performance of all parties.
Moreover, as Herriot (2001, p. 2) states, maintaining motivation, morale
and commitment cannot be resolved by ‘some new motivational lever to
pull, or button to press’ but requires more searching consideration of the
nature of the overall employment relationship (an issue we will consider
below when we assess the key challenges facing OP and OB).

Yet, theories of motivation such as expectancy theory and equity
theory (which examines discrepancies within a person after that per-
son has compared their input/outcome ratio to that of a reference
person – see Adams, 1963) have been seen to contribute to the enhance-
ment of employee productivity and well-being. This is, in part, because
each recognizes that behaviour is not shaped completely by environ-
mental consequences but rather is a function of beliefs, values and other
cognitive processes.

Individual motivations are, of course, but one determinant of work per-
formance and, besides situational factors, such as physical environment,
co-ordination of work activities and supervisory support, a number of
individual differences have been found to have a bearing on performance
outcomes.

Individual differences

Effective performance is, at least in part, seen to be a function of recruit-
ment and selection which concern the process of choosing between
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people based on their potential to successfully perform a particular job
in a particular organization (Robertson et al., 2002). The conventional
design process begins with job analysis, ‘ . . . the fundamental building
block upon which all later decisions in the employment process must
rest’ (Cascio, 1998, p. 36), which specifies the nature of the job to be
done and the characteristics by which the candidates are to be assessed.

Historically, job analytic methods have assumed that jobs were not
changed by the individuals performing them. They sought simply to
compare the tasks, roles and responsibilities of a job. However, more
recent techniques recognize the dynamic nature of the job, individual
and situational factors. Thus, they attempt to describe jobs in worker-
orientated terms and are supplemented by ‘competency analysis’, which
focuses on identifying the behaviours required to perform a job effect-
ively. As pointed out by Robertson et al. (2002, p. 109): ‘The cornerstone
of personnel selection and assessment is the demonstrated existence
of measurable psychological differences between people that are of
importance in determining job success.’

There is a myriad of possible individual difference variables (Warr,
1987), which can be categorized as follows:

1. genetic characteristics, for example, gender, constitution and
physique;

2. acquired characteristics, for example, age, education and skills; and
3. dispositional characteristics, for example, various personality types,

generally defined as ‘the relatively enduring individual traits and dis-
positions that distinguish one person from all others’ (Vecchio, 1995,
p. 85).

Some differences and their links with job performance are easy to
identify, for example, the need for manual dexterity in an orthopaedic
surgeon. In many instances there is inconclusive evidence for or against
factors’ influence on the quality (or quantity) of performance. For
example, there is no compelling evidence to suggest that women or men
are better performers per se and thus a need to be alert to this, as faulty
generalizations can lead to making improper assumptions and potential
discriminatory practices (Cascio, 1998; Cooper, 2002).

Nevertheless, psychologists have made some inroads and, in general
terms, the most important individual differences for personnel selection
have been shown to be cognitive ability and personality. For example,
Schmidt and Hunter (1998) have established some generalizable links
between general cognitive ability and conscientiousness, which have
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proven to be predictive of success in a wide range of jobs. Measuring
these two variables it is often possible to account for 20–30 per cent
of the variance in job performance, with even higher predictability in
more complex jobs. Schmidt and Hunter’s research suggests that general
cognitive ability influences job performance largely through its role in
the acquisition and use of information about how to do one’s job. Indi-
viduals with higher levels of cognitive ability acquire new information
more easily and more quickly, and are able to use that information more
effectively.

Yet concerns have been expressed regarding the differences in scores
found in different sub-groups. In this instance, the combination of cog-
nitive tests and measures of broad personality factors which take into
account differing socio-cultural experiences that might impact upon how
cognitive ability is tested, can serve to increase the validity of selection
decisions and reduce any group differences and potential for discrim-
ination in selection outcomes (see Cooper, 2002). This is, however, an
important concern more generally and sensitivity to a complex array of
differences (in respect of, for example, ethnicity, gender, culture, disab-
ility and age) in terms of selection and management of employees more
generally, pose significant challenges to the occupational psychologist
and organizational behaviourist in the context of an increasingly diverse
workforce.

Key challenges for the occupational psychologist
and organizational behaviourist

One of the most urgent problems said to be facing contemporary man-
agers is how to engage employees in employment relationships that
will enhance individual and organizational performance (Herriot, 2001;
Sparrow and Cooper, 2003). In addition to the above noted demo-
graphic and social changes, and as pointed out by Sparrow (1998,
p. 124), changing organizational forms and processes themselves (for
example, downsizing, delayering, outsourcing and job-based flexibility)
have forced the reappraisal of many of the very basic assumptions about
the design and operation of jobs and the psychological underpinning of
organizational behaviour. As a result of these changes there is often a mis-
match between the demands and rewards of work life. For example, the
public sector is continually faced by, and needs to respond to, a changing
political agenda and the motivation and engagement of employees in the
organization’s vision and values is proving to be of major contemporary
concern (see, for example, Boyne, 2003; Ferlie et al., 2003). However,
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this concern exists more generally and management of the psychological
contract has come to have a very prominent position in academic and
practitioner literatures (for example, Rousseau, 1995, 2004; Rousseau and
Wade-Benzoni, 1995; Shore and Coyle-Shapiro, 2003). Hence focus has
shifted to consideration of the implicit as opposed to the formal written
agreement, between the individual employee and the wider organization
concerning their mutual expectations and obligations, and the con-
sequences of such understandings for a range of organizational outcomes
(Conway and Briner, 2005).

Taking a cognitive approach in the occupational environment has
contributed in a number of highly significant ways to the enhance-
ment of employee productivity and well-being. As we noted above,
this applies to cognitive theories of motivation, such as equity theory
(Adams, 1963) and expectancy theory (Vroom, 1964). More recently,
Daniels et al. (2002) employed a cognitive approach to understanding
the risks of occupational stress and found that the simplified represent-
ations of reality constructed by employees (known as ‘mental models’)
have an influence on subsequent indices of performance. Adding a fur-
ther strand, other cognitive research has demonstrated that different
systems and procedures are sensitive to local context, implying that
the use of standardized metrics of performance is misguided (Clarkson
and Hodgkinson, 2004). Such findings have considerable implications
for the understanding and management of employee performance and
productivity, pointing to the need for a contingent approach to the man-
agement of behaviour, performance and reward that takes into account
the particular needs and aspirations of the individual employee.

While fundamental principles of OP and OB, for example, job design
involving job enrichment and autonomous work groups, have been seen
to have been effective in terms of enhancing employee satisfaction and
motivation, their impact on behavioural outcomes such as work per-
formance and absence are often less clear cut. In addition, performance
assessment is often based on the measurement of a limited range of
actions in response to quite specific task goals. This is unfortunate as
numerous scholars have concluded that it is inappropriate to attempt
to assess the effect of single variables and that there is a need to
take account of a wider range of work characteristics and performance
outcomes/results. Moreover, there is a need to analyse the mechanisms or
processes that might explain why work characteristics lead to particu-
lar outcomes (see, for example, Bramwell and Cooper, 1995; Jones and
Fletcher, 1996; Parker et al., 2001; Sparks et al., 2001). In common with
Houldsworth and Burkinshaw (this volume, Chapter 6), we agree that to
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focus on hard targets alone would be short-sighted. A concern with over-
all system efficiency will allow a better understanding of performance
changes in relation to broader goals and priorities of human behaviour
including the implications of these for the management of both perform-
ance and well-being (Hockey, 2002; Warr, 2002). Research designs with
sufficient power to take account of pertinent individual differences and
group processes, together with an appropriate range of outcome vari-
ables, are likely to require large or relatively large sample sizes – but
they will need to be sufficiently sensitive as to be meaningful to the
individual. From other research (for example, Berger and Luckmann,
1967; Fearfull and Kamenou, 2006), we know that at times it is helpful
to implement qualitative research methods which explore thoroughly
the nature and features of individual perceptions, as people’s decisions
and action – and performance – are based on their own ‘reality’ of the
situation.

Concluding reflections

Having illustrated how concepts from OP and OB have facilitated oppor-
tunities to ‘fine tune’ people management or human resources practices
by tapping into conceptualizations of human needs, we offer the caveat
that managers have not always chosen to use this knowledge, nor to use
it wisely when they have. For example, the contemporary organization
is likely to be ‘flatter’ with wider spans of command, thus theoretically
calling for greater employee autonomy, with psychological principles
supporting the need for such control (Warr, 1987, 2002). Yet, in the
typical, very flatly structured call centre organization, where a large
and growing number of the global workforce are employed, research-
ers have found it difficult to conclude other than ‘that routinization,
repetitiveness and a general absence of employee control are the domin-
ant, although not universal, features of [. . .] work organization’ (Taylor
et al., 2002, p. 136).

Moreover, while the proliferation of techniques and methods of work-
place motivation geared towards managing and enhancing performance
and productivity is interesting in itself, particularly with regard to the
creative elements at play to enhance worker performance, perhaps more
interesting still is the apparent need for such creativity. As Fincham
(1989, p. 17) has said: ‘The whole notion of the “expert’’ design of work
would hardly be necessary if jobs were skilled and responsible in the first
place.’ In examining the role of the social scientist in attempting to secure
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‘integration’ or, we might say, enhanced performance, Anthony (1977,
pp. 255–56) has expressed his dismay saying that such approaches:

. . . all seem concerned to achieve greater efficiency by promoting the
development of organizations that are more humane, and less irksome
to their inhabitants by sharing control, by allowing for greater parti-
cipation, by recognizing the reality of conflict, by acknowledging the
needs of employees for responsibility and growth. Both the end, of
efficiency, and the means, of greater involvement, seem thoroughly
benign and deserving of approval. What then explains the faint but
discernable odour of stinking fish?

We can appreciate the need for a finely tuned balance of experiences
provided by and through workplace engagement but, unfortunately, we
have seen some managers, guided by professional and academic expert-
ise, developing means and methods of managing through which the
psychological advantages of paid employment to the individual can be
capitalized upon in order to manipulate and enhance performance. With
this point in mind, perhaps we should reassess Karlin’s perspective on
‘psychology in the service of man’ outlined earlier in this chapter. We
suggest this be done in the light of the arguments proposed by early
contributors to the issue of performance management such as Anthony
(1977) and Baritz (1960). Essentially, both of these authors questioned
the degree to which organizational behaviourists/psychologists have
become ‘servants of power’. In closing our chapter, we would contend
that further contributions to this field of work must reflect on such crit-
ical contributions as closely as they would on instrumental ones. In this
way it might be possible to continue to develop the means of genu-
inely enhancing the nature and organization of work and the quality of
performance therein.

Note

1. Dr Robert Sussman of Washington University, St Louis, Missouri at the Annual
Conference of the American Association for the Advancement of Science
(2006).
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Taking a Human Resource
Management Perspective on
Performance Management
Liz Houldsworth and Sue Burkinshaw

Introduction

There are numerous claims, both in the rhetoric of corporate values
and the practitioner press, that people are the most important asset of
any firm. Ulrich (1998), for example, concludes that ultimately a firm’s
human resource (HR) community holds crucial responsibility for adding
value and delivering results. Therefore, the task of successfully managing
the performance of this essential organizational asset is increasingly seen
as the key to the success of any organization.

Historically, the process of performance management – equated in
the past with ‘the dreaded appraisal’, has often been parodied as time-
consuming, ineffectual and de-motivating. It is against this background
we seek to understand what performance management means and how
its evolution in many ways tracks both the development of the concept of
human resource management (HRM), as well as the changes in the macro
economic, political and social environment. We acknowledge that in so
doing we are adopting a rather Anglo/American standpoint, as it is from
this tradition that the majority of ideas discussed here arise. Although
the chapter may not consider the full range of international and cross-
cultural perspectives on performance, the discussion is equally relevant
for the corporate and the not-for-profit sectors; indeed one of our key
observations is that in the last years of the twentieth century and early
years of the twenty-first century the public sector has adopted with zeal
many of the practices of the private sector (see, for example, Houldsworth
and Jirasinghe, 2006).

Other chapters in this book look at managing performance from the
standpoint of different academic disciplines. At the risk of appearing both
biased and insular, it is our belief that the HR perspective is key and that it
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serves as an integrator across the disciplines of finance and accountancy,
process mapping and production management, organizational psycho-
logy and knowledge management. We will leave the specifics of these
disciplines to be described by those more expert in each respective
field. However, we seek to remind the reader from time to time that
all of these disciplines play a role in the design and implementation
choices, which organizations make, as they engage in the process of man-
aging the performance of their employees in line with organizational
goals.

The next section sets the scene and provides a continuum of per-
formance management evolution based on practitioner experience. We
then examine the HR context of performance management and high-
light some of the debates. In the following section we consider some of
the criticisms and challenges around the implementation of perform-
ance management, and then examine reasons for its rising popularity.
The final section seeks to summarize some of the earlier debates by loc-
ating performance management practice within the context of theories
of HRM, and synthesizing some of the links between them.

Evolution of performance management in HRM

When thinking about performance in organizations, Corvellec (2001)
has suggested that defining performance is in the eye of the beholder. It is
true that the standpoint of the individual and their functional specialism
seems to play a key role in how they define performance management.
Certainly a whole range of disciplines including psychology, operations
management, knowledge management and accountancy all claim the
performance management terrain. Although mindful of the multidiscip-
linary nature of performance management, our emphasis in this chapter
will be upon a human resources definition of performance management
as it would be understood by practitioners:

A process for establishing a shared understanding about what is to
be achieved, and how it is to be achieved; an approach to man-
aging people which increases the probability of achieving job-related
success.

(Hartle, 1995, p. 12)

If we begin by contextualizing performance itself, Corvellec (2001)
concludes that for the large majority of management authors, an organ-
ization’s performance is the result of its activity, as witnessed by the
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measurement of some form of output. However, to focus on hard targets
alone would be short-sighted (Corvellec, 2001). The ethnologist Robert
Jackall (1988) observed that for corporate managers, performance is not
simply ‘hitting your numbers’. It is about performing right on the organ-
ization’s scene – that is, fitting the social rules that govern clothing or
vocabulary, being perceived as a reliable team member or endorsing the
official organizational reality as the only one.

In broad terms, therefore, performance is not only a matter of results
or outputs (the ‘what’ of performance). It is also necessary to take into
account behaviours and processes. It is useful to think of these beha-
viours and processes as the ‘how’ of performance. The ‘what’ and ‘how’
of performance together combine to make a full picture.

These ideas of the ‘what and the how’ of performance are just some
of the themes underpinning the manifestation of performance manage-
ment within organizations today. The majority of these influences upon
managing individual performance, both at an individual and organiza-
tional level are far from new. The first formal monitoring systems evolved
and were underpinned by the principles of Scientific Management
(Taylor, 1911). These approaches were known as ‘merit rating’ systems,
were pioneered by Scott and became established performance manage-
ment systems in the 1950s. However, merit-rating systems were criticized
for being subjective systems of assessment as often they were based on
‘personality’. This approach was a shift away from the output-related
performance measurement systems (for example, payment-by-results)
associated with a ‘blue collar’ workforce and was adopted for the ‘white
collar’ workforce. Commonly used factors for rating would refer to
the extent to which individuals were conscientious, imaginative, self-
sufficient, co operative or possessed qualities of judgement, initiative or
original thinking (Armstrong and Baron, 1998).

In response to the recognition of the subjective nature of merit-
rating systems, performance management processes gradually evolved
into ‘Management by Objectives’ (MBO). MBO was a performance man-
agement process for managers, which attempted to link and integrate
the organization’s strategic objectives with the manager’s role, to con-
tribute to the organization and their own management development
(Humble, 1972). Appraisal systems developed which included the agree-
ment of individual objectives and an assessment of results against these
objectives. Performance ratings were normally given to reflect overall
individual performance or results.

During the 1990s, in the United Kingdom, it was recognized that
a major shift was taking place away from performance appraisals
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directed and owned by the Personnel Department towards the concept
of performance management. This approach emphasized the role and
relationship between the line manager and the employee and the nego-
tiation and agreement of role, responsibilities and targets. Plachy (1987)
describes the approach thus:

Performance management is communication: a manager and an
employee arrive together at an understanding of what work is to
be accomplished, how it will be accomplished, how work is pro-
gressing towards desired results, and finally after effort is expended
to accomplish the work, whether the performance has achieved the
agreed-upon plan.

(p. 12)

and

. . . performance management is an umbrella term that includes per-
formance planning, performance review and performance appraisal.

(p. 27)

Figure 6.1 below provides a practitioner-based framework for understand-
ing the evolution of performance management, which we explain in this
section.

Impact on
the

organisation

A once-a-
year event

1

An on-going
process

2

Competency-
based

3

Integrated
4

Major culture
change

5

Integration/ managerial
capabilities

High

Low
High

Model produced by Hay Group (1995)

Figure 6.1 Performance management continuum
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Consultants within Hay Group UK, based on their experience of work-
ing with clients, produced the model in Figure 6.1; it has been found to be
relevant in many sectoral contexts in the UK and Europe. It shows five
different representations or levels of performance management imple-
mentation. At its most simplistic, performance management processes
exist which provide a once a year ‘form-filling event’ and have little
impact upon the organization and are not integrated with any other
organizational or business processes. The next step (although it is not
intended to suggest that all organizations necessarily progress via these
steps) sees a move towards an ‘ongoing process’. This usually involves the
establishment of objectives in line with the business plan (MBO) and thus
linking the actions and efforts of the individual with the requirements
of the organization.

During the 1990s, performance management began to be seen as more
of a core management process – capable of delivering the business vision
by developing and reinforcing the key behaviours/values. Level 3 of the
continuum reflects this point. At this level not just the ‘what’ of perform-
ance is expressed through objectives and targets, but also the ‘how’ of
performance is invariably expressed through behavioural competencies.
This is often associated with competency-based and ‘soft’ developmental
approaches to performance management.

The background to the popularity of competencies in the UK lies in
the mid-1980s when the Constable and McCormick Report (1987) set
out to uncover the reasons for the UK’s lack of competitiveness. They
suggested the skill base within organizations could no longer keep pace
with the developing business climate for reasons including the need of
individuals to upgrade their skills to keep pace with continual change.
In response to the needs identified in the report a structured approach
to managerial training and development geared around an emerging set
of ‘Industry Standards’ was advocated. Hence the Management Charter
Initiative was born in the UK with its use of occupational competencies.
This approach to management development focused upon ‘outcomes’ –
that is the ability to perform a task satisfactorily. At about the same
time, from the US an approach to competencies was gaining momentum,
which had grown out of the research of David McClelland (1973). This
adopted a ‘process’ approach with competencies defined as behavioural
characteristics and attributes a person exhibits in order to be successful at
work – for example, influence, team work, analytical thinking. Although
National Vocational Qualifications (NVQs) continue as a qualification
route in many fields within the UK (including the not-for-profit sec-
tor), their popularity within management has dwindled. Within most
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organizations the ‘default’ since the late 1990s has been to seek to define
‘behavioural’ competency models.

As competency models have been adopted increasingly within organ-
izations, their incorporation within performance management has
become the vogue. They serve to link the ‘how’ and the ‘what’ of perform-
ance as well as promising a return on the investment in the competency
model. Having incorporated behaviours, most organizations are posi-
tioned to try and achieve the potential benefits of integration with all
other aspects of the people management cycle, as illustrated in levels 4
and 5 of the continuum. These higher levels of the continuum suggest
that performance management may be perceived as a major integrative
force – linking job design, organizational priorities, competencies with
training and development, high potential recognition and reward. Ulti-
mately at level 5 it is suggested that performance management can be
positioned as a driver and reinforcer of organizational change.

HRM context of performance management

Key debates 1: hard or soft HRM?

A remarkable feature of the HRM phenomenon is the brilliant ambi-
guity of the term itself.

(Keenoy, 1990, p. 371)

This ambiguity has challenged academics and practitioners alike in seek-
ing to define and understand HRM. The debate around the characteristics
and philosophy of HRM has tended to centre on the employment rela-
tionship, the management of employee relations and the relationship of
employee commitment to the employment relationship. Fundamental
to the employment relationship is the effort:reward bargain (see, for
example, Burawoy, 1979). This is the foundation of capitalist economies
in which labour is rewarded for the effort made to produce goods and
services.

An appropriate place to start our consideration of the HRM context
for performance management is the distinction between ‘hard’ and ‘soft’
HRM as described, for example, by Storey (1987). A simple way of view-
ing this distinction is to consider whether the emphasis is placed on
the ‘human’ or on the ‘resource’. These may be linked to develop-
ments in the 1970s when the language of ‘human resources’ began to
creep in to the vocabulary of British academics. With this came the two
notions of utilitarian-instrumentalism and developmental-humanism,
now commonly referred to as ‘hard’ or ‘soft’ HRM.
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It has been argued that the distinction between ‘soft’ and ‘hard’ HRM
is a model, which works in theory but is not easily discernible in organiz-
ational practice. Truss et al. (1997), for example, discovered that none of
the organizations they studied appeared to be adopting either a pure
soft or hard approach to HRM. However, we find it a useful frame-
work for understanding the different philosophies and approaches to
performance management as we describe below.

‘Soft’ HRM is underpinned by the human relations movement,
the utilization of individual talents and McGregor’s (1960) ‘Theory
Y’ perspective of individuals at work. Theory Y is centred on the
premise that individuals are intrinsically self-motivated at work and
that they seek job satisfaction, responsibility and self-development, (also
known as ‘developmental-humanism’ – see, for example, Hendry and
Pettigrew, 1990; Legge, 1995a,b). ‘Soft’ HR approaches centre around the
skills/attitudes and behaviours of the individual. This model emphas-
izes treating employees as valued assets and a source of competitive
advantage through their commitment, adaptability and high quality
performance (Guest, 1987). Beer and colleagues (1985) are among the
best-known proponents of this view on HRM and have become known
as the ‘Harvard school’. They place most emphasis on a ‘people’ focus,
seeing the impact of managers on organizational climate as being at
the heart of business success or otherwise, along with the relationship
between management and other employees. They recognize the exist-
ence of a range of HR levers and the context of stakeholder interests
as well as situational factors. The policy areas which they identify
with HRM are employee influence, HR flow, reward systems and work
systems.

Other authors, including Legge (1995a,b), have noted that employees
working under such an HRM system are more likely to positively com-
mit and give added value through labour, with employees feeling trusted,
trained and developed, with control over their own work. We might asso-
ciate this with a ‘resource-based’ context for HRM, with its emphasis on
stressing the potential of the employee in terms of investment rather
than as a cost. Such a developmental-driven approach to performance
management, within a ‘soft HRM model’ would be manifest in the imple-
mentation of performance management processes related to approaches
such as personal development plans, competency-based approaches and
360-degree appraisal.

In ‘Hard’ HRM, the emphasis in the approach to the management of
people is on the quantitative and calculative economic costs of managing
the ‘headcount’. Employees are often viewed as a ‘cost’ in an economic
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and rational way rather than an investment (Storey, 1987). Within
HRM literature this has been referred to as utilitarian-instrumentalism
(Hendry and Pettigrew, 1990). This focuses on the importance of ‘stra-
tegic fit’, where HR policies and practices are closely linked to the
strategic objectives of the organization with the aim of heightening
competitive advantage. In terms of its view of human nature it is charac-
terized by an underlying ‘Theory X’ assumption (McGregor, 1960) (that
the average human being has an inherent dislike of work and will avoid
it if he/she can) leading to the necessity for tight managerial control
through close direction.

Within the ‘hard HRM’ model, performance management processes
would often be reward-driven, where individual performance is meas-
ured against individual objectives/targets, linked to ratings or gradings
and pay. At its most simplistic, the performance management tools
which reflect the hard HRM context would therefore be ‘payment
by results’ systems and commission-based approaches. The perform-
ance management system would be focused on differentiating between
individual employees on the basis of their contribution – perhaps via
performance-related pay (PRP) or other reward schemes, which take into
account quantified outputs. This might be seen as an enactment of the
‘partitioning’ that is to differentiate between individuals as described by
Townley (1993). She draws on work of Foucault (1977), who describes
partitioning as one of three main methods for ‘fixing’ or ‘locating’
individuals. Partitioning therefore involves ranking – via a serial or
hierarchical ordering among employees in an evaluative fashion. Con-
temporary manifestations of this in the workplace may be found in
the increasing use of methods such as ‘forced distribution’. This is
the practice whereby managers are required to allocate their direct
reports into ‘quotas’ of above average, average and below average and
so on. The approach was expounded by Jack Welch and Byrne (2003)
when working with General Electric. Under what he called the ‘vital-
ity curve approach’ managers were required to identify the top 20 per
cent of performers, the middle 70 per cent of performers and the bot-
tom 10 per cent, who were to be managed out of the business each
year. The top 20 per cent would then enjoy the majority of invest-
ment and be earmarked for their potential, with the middle 70 per
cent being considered as ‘solid performers’ getting the majority of the
work done.

Having considered how the theoretical concepts of ‘hard’ and ‘soft’
HRM might be translated into performance management practice the
next section will consider other key competing perspectives.
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Key debates 2: competing HRM perspectives on performance
management

Beardwell et al. (2004) identify four distinct perspectives on HRM and,
by implication, its contribution to performance management. These are

1. that HRM is no more than a re-titling of the personnel management
function;

2. that HRM can be viewed from a strategic perspective and is a key player
in driving the business forward in a highly competitive market;

3. that HRM is a new managerial discipline – a ‘fusion’ of the traditional
pluralist perspective of personnel management/industrial relations
into one approach which is managerially led and unilaterally driven;
and

4. that HRM represents a resource-based model of the employment rela-
tionship which incorporates a developmental focus for the individual
employee, but one in which human resources are seen as a key to
competitive advantage.

We will discuss these four broad perspectives in detail below.

HRM or personnel management?

In terms of the first of these there is an on-going and long-standing
debate across the academic and practitioner communities as to whether
HRM is just a re-labelling of Personnel Management – ‘old wine in new
bottles’ (Armstrong, 1987) or whether HRM provides theoretical explan-
ations underpinning the employment relationship (Beer et al., 1985).

This debate is encapsulated in Guest’s (1989) definition of HRM,
whereby HRM can be defined in terms of the ‘soft–hard’ dimensions
(discussed earlier) and the ‘loose–tight’ dimension.

At the ‘loose’ end of the dimension, HRM would be seen as nothing
more than the re-titling of a Personnel Department. At the ‘tight’ end
of the dimension, HRM is seen as being distinctly different from Person-
nel Management – with its own body of theory. This ‘theory of HRM’
relates to four main components: HRM outcomes; HRM policies; HRM
as the ‘cement’ (for example, strategic integration, leadership, organiz-
ational culture) that binds the system together; and HRM as driver of
organizational outcomes (Guest, 1989).

HRM and strategic success

A ‘strategic’ perspective on HRM has been around since the early Match-
ing Model of HRM (Fombrun et al., 1984). HRM is characterized by its
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close alignment with business strategy (Hendry and Pettigrew, 1986),
and perceived since the 1990s to fulfil a more influential role driving the
strategic success of the business.

The extent to which HRM contributes to or even drives organizational
strategy is debated throughout the HRM literature. Storey’s (1992) model
of the evolution of the HR function (Figure 6.2) captures the ‘loose’
and ‘tight’ perspectives identified by Beardwell et al. (2004), and Guest
(1989).

HRM as a driver in organizational strategy is normally achieved
by HRM specialists holding senior Board level positions, and through
the devolution of many of the functions of HRM to line man-
agers. In this way it has shifted into a ‘strategic/interventionary’ pos-
ition where HRM is seen to be a strategic change-maker, helping to
realign and re-shape the business in line with ‘tight HRM’. The tac-
tical, non-interventionary position on the other hand denotes the
‘loose HRM’ view that HRM is simply a re-titling of the personnel
function.

If we strive to apply the framework of Storey to the development
of performance management we might expect to see HR profession-
als who are still residing in the ‘hand maidens’ category to spend
energy on reminding or checking that line managers complete the
performance management process. On the other hand, if these HR
professionals have clearly positioned themselves as change makers, we
would not be surprised to find them working with executives to help, for
example, to shape a balanced scorecard to reflect the strategic priorities
which may then be communicated via the performance management
process.

Strategic

Interventionary Non-interventionary

Tactical

Changemakers Advisers

Regulators Handmaidens

Storey (1992 )

Figure 6.2 Storey’s evolution of HRM
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HRM: a newmanagerial discipline?

In terms of Beardwell et al.’s (2004) third perspective, it suggests that the
values underpinning this view of HRM are predominantly individualistic
and unitarist. Unitarism assumes that conflict and differing views cannot
exist within an organization because both managers and employees are
working toward the same goals – the organization’s success.

These common interests are reflected in the ‘psychological contract’
(Guest, 1998). The psychological contract goes beyond the written
employment contract and is subjective and promise-based. There is a
mutuality of understanding between the employer and employee that
is common and agreed, in relation to obligations of each respective
party related to work, pay, loyalty, commitment, flexibility, security
and promotion. This is reinforced by conscious pursuit of good ‘person:
organization fit’ in recruitment and selection. Unitarism is in contrast to
the dominant traditional values of personnel management and industrial
relations, which emphasize collective and pluralist values (Guest, 1987).

In relation to performance management, it is straightforward to see
how unitarism might be interpreted as being essentially a managerial
intervention which is imposed by managers on employees, thus in keep-
ing with the perspective that it is essentially a new managerial discipline.

Humans: just another resource to bemanaged?

We discussed resource-based views earlier; to recap, the performance of
staff, like other assets, needs to be actively managed for optimum returns
on investment. It is clear that the majority of performance management
‘systems’ include an element of employee development. However, the
extent to which this is emphasized in practice is likely to differ. Those
which emphasize it might be judged to be drawing on traditions of ‘soft’
HRM more than ‘hard’ ones. See, for example, Houldsworth and Jiras-
inghe (2006) who have identified ‘performance development’ as one of
two broad ‘schools’ or styles of approach, the other one being more con-
cerned with measurement and representing a ‘harder’ strategic control
approach to HRM.

Strategy, style or outcomes?

As well as outlining the four perspectives from which to view HRM,
Beardwell et al. (2004) have also suggested that it may be analysed in
terms of whether it focuses upon strategy, style or outcomes. We have
already discussed the strategic perspective earlier in this chapter.

The approach to HRM in terms of style, is embedded in the research of
Watson (1997), Purcell (1987), Legge (1978), Tyson and Fell (1996) and
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Purcell and Sisson (1983). This research centres on the role of the HR
professional as an actor, within an organizational setting, who influences
HRM policies and practices. The approach of HRM as ‘style’ is bound
firmly to the principles of ‘hard’ and ‘soft’ HRM (Storey, 1989).

Research focusing on HRM as ‘outcomes’ centres on whether particular
combinations of HRM policies and practices produce better organiza-
tional performance (Arthur, 1992, 1994; Huselid, 1995; McDuffie, 1995;
Patterson et al., 1997).

The essential dilemma for academics and HRM practitioners alike is the
difficulty of establishing a direct link (which is measurable and tangible)
between HRM activities and processes and organizational success that is
HR’s contribution to the ‘bottom line’. ‘There is the problem of demon-
strating unequivocally the contribution of personnel, as an activity, to
organizational success’ (Legge, 1995, p. 23).

We can see from within the chronology of Performance Management
and the debates and perspectives surrounding the context of HRM, that
this is a key challenge. However, the work of Thompson and Richardson
(1999), Huselid (1995) and others goes some way towards establish-
ing that a positive relationship exists between more sophisticated and
innovative HR practices and increased organizational performance.

Relevant to the outcome-based approach is the extent to which
employees give ‘extra’ in the form of discretionary effort, which would
otherwise not have been forthcoming without the effect of the chosen
practice(s). Authors such as McDuffie (1995) and Guest and Hoque (1996)
have examined the concept of ‘fit’ of HRM techniques in specific circum-
stances and ‘bundles’ of practice that might affect performance. Current
work explores the nature of HRM ‘bundles’ and the relationship between
particular managerial styles, particular combinations of practice, leading
to successful business outcomes (Wood and De Menezes, 1998).

We therefore suggest, that the four broad perspectives of the HRM
debate and the three foci of analysis (‘outcomes’, ‘strategy’ and ‘style’)
help us to both understand and analyse HRM and performance manage-
ment practice within organizations. We shall return to this in the final
section.

Challenges for performance management

We focus here on some of the main criticisms of performance manage-
ment, but there is not space for detailed critiques of its underpinning
HRM elements.
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Given its longevity and changing guises, it is not surprising that over
the years performance management has attracted a range of responses,
of which Armstrong and Baron (1998) provide a useful overview. They
begin by pointing out the gap in knowledge around the value of perform-
ance management, reporting that the link between effective performance
management systems and improved organizational performance has
been difficult to establish conclusively. They also review the available
critiques and conclude that they can, broadly speaking, be divided into
two camps: performance management is a good idea that doesn’t work
(practitioners and some academics), and performance management is a
bad idea and doesn’t work (academics).

In the practitioner press, for example, Fowler (1990) claimed that the
performance appraisal process and MBO approach introduced within
organizations soon became over-systemized and bureaucratic. He saw an
increasing emphasis being placed upon the quantification of assessment
criteria and objectives and results-orientation. Also the appraisal systems
were typically seen as a function of the Personnel Department and not
one which was owned by line managers and employees (Armstrong and
Baron, 1998). Deming, the TQM ‘guru’, described performance, metric
rating or annual review as the third ‘deadly disease’ of management
(Deming, 1986).

Amongst more academic authors, Townley has written about the issues
of power relations and control within the workplace (1993 and 1994). She
emphasizes the controlling nature of performance management, particu-
larly where individuals are ranked through paired comparisons or forced
distributions. She refers to the divisions that are created internally to
the work organization – for example, between headquarters and other
sites, through technology but essentially via a rational classification –
manual/non-manual, core/periphery workforce as discussed earlier. She
views this as a form of power and control, which becomes divisive across
the labour force. She describes performance appraisal as being placed at
nexus of a range of disciplinary procedures: rewards, identification of
skill deficiencies and potential for promotion (Townley, 1994). Barlow
(1989) has similarly written about its controlling nature, in particular see-
ing that it relies on compliance; and Winstanley and Stuart-Smith (1996)
have described the ‘policing’ or enforcement nature of performance man-
agement. Truss et al. (1997) found considerable gaps between the organ-
izational rhetoric of performance appraisal and managerial practice.

Kessler and Purcell (1992) in their study of PRP concluded that per-
formance management systems and processes become dysfunctional in
three key areas: the establishment of performance criteria, the appraisal
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interview and the assessment of performance. Criticisms are centred on
the difficulties around establishing fair and objective criteria, which are
not always measurable or tangible; the lack of objectivity of the perform-
ance appraisal; and that the line-manager may not be best placed to judge
the ‘assessment’ of performance.

The resurgence in popularity of performance management systems
over the last decade has been attributed by some as part of a man-
agement re-assertion of the ‘right to manage’; and that performance
management processes are further attempts to elicit control over the
behaviour of employees (Townley, 1993; Newton and Findlay, 1996).
This is further supported in the findings of Kessler and Purcell (1992)
who found that in the introduction of individual PRP systems, the mana-
gerial objectives were not necessarily about performance (or reward) but
more about managerial control. The research found that the introduc-
tion and implementation of performance management and appraisal
processes were being used to facilitate or support a broader process of
organizational change. Other, management objectives were: to mobil-
ize and stimulate greater employee commitment; to individualize the
employment relationship; to revitalize the role and authority of the line
manager; to enhance staff-management communications; and to weaken
the influence of Trade Unions. It can therefore be seen that a variety of
management objectives might be pursued through performance man-
agement systems. These multiple objectives and potentially conflicting
objectives, account for many of the difficulties that organizations experi-
ence in the implementation of effective performance management (Beer
et al., 1985). The multiple objectives and implementation difficulties of
performance management may be seen as an example of Legge’s per-
spective of HRM, in that HRM is characterized with ‘potential tensions
and contradictions’ (Storey, 1995, p. 39). An example of this might be
where performance management is presented as development-driven but
is used as a tool to discipline employees and to inform the selection
process for redundancy.

Despite the fact that performance management has been the subject
of much criticism, take-up with organizations continues largely unchal-
lenged. The next section considers reasons for its surprising popularity.

Why the continued growth in performance management
systems?

As HR specialists have sought to acquire greater professional recognition
and decision-making power, performance management has become a
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key element in their toolkit. HR professionals increasingly strive to couch
their work in terms of its strategic nature, and heighten their influence
through quantifiable outputs. However, it is unlikely that HR profession-
als alone would have been able to stimulate the increase in performance
management activity without associated business and political pressures.

The era associated with centralization and collectivism was replaced in
the 1980s with the market-based approach. There was a shift to private
capital, private enterprise and a culture of individualism. The employ-
ment relationship and legislation governing that relationship changed to
become increasingly individualistic and to take on a unitarist perspective.

The key impetus for the development and implementation of increas-
ingly sophisticated performance management systems in the 1990s was
the growing pressure of internationalization and organizations finding
themselves operating within competitive and global markets. During
this period, organizations re-structured to create flatter structures, which
in turn led to increased devolvement and responsibility to line man-
agers. Cultural shifts within organizations were also taking place, with
a re-orientation to customer focus, the notions of ‘productivity through
people’, leadership, cohesive organizational cultures and the concept of
employee empowerment within the workplace. These pressures were not
just confined to the private sector but also to the public sector in a drive
to determine accountability and responsibility.

In the UK this was supported by the political climate of the ‘New
Right’ throughout the Thatcher Conservative governments. The key val-
ues underpinning the New Right thinking were individualism, personal
freedom and inequality. Farnham and Horton (1996), identify a range
of objectives pursued by the then Conservative Government, which
support the New Right philosophy. Amongst these were

• To improve efficiency and engender an ‘enterprise culture’; and
• To strengthen the right to manage and a commitment to

individualism.

These objectives are reflected in the philosophy underlying performance
management and the performance management processes and practices
developed in the 1980s and 1990s. Throughout this period there was a
strong focus within organizations on creating a ‘pay for performance’
environment evidenced by the introduction of PRP schemes.

In this respect the economic, political, social and legal climate was
‘ripe’ for the growth and evolution of performance management within
organizations. In support of this view, Armstrong and Baron (1998)
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reported that there was a substantial increase in the growth of per-
formance management across the UK during this period. These findings
are supported in the IRS (2003) Employment Review. The vast major-
ity of respondents saw performance management as very important and
one-third agreed that they had a performance culture.

Armstrong and Baron concluded from their extensive review that
in the latter 1990s, performance management systems were shifting
away from those which emphasized quantifiable objectives, measur-
able outcomes and reward (for example, individual-related pay), to
those that had a stronger focus on the developmental process such as
personal development plans and competency-based approaches. More
recent research (Pollitt, 2006 and e-reward.co.uk, 2005) suggests that the
pendulum has started to shift once more. This reinforces the view of
Holloway (2002) who has described how in Western economies there has
been a tendency to adopt ‘new’ approaches to performance measurement
every few years before seeing benefits of previous implementation.

At about the same time that Armstrong and Baron were reporting their
view of trends in performance management development from 1991 to
1998, a different approach was being experimented with by a number of
organizations (Houldsworth and Jirasinghe, 2006). This approach takes
its lead from accountancy and business process and quality movements.
The main influences upon this movement can be seen to be the EFQM
model and the balanced scorecard. Although they have different roots
and a different set of advocates, both approaches encourage a heavier
‘metric-based’ view of performance than that identified by Armstrong
and Baron. Indeed, Pollitt’s (2005) comparative study has concluded
that in northwest Europe, performance measurement has become almost
universal and well established in practice, whereas he sees performance
management to be still developing.

Linking performance management and theories of HRM

Just as there is no unified theory of HRM, there is no one commonly
held theory or set of theories to explain performance management
from an HR perspective. Instead we can see that it draws on theories/
perspectives and approaches from a range of disciplines particularly those
of organizational behaviour and psychology (addressed elsewhere in this
book).

Table 6.1 positions performance management practice within an HRM
base, drawing together some of our earlier discussion points. The table
starts with ‘performance management characteristics’ and seeks to link
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Table 6.1 Linking performance management practice to theories of HRM

Performance management
characteristics

HRM theory/perspective Manifestation in
performance management
practice

Other comments

Management by objectives Strategic perspective on
HRM

Target setting and strategy
cascade

Identifying and rewarding the
‘What’ of performance

Outcome-based HRM
Hard HRM

Balanced scorecard
approaches

Strategic perspective HRM
Resource-based perspective
Hard/soft approach to HRM

Highly structured approach to
linking goals across the four
scorecard areas

Rationality attractive, but
simplest to measure hard
financials and resultant
scorecard is often unbalanced

Performance management as
top team concern

HRM as style HR Director positioning self
and function as strategic
business partner

With heightened
professionalism of HRM,
performance management
usually seen as much more
than appraisal and a key Top
Team concern

Performance-related pay Outcome-based HRM
Wage-effort bargain

Ratings of performance Holy grail for many
organizations to effectively
differentiate between
performers in terms of pay
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Table 6.1 (Continued)

Performance management
characteristics

HRM theory/perspective Manifestation in
performance management
practice

Other comments

Development-based
approaches to PM

Soft HRM Whole contribution of
employee

Identifying and rewarding
‘how’ of performance as well
as the ‘what’

HRM as style Less emphasis on rating and
more on development and
potential based on behaviours

Resource-based HRM

Employee involvement,
communication and joint
goal setting

Model of discretionary
effort

Attempts to build motivation
and buy in

Links to performance
management as a change
enabler

Soft or development
approach to HRM
Resource-based HRM

Measurement-based
approaches to PM

Hard HRM Emphasis on targets and
standards with benchmarks
for each level of performance
rating

Notion of ‘right to manage’

Managerialist perspectives
on HRM

Often linked to pay

Rating/ranking of performance

Forced distribution of ratings Townley’s association
with partitioning

Quotas for each box-marking
category

See description in Welch and
Byrne (2003)
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them to theories or perspectives of HRM discussed earlier in this chapter.
The third column then provides a little more context by summarizing
how they are manifested in practice in organizations. The fourth column
provides other author comments as appropriate.

If we consider the contents of Table 6.1 we can seek some linkages
between them and an earlier analysis of performance management by
Holloway (2002). She focused upon contingency theory and systems
theory which although relevant to performance management practice,
we see as being less key within the HRM context. We do, however,
see some linkages between the theories she suggests and the four per-
spectives and three approaches (strategy, style and outcome) outlined
earlier. For example, Holloway refers to resource-based theories of the
firm (Prahalad and Hamel and Grant). We see a link to resource-based
perspectives on HRM in terms of the emphasis upon ‘capabilities’ and
also to style approaches given their emphasis upon internal processes
and behaviours. Similarly, agency theory and stakeholder theory have
already been linked (Woodward et al., 1996) and may be seen in broad
terms to link to outcome-based approaches to HRM.

The table also serves to summarize our earlier discussion by show-
ing linkages between performance development and ‘soft’ HRM as
manifested in coaching, development planning and attempts to build
motivation. Similarly, it suggests a link between performance measure-
ment and ‘hard’ HRM as manifested in the production of ‘rational’ targets
in line with organizational strategy.

When describing the definitions of performance management, Walters
(1995) argues that it is concerned with ‘directing and supporting employ-
ees to work as effectively and efficiently as possible in line with the
needs of the organisation’. This definition depicts a strategic HRM char-
acter, which seeks to emphasize the link of individual effort(s) to the
organizational goals and objectives and fits with the view that HRM is
predominantly about managing the employment relationship from a
business strategy perspective.

Armstrong (2002) describes performance management as ‘a means of
getting better results from the organization, teams and individuals. It
is about the agreement of objectives, knowledge, skill and competence
requirements, and work and personal development plans. . . . The focus
is on improving learning, development and motivation.’ (Armstrong,
2002, p. 373.) This definition underpins the notion of HRM from a
resource-based model perspective.

In the mainstream HR practitioner literature, Armstrong and Baron
(1998) define performance management as ‘a strategic and integrated
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approach to delivering sustained success to organizations by improving
the performance of the people who work in them and by developing
the capabilities of teams and individual contributors’ (Armstrong and
Baron, 1998, p. 7) They continue to emphasize that performance man-
agement is a strategy which relates to every activity of the organization
set in the context of its HR policies, culture, style and communication
systems. This definition emphasizes the importance of shared values and
cultures and reflects HRM as a new managerial discipline, underpinned
by unitarist assumptions about the employment relationship.

Conclusion

Within this chapter we have sought to explain the complexity of per-
formance management from a HRM perspective. We have seen that
organizational performance management practices and processes are
influenced by the theoretical perspectives of HRM (for example, soft
and hard HR/loose and tight HR dimensions) and the impact of the HR
approach in terms of strategy, style or outcomes.

The evolution of performance management and the development of
HRM have also been seen as a response to the macro environment in
terms of the political, economic, social and legal changes throughout
the 1980s and 1990s. Table 6.1 illustrates the evolution of perform-
ance management alongside the underpinning debates and perspectives
surrounding the HRM discipline.

We see that as with much of HRM there is no one common understand-
ing or underlying philosophy. In fact we conclude that organizations
make choices (either knowingly or at an ad hoc level) about their per-
formance practice, much as they might do with other aspects of strategic
positioning and implementation.

In the case of performance management, we can see that these
decisions are based on history, the relative strength of the HR function
and the current trends and fashions which abound. Given the critiques
which have been levelled at performance management, we can only
hope that the increasing professionalism of those working within HR
will equip these individuals and their senior colleagues to make informed
choices around performance management, recognizing the impact that
these choices might have on both the success of the organization and
also the well-being of those working within it.
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Performance Measurement and
Performance Management: The
Operations Management Perspective
David Barnes and Zoe Radnor

Introduction

This chapter takes an historic perspective on performance measurement
and management (PMM) within operations management (OM). After
defining OM, we show that most PMM within OM today is derived
from the introduction of work study/productivity measurement within
manufacturing during the industrial revolution. This has led to a focus
on performance measurement which has gradually evolved, reflecting
changes in the concerns of operations managers and a move towards
performance management. However, we conclude by suggesting that the
drive for productivity and, in particular, ‘bridging the gap’, is still high on
the agenda of many western governments, especially in the UK. As such
there is a need to understand, differentiate between and manage both
performance measurement and performance management within OM.

By taking an historic perspective the chapter illustrates how views of
performance management both in terms of research and practice have
moved in three directions within OM:

1. The broadening of the unit of analysis. Measures have moved from
finite tasks and processes to take in ever larger work elements, mov-
ing towards organizational level and even to outside the organization
along the supply chain from supplier to end-consumer.

2. The deepening of performance measures through tools such as the
Balanced Scorecard which are linking the operational to the strategic.

3. The increasing range of performance measures as focus has shifted
from economy and efficiency (input and output costs), to effective-
ness (quality, flexibility, dependability, speed, outcome); and from
merely measuring to managing.
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These three directions reflect PMM in OM from both practice and
research perspectives. Analysis of the research, theory and literature
clearly indicates shifts in focus (as will be outlined in the historical
analysis) as researchers and writers move the debate from unit of ana-
lysis, to models or frameworks and then, to use and context within the
discipline of OM. Therefore, throughout the chapter an implicit relation-
ship between practice, research and theory should be considered often
with research leading the discussion. So that points can be illustrated,
the chapter will use examples from the manufacturing, service and pub-
lic sectors mainly from a UK context. However, it is possible to use these
examples to reflect on lessons, issues and challenges for PMM within OM
at an international level.

Background models

Operations management (OM) is concerned with the management of
organizational activities which produce goods and/or deliver the services
required by its customers. Slack et al. (2005) argue that one of the fun-
damental models within OM is the Transformation Process (Figure 7.1).
This model presents the ‘process’ of taking a set of inputs which are to be
transformed (those which are treated, transformed or converted) and the
resources to do the transforming (act upon the transformed) through the
process itself (which can have different focuses i.e. either information,
materials or customers) to a set of outputs which can be a mixture of
goods and services.

Input
transformed
resources

Materials
Information
Customers

Input
transforming

resources

Facilities
Staff

THE
TRANSFORMATION

PROCESS
Input

resources
Output products

and services Customers

Environment

Environment

Figure 7.1 The transformation process



David Barnes and Zoe Radnor 91

The transformation or operations process can occur at all levels within
an organization – from a task within a department to operational level
across departments and even at strategic level through the supply chain
(Slack et al., 2005). At all these levels the issues for the operations man-
ager can be considered to be similar (for example, capacity, design,
managing demand, planning), as well as the need to understand or
measure the efficiency, utilization or productivity of the process.

Building on this model, often considered as a ‘systems view’, it is pos-
sible to link to the three E’s model which attempts to define economy,
efficiency and effectiveness (Figure 7.2). This chapter will focus on the
last two elements (efficiency and effectiveness) since ‘economy’ (the min-
imization of inputs) is rarely the main aim of performance management.
The model illustrates how efficiency-focused measures linked to pro-
ductivity and utilization have dominated OM. This focus developed from
the industrial revolution onwards as the relationship between industrial
and national financial (economic) growth was recognized. As Neely et al.
observe, ‘Traditionally performance measures have been seen as a means
of quantifying the efficiency and effectiveness of action . . . an integral
element of the planning and control cycle’. However, they continue:
‘[This is a] somewhat mechanistic view. Performance measures also have
a behavioural impact’ (Neely et al., 1997, p. 1132). This has been reflec-
ted since the 1980s in a more concerted effort to measure effectiveness,
and an emphasis on outcomes using softer measures such as levels of
innovation, motivation and customer retention.

Acquiring human and 
material resources of

the appropriate quality
and quantity at the

lowest cost

£££: Cost Inputs Outputs Outcomes

Economy Efficiency Effectiveness

Cost effectiveness 

Producing the maximum
output for any given set

of resource inputs for the
required quantity and

quality of service provided 

Having the organization
meet the customer 

requirements 

Figure 7.2 The three E’s model (Radnor, 2005)
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As the historical analysis will illustrate, this move has been difficult
and is definitely far from complete as operations managers within the
private and public sectors still have to battle with justifying their level
of output and prove their levels of efficiency in order to be considered as
effective. This often means that the emphasis within operations areas is
still around measurement (that is, collecting measures for a ‘snap-shot’
picture of the situation) rather than management (using the data to make
decisions and drive improvement). This can be dangerous and lead to
unintentional consequences for both the process, and its outputs and
outcomes. Such risks will be reflected on later in the chapter, but next
we consider the history of PMM as it has accompanied the development
of OM.

The history of PMM in OM

As Voss notes (1995), ‘OM is very much an applied discipline . . . [with]
a symbiotic relationship with industry’ (p. 32). It is often difficult to
discern whether OM theory leads or lags industrial practice, particularly
with regard to PMM. To fully appreciate the OM perspective on PMM
requires an historical analysis of OM theory and practice. A review over
the last 100 years leads to the identification of three distinctive time
periods1:

• The early twentieth century – during which the foundations of OM
as a discipline were laid, based on the emerging ideas of scientific
management. This helped establish ‘the dominant management
paradigm . . . [that] the role of the operations function [is] . . . to man-
ufacture as efficiently as possible. Hence the question that operations
managers wanted their measurement systems to help them answer
was how efficient are we’ (Neely and Austin, 2000, p. 421).

• The post Second World War years up to the mid-1980s – which saw
a gradual shift in OM from considering performance purely in terms
of cost and efficiency to one which also encompassed other perform-
ance concerns especially quality, flexibility, timeliness, innovation
and so on.

• The mid-1980s to date – during which a growing dissatisfaction with
existing performance measurement systems has led to what Neely
(1999) has termed a ‘performance measurement revolution’ (p. 207)
from which OM has not been immune.
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Early twentieth century

The origins of OM lie in the factories of the industrial revolution that
enabled large scale manufacture for the first time. As the philosopher
and economist Adam Smith (1776) had predicted, the application of the
principle of the specialization of labour allied to the adoption of large
scale machinery enabled goods to be produced at rates previously unima-
ginable using individual craft-based approaches. It is worth noting that
factory owners and managers would have had to engage in performance
measurement to determine just how much more efficient these practices
had enabled their operations to become.

However, one of the true founding fathers of OM (and arguably its most
important and influential) is Frederick Winslow Taylor. Taylor believed
that it was management’s responsibility to devise the best method of per-
forming work. In the first decade of the twentieth-century he developed
the concept of scientific management (Taylor, 1911). This was based
on the analysis of existing work methods through observation and
measurement. From this, an improved method could be developed and
implemented, and its results monitored through ongoing performance
measurement. Taylor’s ideas were advanced by many others including
Frank and Lillian Gilbreth, who developed the concept of time and
motion studies, which required the measurement of every single move-
ment undertaken by a worker in the course of performing their work.
This newly developed discipline, which came to be known as ‘work
study’, incorporated the study of work methods and the measurement
of work.

The focus of scientific management was primarily on trying to increase
the efficiency of individual workers. Taylor further stressed the import-
ance of the individual worker by advocating the payment of individually
based financial incentives to those workers who could increase their
output as a result of the application of scientific management. This in
turn required the measurement of the performance of individuals, espe-
cially their output. Thus, the emphasis of performance measurement
in scientific management was at the micro-level within each opera-
tion, focusing on the work and the output of individual workers. For
more macro-level measures of performance, operations managers seemed
mostly to look to financial figures supplied by management accountants
(although they were more likely to be termed ‘cost accountants’ at that
time). Performance, and hence its measurement and management, was
conceived primarily in terms of the volume and cost, and hence pro-
ductivity. In an era of labour-intensive mass manufacture this made a
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lot of sense. These ideas came to dominate OM theory and practice well
into the second half of the twentieth century. Their application made a
significant contribution to the success of western industry in this period,
and especially the United States.

Despite its widespread adoption in large tracts of industry, what
became known as Taylorism was not without its critics. (For a review
and vigorous rebuttal see Locke, 1982). Many of these criticisms ori-
ginate from the ‘human relations’ movement, which had its origins
in the Hawthorne experiments of Elton Mayo (Roethlisberger and
Dickson, 1939), and the theories of Maslow (1954), McGregor (1960) and
Herzberg (1966). This school of thought argued that worker motivation
is best achieved by humanizing the workplace. From a PMM perspective
these criticisms seem to centre on the impact of scientific management’s
concentration on the measurement of the work and the resultant per-
formance of the individual. Its underpinning assumption seems to be
that each worker’s performance can be measured and assessed in isola-
tion. However, in a factory, the performance of any one worker is usually
reliant on that of others and most work is typically performed within
a group. (After all, one of the points of a factory is to bring people
together so they can participate in a collective enterprise.) The human
relations movement argued that the social factors of work were at least as
important as the technical ones emphasized in scientific management.
The performance measures of scientific management usually failed to
reflect this. Such criticisms led to the start of trend to broaden the unit
of analysis of work measurement from the individual to the work group.

Post Second World War to mid-1980s

In many respects, the immediate post war years were a golden age for
quantification in management as the newly developed techniques of
management science (also known as operations or operational research,
see Chapter 9 in this volume) allied to the computational powers of the
first commercially available computers were added to the practices of
scientific management.

However, a number of changes in the working environment led to a
gradual rejection of the dominant efficiency and cost focus of PMM in
OM. As discussed, there was a gradual increase in the influence of human
relations movement at the expense of Taylorism. During the 1950s and
the 1960s, scientific management came to be seen as a manifestation
of an autocratic management style that seemed increasingly outmoded
in a new democratic era. In an era of low unemployment, there was a
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concern to improve the quality of working life to attract and retain suffi-
cient numbers of high calibre staff. Fuelled by the theories of the human
relations school, it was perceived that performance would improve if
workers were given a greater say in how they performed their work. This
eventually led to experiments with self-managed teams, quality circles
and other attempts at group-based participation. Workers were given
more autonomy in determining how they carried out their tasks. The
worst excesses of specialization were increasingly frowned upon and job
enrichment and job enlargement became the order of the day.

With this rise in the acceptance of motivation theories there was
a backlash against work measurement approaches, and the efficacy of
performance-related pay schemes was increasingly challenged. Where
financial incentives schemes were retained, these tended to become
group rather than individually based. This all led to the erosion of the
influence and practice of work study and measurement. OM’s concern
for performance measurement at the micro-level gradually disappeared.
Operations managers now wanted measures that would reflect their con-
cern for the performance of the team and larger work groupings rather
than that of the individual. It is worth noting that the human rela-
tions movement was every bit as focussed on achieving productivity
improvements as Taylorism. They were merely advocating other ways
of achieving this. As such, the focus of concern about performance in
OM remained firmly on the measurement of factors driving cost and
efficiency.

As the 1960s gave way to the 1970s, questions began to be asked about
the wisdom of concentrating solely on performance measurement. The
previously unassailable position of US style management practice was
increasingly challenged as manufacturers across the world were forced to
face up to fierce competition from Japanese companies. Western com-
panies began to lose market share to a flood of Japanese exports even
in their home markets, including the US. It became apparent to con-
sumers that Japanese manufactured goods had appreciably fewer defects
than those of their western counterparts. Japanese manufacturers were
also usually able to offer much greater product variety. To the think-
ing of western operations managers such approaches should have led to
higher cost. Improved quality must have involved increased spending on
quality control and assurance activities. The introduction of greater vari-
ety should have negated some of the benefits of mass manufacture. Yet,
Japanese goods were usually competitively priced. Western operations
managers were therefore forced to reconsider their practices, including
their approaches to PMM.



96 The Operations Management Perspective

Some called for better measures of efficiency so that they could assess
why certain factories, notably Japanese ones, were more productive than
others. Hayes and Clark (1986) concluded that what was required was ‘a
dependable metric for identifying and measuring such differences and a
framework for thinking about how to improve performance’ (p. 66). They
advocated the use of Total Factor Productivity, calculated by ‘dividing
output by labor materials, capital and energy costs, at constant prices’
(p. 72). They bemoaned operations managers’ ‘pre-occupation with labor
costs . . . even though direct labor now accounts for less than 15% of total
costs in most manufacturing companies’ (p. 67).

However, others challenged the dominant mindset that cost should
be the main concern of operations managers. Skinner’s view was that
‘a . . . major cause of companies getting into trouble with manufactur-
ing is the tendency for many managers to accept simplistic notions in
evaluating performance of their manufacturing facilities . . . the general
tendency in many companies is to evaluate manufacturing primarily on
the basis of cost and efficiency. There are many more criteria to judge
performance’. (Skinner, cited in Neely et al., 1997, p. 1131.) This was
inherent in the Japanese approach to OM. As Hayes and Abernathy
(1980) argued, much of Japan’s economic success seemed to be due
to their pursuit of both efficiency and effectiveness. Western OM had
almost certainly been guilty of concentrating on the former at the
expense of the latter.

New measures were required to reflect the new-found concern for
effectiveness. The natural starting point for this was quality – some-
thing that consumers were clearly concerned about and something that
the Japanese excelled at. Initially, the focus was on eliminating defects
and achieving conformance. Western operations managers turned to the
application of statistics to solve their need for quality measures. Ironic-
ally, such statistical techniques were based on the work of a number of
Americans – most notably Shewhart (1980), Deming (1982) and Juran
(Juran and Gryna, 1980) – who had been largely ignored by their com-
patriots, but whose ideas had been enthusiastically taken up in post-war
Japan. Such measures were initially aimed at improving effectiveness by
reducing the number of product defects experienced by customers. How-
ever, their use would lead to a growing realization that improved process
quality could also improve efficiency much more successfully than the
traditional accountancy-based measures that operations managers often
had to rely on.

The advent of total quality management (TQM) increased OM’s con-
cern to improve effectiveness and responsiveness. This, therefore, saw
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the introduction of customer-based measures. This linked well to the
requirements of the increasingly important service operations sector for
measures of customer satisfaction. In services, a level of high quality was
seen as synonymous with a high level of customer satisfaction.

The lessons learnt from the Japanese experience, led to an increased
understanding of the importance of the role of operations in achieving
customer satisfaction and hence in the strategic success of the company.
As Neely and Austin (2000) put it, in the 1980s there was ‘a growing recog-
nition that operations had a strategic role to play. Suddenly managers
were interested in understanding whether the operation they managed
was achieving appropriate levels of performance’ (p. 422). There was a
widespread view that the traditional performance measures of OM were
inadequate. Neely et al. (1995) characterize these shortcomings as

• encouraging short-termism;
• lacking strategic focus;
• encouraging local optimization;
• encouraging managers to minimize variance from standard rather

than seek continuous improvement; and
• failing to provide information on what customers want and what their

competitors are doing.

In short, there was a recognition that OM was experiencing what Neely
and Austin (2000) term ‘the first measurement crisis – measurement
myopia . . . [caused by] measuring the wrong things’ (p. 420). The new-
found concern for quality had required measures with which operations
managers could track their performance. As will be discussed next, qual-
ity measures were not the only new measures that operations managers
would need to concern themselves with. Many others would follow, as
operations managers sought to find the ‘right things’ to measure. This
would lead to yet more broadening of the unit of analysis of measure-
ment and to a deepening of, and an increasing range of, performance
measures in OM.

Mid-1980s to present day

The late 1980s and early 1990s saw the rise of business process
re-engineering (BPR), most strongly associated with Hammer and
Champy (1993). They stated that BPR was ‘the fundamental rethinking
and redesign of business processes to achieve dramatic improvements
in critical, contemporary measures of performance, such as cost, quality,
service and speed’ (p. 32). The core principles of BPR are for organizations
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to consider themselves in terms of processes – looking horizontally across
the company as opposed to functionally – and to create an environment
which allows ‘breakthrough’/step change improvement. Thus, the focus
within BPR means that performance management becomes important
to drive improvement across a number of dimensions rather than just
to ‘measure’ the output. BPR developed a focus on the ‘process’ and pro-
cesses that crossed departmental boundaries which allowed operations
to become more clearly linked with other departments (for example,
marketing). This itself allowed operations be considered more strategic-
ally and gave rise to operations being assessed or ‘measured’ against
other objectives beyond cost and quality, including speed, flexibility and
dependability (Slack et al., 2005). The majority of textbooks today on
OM clearly present the ‘process’ view suggesting that organizations need
to consider operations as processes beyond just the ‘manufacturing’ or
‘delivery’ function.

This rise of the business process view and the linking of operations
across the organization with objectives beyond cost and quality has led
to many of the concepts and ‘measures’ within OM being adopted more
clearly by service companies and even the public sector. The notion of
‘delivery’ has been taken beyond a product to ‘service delivery’, with the
rapid growth of the service sector and decline in manufacturing in the
West. The importance of measuring the effectiveness of service delivery is
illustrated by the rise of customer satisfaction measures which bombard
us now in everyday life.

Both TQM and BPR allowed the focus of OM to move from merely ‘pro-
ducing’ day-to-day towards also ‘improving’. This was reflected in sets
of performance measures that were becoming wider and deeper. How-
ever, as Bourne et al. (2000) note ‘in the late 1980s and early 1990s, this
dissatisfaction [with traditional backward looking accounting-based per-
formance measurement systems] led to the development of “balanced’’
or “multi-dimensional’’ performance measurement frameworks. These
new frameworks placed emphasis on non-financial, external and for-
ward looking performance measures’ (p. 754). These frameworks have
been dominated by one particular model: the Balanced Scorecard (BSC).

Already described in Chapter 3, the BSC has grown from being a tool
for organizing measures to being a device for controlling the imple-
mentation of strategy and one of the preferred strategic performance
management tools of many prominent public and private sector organiz-
ations (Radnor and Lovell, 2003). If designed and implemented correctly,
reported benefits are the improved articulation and communication of
strategy, improved organizational control and strategic and operational
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process alignment (Kaplan and Norton, 2000). However, since its intro-
duction in 1992, to improve its utility the BSC has evolved in terms
of its design characteristics, design processes and usage patterns, produ-
cing what Cobbold and Lawrie (2002) refer to as three generations of
scorecards:

• First Generation: Original Kaplan and Norton (1992) concept of
organizing measures into clusters or perspectives (financial, customer,
internal processes and innovation and learning).

• Second Generation: Making clearer links between organizational
objectives and choice of measures. The objectives were related
through cause and effect relationships and documented in the form
of a ‘Strategy Map’ organized across four or more perspectives (Kaplan
and Norton, 2000).

• Third Generation: Introduction of a Destination Statement (a long-
term plan) which informed the choice of the short and medium-
term objectives, organized into activities and outcomes with links
illustrating causal relationships.

The BSC approach has been adopted by a wide range of organizations in
manufacturing (BP, Motorola, Ford), commercial services (Vodaphone,
Marriot Hotels, British Airways) and public services (examples in the UK
include the National Health Service (NHS) and local government social
services).

Clearly, frameworks such as the BSC that incorporate multiple per-
spectives and dimensions of performance are, in theory, well suited to
application in the not-for-profit sector. The BSC, BPR and TQM all began
to find ‘product champions’ in UK public services, especially the NHS and
local government, in the 1980s and 1990s. This wave overlapped with
an exponential rise in policy-driven measurement systems also strongly
affecting the work of operations managers. During these decades the
analysis of public sector reform in the UK focused on ‘New Public Man-
agement’ (NPM). There are many different (but overlapping) definitions
of NPM (Pollitt, 2003). Pollitt (2001) defines NPM, amongst other things,
as (see original article for further referencing)

• A shift in focus of management systems and management effort from
inputs and processes to outputs and outcomes.

• A shift towards more measurement, manifesting itself in performance
indicators and standards.

• A much wider use of market or market-like mechanisms for the
delivery of public services.
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Since New Labour came to power in the UK in May 1997, there has
been a drive, and some would argue acceleration, to the restructuring
of government and public services which began under the Conservat-
ive governments (Hartley, 2002). This approach taken by New Labour
has been under the banner of ‘modernisation and improvement’ and
includes many of the elements of NPM previously listed. From the
Modernising Government White Paper2 came a number of initiatives
including the development of the Public Services Productivity Panel who
produced a raft of White Papers tackling Health, Social Services, Wel-
fare and Criminal Justice (PSPP, 2000). In line with NPM, New Labour
has also sought to bring transparency in the performance of public ser-
vices through the introduction of targets within all major government
departments linked to the Spending Review (from local and central
government to education, health and community care). These targets
are then typically translated by individual bodies and organizations to
detailed operational level measures that become a preoccupation for both
operations managers and service users.

The evolution of PMM in the public policy context is discussed further
in Chapters 14 and 16. In terms of direct impact on operations managers,
across the public sector in response to the NPM and ‘modernisation’
agendas services have developed, or had imposed on them, initiatives or
frameworks for performance measurement. These have included awards,
tools and techniques which have been developed or initiated internally –
for example, TQM programmes, Charter Mark, Investors in People (IiP)
and the BSC; and initiatives and programmes that have been imposed,
driven or initiated from central government. In the UK, these initiatives
have included: for local government – Best Value and Comprehensive
Performance Assessment (CPA); in the Health Service – waiting list targets
and star ratings; and in education – primary school tests and secondary
school exam result league tables. All of these approaches have led to
published results indicating either performance against a threshold pos-
ition (for example, star ratings for NHS trusts) or a position in a league
table (for example, list of good or poor performers). Pidd (2005) offers
the following classification of the early twenty-first century performance
regime:

1. National Standards set out in Public Service Agreements (PSAs);
2. Devolved funding and flexibility with reporting structures

specified;
3. Benchmarking against similar units (for example, ‘family groupings’

and Benchmarking clubs in the Health Service);
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4. Transfer of Best Practice being encouraged through awards which
are won in competition (for example, the Beacon Council Award in
the UK);

5. Audit and inspection in order to be held to account for the PSA targets;
and

6. Service, units and managers meeting targets and getting rewarded for
doing so for example, greater autonomy in spending powers.

Pidd and others (including Smith and Goddard, in this volume;
Goldstein and Spiegelhalter, 1996; Royal Statistical Society, 2003) also
provide critical assessments of the impact of this regime which space
precludes us from outlining here. Fundamentally, performance meas-
urement in the public sector has continued to centre around control,
accountability and reporting, based on efficiency (in order to justify
to the public ‘value for money’). Performance management related to
improvement in operations processes and outcomes has been far less
prominent – even neglected – in some areas of the public sector. As well
as the intrinsic technical complexity of understanding the causal rela-
tionships involved in long-term outcomes of public service provision,
this ‘neglect’ reflects the political complexity of public agencies working
together over long periods to drive real improvement.

Looking back and looking forward

So what does history tell us?

The sections above have plotted the history of PMM in OM taking us from
Smith and Taylor to Kaplan and Norton through the manufacturing,
commercial service and public service sectors. We have seen how the
focus on performance within OM has moved from measurement based
on efficiency and productivity in relation to cost, to management on a
broader more strategic level considering operations from a number of
perspectives.

Johnston and Clark (2005) describe PMM within OM as about ‘Com-
munication, Motivation, Control and Improvement’ with many organ-
izations developing and using a range of measures across the whole
organization in assessing its performance. We can adapt the transforma-
tional model (Figure 7.1) to exert feedback control (Figure 7.3). Outputs
are measured, compared with a given target value and the difference
between the two is fed back into the input side where a ‘controller’ takes
corrective action by adjusting either the transforming or transformed
inputs.
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Feedback

Transformation process
carried out to deliver a
part of or all the service

and improvement activity

Transformed (material,
data and customers) and
 transforming (staff and 
facilities) inputs for the
 service delivery and 

corrective action

Output or outcome
delivering a service
 measured against a

(target) value 

Figure 7.3 Systems view of performance measurement and management (Rad-
nor, forthcoming)

This feedback control systems views suggests a performance man-
agement system is one which provides information on the matters of
importance (communication), promotes appropriate behaviour (motiv-
ation), provides a mechanism for accountability and control (control)
and creates a mechanism for intervention and learning (improvement)
(Fischer, 1995; Haas and Kleingeld, 1998; Neely, 1998). However, what
this view does not do is differentiate between performance measurement,
performance reporting and performance management. The historical
analysis has shown that the moving boundaries of PMM in OM has
meant that for many researchers and others engaged in the field, the
terms ‘performance measurement’ and ‘performance management’ have
become interchangeable. However, we argue that it is important to
consider them as different concepts.

Lebas (1995) describes performance measurement as including meas-
ures based on key success factors, measures for detection of deviations,
measures to track past achievements, measures to describe the status
potential, measures of output and measures of input. On the other
hand, performance management involves training, team work, dialogue,
management style, attitudes, shared vision, employee involvement,
multi-competence, incentives and rewards (Lebas, 1995, p. 12). He argues
that ‘[although the] processes involved in performance measurement
and in performance management are not the same . . . they feed and
comfort one another’ (Lebas, 1995, p. 12). In other words, PMM are
not separable although distinction should be drawn between them. Per-
formance measurement is the act of measuring the inputs, process and
outputs; while performance management comprises the response to the
‘output’ measures, adjusting inputs via the feedback loop or taking other
appropriate correction action (illustrated in Figure 7.3). It is also worth
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noting that the escalation of performance measurement, control and
accountability has been associated with an explosion of performance
reporting. Operations managers, particularly in the public sector, com-
plain that ‘literally hundreds of measures are reported internally and
externally a month’. This has led to the development of departments
whose role it is to ‘feed the performance measurement and reporting
beast’ with little comprehension of the purpose or result in the activity.
Interestingly, this vast amount of data and information is often not used
by central government or politicians in any meaningful or systematic
way (Pollitt, 2004).

Therefore, seeking to differentiate the terms performance measure-
ment, performance reporting and performance management from an
OM perspective, the following definitions are suggested:

• Performance measurement is about assessing, either quantitatively or
qualitatively, the output of an activity or process.

• Performance reporting is about giving an indication of the level of
output or outcome of the activity or process (usually against some
form of target).

• The purpose of performance management is to motivate behaviour
leading to improvement and innovation.

Thus while performance measurement and reporting reflect the reduc-
tionist concerns with efficiency, productivity and utilization that dom-
inated the majority of the twentieth-century, performance management
(albeit building on performance measurement) is concerned with effect-
iveness and a broader, more holistic, even qualitative view of operations
and the organization which characterizes PMM from the 1980s until
today.

Future challenges of PMM in OM

Considering the historical analysis given above, what then can be con-
cluded about the future and, importantly, the challenges of PMM in OM
both for researchers and managers?

The first point to make is that the drive for productivity has not really
disappeared. In a world of increasing global competition, the low wage
economies of the developing world and the need for transparency and
accountability pose a significant challenge to operations managers in the
manufacturing, commercial service and even public service sectors. As
Taylor demonstrated so long ago, measurement is the starting point for
improving operational performance. The challenge is in measuring the
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right things and using those measures as the basis for managing perform-
ance improvement. Adding more and more performance measurement
and performance reporting, without performance management, can be
counter-productive.

The second challenge follows from this. How should performance
measurement and performance management within OM be developed
in the future? In particular, can OM provide a link across all func-
tions/departments of an organization? The BSC (and similar perform-
ance management frameworks) emphasize the importance of taking
a multi-functional perspective on performance management linked to
organizational strategy. But the process perspective provided by the BPR
movement highlights the need to link operational activities across the
firm and along its supply chain. The challenge then is how to develop
a manageable and coherent set of performance measures for an organ-
ization’s business processes, rather than a proliferation of unconnected
measures for individual operational tasks and activities.

Third, how can the lessons, issues and successes within the private
sector help the development of PMM in the public sector particu-
larly in terms of OM? Whilst managing operations in the public sector
undoubtedly throws up a new and different set of challenges, there is
much to be learnt about PMM from the private sector. Many of the PMM
issues that arise in the public sector have been faced before within the
private sector. The challenge is to learn how to adapt, not merely adopt,
and apply private sector experiences to best effect.

Fourth, there is a need to develop more predictive tools in performance
management. Historically, the underlying premise of performance man-
agement is based on ‘feed back’ rather than ‘feed forward’. This implies
getting things wrong before you can get them right. There is much that
could be done to incorporate the lessons of organizational behaviour
into performance management. A greater consideration of the ‘software’
rather than just the ‘hardware’ of performance management, using it
to change behaviours of operations managers not just the systems they
manage, would surely yield massive benefits. Exactly how to do this
remains one of the great challenges for performance measurement and
performance management in OM.

These four observations illustrate that in terms of OM, PMM will
continue to broaden (across departments and supply chains), deepen
(through the use in the public sector) and extend in range (development
of predictive tools). On one level this development of performance meas-
urement and performance management in OM is good and important
but on another it could be bad and dangerous. Operations managers
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across all the sectors need to remember that PMM are tools and means,
and not an end in itself. Although understanding economy, effectiveness
and efficiency are important, the extent to which they are measured, ana-
lysed and reported should be balanced with need to manage and deliver
improved goods and services. The focus needs to be beyond internal
targets, reporting and outputs to using PMM to understand and drive
performance in terms of customer satisfactions and outcomes. As the
saying goes, ‘you can’t make a pig fat by weighing it!’ but only by weigh-
ing it do you know if it is losing or gaining weight – so you can make a
decision about what to do.

Referring back to Johnston and Clark’s (2005) description of per-
formance measurement we can extend this to consider reporting and
management for OM. Control can refer to performance measurement,
communication to performance reporting and motivations and improve-
ment to management. Lebas (1995) clearly states that ‘All those who
have focussed exclusively on measurement, without understanding that
measures are only telling what the consequences are of the decisions
that created the context for performance, missed the opportunity to gain
control over – to gain mastery of – the process of creating performance
and success for the firm or for the organizational unit under scrutiny’
(p. 13). Building on this, therefore, it is important to have elements of
the three (measurement, reporting and management) in an effective per-
formance management system which, as this chapter has demonstrated,
is not always the case.

In terms of the research agenda for PMM within the OM discipline,
there needs to be further work on the definitions and concepts sur-
rounding performance measurement, reporting and management. To
date, the debate has been around measurement and management but
as this chapter has illustrated real understanding should be created in
terms of reporting, related to the extent and effect of it. Related to this,
and considering the points made above, researchers can support prac-
titioners in identifying appropriate measures, across business processes
and across sectors, that allow effective (predictive) decision making.

The majority of research within OM to date has been fairly descriptive
(case studies and surveys). More reflective or paradigmatic research is
needed where questions, concepts and even theories are built around
understanding the relationship between the system and the behaviours
of the system and organization. From its theoretical background, OM is in
a good position to do this and should attempt to widen the philosophical
questions that are now emerging within performance measurement and
performance management.
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Notes

1. These dates are indicative rather than definitive. There are no clear defin-
ing moments and the transitions from one era to the next should be seen as
evolutionary and gradual rather than revolutionary and abrupt.

2. In Britain, government White Papers set out policy that is due to come before
Parliament; in this case see Modernising Government, Cmnd. 4310, Cabinet
Office, 1999. London: The Stationery Office.
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Managing and Measuring Project
Performance
David Bryde, Fiona Lettice andMartin Wickes

Introduction

Over the past 25 years the discipline of project management has evolved
from being a specialist sub-domain of operations management, groun-
ded in the disciplines of management sciences and operational research
(OR). Today it is a multidisciplinary subject, drawing from and incorpor-
ating theories and concepts of other business and management-related
topics, such as strategic management, quality management, performance
measurement, information technology (IT) and finance. This new pro-
ject management paradigm, which is broader in its conceptual base and
areas of application than the traditional project management paradigm,
is exemplified by the development of the subject of performance man-
agement in the context of managing business projects. This chapter
provides a brief review of the influence of practice on project manage-
ment and the increasing interest in the performance management of
projects. The key trends in project management research are presented,
from an initial focus on Project Critical Success Factors and a restricted set
of performance criteria (the Iron Triangle) to an increasing recognition of
multidimensional performance criteria. These start to encompass value-
based performance measurement, psycho-social measures and links to
strategy and programme management. An integrative framework is then
presented which unites these various evolutionary strands. Finally, some
challenges remain for both researchers and practitioners in the field and
these are discussed at the end of this chapter.

Influence of practice on project management

What has driven the evolution of a new project management paradigm?
An academic perspective suggests that the developments in the wider
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field of project management have been led by innovations and changes
in practice rather than by theoretical advancements (Maylor, 2001). It
is certainly true that the contexts in which project management is prac-
tised, like most operational environments, have seen much change in
the past two decades. In the case of project management, it is no longer
merely a set of practices employed either by project-focused businesses,
such as aerospace or construction, or by all types of organization on an ad
hoc basis for ‘special’ initiatives. Rather, it is often the defining structural
attribute for many organizations.

The need to develop new project management capabilities and struc-
tures has presented practical challenges. Project team members are often
required to work in knowledge areas they are unfamiliar with, operating
as trans-disciplinarians and they need to be able to understand quickly
new technologies, markets, people and organizations. Further, project
workers face the trials of having to satisfy a myriad of stakeholders, each
with a different perspective of what constitutes a successful project or
programme; and this complexity is often compounded for those working
in matrix organizational structures, which have dual lines of reporting
to functional superiors as well as project superiors.

These practical challenges mean that the management of projects
is often problematic. Projects and their interrelationships with stake-
holders have become increasingly complex, and so they have become
increasingly difficult to co-ordinate and control. Practitioners are there-
fore trying to develop solutions to address these specific problems. For
example, a degree of regulation is sought through the implementation
of formal project management methodologies, such as PRINCE2 (OGC,
2002) (process control) and optimizing outputs and outcomes for pro-
ject stakeholders is the aim of the implementation of new performance
measurement systems (performance control).

Growth in interest in performance management

An interest in the subject of project performance has been fuelled by
a number of high profile reports, including public policy documents,
into levels of success in project environments. A consistent finding from
these reports is that poor performance (defined in a variety of ways)
is a cause for concern and new ways of working need to be developed
to address the concerns. In the United States, a series of reports by the
Standish Group has focused on the poor performance of IT and soft-
ware projects (see for example, Standish Group International, 1994).
In the United Kingdom, the issue of poor performance and the need
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to improve programme and project performance has been identified in
both the public and the private sectors. In the public sector, the Office
of Government and Commerce identified continuing weakness in pro-
ject delivery in the ‘Improving Programme and Project Delivery’ (IPPD)
report (OPSR, 2003). Case studies of large-scale projects, published by
the National Audit Office, emphasize new ways of working to maxim-
ize performance. For example, on the Heathrow Terminal 5 project the
Major Projects Agreement (MPAF, 2005), which is a new performance
and employment framework for large-scale building services engineering
projects, is being utilized to provide a framework for the management of
performance between the client and contractors. In the private sector,
the landmark reports by Latham (1994) and Egan (1998) highlighted
poor performance in the UK construction sector and led to the estab-
lishment of the Key Performance Indicator (KPI) Working Group, and
then in 2002, of the Construction Best Practice Programme by the then
Department of Trade and Industry and Rethinking Construction. The
KPI Working Group (DETR, 2000) developed a model of project per-
formance for construction companies to benchmark their performance,
comprising seven key performance indicators: the typical time (for com-
pletion), cost (of completion and in-use) and quality (defects and issues)
indicators; and then the more construction-specific indicators of client
satisfaction (with the product and service), change orders (originated by
the client or the project manager), health and safety (accidents and fatal-
ities) and business performance (encompassing financial indicators such
as profitability, Return on Investment, Return on Capital Employed and
so on).

Whilst it is possible to attribute developments in project management
to practitioner-oriented advances, as discussed earlier, momentum for
change has been maintained through the publication of these reports,
which has put project performance high on the agenda of government,
regulatory bodies, unions, trade associations, in addition to the organiz-
ations involved in either commissioning project work or providing for
project delivery.

Trends in project management research

Research into project critical success factors

Prior to the 1980s, the focus of research and theory development in
terms of project performance management was on the identification
of project critical success factors (CSFs). Implicit was acceptance of the
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concept of success factors, developed by Daniel in the 1960s, that ‘in
most industries there are usually three to six factors that determine suc-
cess; these key jobs must be done exceedingly well for a company to
be successful’ (Daniel, 1961, p. 116). From this concept, Rockart (1979)
developed a CSF method for meeting the information needs of top exec-
utives. This method focused on understanding the objectives and goals
of the company and the factors (CSFs) critical to their achievement. The
CSF concept or method has been applied to project environments, with
project CSFs being ‘those inputs to the management system that lead
directly or indirectly to the success of the project’ (Cooke-Davies, 2002,
p. 185). A comprehensive body of literature exists, both survey-based
and case studies, which contributes to an increasingly long list and wide
range of project CSFs; though certain CSFs are consistently identified as
needing particular attention. These include establishing common agreed
project objectives, gaining top management support and appointing an
appropriate project manager and team. Westerveld (2003) and Iyer and
Jha (2005) provide relatively recent reviews of the project CSF literature.
In most of the early work there was an acceptance or assumption as to
what good or poor performance meant in project environments. It was
measured in purely functional terms, that is, did the product work or not;
and in terms of the tasks carried out, that is, was the project completed
on time, within budget and to a given specification (Kerzner, 1998). The
focus of effort was on establishing the influences on project performance
not on how performance is defined.

The traditional paradigm – the Iron Triangle

Measuring performance in terms of whether the project completed on
time, within budget and to a given specification has been described as
the Iron Triangle, Golden Triangle, Solid Triangle or Triple Constraint
(Atkinson, 1999; Gardiner and Stewart, 2000) of project management (for
ease of reference referred to as the Iron Triangle from hereon). Early the-
oretical and practical developments in the field of project management
were aimed at maximizing performance in terms of the Iron Triangle,
through adherence to budgets (meeting cost objectives), schedules (time)
and the provision of deliverables linked to specifications (product qual-
ity). Methods that focused on managing performance against cost and
time-criteria were developed post-World War Two, namely: cost and
schedule control systems criteria; and critical path analysis (CPA, also
known as critical path method, or PERT – programme evaluation and
review technique). For more information on these methods, see, for
example, Gordon and Lockyer (2005).
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The Iron Triangle is still emphasized in contemporary practice (White
and Fortune, 2002). Achieving time, cost and quality objectives is import-
ant to both the project team and the client organization because the
measures provide an objective view of how well the project is managed.
That said, it is also the case that the continued pre-eminence of the Iron
Triangle is in part due to the fact that time, cost and product quality
metrics are relatively easy to develop and implement; and also cost, time
and quality objectives are within the control of the project organization
(Pinto and Slevin, 1988).

New approaches to research on project success

From the 1980s onwards, criticisms were being reported in the wider per-
formance measurement literature reflecting dissatisfaction with narrow
financially oriented perspectives of traditional performance measure-
ment frameworks (see, for example, Ghalayini and Noble, 1996; Bourne
et al., 2000). Such criticisms, which had led to the development of
frameworks which took a broader stakeholder perspective like the Bal-
anced Scorecard (BSC) (Kaplan and Norton, 1992), applied also to the
exclusive focus of project performance management on the Iron Tri-
angle. Specific criticisms were: the measures may result in an objective
appraisal of a project but, being so narrowly focused, did not provide
a balanced view of the performance of the project from a reason-
able cross-section of stakeholders; and the measures considered projects
from a tactical perspective, detached from the high-level, longer-term
strategic imperatives that exist in organizations. But perhaps of most
concern was the recognition of an erroneous assumption at the heart
of the framework: that if the Iron Triangle was met, then the cus-
tomer must be satisfied. Anecdotal evidence from high profile project
failures showed this was clearly not true in the case of all projects. For
example, a company may launch a new product on time, within budget
and to the defined specification. But if the product did not sell, then
could the project which developed the new product be considered a
success?

The recognition that good and poor performance could be distin-
guished by criteria other than the Iron Triangle was the driver of a
new wave of development in project performance management, which
we call the ‘project success criteria research genre’. (The term ‘key per-
formance indicator’ is often used instead of ‘success criteria’). Each
piece of research has added to the body of knowledge concerning the
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topic of project success criteria. For example, specific findings of studies
include

• Technical-related criteria are given greater emphasis than cost and
time-related criteria (Might and Fischer, 1985).

• The emphasis given by an organization to time-related criteria has
diminished (Kerzner, 1989).

• The importance of project success criteria changes over the life of a
project (Pinto and Slevin, 1987).

• The emphasis given to project success criteria influences the import-
ance attached to planning or tactical factors (Pinto and Prescott,
1990).

• The emphasis placed on criteria relating to the future are more import-
ant to people whose project has finished than to people whose project
is unfinished (Shenhar et al., 1997).

• The emphasis given to the internal-related success criteria of time and
cost is a response to senior management pressure rather than customer
expectations (Wateridge, 1998).

• Criteria for measuring customer satisfaction take precedence over the
internal-related success criteria of time and cost (Tukel and Rom,
2001).

• The emphasis given to time, cost and external customer-related cri-
teria varies depending upon the level of technological uncertainty at
the start of the project (Shenhar et al., 2001).

• There are universally important criteria, but some criteria are more
important to specific industry contexts, for example, ROI is emphas-
ized by investment organizations (Maltz et al., 2003).

An outcome of this research genre was the agreement that performance
in project environments is multidimensional (Shenhar et al., 1997) and
that different people would focus on different dimensions at different
times as part of their assessment of the success or otherwise of a pro-
ject. For example, an architect may consider success in terms of aesthetic
appearance, an engineer in terms of technical competence, an account-
ant in terms of spend under budget, a human resources manager in terms
of employee satisfaction and a chief executive in terms of stock mar-
ket value. However, a pessimistic view of the outcome of the studies of
project success criteria is that the variables – internal versus external per-
spectives, different stakeholders, stage in the project life cycle, business
sector, and project characteristics – interact in a variety of complex and
dynamic ways that makes it difficult to derive any simple solutions that
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can be usefully applied to project management practice. Another criti-
cism is that many of the studies of project success criteria have tended
to be hypothetical and focused on developing normative models; asking
how performance of projects ought to be measured rather than how it is
measured in practice.

Although research into project success criteria seemed to develop in a
rather ad hoc and piecemeal fashion, with little evidence of a unifying
holistic framework emerging, one point of convergence was the gradual
emergence and acceptance of a distinction between ‘project manage-
ment’ performance and ‘project’ performance (De Wit, 1988). Evaluating
project management performance involves assessing performance not
only in relation to the Iron Triangle but also in terms of how the project
is managed through its life cycle, that is, the quality of the process; whilst
evaluating project performance is broader in its perspective and includes
an assessment of the longer-term effect of the final product or service on
the customer and other key stakeholders (Baccarini, 1999). For example,
the Thames Barrier Project took twice as long to build as planned and
was four times the proposed budget, but was considered a success as it
provided a profit for the key stakeholders (Morris and Hough, 1987).

In identifying elements of performance beyond the Iron Triangle, there
is evidence of the influence of theories and concepts of quality manage-
ment and total quality management (TQM), with the recognition that
‘quality’ was not only an output from the project, as defined in the
Iron Triangle, but also linked to the ‘quality of the management pro-
cess’, that is, the project management performance (BSI, 1995, 2000). So
measures relating to the management of risk (the number of unforeseen
risks impacting the project), the re-use of organization knowledge and
the manager’s ability to sell follow-on work would be additional ways in
which the project management performance could be monitored.

In the field of quality management, one important debate was linked
to understanding the relationships between quality and satisfaction. One
view sees high levels of performance in terms of quality as an antecedent
to high levels of satisfaction, whilst another view shows that quality
levels can be low but satisfaction still high. A desire to understand the
link between elements of project and project management performance
and satisfaction levels is an important driver behind the project success
criteria research genre, with the aim being to establish what elements of
performance influences levels of satisfaction with projects.

Different authors highlighted the importance of different attributes,
with little evidence of any strong unifying concepts binding the various
studies together. For example, one author would define ‘satisfaction’ in
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terms of an overall perception from an individual, and for the organiza-
tion by an increase in market share and by technological breakthrough;
whereas another author would highlight attributes relating to the imple-
mentation process, the perceptions of the project’s value and the concern
for and attendance to, the client’s needs. Therefore, it would be difficult
to argue against the ‘charge’ levelled (Winch et al., 1998) that the subject
of defining successful project and project management performance was
developing in a fragmented fashion.

Despite this fragmentation, the influence of quality management,
albeit often implicit rather than explicit, is clearly present. The internal
focus on the quality of the project management process could be cat-
egorized as being typical of a quality assurance approach, which is an
early stage of evolution in quality management (Dale et al., 1994). Here
the emphasis is on demonstrating to the customer, through the project
management performance, that the project team are ‘doing things right’.
The external focus on the attributes of satisfaction could be categorized as
typifying a TQM approach, a higher level of quality management evolu-
tion, in which performance combines elements of ‘doing the right thing’
as well as ‘doing things right’. This distinction between doing the right
thing and doing things right can be seen to have informed the move
to distinguish between project and project management performance
and to provide the underlying theory for emphasizing process-related
measures of performance when assessing the effectiveness of project
management.

Value-based performance measurement

Another response to the perceived limitations of traditional perform-
ance measurement methods, which focused on a narrow range of mainly
financial-based measures, has been to focus on methods that provide
a single, value-based measure of performance (O’Hanlon and Peasnell,
1998). This approach has been evident in the literature on corporate fin-
ancial management, with the establishment and trademarking of the
concept of ‘Economic Value Added’ (EVA®), by Stern Stewart & Co.
Although having evolved from the Cost/Schedule Control Systems Cri-
teria (C/SCSC) developed by the United States Department of Defense in
the 1950s, the project management Earned Value Method (EVM) is con-
ceptually rooted in this desire to provide single value-based performance
measures. In the case of EVM, this is achieved through the integration of
methods for measuring performance against the time and cost objectives
into a single measure of value (Fleming and Koppelman, 2000).
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Psycho-social measures

Whilst the debate about project versus project management performance
could be described as extending approaches to measuring performance
outwards in terms of the time horizon, and downwards in terms of a cus-
tomer focus in the supply chain, another strand of development focused
further up the chain. It can be argued that satisfaction could be defined
not only by the customer or client but also by groups internal to the pro-
ject, such as the project manager and project team members (Cleland,
1986; Nicholas, 1989; Tuman, 1993); and that their desired outcomes,
whether they be task-oriented or psychosocial-oriented (Pinto and Pinto,
1991), are important measures. The psycho-social orientation has been
extended further up the supply chain, potentially incorporating a wide
range of stakeholders such as: sponsors, users, customer, team, project
organization and suppliers. Psycho-social measures relate to the motiva-
tion, training and development, and the rewards and recognition system
employed for the extended project team. This focus on stakeholder
well-being is highlighted in the British Standard Institutes’ definition
of project management, which states that it is the ‘planning, monitor-
ing and control of all aspects of a project and the motivation of all those
involved in it . . . ’ (BSI, 2000, p. 10, emphasis added). This provides the
rationale for theoretical developments in the literature, such as Theory
W Project Management (Boehm and Ross, 1989), which aims to create
win-win scenarios for project team members. Implicit in the statements
of proponents of the psycho-social perspective is that the increased cost
associated with generating, collating and analysing psycho-social data is
far less than the disruption that would be caused by ill-motivated staff
or the recruitment and induction costs of replacing staff who resign.

The link to strategy

The final development relates to the performance of the programme
and the role of projects within such programmes. Programmes con-
tain multiple and related projects (Pellegrinelli, 1997) that often have
a shared strategic intent (OGC, 2007; Lycett et al., 2004) and there-
fore programme management performance relates to the efficiency and
effectiveness of programme-level operations. Theorists and researchers
have begun to consider how to measure programme performance and,
in this respect, knowledge developed in the domain of strategic man-
agement has been applied. For example, the strategic management view
(Johnson and Scholes, 2002) that progression towards strategic objectives
of the organization (such as increased market share) is a salient measure,
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has been recognized in the programme management literature. Certain
measures have also been drawn from research that has investigated the
management of strategic projects, for example, the development of the
technological base of the firm and creating new marketing opportunities
(Shenhar et al., 1997). Other measures are aggregated from the project-
level measures. For example, if the number of unforeseen risks impacting
projects across the programme is deemed to be excessive, this may initiate
a programme-level response to improve capabilities in this area.

An integrative framework of performance for managing
projects

Figure 8.1 (Wickes, 2005, p. 105) shows a framework of performance
which brings together the various evolutionary strands of project and
project management performance measurement described above. It takes
an integrative and holistic view of the various research genres that have
been present over the past 20 years. It brings together the strategic
Programme-Level perspective; a Project Management viewpoint incor-
porating the Solid (or Iron) Triangle, an internal perspective and an
external perspective; a view on Project Performance; and one from the
standpoint of the Extended Project Team.

Where programmes comprise multiple projects, clear integration and
aggregation of measures are needed at both levels of the performance
framework. In addition to the standard Iron Triangle (cost, quality, time)
measures, the Internal Perspective focuses on the project team and the
project management process and considers measures that span from pre-
project through the timescale of the project and also post-project. The
External Perspective again spans from pre- to post-project, but considers
measures from the customer and key stakeholder perspectives. Feedback
and communications are particularly important in this perspective. The
Project Performance Perspective is task focused and is where many of
the traditional financial measures and value metrics are found. Pro-
ject outputs are also included. The Extended Team Perspective covers
many of the psycho-social measures, such as motivation, training and
development and reward and recognition.

Challenges for research and practice

Since the 1980s, there has been a shift in emphasis in relation to meas-
uring and managing performance in project environments, which has
involved a move away from an exclusive focus on the Iron Triangle to
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multidimensional or value-based measures. It has also seen a delineation
of project management and project performance.

However, there are still challenges. One challenge relates to termino-
logy. Although efforts are being made within the project management
community to establish commonly agreed terms, that is, through the
development of a project management Body of Knowledge (APM, 2000),
there is still often confusion as to the meaning of the terms ‘project crit-
ical success factors’, ‘project success criteria’ and ‘project key performance
indicators’. The terms are sometimes used inter-changeably and differ-
ent organizations subscribe to different meanings. This lack of clarity is
reflective of the lack of integration and absence of unifying frameworks
that has typified the development of theory and practice in the field.

A second challenge relates to the theoretical and practical develop-
ment of methods based on a single value-based measure of performance,
such as EVM. There is little agreement as to the usefulness of such
an approach and although theoretical benefits of using EVM have
been claimed, such as cost savings, improved analysis, communication
and control, these are countered by the argument that the benefits of
making it work do not warrant the cost and effort (Raby, 2000). Further-
more, there has been little empirical study of a systematic nature that
investigates how EVM impacts on performance.

A final challenge relates to the body of research on project success cri-
teria, which having stressed the importance of an array of measures, can
make a contribution to the development of metrics that will be used in
practice. The outcome of research suggests that the requirement is for per-
formance measures and metrics approaches that are flexible enough to be
adapted to different contexts. Whereas 20 years ago, project management
theorists and researchers used terms like Iron Triangle and Triple Con-
straint, which conveyed a message of solidity and certainty to describe
models of performance, the future challenge will be to contribute to the
development of multidimensional and multi-observational models char-
acterized by their ability to deal with change, dynamic environments and
uncertainty. Rather than solid, iron triangles, the emerging paradigm is
perhaps better equated with fluid polygons: changing shape depending
upon the influence of a variety of complex and interacting variables,
such as the type of project stakeholder and stage of the project life cycle.

However, other disciplines that have gone down a similar path have
encountered difficulties. In the literature on corporate financial man-
agement, for example, there has been criticism of approaches that use
such multiple indicators of performance, with the argument put forward
that whilst such models provide new metrics, they are often isolated
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and not linked, either with other metrics or with the main financial
metric of the company (O’Hanlon and Peasnell, 1998; Strack and Villis,
2002). Indeed, in operations management, reference has been made to
the ‘metrics maze’ (Melnyk et al., 2004), which in the context of pro-
jects seems particularly pertinent as the route to a commonly agreed set
of defined project and project management performance measures, with
corresponding metrics, has proved to be long and tortuous so far.

Conclusion

Projects have become more prevalent in organizations in the last 20
years, driving a need for better project management capabilities and
structures. Related to this, project performance has become a significant
issue, especially as poor performance in high profile projects has received
more attention from the public and government bodies.

An early focus within project management research was on project crit-
ical success factors and the Iron Triangle of cost, quality and time. More
recently, it has been important to start to consider customer expecta-
tions more centrally, influenced to a large degree by the field of quality
management. Value-based performance measurement and psycho-social
measures have also become more important in the recognition that
multiple perspectives of performance are increasingly required. Where
organizations are trying to deliver their strategy through programmes of
multiple projects, a programme-level view is also required, which may
be an aggregation of project measures but is likely to require new meas-
ures to monitor progress towards an organization’s strategic objectives.
The authors have developed an integrative framework of performance
for managing projects to bring together these numerous and evolving
strands. Despite the recent developments and increasing research and
practitioner interest within the project performance field, several chal-
lenges remain – to establish unified terminology; to develop value-based
performance measurement methods and evaluate their benefits; and to
understand more fully the fluid polygon (as opposed to the iron triangle)
paradigm that is emerging and requires a constantly changing shape to
respond to complex and interacting variables such as type of stakeholder
and stage of the project lifecycle.
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Performance Management and
Operational Research: A Marriage
Made in Heaven?
Peter C Smith andMaria Goddard

Introduction

The practice, teaching and research of management is peculiarly vulner-
able to fads. A cynic might suggest that this is the result of a lively market
in management gurus, in which the latest management concept is pro-
moted as an indispensable tool for the modern manager. However, it
might also be the case that some apparent fads do indicate a real change
in the preoccupations and needs of managers. The explosion in interest
in performance management (PM) since the mid-1990s may indeed be
one such case.

For many years the concept of PM was synonymous with the micro-
management of employee behaviour. It certainly has roots in Taylor’s
concept of ‘scientific management’, and Currie (1959) claims that ele-
ments of PM can be traced back to the thirteenth century. The predom-
inant early interest was therefore from the perspective of HRM, although
some industrial companies had quite advanced management control sys-
tems in place by the 1970s. However, the concept of PM has progressively
broadened in recent years, to the extent that by the 1990s it had become
closer to implying a concern with the strategic management of an entire
organization, or even economy. Unusually for a management trend, PM
appears to have reached the public sector at around the same time as it
started to penetrate the commercial sector (Holloway, 1999), providing
opportunities for cross-fertilization of ideas and practices.

In spite of the enormous growth of interest in PM, a precise definition
of the concept is elusive. For example, an Organisation for Economic
Co-operation and Development (OECD) report on PM in the public
sector notes that the growth in interest in PM has been stimulated by
the increased devolution of responsibilities in many public sectors, and
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the associated need to develop explicit models of accountability and
performance measurement, but fails to arrive at a specific definition
(OECD, 1996). This difficulty reflects the different connotations of PM
that exist, an issue we explore further in the next section by examin-
ing the organizational context within which PM must operate. We then
describe what we perceive to be the four fundamental building blocks of
PM: formulation of strategy; development of performance measurement
instruments; application of analytic techniques that seek to interpret
such measures; and development of instruments designed to encourage
appropriate organizational responses to performance information. The
paper concludes with some reflections on possible future developments.

The context of PM

Whereas the most common criteria for performance measurement are
probably still financial, the traditional definition of PM places the indi-
vidual employee as the focus of attention. In this context, the definition
of performance is assumed to be relatively uncontentious, deriving
from an organizational strategy that is taken as given, and the prin-
cipal interest is in the instruments available to optimize performance.
It therefore emphasizes organizational control within an established set
of objectives. In this vein, PM can be characterized as ‘ . . . an integrated
set of planning and review procedures which cascade down through the
organization to provide a link between each individual and the overall
strategy of the organization.’ (Rogers, 1990.)

More recently commentators have recognized the limitation of such
‘top-down’ philosophies, and have sought to broaden the scope of PM
to include conscious reflection on strategy, objectives and organizational
culture. For example, Rashid (1999) advocates a philosophy of ‘cascading
up’ of ideas to complement the traditional top-down approach. Pollitt
(1999) is typical in characterizing PM as a set of five processes that
extend beyond the organization’s boundaries: setting objectives; assign-
ing responsibility; measuring performance; feedback of information to
decision making; and external accountability.

The diversity of views on what constitutes PM is reflected in the
diverse disciplines that have sought to make a contribution to the topic.
Examples beyond HRM include operations management, marketing,
finance, accounting, organizational behaviour, economics, psychology,
political science and, of course, operational research (OR). Each discipline
contributes its own language, traditions, preoccupations and prejudices
to the topic. Neely estimates that a news report or article on PM has
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appeared every 5 hours since 1994, and that in the United States alone
a new book on performance measurement appears every week.

The range of perspectives on PM can be loosely captured in diagram-
matic form (Figure 9.1). The narrow view of the PM role is represented
by the inner loop. Strategy, objectives, organizational structure and cul-
ture are taken as given, and the purpose of PM is to ensure that the
organization is ‘steered’ in some sense optimally within that context. The
broader view of PM is more dynamic and is indicated by the outer loop.
It recognizes that the organization must continually review the context
within which PM is conducted, and be prepared to amend strategy if cir-
cumstances (such as customer feedback, technological developments or
a change in priorities) suggest it is needed. It must be emphasized that
this simple double loop representation is very simplified (for example, it
ignores important complications such as partnerships between autonom-
ous organizations). However, it captures the essence of the increasingly
important strategic element of PM.

A persistent theme in the modern PM literature is the increased devol-
ution found in the modern organization, and the associated increased
need for conscious surveillance of relatively autonomous elements of
the organization. Delegated decision making is unproblematic only if

Measurement

AnalysisOrganization Strategy

Response

External
environment

Figure 9.1 Schematic representation of the performance management process
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the centre has full information on the actions and outcomes of the
devolved unit and a way of controlling these actions, or if the objectives
of the centre and the devolved unit coincide. In practice, neither of these
requirements is likely to be fulfilled, and so a ‘principal : agent’ problem
arises (Milgrom and Roberts, 1992). It is the relationship between the
centre (the principal) and the devolved unit (the agent) that forms the
central concern of PM.

In the extreme, the devolved unit might become an entirely autonom-
ous player in an external market, competing without particular favour
for the business of the parent organization. In these circumstances, the
market becomes the principal instrument of PM. The purchasing organ-
ization specifies its requirements, and the intention is that – if the market
is assumed to be competitive – optimal performance in terms of the
required product’s price and quality will ensue. Poor performance will
simply lead to financial failure of the devolved unit. At the other extreme,
the organization might retain the devolved units strictly within its direct
control, and instead seek to optimize performance by means of a portfo-
lio of managerial devices, such as performance measurement, incentives
and appraisal.

The choice of organizational form (crudely characterized as market
or hierarchy) has been the subject of a flourishing strand of economic
enquiry, stimulated by the work of Williamson (1975). There are of
course numerous potential intermediate forms, such as the ‘internal’
markets (or quasi-markets) introduced in organizations such as the BBC
and much of the UK public sector in the 1990s (Bartlett et al., 1998),
under which the devolved units remain within the organizational hier-
archy, but are to a greater or lesser extent exposed to internal or external
competitive forces.

Some economists argue that those designing organizational form
should seek to minimize the costs associated with devolution (Milgrom
and Roberts, 1992). These comprise two broad categories: transaction
costs and agency costs. Transaction costs comprise the direct costs asso-
ciated with specifying the centre’s requirements (perhaps in the form of
formal contracts), monitoring performance (information systems) and
rewarding the agent (perhaps in the form of incentive payments). Agency
costs comprise the indirect costs that arise because of devolution, in the
form of a divergence between what the principal ideally wants from the
agent, and what is actually provided.

Ouchi (1979) extends Williamson’s model by arguing that the choice
of optimal organizational form in a specific situation depends on two
broad contextual considerations: the nature of the production process
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and the ability to measure outputs. Markets are optimal when know-
ledge of the production process is poor but outputs can be accurately
measured – that is, when contracts can be readily written and
performance monitored by observing outputs. Conversely, hierarchies
might be preferred when knowledge of the production process is good
but outputs are difficult to measure – that is, when behaviour can be
readily controlled through rules of process. When information on both
production process and output measurement is poor, the organization
may have to resort to what Ouchi calls ‘clan control’, under which per-
formance is determined by social and cultural norms rather than markets
or bureaucracies.

Numerous other considerations might influence the choice of organiz-
ational form. For example, the nature of the uncertainty confronting an
organization (both in demand for products and supply of inputs) might
be an important determinant. The optimal choice is moreover likely to
vary considerably between industries, and to change over time, as tech-
nologies, information systems and markets develop. Organizational form
nevertheless defines a crucial context within which PM must take place.
The PM literature is mainly concerned with a hierarchical organization in
which some element of devolution has taken place. The rest of this paper
therefore examines PM in this context. However, it is worth emphas-
izing that the strategic element of the PM process should in principle
keep under review whether organizational form and processes remain
appropriate.

Four components of PM

In this paper, we adopt the more recent strategic approach to PM. Our
interest is therefore in organizational performance, and the extent to
which purposive managerial action can contribute to such performance.
Important early work in this area was undertaken within the OR tradition
by Stafford Beer (1966), who emphasized the cybernetic nature of the
management process. However, the most sustained academic thought on
these issues has been undertaken by management accountants interested
in organizational control (Otley, 1999). Their accounting perspective has
led to an emphasis on financial aspects of performance, a shortcom-
ing that is readily acknowledged in the literature. However, many of
the models they have developed are relevant to all aspects of perform-
ance. We exclude from consideration here action that might influence
the external environment, most notably in the form of marketing, and
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instead focus on actions that influence activity within the organization.
There are then four broad categories of actions that constitute PM:

1. formulation of strategy to determine what constitutes performance;
2. development of performance measurement instruments;
3. application of analytic techniques to interpret such measures; and
4. development of instruments designed to encourage appropriate organ-

izational responses to performance information.

The success of a PM system will depend on how well these four indispens-
able elements of the PM process are welded into a coherent whole. We
now consider them in turn, in each case touching briefly on the existing
OR contribution.

Formulation of strategy

As noted above, most PM endeavour takes organizational strategy and
objectives as given, and seeks to develop managerial instruments within
that framework. It pursues the ‘inner control loop’ of Figure 9.1. Yet in
a rapidly changing and consumer-led environment, most organizations
need continuously to reappraise and reformulate their strategy if they are
not to fail. Particular challenges face the relatively new breed of organ-
izations such as the ‘dot com’ companies where the environment can
be particularly unstable and unpredictable, and where success is pos-
sible only if constant adjustments are made to strategy. In the public
sector, organizations are required to reconsider their strategy following
major policy shifts or changes in the political environment. A concern
for strategy might also embrace organizational structure, incentive mech-
anisms and organizational culture, each of which might have important
bearing on long-run performance. For example, a healthy organization
in the private or public sector is likely to nurture an element of entre-
preneurial ambition amongst its employees if it is to respond successfully
to a changing environment (Osborne and Gaebler, 1992).

As Dyson (2000) shows, in principle OR has much to offer in the devel-
opment of organizational strategy. However, numerous authors have
bemoaned the traditional reluctance of OR to address strategic issues
(Ormerod, 1997). Why should this be? A common theme amongst com-
mentators critical of OR’s absence from concerns of strategy is that –
in contrast to the inner loop – the ‘outer control loop’ is by definition
messy, unstructured and not amenable to quantification. The search for
strategic threats and opportunities cannot be reduced to a mathematical
programme, or be readily described in analytic terms, or even be easily
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distilled into coherent educational texts. This lack of structure is anti-
pathetic to the mainstream OR tradition. Indeed, where attempts have
been made to consider strategy, they have tended to be subsumed into
easily measured aspects such as extent of diversification activity, rather
than non-traditional metrics that focus on the strategies themselves
(Murray and Richardson, 2000).

For this reason, the most promising tradition within OR likely to offer
a strategic component to PM is probably represented by the flourishing
variants of the ‘soft’ methodological approach (Rosenhead, 1989). The
open-minded and eclectic philosophy underlying soft OR approaches is
well suited to problems of strategy, for which the ‘harder’ OR tradition is
rarely likely to be relevant. In particular, soft systems methodology has
been specifically developed for use in ill-structured and messy problem
contexts where there is no consensus about how to define the problem
nor how to tackle it (Checkland, 1985). It is appropriate where complex
organizational structures and processes are the norm, which will cer-
tainly be true in the public sector, and also in many other institutional
contexts. The embracing of ‘soft OR’ in the UK in the 1980s by the Oper-
ational Research Society greatly enhanced the potential contribution of
OR to the strategic aspect of PM.

Performance measurement instruments

The revolution in information technology has led to the potential for
enormous improvements in the quantity, quality, timeliness and cost-
effectiveness of data relating to performance. Yet in many organizations,
although the potential for such data capture is recognized, the real-
ity has often been that the systems structure and systems information
made available to managers is partial, of poor quality and late. [. . .] The
principle underlying such methods [as the Balanced Scorecard (Kaplan
and Norton, 1992)] is that past success may not be a reliable indic-
ator of future success. Instead, the methods seek out measurable aspects
of current process that are likely to be strong indicators of currently
unmeasurable future outcome.

In many respects, the practice of performance measurement has been
led by the public sector, where the absence of financial measures of
success naturally led to the development of multidimensional measure-
ment instruments (Likierman, 1993). To date, there has often been an
absence of theory to inform the development of public sector schemes,
but the general principles adopted have been analogous to their commer-
cial counterparts: namely, indicators of current process should capture
aspects of unmeasurable future outcome. The added complexity is that
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there is often less consensus amongst public sector stakeholders as to
what constitutes relevant outcome (Smith, 1996).

Prominent examples of public sector performance measurement
schemes in the UK include the local government performance indicator
system (DETR, 1999) and the NHS Performance Assessment Framework
(NHS Executive, 1998). Characteristics of such schemes tend to be that
they are incomplete (rarely capturing all acknowledged aspects of per-
formance), prolix (comprising numerous indicators of performance) and
opportunistic (measuring what is measurable rather than developing
new systems for PM purposes). Possibly as a result of these weaknesses,
it has hitherto been rare to find a performance measurement system
completely integrated into the managerial processes of a public sector
organization. The NHS Plan published in July 2000 seeks to remedy this
by placing the NHS Performance Assessment Framework at the centre of
NHS managerial attention (Department of Health, 2000). In a similar
vein, the ‘Best Value’ system seeks to integrate a national perform-
ance measurement system into the strategic planning process in English
local government (Audit Commission, 1999). Making these laudable
objectives operational is likely to be a formidable challenge.

OR practitioners have often been central to the development of organ-
izational information systems which are a key element in any PM system.
Indeed it is instructive to note that the US Institute for Operations
Research and the Management Sciences (INFORMS) defines OR and
Management Sciences as ‘the professional disciplines that deal with the
application of information technology for informed decision-making’.
The distinctive role of OR is often to examine the ‘whole system’ within
which the information system must operate (Checkland and Holwell,
1998). The OR Society’s development of the European Journal of Inform-
ation Systems is testimony to the profession’s central interest in this
issue.

Analytic techniques

Performance data are frequently worthless until they are translated into
meaningful signals of performance. For example, the accounting tradi-
tion is to convert activity data into measures of profitability. Hospitals
might report activity in terms of average lengths of patient stay. However,
such naïve approaches are in general woefully inadequate – and indeed
irrelevant – for most purposes. The complexity of the modern organiza-
tion has therefore led to the development of more sophisticated analytic
techniques, designed to secure more sensitive measures of performance.
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Broadly speaking, analytic techniques seek to understand the reasons
why a particular indication of performance is observed. For example, in
order to undertake a comparison of variations in the performance of
hospital surgical departments, as measured by clinical outcome, it might
be necessary to seek to gain an understanding of the extent to which
variations in outcome are due to:

1. variations in case mix, or the characteristics of the patients being
served;

2. variations in the nature of resources being used – poorer results may
be the result of (say) an inappropriate mix of resources (such as an
outdated configuration of capital stock);

3. variations in priorities regarding outcome – some providers may choose
to place a greater emphasis on (say) quality of survival at the expense
of (say) higher mortality;

4. variations in the external environments – for example, the contributions
of other agencies, such as local personal social services, to outcome;

5. variations in accounting treatments – there may be some flexibility in
the way that data are collected or recorded;

6. data errors – the quality of data might vary substantially between
providers;

7. random fluctuation – many performance measures are highly vulner-
able to such fluctuation, considered to be entirely outside the control
of the provider;

8. variations in quality of services – usually the key performance measure
to most stakeholders.

Two broad approaches to disentangling these sources of variation exist:
cross-sectional and longitudinal. The cross-sectional approach seeks to
understand a unit’s performance data by examining equivalent data from
comparable organizations, and is intrinsic to the benchmarking move-
ment. The intention is to quantify the unit’s performance (say, quality of
service) relative to other organizations – after adjusting for all the other
sources of variation not related to performance noted above. In contrast,
the longitudinal approach looks at year-on-year performance changes in
a single organization, and must inevitably be used when there exist no
comparable units, or where comparison is highly problematic.

Intellectual effort has concentrated on the cross-sectional approach,
although the extent to which senior management is interested in dis-
entangling cross-sectional sources of variation may vary considerably,
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depending on context. In principle, an interest in managerial perform-
ance suggests that the analysis should seek to adjust for all sources
of variation not attributable to managerial action. This is not always
achieved. For example, the early league tables of academic success in
English schools were published without correction for any of the above
types of variation, in spite of impassioned appeals from academics to
do so, and the existence of techniques to address the complex analytic
problem (Goldstein and Spiegelhalter, 1996; Mancebon and Molinero,
2000). On the other hand there may be good reasons for not adjusting
examination results – for example, there are legitimate concerns about
how any ‘risk adjustment’ should be undertaken. However, it is worth
noting that failure to treat devolved units (schools) fairly within a PM
system might lead to serious inefficiencies in system behaviour, such
as not being able to attract teachers to ‘problem’ schools (Milgrom and
Roberts, 1990a). In other words, an inadequate technical basis for PM
leads to an unsatisfactory strategic environment.

The intellectual challenge offered by the need to interpret crude per-
formance measures has proved attractive to academics, particularly in
the realm of productivity analysis. Indeed the performance measure-
ment function has become synonymous with performance management
in much of the literature, and an impressive battery of analytic tech-
niques has been assembled. The Journal of Productivity Analysis is a good
source for recent developments. Within the statistics tradition, multi-
level (or hierarchical) modelling has been dominant (Goldstein, 1995).
These techniques assume that outcome can be ascribed to a hierarchy
of causes (for example, the local authority, school, class and individual
in educational outcome), and seeks to ascribe measured outcome to
each of these ‘levels’. Clearly these methods are most appropriate when
hierarchical institutional structures are in place.

The econometrics tradition has focused on the development of cost
functions and production functions, most specifically through the use
of stochastic frontier analysis (Morrison, 1999). These techniques seek to
model the determinants of ‘performance’ in line with economic models
of production. Specifically, they assume explicitly an element of ineffi-
ciency, which is modelled as a negative influence on performance. The
strength of such models is that their specification can be tested for con-
sistency with theory, and they can be used to test hypotheses. Their
weaknesses are that they require extensive data, that they require pos-
sibly restrictive assumptions about model specification and that their
use becomes impractical with production processes of any complex-
ity. In particular, one of the key constraints in PM is a lack of detailed
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knowledge of the relationships and transformations between inputs and
outputs.

Perhaps because of its linear programming formulation, OR research-
ers have concentrated their analytic efforts on the application of data
envelopment analysis (DEA) (Charnes et al., 1995). DEA seeks to quantify
the degree of technical inefficiency of a unit relative to comparable
organizations in a multi-input, multi-output context. It has spawned a
small research industry, and numerous applications have been reported
(Hollingsworth et al., 1999). In many respects DEA represents the apo-
theosis of the performance indicator movement (Smith, 1990). However,
reports of DEA being used in earnest in the PM process are rare. This may
be because of its many practical weaknesses: model specification depends
on user judgements, and cannot readily be tested; alternative plausible
specifications might offer quite different results; DEA models are highly
vulnerable to data errors; if the production process is at all complex, the
ability of the technique to detect inefficiency is quite limited (many units
are designated 100 per cent efficient).

Numerous other analytic techniques designed to help make sense of
performance data exist. Cluster analysis is often used to identify ‘families’
of comparable organizations. Factor analysis might be used to reduce the
number of dimensions of performance. In healthcare, various risk adjust-
ment methodologies have been used to assess clinical performance, and
analogous techniques have been developed in other industries.

Most of the approaches mentioned here are ‘feedback’ techniques: his-
toric performance is analysed and the inferences fed back to managers for
appropriate action to be taken. However, there is also an important role
for what management accountants refer to as ‘feed-forward’ techniques
that seek to alert managers to future outcomes. Various forecasting tech-
niques offer important OR contributions in this respect. In particular,
critical path analysis represents perhaps the apotheosis of the ‘inner
loop’ control philosophy. If the objectives and structure of a project man-
agement problem are clear, then critical path methods offer important
insights into optimal managerial responses to changed circumstances.

In spite of this impressive intellectual endeavour (or possibly because
of it), competing analytic techniques frequently yield quite different
estimates of relative performance (Iezzoni, 1997; Jacobs, 2001). This
uncertainty can lead strategists to question their usefulness or veracity.
Moreover, the techniques often appear to be impenetrable to the non-
expert. For these and other reasons, their impact on policy appears to
have been modest. One can point to some concrete influence – for
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example, a suite of analytic techniques is used by the UK water regu-
lator to set performance targets for water companies and rewards are
based on results (OFWAT, 1999); similarly, it has been suggested that
future efficiency targets for the police forces may be devised in this way
(Spottiswood, 2000). However, the concrete influence on organizational
policy has not yet matched the impressive methodological advances
made over the last 25 years.

Encouraging appropriate organizational responses

The most finely honed performance measurement system can prove
worthless, even dysfunctional (for some stakeholders at least), if it is
not embedded within an organizational environment that encourages
appropriate behavioural responses on the part of managers (Milgrom
and Roberts, 1992). [. . .] The intention should be to encourage appropri-
ate system responses through the use of incentives and other managerial
devices. Incentives can be designed or accidental.

Designed incentives seek to link a target to some aspect of meas-
ured performance, and attach a reward (or penalty) to performance
achieved in relation to the target. Rewards can be at the individual or
organizational level, and may be financial or otherwise. The important
characteristic of ‘designed’ incentives is that the rules of the game are set
in advance and are observable by all parties.

In addition to these purposive systems, there exist in most organiza-
tions ‘undesigned’ (or accidental) incentives. Many undesigned incent-
ives arise from poor design of explicit incentive schemes, and can be
seriously dysfunctional. They have been documented in a wide variety
of research traditions. In synthesizing this experience it is possible to
identify at least nine enemies of virtuous PM (Smith, 1995), listed here
with some concrete examples from healthcare.

Tunnel vision

‘Concentration on areas that are included in the performance indic-
ator scheme, to the exclusion of other important unmeasured areas.’

Example: numbers of people on hospital waiting lists have hitherto
preoccupied UK health-care managers as the primary process perform-
ance measure, possibly to the detriment of important but unmeasured
dimensions of performance (for example, clinical outcomes).

Measure fixation

‘Pursuit of success as measured rather than as intended.’
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Example: a 5-minute waiting time performance criterion in Accident
and Emergency departments led to the widespread employment of a
‘hallo’ nurse in UK hospitals, which is costly and may have no impact on
any aspect of patient satisfaction or outcome, serving merely to meet the
formal requirement for patients to be seen by a nurse within 5 minutes.

Sub-optimization

‘The pursuit of narrow local objectives by managers, at the expense of
the objectives of the organization as a whole.’

Example: use of the proportion of operations carried out as day cases
as an indicator of surgical efficiency does not acknowledge the increased
burden the use of day case surgery may place on agencies outside the
hospital sector, such as social service departments or primary care.

Myopia

‘Concentration on short term issues, to the exclusion of long term con-
siderations that may only show up in performance measures in many
years time.’

Example: curative services (as measured by short-term process) may be
given higher priority than preventive services (as measured by long-term
outcome).

Complacency

‘Lack of ambition for improvement brought about by an adequate
comparative performance.’

Example: an apparently middling performance when judged against
others on surgical survival rates may appear satisfactory and inhibit the
search for further improvement.

Misrepresentation

‘The deliberate manipulation of data by provider staff, including “creat-
ive’’ accounting and fraud, so that reported behaviour differs from actual
behaviour.’

Example: adverse patient satisfaction reports might be unaccountably
‘lost’.

Misinterpretation

‘Incorrect inferences about performance brought about by the difficulty
of accounting for the full range of potential influences on a performance
measurement.’
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Example: is a high rate of ‘did not attend’ at an outpatient clinic due
solely to the actions of the clinic, or do other, uncontrollable influences
(such as patient characteristics) have an important influence?

Gaming

‘Altering behaviour so as to obtain strategic advantage, particularly
prevalent when targets are based on year-on-year improvements.’

Example: an NHS hospital might have ‘gone easy’ on performance
against its NHS efficiency index (which was based on an annual percent-
age improvement) so that it did not receive unduly demanding financial
targets in the future.

Ossification

‘Organizational paralysis brought about by an excessively rigid system
of measurement.’

Example: a low rate of inpatient readmissions has hitherto been
considered an indicator of good practice – however, its use might
inhibit the take-up of an efficient new technology that requires frequent
readmission.

A common theme from these observations is that understanding the
full impact of PM on the behaviour of individuals within the organiza-
tion is a crucial element in the assessment of PM systems. The incentive
stage is often seen as merely a matter of setting appropriate targets
for managers. The adverse consequences arise because individuals and
systems respond to undesigned as well as designed incentives. Formal
targets are therefore likely to be seriously misleading unless viewed
within the context of the entire set of incentives, both designed and
accidental, that is built into the system. However, although the sub-
ject of a respectable accountancy tradition, most notably through the
journal Accounting, Organizations and Society, the behavioural response
stage in the PM process has been under-researched. Even where research
has addressed the impact of performance measurement, attention has
tended to focus narrowly on success as measured by the chosen per-
formance measures themselves, rather than on any broader system-wide
evaluation (Holloway, 2000). [. . .]

It is possible to hypothesize numerous other organizational responses
that can be put in place to mitigate some of the adverse responses sugges-
ted above. To take just one example, ‘complacency’ can be challenged
by basing targets to some extent on year-on-year improvement as well as
cross-sectional performance – but this development may in turn increase
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the potential for ‘gaming’. The appropriate response is therefore likely to
be highly dependent on the organization and industry under scrutiny.

Thus the ‘response’ stage of the PM process is very under-developed,
and has hitherto been the domain of organizational behaviour
specialists, management accountants, psychologists and economists,
most especially in the context of agency theory (Milgrom and Roberts,
1992). Nevertheless, as commentators such as Russell Ackoff (1978) have
long argued, it is fertile territory for future OR activity, possibly in col-
laboration with other disciplines such as psychology, sociology and
economics. This is a complex area that deserves further attention, espe-
cially as the nature of incentive structures will vary greatly depending
on the environment in which the PM system operates. Most notably,
appropriate responses may vary substantially between the private and
public sectors, where the nature of the funding and resource mechan-
isms, motivations of employees, labour markets and the overall aims of
the PM process can differ enormously.

Discussion

The literature on PM is eclectic, diffuse and confused. The definitive
‘general theory’ of PM remains elusive, and is unlikely ever to emerge.
Important contributions can be found in fields as diverse as strategy,
organizational behaviour, operations management, industrial econom-
ics and accountancy. A cursory search of any publication database reveals
that most academic publications still use the expression ‘performance
management’ in the context of HRM. This connotation of PM is of course
often a vitally important determinant of organizational performance.
However, it is only one of the potential contributory factors embraced
by the broader definition of PM we adopt here.

Within the inner loop of PM described earlier, most activity to date has
been concerned with performance measurement. In the corporate sector,
numerous instruments along these lines can be found, amongst which
the ‘balanced scorecard’ has been dominant. In the public sector, the
instruments of performance measurement have developed rapidly, in the
form of large information systems and sophisticated analytic techniques.
However, in both sectors the more elusive behavioural aspects of PM have
received comparatively little attention. We would argue that the entire
PM movement might be compromised if this weak link in the feedback
cycle is not afforded increased attention.

There have been some attempts to integrate performance measure-
ment instruments into a more general framework of PM. For example,
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Kaplan and Norton (1996a) show how the balanced scorecard approach
might be viewed within the context of corporate organization, culture
and environment and the recent developments in British healthcare and
local government will merit careful scrutiny. The Business Excellence
Model has also been widely used by the government in the context of
the public sector (EFQM, 2000). However, such work is at best explorat-
ory, and we have a long way to go before a satisfactory theory of PM can
be put forward.

The outer feedback loop to strategy has received least academic atten-
tion (Milgrom and Roberts, 1990b). This is hardly surprising, given that
the nature of such second order feedback is – almost by definition – likely
to be unpredictable and difficult to formalize. Nonetheless, this should
nevertheless not detract from its central importance, and there have been
some notable, if isolated, cases of successful soft systems interventions.
We can merely add our voices to the ritual to call for more research in
this area (Langfield-Smith, 1997).

The discussion has suggested that contingent factors are likely to play a
crucial role in determining optimal approaches to PM. This message has
been a constant theme in the important management control literature
(Otley, 1980), and suggests that specific characteristics might include

• the technology employed (for example, whether manufacturing or
service sector; an established technology or one subject to rapid
change);

• industrial structure (for example, monopoly or competitive market,
public sector, regulated sector or competitive sector);

• organizational structure (whether imposed or chosen; the extent and
nature of internal devolution);

• external environment (for example, demand uncertainty, supplier
characteristics);

• strategy; and
• nature and relative power of stakeholders (shareholders, customers,

citizens, patients, politicians).

In conclusion, we have shown that there is a distinctive OR tradition in
each of the four categories of action that constitute PM. However, the
contribution of OR has been partial and is less well-developed in some
areas than in others. We have explored the reasons for this. In terms
of formulation of strategy, the main obstacle relates to the ‘messiness’
of the process, which prohibits quantification and the neat formulaic
approaches represented by traditional OR. The soft systems approach
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is far better equipped to deal with complex and unstructured situations
than more traditional OR approaches, and we would expect to see further
applications of this approach to PM issues emerge over time. OR has con-
tributed substantially to the development of performance measurement
instruments, especially in terms of organizational information systems
and one must hope that operational researchers – with their broad sys-
tems perspective – will redouble their efforts in this area. Contributions
to the development of analytic techniques in PM have come from a variety
of disciplines, but the main emphasis in OR has been on the application
of data envelopment analysis. Whilst the methodological approaches
have become increasingly advanced, we have argued that, for a num-
ber of reasons (such as presentational complexity and a tendency to get
different results from different techniques), the impact on policy has
been rather modest. OR analysts are not alone in needing to devise bet-
ter ways of communicating complex results to non-experts which could
strengthen the link between research and strategic policy, and there may
be a role for some generic social research to establish more effective links
between the production of evidence and its influence on organizational
policy and practice (Davies et al., 2000). The issue of behavioural responses
to PM and the role of incentives has been relatively neglected by OR ana-
lysts to date. Their main focus has been on the use of target-setting to
achieve specified goals and the narrow evaluation of the success of the
PM system judged only in terms of the chosen performance measures
themselves. Again, OR analysts are not alone in their relative neglect of
this vital element in the PM system. There appears to be great poten-
tial for collaboration with other disciplines to make progress on this in
future.

The need for PM arises most urgently in hierarchical organizational
structures where no natural market exists, precisely the circumstances in
which OR can make its most compelling contribution. There is therefore
every reason to believe that OR has a great contribution to make to the
PM movement, and one must hope that the discipline will seize the
opportunities presented by the recent explosion of interest. It will be
interesting to return in 10 years time to see whether that hope has been
realized.1

Note

1. Acknowledgements – The authors would like to acknowledge helpful com-
ments from Jacky Holloway at the Open University and two anonymous
referees. They are in part funded by the UK Department of Health.
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Marketing and the Bottom Line:
Assessing Marketing Performance1

Tim Ambler

Introduction

Top management is naturally preoccupied with its firm’s wealth. You
might expect it to be equally preoccupied with generating it, but the
astonishing fact is that, on average, meetings of top UK management
devote nine times more attention to spending and counting cash flow
than to wondering where it comes from and how it could be increased.2

The monthly accounts commonly have just one line for the sales revenue
from immediate customers. The rest concerns spending and storing it.
The source of the cash flow – the end users – does not even get a mention.3

The same pattern characterizes many other firms in the US and around
the world.

Accountants seem to imagine that a pile of money will grow if only you
count it often enough. Large companies are understandably concerned
with certainty, but re-counting the same money does not make it any
more certain. The same profit and loss account numbers are planned,
budgeted, forecasted, then reforecasted, without getting the company
any closer to the marketplace. The point is simple: if you want to know
what your future cash flow will look like, investigate where it comes
from – the market. A farmer whose livelihood depends on a river flowing
through his land will be concerned with the upstream situation, espe-
cially if the river could be diverted to a neighbour’s property. Companies
should be just as concerned with their upstream wealth, and whether
their competitors are diverting it. Our research shows that companies
that look to the sources of cash flow – those that think about the market –
are more profitable.4

Understanding where corporate wealth comes from involves ques-
tions like ‘Why do consumers buy now?’ ‘Why might they buy more
(often)?’ ‘Which other kinds of people might buy these products for other

137
R. Thorpe et al. (eds.), Performance Management
© Palgrave Macmillan, a division of Macmillan Publishers Limited 2008



138 Marketing and the Bottom Line: AssessingMarketing Performance

reasons?’ In industrial or business-to-business sectors, who are the ‘con-
sumers’ or ‘end users’? The train driver has quite different interests from
those who buy the trains.

Over the last 30 years, large firms have kept ahead through acquisitions
(spending cash again) but not through organic growth.5 In other words,
these leaders, such as Unilever, have been paying too little attention to
their consumers. They have been looking at the bottom line – net profits
or shareholder value – rather than at what generates it. Analysts today
are looking a little closer: survival depends on basic wealth creation. And
wealth creation is exactly what marketing does.

The first edition of [the book from which this chapter is drawn] sum-
marized a 30-month research project into ‘Marketing Metrics’, and this
second edition update[d] that with research in the US. Similar work has
also taken place in Australia, China, Scandinavia and Spain. [The pur-
pose of the project was] to report best practice in marketing performance
measurement, to show how it could be better and to share these concepts
and language. The project sponsors recognized that, unlike accountants,
marketers are divided by their understanding of even common words
such as ‘marketing’ or ‘brand’. And as well as clarifying the financial
aspects of marketing, the project sought to pinpoint the non-financial
factors that lead to business success. [. . .]

Is your metrics system good enough?

Too many companies dismiss the importance of marketing merely
because they do not understand what it is. Take the Confederation of
British Industry, for example. In their 1999 Fit for the Future campaign,6

innovation and competitiveness are rightly extolled, but marketing and
customers of any kind barely get a mention. Alec Daly, the campaign
chairman, says, ‘We want companies who find it difficult to innov-
ate talking to those where innovation is inbred; companies who find
it difficult to control cash, talking to those who find it second nature;
and companies who need and want a step change in their competit-
ive performance, exposed to those who have already done it.’ This is all
admirable, but it is also production oriented, and ignores the outside
world – the market.

To evaluate marketing performance, we first have to clarify what
marketing is

When people say ‘marketing’, they may mean any one of at least three
things: ‘pan-company’, ‘functional’ or ‘budgetary’ marketing. The first,
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perhaps ugly, expression describes a holistic view of marketing: it is what
the whole firm does, not just the ‘marketers’, to secure customer prefer-
ence and thereby achieve higher returns for the shareholder. According
to the UK publishing company EMAP, ‘Marketing is central to our
business here. This is a total marketing company and everyone is inter-
ested in marketing.’7 Consciously or not, every business in the world
engages in marketing in this primary sense and would be bankrupt
otherwise.

Pan-company marketing is not an option but a necessity: firms
engage in it whether they recognize marketing or not. The difference
lies between those who consciously espouse this customer-oriented
philosophy and those who market by happenstance.

‘Functional’ marketing is what marketing professionals do and this
varies from business to business. It limits marketing to the activities
of one department. Few small companies have marketing departments
and even large firms, like the Unilever beauty products subsidiary
Elida Gibbs, are dispersing their marketers throughout the organiza-
tion. In terms of responsibility, some marketers are not accountable for
profits whereas others see this as their main charge. Some have charge
of product specification, pricing, sales and trade marketing functions,
whereas others are seen as staffers, outside the main direction of the
business.

The third definition sees marketing as expenditure which means
largely advertising and promotion. When people talk of the ‘return’ on
marketing, this is the marketing they generally mean. But the incre-
mental gains from advertising and promotional expenditures should be
evaluated in the context of the wider meaning of marketing.

The first definition of marketing is the most important. Only a minor-
ity of companies have separate marketing departments, or separate
marketing budgets, but they all have end users to satisfy. We shall
address the secondary meanings, but we are going to focus on max-
imizing marketing health throughout the whole company’s business
in order to maximize corporate wealth. ‘Marketing’ needs to include
employees (the internal market) and innovation that impacts custom-
ers because these, possibly more than advertising and promotion, create
new cash flow.

Even not-for-profit organizations, such as charities and national gov-
ernments, have to be concerned with marketing in this sense. Without
inward cash flow they would not be able to achieve their objectives.
Marketing, in short, is the creation and harvesting of inward cash
flow. [. . .]
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Brand equity is an elephant

Brand equity, for many companies, is far their biggest and most valu-
able asset. It lacks the attention it deserves because it is not on the
balance sheet and it is hard to measure. Furthermore, it is a relatively
new, perhaps only 20-years old, part of the business scene.

The first step is to describe the beast from a number of points of
view. Some commentators recognize the value of customers while oth-
ers see brands and others again see competitive advantage. This gives the
impression that we are looking at different things whereas in reality we
are only looking at different aspects of the same thing.

Any complex asset, such as an industrial building, can be measured
in all manner of ways. To make sense, we have to know the purpose of
measurement. A glazier will want to measure windows when a tiler will
want to measure the roof. Brand equity (the asset) is frequently confused
with its value. Certainly the financial valuation is an important measure
of a brand but it is only one measure and the number will differ according
to the purpose of the valuation. A brand may not be worth the same to
a seller as to a buyer.

The question arising, therefore, is how a firm should select the brand
equity metrics in its particular situation. How it names this beast, for
example, ‘reputation’ in a professional services business is secondary
to understanding it and measurement is part of that. Managing brand
equity is a crucial role of marketing and thereby of transferring value
from the market to the shareholder. It is the upstream reservoir of cash
flow, earned but not yet released to revenue.

Financial fallacies

Chief Executives, being busy people, are quite often appalled by all this
marketing mumbo jumbo and demand a single number for performance
or a single number for brand equity. The modern fashion is to bring
everything down to shareholder value. That is what business is for and
managing for value provides a universal framework.

That is a tempting road to take but [. . .] it is a dead end. Brand valu-
ation is barely more helpful to brand management than putting a price
on Mount Everest helps mountain climbing. Even those business issues
that can be quantified cannot necessarily, still less usefully, be translated
into financial numbers. The assumptions needed for the conversion go
far beyond what the data can sustain. For example, we know that a psy-
chological contract exists between a company and its employees. Maybe
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we can measure how strong that contract is, on a five-point scale from
very committed to very uncommitted, but few companies would care to
assign a financial value to that commitment.

Modern management uses measurement to plan improvement and
to learn from what is actually achieved. With learning, change can be
predicted and then tracked from period to period in a controlled way.
More importantly, sharing the business model can give direction to the
whole firm. Financial proxies lose the reality of that process.

The second major difficulty is that we cannot measure the future. Man-
agement needs to predict the outcomes of their actions, or their options,
but they cannot be sure of them. A number of modern techniques such
as customer lifetime value (CLV) and brand valuation are based on tak-
ing the present value of future cash flows. These techniques are useful for
choosing between various investment choices, but not for reporting on
the progress made by marketing to date. In a sense they take the credit
for future marketing activities and thereby deflect attention from the
situation today.

A final [. . .] danger of these techniques is tunnel vision. By projecting
future income streams from current awareness, we do not allow for the
wider world [. . .]. The narrower our understanding of our brand and its
customers and competitors, the narrower and more risky is the tunnel
of vision. Innovation by our firm and others will reveal opportunities
beyond anything now in the plan. Marketing eyes need to open wider
to these peripheral developments, some of which may prove important
new sources of cash flow. CLV, for example, is distorted by working from
the current customer database rather than what it might be. Shareholder
value is a useful technique for determining how best to spend cash flow
but it makes little contribution to understanding where it comes from.

Important as financial metrics are, they distort reality and provide the
illusion of control. Cannabis does much the same.

Metrics evolution: How did we get where we are?

Reporting on marketing to top management is, or should be, an intimate
part of the way a firm does business. A new metrics system should not be
bolted onto processes which otherwise continue unchanged. Since the
metrics need to reflect business strategy, implicit or not, it follows that
they should evolve along with the strategy. What is discarded is almost
as important, and often more controversial, than what is added.

It is probably not very sensible to step straight to an ideal metrics solu-
tion. Culture and metrics need to evolve together over time but that
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can be accelerated. [ . . . As] the experience of leading companies shows,
[the . . . ] process is influenced by the size and type of business and its com-
petitive sector. Know the metrics your competitors see but do not limit
yourself to those numbers. Otherwise, the knock-on effect of metrics on
strategy is likely to result in copycat marketing.

The general pattern of development begins with top management hav-
ing little appreciation of the significance of marketing metrics. As the
recognition of the need for control measures grows, they turn to the
accountants for basic financial indicators such as sales, costs and profits.
It then becomes clear that these are retrospective. Indicators need to
be closer to customer and competitor and therefore have to be non-
financial such as behavioural (for example, loyalty, penetration) or what
people have in their heads (‘intermediate’, for example, awareness and
attitudes). Very soon, top management is swamped by numbers. Mar-
keters are asked to select a dozen or so key indicators. The final stage, to
which many aspire but few achieve, uses the full database of metrics and
performance to select those indicators which predict future performance.

A practical methodology for selecting the right external
metrics

[We now move] from how metrics evolved to how management can
develop them. Changing even the external market metrics turns out to
be a major problem.

Some of the troublesome areas include assembling a comprehensive
database, gaining agreement that these are company-wide measures, not
just private communication between the CEO and the marketing depart-
ment, and the interaction between metrics and strategy. As noted above,
to what extent should firms select the same measures as their competitors
and where should they differ? Their source may dictate the choice: some
research can only be gathered on a shared basis and other metrics are
available only from the standard packages that market research agencies
make available.

A single brand company operating in just one market has a much
simpler problem than the multi-branded multinational. To what extent
should metrics be standardized across all brands and territories? Different
markets will want to use their own indicators, strategies will differ and
consistent information may simply not be available from data suppliers.

Very large companies may, like Unilever, have scope for a depart-
ment that specializes in marketing information, independent from their
marketers. But for most companies, the only function in a position to
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integrate financial and non-financial marketing metrics is the finance
department. In other words, turning over market research responsibility
to the Chief Financial Officer (CFO) has much to commend it:

• Marketers are widely seen as selective and/or manipulative in the way
they present information. Independence would add credibility.

• Metrics are not a high priority for marketers despite the increasing
pressure for accountability. Most managers are tired of surveys and
questions from business schools. Even so, we [the project research-
ers] were surprised by the low interest shown by marketers. With
honourable exceptions (notably those who contributed to [the book
Marketing and the Bottom Line]), marketers are more interested in
making runs than scoring. Perhaps this is as it should be.

• Marketing information is widely dispersed in large organizations.
Only part of it exists in the marketing department, even if there is one.
The finance function routinely penetrates all sections of the firm.

• Alignment, or consistency, is needed across functional and geo-
graphic boundaries as well as across hierarchical management levels.
Ways to evaluate the marketing mix (advertising, promotions and
pricing) need to be consistent with evaluating marketing as a whole.
Again, the finance function is skilled in assembling consistent
information.

• The costs of marketing information should be treated in the same way
as other management information costs, such as the management
accounts, and not deducted from the marketing effort.

• The finance function should be within the marketing tent in order to
understand where the cash comes from. Thankfully, we found the old
adversarial relationship between marketing and finance to be largely
a thing of the past, but direct responsibility for the numbers will help
cement the partnership.

In short, this is a minefield but at least knowing where some of the mines
are and their nature improves the odds of getting through. Standing still
is not an option for long.

Using metrics to improve innovation performance

[We will now move] from the external marketplace to the two main
internal indicators of marketing performance: innovation and employ-
ees. The mantra ‘innovate or die’ is broadly accepted but implementation
is tough and finding the right performance indicators is even more
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difficult. Top managements want to monitor ‘innovativeness’ and yet
few believe that key performance indicators (KPIs) provide the solu-
tion. Boots the Chemist, the UK’s major health and beauty care retailer,
appointed a director of innovation, but carries out little measurement
beyond the number of product launches and the proportion of sales
from recent launches.

The quality, not the quantity, of innovation is the crux. Indeed,
many large firms today suffer from an excess of innovation, or initi-
ative overload. The three phases of innovation (creativity, development
and implementation) require different skills. Culture (the way things are
done) and process (what is done) are merely enablers, not drivers.

3M very successfully uses just a few simple metrics, such as the propor-
tion of sales due to recent innovations. Many other firms have copied
these metrics, but few have succeeded because their leadership styles and
cultures are different. The moral is that firms should get away from the
detail and first measure these bigger picture variables.

Thus it is mostly a question of leadership and then culture rather than
process. In large companies, much of the process gets in the way and
should be dismantled. These metrics prove to be very similar to those
used for assessing employer brand equity, that is, what the employees
carry around in their heads about the firm they work for.

Employee-based brand equity

Some companies, and especially consumer service companies, see
employees as their first customers. If management correctly markets to
employees, then the front-line employees will take care of the external
customers. In this perception, internal marketing becomes, for the top
management, even more important than external marketing and there-
fore its own set of metrics is the more crucial. Whether ‘marketing’
includes employees is academic: synergizing human resource and mar-
keting skills can bring rich rewards. The ‘employer brand’ concept
helps these two functions to learn from each other. Tobacco company
Gallaher, for example, sees marketing in pan-company terms and has
marketing, sales and financial people working together in teams.

Which segment of ‘customer’ is the most important depends on when
you ask the question. Employee issues will need to be addressed first and
the end user will be satisfied last. Marketers will plan things the other
way about, that is, start with the consumer, but the motivation of all the
segments needs to be measured whichever way the company goes.
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Many firms now measure employee indicators but few cross-fertilize
employee and customer survey techniques and measures. They should.
The relationship between employee and customer satisfaction is com-
monplace. BP found, unsurprisingly, a good correlation between the two.
To some extent, employees can provide, far more cheaply and easily,
proxies for external research though this needs careful quality control.
In a service company especially, customers form their impressions, that
is, brand equity, from their interactions with the employees.

Brand transparency

Beyond customers, competitors and employees, the contribution of other
stakeholders to cash flow is indirect but it can be influential. [We
examined] the interaction between the company and its shareholders,
sometimes proxied by analysts. We researched the disclosure of market
metrics to shareholders in annual reports.8 Broadly, 85 per cent of com-
pany respondents agreed that shareholders are entitled to information
about brand equity, often their most valuable asset. At the same time,
few companies supply many metrics at all [ . . . although to strengthen the
acquisition and retention of investors] it is in the interests of companies
that they should.

Assessing the performance of the marketing mix

Returning to the nitty gritty of marketing expenditure, most CFOs want
to know the particular contributions from advertising, promotions and
other parts of the marketing mix. This is not the return on marketing
as a whole, which is meaningless, but whether increasing or decreasing
the elements of expenditure increased profits and/or brand equity. Better
still, they would like to know this ahead of time when budgets are set.

Few companies have fully grasped just how fundamental marketing
and brand equity are and the consequential unwisdom of focusing on
efficiency ratios such as ROI but they are moving in this direction. We
found increasing emphasis on effectiveness (achieving what matters)
rather than doing the wrong things more cheaply. Of course, companies
want both effectiveness and efficiency and to measure the contribution
of each element of the mix to those ends. [. . .]

While too many unknowns prevent this [evaluation] being a science,
a few techniques [ . . . are available to] help and, importantly, at least
achieve internal consensus on the optimal expenditures. Furthermore,



146 Marketing and the Bottom Line: AssessingMarketing Performance

the different elements of the mix, for example, electronic media, have
their specialist metrics which warrant separate consideration.

Getting the right metrics to the top table

Gaining this consensus requires both the top management and the spe-
cialist marketers to be looking at the same performance indicators. Shell
calls it the ‘line of sight’. Aligning metrics with strategy and aligning key
measures both across functional silos and up and down the hierarchy
sounds easy but it is not.

[However,] practical steps to bringing it about [can be taken]. Managers
are wedded to the metrics they have and this type of change takes more
time than they can divert from daily priorities, or think they can divert.
Ship-to-ship transfer in the open ocean only looks attractive when you
know your ship is sinking. Wait that long to modernize your marketing
metrics and it is too late.

The fuzzy future

[We end on a cautionary note. . . . ] A business cannot be run just
by numbers. Standardize everything and it will die. Shifting manage-
ment bonuses to marketing metrics, as users of the Balanced Scorecard
have discovered, may be unwise. Ignoring the indicators of cash flow
and the reservoir called brand equity is terminal but so is ignoring
everything else.

Top management should be wary of calls for oversimplification. We
are not dealing with a hygiene matter where boxes can quickly be ticked
before moving on. Indeed, using marketing metrics in a mechanistic way
denies their very purpose. Even if the metrics are the same, the sources
of cash flow – the reasons why consumers buy and might buy more – are
the discussions which the metrics should trigger. The book [Marketing
and the Bottom Line, from which this chapter is an extract] offers a design
process to decide the right marketing metrics for your company, taking
both the tailored and general points of view into account.

A certain fuzziness helps the firm achieve a great future.
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Notes

1. Chapter 10 is based on the Executive Summary of the second edition of Mar-
keting and the Bottom Line, by Tim Ambler, a book which provides a critical
guide for marketers to make marketing fully accountable. The chapter cap-
tures the essence of the key messages in Ambler’s book, which incorporates
a framework for evaluation, numerous examples and recommendations for
management action. To convey the flavour of the original material, we have
retained the author’s structure and headings; and key references from the
original publication are appended as Further Reading.

2. Marketing Metrics project research with UK PLCs, December 1999.
3. Operational matters, supplies and suppliers, corporate governance, employee

issues, interest, taxes, dividends and capital expenditure take far more time
than the motivations of the ultimate customer. But these are all ways to spend,
or at least count, the cash, not increase its flow.

4. We found a 0.25 correlation between customer orientation and performance.
The precise figures vary but this result is similar to comparable studies.

5. David Cowans’ Marketing Forum Presentation, Oriana, September 1999.
6. Website: www.fitforthefuture.org.uk
7. Quoted in ‘The Role of Marketing’, research report by KPMG, 1999, 7.
8. Tim Ambler, Patrick Barwise and Chris Higson (2001) ‘Market Metrics:

What should we tell the shareholders?’, London: The Centre for Business
Performance.
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Open Performance Management: The
Internet and Electronic Observability
Steve Little

Introduction

Information systems play a key role in the process generally described as
‘globalization’ and, as a consequence, new perspectives on performance
measurement are emerging as new information and communication
technologies (ICTs) are deployed to maintain cost-effective transactions
across an emergent global production system. The relationship between
new information technologies, globalization and social and economic
exclusion has become a focus for discussion amongst a range of social
theorists (Castells, 1996, 1997, 2000; Giddens, 1999; Ohmae, 1995).
This chapter focuses on the implications of this new connectivity and
observability for performance management.

The diffusion of ICTs from the advanced economies in which they were
developed to a wider range of locations has allowed global production
networks to emerge. Whether dealing with manufacturing or services
or any combination of these activities, performance now reflects a more
openly negotiated set of measures in an increasingly networked environ-
ment. The production chains linking peripheral sources of materials with
a technologically advanced core can be managed and for the first time
monitored closely and continuously. This integration of ICTs into busi-
ness processes presents the opportunity to capture data on performance
at a relatively low cost.

Tapping the data streams of the value chain from suppliers through
to customers offers new insights into performance and also presents an
opportunity to leverage the internal resources available for performance
management with those of a wide range of stakeholders. Increasingly
value is added through the organization of the data and information
generated by the control and coordination of these processes, whether
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the volume and value of the transactions are high or low. For example,
the e-business model of Amazon not only tracks each customer’s on-
line behaviour but also then prompts them with suggestions that may
elicit further information. This both adds value to the transaction for
the customer, and shapes further that customer’s profile. This approach
is equally valuable in business-to-business relationships within the pro-
duction chain, and at high value. Aero engine manufacturers now sell
the power from their engines as a guaranteed output for the customer,
while the real-time monitoring of these engines in use through satel-
lite technology delivers the level of performance measurement necessary
to deal with the most demanding client. However, the monitoring by
a firm also facilitates monitoring of the firm by customers, and while
this tension has become acute in certain sectors, ultimately it offers a
redefinition of performance measures in concert with a wider range of
stakeholders.

Governments, or at least those with a commitment to democratic
accountability, have found that their performance at local and national
level is subject to new forms of electronic public scrutiny, most strikingly
(at the time of writing) in the case of the logging of ‘rendition’ flights
on the Internet and the subsequent calling to account. Top-down mod-
els of e-government based on traditional relationships are challenged by
such public engagement. This new transparency offers advantages and
disadvantages to both sides. In Britain, self-assessment of personal liab-
ility for income tax is an initiative which places a burden on taxpayers
who in return expect a level of support based on their experience of
24/7 responsiveness in the commercial sector, not on their traditional
transactions with government.

The remainder of this chapter sets out the wider context in which
performance is now judged, and provides examples of both reactive and
proactive responses to a new networked transparency.1

The context of new performance dimensions

Dicken (1998) describes a generic production chain drawn from Porter
(1990) to analyse the dynamics of the global economy. In common with
Porter’s representation of the value chain the model allows the iden-
tification of the critical support activities which support each stage of
value creation. Dicken separates these into flows of materials, person-
nel and information on the one hand and technology and research and
development functions on the other. Innovative components of this sys-
tem often emerge from smaller and medium sized specialist companies
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which in turn must take into account requirements determined by a
global system. However, participants and contributors at all levels of
specialization must respond to both severe cost competition and shorter
product life cycles in which to recover investment. Product differenti-
ation and customer support can maintain demand for goods and services
and maintain premium prices for them.

Many established companies have responded to the competitive pres-
sures on their cost-base by shifting towards the higher value end of the
production chain. Such a shift makes the distinction between products
and services less obvious. It also leads to an intensification of know-
ledge requirements since a focus at this end of the chain requires closer
adjustment to cultural variation among users and customers. This pur-
suit of higher value activities can be seen in both new and established
forms of production, as with the examples of new e-business models and
established aerospace companies.

Once an organization begins to operate in an external information
space, its own performance becomes exposed to external scrutiny and
benchmarking becomes an activity undertaken by consumers and con-
sumer groups, as described by Naomi Klein (2000). Klein argues that there
is a shift in focus by what were formerly manufacturing organizations,
hollowing out material production through outsourcing and replacing
it with a form of cultural production intended to maximize intangible
values. She argues that the apparent global expansion of high profile
brands is in fact accompanied by the progressive subcontracting of all
functions except the management and development of the brand itself.
This represents the logical end point of outsourcing strategies facilit-
ated by both a reduction of transaction costs and the alteration of the
relative advantages and economies of size. These changes place intellec-
tual capital leveraged by technology at the core of business. Brands are
becoming the carrier of the core values and emotional capital of what
were once physically extensive organizations that have been reduced to
sets of networked relationships.

The Internet now represents a key communication base for social
and political movements and freedom of access to it is increasingly
regarded as part of broader freedom of expression (Reporters Without
Borders, 2006). As the skills and awareness of the new monitoring cap-
ability have diffused a reverse panopticon has been created, in which
formerly peripheral locations can shadow the developments at the
‘centre’ and can develop a capability set of their own that can be elec-
tronically inserted into the broader pattern (Little and Grieco, 2008,
Forthcoming).
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The global deployment of brands therefore creates global exposure,
increasingly exploited by the campaigns targeting high profile brands.
As noted above, entry into a global electronic space brings the pro-
spect of profiling and monitoring of and by external stakeholders.
Campaigns which challenge brand identity have emerged from within
organizations, as with the ‘Walmartyrs’, employees of retailers Wal-Mart
reporting their work experiences,2 as well as from the traditional labour
movement and broader social campaigns. The emergence of a counter-
vailing meta-brand in the form of the logo of the fair trade movement
represents the cooption of the approach by its critics.

Even where value chains and networks operate across a range of juris-
dictions actions can be monitored relatively easily in the electronic form.
The complex coordination afforded by the global ICT structure has been
mirrored by a counter-coordination initially within labour movements
traditionally concerned with communication. The traditional long dis-
tance coordination among dockside workers was supported by a website
which proved critical to these efforts during the Liverpool Dock dispute
of 1995–1998 (Bailey, 2006). South African activists have leveraged their
skills in international mobilization developed during the apartheid era
to develop Internet campaigns in collaboration with social movements
around HIV and health issues. More traditional workplace concerns are
also being pursued through this technology uniting workers for Volk-
swagen from Germany, Brazil and South Africa in campaigns over pay
and conditions, with grass-roots activists circumventing the position of
the union hierarchy. Equally significant is the organization of the con-
sumers of the goods and services produced by transnational systems. The
growth of the Fair Trade movement is one consequence of such monit-
oring, where traditional consumer perceptions have been leveraged by
the electronic environment in which organizations now operate. All of
these movements present challenges to the definitions of performance
and related goals espoused by commercial organizations.

Open performance monitoring: cases and examples

The interaction between company strategy and stakeholder campaigns
shows evidence of both conflict and synergy between the internal per-
ception of priorities and objectives for performance, and the dimensions
of performance seen as critical by external constituencies. This interac-
tion increasingly takes place in cyberspace, and the following examples
represent both the process that supported the discourse and an archive
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of action. The examples here involve two high value global industries –
pharmaceutical and aerospace.

Example I: The pharmaceutical industry: Defence and
counter offensive

The life-saving technology provided by the pharmaceutical sector has
attracted particularly close attention from consumers. Pressures on ‘big
pharma’ from wide-based social movements of the vulnerable are having
their effect. The concessions made by pharmaceutical companies over
the pricing of AIDS drugs in Africa represent a triumph of political pres-
sure over legally defined intellectual property rights which undermine
the logic of existing company strategies.

Not surprisingly, the pharmaceutical industry provides examples of
how definitions of performance and value have been contested for some
time.3 For every 5000 to 10,000 compounds screened by the testing
process, only some 250 will become lead candidates for clinical trials
(Bernard, 2002). Of these as few as five drugs will enter clinical testing,
with only one likely to achieve approval for use at the end of the three
phases of clinical trial. Much of the protected licensed period will have
elapsed before this drug is sold into a market in which governmental and
private medical insurers are becoming increasingly concerned about cost
inflation. Once the protection expires, other cheaper manufacturing loc-
ations are able to produce generic substitutes for the original proprietary
product.

The high attrition rates at every stage and the need for the recovery of
vast costs means that companies are searching for increasingly elusive
‘blockbuster’ products. There are failures in use and controversies over
value, efficacy and cost. The world wide vice-president of GlaxoSmith
Kline (GSK) was reported as claiming that most drugs work on less than
50 per cent of patients for a variety of reasons (Connor, 2003). In this
context, strategies for reducing the costs of such uncertainties are sought.
The strategies sought include the involvement of low cost manufactur-
ers and the accommodation of the generic market in profit models and
the use of brands to maintain the value of a drug in the face of generic
substitutes.

Global electronically facilitated pharmaceutical production networks
are emerging to challenge older integrated single company chains. How-
ever, this same global electronic technology has allowed the emergence
of more transparent meta-governance forms (Grieco et al., 2003) with
the stakeholders now including governments and regulators plus the
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ultimate end users of the products. With the advent of globalized inform-
ation technology, the drug development process is increasingly forced to
accommodate the concerns of the ultimate stakeholders – the users of the
drugs and those with the conditions and diseases targeted by global drug
manufacture.

In the developed economies, the use of certain drugs is also being
monitored beyond the formal regulatory processes. For example, on 13
October 2002 a television broadcast on the anti-depressant Seroxat used
the BBC website to elicit responses to the programme from users of the
drug. These are now incorporated into an article in the International
Journal of Risk and Safety in Medicine available online (Medawar and Herx-
heimer, 2003/4). In response the British Medical Journal website provided
a review article defending the class of drugs, selective serotonin re-uptake
inhibitors or SSRIs, to which Seroxat belongs. It argues that the benefits
of these drugs outweigh any problems (Cowen, 2002). A Seroxat Users
Group website was available to promote the follow-up Panorama pro-
gramme ‘Seroxat: e-mails from the edge’, which was broadcast on 11
May 2003 and this site continues to carry campaign information.4

The model of intellectual property being promulgated as a global
standard through the World Trade Organisation (WTO) Agreement on
Trade Related Aspects of Intellectual Property and Public Health (TRIPS)
agreements and the WTO is the one favoured by the major interna-
tional pharmaceutical companies. However, the advent of the AIDS crisis
in both developing and developed countries during the 1980s led to
campaigns and actions which, in key cases, have achieved the polit-
ical neutralization of intellectual property rights. The TRIPS agreement
makes provision for the ‘compulsory licensing’ of protected drugs under
emergency conditions. Such production is intended for use only in the
country of production; however, many countries affected by AIDS do not
have the necessary production facilities and inevitably drugs are acquired
as unauthorized ‘grey’ imports. In April 2001, in the face of concerted
campaigns in both real and cyber space, 39 pharmaceutical companies
withdrew from a legal action in the South African courts. This inten-
ded to use TRIPS rules to stop South Africa from importing or producing
these cheap versions of patented AIDS drugs. Their withdrawal in effect,
surrendered intellectual property to which they were legally entitled in
the face of globalized political opposition. After failing to negotiate drug
discounts from multinational patent holders, Brazil, Thailand and Cuba
also opted to manufacture generics representing a clear challenge to the
basis of the larger patent system. The 20-year market monopoly under
TRIPS has been neutralized.
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This monitoring of the global pharmaceutical industry demonstrates
how distributed technology can provide a monitoring and mobilization
device which widens stakeholder participation. It also forces compan-
ies to re-evaluate their understanding of performance in both financial
and social terms by adding a meta-regulation by the wider stakeholder
community to the governmental regulation of this industry’s activities.

Example II: SARS collaboration and synergy

The campaigns around the AIDS crisis have led to an opening up of gov-
ernance and meta-governance of the life science universe and this has
had positive results in other areas. The rapid formulation and coordin-
ation of a global response to disease was demonstrated by the highly
distributed discourse around severe acute respiratory syndrome, or SARS.
From early 2003 the Centers for Disease Control (CDC) Atlanta and the
World Health Organization provided online information on the progress
of SARS.5

Both the US Department of Defense Global Emerging Infections Sur-
veillance and Response System (DGEISR) and Asia Pacific Economic
Cooperation (APEC) websites continued to provide monitoring and a
world SARS map remained available from the Indian company map-
tell.com for several years after the outbreak abated. During the crisis it
was possible to compare the reactions of various national governments
by visiting the heath ministry websites of, among others, Singapore,
Taiwan and Australia (Little and Grieco, 2008, Forthcoming).

It is clear that the big pharmaceutical companies and big govern-
ments such as the United States have become aware of the vitality of
the negative image they have invited by permitting the development of
institutional structures which preclude the world’s poor having access
to essential treatment. There is a growing awareness in business gener-
ally that the end user has the ability to organize globally in respect of
product markets and in government that policies can be monitored and
challenged.

The collaborative and synergistic response to the SARS outbreak and
the continuing collaboration over a potential avian influenza pandemic
demonstrates that a positive response to initially threatening interven-
tions can be advantageous, and that ICTs have revolutionized the speed
and extent of such collaboration.

Example III: Aerospace – inclusion and incorporation

Aerospace is a sector in which the external perceptions of stakeholders
have been incorporated into the product development cycle to improve
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performance and sustain relationships. This phenomenon is more often
associated with customer engagement in fashion-oriented consumer
goods and has grown from a model of ‘viral marketing’ in which
information is distributed surreptitiously through the social networks
of potential customers (Kharif, 2000).

Boeing has a history of successful incremental development within
successive technologies (Gardiner, 1986; Little, 2004). The impact of
computer-aided design on the cost of development is evident in compar-
ison between its products from the 1970s such as the Boeing 757 airliner,
with the 1960s 727 model. By the 1990s, the design programme for the
Boeing 777 model was highly dependent on integrated computer-aided
design systems which allowed significant savings in development time,
and reduced the need for physical models and prototypes to a minimum
(Sabbagh, 1995).

The relationships between aerospace manufacturers and aircraft oper-
ators have been close for decades, the development of aviation mile-
stones such as the Lockheed Constellation and the Boeing 747 Jumbo
Jet were instigated by key customers. The Boeing Company has distrib-
uted elements of both manufacturing and component production to
target markets, with, for example, Japanese and Australian contributions
providing risk-sharing and promoting buy-in. Airbus, as the principal
rival to Boeing, is now moving to establish an assembly line in China,
currently the major growth market for mid-sized commercial aircraft
(Matlack et al., 2006).

However, as with the emerging networked pharmaceutical production
system, there has also been a shift in the understanding of the relation-
ship between prime and sub-contractors and customers. A combination
of an increasing variety of leasing arrangements and the deployment of
satellite technologies now allows the real-time remote monitoring of air-
craft in flight. As noted earlier, this has led to new forms of customer
support, and a refocusing from sales of aircraft, aero engines and spares
to the support of ‘power by the hour’ in order to capture a more stable
income stream.

The Boeing ‘world design team’ is a concept that extends the rela-
tionship with traditional stakeholders to the end users of the company’s
products, including frequent flyers, accessing an additional perspective
on performance.6

In addition to assembling some 35 per cent of the new 787 from its
plants around the US, Boeing also draws upon key foreign companies,
both in their home locations and, in the case of Toray (a former tex-
tile company now expert in new generation composite materials), in
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their US-based operations. The software necessary to the coordination of
these complex contributions is also a joint development with Dassault
Systemes of France.7

The aerospace value chain has developed to capture suppliers and cus-
tomers and to enrol both into the performance management system. At
the same time, the extension of the electronic coordination developed
for manufacture to the broader user base allows the incorporation of
customer feedback into the design system itself.

Conclusion: performance as the managing of presence and
expectations

When Manuel Castells described ‘informational politics in action’
(Castells, 1997, p. 333) he was concerned with one aspect of globaliz-
ation: the reliance on simplified mass communication. He argued that
this inevitably reduces the complexity of political discourse. However,
elsewhere in the same volume he describes very different and complex
forms of electronically mediated communication by dissident minorit-
ies: Zapatista rebels in Mexico and Militia groups in the USA. The former
have become the commonly accepted symbol of the use of the Inter-
net as a base for political opposition from the marginalized. In response,
the Mexican Federal Government has established its own presence in
cyberspace itself, providing links to independent and critical coverage of
events via its own website (Little et al., 2000).

Other governments have sought to operate in this new space, and the
concept of ‘e-government’ is attractive in terms of economy, efficiency
or both. SMS text has been trialled in conjunction with traditional postal
voting in an attempt to increase voter turnout for UK local government
elections. A more adventurous initiative is the on-line electronic peti-
tion system developed for the Scottish parliament. Griffin (2003) argues
that this innovation allows central monitoring of devolved government
functions.

However, other events have shifted the expectations of stakeholders
further. The Hutton Inquiry (Hutton, 2004) posted UK Cabinet papers
normally kept secret for 30 years on the Internet, along with the full tran-
scripts of the evidence presented to the enquiry. This opening up of the
political process via Internet presentation permitted the global external
audience to make their own assessments of the relationship of the offi-
cial judgement to the detailed evidence. The narrow legal interpretation
of Lord Hutton was subject to a broader political judgement, just as the
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narrow interpretation of intellectual property by ‘big pharma’ was com-
promised by wider political mobilization around the affordability of HIV
treatments.

Elsewhere, however, pharmaceutical companies have engaged with
campaigns and pressure groups where these coincide with their interests.
For example, the adoption of Roche’s Herceptin for the treatment of
advanced breast cancer followed campaigns in several jurisdictions. The
manufacturer became involved directly in one campaign through the
canvassing of patients to elicit their support for the use of the drug for
early stage cancers, expanding the potential market, but also exposing a
wider range of patients to the significant side effects (Boseley, 2006).

The aerospace sector offers a paradigm for more open and positive
engagement with feedback, solicited and unsolicited, through acknow-
ledgement of its potential value. This co-option of potential criticism and
its incorporation in performance monitoring represents a more robust
response which fits with Bray’s formulation of a ‘New public relations’
(Bray, 2005). This allows communication to the stakeholders from the
workers directly involved in an issue, relying upon their understanding
of the company’s goals and values to shape their presentation. Control is
replaced by monitoring and mentoring in order to achieve a more direct
and honest engagement with stakeholders.

An organization adopting Bray’s approach faces two challenges. The
first is to identify and interpret the external responses and reactions that
reflect an adverse external perception of the organization. The second
is to identify and lead appropriate changes in corporate objectives and
emphasis that will meet such a potential shortfall in performance and
legitimacy. The research challenge of these changes in practice is to
develop means to capture effectively diverse grass-roots initiatives, and
to track changes in corporate systems, which would allow meaning-
ful access to stakeholders within the dual constraints of commercial
confidentiality and data protection legislation.

Notwithstanding these constraints, this chapter has illustrated some of
the potential offered by the integration of ICTs into business processes,
for innovative and affordable global performance management research.

Notes

1. The web addresses in this chapter were correct at the time of access in July 2007.
2. See http://walmartwatch.com (accessed 27 July 2007).
3. See, for example, http://www.global-campaign.org/bigpharma.htm (accessed

27 July 2007).
4. See http://www.seroxatusergroup.org.uk/ (accessed 27 July 2007).
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5. See CDC at http://www.cdc.gov/ncidod/sars/ and the WHO at http://
www.who.int/csr/sars/en/ (both accessed 27 July 2007).

6. See http://www.newairplane.com/ (accessed 27 July 2007).
7. See http://www.newairplane.com/ (accessed 27 July 2007) and follow the

’Launch 787 DreamLiner Site’ link for details of systems and structure suppliers.



12
An Accounting and Finance
Perspective on Performance
Measurement and Management
Stan Brignall

Introduction

Managers measure organizational performance in order to improve it;
thus performance measurement is part of the process by which man-
agement teams manage the improvement of performance over time.
Management is a team activity involving people with different func-
tional responsibilities and disciplinary backgrounds, yet traditionally
most measures of organizational performance have been financial in
nature. More recently it has been widely recognized that what consti-
tutes organizational success is multifaceted and means different things
to different people. Accordingly, models of multidimensional perform-
ance measurement and management have been developed which have
fostered an interest in the interrelationships among different perform-
ance dimensions, including those between financial and non-financial
performance measures.

In what follows we shall first consider in more detail the conventional
view of accounting and finance performance measures. Three main func-
tions of such performance measures are then identified and considered
in turn: financial performance as a business objective; financial perform-
ance measurement as a tool of financial management; and finally as a
means of motivation and control. In the next section we examine the
criticisms of mainstream financial performance measurement and con-
sider how new financial performance metrics aim to overcome them.
Yet these new metrics are only a partial answer to these criticisms so in
the penultimate section of the chapter we consider some of the mod-
els of multidimensional performance measurement that have led to new
directions in strategic performance management, such as Kaplan and
Norton’s ‘strategy mapping’ concept. In the final section of the chapter
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we consider the current problems and challenges for research in these
areas.

The conventional view of the accounting and finance role

Traditionally, organizational performance management has focused on
the use of quantitative financial measures of primary interest to share-
holders. In most writings on accounting and finance it is usually assumed
that managers of for-profit organizations should be trying to maximize
their shareholders’ wealth. The extent to which this actually happens and
the conditions for ensuring it does so are the subject of Agency Theory
(Jensen and Meckling, 1976). Jensen and Meckling argue that asymmet-
ries of information among owners and managers cause control problems
which can be tackled by the use of incentives such as share options to
encourage managers to align their goals with those of shareholders. In
this context, accounting information such as that in the annual report
and accounts enables shareholders to monitor the performance of man-
agers to see if they are acting in shareholders’ interests. In a similar
fashion, managers use management accounting systems to control the
actions of subordinates in the process of management control.

One of the strengths of financial performance measures is that
accounting uses a common measure of wealth: money. But the use
of a common measure still leads to two different yet complementary
approaches to measuring stocks and flows of money: cash versus accru-
als accounting. Under cash accounting, money received and paid by a
business entity in a period is recorded; if cash received exceeds cash paid
out, the cash balance will increase. Under the accruals approach income
earned from sales made in a period (but not necessarily received in the
period) is matched against expenses incurred (but not necessarily paid)
in the same period: if income exceeds expenses a profit is recorded for
the period. In practice an organization’s books and accounts record its
transactions in a double entry book-keeping system culminating in the
usual periodic financial statements: the profit and loss account, the cash
flow statement and the balance sheet. Of the three, the balance sheet is
prime as the cash balance at the end of the accounting period and the
profit earned in the period are inserted into the balance sheet to enable
it to ‘balance’ the entity’s liabilities against its assets.

The use of ratio analysis of an organization’s financial statements
to interpret its performance was arguably pioneered by the Du Pont
Company. In for-profit organizations, the ultimate focus is on an organ-
ization’s return on investment (ROI), which can be expressed as a



162 An Accounting and Finance Perspective

percentage and compared to the organization’s cost of capital to see if
the return is adequate. In not-for-profit organizations, such as charit-
ies, the ultimate purpose is not to earn a profit but to provide a service
while breaking-even (or remaining within agreed budgetary limits). In
the public sector there is a greater range of objectives: some organiza-
tions may be expected to earn a real rate of return on their assets while
for others it may suffice to break-even. ROI is a ratio, where the numer-
ator is profit before interest and taxes (per the profit and loss account)
and the denominator is total assets (taken from the balance sheet). This
ratio can be decomposed into two other ratios (return on sales and asset
turnover) that in turn can be further decomposed in a ‘pyramid of ratios’
covering various aspects of cash flow/liquidity, operating profit and asset
utilization.

Under Generally Accepted Accounting Practice (GAAP), an organiza-
tion’s assets are usually recorded in its balance sheet at their historical
cost less depreciation to date, although long-lived assets may some-
times be revalued to correct distortions caused by inflation. GAAP is
an amalgam of various accounting disclosure requirements, which in
the UK include Companies Act legislation; the London Stock Exchange
listing requirements; International Financial Reporting Standards (IFRS);
the recent Operating and Financial Review, requiring forward-looking
information; and so on. In addition, there are guidelines on Corporate
Governance regarding such matters as the separation of the roles of chair-
man and chief executive, the role of non-executive directors and so on.
Finally, to ensure that agency relations between owners and directors
are not breached, there is the role of the external auditor who is paid to
give an opinion as to whether the accounts give a ‘true and fair view’ of
the financial performance of the firm during the relevant accounting
period (typically a year). One might hope that with such a multipli-
city of rules and regulations the information contained in a company’s
accounts might be relied upon. But various scandals in recent years, such
as Enron and Worldcom in the US, have led to further tightening of
the regulatory regime such as the American Sarbanes–Oxley Act 2002,
which required considerable investment in assuring the independence
of the audit function, evaluation and disclosure of internal controls
concerning financial reporting, and enhanced protection, compensation
and sentencing provisions.

In the foregoing, it has been assumed that the level of analysis for
financial performance measurement and subsequent management is the
whole firm (or a group of companies). This need not be the case. For
example, one might wish to measure the performance of an individual
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employee, of a product, a department, a factory or a division. Equally,
one might be trying to measure performance from outside the organiza-
tion (as an investment analyst, perhaps) or within the firm, perhaps as a
senior manager wishing to evaluate the performance of a division of the
firm. Obviously, differing levels of analysis and viewpoint will lead to dif-
fering requirements for financial information. Many commentators have
identified three main functions of financial performance measurement
and management:

1. As a (some would say the) primary objective of a business organization.
2. As a tool of financial management.
3. As a means of motivation and control.

We will consider each of these in turn in the next three sections.

Financial performance as a business objective

The financial objectives of a for-profit business primarily concern the
needs of the external suppliers of debt and equity capital. External
financial reporting in adherence to GAAP is intended to meet these
needs. In particular, the business’s residual owners (shareholders) seek
to hold their agents (managers) accountable for the performance of the
assets entrusted to them. The economic returns to shareholders com-
prise dividends and capital gains on the market value of their shares.
Such total returns for a period may be divided by the share value at the
start of a period to calculate the rate of return. This may be compared
with that available elsewhere from investments with a similar degree of
risk, as rational investors expect to be compensated for bearing higher
risk by receiving higher returns. As earnings determine what can be paid
out as dividends in the long run, shareholders and their agents (such
as investment analysts) are primarily concerned with financial measures
like earnings, earnings per share (EPS), dividend yield, dividend cover
and ROI.

Financial performance measurement as a tool of financial
management

Various commentators have argued that an organization’s accounting
and finance function performs three main activities (Johnston et al.,
2002; Mouritsen, 1996; Sheridan, 1994):
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1. transaction processing: the sales, purchase and general ledger main-
tenance and periodic external reporting, principally to shareholders.
This is the traditional domain of financial accountants.

2. financial management: management of the cash flow and Treas-
ury functions such as hedging foreign currency risk, making capital
structure decisions (the appropriate mix of debt and equity finance),
calculating tax liabilities and formulating dividend policy. In many
large organizations today most aspects of financial management will
be carried out by finance professionals, not accountants.

3. management accounting: the provision of regular and ad-hoc fin-
ancial information to senior and operational managers such as
information for planning, control and performance measurement,
including capital investment decisions, budgeting and ratio analysis.
In twenty-first century organizations this is the area most involved in
performance measurement and management.

This third broad area of activity is therefore of most importance to the
subject of this chapter: the contribution of accounting and finance to
organizational performance management.

Financial performance measurement as a means of motivation
and control

Divisional performance measurement

The origins of accounting go back into history, examples including lists
of inventories compiled for the Egyptian pharaohs. In the middle ages
‘stewardship accounting’ involved stewards – managers of large estates
owned by the nobility – giving an annual account of their stewardship
of the estate while the owner was absent, attending the King’s court.
The development of double-entry bookkeeping by the fifteenth-century
Italian monk Luca Paccioli not only improved the accuracy of the record-
ing of accounting transactions but also facilitated the preparation of the
primary financial statements.

More recently, Johnson (1991, 1992) identifies three stages of Amer-
ican industry’s development over the past century and a half, each
successive stage being associated with greater complexity and con-
sequent control problems. In the first stage, manufacturing organizations
took the form of individual factories producing relatively homogen-
eous products with performance measurement systems (PMSs) focused
on the collection of financial and non-financial data about the effi-
ciency of input/output activities in conversion (production) processes.
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In the second stage, where companies grew by vertical integration, PMSs
focused on measures of margins, net income and ROI, a notable example
being the Du Pont Corporation and its pyramid of ratios introduced in
1912.

In the third stage, product diversity increased and the range of markets
expanded, causing control problems such as increased organizational size
and complexity and highlighting the limits to a manager’s span of con-
trol. In response, many organizations created multidivisional (M-Form)
structures, as seen at General Motors (Chandler, 1962; Sloan, 1964;
Williamson, 1975). Under the well-recognized heading in management
accounting textbooks, ‘divisional performance measurement’ (DPM),
between the 1930s and 1990s conventional divisionalized PMSs in the
US and UK used accounting budgets, standards and targets (‘budget-
ary control’: cf. Solomons, 1963) to control operating processes in the
pursuit of strategies leading to the achievement of organizational goals
(Nanni et al., 1990). Divisionalization was intended to optimize local
decision making (by decentralization), enable closer monitoring of oper-
ations and act as a training ground for future top managers. Necessary
conditions for divisionalization to succeed were a reasonable degree of
divisional autonomy and independence and performance measures that
accurately and unbiasedly reflected the true performance of the division
and its manager.

So, mirroring practices at the overall organizational level, in DPM
senior managers use budgetary control to hold divisional managers
accountable for those costs, revenues and assets for which they are
responsible and which are controllable by them (‘managing by the num-
bers’ – cf. Ezzamel et al., 1990). However, the evaluation of divisional
financial performance has been affected by the distorting effects and the
erosion of divisional autonomy caused by transfer pricing (Hirshleifer,
1956) where divisions trade with each other. Another problem is arbit-
rary overhead allocations (Thomas, 1975) in which costs are moved away
from the point where they can be controlled. Accordingly, it is true to
say that the use of budgetary control has been controversial, with worries
about local optimization but corporate sub-optimization; high monitor-
ing costs because of the problem of information asymmetry between
corporate and divisional managers and the duplication of activities in
separate divisions.

Many writers, such as Hopwood (1972), have also emphasized the
importance of appropriate management control style in preventing
behavioural problems in budgetary control. Broadly, the findings in this
area state that subordinate participation in budget setting is desirable
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up to a point, beyond which they may take the opportunity to build in
‘budgetary slack’ to make budgets easily attainable. More controversially,
in response to the perceived problems of budgetary control, the ‘beyond
budgeting’ movement (Hope and Fraser, 1999) has recently advocated
the abolition of budgeting. This does not imply an abandonment of
formal planning but rather a preference for a more decentralized, par-
ticipative approach to managing the business, with greater emphasis on
rolling forecasts, key financial and non-financial performance indicators
and ‘stretch’ targets often based on ‘world-class’ benchmarking.

In the history of DPM there have been continuing technical debates
over the rival merits of ROI and residual income (Amey, 1975; Tomkins,
1975) as financial performance measures. Most commentators are now
agreed that residual income, under which a cost of capital charge is
deducted from operating profit, is conceptually superior to ROI as it
explicitly allows for risk. A positive residual income is the accounting
equivalent of a positive net present value, implying a return in excess of
the risk-adjusted cost of capital that adds to shareholder wealth (known
as the ‘Fisher–Hirshleifer model’). In contrast, it has been noted that ROI
in any 1 year rarely corresponds with a company’s (or division’s) eco-
nomic rate of return (Edwards et al., 1987; Kay, 1976; Peasnell, 1982). In
recent years the residual income concept has been further refined by con-
sultants Stern Stewart into measures of Economic Value Added (EVA®).
Other forms of modern shareholder value-based management include
Shareholder Value Analysis (SVA: cf. Rappaport, 1987), which identi-
fies seven ‘drivers’ of shareholder value and advocates selection among
strategies using net present value analysis. However, whilst such devel-
opments in unidimensional financial performance measurement are to
be welcomed, they are still open to criticism.

Beyond financial measures for management control

The use of financial measures as the predominant mode of controlling
operations has been widely discredited in recent years by management
accountants (for example, Johnson, 1992) and operations management
experts such as Thomas Vollmann (Dixon et al., 1990). Whilst financial
measures are obviously relevant to shareholders, they are less so to other
stakeholders such as customers, employees and suppliers, so devising
PMSs appropriate to these other stakeholders with differing informa-
tion needs is now a major problem for PMS designers. The problems
with traditional performance models are not confined to their finan-
cial orientation, as they also fail to recognize the move in advanced
economies from manufacturing to services as the dominant employer
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and source of GDP (Fitzgerald et al., 1991). In addition, not all organ-
izations are conducted for profit, and there is a large public sector in
most advanced economies that is increasingly adopting or adapting
private sector approaches to performance measurement and manage-
ment. An example here is the use of the Balanced Scorecard (Kaplan and
Norton, 1992) as a basis for the UK National Health Services’ Performance
Assessment Framework (Department of Health, 2001).

To this broadening in the types of organization must be added new
forms of organizational structure (Bartlett and Ghoshal, 1993). Typic-
ally these involve a move away from the traditional M-Form to flatter,
more responsive and flexible organizational structures in response to
increased competition and the greater pace of change (Lee, 1992; Otley,
1994; Srikanth, 1992; Whittington et al., 1999). For example, many large
organizations such as the UK National Health Service have many of the
characteristics of network organizations (Thompson, 2003), while others
engage in joint ventures and strategic partnerships to help them beat
the competition. Business process re-engineering has been an import-
ant facilitator of many such structural changes (Hammer, 1990) with
which management accountants have not always engaged (Johnston
et al., 2002). One other recent feature of organizational change is
the rise of shared service centres (SSCs), a variation on outsourcing.
These have recently included financial shared service centres (Herman
and Brignall, 2005), usually focusing on the centralization of the
transaction processing aspects of the accounting and finance function
(see above).

Eccles and Pyburn (1992) argue that one of the major limitations of
using financial performance measures such as EPS and ROI as measures
of organizational performance, is that they represent lagged indicat-
ors which are ‘the result of management action and organizational
performance, and not the cause of it’ (p. 41). Organizational success,
according to Emmanuel and Otley (1985), depends not only on the
achievement of financial measures, but on how well the organization
adapts to the environment within which it exists. Success, they argue, is
a multidimensional concept, and the aspects that relate to that success
change over time and between one individual or group in the organiz-
ation and another. ‘To attain satisfactory levels of performance in each
of these dimensions requires the control and co-ordination of a vari-
ety of activities carried out by different people’ (Emmanuel and Otley,
1985, p. ix). Writing in 1989, Turney and Anderson argued that the
accounting function had largely failed to adapt to the new compet-
itive environment which organizations increasingly found themselves
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in, where continuous improvement in the design, manufacturing and
marketing of a product (or service) were key requirements of success. In
particular, where strategies depend on non-financial dimensions of per-
formance, their success may be endangered by what they described as
‘obsolete’ and ‘restrictive’ accounting control systems. The development
of strategic management accounting (SMA) goes some way to recognizing
the deficiencies of traditional PMSs by adding information on compet-
itors’ costs and market shares (Simmonds, 1983). However, SMA fails to
recognize the importance of non-financial determinants of competitive
success such as quality and flexibility, and the views of customers and
other stakeholders such as employees and suppliers. On the basis of the
foregoing arguments, traditional financially based systems of PM seem
in need of change, even where they incorporate new financial metrics
such as EVA®.

New directions in strategic performance management

Some 20 years ago the publication of ‘Relevance Lost’ (Johnson and
Kaplan, 1987) irrevocably changed the management accounting and
performance measurement (PM) agendas. Among their many criti-
cisms of management accounting at the time, Johnson and Kaplan
argued that its research and practices were dominated by the needs
of external financial reporting to shareholders. This, they said, had
led to inaccurate product costing systems in which overheads were
attached to product units based on simplistic volume bases such as
direct labour hours. Whilst these costs were accurate in aggregate,
and so adequate for external reporting, they were highly inaccur-
ate for individual products where they made differing demands on
manufacturing resources other than direct labour, which was in any
case a fast-diminishing proportion of total costs. In response, Cooper
(1987) and Cooper and Kaplan (1988) proposed the development of
activity-based costing systems in which overheads with similar causes
were grouped into activity cost pools, each with its own individual
‘cost driver’.

Johnson and Kaplan also recognized that traditional financial per-
formance measures are not only too late and too aggregated but also
poor proxies for aspects that matter to customers like quality and deliv-
ery speed. Subsequently, various multidimensional PM models have
been developed, such as the Balanced Scorecard mentioned earlier, the
‘Performance Pyramid’ (Lynch and Cross, 1991) and the ‘Results and
Determinants Framework’ (Fitzgerald et al., 1991), and rapidly adop-
ted by companies wishing to stay ahead of the competition. Since



Stan Brignall 169

then research has focused on how such models can best be imple-
mented (Brignall, 1993; Fitzgerald and Moon, 1996b; Kaplan, 1994;
Kaplan and Norton, 1993) and developed into tools for strategic per-
formance management (Brignall and Ballantine, 1996b; Kaplan and
Norton, 1996a). The goal of strategic performance management in
the early twenty-first century is to improve organizational perform-
ance by recognizing the chains of cause and effect among different
dimensions of performance in an organization’s Strategy Map (Brig-
nall, 2002; Kaplan and Norton, 2000, 2001). Identifying such chains
of cause and effect is difficult (Brignall, 2002; Nørreklit, 2000) but
might help meet the differing needs of multiple stakeholders (Doyle,
1994), such as shareholders, customers, employees and environmental
activists (Brignall, 2002). In addition, as many of these models concen-
trate on performance management at the strategic business unit (SBU)
level, it has been recognized that measurement of performance at the
corporate level will affect what is measured elsewhere (Goold and Camp-
bell, 1987). Accordingly, it has been proposed that the models’ scope
needs to be broadened (Brignall and Ballantine, 1996a) to reflect this
within a contingent approach to information systems design (Brignall,
1997).

Such holistic approaches to strategic performance management and
improvement are now being aided by developments in information
systems and technologies. Integrated organization-wide information sys-
tems such as Enterprise Resource Planning (ERP) systems have greatly
expanded a manager’s span of control, enabling the removal of hier-
archical layers of management also associated with the implement-
ation of Business Process Redesign (Hammer, 1990). The vendors of
ERP systems claim they provide ‘an integrated solution for planning,
executing, and controlling business processes horizon-tally across the
value chain. [. . .] SAP R/3 (the market leader) integrates processes
such as sales and materials planning, production planning, ware-
house management, financial and management accounting, and HR
management’ (Norton and SEM, 1999, p. 38). ERP brings together
performance information from all of a business’s main functions,
including accounting and finance, and so facilitates the adoption
of multidimensional approaches to performance measurement and
management. This may be further enhanced by Strategic Enterprise
Management Systems (SEMSs) such as that developed by SAP, which
has the Balanced Scorecard at its heart (Brignall and Ballantine,
2004).
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Conclusions: changes and challenges for research and practice

While many companies still use traditional financial performance meas-
urement systems, the current state of the art has moved on. New financial
performance metrics such as EVA® have made an impact but do not
remedy all the old problems. In particular, they have little to say about
non-financial aspects of performance. The advent of better-integrated
information systems such as ERP is enabling organizational change and
reconfiguration (Scapens and Jazayeri, 2003) in which multidimensional
performance models such as the Balanced Scorecard and their associated
strategy maps bring together financial and non-financial performance
information with the aim of meeting the needs of a wide range of organ-
izational stakeholders. In this scenario, financial performance measures
are still necessary but are only part of the measurement and management
of organizational performance.

The changes in performance management detailed in this chapter have
caused changes in the roles of management accountants and finance
professionals. Better computerized accounting information systems such
as ERP and shared financial service centres (Kris and Fahy, 2003), for
example, have freed accountants to add value and play a greater role
in the decisions of the senior management team (Brignall et al., 1999;
Johnston et al., 2002), including the strategic measurement and man-
agement of organizational performance in a context of constant change.
Organizational change is omnipresent and management accountants are
playing their part in it, supporting performance improvement initiat-
ives like activity-based costing, process change (Brignall et al., 1999) and
benchmarking (Holloway et al., 1999).

These developments are being studied by accounting academics using
a wide variety of research methods, such as action research, surveys
and case studies, whether of a cross-sectional or longitudinal nature.
This research spans the various research paradigms identified by Bur-
rell and Morgan (1979) and embraces many different theories, such
as actor network theory (Briers and Chua, 2001), agency theory, com-
plementarities theory (Brignall and Ballantine, 2004; Milgrom and
Roberts, 1995), contingency theory (Brignall, 1997), institutional the-
ory (Burns and Baldvinsdottir, 2005) and structuration theory (Giddens,
1984; Scapens and Macintosh, 1990). And, increasingly, accounting
researchers are working in interdisciplinary teams, reflecting their recog-
nition that organizational performance is a multidimensional construct
that is managed by teams of managers from different functions and
disciplines.
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This wide variety of approaches to management accounting research,
including research on performance measurement and management, has
not been without its critics. A recent example of ‘paradigm wars’ was
encapsulated in a ‘debate forum’ edited by Kari Lukka in the European
Accounting Review (Vol. 11, no. 4, 2002). In this debate, various account-
ing academics (Hopwood; Ittner and Larcker; Luft and Shields; Lukka
and Mouritsen) take issue with Zimmerman’s (2001) criticism of the state
of empirical research in management accounting and his assertion that
only economics-based (and, hence, positivist) management accounting
research has any status or potential. At the risk of oversimplification, for
the purpose of this chapter it is probably sufficient to note that the writers
cited above all call for a variety of approaches to management account-
ing research, rejecting Zimmerman’s call to privilege economics-based
research.

Indeed, accounting is an unusual discipline in that it draws its theor-
etical background largely from aspects of behavioural science, sociology
and organization theory, but its models are drawn from neo-classical eco-
nomics and mathematical theory. This diversity arises because although
accounting models are constituted through numbers, these numbers
reflect human agency, which is driven at least in part by organizational
rules, norms and incentives deriving from the three dimensions of social
structure proposed by Giddens (1984): signification, legitimation and
domination. Accounting reduces the complexity of organizational trans-
actions and in attempting to quantify them, represents these transactions
in codified forms. The choices made in the construction of these codes
reflect the social and political relationships of the model builders and
the distribution of power throughout the system.

Because of these unique characteristics, accounting studies are ideal
candidates for the use of multi-methodology and multi-theory research.
Empirical research methodologies are needed to establish the mathem-
atical relationships between the distributions of accounting estimates
but to understand and explain the behaviour and complex organiz-
ational characteristics that have produced those estimates, an inter-
pretative analysis is more compelling. The problem the accounting
researcher faces then becomes one of reconciling the philosophical
and, in any actual research study, the political differences underly-
ing two different research methodologies. Yet despite the problems, we
would expect a continuation of management accounting research from a
wide variety of paradigms, methodologies and theories, including more
multi-methodology and interdisciplinary work.
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Measuring and Managing Intangible
Assets

BernardMarr1

Introduction

Intangible assets such as knowledge, brands, relationships, organiza-
tional culture and intellectual property are primary drivers of compet-
itiveness and organizational performance in today’s global economy.
Indeed, it is estimated that the level of US corporate investment in intan-
gible assets, around $1 trillion annually, is at about the same level as
investment in tangible assets (Lev, 2002). A survey commissioned by the
consulting firm Accenture confirmed that most executives around the
world believe that intangibles are critical for the future success of their
businesses (Molnar, 2004). However, at the same time, most of them also
agreed that their approaches to measuring and managing intangibles
were either poor or non-existent.

Not only commercial enterprises are stressing the importance of intan-
gible assets; not-for-profit organizations as well as governments are also
recognizing the importance of their intangibles. In order to position itself
at the forefront of the knowledge economy, the European Union, for
example, aims for its membership countries to invest a minimum of 3
per cent of their GDP into research and development (R&D) initiatives.
In the United Kingdom, the then Prime Minister Tony Blair wrote in the
2003 Trade and Industry White Paper that intangible resources such as
creativity and inventiveness are the greatest source of economic success
but that too many firms have failed to put enough emphasis on R&D and
developing skills (DTI, 2003). The UK’s Secretary of State for Trade and
Industry added that increasingly it is the intangible factors that underpin
innovation and the best-performing businesses (DTI, 2004).
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In the view of the Brookings Task Force on Intangibles, the large and
growing discrepancy between the importance of intangible assets to eco-
nomic growth and the ability to identify clearly, measure and account
for those assets is a serious problem for business managers, investors and
governments (Blair and Wallman, 2001). However, in this chapter I will
argue that ‘objective’ measurement of intangible assets poses huge chal-
lenges and for that reason makes objective reporting and accounting for
intangibles difficult, if not impossible. I therefore argue that today’s focus
should be on assessment of intangible assets for organizational decision
making and learning. I will outline some of the key reasons for measuring
intangible assets and then discuss the limitations of traditional measure-
ment as well as their resulting implications for measuring intangibles.
First, however, it is important to define such assets.

Defining and classifying intangible assets

The growing importance of intangible assets is underpinned in theor-
etical terms by the resource-based view of strategy (discussed further
in Chapters 4 and 14). The most valuable resources are those that
provide a unique competitive advantage, supporting the organization’s
core competencies. For the purposes of this chapter, it is safe to equate
‘intangible assets’ with ‘intellectual capital’, ‘knowledge assets’ or ‘intan-
gible resources’. But if something is intangible, how do we know it is
important?

Intangible assets are non-tangible resources that are attributed to an
organization, support its competencies and thus contribute to delivery
of value to its stakeholders. They are not confined to factors that differ-
entiate ‘leading edge’ companies or characterize specialized ‘knowledge
firms’, but core generic elements that should not be taken for granted.
The following typology of human, structural and relational resources,
makes this clear:

Human resources: the workforce’s skill-sets, depth of expertise and
breadth of experience; their aptitudes, attitudes, flexibility, loyalty and
motivation. These resources leave when staff go home at night, go on
holiday, resign or retire.

Relational resources: the relationships between the organization and
outside organizations, groups and key individuals – customers, alliance
partners, pressure groups, investors and so on. Both formal (or contrac-
tual) and informal relationships are crucial to the effective operation
of modern, frequently global, supply chains. Brand image, corporate
reputation and service or product reputation reflect the quality of such
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relationships; and today’s public services and governments are just as
aware of their reputation as commercial firms.

Structural resources: key factors studied by researchers from many dis-
ciplines, including the ways organizations are structured, their core pro-
cesses and policies, information systems and databases, leadership and
management style, culture and values, routine practices and intellectual
property (often protected by law).

Clearly ‘intangible assets’ will encompass the critical success factors in
many organizations, whether commercial or not-for-profit, and form the
basis for capabilities and core competencies. However, it is important to
remember that their significance as value drivers is context-dependent
and will change over time, and in conjunction with the tangible
resources with which they interact.

Reasons for measuring intangible assets

Measurement has a central role in our society. However, when it comes
to intangible assets, the reasons why we endeavour to measure and what
we consider as measurements have some distinctive features.

One key reason for measuring intangibles comes from the widening
gap between what companies disclose in their traditional annual reports
and what really matters to their stakeholders and wider society. Driven
by the ever-increasing gap between book and market value, many people
have called for improved transparency in organizational reporting. This
movement has led to initiatives especially in Europe, where a series of
projects funded by different European Governments and the European
Commission helped to produce guidelines on how companies can pro-
duce improved reports disclosing the value of their organizations in
general, and their intangible assets in particular. Legislation has been
passed to improve transparency in organizational reporting. In Austria,
for example, the government has introduced a law that makes it com-
pulsory for all universities to report on their intellectual capital. At the
same time new accounting guidelines are being developed and standards
are being questioned and reviewed. With the introduction of the Interna-
tional Accounting Standards and stricter compliance regulations, more
emphasis will be placed on accounting for and reporting of intangible
aspects of organizational performance.

Measuring intangible assets can also influence people’s behaviour.
Measures focus attention and direct our behaviour, especially if they
are linked to compensation systems. Many companies realized that by
basing their compensation systems only on financial performance they
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encourage short-term thinking. In order to counterbalance the short-
term focus, attempts are being made to balance financial measures with
measures for intangibles, which are often seen as leading indicators and
drivers of longer-term performance.

A third reason for measuring intangible assets is for strategic learning
purposes. In order to make decisions about the future strategic direction
of an organization, it is critical to understand the drivers of performance
and competitive advantage. And more often than not it is the intangible
assets that are the key drivers of future performance and sustainable com-
petitive advantage. For that reason organizations require mechanisms
that allow them to assess their intangible value drivers.

These reasons for measuring intangibles represent three more general
purposes of performance management:

1. Reporting and compliance – measures are used to communicate with the
organization’s stakeholders, be it either voluntarily or compulsorily
for compliance reasons.

2. Controlling people’s behaviour – measures are used to motivate people
and change their behaviour. Measures are used to quantify the value
of compensation for compliance with objectively verifiable standards
of work (Austin, 1996, p. 193).

3. Strategic decision making and organizational learning – measures are used
to inform management decisions, to challenge strategic assumptions
and to continuously learn and improve.

Each of these categories has its limitations, as discussed below.

The limits of measurement

Measurement has been defined as the assignment of numerals to repres-
ent properties (Campbell, 1928). It is seen as the assignment of particular
mathematical characteristics to conceptual entities in such a way as
to permit an unambiguous mathematical description of every situation
involving the entity and the arrangements of all occurrences of it in a
quasi-serial order (Caws, 1959). Whereas these technical definitions have
been especially useful in disciplines such as physics, in management
we talk about organizational performance measures. These have been
defined as parameters used to quantify the efficiency and/or effectiveness
of past action (Neely et al., 2002).
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An effectiveness measure of performance reveals how many units of
the purpose were accomplished. It is a response to the question, ‘Are
we doing the right things?’ On the other hand, an efficiency meas-
ure of performance reveals how many units of the purpose were
accomplished per unit of resources consumed. It is a response to the
question, ‘Are we doing the things in the right way?’

(Mason and Swanson, 1981, p. 15)

Often the emphasis in measurement is on quantifications and numbers,
with the intention to provide us with an objective, uniform and rigorous
picture of reality.

However, this seems to work better in some areas than in others. We
find it easy to quantify things like profits, return on assets or cycle times
and we can count incoming orders, service visits or rejected deliveries.
Some important characteristics though are not easily counted or quanti-
fied. Aspects like organizational culture, our know-how, the strengths of
customer relationships or the reputation of our brand are all inherently
difficult, if not impossible, to measure. In turn, they may be particularly
challenging to manage and change.

Albert Einstein, one of the great thinkers of the 20th century, emphas-
ized that ‘Not everything that can be counted counts, and not everything
that counts can be counted.’ The problem arises when we use num-
bers to measure things that can never be measured in a traditional
‘measurement’ sense. Boyle (2001) writes:

We admit that numbers can’t reveal everything, but we try to force
them to anyway. We tend to solve the problem by measuring ever
more ephemeral aspects of life, constantly bumping up against the
central paradox of the whole problem, which is that the most import-
ant things are just not measurable. The difficulty comes because they
can almost be counted. And often we believe we have to try just so
that we can get a handle on the problem. And so it is that politicians
can’t measure poverty, so they measure the number of people on wel-
fare. Or they can’t measure intelligence, so they measure exam results
or IQ. Doctors measure blood cells rather than health, and people
all over the world measure money rather than success. They might
sometimes imply almost the same thing, but often they have little
more than a habitual connection with one another. They tend to go
together, that’s all.

(p. 30)
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When it comes to the more intangible aspects of our organizations we
must rely on proxies or indirect measures (Blair and Wallman, 2001). And
these often only capture a fraction of what we want to measure. Organ-
izations are often prepared to sacrifice rich realities in order to achieve
alleged rigour and clarity through measures. The American social theor-
ist Daniel Yankelovich said that ‘The first step is to measure whatever
can be easily measured. This is OK as far as it goes. The second step is to
disregard that which can’t be measured or give it an arbitrary quantitat-
ive value. This is artificial and misleading. The third step is to presume
that what can’t be measured easily isn’t very important. This is blindness.
The fourth step is to say that what can’t easily be measured doesn’t really
exist. This is suicide.’ 2 The implications of these measurement limits are
discussed below.

Implications for the use of measures

The mechanical objectivity that we often aim for in organizational meas-
urement serves as an alternative to personal trust (Porter, 1995). Measures
provide a moral distance and make knowledge impersonal in a quest
for objectivity. Objectivity is required for the first two measurement
purposes outlined above:

1. Reporting and compliance requires objectivity and in many cases even
external auditing. Organizations use external auditors to provide an
objective verification of the numbers they put in their annual reports.
And some companies such as Shell, for example, go even further and
also use external auditors to audit their numbers on environmental
and social performance.

2. Using measures as a means of controlling people’s behaviour neces-
sitates objectivity, especially if measures are linked to reward and
compensation.

3. In both scenarios personal trust is replaced with what are believed
to be objective numbers. There is, in fact, a complex relationship
between trust and quantification. For example, when farmers and
merchants didn’t trust each other to provide the right amount of
wheat, they could use the standard barrel stuck to the wall of the town
hall, which would measure the agreed local bushel (Boyle, 2001). It
has been demonstrated that throughout history we were often able
to win greater trust for claims by giving them quantitative expres-
sions (see, for example, Gooday, 2004; Porter, 1995). Nevertheless, it
is dangerous to replace trust with measures, since the big assumption
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is that we can measure everything that matters. The fact is that what
matters the most in modern-day organizations is difficult to measure
and often impossible to express in meaningful numbers.

Examples abound of the dysfunctional consequences of measurements
replacing trust. One comes from food standards. Similar to the farmer
and merchants using the standard barrel, today, we rely on standards to
facilitate international trade. The US food standards, which are admin-
istered by the Department of Agriculture, specify that, for example, a
‘US Fancy broccoli stalk’ has a diameter of not less than two and a
half inches, or that the colour of a Grade A canned tomato is at least
90 per cent red.3 The same applies to the European Union, which spe-
cifies the standard bend of a banana or the size and shape of apples.
We presumably all agree that what really matters are the intangible
factors such as the taste and nutritional quality of this produce, but
these are again difficult to measure. The standards are almost entirely
based on the easy-to-measure physical appearances of the produce. And,
in fact, studies have found that this has encouraged farmers to use dan-
gerous pesticides, not to increase yields, but for the only purpose of
maintaining cosmetic appearance to meet such standards (Sugarman,
1990).

The case against the mechanistic use of accounting performance meas-
ures was powerfully made by Thomas Johnson and Robert Kaplan (1987)
in Relevance Lost. While accountants are working hard to regain relev-
ance, many organizations are exploring alternative routes for providing
more relevant information in the form of voluntary reports. There is a
clear requirement for such numbers-focused performance measurement
to enable organizations to report to external stakeholders or comply with
regulations and laws. The problem arises when such measures are used
to entirely different purposes.

Measures can be used to influence what people do. As Agency The-
ory suggests, employees (agents) rarely have the same objectives as the
owner or instigator of a business (the principal) (Holström, 1977; Ross,
1973, and see Chapters 9, 12 and 14). Thus the principal puts meas-
ures in place that will guide the behaviour of the agent, and therefore
align their objectives. However, this model can only work if the prin-
cipal can measure all critical dimensions of performance. More often
than not, a gap exists between what we want to measure and what we
can measure.

Meyer argues that ‘people will exploit the gap between what we want
to measure and what we can measure by delivering exactly what is
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measured rather than the performance that is sought but cannot be
measured’ (Meyer, 2002, p. xxi). This causes dysfunctional behaviour
and sub-optimal performance. Take the example of a sales manager,
whose main objective it is to visit customers in order to introduce a set
of new products, which these customers will hopefully want to buy. The
optimal performance comprises some easily measurable dimensions, for
example, number of sales visits and amount of time spent with custom-
ers; as well as some difficult-to-measure dimensions of performance, for
example, quality of the sales visits and preparation for the visit. How-
ever, too often organizational measurement systems only concentrate
on the aspects that are easy to measure, which regularly causes sub-
optimal performance. In the above example, it is easy to see how sales
managers would make many unproductive or unnecessary customer vis-
its at the end of the month just to make up the numbers. (The classic
example is referral interviews in a government agency, where number of
interviews is measured whereas the quality of referrals is not; see Blau,
1963.)

The creation of an environment in which trust is replaced with num-
bers to increase control is socially divisive. Imposing control measures on
people activates the self-centred drives of organization members and as
a result, rank, territoriality, possessiveness, fear and anger will dominate
social relationships:

Compensating people for performance on multiple measures is
extremely difficult. Paying people on a single measure creates enough
dysfunctions. Paying them on many measures creates even more. The
problem is combining dissimilar measures into an overall evaluation
of performance and hence compensation. If measures are combined
formulaically, people will game the formula. If measures are combined
subjectively, people will not understand the connection between
measured performance and their compensation.

(Meyer, 2002, p. 8)

The view that no measurement system can be designed to preclude dys-
functional behaviours is far from new (Ridgway, 1956). Austin (1996)
makes a very strong case that measurement for controlling people’s
behaviour does not work in today’s organizations. Instead, we should
focus our efforts on what he calls ‘informational measurement’ used for
learning and strategic decision making.
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Measuring intangibles for strategic decision making and
learning

So far, we have noted some general challenges of designing performance
measurement systems that achieve the objectives set for them. Most sys-
tems still focus on tangibles. What happens when intangibles are the
key to success? I argue that the main reason for measuring intangibles
is for decision making and learning. For this, we also need to extend
the meaning of measurement to not only focus on the narrow sense of
measurement used in physics or mathematics. I propose that the term
performance assessment is used, rather then ‘measurement’. It is, there-
fore, not only about quantification and the assignment of numerals.
To quote Dee Hook, founder of the Visa credit card network, ‘in years
ahead, we must get beyond numbers and the language of mathematics to
understand, evaluate and account for such intangibles as learning, intel-
lectual capital, community, beliefs and principles, or the stories we tell of
our tribe’s values and prosperity will be increasingly false.’4 Performance
assessment is about the systematic collection of information to enable
comparison of a given situation or status relative to known objectives
or goals; it enables organizations to evaluate performance. Inherent in it
is the notion of value. Performance assessment can, therefore, not only
take the form of numerals but also the form of, for example, written
descriptions, symbols or colour codes; indeed, all that is required is for
those involved to share the code.

As we all know, the perceived value of something is ultimately in the
eye of the beholder. For some of us, a Rolex or Patek Philippe wristwatch
is valuable and we are willing to pay several thousand dollars or euros to
own one. We might see the value in its mechanical perfections, in the
craftsmanship, in the design or we might value it as a prestige symbol. If
we only want a device to tell us the time, a simple Timex or Swatch would
do the job perfectly. This means, in order to assess the value of anything,
we need to understand the value system and, in this case, how the watch
fits into this value system. The same is true for organizational resources
and especially for its intangibles for which there is rarely a secondary
market to determine a financial value. For example, the know-how of
building engines is essential for Honda but of little value to a financial
services firm.

This is why we have to start with the value creation logic or business
model of any organization. This puts the intangible resources into the
context of the strategy and allows organizations to create a cause-and-
effect model of how these intangibles contribute to firm performance.



BernardMarr 181

It provides us with the necessary strategic information of how value
is created and what resources and competencies matter; it therefore
supplies the starting point for an evaluation. It also allows us to take
into account the context-specific value and interdependencies between
resources. For example, it is impossible to value a brand name without
taking into account all the other important factors, such as reputation,
people, processes and so on. Cases such as Enron have shown how a
brand name can disappear overnight if the supporting resources such as
reputation and customer relationships fall away.

Clearly any social context it is hard, if not impossible, to capture the
whole truth in one measure. I prefer therefore to use the word indicator,
rather than ‘measure’. An indicator ‘indicates’ a level of performance,
but it does not claim to ‘measure’ it. If, for example, we introduce a new
indicator to assess customer satisfaction levels, this indicator will give
us an indication of how customers feel; however, it will never ‘measure’
customer satisfaction in its totality.

Assessing performance and selecting indicators

Many books on performance measurement written for practising man-
agers assume that all relevant performance data is either already available
or can be easily collected. Unfortunately, for intangibles this is mostly
not the case. Even though organizations might have a lot of performance
data, they often lack relevant and meaningful information about their
intangible assets. Instead of relying on data that is available in existing IT
systems, organizations should first identify what they would really like
to assess, and then compare it with what they have already in place. This
allows them to see how close they can get with their existing indicators
to what it is that they want to assess.

In many cases, relevant, reliable and cost-effective data are simply
not available. Given the opportunity to collect data specifically for the
purpose in hand (rather than as a by-product of the requirements of regu-
lators, auditors or top management), innovative approaches to designing
the performance indicator set and performance management system are
also desirable. One way to get a good idea about how to assess per-
formance in a particular area is to ask the people that are most closely
involved in this area. Assessing performance for strategic learning means
that people have to believe in the indicators and use them to inform
their decision making. Therefore, involving people (both internal and
external) at all stages is critically important, in order to establish their
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perceptions both about relevant indicators of performance, and relat-
ive performance using those indicators (Boyd et al., 1993; Ketokivi and
Schroeder, 2004; Venkatraman and Ramanujam, 1987).

The importance of perceptual data indicates that qualitative methods
have much to offer, both to the manager designing systems for evaluating
the performance of intangible assets (human, relational and structural
resources) and to academic researchers. Large-scale surveys and question-
naires still have a place in this field, and Internet technology can reduce
the cost and enhance their attractiveness considerably (see, for example,
Dillman, 1999). Numerical and non-numerical data can be obtained in
order to, for example, rank competitors, evaluate the service delivery or
organizational culture, or assess the level of relationships with differ-
ent suppliers. But understanding perceptions about intangible variables
requires rich, often unstructured and highly nuanced data.

Space limits preclude detailed discussion here of methods but the fol-
lowing have already been tested and found useful in this field (Marr,
2006; and see also Denzin and Lincoln, 2005):

• Participant and non-participant observation, including the use of
video and audio recording, narrative and pre-formatted reports (Russ-
Eft and Preskill, 2001).

• In-depth interviews – guided conversations with varying degrees of
pre-established topics (Yin, 2003), generating both verbal and non-
verbal data (for example, body language).

• Focus groups – facilitated group discussions usually on pre-
determined topics, often involving the same people on several occa-
sions so trust is established and self-censorship of views is reduced.

• Mystery shopping, giving the researcher the same experience as ‘real’
customers – ideal for eliciting staff attitudes, availability and clarity
of information and so on.

• Peer-to-peer assessment – where employees assess each others’ per-
formance (anonymously or openly), providing direct feedback to
improve their practice. (This approach is intrinsic to internal bench-
marking, and ‘360 degree feedback’ appraisals.)

Conclusions

In this chapter, I have argued that the measurement of intangible assets –
human, relational and structural – poses significant challenges if it
is approached from an accounting or objective reporting perspective.
Because of the difficulty of deriving meaningful objective measures for
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intangible assets, I argue that organizations should concentrate on the
assessment of their intangible assets for improved decision making and
learning. Here the constraints of traditional measurement theory need
to be broken to yield meaningful and relevant information.

Instead of trying to quantify the unquantifiable, indicators can be
used to assess performance of intangible elements in order to guide
management decision making and strategic learning. Deriving mean-
ingful and reliable indicators requires innovation in research design,
whether by academic investigators or practitioners and their consult-
ants. Putting the evaluation of intangible assets into practical use is
best approached participatively, and is not without some risks and costs.
But for many organizations, including those in the not-for-profit sector,
it is no longer possible to manage performance meaningfully without
including intangible assets.

Notes

1. This chapter is based on parts of Marr, B. Strategic Performance Management:
Leveraging and measuring your intangible value drivers (Oxford: Butterworth-
Heinemann, 2006).

2. From an interview with Daniel Yankelovich, quoted in Adam Smith [pseud-
onym of George J. W. Goodman], Supermoney (London: Michael Joseph, 1973)
p. 286.

3. See: Austin, R. D. Measuring and managing performance in organizations (New
York: Dorset House Publishing, 1996) p. 13.

4. Quoted in Boyle, D. The sum of our discontent: why numbers make us irrational
(New York: Texere, 2001) p. 29.



14
Political Economy Perspectives on
Performance Measurement

Tony Bovaird1

Introduction

This chapter explores the conceptual basis for performance measurement
within political economy. It shows that competing perspectives
in economic theory suggest different approaches to measuring
performance – and that some perspectives even suggest such measure-
ment is irrelevant or potentially counter-productive. It explores how key
concepts in performance measurement are handled differently in each
school of political economy, highlights the self-reinforcing nature of
many of the questions asked within political economy, and offers some
lessons from conflicting paradigms of performance measurement.

Because economic analysis mainly focuses on service-wide perform-
ance measurement, the chapter does not deal in detail with performance
management at the organizational level, although some management
issues in performance measurement are highlighted.

The context – the key concepts in performance measurement

In this section we look at how some of the key building blocks in perform-
ance measurement are interpreted within different schools of political
economy.

Differing interpretations of ‘performance’

The concept of ‘performance’ is interpreted variously in the social sci-
ences and in management studies. The interpretation used here will be
a deliberately pluralist formulation – that ‘performance’ is the level of
satisfaction of stakeholders’ expectations. In each model of political eco-
nomy, there has been a tradition of defining ‘performance’ from the
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perspective of one stakeholder in particular. For example, welfare eco-
nomics judges the performance of an economic system in terms of its
ability to optimize a social welfare function, defined on the utilities
of all residents of a polity. Public choice theory normally assumes that
consumers’ welfare should be optimized in public and private resource
allocations. In Marxist models, it is the interest of the working class
which forms the basis of prescription.

In addition, there are three dimensions of ‘performance’ which need
to be considered in any strategic analysis – performance in the domain of
the organization, in the domain of the service system and in the domain
of the communities to which these services are intended to be delivered
(Bovaird, 1994). Consequently, a particular set of strategic initiatives may
be judged as successful in one domain but as failures in another domain.

Thus ‘performance’ is not a unitary concept, with an unambigu-
ous meaning. Rather, it must be viewed as a set of information about
achievements of varying significance to different stakeholders.

The objectives of public agencies and private firms

Performance assessment is commonly assumed to be intimately bound
up with objective setting. In practice, this is not always so, and even
when it is the case, the relevant objectives are often difficult to estab-
lish and contested by different stakeholders (Bovaird, 2004). However,
most schools of political economy have largely ignored the intra-
organizational dynamics which influence the objective-setting process
and have focused on those objectives dictated by the organization’s
external environment. In the case of private firms, this has usually been
assumed to be profit-oriented, for example, rate of return on investment
or shareholder value added, although alternative objective functions
such as sales maximization (Baumol, 1959) or growth maximization
(Marris, 1964) have been postulated.

In the public sector, different schools of political economy generally
distinguish between the generic aims of public action and the specific
objectives of a single agency. For example, welfare economics assumes
that the public sector pursues the generic aims of economic efficiency
and equity. Individual agencies are expected to have more specific object-
ives in terms of tackling or compensating for specific market failures
or redistributing welfare towards particular social groups. However, the
objectives of public agencies are highly disputed. Contrasted with the
‘public interest’ approach embedded in welfare economics is the assump-
tion in Marxist analysis that the state’s objective is to serve the interests
of the dominant fraction of capital.
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Performance information: internal reporting vs. external reporting

In general, we can postulate five different roles for performance assess-
ment systems: signalling strategic direction, informing resource alloc-
ation, enabling control, informing learning or providing propaganda.
Each of these roles can be played out internally within an organization
or in managing the relationship with external stakeholders (either on
behalf of an organization or its network). Each of these roles involves
a measurement process and a reporting process. To be useful, perform-
ance reporting must not only provide information on the past, which is
relatively straightforward, but also highlight measures from which the
long-term functioning of the organization can be inferred (Meyer, 2002).
Such inferences are, of course, surrounded by high levels of uncertainty.

In practice, most schools of political economy are almost exclusively
concerned with the use of performance measurement in the realm of
external reporting, for example, in determining grant payments between
levels of government or in monitoring achievement against contract
specifications (although principal–agent theory also models relation-
ships between different internal actors). This means that they normally
give relatively little weight to ensuring that the performance indicat-
ors (PIs) used for external performance are paralleled by similar PIs used
inside the organization.

Appropriate performance measurement systems

Political economy tends to be relatively ecumenical in relation to the
appropriate measurement systems for establishing performance levels,
accepting PIs from several disciplinary approaches:

• the engineering approach, which relates the expected output to the
specified input at each stage in the value chain and thus measures the
input/output ratio (the productivity rate);

• the statistical approach, which extends the engineering approach by
providing empirically tested information on the strength of relation-
ships in the input/output process, standardized in the light of data
about factors over which there is no managerial control (for example,
through regression analysis or data envelopment analysis);

• the systems approach which sets objectives for each work unit or
individual and measures the achievement of these objectives (‘Man-
agement by Objectives’, or its modern variant in quality management
approaches – ‘fitness for purpose’);

• the management accounting approach, which measures the achieve-
ment of a set of financial results by each cost/performance centre
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(keeping to financial control targets, unit costs, ‘contribution’ per
unit of output and so on), which was amalgamated with the systems
approach in the PPBS and Zero-Based-Budgeting systems of the 1960s
and 1970s;

• the ‘conformance to specifications’ variant of quality management
approaches, which advocates the use of a checklist of attributes of
a product (and its production process) or service together with its
service delivery system (along the lines of Lancaster’s ‘characteristics’
approach (Lancaster, 1966)); and

• the consumer marketing approach, which measures consumer satis-
faction (sometimes in terms of willingness-to-pay, sometimes in terms
of ‘gaps’ between consumer expectations and perceived characteristics
of the product or service).

The engineering and statistical approaches, particularly in relation to
the modelling of input:output relationships, are integral to all political
economy models of performance assessment. How well an organiza-
tion meets the ‘demand’ for its services (whether this is based on user
demand or social need) can be modelled by the systems, management
accounting or ‘conformance to specification’ approaches, all of which
are consistent with the objective-maximizing calculus in most schools of
political economy. However, the most common approach is that from
consumer marketing, which derives from the subjectivist economics of
the neo-classical school and was elaborated in welfare economics.

Measuring ‘performance’ in different schools of political
economy

There is no one way in which the concept of performance is integ-
rated into the analytical frameworks of political economy. The schools
of political economy to be considered here are:

• welfare economics;
• public choice theory;
• principal–agent theory;
• Austrian economics;
• new institutional economics; and
• classical and neo-Marxism.
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Welfare economics

In the welfare economics framework of analysis, the first best conditions
for a welfare optimum (as postulated by the general equilibrium theory
variant of neo-classical economics) are unlikely ever to be met in practice,
whether in a free market economy, a social market economy or in a
centrally planned economy. This justifies government intervention to
correct ‘market failures’, which are typically categorized as:

• chronic tendencies to disequilibrium;
• imperfect competition;
• externalities;
• lack of information in production or in consumption;
• ignorance by some actors of their own best interest;
• existence of non-excludable goods or services;
• existence of goods or services with zero marginal costs;
• discrimination by an economic agent against producers, consumers

or providers of inputs on grounds unconnected with the cost involved
in employing them or meeting their needs;

• uncertainty; and
• ‘merit goods’ which we desire others to consume for reasons uncon-

nected with our own welfare.

This framework then leads to measuring public sector performance in
terms of how much market failure has been corrected by the inter-
vention of a public agency. This approach has the virtue of neat-
ness and intellectual clarity. It became embodied in the technique
of ‘cost-benefit analysis’ (CBA) in the 1950s and 1960s, which had
widespread conceptual acceptance in the USA and the UK and which
still lurks behind much of the policy evaluation techniques of the
World Bank and many United Nations organizations (Boardman et al.,
2006). The key measurement issues revolve around how to measure
the extent of welfare losses arising from market failures such as extern-
alities and the economic value of their removal through government
intervention. In theory, this can be done either by measuring the
aggregate changes to the sum of consumer and producer surplus or by
valuing the total willingness to pay in society for all changes intro-
duced by government intervention and then subtracting the oppor-
tunity costs of the resources used up. However, CBA as a decision
algorithm suffers from a number of conceptual and operational diffi-
culties, which have meant that it continues to be largely confined to
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appraisal of major infrastructure projects in the transport and water
sectors. The ‘willingness to pay’ approach, as one element of CBA,
has found wider acceptance in informing health and environmental
policy.

The greatest conceptual problem for welfare economics is the theory
of the second-best. This states that, if the conditions for the ‘first-best’
solution are infringed, then the conditions for the ‘second-best’ solution
may be so altered that they have nothing in common with the conditions
for the first best. Since ‘first-best’ conditions can be assumed never to
obtain in the real world, they are of no significant interest, because they
may bear no correspondence to ‘second-best’ conditions. Hence, there
can be no presumption of superiority for such rules as ‘marginal cost
pricing’ or ‘free trade’ or ‘public securing of the provision of goods and
services for which willingness to pay is greater than long-run marginal
costs’. While cost benefit analysis can be rescued if we can measure all
deviations from the conditions for ‘first-best’ solutions, in practice this
is very difficult.

This is not to say that welfare economics has been a blind alley for those
wishing to measure performance. While the fancy superstructure erected
by cost-benefit analysis on the foundations of welfare economics must
be abandoned, some very practical and useful insights have emerged,
which could valuably be incorporated into governmental approaches to
performance measurement. In particular, the approach has highlighted
the central importance of understanding of the underlying rationale
of non-market provision, without which performance measurement is
doomed to be superficial – for example, a service may be labelled as
‘high-performing’ although it could easily be provided as well by other
agencies.

Secondly, the welfare economics approach has highlighted the par-
ticular power which attaches to measures of marginal cost of pro-
vision (as opposed to unit costs) and to consumer willingness to
pay (or, more generally, ‘willingness to make sacrifices’) to get a
service (as opposed to actual revenues collected). In the public sec-
tor, it has emphasized the importance of discounting future flows
of costs and benefits by a social discount rate (rather than mar-
ket interest rates). Moreover, the analysis of economic rents which
emerges from welfare economics (refining the earlier analysis of Ricardo)
has recently formed the basis of the resource-based view of the
firm (for a critique, see Lippman and Rumelt, 2003) and Economic
Value Added® as a central performance measure for the firm (Kay,
2000).
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Public choice theory and public sector performance

Public choice theory has been defined as ‘the economic study of non-
market decision making, or simply the application of economics to
political science’ (Mueller, 2003, p. 1). It is an approach which emphas-
izes that not only markets but also governments can fail. It is natural that,
because of its desire to expose the many ways in which governments fail,
public choice theory has shown rather little interest in recommending
how governments could perform more successfully.

However, there are a number of strands of public choice theory which
are relevant to performance measurement. In particular, this section will
consider performance measurement through:

• measuring the elimination of government failures;
• measuring cost differences between publicly and privately provided

services; and
• measuring the constitutional and pressure group constraints on

budget-maximizing bureaucrats.

The set of ‘government failures’ which are suggested by public choice
theory include instability (the political business cycle), inefficiency,
manipulated agendas, bureau budget maximization and the rent-seeking
and wealth-transferring efforts of interest groups. Clearly, these could
be further classified into political failures and bureaucratic failures. The
extent to which these behaviours are implicit in actual government inter-
ventions can be explored in practical cases. In addition, in so far as some
government actions are devoted to eliminating these behaviours, a con-
ceptual framework can be constructed to estimate, at least partially, the
extent of their success. Of course, there is an implicit contradiction in
such approaches to measure the success of any government intervention,
in that public choice theory emphasizes that all public interventions will,
at least to some extent, fail.

Performance assessment through measuring cost differences between
publicly and privately provided services has been a longstanding issue
in public choice economics. In general, there is no firm evidence that
state enterprises are invariably less efficient than their private sector
counterparts (De Alessi, 1980; Parker, 1985). This conclusion has been
confirmed in relation to cost savings brought about by move to marketiz-
ing public services in the UK (Walsh and Davis, 1993). More importantly,
the limitations of this kind of performance assessment have been long
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known – in particular, they typically pay little attention to quality
differences between services compared (Coulson, 2006).

The third major area of performance assessment arising from the public
choice framework is the measurement of inefficiencies created by budget-
maximizing bureaucrats and the effectiveness of the constitutional and
pressure group constraints placed upon such bureaucrats. Niskanen
(1971) has argued that bureaucrats have an incentive to deploy resources
in order to produce goods or product characteristics that will not be
readily monitored, and that elected politicians avoid supporting policies
with hidden benefits for the unorganized majority in order to deliver
political goods to special interest groups. Dunleavy (1991) has contested
Niskanen’s model as simplistic and unrealistic and distinguishes several
different types of budget of interest to the ‘budget-maximizing bureau-
crat’. He argues that the benefits to a bureaucrat of a budget increase
are mainly associated with increases in budgets for directly controlled
expenditure (mainly in-house staff), while the management costs arising
from a budget increase are largely associated with an increase in the
budgets associated with external providers or partners. Bureaucrats are
therefore likely to desire to maximize the former rather than the latter.
Performance indicators for how successful a bureaucrat has been in this
attempt might therefore consist of the ratios of these types of budget.
Naturally, different stakeholders will interpret each of these ratios dif-
ferently. Senior officials in the agency might be expected to interpret
as favourable a high level of in-house to overall budget, while external
partners might prefer a lower ratio.

Principal–agent theory

Principal–agent (or agency) theory is concerned with the design of
incentives for efficiency under conditions of asymmetric information.
The principal is assumed to be less informed than the agent about the
conditions facing the organization, and may be unable to monitor the
agent’s behaviour with precision. Asymmetry of information gives rise to
imperfect incentives and inefficiency is the result (Vickers and Yarrow,
1988, p. 92).

The principal seeks to induce the agent to make its pricing, output and
investment decisions in accordance with the interest of the principal,
given the cost conditions which exist. The agent, however, is typically
better informed than the principal about cost conditions, and is inter-
ested in maximizing his/her own outcomes (Vickers and Yarrow, 1988).
In these conditions of information asymmetry, allocative inefficiency is
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the result and agents make positive ‘supernormal profits’ owing to their
‘monopoly of information’ (Vickers and Yarrow, 1988, p. 100).

Principals will seek to structure situations so as to allocate informa-
tion to those who will use it most effectively to increase the size of the
organizational surplus. However, this co-operative motive is entangled
with incentives for conflict, since agents with access to certain informa-
tion may use it to enhance their claim on the surplus at the expense of
the principals. The stronger the conflict motive, the less useful will be
the information allocated to agents. Agreements that may be desirable
to all participants may therefore not be concluded because of asymmet-
ric information. Consequently, one or both sides can gain if monitoring
takes place, whether agreed voluntarily by the agent or imposed by the
principal. Agents and principals may therefore share some information
while at the same time guarding and manipulating other information
(Ben-Ner, 1993, pp. 209–10).

The principal can limit divergences of interest by imposing monitoring
upon the agent, thereby incurring monitoring costs. For example, in local
government, elected officials are the agents of local voters and the monit-
oring is done by other politicians (especially the ‘Opposition’), by voters
(either at the ballot box or by ‘voting with their feet’), by bureaucrats,
by funders (for example, taxpayers or other levels of government) and
by the media (press and broadcasters) (Zimmerman, 1978). However, in
the public sector there are often multiple principals, who may emphasize
different aspects of the agent’s performance, making monitoring much
more complex.

An accounting system which allows the agent discretion in reporting
selective subsets of information, thereby presenting different financial
conditions to different groups, will be preferred by the agent to an
accounting system which reports a single unified set of information
and reduces the agent’s discretionary powers in reporting (Zimmerman,
1978, p. 125). Zimmerman has placed a major dampener on the hopes
of public choice theorists in respect of the likely efficacy of their reforms.
He argues

critics and would-be reformers [in his field of reform] fail to recognize
that the public’s demand price for financial information is quite low
(perhaps negative if assimilation costs are significant). [. . .] Accord-
ingly, public officials have little incentive to adopt many suggested
reforms. [. . .] Given that the typical (rational) voter will not incur the
monitoring costs to affect municipal decisions, municipal account-
ing reforms, which lower the user’s processing costs [. . .] are likely to
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produce very small benefits [since they impose costs on the agencies
and therefore on the voters. . . . ] The media will increase their level
of monitoring only if there exists a demand for such ‘news’ or if it is
more likely that the media will uncover scandals. [. . .] What [many
would-be reformers of municipal politics] fail to recognize is that the
‘defects’ in the reporting system they are trying to change are merely
symptoms of a more fundamental problem.

(Zimmerman, 1978, pp. 134–5)

This analysis suggests that the hoped-for benefits of performance
measurement in the public choice framework may be significantly
overestimated.

Austrian economics

Austrian economists turn welfare economics on its head. In the Austrian
view, entrepreneurs constantly strive for market advantage, creating
monopolies and disequilibria for their own exploitation. Far from dis-
approving of this and attempting to root it out, as recommended by
classical and neo-classical economists, Austrian economists welcome
it as the very dynamic which gives competitive market systems their
beneficial welfare characteristics.

Given the dynamism, and therefore the inherent instability of the mar-
ket system, Austrian economists oppose attempts at planning, whether
by the state or by ‘strategic planners’ inside firms. Planners lack the
necessary information on costs and consumer wants – and, even if the
planner attempts, at great cost, to obtain the necessary information on
prices and outputs, such information will be out of date and of little use;
only the competitive market provides organizations with relevant and
contemporaneous information.

With these assumptions, clearly there can be no rationale for the pub-
lic provision of goods and services through planned economies and no
need for public sector performance assessment, since public policy failure
can be assumed from the start. In this perspective, the ideally appropriate
performance measure for most public policies, whether macro-economic,
micro-economic or social, would be the absence of such policies. Fur-
thermore, the same analysis applies, at least to some extent, within
private firms – success comes from staying ‘close to the market’, not
from strategic planning based on performance information.
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New institutional economics

Unlike welfare economics, public choice theory or the Austrian school,
the various schools of institutional economics generally have no system-
atic statement of the end state towards which regulation should direct
economic actors. Rather they generally have some operating rules for reg-
ulatory activity and are relatively unconcerned about the infringement
of ‘second best’ conditions, since they assume that there is no set of rules
by means of which more than temporary equilibria and local optima can
be achieved.

In these circumstances, one might expect a readiness to recommend
reliance upon a pragmatic set of PIs in order to judge the performance
of a service system or of specific organizations within it. In fact, there
is relatively little interest in issues of performance measurement in the
main variant of this approach which has been popular since the 1970s –
the ‘markets, hierarchies and networks’ (MHN) approach, which builds
upon the transaction cost economics analysis of Williamson (1975; 1985)
and has been set out cogently in Thompson (2003).

The measurement branch of transaction cost economics is concerned
with ‘ways by which better to assure a closer correspondence between
deeds and awards (or value and price)’ (Williamson, 1985, p. 81). Con-
ceptually, in the MHN approach, one would expect PIs to be identified
in terms of reductions in transaction costs. Those organizations which
could achieve such reductions would be expected to be more successful;
and the governance structure which minimized transaction costs for any
given service system should be that which public policy seeks to bring
about. However, Williamson is cagey about the prospects for practical
work in this area: ‘The three main dimensions in describing transactions
are frequency, uncertainty and the condition of asset specificity. None
of them is easy to measure, although empirical researchers have found
proxies for each’ (Williamson, 1985, p. 391). Indeed, he suggests that
‘although the measurement branch of transaction costs economics has
made considerable headway during the past decade [. . .], the relevant
dimensions for ascertaining where the measurement difficulties reside
remain somewhat obscure’ (Williamson, 1985, p. 81). In spite of much
theoretical interest in this approach over the last three decades, there has
been little empirical advance on this position. An assessment by David
and Han (2003) found empirical support for some elements of the theory
(for example, asset specificity) but considerable disagreement on how to
operationalize some of its central constructs and little empirical support
for some of its core propositions.
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Classical and neo-Marxism

Classical Marxism attempts to provide a rigorous framework for demon-
strating the degree of exploitation of workers within any given config-
uration of the forces of capitalist production and distribution, regulated
by dominant fractions of capital; but it refuses to ‘play the game’ of
policy evaluation and design of regulatory systems – the only improve-
ment which it seeks to the capitalist system is its overthrow. While
classical Marxist analysis does seek to show how capitalist firms max-
imize surplus value, the calculus by means of which this is done is at the
level of the competitive market system, rather than at the level of the
organization.

In the Marxist paradigm, public policy reflects the long-term demands
of private capital and the balance of class forces within society
(Gough, 1979). It is therefore entirely to be expected that PIs for
public agencies should heavily emphasize the leverage of private mon-
ies into public projects and services and the achievement of com-
mercial or quasi-commercial rates of return on investment. However,
Dunleavy and O’Leary (1987) distinguish three different approaches
to the state in the writings of Marx and Engels: the instrumental,
arbiter and functionalist models, with different implications for the
management function in the state and, potentially, for the proced-
ures used to assess the performance of state institutions. In the
instrumental model, the state is regarded only as an instrument for
the reproduction of capital and is held to possess only that degree
of autonomy which it needs to perform this function (Katznelson,
1992). Social reforms forced out of the state in the form of conces-
sions to organized dissent may be welcomed as both demonstrating
and nurturing the potential for organized resistance; or rejected as
dangerous, leading to short-termism and ‘economism’ (Lenin, 1902);
but performance measurement has no useful role. In the arbiter
model, the state is seen to play a role in mediating the destruct-
ive conflict between different fractions of capital. This necessitates
closer mechanisms of inter-agency control, one of which might con-
ceivably be performance measurement. Finally, in the functionalist
model of state organization, changes in the economic base determ-
ine changes in the political and legal superstructure. Policy-making
styles are assumed to vary in accordance with what is optimal for
the functions concerned. Performance measurement might help to
indicate which organizational forms are most in line with structural
conditions.
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Thus policy analysis in the Marxist paradigm serves a different role
from that in other paradigms: it is meant not only to explain the organ-
izing actions of agents (capitalists, officials of the state and workers)
but also to explore how most efficiently capitalism can be brought to
that point in its development at which it can be most easily precip-
itated into the socialist mode of production. Analysis of performance
measurement in this paradigm attempts to explain why it has come
to be used rather than how it might be used more appropriately by
the different class interests which attempt to influence state decision
making.

The various schools of neo-Marxist analysis tend to be more optimistic
about the possibilities of successful political action against domin-
ant class interests, so that regulation is not viewed simply as a fight
amongst fractions of capital, and suggestions can legitimately be made
on strategies to make industrial restructuring less disadvantageous to the
workers and the localities involved.

The most influential school of neo-Marxism in recent years has been
that of French regulation theory, principally identified with the works of
Aglietta (1979) and Lipietz (1992). They suggest that the tensions of cap-
italism are regulated by specific institutional forms, societal norms and
networks of strategic conduct. Each epoch of capitalism has its unique
accumulation regime and its corresponding mode of regulation. Late
twentieth-century capitalism is ‘post-Fordist’, in which the mode of reg-
ulation is based on a fragmented social structure, dual labour markets,
individualized rather than collective enterprise (and bargaining) and a
targeted welfare state.

In this reworking of traditional Marxist concepts, there is no attempt
at a ‘totalizing theory’ – rather regulationist theory suggests that the
state’s regulatory activity must be tailored in ways which are sens-
itive to the overall business system and to operating conditions in
the branch of industry in which it intends to intervene. There is act-
ive disagreement on the implications of such interventions for the
overall performance of the business system. Although the concept of
‘socially necessary labour time’ offers potential for a critique of waste
in capitalist production, based on benchmarking between organizations
and sectors, this is rarely attempted in a systematic way. Similarly,
although the concept of ‘surplus value’ in classical Marxism has dir-
ect parallels with ‘economic rent’ in classical and welfare economics,
neo-Marxists have not attempted to use this part of the classical Marx-
ist toolbox to analyse the performance of private or public sector
organizations.
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This approach to the role of the state therefore accepts that many
mistakes will be made and that the state has to engage in a learning
curve in developing and refining the mode of regulation appropri-
ate, in its circumstances, to the regime of accumulation. One strand
of regulation theory, urban regime theory (particularly identified in
the UK with the early writings of a non-Marxist, Gerry Stoker) sug-
gests that the development of the ‘enabling authority’, carrying out
contract management based on an explicit system of PIs, represents
the creation (by the Thatcher government) of a particular form of
local government suited to post-Fordist economic and social conditions
(Stoker, 1989).

Performance measurement as a set of reinforcing rituals?

The model of political economy which is used to understand organ-
izational actions will inevitably influence not only the definition of
organizational performance which is used, but also the conclusions
about the level of performance exhibited by any given set of organiz-
ations. For example, adopting the public choice approach to explaining
public-sector behaviour can lead to performance assessment being inter-
preted essentially as comparison of public providers with ‘best practice’
private-sector providers. In this case, performance assessment would,
almost inevitably, show that market provision was superior, since the
dice are loaded in this direction from the start.

If, on the other hand, the welfare economics paradigm is used, so that
the PIs used highlight the extent of market failure and its correction by
government intervention, then this draws attention to the undesirable
features of market outcomes and serves to suggest that market forces need
to be regulated. This message will be all the more strong if no attempt
is made to measure the extent of ‘government failure’ arising from the
interventions.

Thus there is a self-reinforcing mechanism, by which the choice of
an analytical paradigm tends to constrain the data collected in such
a way that the assumptions of that paradigm are not tested – indeed,
they are usually not even exposed. This is particularly dangerous in the
case of performance assessment, since its very rationale and legitimacy
is based upon its claim to provide a searching and rigorous critique of
the performance of the agency or service system concerned.

Moreover, ‘lock-in’ to dysfunctional performance management sys-
tems may arise from the ‘perverse control syndrome’ (Bovaird, 2004).



198 Political Economy Perspectives on PerformanceMeasurement

Here, very clear PIs are set for line staff (often to achieve more mana-
gerial control) but then staff use them to exercise control upon their
own top managers, by distorting measurement and reporting systems
to ensure that they report a message in line with what their managers
want to hear, whatever the underlying reality. This can make perform-
ance measurement a threat to the survival of any agency which has
adopted it.

Learning lessons from conflicting paradigms of performance
measurement

Given the wide range of world views commonly clustered under the
umbrella term ‘political economy’, it is no surprise to find that political
economy provides no agreed framework for how performance measure-
ment should be carried out. However, the implications of this conclusion
are important. Each perspective has its own model of performance meas-
urement, containing potentially useful lessons for policy makers and
practitioners. They therefore each have a claim to influence the every-
day practices of organizational life. However, the insights from each
perspective can only appropriately be applied to the questions which
that perspective seeks to address. It is therefore important that stake-
holders are aware of the political economy model behind any given set
of PIs. This alerts them not only to in-built assumptions but also to pos-
sible biases in data used. Stringing together a performance measurement
system from an odd assortment of conceptual tools which address fun-
damentally different questions is likely to lead to policy failure (in public
sector organizations) or strategy failure (in private firms).

Many governments are espousing models of political economy, such as
public choice theory, while simultaneously adopting mechanistic meas-
urement systems for performance which are totally at odds with the
assumptions of that model. This is not a sustainable position and is likely
to lead eventually to a crisis of confidence in current ways of developing,
using and reporting performance measures.

Of course, it is possible that performance measurement fulfils an essen-
tially symbolic purpose and that its results are not actually of much
interest to any of the stakeholders concerned. We know that politicking
is often based on vivid, directly relevant anecdotes rather than per-
formance information and on appeals to misplaced views of ‘common
sense’ rather than theory. Since each of the schools of political eco-
nomy considered here does provide some fruitful material for populist
‘sloganeering’, and none is particularly useful in distinguishing rhetoric
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from reason, it seems likely that political economy will remain for the
foreseeable future more a way of justifying existing prejudices about per-
formance rather than a way of driving improvement in performance
measurement.

Note

1. An earlier version of this chapter was published as Bovaird (1996). The author
is grateful for the comments of Jacky Holloway and for ongoing discussions
with Arie Halachmi, which have helped shape the arguments in this chapter.
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Performance in Small Firms
Richard Thorpe and Jean Clarke

Introduction

Since the 1970s it has become increasingly common for academics and
policy makers alike to claim that the impetus for economic growth and
innovation depends on both improved performance of existing small
firms and increasing the number of start-up companies. Herbig et al.
(1994, p. 37), for example, report: ‘small, new businesses have been the
main driving force for the economic growth of the 1980s, contributing
virtually all the new jobs during that decade’. This belief that small firms
are the driving force of Western economies is a relatively recent occur-
rence. Up until the 1970s interest from policy makers and academics was
limited and it was assumed that economic development was based on
mass production by large companies (Carr and Beaver, 2002). Following
the first oil price shock in 1973, many large companies were hit by severe
economic problems, and increasingly began to be seen as inflexible and
slow to adjust to new market conditions. Against this background, in
Britain, the government initiated a comprehensive inquiry into the role
of small businesses in the economy. The final report (the Bolton Report)
was presented in 1971 and suggested that small firms were integral to a
successful economy, thus sparking much interest in the performance of
small firms.

The major rise of discussion and interest surrounding small firms
occurred in the 1980s with studies such as Birch’s (1987) analysis of
the place of small firms in the US economy suggesting that small firms
created most new jobs. Sentiments such as these were also seen in gov-
ernmental policies in several countries which sought actively to promote
small business activity through policies that aimed to improve small
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firm performance and make self-employment more attractive to aspiring
entrepreneurs (Huse and Landstrom, 1997).

This governmental interest in start-ups and small firm performance
has continued to grow, according to Huse and Landstrom (1997), concur-
rent with deepening economic problems and increased unemployment
in many Western countries. In parallel, academic studies in the field of
small firm performance have proliferated with researchers concentrat-
ing on both internal factors such as owner-manager personal attributes
and external factors such as market structure and interest rates (e.g.
Baum and Locke, 2004; Birley and Westhead, 1990a, b; Brockhaus,
1982).

Yet despite the large number of studies it is difficult to distil a
coherent picture of the phenomenon of small firm performance (Dav-
idsson et al., 2004). The vast majority of studies of small firm per-
formance remain based on de-contextualized, objectivist approaches
often treating the owner-manager and their context as mutually exclus-
ive properties. The problem with de-contextualized approaches is that
small business growth and development is very much related to
the values and ‘life views’ of the owner-manager and their percep-
tion of what satisfactory performance is. Therefore, in this chapter
we adopt a more contextualized stance which proposes that it is
more beneficial to view performance as an idiosyncratic construct. By
this we mean performance is uniquely defined by those involved in
performing, rather than some external evaluation of successful per-
formance. We therefore propose that the key to supporting small
firms is not to espouse a generic strategy but to allow the owner-
manager and others in the business to engage with their own particular
strategy for the firm through facilitating a process of reflection and
dialogue.

We subsequently put forward three performance measurement sys-
tems, which we argue may be used as ‘boundary objects’ or tools to
mediate communication in organizations, emphasizing the process of
communication SMEs engage in rather than the content of the tool. This
is a finding that emerged strongly from an ESRC-supported ‘Evolution
of business knowledge’ project, that investigated knowledge acquisition
in small and medium sized firms and highlighted the usefulness of such
systems around which managers could discuss and debate (Thorpe et al.,
2008).

This chapter is in some ways a microcosm of the rest of the chapters
in this book, as it represents a smaller, illustrative discussion set in a
particular context, of the larger issue of performance. Yet in doing this it
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also attempts to carve out a unique input to the book by putting forward
a contextualized, subjectivist approach to performance differing greatly
from prescriptive mainstream approaches.

SME performance: government interventions and academic
research

As described above, in recent decades small firms have been seen as a
major building block of the economy and governmental policies across
the USA, Britain and the rest of Europe have been oriented around
improving their performance. Many of these policies concentrate on
removing negative influences in the external environment which are
seen as hindering the performance of small firms. Armstrong (2001)
highlights such negative influences as excessive taxation, bureaucracy
and red-tape and risk aversion towards new ventures from banks and
other sources of capital. The policies which are put forward to counter
these negative influences and consequently improve the performance of
small firms include ‘tax concessions for small businesses, de-regulation
in the name of reduced “compliance costs’’ and a wide range of sub-
sidies, mostly offered through the mechanism of competition so as not
to offend the sensibilities of the individualistic self-starter’ (Armstrong,
2001, p. 536). These policies appear to be grounded in the belief that once
negative external influences have been removed growth and improved
performance will be a natural consequence as the small firm is allowed
to blossom in an enterprise-driven culture. As Armstrong (2001, p. 534)
argues, these policies assume the absence of high performance in the
small firm sector ‘is due to its suppression, either by hostile systems of
ideas, by regulative restriction or by a denial of the material upon which
it can operate’.

Other governmental policies have concentrated on developing the
individual owner-manager in the hope that such development will lead
to the growth and development of the business. Yet while funding has
been consistently available to help SMEs take advantage of such initi-
atives (Stewart and Beaver, 2004), SME response to these schemes has
remained mixed. Matlay (2004), for example, found a relatively high
awareness of initiatives but low usage rates among a sample of 600 SMEs.
As the Council for Excellence in Management and Leadership (CEML,
2002) report, although there is a plethora of publicly funded schemes
available many of them are perceived to be overly bureaucratic and dis-
connected from SME needs, driven by Government agendas and funding



Richard Thorpe and Jean Clarke 203

rather than attention to demand for such opportunities from SME man-
agers. This supply-side mentality has resulted in schemes which fail to
connect with the existing small business environment, which is charac-
terized by heterogeneity and a pursuit of a multiplicity of objectives. It
seems that developing any SME is contextually specific and dependent
on a large number of factors (Goss and Jones, 1997), making it difficult to
decipher what skills and attitudes should be emphasized in SME training
(Gibb, 2002). Indeed, the UK government’s Performance and Innova-
tion Unit (PIU, 2001) argues that both the need for and type of training
required by the typical SME will be dependent on the type of business
and its lifecycle, the size of the organization and the need required
to address immediate business problems, suggesting that any develop-
mental activity needs to be contextually situated within that particular
SME’s environment.

On the academic front this juxtaposition is also evident between
studies which aim to understand external influences and those which
concentrate on understanding the individual owner-manager’s effect on
the performance of the firm. Concentrating on the external dimension,
Birley and Westhead (1990a, b, p. 236) highlight a complex world in
which ‘suppliers; buyers; the strength of competition; . . . interest rates;
company taxation; degree of dependency on a small number of custom-
ers; . . . extent of complexity and uncertainty in the market served; . . . and
social, legal and political conditions’ are among the many factors that
may affect small firm performance. Porter’s (1980, 1985) ideas in par-
ticular have been very influential in this area. He argued that the
fundamental basis of above-average performance in the long-run is sus-
tainable competitive advantage, identifying five groups whose actions
may limit a firm’s profitability namely: competitors, customers, sup-
pliers, new entrants and suppliers of substitute products. Of particular
importance to small firm growth, he suggests, are competitors’ strength
and customer concentration. However, there is a question over how use-
ful the concept of competitive advantage is, as Klein, J (2001) claims
despite the ubiquity of the model, the central concept of competit-
ive advantage is notoriously difficult to define. Furthermore, while the
recipes for achieving competitive advantage are highly prescriptive, they
have been widely discredited by numerous researchers. Indeed Klein, J
(2001, p. 1) suggests that Porter’s model is at worst ‘nothing more than
a tautology: successful firms are successful because they have competit-
ive advantage, which in turn cannot be defined in any other way than
as a quality that brings about success’. A number of other researchers
have suggested that the dynamism of the industry, or the unpredictable
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nature of environmental change inherent to the industry within which
a firm operates (Duncan, 1972), are important factors, as high perform-
ing firms are more often found in industries and regions that are more
dynamic (Carroll and Hannan, 2000; Davidsson and Delmar, 1997). Yet
once again such research appears to be reporting on growth that has
already occurred rather than offering any insight into how small firm
performance may be improved.

On the internal side, academics have also concentrated on how the
owner-manager’s personal attributes may affect the firm’s performance,
with many of these studies examining such attributes in an objectified
and prescriptive manner. For example, early research in this area con-
centrated on the context-independent personality characteristics of the
owner-manager as the source of improved performance in small firms.
The aim behind such approaches was to identify what characteristics a
small business owner-manager should have to ensure they would grow
a business successfully (e.g. Brockhaus, 1982; McClelland, 1961). Other
more recent studies aim to highlight a more behaviourally oriented view
of performance. In particular, these studies highlight characteristics such
as effective scanning, interpretation and communication of information
in the environment around as related to development and growth (e.g.
Baum and Locke, 2004; Baum et al., 1998; Forbes, 1999). A major prob-
lem with these approaches is that they overemphasize the importance
of individual or personality factors in the operation of entrepreneurship,
and minimize the role played by the complex interaction between the
individual and wider social or societal pressures. Indeed, these interac-
tions have been shown to impact the decision of whether an individual
becomes self-employed and their opinion of what satisfactory growth
is (Dickie-Clark, 1966; Scase and Goffee, 1980; Stanworth and Curran,
1973). Yet, the vast majority of government initiatives aiming to increase
performance in small firms have not accounted for such complex inter-
actions and emphasize either the external influences which affect small
firm performance or generic owner-manager characteristics as separate
from their unique context. Recently, academics have suggested that per-
formance needs be addressed in a more subjective, idiosyncratic and
situated manner, concentrating on the owner-manager within their own
unique environment (Thorpe et al., 2005b; Cope, 2005; Cope and Watts,
2000). In the next section, we put forward an argument which suggests
we should approach performance in a way that is socially, relation-
ally and contextually based, focusing on the owner-manager as situated
within a particular environment which places limits on their choices of
action.
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SME performance: a contextualized approach

The majority of the academic understandings and governmental
approaches to small firm performance described above are based on
de-contextualized, objectivist approaches towards small firm develop-
ment and treat the owner-manager and their context as mutually exclus-
ive properties. They therefore treat owner-managers as disconnected and
isolated beings, who may be studied through their responses to various
external stimuli using positivistic methods, which control extraneous
(social) variables. As Stainton-Rogers et al. (1995) argue, the underlying
problem with these de-contextualized approaches to research is that an
individual is never in a situation not subject to social influence and there-
fore it is not possible to separate them clearly. Rather, the owner-manager
is part of and involved in the creation of the conditions, which make
up their world through engagement, interaction with the circumstances
around them. The individual owner-manager as distinct from their envir-
onment is not a viable unit of analysis as they are part of and create the
complex systems within which they are situated (Chell, 2000). There-
fore, the owner-manager and the performance of their small firm may
not be examined as simply present at hand but rather they must be placed
within a social context that places restrictions on their action possibil-
ities. While governments and academics have stressed the importance
of improved performance in terms of capital growth and employment
creation, in the context of the smaller firm, viewing performance in this
way can be both misleading and unhelpful. When incorporated into
SME development services, this focus has resulted in emphasis being
placed on financial returns and profitability rather than aiming to engage
with individual SME owner-managers and their aims and ambitions for
growth.

However, as Beaver et al. (1998) found, small business growth and
development is very much related to the values and ‘life views’ of
the owner-manager and their perception of what satisfactory perform-
ance is, highlighting that small firms ‘are fashioned by the actions and
abilities of the principal role players and owe much to their personal
perceptions of satisfactory performance and business direction’ (Beaver
et al., 1998, p. 160). While many businesses undoubtedly could grow,
a significant number choose not to, preferring instead to remain of a
size where family influence and control can be maintained. Indeed, as
Davidsson et al. (2004) note, ‘most firms start small, live small and die
small . . . they never embark on a significant growth trajectory’. While
small firms are often viewed as ‘tiny acorns’ from which large oak
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trees can grow, the reality often is that many wish to remain ‘small
bonsais’. Indeed, Gray (1992) notes that the predominant motive for
self-employment is the desire for independence and the freedom to
pursue non-business goals. Therefore, small business performance may
be viewed as positively motivated business intentions and actions on
the part of the owner manager (Gray, 2000). In this view, perform-
ance needs to be understood as an idiosyncratic construct, which as
explained in the opening section suggests that successful performance
may only be defined by those who are doing the performing – what
is successful for one owner-manager may not be defined as successful
by another. Therefore, performance cannot be properly grasped without
a thorough understanding of the desires, aspirations and ambitions of
the owner-manager and also what is possible within their own unique
environment.

In our empirical research (Clarke et al., 2006), we have found that
taking such a contextualized approach to SME growth and develop-
ment may be particularly useful. This research focused on a longitud-
inal evaluation of a government-sponsored action learning initiative
in the Northwest of England involving the use of action learning in
19 SME learning sets established involving 100 SMEs. Action learning
is based on the premise that learning comes about through reflection
followed by action to solve ‘real world’ issues contextually embed-
ded in the owner-manager’s environment (McGill and Beaty, 1995).
Reflection and discussion take place in small groups facilitated by a
set adviser. The owner-managers involved in this study reported that
giving them the opportunity to take time out to discuss real issues
relevant to them, allowed them to ‘disengage’ with the everyday run-
ning of the business and reconnect with their long-term goals for the
business. It seems this was particularly valued because a ‘space’ was
created by someone else where the owner-managers could think past
the operational and onto strategy. Indeed, the pressures on small busi-
ness people are often so intense that without such space, attention is
only paid to the short-term, the weekly cash flow or the next week’s
order, not the development of the business which requires a long-term
focus. Therefore, it appears that by removing owner-managers from
their operational environment, and putting them in a situation where
they discuss their own unique business aims, a sharper strategic focus
may emerge for those who want their business to move in this direc-
tion. We are not prescribing that all owner-managers should move to
a longer-term, strategic focus; but rather suggesting that opening up
such ‘space’ gives owner-managers the chance to re-engage with their
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aims and ambitions regarding the business, whether this be to grow
and develop or to remain at a small size where their control can be
maintained.

The key, it seems, to supporting SMEs is to facilitate them in some
way which provides them the opportunity to engage with their own
ambitions regarding their business. However, while the opportunity to
engage in action learning proved useful for the SMEs involved in our
study (Clarke et al., 2006), it is often not practical or even possible for SME
owner-managers to remove themselves from the business for any length
of time. Interestingly in other research focusing on the creation of know-
ledge in SMEs, Thorpe et al. (2005b) found the use of ‘boundary objects’
or tools which mediate communication within an organization may also
facilitate owner-managers in engaging with their aims and ambitions for
the business. While it is possible that such ‘boundary objects’ may take
the form of diverse number of artefacts, Thorpe et al. (2005b) suggest that
performance measurement systems may allow certain dilemmas, contra-
dictions and ambiguities within context to be discussed and reconciled,
leading to coherent strategy and goals for an SME.

Performance measurement systems are defined by Garengo et al. (2005,
p. 25, citing Neely et al., 2002) as ‘balanced and dynamic systems that
are able to support the decision-making process by gathering, elaborat-
ing, and analysing information’. However, it is essential to emphasize
here that while such tools are often applied in a prescriptive manner
(recommending certain courses of action and particular strategies), the
important factor is not the content of the tool itself but rather the com-
munication which the tools may mediate. Therefore, rather than recom-
mending some particular form of strategy or process, what is important
is the opportunity for reflection and dialogue that these tools may
create, allowing the owner-manager to re-engage with what is import-
ant to them in their own particular strategy for their business. In the
next section, we put forward three performance management systems,
which may be used as ‘boundary objects’ and applied in a contextualized
manner, facilitating communications in small organizations.

Mediating communication: the use of performance
measurement tools

This section outlines three examples of performance management which
we propose, through drawing on the findings of Thorpe et al. (2005b),
may work as boundary objects in small companies helping to mediate
communication and bringing about more cogent strategies.
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First we examine the Balanced Scorecard (Kaplan and Norton, 1992)
which is currently in widespread use, and a growing body of evaluative
research into its effectiveness (examples of which have been mentioned
in earlier chapters). Secondly, the Business Excellence Model (BEM) is
examined (the framework for assessing applications for the UK Business
Excellence Award). We have chosen these performance measurement
tools in particular as both are increasingly being applied in the small
firm sector (Anderson et al., 2001; Taylor and MacAdam, 2003). The
final measurement tool is Gross Value Added (GVA), a method of meas-
urement used by support agencies such as Business Link throughout the
UK. In this example, we refer to recent research we have conducted which
provides a worked example of applying this tool in a contextualized
manner (Thorpe et al., 2005a).

The Balanced Scorecard

The Balanced Scorecard is a high-profile model which has attracted much
attention from both practitioners and academics (Nørreklit, 2000). It is
based on the premise that whereas the conventional focus on organiza-
tional performance tends to be backwards looking and financially based,
what managers actually need is a balanced set of performance measures
which focus on a broad range of aspects of the organization relating to
its priorities for success. As a consequence, the performance indicators
need to be balanced between the financial and non-financial and need
to come with both ‘lead’ and ‘lag’ indicators, as well as intervention
and monitoring measures. The Balanced Scorecard identifies and integ-
rates four different ways of looking at performance: financial, internal
business processes, customers and organizational learning. Figure 15.1
below illustrates the basic Balanced Scorecard model with the ‘original’
four generic perspectives or dimensions present.

These balanced sets of indicators are said to be linked in a cause-and-
effect relationship and together provide the manager with a comprehens-
ive understanding of the key operational factors, which will drive the
organization’s future performance (Kaplan and Norton, 1996a). There
have, however, been a number of criticism of the Balanced Scorecard.
In a critical examination of the model, Nørreklit (2000) argues that the
assumption that there is a cause-and-effect relationship between the
indicators is flawed. For example, she highlights that customer satisfac-
tion does not necessarily yield good financial results; but rather chains of
action which yield high level of customer value at low costs lead to good
financial results. Therefore, the relationship is logical rather than causal,
since it is inherent in the concepts. Nørreklit (2003) further argues that
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Figure 15.1 Kaplan and Norton’s description of the balanced-scorecard process.
Adapted and reprinted by permission of Harvard Business Review. Exhibit from
‘Using the Balanced Scorecard as a Strategic Management System’ by Robert S.
Kaplan and P. Norton, January–February 1996a, p. 77. Copyright c© 1996 by the
President and Fellows of Harvard College; all rights reserved

the concepts and claims of the Balanced Scorecard are based on confused
and unsound argumentation, and that rather than being a new and con-
vincing theory, the Balanced Scorecard and its subsequent popularity is
merely the result of a form of persuasive rhetoric.

Notwithstanding these criticisms, the Balanced Scorecard may also be
used to clarify and gain consensus about strategy, align departmental
and personal goals to strategy and obtain feedback to learn and improve
strategy, rather than being applied simply as a performance measurement
tool (Kaplan and Norton, 1996a). Indeed, Anderson et al. argue that the
greatest benefit of the Balanced Scorecard for SMEs is often based on clari-
fication of the strategic vision and the associated priorities and objectives
in such a way as to build a consensus. For our purposes, the use of the
Balanced Scorecard in this way is more appropriate as it may act as a tool
to mediate communication within the organization and gain a coherent
and meaningful strategy for all members of an organization. However,
it must be ensured that there is collective effort between all parties in
the organization, during the building of the scorecard and during the
subsequent implementation (Anderson et al., 2001). As Nørreklit (2000)
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highlights, in addition to being rooted in employee commitment and
something realizable, the scorecard needs to be rooted in the language
of the employees.

The EFQM's Business Excellence Model

The European Foundation for Quality Management (EFQM) Business
Excellence Model (BEM) is a framework designed to act as a general
management system and to help improve the basic managerial pro-
cesses of the organization (EFQM, 2001). It is promoted as ‘a practical
tool to help organizations do this by measuring where they are on the
path to excellence; helping them understand the gaps; and then stim-
ulating solutions’ (British Quality Foundation, 2007). While is it widely
applied in the literature as a performance measurement tool, it initially
emerged as a framework from the European Quality Awards, which were
launched in the early 1990s with the support of the European Organ-
ization for Quality and the European Commission (EFQM, 2001). The
model’s philosophy is that regardless of the sector, size, structure or
maturity of a business, all organizations need to establish appropri-
ate management systems. It is essentially a non-prescriptive framework
based on nine criteria, five of which are ‘enablers’ (i.e. what the organ-
ization does) and four are ‘results’ (i.e. what the organization achieves).
It is often presented diagrammatically in the form shown in Figure 15.2
below.

While theoretically the model may be used by any organization
regardless of sector, size, structure or maturity, the award was origin-
ally designed for large private-sector organizations. Therefore, in 1996

Policy and
strategy

Partnerships
and

resources

Customer
results

People results 

Leadership Key 
performance

results

Processes 

Social
results

People

Figure 15.2 The measurement model of the EFQM.
Source: Adapted and reprinted with permission from EFQM Self-assessment Guidelines,
European Foundation for Quality Management (2001)
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specific guidelines for applying the BEM in SMEs were launched follow-
ing a pilot study in 1995–1996. The BEM is applied in organizations
through a process of self-assessment often with a number of individuals
within the company acting as a self-assessment team who assess their
organization against each criterion. This process aims to help the organ-
ization identify strengths and areas for improvement, with the ultimate
aim being to allocate a score for each of the criteria. However, this pro-
cess of scoring against set criteria can often be problematic for SMEs. As
Taylor and McAdam (2003) report, the ‘one right way’ approach of the
BEM could be misleading for small companies which have very differ-
ent issues and drivers from the large private founding companies of the
BEM. However, rather than emphasizing the scoring and comparison on
the criteria, we argue that this process of engaging in dialogue about the
strengths and problems in an organization can highlight the goals and
ambitions of the owner-manager and other actors in the organization
allowing them to be discussed and potentially integrated. It therefore
works as a process of mediating communication in an organization and
potentially designing a cohesive strategy that has been agreed on and
understood.

Gross Value Added

In recent years, the UK Government has used Gross Value Added (GVA)
as a measurement of productivity improvement. An increasingly wide
range of geographical and sectoral figures for GVA are available including
calculations of GVA by cluster, region or sub-region. One consequence of
such developments is that SME support agencies such as Business Links
are now required to collect GVA data from their clients in an attempt
to provide evidence of improvements in performance, and a measure of
the success of any interventions. GVA recognizes that the use of profit
as a measure of the performance of a company is fraught with difficulty
as companies often ‘distort’ the profit figure over any given period for
a number of reasons, for example, through what they allow for depre-
ciation. GVA uses the same accounting information which firms have
to collect to make quarterly and annual returns, but the line drawn in
the profit and loss account is placed slightly higher so as to include not
only profit, but wages and salaries and depreciation. As a result, it gives a
clearer (and some would say more useful) picture of the performance of
the firm. However, within these approaches to GVA, the focus is on GVA
as an output measure of the creation of wealth but not on the creation
process itself.
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Therefore, while GVA is an output measure of the creation of wealth
by organizational activity, it may also allow the owner-manager and oth-
ers in their business to reflect on how the business may be structured in
a variety of ways which can add value. Once again we are emphasizing
the process of discussion and dialogue that will take place as an oppor-
tunity to communicate about long-term goals. Thorpe et al. (2005a)
aimed to show how such a process could work through giving emphasis
to GVA as a communication tool in a small owner-managed business.
Our approach was broadly consistent with collaborative action research
which stresses the importance of establishing a partnership between the
researcher and the researched; a strategy it is argued which leads to
the development of shared understandings (Reason and Bradley, 2000;
Reason and Rowan, 1981). Five employees from the SME along with the
MD and the Finance Manager were selected to form a GVA project team
which discussed and developed a GVA strategy over a period of months
(see Figure 15.3). At each stage of the process participants were asked to
provide feedback relating to their understanding of GVA and its relev-
ance to company interests. The results suggested that participants found

A GVA Learning Process
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Figure 15.3 A GVA Learning Process, taken from Thorpe et al. (2005a)
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this process developed their understanding of processes within the busi-
ness and helped them develop ‘open’ new questions about where they
wanted to be in the future. Therefore, through a contextualized approach
GVA could be a very useful tool to aid discussion and reflection on
performance.

Conclusions

This chapter has examined a number of concepts in relation to perform-
ance management in the small firm sector. The first part of the chapter
has considered a number of theoretical explanations and emphasized
the importance of a contextualized approach for the improved per-
formance and development of SMEs, rather than the objectivist and
de-contextualized approaches which dominate the area.

In the final part of the chapter, attention is turned to three differ-
ent frameworks which we have proposed may be used as ‘boundary
objects’ or tools to mediate communication in organizations, through an
emphasis on this dialogic process rather than the strategy espoused by
the particular tool. While there are particular problems with each frame-
work which we have highlighted, our emphasis is not on the strategic
orientation of the tool itself and whether the tool is ‘right’ or ‘wrong’.
Rather we concentrate on the process dialogue which it encourages
which may bring coherent strategies to small firms, regardless of what
this strategy may be. We offer this approach as an alternative to main-
stream strategies offered by governmental agencies which often focus
on objectified measures such as capital growth and employment cre-
ation. Such generalized offerings from support agencies result in generic
strategies and simplistic assumptions about the desire for SMEs to grow
and develop. As Shotter (1993) highlights, such attempts by outsiders
to provide alternative ideas for business development can be viewed by
owner-managers as dangerous or deviant and rejected as unworkable or
wrong for ‘their’ business. By trying to enforce contrived structures on
SMEs not in touch with their contextual environment, policy makers
are likely to continue to face failure. Rather in approaching small firm
performance we must ‘join them in their world’ (CEML, 2002) and
embrace and understand the small firm sector as one characterized by
heterogeneity and the pursuit of a variety of different objectives.



16
Performance in the Public Services
Richard Kerley

Introduction

To measure and control performance is seen as a crucial element of
securing efficiency and effectiveness in government, at a time when
both its cost and performance is under scrutiny.

(Alford, 1992, p. 1)

It is often hard to measure performance in the public service, espe-
cially in terms of quality and effectiveness. However, it is wrong to
overstate the difficulties. The important thing is to be clear about
what each service is intended to achieve, and what distinguishes a
good service from a poor one. Quality and effectiveness can be mon-
itored in various ways, including feedback from users, and more (and
better) inspection.

(Audit Commission, 1986, p. 4)

. . . there are . . . a host of political, bureaucratic, conceptual and tech-
nical problems in implementing such a regime of extensive PIs for
different public services.

(Wholey, Director of US General Accounting Office, cited in
Aristigueta, 1999, p. 5)

Alford was writing in the context of Australian government, Wholey
speaking of the United States and although the opening quotation from
the Audit Commission refers to arrangements in England and Wales,
similar views hold good for the entire UK.

Although concerns about ‘efficiency’ and ‘performance’ in public
services have been part of the discourse of some governments for
years – even centuries – this concern has been increasingly emphasized
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in the past two decades, regardless of party of government or the country
governed.

In their 1989 publication First steps in Measuring Performance for the Pub-
lic Sector, Jackson and Palmer cite publications which are all post-1980,
and in the period since that publication, the volume of work produced on
performance and the public services has increased dramatically. To some
extent, discussion about performance in the public services is coloured
by a wistful assumption that it is all much easier in the trading sector.
Jackson and Palmer express this view at the start of their paper: ‘In much
of the public sector the bottom line of profit does not exist. Financial per-
formance and the impact of services are difficult to assess’ (Jackson and
Palmer, 1989, p. 1). The presumption that ‘hard to evaluate’ public ser-
vices may be contrasted in some way with the much more robust signals
of achievement and performance available through a trading company
with ‘a bottom line’ and ‘profit’ is a fond delusion though one that is
widely held.

However, it is a tempting fallacy to assume that the publication of
corporate turnover, profit figures and earnings per share is a simple and
failsafe indication of how well an organization is doing – the famous
‘bottom line’. Measuring effective performance in large and complex
organizations is very difficult. This is not a novel observation; the late
Peter Drucker first pointed out 50 years ago that ‘[. . .] no one single
yardstick is “the’’ measure of performance, prospects and results of a
business; [. . .] success, like failure, in business enterprise is multidimen-
sional’ (Drucker, 1968, p. 85). Contemporary examples such as Enron
make this point graphically for any observer who doubts the substance
of his comment.

This chapter explores the purpose, and the implications of introducing
and developing performance management in public organizations.
Although much of the illustrative material is drawn from Great Britain,
similar developments can be charted in other countries and therefore
some examples are drawn from overseas.

The historical, political and economic context

A concern for the effective management of performance in the public
services simply reflects and echoes some of the themes that have under-
pinned management theorizing for much of the past two centuries. This
is the proposition that the management process is about setting object-
ives and then seeking to achieve those objectives. Fayol (1949) and Taylor
(1911) would both readily have recognized the concept of performance
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as we discuss it today, though they approached it from different perspect-
ives, with Fayol focusing on the organization and Taylor principally on
teams and individuals as part of the system of production.

The approach to managing performance in the public services in the
industrial and post-industrial period owes a lot to the development of
such highly rationalistic ‘scientific’ approaches to management and fits
closely with the Weberian tradition of a rational bureaucracy. In some
ways, the introduction of performance measurement into the public
services is not a neo-liberal imposition associated with privatization
policies, but very much part of the bureaucratic tradition discussed in
the context of the contrasting efficiencies inherent in ‘markets’ and
‘hierarchies’ (Niskanen, 1971).

One other linked aspect is deep rooted in the commonly found govern-
mental concern for balancing the needs of government for expenditure
on public services with keeping tax levels down and spending public
money wisely and frugally. In 1780, Lord North set up the Commis-
sion for Examining the Public Accounts, with the purpose of examining
not simply government expenditure but also the organization and effi-
ciency of governmental activities. In 1866, with the Exchequer and Audit
Act, Gladstone created the forerunner of the current British Auditor
General, an office which now provides much of the detailed analysis
of government performance in the UK and is paralleled in the United
States by the General Accounting Office (Day and Klein, 1987). Govern-
ments everywhere have over time established systems, procedures and
forms of organization to monitor and improve the performance of public
services.

Governments everywhere have also been periodically gripped by an
enthusiasm for achieving greater efficiencies and more effective perform-
ance from governmental and public service organizations. The papers of
US President Lyndon Johnson show that after his initial burst of corres-
pondence and speeches about the assassination of his predecessor John
Kennedy, his first major letter to members of his government was a circu-
lar urging economy and efficiency in each of their departments – ‘more
bang for our buck’ (Johnson, 1968). Governments in earlier eras (Geddes
in the 1930s UK; Hoover in the 1920s USA) have often sought such eco-
nomies, both by reducing the range and scope of public services and
also by seeking to improve the performance of them. The political drive
which in America led to the Government Performance and Results Act
(1993) was motivated by concerns about efficiency and economy in gov-
ernment as well as by the political motivation of President Clinton and
Vice President Al Gore.
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Such sporadic initiatives by governments have increasingly come to be
replaced by policies, legislation and executive actions intended both to
achieve economies and enhance the performance of public services on
a continuing basis. Such efficiency drives intended to enhance govern-
ment performance have paralleled the growth of public spending from
the second half of the twentieth century onward. It has also been asso-
ciated with the emergence and transfer of ideas drawn from the various
different approaches and forms of analysis applied to strategic business
planning and transferred into the public services. The post-Second World
War wave of such ideas was led by ‘management by objectives’ (MBO),
a process first clearly discussed by Drucker (1968) in The Practice of Man-
agement. The ideas expressed there came to have a significant influence
on the way in which managers in private and public organizations came
to see management within those organizations.

The themes of MBO originated in America, and were translated across
the Atlantic into both British industry and British public services. Dur-
ing the 1960s and the 1970s, such ideas surfaced with different titles but
often with very similar forms in the public services as PPBS (Planning,
Programming and Budgeting Systems) in the USA and PAR (Programme
Analysis and Review) in the UK. Such approaches to large-scale planning
and their attempted utilization in the public services, fitted in well with
the enthusiasm of the 1960s and early 1970s for more ‘rational’ and ‘sci-
entific’ approaches to decision making. In various public services, this
represented in a specific form a very clear example of the ‘rational plan-
ning’ approach to management. Additionally, the way in which some
of the leading proponents of effective performance management – for
example, the Audit Commission – present their ideas is very clearly based
on a simple control loop system of management:

1. Make policies;
2. Set objectives;
3. Allocate resources and take action;
4. Monitor performance; and
5. Review (and amend) policies.

By the early 1980s, the very pronounced and complex linkage between
attempts to improve performance, the aspiration in some areas of pub-
lic service to establish a rational planning process, and the assumption
that ‘business methods’ would be more effective than traditional public
administration approaches were fully articulated. Clear examples can be
seen in many of the early documents produced by the Audit Commission
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for England and Wales after its creation in 1983. The establishment
of the Audit Commission followed legislation introduced by Michael
Heseltine, the government minister most enthusiastic about promoting
the efficient performance of public services (Heseltine, 1987, pp. 15–
28). The first director of the Audit Commission, Sir John Banham, had
gained earlier experience with the McKinsey consultancy and adapted
the McKinsey ‘7S’ (Pascale, 1990) model of good organizational practice
into the thinking of the Audit Commission. One early publication (Audit
Commission, 1986, p. 83) states

Economy, efficiency and effectiveness do not just happen. In almost
every situation changes – often uncomfortable changes, involving
people doing things differently – will be involved. Those organiza-
tions in the public and private sectors which have been successful in
securing beneficial changes have created an environment that thrives
on challenge and change, by managing the following elements (vis-
ion, strategy, structure, systems, staffing and skills, style) in such a
way as to reinforce each other.

The combination of ideas about developing more effective performance,
the supposed virtues of business approaches, and the rational approach
to planning influenced the climate of ideas from the 1960s onwards,
with accelerating pace into the 1990s and the new century – regardless
of governing party. This has had a direct impact on the organization of
public services that has been seen particularly in central government
in Britain with the development of approaches such as more intens-
ive financial management, the creation of government agencies and the
metamorphosis of the Private Finance Initiative (Conservative) into the
Public Private Partnership (Labour) (Pollitt and Bouckaert, 2000). Such
trends also influenced local governments (Boyne, 2001, 2002) and the
health services (Klein, 2000).

In the United States, the Clinton federal government formalized this
synthesis of approaches into a declaratory programme – led by the Vice
President – the National Performance Review, which expressed the ambi-
tion to create a government that: ‘works better, and costs less.’ (Gore,
1993, p. 3.) This US review led directly to legislation (Government
Performance and Results Act, 1993) which required federal, state and
local government to implement measures intended to track performance
government and act upon recorded failings.

The focus on performance in the public sector was, through the period
following on from the oil shocks of the 1970s, at first more apparent
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in local and central government than it was in the health services. It
also was driven by a growing recognition that in many cases perform-
ance management was weak throughout the public services. Although
based in Australia, Hughes (2003) makes an observation that he argues
has universal relevance: ‘By any standard, performance management in
the traditional model of public administration was inadequate, and this
applied to either performance of individuals or the organization’ (p. 205).

In some public organizations, changes intended to address perceived
weaknesses of performance were accelerated through the mediation
process of the major management consultancies which carried forms
of analyses and sometimes prescriptions across borders (Saint Martin,
2000). This again demonstrates a linkage between the business-derived
strategic planning processes promoted and circulated by the big con-
sultancies such as PA and McKinsey, and the impetus for change in public
bodies.

In different public organizations there were attempts to create review
mechanisms as ‘watchdog bodies’, where some comparison can be made
with the Public Accounts Committee in the House of Commons and the
Ways and Means Committee in the US House of Representatives. The
initial experience of many such bodies and departments appears to have
often been limited to relatively small-scale and circumscribed tasks which
attracted attention because they enabled short-term system rationaliz-
ation to be effected and cost-savings to be achieved. Thus during the
earlier phases of the development of performance management in the
public services, it was the minutiae of management practice (procure-
ment, minor functional duplication) rather than major programmes and
strategic issues (effectiveness of health interventions, the outcomes of
secondary schooling) that were explored.

It is clear that in various countries and jurisdictions, even in the
most decentralized such as Switzerland where change grew from can-
tonal level, the impact of measures intended to enhance performance
impacted on the various levels of government and their agencies whether
they were deliberately intended to do so or not (Schedler, 2000, p. 80).
The widespread finding of research appears to be that levels of gov-
ernment and quasi-governmental bodies have permeable boundaries
that enable management ideas and reform initiatives to interpenet-
rate across the organizational divide. What is less clear, however, is
whether the diffusion of such ideas owes much to formal theories
of how we might understand performance and attempts to improve
and enhance it, or is merely herd-like emulation of ostensibly good
practice.
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Theories of performance

Such developments in performance management and the manner in
which they have emerged and been explicitly supported and explained
by government have rarely been accompanied by any explicit theoretical
justification. Even those ministers most interested in the development
of effective management in the public services (for instance, Michael
Heseltine) rarely express their ideas in such terms, relying on either
intuitive sentiment or claimed practical experience. One major inter-
national exception is Roger Douglas (1993), former Finance Minister of
New Zealand, a country which wholeheartedly embraced radical polit-
ical and administrative reform in the 1980s onwards (Boston et al., 1991).
Douglas clearly outlines in his valedictory account the conceptual bases
for his major institutional and legislative changes. When we set such
a thoughtful personal account alongside more consciously theoretical
academic work (Boyne, 1998; Eliassen and Kooiman, 1993) and empir-
ical international studies (OECD, 1991) we can draw out some of the
theoretical premises that underlie the development of performance man-
agement in the public services. These themes tend to be inter-related
in a complex manner but we can nevertheless distinguish some key
elements.

Economic theories

Those which have greatest influence on the development of performance
in the public services are theoretical work related to principal/agent rela-
tions (agency theory) and the incentivization of economically rational
individuals or entities. The collective staff of public organizations are
assumed to be agents working for a principal (government), though of
course this is made more complex because of debates about who really is
the ‘principal’ in any representative government (Dunleavy, 1991). The
designation of defined and often discrete units whose performance is
measured and recorded is clearly intended to make the principal/agent
relationship more specific and more amenable to control. So govern-
ments in various jurisdictions have created ‘agencies’ with targets and
performance measures they are required to achieve. Achieving such per-
formance targets can be seen as a substitute for profit in the classical
economic model. In some cases (although the trends are mixed both
between and within jurisdictions), senior managers are financially rewar-
ded for achieving such targets, in an attempt to create concrete financial
incentives.
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The more abrasive claims of the public choice theorists (Mueller, 1989;
Niskanen, 1971) may at first seem to take us beyond measuring public
service performance to a more normative view that it is axiomatic that
public services are better controlled by, in effect, extending forms of
choice for service users and competition between providers. Niskanen, in
particular, observes that without control and measurement, bureaucrats
will seek to maximize their own interests in ‘the ease of managing the
output of the bureau’ (ibid, p. 38). This author is perhaps the firmest and
most long standing of the proponents of a view that control and meas-
urement of performance are, in the absence of competition, an absolute
necessity to restrain self-serving bureau building.

This said, there are clear linkages between such theories and the form
and extent of performance measurement in the public services. Thames
Water and all the other English water companies ceased to publish per-
formance indicators of service-level achievement in the year that they
were privatized as PLCs (following the passage of the Water Act 1989).
They did this on the grounds that the spur to better performance was
now profit and such data was no longer relevant to the public, and was
in any event not required to be published by trading companies. Inter-
estingly this is a discussion that re-emerged vividly almost two decades
later, with the debate over the potential requirement on companies in
the United Kingdom to publish an Operating and Financial Review (HM
Government, 2006).

Management theories

We must be careful, in the contentious climate of discussing highly
debatable public sector change, to distinguish between practices impor-
ted from the private to the public sector and the theoretical premises
which underlie different forms of managerial organization and action.
So in the former category, for example, are the various attempts to intro-
duce individual and collective financial reward as a means of enhancing
public sector performance – ‘performance-related pay’. In various jur-
isdictions, such attempts have been made in civil service functions;
in healthcare and in education. But such financial incentivization is
not universal in the private sector, where it is often recognized that
it may be inappropriate and indeed, rests on weak theoretical propos-
itions which new disciplines – such as behavioural economics – are
challenging.

In considering the relevance of theory, we can identify two significant
strands of management theory that have major implications for examin-
ing performance management in the public services. The first (also
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referred to above and derived from economic thought) is the enhanced
emphasis on the objectives of the organization and the implications
this has for performance. Public services have, in the past, been criti-
cized for over-concentrating on the processes of decision making and
service delivery rather than the volume or quality of outputs and eventual
outcomes. The increased concentration on outputs that the measurement
of performance signals is a significant change based on ideas developed
over many years of management theory and still subject to contestation
and testing.

As already observed, active (and even retired) politicians do not often
lay claim to major theoretical underpinnings for their actions and
choices. In the actions of the three Blair governments in Britain, and the
predecessor Conservative governments of the 1980s and 1990s, we can
observe policy developments based on unstated or sometimes confused
theoretical foundations.

The major changes of organization form and architecture, and the
adoption of different organizational forms in different public services,
owes something both to contingency theory and to the concept of
‘organic’ versus ‘mechanistic’ forms of organizational structure as being
contingent on the environment in which the organization operates
(Burns and Stalker, 1966). The ‘public services’, though often referred
to as though they were an homogeneous entity, are quite heterogeneous
in purpose and form. The armed forces serve a different function from
health-care organizations and both operate in a different ‘market’ envir-
onment from, say, publicly supported theatre and music, where willing
audiences engage in discretionary social expenditure.

Although much derided at the time when first expressed, Tony Blair’s
often repeated phrase ‘what matters is what works’ is actually a statement
that owes something to a synthesis of management theories tested in
some very different settings (Burns and Stalker, ibid). It is clearly intended
as a means, even a prescription, for enhancing performance by using dif-
ferent organizational forms contingent on circumstance. But even here
the government then demonstrated some of the confusion referred to
above, appearing to contradict its own espoused policies by seeking to
impose a common model of purpose and organization on different types
of public bodies regardless of evidence about the contingent nature of
‘best practice’.1

However, both in the action of central government and even when
there are degrees of discretionary choice available to public service
decision makers we can see elements of that ‘herd-like’ phenomenon
(or ‘isomorphism’) referred to above. The analysis of this process in the
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works of critics such as Di Maggio and Powell (1983, 1991) is relevant to
the widespread adoption of mechanisms for performance measurement
and management.

The modernization of public service performance management

Despite the rhetoric of party debate and dispute, which ostensibly
emphasizes differences between the political parties, it is apparent that
the actions of governments from the mid-1970s onwards have followed
a consistent and common trend in trying to enhance performance
in the public services. If anything, it was the Conservative govern-
ment of 1979–1992 that shifted the debate on public services beyond
the narrow focus on cost-cutting of the mid-1970s and the period of
International Monetary Fund (IMF) crisis to a broader concern with
performance.

In 1982, the UK government launched the Financial Management
Initiative (FMI) in central government at the same time as the Audit
Commission was being established to review local government. ‘Effi-
ciency and Effectiveness in the Civil Service’ which described the FMI,
referred to what are still very familiar and key principles of performance
management in government:

. . . to promote in each department an organization and a system in
which managers at all levels have:

1. a clear view of their objectives, and means to assess and, where ever
possible, measure outputs and performance in relation to those
objectives;

2. well defined responsibility for making the best use of their
resources, including a critical scrutiny of output and value for
money;

3. the information (particularly about costs), the training and the
access to expert advice that they need to exercise their respons-
ibilities effectively.

(HM Government, 1982, p. 2)

A later Conservative government introduced the ‘Citizens’ Charter’, ini-
tially derided as a trivial initiative, but one that was launched with an
explicit focus on improving performance in the public services, and
which subsequently led to the requirement for local authorities across
the UK to collect and publicize performance indicators related to various
services (Audit Commission, 1992). As the responsible minister argued
in a contemporary radio interview:
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. . . Well, of course [public services] need investment and they get
investment but it would be a very strange thing if the government and
the public services were the only great corporation or supplier of goods
to people in the world that didn’t have a quality control department;
that didn’t have a constant campaign to try to raise quality.

(William Waldegrave, interviewed on the BBC Radio 4 ‘Today’
programme, 14 April 1993)

In that short extract, Waldegrave manages to emphasize the drive on
quality and investment as significant words and phrases which char-
acterize the drive to enhance performance in public services, both in
that decade with a Conservative government and into the twenty-first
century with Labour governments. Interestingly, and although much cri-
ticized at the time of launch, it is still possible and considered desirable
for public agencies to be awarded ‘Chartermarks’ for high-quality service
delivery.

The period under review in this chapter has seen a shift in polit-
ical thinking which has led to representatives of all the major political
parties placing great emphasis on the effective delivery of public ser-
vices. Such ambitions motivated many of the changes introduced by the
Conservative governments of the 1980s and 1990s and the word ‘deliv-
ery’ has become a leitmotif of the ‘New Labour’ governments, with ever
increasing emphasis placed on the performance of different public ser-
vices. At the time of writing, the delivery ambitions for these services are
itemized through annual Public Service Agreements, and those for each
major department of state are publicized through the ‘Spending Review’
section of the Treasury website under ‘Public Service Performance’ (HM
Treasury, 2007).

This increased emphasis over the recent period on achieving enhanced
performance has led to the emergence of a discourse on public services
that places great emphasis on achieving ‘targets’. The HM Treasury web-
site contains direct guidance documents on the objectives and targets
agreed for each government department. These in turn allow exploration
of the subsequent expanded targets set for various non-departmental
public bodies, agencies and independent bodies such as local author-
ities. In the case of the Home Office, for example, a limited range of
higher order targets numbering approximately six expand, at the level
of a typical police force, to between 50 and 60 performance targets (West
Yorkshire Police Authority, 2007).

This plethora of targets has itself been the subject of sustained – if some-
times overstated – claims from various sources. The then Leader of the
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Opposition, Michael Howard MP, claimed in one campaign statement
that if elected, his government would: ‘ . . . sweep away bureaucracy and
political correctness. . . . He will promise to scrap performance indicators
and targets’ (Howard, 2004).

The criticism of the use of targets for various public services as a means
of enhancing their performance can also be found in more measured
terms in documents such as ‘On Target? Government by measure-
ment’ (House of Commons, 2003).2 In preparing their report, the Public
Administration Select Committee, drawing upon academic advice and
evidence, stipulate the assumptions underlying their enquiry: ‘That the
public wants and expects sustained improvements in the delivery of pub-
lic services, which is also a Government priority; that service providers
in receipt of public funds ought to be publicly accountable for their per-
formance; and that setting targets can be one means of stimulating better
performance by those who deliver services’ (ibid, p. 5).

In stating these assumptions, the committee helpfully summarized
some of the broad themes that characterize current debates about per-
formance in the public services. They also, implicitly in the extract cited,
and explicitly elsewhere in the report (ibid, pp. 31–34) assert the value of
measuring performance. Even more strongly, the report argues that per-
formance measurement: ‘. . . cannot and should not be abolished. The
accountability and transparency it [the measurement culture] brings are
now an inherent part of our public administration’ (ibid, p. 32).

In this observation, the parliamentary committee focus on tools of
data collection and recording that are central to understanding the man-
agement of performance in the public services: performance indicators,
which we will consider in more detail next.

Performance indicators and the research agenda

Performance indicators (PIs) are central to any understanding of how
performance is managed in the public services. It has been argued by
Day and Klein (1987, p. 243) that the information inherent in such PIs
represents: ‘. . . the lifeblood of accountability . . . ’.

A number of alternative definitions have been employed by various
writers about PIs; there is, however, a common form of words found in
many British government publications, and it seems most appropriate
to focus upon that. The following typical definition is taken from an
early report by Her Majesty’s Inspectors examining Further Education in
Scotland but could readily apply to other similar public service organiza-
tions (and still has a very contemporary ring): ‘a performance indicator is
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a statement, often quantitative, about resources deployed and/or services
provided in areas relevant to the particular objectives [of the college]’
(HM Government, 1990, p. 3).

The same authors also quote approvingly from an unattributed com-
ment which urges that the emphasis should be on ‘indicators as guides or
signals rather than as absolute measures’. This passage continues in a sim-
ilar vein to explain that: ‘ . . . because no single indicator is a perfect instru-
ment and because each one is limited in its scope it is essential that a
range of performance indicators be employed’ (emphasis in original, p. 3).

So here is a classic dilemma of measuring performance in the public
services, and a dilemma that faces all those who manage public services.
The dilemma takes a similar form to the observation that Drucker made
about profit and business performance in The Practice of Management.
Good performance appears and is assumed to reflect effective manage-
ment, and it is indisputably common sense and correct to attempt to
measure this, but there is no absolute and unequivocally definitive way
of doing so. A powerful analogy used by Carter et al. (1992) is to suggest
that PIs can be viewed as either the ‘dial type’ or ‘tin-opener type’.

Unfortunately, research into performance measurement in a number
of public service settings suggests that it takes a considerable amount of
time to move beyond the easy accumulation of relatively simple data sets
which we could describe as the dial type. Over 20 years ago, Pollitt (1986)
examined one local authority – Bexley – which was relatively advanced
in employing performance measurement. His analysis of the several hun-
dred PIs reported, showed that 75 per cent of the PIs referred to ‘efficiency
and economy’ indicators. Only a very small percentage (1 per cent)
related to effectiveness, and according to his observation none of them
referred to quality of service. More recently, although the volume of
PIs that government has required to be published has increased3, Boyne
(2002) has also shown that any increasing proportion of such informa-
tion now focuses on the efficacy and quality of services. His conclusion
is encouraging for those who are proponents of performance measure-
ment and those who argue that such measures improve in their efficacy
with experience and adaptation (for example, Hughes, 2003): ‘Perform-
ance Indicators have improved and cautious congratulations are in order’
(Boyne, 2002, p. 24).

Others researching within approximately the same time frame (for
example, Sanderson, 2001) have demonstrated that the largest propor-
tion of data collected and analysed still tends to favour more readily
measured aspects of economy and efficiency over effectiveness and
quality of service. There remains, however, a case for arguing that even
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the collection of apparently simple data on performance – if analysed and
utilized – could have a significant impact on the performance of public
services. This could be particularly powerful at the extremes of profes-
sional behaviour. It is apparent from official reports into both infant
deaths at the Bristol United Hospitals Trust and the Harold Shipman
murders that even a casual scan of performance information would have
been very indicative of atypical (and in the Shipman case criminal) beha-
viour by highly qualified public service professionals working in settings
where a high trust relationship had always been assumed to assure high
performance (Shipman Enquiry, 2007).

The original Audit Commission view (1992) on what form PIs should
take emphasized the importance of getting the balance right when defin-
ing the terms of measurement, collecting and then publicising such data.
‘ . . . indicators must be understandable to the public, and sufficiently
objective to provide valid comparisons, but without at the same time
excessively simplifying the aim of the service or creating incentives to
distort provision in order to perform well on a particular indicator’ (p. 2).

Much contemporary research focuses on the effectiveness and valid-
ity of collecting such data and assessing whether it contributes to more
effective organizational performance in public organizations. In health-
care, it has been argued that the publication of such data can encourage
risk-averse performance amongst professionals engaged in problematic
and risk-susceptible activities such as surgery (Bridgewater, 2003). In
other fields such as local government the work of Boyne (1996, 1997,
2002) has concentrated on precisely this topic. Similarly in the United
States, Moynihan and Ingraham (2001) have investigated the extent
to which it is necessary to do more than simply publish performance
data in order for it to be used either by the public or by engaged
professionals and managers. Of course, it is sometimes the case that
extensive use of performance information to create league tables may
encourage dysfunctional practices and lead to occasional lapses into
malfeasance by individual public managers (Anonymous, 2002; Royal
Statistical Society, 2003).

Within the context of the United Kingdom, one of the most inter-
esting developments in recent years has been the extent to which the
impact of devolution in Scotland and Wales has led to both policy diver-
gence between the countries and different approaches to measuring and
recording government performance. The extent to which this is of poten-
tial concern to different layers of government and the broader society has
been commented on by the Office for National Statistics and the Statistics
Commission (Hodgson, 2005).
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Conclusion

The measurement of performance in the public services remains a
complex issue, though not as uniquely complex as is sometimes
assumed. The emergence and consolidation of the routinely collected
performance data is now commonplace for all public services. This will
continue to develop and become more readily accessible, particularly
with strengthened public access to official information. This enhanced
data in itself is of enormous value in enabling researchers to develop a
better understanding of how to measure performance more effectively.
Developing a better understanding of how better measurement relates
to better management, however, is an even more complex challenge for
the researcher.

Notes

1. Space limits preclude wider discussion of the emergence of the evidence-based
policy movement in the 1990s, exhorting public policy makers and practition-
ers to implement ‘what works’ on the basis of research evidence. However,
the importance of understanding contextual factors is acknowledged by, for
example, Nutley et al. (2007).

2. At the time of writing this chapter and at the time of this report being pre-
pared, the Committee was chaired by a former academic with an intellectual
background in politics and public administration.

3. Local authorities in England with responsibility for the full range of local
government services were required in 2005 to collect and publicize some 520
PIs – a greater volume of PIs per authority than in either Wales or Scotland.
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Performance Management in the
Voluntary Sector
S AndrewMorton

Introduction

Although performance management is a fairly crowded research discip-
line (Thorpe and Beasley, reproduced as Chapter 2 in this book), it has
received relatively little academic attention as it is applied in the so-
called ‘voluntary sector’. Yet the practice of performance management
has been growing there for some years, albeit lagging behind activity in
the public service sector.

This chapter aims to add to our understanding of what performance
management is by examining developments in the voluntary sector.
Through the perspectives of literature and research on the sector, this
chapter will explore whether it has a distinctive organizational perform-
ance management agenda. We will then identify the key philosophies
and models that appear to inform it. Finally, we will attempt to identify
the tensions involved in developing a contextualized approach to per-
formance management. The focus throughout will be on learning from
the recent history and dynamics of the UK environment, with a particular
interest in the service-provision side of the sector.

Definitions and research streams

The voluntary sector has attracted relatively little research interest, pos-
sibly because a precise conceptual definition of the voluntary sector is
still lacking and possibly because it may not exist as a distinctive sector at
all (Salamon and Anheier, 1994). Researching the sector ‘is as improbable
as any similar claim to be researching the public sector or the corporate
sector [. . .] as a whole’ (Halfpenny and Reid, 2002, p. 536). It is certainly
a diverse sector: ‘Indeed, researchers who have attempted a definition
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or classification often remark that the array of organizational forms,
activities, motivations and ideologies that exists between the state and
the market is so confusing as to render the task inherently impossible.’
(Kendall and Knapp, 1996, p. 16.) Its scope is correspondingly broad,
incorporating service provision, self-help or mutual aid, advocacy and
campaigning, and groups providing services to voluntary organizations
(Nathan, 1990).

To make sense of the sector, one immediately struggles with finding a
name for it – ‘voluntary action’, ‘voluntary sector’, ‘third sector’, ‘non-
profit’ or ‘not-for-profit’, ‘non-governmental organizations’ and ‘charity’
(among other designations). Charities are the easiest to distinguish with
their purpose as having a ‘public benefit’ established in law, unlike the
rest of the voluntary sector (Kendall and Knapp, 1996; Lock, 1998), and
they are regulated in the UK by the Charity Commission. The Commis-
sion, set up in 1853, originally investigated breaches of trust in the use of
publicly-collected funds; from the 1990s onwards successive legislation
has extended control over registered charities.

The term ‘non-profit organization’ emerged from economists in the
United States in the 1980s and emphasizes the constraint on profit dis-
tribution of certain organizations. Etzioni (1973) rejected a narrow view
of the economy in preferring ‘Third Sector’ to describe hybrid organiza-
tions that avoided profit as their goal while adopting the private sector’s
responsiveness to the market and the public sector’s values.

The concept of ‘voluntary’ organizations refers to the absence of
compulsion (Kendall and Knapp, 1996) and focuses on the use of vol-
untary effort (Halfpenny and Reid, 2002). Defining this has attracted
considerable academic attention. One stream emphasizes its economic
accountabilities – ‘roughly that sector which is neither the private
sector nor the public sector’ (Wise, 1995, p. 1); ‘organizations which
occupy an intermediate position between the state and the market’
(Kendall and Knapp, 1996, p. xi). The Nathan Report defined vol-
untary action as ‘not directed or controlled by the state and [. . .] in
the main is financed by private, in contradistinction to public funds’
(Nathan, 1952, p. 1) and this reinforced the post-war Beveridge position
that voluntary organizations were marginal to public services. Whether
this in-between sector now exists is debateable. From 1979, Conser-
vative governments’ preference to purchase services from the market
created a more central role for voluntary organizations in welfare deliv-
ery (Halfpenny and Reid, 2002). New Labour has further mainstreamed
the voluntary sector as a policy actor (Cabinet Office, 2002; Kend-
all, 2003; Blackmore, 2005) and the 2002 HM Treasury Cross-Cutting
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Review promises it an even more integral role in service provision
(McLaughlin, 2004).

This accountability view recognizes that while, in classical econom-
ics, the market generally ensures that goods and resources are distrib-
uted, the provision of public goods by governments may fail to meet
demand (Kendall and Knapp, 1996). Voluntary organizations exploit
gaps and performance failures in government public service provision
(Hansmann, 1980; Weisbrod, 1988).

A second research stream defines the sector structurally and opera-
tionally. Arguably the most influential is Salamon and Anheier’s (1994)
proposition that the voluntary sector organizations are:

• formal structures with constitutions;
• independent of government and self-governing;
• not-for-profit; and
• voluntary – philanthropic in their motivation and involving

volunteers.

Such organizations have distinctive patterns of financial management
(Osborne, 2006a). For instance, they differ from public bodies by receiv-
ing voluntary income that is not the product of taxation. Unlike private
companies they do not distribute surpluses to shareholders.

The drawback of such a broad definition is its over-inclusiveness;
it includes organizations involved in health, education and research,
development, housing and others. Kendall (2003) excludes organizations
not ‘traditionally thought’ of as voluntary in describing the ‘narrow
voluntary sector’ (NVS), as distinguished from Salamon and Anheier’s
‘broad voluntary sector’ (BVS). Still, neither position in this framework
is entirely satisfactory and does little more than to draw lines around
certain organizations. It gives little sense of the identity of the sector as
a whole and what distinctive pressures, processes and outputs it might
have.

A third stream of analysis takes a more pragmatic view – as it has
evolved, terminology has become elastic (Kendall and Knapp, 2000) and
there is little to be gained from trying to stake down phenomena which
are changing anyway (Halfpenny and Reid, 2002). As Theuvsen (2004)
notes, the sector’s position vis-à-vis the for-profit sector has been chan-
ging for the last decade and practices regarded as distinctively ‘for-profit’
are being adopted by the voluntary sector. In this view, seeking pure
definitions or labels seems a fruitless task, especially if terms are used
interchangeably within the sector anyway.
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The real issue is whether voluntary organizations experience dis-
tinctive pressures and challenges. If so, academic study of the sector
should usefully add to our understanding of the scope and purpose of
performance management.

Distinctive? A literature overview

At its crudest the distinction is that commercial business is interested in
profitability and the voluntary sector is not, which partially explains
why the latter has paid little attention to performance measurement
(Wise, 1995; Palmer, 1996). Management practices were a low prior-
ity in the 1980s in a sector built on goodwill and informality, which
perceived itself as different from private enterprise (Omisakin, 1997;
Cunningham, 1999). However, pressures in favour of them increased
through the 1990s with increased competition for funding, depend-
ence on statutory funding and the demands of a ‘contract culture’ that
accompanied it. Still, as Alatrista and Arrowsmith (2004) note, distinct-
ive organizational goals, performance measurement and accountability
structures even now constrain take-up of management practices from
outside the sector. In parts of the sector, performance management
is also resisted as marginal to core operations and regarded cynically
as a public relations (PR) exercise (NCVO, 2005d). Alarmingly, con-
sultations by NCVO with voluntary organizations found few staff or
trustees who understood the term ‘performance improvement’, and
even if they recognized the term many took it to refer to individual
rather than organizational performance (Quality Standards Task Group
(QSTG), 2004).

In turn, the sector has received scant attention from management the-
orists who saw it as marginal to the economy (Batsleer, 1995) and this
helps explain the asymmetry now in research coverage of performance
management. For instance, as recently as 1998, of the 1721 published
documents in the Chartered Management Institute’s information data-
base, only ten referred to the voluntary sector. Well-defined service
commitments within the sector tend to block out HRM-inspired vis-
ions of integrated management (Kellock Hay et al., 2001). Little research
on the sector has explored the use of performance management as
an integrated system, combining the management of organizational,
team and individual objectives (Armstrong and Baron, 1998). Such ideas
have generally been perceived as more appropriate to other sectors
(Cunningham, 1999).
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Attracting more research interest are performance ‘measurement’,
‘assessment’ and ‘improvement’. Macro-level concerns – regulation, pub-
lic service contracting, beneficiary satisfaction, changes in public and
social policy, development of a coherent voluntary ‘sector’ – drive invest-
ment in performance measurement rather than performance manage-
ment processes. The impetus, for instance, for voluntary organizations
to use quality management tools, according to the Centre for Voluntary
Action, is from funders, often promoting specific standards, and from
a perceived need to gain legitimacy in their eyes (NCVO, 2005b). The
pressures are immense – from public sector Best Value thinking, gov-
ernmental insistence on evidence-based policy making and from major
institutional funders like the Community Fund in the UK who take a
powerful lead on outcomes-based project funding. There is a lively debate
about impact measurement and whether this is viewed from the macro-
perspective of civil society and the role of voluntary organizations or that
of the organizations themselves (Reed et al., 2005).

Macro-level research has arguably been to the detriment of research at
the micro-level of individual organizations (Vigoda, 2001; McLaughlin,
2004). While research over the last 20 years has ‘gathered increasingly
reliable information about [voluntary organizations’] resources’, Half-
penny and Reid in their 2002 overview of sectoral research, mourn
the neglect of small-scale, localized agencies. Further, while sector-
ally sensitive performance measurement models have emerged, detailed
guidance for organizations on how to use them is yet to surface; as
yet, the main benefit of research is to ‘raise the debate on the wider
role and impact of the voluntary and community sector’ (NCVO,
2005c, p. 2).

Research, then, splits roughly two ways: one, at a policy level, often
interpreting the sector’s options for performance management in the
context of the government’s plans for public and voluntary sectors (for
example, Kendall and Knapp, 2000); the other, at a case-study level,
examining individual organizations’ choices and performance manage-
ment practices (for example, Dunn and Matthews, 2001) as a means of
evaluating sectorally appropriate approaches. Between these lie a num-
ber of reviews, the most important being the Johns Hopkins Comparative
Nonprofit Sector project, led by Salamon and Anheier, which produced
a series of national analyses in the mid-1990s. The space in-between is
also inhabited by more normative literature, in the sense of prescribing
good practice (for example, Hudson, 2004), deriving from the research,
advice and advocacy activities of organizations (in the UK) such as the
Directory for Social Change and NCVO.
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If we place all this within Thorpe and Beasley’s (2004) typology of
performance management research, it is ‘hard’ and ‘applied’ (in the sense
that the sector is driven by accountability and compliance issues) with
‘convergent’ views on the nature of performance management with a
mixed ‘urban’/‘rural’ focus: there is relatively little research crowding in
the sector but it has been confined to a small range of issues within the
sector. This is likely to change as the performance measurement agenda
broadens beyond external compliance and as a range of performance
criteria relevant to the sector is established.

A distinctive sector?

What, then, makes the voluntary sector ‘distinctive’, if it is at all? Promp-
ted by the consultations around the 1989 White Paper ‘Charities – a
framework for the future’, the National Council for Voluntary Organiz-
ations (NCVO) sought to set out a number of distinctive characteristics:

Voluntary organizations

• are free from the immediate demands and constraints of the market,
as they do not have to generate profits;

• do not need statutory backing for what they do, unlike local author-
ities;

• remain subject to the law, but their independence allows them to
be self-regulating and to have a flexibility and responsiveness that
organizations in other sectors may lack;

• set their own priorities and have freedom to change them to meet
new needs or to fill gaps left by State provision;

• offer a variety of channels for people to become involved with others
in an immediate and personal way;

• provide opportunities to exercise individual initiative, to offer cre-
ative solutions to what otherwise might seem to be insurmountable
problems or to be innovative;

• have room for the enthusiast and, on occasion, for the eccentric; and
• contribute to the healthy functioning of a plural and democratic

society (Nathan, 1990, p. 18).

Additionally, the external environment was changing: privatization and
contracting out of services meant that voluntary organizations became
part of mainstream service provision (Osborne, 2006c; McLaughlin,
2004). The effect of such changes after 1979 was that the traditional
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independence of voluntary organizations was under threat by greater
accountability to government through contracting.

Given these sectoral features, Wise (1995), Hind (1995) and Kendall
and Knapp (2000) all reject the relevance of performance measurement
seen wholly in accounting terms: voluntary organizations are not tied to
a corporate finance cycle. Performance cannot be measured reliably by a
single indicator. This is echoed by the NCVO’s analysis that ‘compared to
the private sector, voluntary and community sector (VCS) performance
measurement is generally far more complex’ because outcomes are less
tangible and tend to be more people-centred (NCVO, 2005c, p. 1). From a
non-governmental organization (NGO) perspective, Fowler (1998) agrees
that financial returns cannot be measures of performance for organ-
izations that offer services to those who cannot meet their full costs.
Moreover, assessing performance poses peculiar problems for voluntary
organizations:

• project delivery depends on the involvement of multiple actors;
• their behaviours are influenced by forces often out of their control;
• achievements often depend on control over resources which may not

be possible;
• time-scales leading to completion of projects can be very long; and
• the goal of human development depends on integrated action and

cannot be atomized into separately evaluated projects.

Three main conclusions emerge from these discussions about the sector’s
distinctiveness. First is that the lack of accountability to shareholders
imposes a heightened obligation on the sector to be socially and publicly
accountable (Drucker, 1990). ‘Performance management is particularly
important in Third Sector organizations because, unlike businesses, few
have the benefit of strong market forces to provide an external check on
performance’ (Hudson, 2004, p. 171). In reality, performance manage-
ment and accountability are not alien to sectoral values, but endemic
to them: ‘Few voluntary organizations are strangers to outcome or per-
formance assessment of one kind or another: their very existence often
requires them to argue their effectiveness in tackling social problems,
supporting vulnerable individuals or promoting particular causes’ (Kend-
all and Knapp, 2000, p. 106). Further, there are very clear accountabilities
even if they do not include shareholders. Organizations are under pres-
sure for improved reporting when public service contracts are accepted
(Blackmore, 2005) even though voluntary organizations are not demo-
cratically accountable in the way that public sector providers are (Kendall
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and Knapp, 2000). Voluntary organizations have multiple external and
internal stakeholders and often struggle with juggling reporting oblig-
ations (QSTG, 2004; Reed et al., 2005). So, the big issue is not whether
voluntary organizations are accountable but how they deal with multiple
accountabilities (Wise, 1995; Fowler, 1998; Kendall and Knapp, 2000;
NCVO, 2005c) within their performance management systems.

The second conclusion is that performance management approaches
have to be appropriate to deal with the distinctive features and dynamic
operating environment of the voluntary sector (Drucker, 1990; QSTG,
2004). Management models have been borrowed from other sectors
(Courtney, 1996) to fill the gaps in more home-grown research; and
Theuvsen (2004) notes with concern how ‘mimicry’ as well as eco-
nomic and governmental pressures have led to the common use of some
management techniques like strategic planning. Pressure from formal
regulation introduces performance reporting mechanisms into the sector
which, in some quarters, raises questions about their adequacy to cap-
ture the nuances and scope of voluntary activity (NCVO, 2005e). This
reaction, on the one hand, has inspired critical thinking about the archi-
tecture of performance measurement: what measures are appropriate or
inappropriate and whether creating standardized measures of perform-
ance should be an aspiration for a diverse sector (NCVO, 2005d). On
the other hand, the reaction has encouraged sectoral research to develop
methodologies and performance indicators beyond those borrowed from
both public and private sectors (Dunn and Mathews, 2001; Kendall and
Knapp, 2000; NCVO, 2005c).

Emerging models

Although performance management models in the sector are more emer-
gent than established, there is a general consensus about the purpose of
performance management. It is ‘essentially an internal organizational
tool concerned with the utilization of organizational resources, against
a number of priorities and organizational objectives’ (Osborne, 2006b,
p. 217). It provides a ‘feedback loop’ between the major actors – trust-
ees, managers and staff – and corporate goals (Hind, 1995; Hudson,
2004). The literature highlights two main accountability dimensions: to
the public at large, users and members, funders, government and other
external stakeholders (Wise, 1995; Kearns, 1996; NCVO, 2005b); and
to internal regulators – trustees, managers – to monitor achievements
and conduct and ensure the organization’s mission is delivered (Hudson,
2004; QSTG, 2004; Blackmore, 2005).
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Of these, external accountability is becoming the increasingly domin-
ant driver for performance management in the sector (Lock, 1998). In
comparison to literature on accountability in the public sector, research
here is still insubstantial (Kearns, 1996) although the emphasis has
already been skewed towards assessing financial performance (Connolly
and Hyndman, 2000; NCVO, 2005e). Leat (1993) advocates a much
broader performance assessment agenda acknowledging process and pro-
gramme accountabilities as well as financial ones. That said, several
studies show that voluntary organizations fail to do this well (Connolly
and Hyndman, 2001; Palmer et al., 2001; Cabinet Office, 2002; Charity
Commission, 2004), calling into question their capacity to partner gov-
ernment in service provision (McLaughlin, 2004). Both the skewedness
and effectiveness of current performance management practice, along-
side the debate on appropriateness, have stimulated investigation into
new models.

Strategic planning

Mainstreaming of voluntary organizations by Conservative Government
policy in the early 1980s required more robust management systems to
replace ‘muddling through’ (Landry et al., 1985). Thus, one of the earli-
est modern models was provided by strategic management and planning.
The essential theory is that management processes, such as performance
management, are aligned with strategy. The process is a systematic one
and involves establishing a vision which informs the organizational mis-
sion and this in turn determines the strategies, then their objectives and
supporting processes.

The model, promoted by the Directory of Social Change through
Hudson’s work on managing voluntary organizations (Hudson, 2004),
emphasizes the importance of systematic management to ‘holding
people accountable at different levels’. Wise (1995, p. 41) argues that the
strategic management cycle of needs-vision-mission-aims-actions can
helpfully feed into the operational performance management cycle of
aims-inputs-transfer/delivery-outputs to create an integrated model for
the sector (Figure 17.1).

As an essentially ‘borrowed’ model the caveats, as Hudson admits,
surround its ‘fit’ to the sector. Voluntary organizations frequently lack
integrated systems to capture data on performance and only recently
have systematically introduced performance indicators as a manage-
ment tool (Hudson, 2004). Further, Bart and Tabone’s large-sample
primary research into the hospital sector (1998) found that while mis-
sion statements had some value as ‘performance-enhancing drivers’,



238 PerformanceManagement in the Voluntary Sector

Needs
analysis

Vision

Mission

Aims

Outcomes

Inputs Outputs

Transfer / Delivery
processes

Operational
performance

Strategic
performance

Figure 17.1 Figure-of-eight model for value for money.
Source: Wise, 1995, p. 41

few organizations’ systems were fully aligned. Most failed to link their
management processes to their mission. Least aligned of all were HRM
processes designed to link people performance to organizational goals.
Nonetheless, voluntary organizations appear to have taken up the prin-
ciples of strategic planning in recent years and tend to sharply focus on
their mission (QSTG, 2004).

Quality systems

Osborne (2006b, p. 217) notes that ‘the experience of services by their
beneficiaries and their impact on them’ overlaps with the task of per-
formance management. The quality management approach represents
a second model or group of models used within the voluntary sector.
Case-studies, such as Dunn and Mathews’ (2001) account of the Cedar
Foundation in Northern Ireland, chart the use of several models. They
note the use of ‘soft’ outcomes related to user satisfaction rather than
‘hard’ outcomes in an approach that is highly participative – incidentally
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one of Drucker’s recommended hallmarks of a sectorally appropriate per-
formance management approach (1990). The Cedar Foundation adopted
a strategic planning model on to which it grafted several models and
standards – Investors in People, the EFQM ‘Excellence model’, ISO 9002
and the Balanced Scorecard – with the advantage of gaining a holistic
performance assessment approach with templates of performance indic-
ators drawn from the respective models. Their relevance, argue Dunn
and Mathews, is that they meet accountability requirements by external
funders and purchasers as well as focus on beneficiaries.

There are caveats too for borrowing quality standards. Voluntary
organizations, according to NCVO and the Futureskills 2003 survey, are
generally aware of available models – 94.4 per cent aware of Investors
in People and 53.4 per cent aware of EFQM for instance – but they are
rarely adopted. 39.3 per cent registered for Investors in People and only
8 per cent for EFQM. One factor accounting for such rejection is the ‘not-
invented-here’ syndrome: PQASSO, a quality standard developed by the
Charities Evaluation Service in 1997 for voluntary organizations is the
most used of all standards, accounting for 46 per cent of the Futureskills
survey respondents. Other factors are a lack of capacity, and resistance to
standards which are seen as a distraction to core operational obligations
(Centre for Voluntary Action Research (CVAR), 2004).

Perhaps most serious are the potentially distorting effects of multiple
quality standards that are being driven by funders (NCVO, 2004). On
the one hand, there is a danger of ‘decoupling’ where imposed perform-
ance measures are inappropriate to actual performance and are regarded
with resentment. On the other hand, there is a danger of ‘colonization’
in which organizations are distracted from their core mission in order to
comply with external measurement standards (NCVO, 2005c). Research-
ers at London South Bank University in 2004 evaluated the Community
Fund’s use of ‘preferred’ outcomes indicators to assess funding applica-
tions and revealed a variety of bidding behaviours to make projects ‘fit’
in with them (Macnamara et al., 2004).

‘POW’ – the public sector and beyond

Arguably, the most dominant investigatory model in use among service-
oriented voluntary organizations is influenced by the ‘production of
welfare’ (POW) framework. Though influenced by other disciplines,
POW is based on economics theory and breaks down production activ-
ity into inputs (resources), outputs (services and products) and outcomes
(ultimate impacts on users and beneficiaries). The framework has given
new public management its essential performance criteria – efficiency,
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effectiveness, equity and economy (Bovaird et al., 1988) – and in the
voluntary sector has been described as the ‘Value-for-Money Triangle’
(Wise, 1995).

With the introduction of formal, statutory regulation of charities at the
beginning of the 1990s, the Nathan Report (Nathan, 1990, p. 13) identi-
fied ‘a growing need for efficiency and effectiveness’ related to demands
inside and outside the sector. The Report promoted performance meas-
urement based on outputs and performance against agreed objectives
(‘effectiveness’) and the ratio between inputs and outputs (‘efficiency’),
adding that cost efficiency measurement was inadequate on its own.
Noting concerns about over-use of quantitative evaluation, the Report
commended establishing performance indicators to evaluate manage-
ment, resources, structures, methods of working and procedures as well
as economy measures and control over inputs.

Osborne (2006b, p. 218) raises doubts about the ‘rationalist tradition
of decision-making’ which underpins this approach, since it relies on
accessibility and availability of performance data when the ‘bounded’
reality of the sector is that limited information is held by different parties.
Osborne strains at the leash of the POW framework and argues for a
more contextually sensitive model for the voluntary sector. First, there
are other competing models around the sector including the ‘political’
approach, in which assessment is used as a means to an end to promote
or prune activity, and the ‘pluralist’ model which acknowledges multiple
stakeholder requirements for performance review. Second, indicators
need to be developed respective to different levels of performance –
organizational, team, individual. Third, specific sectoral needs for per-
formance measurement have yet to be established. These he goes on to
define:

• context monitoring, including assessment of the corporate environ-
ment, collaborations with other agencies and partnerships;

• strategy monitoring, checking alignment of processes and aims;
• progress monitoring, assessing targets-on-time;
• detailed activity monitoring;
• impact monitoring, measuring achievement of high level objectives;

and
• catalysis monitoring, assessing impacts on other agencies.

Extending POW

Kendall and Knapp (2000) argue that a multiplicity of stakeholders
and their preferred measurement standards, specific accountabilities (for
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example, to the public, funders or government) and internal, operational
needs for performance data, demands ‘indicators that range beyond
those conventionally employed in for-profit firms and public organ-
izations’ (p. 129). Just as Osborne extended the POW framework by
examining the foci of performance measurement, Kendall and Knapp
propose extending performance criteria beyond efficiency, effectiveness,
equity and economy (NCVO, 2005c). This new managerialist approach
is deficient because it fails to measure:

• the effect of trust and voluntarism;
• the capital that lies within networks of people and collaborating agen-

cies who together may produce a qualitatively different quality and
type of impact; and

• innovating behaviour in the sector geared to improving or developing
different kinds of service provision.

To Bovaird’s public sector-derived criteria, Kendall and Knapp now add
choice and diversity, social justice or equity, participation, advocacy
and innovation. The production of welfare process is not a closed
system and organizations are influenced by both the meso-context
of their networks and the macro-level context of society, politics
and policy. The latter context, encompassing government, profes-
sional rule-makers and powerful social values, may be perceived to be
remote by stakeholders in the production system; but it has power-
ful indirect influences such as the expectations placed upon pro-
fessional workers, as well as operating more directly through, for
example, government funding decisions. The ‘meso-level’ social con-
text often acts on welfare production systems in a more benign
way, as relationships built on trust cross organizational boundaries
through communities of interest and practice, geographically prox-
imate groupings and virtual networks (Kendall and Knapp, 2000,
pp. 115–17).

Thus the POW framework is extended even further to encompass the
influential contexts of performance. But – given the power of the macro-
context in particular – has the ‘context’ not taken over some of the
‘text’? Performance management, at least in some areas of service provi-
sion, is in danger of being dictated by external stakeholders rather than
having an internal rationale such as being intrinsically good practice.
The attendant difficulty is that organizations pay lip service to external
requirements and develop ad hoc management processes that are seen to
distract them from the real business of service (Macnamara et al., 2004).
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Modernization

The fifth model raises immediate concerns about the impact of govern-
ment on the sector:

The recent governmental ‘cross-cutting review’ of the role of the
voluntary and community sector (VCS) in the provision of pub-
lic services in the UK . . . establishes a distinctive voluntary sector
modernization agenda that involves the VCS in embracing the core
tenets of the New Public Management, including a commitment to
professional management, an adherence to standards of audit and per-
formance management and an embracing of contractual approaches
to inter-organizational governance.

(McLaughlin et al., 2002, p. 556)

McLaughlin et al. thus chart the resurgence of an old managerialist model
in a New Labour skin. The Cross-Cutting Review promises to integrate
the voluntary sector into public service provision as never before but
it highlights two difficulties with performance measurement practice.
One is that the lack of consistent and accurate performance data in the
voluntary sector makes it impossible for organizations to demonstrate
how they might contribute added value to service provision. The second
is that if organizations cannot provide performance data evidence, the
government cannot include them as partners in public service provision.

The modernization ‘model’ proffered by government would require
improving information from this sector, developing a standardized
information return that helps compare providers and their perform-
ance, agreement on reporting standards and a timetable for introducing
new management information systems. This model McLaughlin believes
‘will require further extension of managerialist approaches into the VCS’
(McLaughlin et al., 2002, p. 560) and will split the sector into two – the
modernized and the non-modernized who will be effectively marginal-
ized as contributors to civil society. This is an explicitly imposed model
which suffers from difficulties well-defined in the literature of being
top-down and assuming a too standardized approach to performance
management.

Tensions

Throughout this analysis, clear gaps in research have been described that
are related to the relatively unsophisticated development of perform-
ance management in the voluntary sector. Just as clear are important
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unresolved tensions which will colour and define future initiatives. To
conclude, I want to identify the tensions that are likely to influence the
continuing research agenda in the sector.

Distinctiveness vs. standardization

A large proportion of literature on the sector has tried to establish
the sector’s distinctiveness. An immediate difficulty here is in defining
its identity as distinct from other sectors since the voluntary sector is
increasingly drawn into a public service agenda and is evidently influ-
enced by other-sectoral management models and techniques (Theuvsen,
2004). The pressures against organizations’ autonomy are immense. Lock
(1998, p. 410) believes that ‘the contract culture is changing the very
nature of charities and their regulation’. Stoker notes the pressure in
favour of charities having legal duties to publish their performance cri-
teria (Charity Commission, 2004). McLaughlin (2004) is highly critical
of neo-corporatist prescriptions from government and urges the sector
to stand against ‘one best way’ modernization ideas.

Some kind of standardization of performance measurement and
reporting, of course, is important to retain public confidence (Charity
Commission, 2004), but despite the publication of a Statement of Recom-
mended Practice for charities (SORP) in 1988 and its revision (SORP 2)
in 1995, voluntary organizations still struggle with complying (Palmer
et al., 2001). The problem is general and deep: ‘Existing performance
reporting at the level of individual voluntary and community organiza-
tions (VCOs), sub-sectors and the VCS as a whole is limited. This implies
that there is inadequate performance information to support VCOs and
VCS efforts to improve performance’ (NCVO, 2005e, p. 6).

Moreover, no agreement has yet emerged in the literature on what sets
of performance criteria are important and appropriate to a diverse sec-
tor. (There is much greater clarity about what criteria are not (Kendall and
Knapp, 2000)). Outcomes measurement has gained some currency in the
sector as a distinctive approach but it nonetheless causes confusion and
some resentment as being too funder-driven (Macnamara et al., 2004;
NCVO, 2005d). Difficulties remain with measuring soft outcomes, with
long time-scales, with different types of impact and types of activity
where outcomes are hard to establish. As the NCVO admits, ‘tools for
impact assessment are still in their infancy’ (NCVO, 2005d). New per-
formance criteria to evaluate processes that have been proposed in recent
years are, Kendall and Knapp (2000, p. 129) admit, ‘inherently difficult
to pin down’.
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For the sector to win the debate about being distinctive it has to
define its particular economic role and identity. As Blackmore (2005,
p. 2) remarks, those organizations which accept public service contracts
will need to establish ‘the distinctive value they bring to public services’.
The pressure on developing meaningful performance criteria and meas-
urement models will remain intense so long as public accountabilities
exist.

Internal vs. external rationales

The importance of accountability as a primary driver of performance
management introduces a second tension. While external rationales
are well defined and covered by research (for example, Connolly and
Hyndman, 2000), the debate continues on what this will mean for con-
ceptualizing performance management in the sector and, indeed, for
the sector as a whole. On the other hand, internal rationales for per-
formance management are less defined and relatively neglected in the
literature. Nonetheless, voluntary organizations are called to account
both externally and internally (QSTG, 2004).

With pressures from regulation and stakeholders, assessing organiz-
ational performance is an unavoidable issue, even if the sometimes-
competing claims of multiple stakeholders make it difficult (Kendall and
Knapp, 2000). Voluntary organizations are ‘increasingly subject to influ-
encing agents’ (Kellock Hay et al., 2001, p. 240). If McLaughlin’s (2004)
prognosis is borne out they are likely to lose a leading role as agents of
modernization by being suborned as the subjects of it.

How far voluntary organizations integrate external performance stand-
ards into their own vision, mission and culture is questioned by sev-
eral commentators. Some of these standards are rejected outright as
too costly, bureaucratic, irrelevant and measuring the wrong things
(NCVO, 2004; QSTG, 2004). Funders, purchasers and inspection agency
requirements that preferred quality standards are used are ostensibly
in a bid to raise quality; there is evidence though that organizations
adopt them simply to enhance their ability to compete for contracts
(Kellock Hay et al., 2001) and enhance their legitimacy (Theuvsen,
2004).

The other side of the debate is how far voluntary organizations have
robust internal regulation mechanisms, and arguably the power of
external audit bodies have inhibited their development (Palmer, 1995).
A lack of resources available for administration is ‘exacerbated by the
pattern of funding, which favoured short-term project working over sus-
tained development funding for infrastructure’ (Kellock Hay et al., 2001,
p. 253). The ‘every penny counts’ mindset bred from organizations’ keen
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sense of public accountability takes investment away from internal man-
agement including HRM, training and performance appraisal of staff
(Cunningham, 1999; Alatrista and Arrowsmith, 2004; QSTG, 2004). Thus
both research and the practice of performance management in the sector
appear to be unequally strung between reporting for external accounting
purposes and collecting performance data internally for organizations’
own learning and development (NCVO, 2005c).

Macro vs. micro

The third tension concerns the symmetry of the levels at which perform-
ance management research is, or will be, conducted in the voluntary
sector. Halfpenny and Reid (2002) are concerned that:

. . . the stress placed by both policy analysts and researchers on part-
nerships, inputs and output measures gives prominence to those
voluntary organizations that are structured, formalized and pro-
fessionalized, and therefore capable of cooperating or competing
with public and private sector organizations. This ‘professional turn’
diminishes the attention given to the messy and muddled yet vibrant
sorts of voluntarism that often spring up as collective expressions of
opposition to state and private sector policies and practices.

(p. 543)

This echoes McLaughlin’s (2004) view that modernization leads to
only a ‘selective engagement’ between government and certain kinds
of voluntary organizations.

Clearly, the movement towards ‘professionalism’ is unstoppable in
the current regulatory climate and should therefore retain a major
place on the voluntary sector research agenda. Considering too the
macro-perspective of the sector’s contribution to achieving the goals
of civil society, those organizations sophisticated enough to manage
the accountability demands of properly evidenced performance assess-
ment should continue to receive attention. However, there is a real
danger of losing sight of the role of ‘patchwork quilt of social services’
(Fowler, 1998, p. 150) who may plug the gaps left by well-resourced larger
voluntary organizations who, in turn, plug bigger gaps in public services.

Vigoda (2001) identifies an inverted pyramid of research coverage
of organizational performance: at the top, broadest attention has been
given to private and public sectors with more restricted treatment of the
voluntary sector. Further down, these studies have focused on macro-
issues such as efficiency and effectiveness, with the least attention given
to examining the workings of individual organizations trying to cope
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with changing contexts. Vigoda thus poses a challenge to researchers to
redress the balance and regard the voluntary sector as a rich focus for
research.

Conclusions and reflections

This overview has revealed a dynamic and changing performance man-
agement agenda in the UK voluntary sector. It will likely continue to
evolve as organizations refine their identities vis-à-vis their public sector
partners and the market. As such the relatively narrow focus of research
is likely to widen as the voluntary sector comes to grips with regulatory
and public accountability issues and with broader performance criteria
beyond the strictly financial. Emergent models are throwing up exciting
questions about outcomes assessment, different levels and contexts of
performance, and appropriate forms of performance data that will sat-
isfy the needs of both external stakeholders and regulators and internal
management.

Many of these issues are not limited to the UK context, though we have
mainly concentrated on it here. Kearns (1996), commenting from a US
perspective, identifies accountability as one of the key debates in non-
profit organizations; he argues how organizations should answer public
expectations across a wide spectrum of indicators, from organizational
performance to ethicality of behaviour. The relative neglect of the sector
in research circles, which we have noted in the UK, is also repeated else-
where. Cooper, as long ago as 1990, called for greater attention to the
non-profit sector in the American literature on accountability, which he
described as ‘neither substantial nor sophisticated’ (1990, p. 18).

We have seen throughout this analysis how the sector is struggling
to develop its own measurement and assessment approaches, extending
beyond tools and philosophies belonging to other sectors, while some-
times being held uncomfortably to account by the systems of service-
partner and donor stakeholders. This kind of struggle we saw at work
in the use of quality assessment frameworks in the sector. Looking for-
wards, this chapter has outlined a number of unresolved issues which will
influence the development of performance management approaches –
moves to standardizing performance reporting, questions about the con-
tinuing impact of regulation on the sector, and, indeed, what the sector
will even look like in the future.
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Viewing Performance
Richard Thorpe and Jacky Holloway

Introduction

When this book was first conceived, we envisaged that this chapter would
be able to bring together all the disciplines and fields of study with which
we were working and present them in a single schema. Our inspiration
for this was a paper by Easterby-Smith (1997) in which he examined the
concept of organizational learning from a multidisciplinary perspective.
What he was able to create was a template that allowed the reader to
understand the concept from a range of different disciplinary perspect-
ives. By doing so he was able to offer a more holistic understanding. As
our aim was similar – namely to seek a better understanding of the often
very distinct contributions relating to performance that are embedded
in the diverse set of academic disciplines and traditions that focus on
aspects of performance and how it can be measured and improved – we
initially began by adopting the same framework used by Easterby-Smith
(1997) and attempted to use his categories. Through such an approach,
we aimed to gain a better understanding of what constitutes perform-
ance management, especially in multidisciplinary contexts, and by so
doing to contribute to improved practice and theory.

We first identified the base discipline from which the conceptualiza-
tion of performance arose (such as psychology, economics or engineer-
ing), and the ontology or system of belief that underpinned the way in
which each discipline set about researching the topic within their par-
ticular field. We then moved to understand better the research methods
that were being used and the ‘problematic’ which forms the basis of any
particular study or enquiry. Our initial expectation was that from this
analysis we might observe a set of prevailing drivers within each dis-
cipline; for example, a view that performance was predominantly about
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human behaviour or the quality of the information that could be brought
to bear in any particular set of circumstances. From the perspective of
understanding the nature of the discipline, and an understanding of
what counts as knowledge or truth, we would then, we believed, be in
a position to identify the contribution each discipline brought to the
field. Furthermore, we deduced that only by understanding the contri-
bution each discipline makes and how it has emerged would we be able
to suggest how it might be possible to construct effective multidiscip-
linary teams of researchers or practitioners to take our understanding of
performance to a new level.

In reality, what we have arrived at is a rather incomplete framework or
schema. This is because on analysis of the disciplines they appear to be
at varying stages of development with respect to models, methods and
theoretical contributions. They are also diverse in terms of the extent to
which we could discern explicit or even implicit theoretical roots and
ontologies. Notwithstanding, we have drawn out a number of themes
which our disciplines and sectors exhibit and these are presented in this
chapter, together with some emerging lessons for performance manage-
ment practitioners. Many of these themes are not fundamentally new
and have been identified before (for example, see Bowey et al., 1986)
but warrant restating, given the evidence provided by the contributions
made to this book.

Common themes

Although most of the chapters in Part II were written to a common brief,
the early stage of development of performance management research in
many fields meant that the data was not robust enough to reveal detailed
patterns within each discipline. What was possible though, on analysis
of the content of all the chapters, was to identify some general emerging
themes and patterns that were common across all the disciplines and
sectors.

Simple unitary measures

One strong trend that many of our writers mention is the way practi-
tioners quickly move away from relying on one measure (or a very small
number of measures) to suites of performance measures and indicators
that better reflect the performance management and control objectives
which they address.

Single measures, they indicate, may have been useful at a time when
activities were more predictable (or thought to be more predictable),
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but soon both practitioners and analysts recognized these failed to take
account of such things as operational scale and the interdependence that
exists between factors. Also the traditional unitary measures depended
upon the nature of the industry and discipline that was undertaking the
measurement; hence HR specialists measured the performance of people,
and operations managers measured the performance of machines. Seeing
the deficiencies in unitary measures, particularly how they failed to pick
up the importance of inter-dependencies and were prone to ‘gaming’,
subversion or manipulation led to a move to identify multiple measures
that reflected the different dimensions that made up the performance of
an enterprise.

Efficiency and effectiveness

In our review of the history of performance measurement and manage-
ment, we could see some disciplines collecting an ever-increasing array
of data to reflect the performance of a firm in their search to account for
the variability of input and several kinds of output, or combinations of
outputs. Their aim was to produce a classical ‘production function’ which
might often, depending on the disciplinary perspective, be represented
mathematically.

Crudely stated, this theoretically orientated approach to productivity
that seeks to capture and measure as many variables as humanly possible,
bears little relationship to what academics observe on the ground as man-
agers strive to improve the performance of their organizations. Despite
this, financial analysts have achieved fame by using such ‘whole system
measures’ as they sought to judge the viability of particular enterprises.
For example, in the 1970s Clarkson and Elliot of the Manchester Business
School were able to predict the collapse of Rolls Royce several months
before it happened, and Ingham and Harrington (1980) proposed a sys-
tem (or pyramid) of financial ratios to compare the performance of
companies in similar industries in order that relative performance could
be assessed. What is striking here is that the multiple measures used
by those managers who tried to measure the whole system were still
rather static. They still only measured the easily measurable (e.g. out-
put volumes, person-hours deployed or financial costs incurred) and
they still retained their focus on efficiency, only showing how to do
the known tricks faster. There were few signs of a shift to effectiveness
measures incorporating notions of relevance, and even fewer incorporat-
ing a strategic dimension related to the requirement to retain or develop
future competences or capabilities.
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In some respects, public services have led to the development of
more sophisticated measures (for example, of longer-term impact, cost-
effectiveness, user satisfaction and value added). The public sector has
also exhibited a tendency to develop excessively complex performance
indicator systems however, with dozens of potentially conflicting politic-
ally driven targets. Public service modernization in many countries since
the 1980s (characterized by various forms of quasi-market and partner-
ship arrangement and wider citizen involvement) has engendered more
externally focused performance management systems than those found
in many companies still today.

Embracing soft and more strategic aspects of performance

What we see from the contributions in Part II is a gradual move away from
a simple focus on the ‘harder’ (easy to measure and usually quantitative)
variables in organizations and a move over to embrace a range of ‘softer’
measures that signal a recognition of what the organization might need
to do in order to be successful into the future. In many of the chapters, we
see a widening of the concern for performance from inside to outside the
firm or organization through a concern to understand stakeholders of all
kinds, from customers to pressure groups. A few disciplines are actively
engaged with concerns in relation to environmental matters that also
serve to signal their understanding of not simply the immediate impact
of what the organization does, but also of the implications for wider
society.

Mintzberg (1982) recognized many years ago that effectiveness implied
the combination of productivity with relevance, and required not simply
an optimum combination and efficient use of inputs (whatever they were
to be) but additional factors such as judgement, initiative and adapta-
tion. It was the growing importance of qualitative components that were
missing from many judgements being made about performance. From
a similar period, we find detailed national and international debates in
healthcare and education about the nature (and affordability) of ‘high
quality’ services (see, for example, Maxwell, 1984); and early attempts to
employ performance management frameworks such as quality assurance,
devised for manufacturing, in the service sector.

It is clear that over the years each of the disciplines we have examined
has widened their understanding of the kinds of performance meas-
ures in use. This reflects a shift towards measurement and management
systems that address the real priorities of, and issues faced in, the organ-
ization and away from measures especially in the public sector that tackle
a short term (often politically embarrassing) problem.
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To affect overall organizational performance, contingency theorists
have provided insights into ways of devising performance measurement
systems that link business strategy with organizational culture. Viewed
in this way, as systems components, performance systems can be seen
not only as a means of measuring things, but also as part of a policy
instrument that works to influence change by carrying appropriate mes-
sages that reflect and influence behaviour in particular ways. If one takes
a contingency perspective, then the quest is not for one type of meas-
ure for all situations and businesses, but for more appropriate sets of
measures of inputs, processes, outputs and outcomes that ‘fit’ particular
circumstances. (See Holloway, 2002 for some contributions from con-
tingency and systems perspectives to performance management systems
design.)

The importance of process and change

As Lawler and Bullock (1978) observed when commenting on changes
to payment systems, most approaches to the design of measurement sys-
tems are top-down; they assume that those at the top of an organization
are capable of making all the necessary decisions. What we again see
from the chapters in Part II is that if a wider process of consultation
takes place in the design of performance measures, three things happen.
The first is that both management and employees learn more about the
priorities being measured and what changes might be needed to be made
to support them. Second, if this happens then there is a better chance
of a broader set of measures emerging, as happens with the balanced
scorecard approach, that will, for example, measure important processes
and not simply support functions. (By the latter we mean those ‘support’
activities that do not exist as entities in their own right, but instead exist
only to better deliver the product or service; for example, the HRM or
accountancy functions within a firm.) Use will also be made of external
as well as internal measures. And third, and perhaps most importantly
of all, there would be a critical mass of individuals committed to change
and the success of whatever is decided.

What we can detect from the trends in Chapters 5–17 is the adop-
tion of action research approaches to data collection and change with
respect to performance management. These link strategy with learning
and design, as opposed to linear traditional rational planning and imple-
mentation. Measurement then has become part of an interactive process
that places emphasis neither on the system itself nor solely on the simple
matching of the performance measurement system to the organizational
circumstances, but instead recognizes that a good management team can
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Figure 18.1 An inclusive performance measurement design approach

achieve success through a robust process of engagement and iteration.
The participatory process serves then to drive the organization forward in
the direction in which its performance can be maximized (Figure 18.1).

What then are the approaches we might recommend?

First, broadening and deepening our understanding of performance
management processes as illustrated by the above themes can help us
to draw some conclusions about the scope for more effective perform-
ance management systems. Without wishing to be prescriptive, evidence
from our discipline and sector reviews suggest the following promising
approaches.

Drawing on as wide a range of information sources as possible

The action research approach to performance management identified in
some disciplines recognizes that learning and changing amongst organ-
izational members are social processes, in which the experiences of the
organizational world are developed and shaped through contacts with
others. As a consequence, if behavioural change is to be one of the
outcomes, solutions need to be found by listening to the views of others.
In the context of performance management, an important task for man-
agers will be to create clarity of purpose in such situations and, through
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the resulting debates and a process of fact finding, establish a clearer
view of ‘who wants what’ within the organization. This clearer view or
account of what would otherwise be contested issues in the organiza-
tion offers employees a better climate within which performance can
be managed and understood. Evidence of how this process might work
already exists in studies conducted within particular fields of manage-
ment (for example, in the approach adopted by Investors in People and
in approaches to payment system design and implementation, Thorpe,
2000) but has never really been brought together as lessons for the field
as a whole.

What managers might begin to consider is how they can develop a pro-
cess that uncovers the understandings, expectations and motivations of
organizational members and matches these to a thorough environmental
assessment of the priorities the organization will need to focus on if it is
to succeed. In some chapters, we have seen these explorations encom-
pass a wide understanding of stakeholder views in a global as well as a
societal context.

This process might well need to be undertaken at two levels. At the
senior management level, to clarify the organization’s priorities might
include a clear understanding of the organization’s value and supply
chains in order to uncover the organization’s core capacities which
incorporate present skills as well as accumulated knowledge and organ-
izational processes. At a more operational level, the challenge is to
communicate these to the workplace and to learn from employees how
these core capacities might be best measured (qualitatively as well as
quantitatively) and how change might be best achieved.

Such a process appears to us to be extremely important in helping
managers really understand their organizations, even if the problems
of collecting information, consulting and revising ideas prior to imple-
menting change are likely to demand considerable time and effort; there
are few short cuts.

Engaging the commitment of senior managers

The change literature is full of examples where David has managed to
beat Goliath and new systems have been gradually modified or subver-
ted on implementation. What the research literature indicates (Kotter,
1995; Pettigrew and Whipp, 1993) is that senior managers need to be
involved at the beginning of every change and have the commitment
and competence to carry though the programme if it is not to be modi-
fied or subverted by others in the organization pursuing different goals
and objectives. Senior level involvement will also ensure that a close
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link is established and maintained between the strategic and the opera-
tional, and that coherence in the performance measurement systems are
maintained. Middle managers should also not be overlooked and a clear
role in designing and implementing any process should be identified
if they are not to feel threatened or disenfranchised. It is also import-
ant that employees at this level have prior training and clear briefings
if they are to feel confident in their roles. The commitment of employ-
ees at junior levels can be greatly influenced by how they perceive and
experience the commitment of those at more senior levels. Powerful mes-
sages can come from relatively small but symbolic cuts associated with
performance management systems, serving to undermine change.

Ensure that key staff at all levels make a contribution

As with any significant organizational change, to improve performance
systematically it is important to encourage participation by establishing
a large enough coalition of staff to drive through the changes.

The experience of organizations making change has shown that
providing both formal and informal opportunities for participation dra-
matically improves performance. The key here is good human resource
management practice in particular (Pettigrew and Whipp, 1993) espe-
cially the involvement of organizational members (at any level) who can
see a wider context than simply their current role. The processes of leader-
ship, team development and information seeking that are intrinsic parts
of powerful approaches such as benchmarking and the balanced score-
card need managing in their own right (Francis and Holloway, 2007).
Such approaches generally require inputs from different functions, and
involve examining key internal processes in depth as well as looking out-
side the organization for comparators, all of which can be uncomfortable
especially for newly established multidisciplinary teams.

Be process led and let the identification of the measures emerge – in
contrast to having a preconceived view of what the measures
should be

As we have indicated, the importance of process has been vastly under-
rated and ‘tools’ such as the balanced scorecard and benchmarking serve
not merely as tools in their own right, but also as vehicles around which
debate and discussion can take place leading to new understandings and
action.

The strategic nature of designing a performance management or meas-
urement system can not be overstated. As performance integrates with
culture, a process of change that involves many will permeate a large



Richard Thorpe and Jacky Holloway 257

area of the organization and require the re-organization and revision of
procedures. It provides the opportunity for improving performance in a
variety of ways – what Pettigrew and Whipp (1993) refer to as ‘coherence’.
These improvements might be in the area of communication, central
procedures, technology or training – essential processes supporting the
desired outputs and outcomes.

The complexity and unpredictability of such systemic interconnec-
tions is often underestimated in performance management system
design. There are very few simple ‘cause–effect’ routes to better perform-
ance. For example, research studies have shown that when payment
systems are used as interventions and catalysts for broader organiza-
tional changes they have led to improvements in motivation. But simply
linking ‘pay’ to ‘performance’ rarely has the desired effect.

Performance measurement systems affect almost all other sub-systems
of an organization, both directly (e.g. training, development and
appraisal procedures) and more pervasively via information systems,
job design, management style and organizational culture. Investment
in gaining an in-depth understanding of input–process–output–outcome
relationships almost always pays off.

Emerging messages for performance management

We have already acknowledged that the discipline and sector studies
assembled in this book reflect ‘work in progress’, as most authors have
been venturing into largely uncharted territory. They and their peers may
undertake, or advise on, performance management using their specialist
knowledge; but like most specialists they had not previously taken stock
of their contribution to wider knowledge about performance manage-
ment in the way that we asked them to do for this book. Nonetheless,
their combined wisdom leads us to highlight the following, generic and
cross-discipline messages. Some consultants who engage in process con-
sultancy (for example, Employment Relations Ltd.) are already clear on
the approaches that need to be employed but the key points we feel
need to be taken into account by anyone designing, implementing or
managing a performance measurement or management system include:

1. Being clear about what needs to be prioritized – no organization can
measure everything so choices have to be made.

2. During the prioritization process, there needs to be clarity on what the
different functions are in the organization and how they relate one to
another. As a consequence organizations need to consider how they
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can measure processes and identify intra-organizational priorities. It is
accepted that these may well be different between different products
and services or between different processes within an organization.

3. In connection with the above, organizations need to be careful not
to overemphasize the performance of sub-systems or support func-
tions at the expense of those activities that really add value to the
enterprise. Within an organization, attention should be paid to cross-
cutting processes that make sense to customers, both internal and
external.

4. To ensure coherence, tensions that might exist between different
functional areas need to be made more explicit and resolved. If not
they may rapidly damage the performance management system.

5. Measures should include qualitative aspects of performance, the ‘how’
as well as the ‘what’. A proper understanding of customer satisfaction
or staff motivation, or a particular capability embodied within the
staff might be extremely challenging and require imaginative use of
measures.

6. Linked to the qualitative nature of performance measures, inputs into
a system, such as the competence of staff for a particular role, might be
far more important than the recording of outputs. They therefore need
to be carefully understood so that knowledge of how organizational
change can be facilitated and properly understood can be used to
protect the future of the organization.

The focus here has been on implications of contemporary performance
management research findings for managers and organizations. In the
concluding chapter, we take stock of the ‘state of the art’ in our selec-
ted disciplines, and assess the implications for the future performance
management research agenda. We also reflect on the wider messages
for business schools as key players in the development of performance
management practitioners.
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Conclusions and Reflections
Jacky Holloway and Richard Thorpe

Introduction

In this closing chapter we take stock of the trends revealed in the dis-
cipline and sector-based analyses, and revisit the case for more explicitly
interdisciplinary or transdisciplinary performance management research
and practice.

Much of the dissemination of our emerging knowledge about the pro-
cess and impact of performance measurement and management takes
place via business school-based management education, training and
development (from vocational training through to MBA and doctoral
programmes), as well as research outputs. These activities bring most
management academics into regular contact with practitioners – but how
far does what we teach reflect the real world challenges of managing per-
formance, and contribute to the sharing of effective practices? And what
is the perceived relevance of academic research to the wider community?

In concluding this volume we reflect on the implications of the know-
ledge of performance management assembled here, for business school
teaching. We also consider whether academics could do more to exploit
the opportunities available to them to undertake research, both on what
practitioners do in the name of performance management and on its
effects.

Is the whole more than the sum of the parts?

In Chapter 18 we discussed some general themes and messages for
managers, arising from an overview of the accounts of performance man-
agement included in Part II. Each discipline contributes some distinctive
elements to a broadening and deepening appreciation of the nature and
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challenges of performance management. But given the degrees of com-
monality in the language, research methods, dimensions of interest and
even performance management techniques applied by practitioners, we
wonder whether what we observe is the emergence of a generic approach
to performance management research and practice.

Clearly we have presented a highly complex field operating across
many levels and contexts and, as a consequence, it appears unlikely that
we are on the verge of being able to offer the reader a single framework
for investigating or explaining performance management practices and
their impacts. (Whether this is desirable, is a philosophical and ontolo-
gical question not really appropriate for this book!) But perhaps now, it
is possible to simplify the picture somewhat and make it slightly easier
for researchers and practitioners to make sense of what is required of
organizations in terms of their performance management capabilities as
they seek to find ways to meet those needs.

Table 19.1 summarizes some of the key characteristics of all the discip-
lines and sectors featured in this book, as an aid to comparing and taking
stock in terms of research approaches and practical issues addressed, and
identifying gaps or neglected areas in practice or research.

By scanning Table 19.1, some general impressions can be drawn which
have wider implications for researchers in particular.

Let a thousand flowers bloom . . .

First, a broad sweep across the wide selection of disciplines and sectors
yields a complex and diverse picture both of research and management
activity. Where there are signs of convergence they mainly relate to:

• the adoption of a handful of contemporary PM tools such as
the Balanced Scorecard (unsurprisingly, given its multidimensional
approach) by practitioners who are studied and/or advised by
researchers;

• the sustained popularity of efficiency measurement (again unsur-
prising, since very few organizations or sectors today can afford
waste!); and

• the use of a relatively narrow set of research methods.

To expand on the last point, although a growing number of discip-
lines are introducing qualitative, ethnographic or systemic research
methods, the majority have roots in more positivistic approaches and
few disciplines show any signs of abandoning their quantitative tools
(surveys, statistical analysis, mathematical models and the like). Indeed
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Table 19.1 Key features of performance management practice and research

Discipline/focal
sector

Main levels of focus
for PM activity

Dominant
dimensions of
performance
addressed

Research ‘paradigm’
or preferred
approaches

Emerging trends in
practice

Emerging trends in
research

Strategic
management

[see in particular
Chapter 4]

Markets, industry
sectors; firms

Efficiency,
effectiveness (goal
attainment, e.g.
market share)

Quantitative
(economics-based);
complex modelling,
e.g. networks;
intra-org. processes
and capabilities

Identifying core
value drivers and
how to protect and
enhance them;
moving away from
‘what is our market
share?’ to ‘how can
we change?’
‘what are causal
relationships &
environmental
influences?’;
stakeholder
perspectives explored

Resource-based,
knowledge-based
views still growing;
how to identify and
measure key
dynamic firm
capabilities; elements
of structural
contingency theory
Dynamics of
manufacturing
processes Interplay
between strategy and
culture (corporate,
national)

Occupational
psychology and
organizational
behaviour

Individuals, groups,
within organizations

Efficiency
Effectiveness
(Mainly operational)

Primarily
quantitative,
sometimes
experimental

Job (re)design,
simplification of
operations;
occupational stress
(costs/effects of)
Wider systems
perspectives
becoming more
common

Occupational stress
(causes of);
qualitative
approaches
becoming more
common, as
perceived to add
explanatory value
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Table 19.1 (Continued)

Discipline/focal
sector

Main levels of focus
for PM activity

Dominant
dimensions of
performance
addressed

Research ‘paradigm’
or preferred
approaches

Emerging trends in
practice

Emerging trends in
research

Human resource
management

Ranges from strategic
level (including
resource-based view)
to operational –
linking effort to
reward

Efficiency and
effectiveness
of people,
predominantly at an
operational level in
the context of
individual’s roles

A move to
qualitative indices
(still at an early
stage) that makes the
link to the need for
cultural fit and a
process approach

To link individual
goals with
organizational
priorities and the
development of a
competency ‘process’
approach that
connects the what
with the how; PM as
integrating
mechanism linking,
e.g. job design,
training and
development and
organizational
priorities; also a
managerialist strand,
e.g. move to metrics,
EFQM, balanced
scorecard

Views about hard
and soft HR and
investigations into
an RBV on
performance;
strategic integration
of leadership and
change in line with
the debates about
what HRM is or
ought to become;
emerging critical
dimension, e.g. MBO
is really about
re-establishing
authority and pay is
about re-establishing
control, not
managing
performance

Operations
management

Small group/
operational,

Efficiency,
effectiveness

From quantitative
and reductionist

Increased complexity
away from single

Cross-disciplinary
studies, e.g. with



263

moving up supply
chain

(immediate); awareness of
strategic impact
growing; quality
(multidimensional)

to more qualitative;
company case studies
(mixed data)

operations and
efficiency to systemic
connections along
supply chain; from
internal focus (e.g.
BPR) to externally
driven change (TQM,
benchmarking,
balanced scorecard)

marketing,
information man-
agement/systems

Qualitative studies,
e.g. of innovation
and change

Recognition of effect
of operations
on strategic
performance

Transfer of
methods across
sectors, e.g. supply
chain partnerships,
‘lean’, from
manufacturing to
NHS

Project
performance

Usually group within
organization; or
time-limited
multi-organization
network

Efficiency (e.g. EVA);
effectiveness

Past:
time/budget/specification;
becoming more systemic

Mainly rational,
quantitative; becoming
more holistic

Project failures
exposed limits of
‘time/budget/speci-
fication’ approach.
Becoming more
inclusive – whole life
cycle focus; whole
systems; BSC;
multiple stakeholder
perspectives
considered

Developing
multidimensional
measurement tools
(but ideally the
ones leading to
single figure!);
widening out, e.g.
measuring strategic
impact; examining
stakeholder views
of ‘success’
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Table 19.1 (Continued)

Discipline/focal
sector

Main levels of focus
for PM activity

Dominant
dimensions of
performance
addressed

Research ‘paradigm’
or preferred
approaches

Emerging trends in
practice

Emerging trends in
research

Operational
research

Organizational goals,
individual or group
impacts

Efficiency,
effectiveness;
predictability and
control

Positivistic origins;
becoming more
diverse but still
mainly quantitative

Intrinsically
quantitative
professional work
(in-company and
consultancy);
behavioural
elements seen as
external and
independent
contingency
variables

‘Soft OR’ introduced
qualitative,
participative
approaches, but
rarely applied to PM;
application areas
slowly widening
from manufacturing
and logistics;
computer modelling
increasingly
powerful

Marketing Organizational goal
setting (e.g.
shareholder value,
brand equity)

Efficiency,
effectiveness;
looking for strategic
insight; gradual
acceptance of need
for innovative/
idiosyncratic
measures to handle
complexity of
products and
markets

Shifting from
rational/quantitative,
to creative/future
oriented/qualitative;
a good measure,
rather than the
measure

The need to
understand the
idiosyncratic nature
of how value is
added and a need to
know where value
comes from,
requiring and
understanding of
context, not simply
shareholder value;

Understanding role
of information in
corporate success in
different contexts;
detailed operational
use of measures;
critical appraisal of
measurement of
shareholder value,
brand equity
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an examination of
the role played by
finance in the
decision-making
process

Information
and information
management

Whole networks of
firms and markets;
sub-systems and
elements

Ethics Mixed – modelling,
quantitative and
qualitative; micro and
macro

Innovation – new
services, markets,
modes of operation –
design, control

Observing and
reflecting on
emergent trends,
e.g. use of
information to
control workers;
impact of
information
asymmetries
on power
relationships; speed
of growth and
change, impact of
e-business;
boundaries and
global reach

Equity

Efficiency Fighting for survival;
process improvement
(e.g. benchmarking);
understanding
stakeholders and
supply chains

Effectiveness

Accounting and
finance

Firm, internal
management control;
international
regulatory
environment

From economy and
efficiency towards
effectiveness and multiple
measures

Moving from almost
all historical and
quantitative to more
behavioural and
future-oriented

How to measure
value, not just
budgetary control,
especially in public
sector

Challenging
rational
assumptions;
studying
behavioural
responses to PM,
especially
dysfunctional
effects; regulation;
complexity;
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Table 19.1 (Continued)

Discipline/focal
sector

Main levels of focus
for PM activity

Dominant
dimensions of
performance
addressed

Research ‘paradigm’
or preferred
approaches

Emerging trends in
practice

Emerging trends in
research

Compound measures
and models (e.g.
EVA, BSC,
activity-based
costing)

support for managers
implementing, e.g.
ABC, BPR

Working with other
disciplines, e.g. for
benchmarking

Intangible assets Firm, mainly Market-based
measures, e.g.
(variants on) return
on assets

Mainly quantitative;
developing
qualitative
approaches to
perceptions,
behaviour

How to value
intellectual assets,
e.g. brands, for
balance sheet and
valuation of
company/assessment
of performance.

Contextual issues,
understanding
cultural values and
significance

Globalization
Process measures
Effectiveness

What processes
create value?

Technical issues
around definitions;
legal issues

Political economy Three main levels:
organizational,
systems, and from

Extending from
traditional efficiency
focus, to

A range of (mainly
quantitative)
perspectives:

No agreed
framework; gradual

The need to
take a broad
intra-organizational



267
the perspective of
consumers; internal
and external

account for past, present
and future performance;
strategic direction –
resources and control;
links to learning and
change

engineering, systems,
management
accounting, consumer
marketing,
conformance to
specifications

emergence of
attempts to reconcile
the information and
agendas from very
different perspectives
(practical
application, mainly
indirect, e.g. via
accounting,
marketing, consumer
behaviour)

view of the
dynamics of the
organization;
growth of critical
strands (e.g. the
symbolic role and
purpose served by
performance
measurement);
competing
theoretical
influences;
contributions to
interdisciplinary
studies

Small firms Individuals; whole
organizations

Quantifiable outputs – e.g.
asset growth, jobs created

Value to owners
(qualitative)

Past – mainly
quantitative

Now, more qualitative,
interpretive,
participative

Mostly short term,
seeking stability/
status quo rather
than growth

Some (with support
from outside) taking
longer-term view
and assessing
capabilities, needs of
supply chain and
new markets

Qualitative –
understanding
value of
organization to
owner-manager is
essential to
assessing
performance;
encouraging
strategic thinking
via tools (e.g.
EFQM, GVA);
assessing resources,
e.g. human capital;
individual
behavioural studies
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Table 19.1 (Continued)

Discipline/focal
sector

Main levels of
focus for PM
activity

Dominant
dimensions of
performance
addressed

Research
‘paradigm’ or
preferred
approaches

Emerging trends
in practice

Emerging trends
in research

Public services All levels, but
especially whole
‘units’ within
systems; local
economies

Centre: periphery
relations

Efficiency

Effectiveness (long
and short-term
impacts)

Equity

Accountability

From mainly
quantitative, to
mixed (e.g.
eliciting multiple
stakeholder
perceptions)

A lot of externally
imposed models
and measures
being applied

Managerial
agendas driving
(policy-led)
internal control

Professional
and inter-
organizational
relationships
affecting
outcomes

Using evidence in
practice

Supporting
practice, e.g.
culture change,
efficiency
modelling

Analysing
complexity;
evaluating impact
of PM per se
especially
dysfunctions

Provision of
‘evidence’ for
evidence-based
policy and
practice



269

Voluntary
sector

Traditionally
macro, concerned
with regulation and
policy context;
gradual shift to
micro level – focus
on targets/measures
preferred by funders
seeking to influence
processes and
outcomes

Efficiency,
effectiveness, related to
contracts and
compliance; growing
interest in
responsiveness and
accountability in
face of increasing
regulation, although
voluntary sector still
has considerable
freedom to set its own
priorities

Rejection of
quantitative
accounting
measures in favour
of embracing as far
as possible measures
that take account
of multiple
stakeholders

In many ways the
approach has been
towards pressure
to use tools
imposed from
funders; creeping
pressure to
embrace the
modernization
agenda that has
taken over from
the managerialist
agenda from the
1990s; growth of
partnership
working,
networks; where
does responsibility
for performance
lie?

To develop
measures beyond
those borrowed
from the public
and private
sectors – soft
measures such as
user satisfaction;
to research
integration of
systems
to address
complexities of,
for example,
diverse sectoral
needs, different
levels and
multiple
stakeholders
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developments in software packages for both research and practitioner use
are extending access to powerful quantitative performance information
and analysis tools.

What the table and data on which it is based do not show are some
of the newer approaches to management research that are appearing
in some business schools, but are not yet seen as mainstream. For
example, storytelling, drama and narrative approaches to data collection,
offer different kinds of insights that could offer important understand-
ings. New analysis tools and video and Internet-based qualitative data
sources, online surveys and focus groups, collaborative action research
and community participation methodologies are all finding a place in
management research, especially associated with business histories, man-
agement of change, policy making or inter-organizational relations. Also
under-represented (or perhaps just under-reported) are theory-driven
studies, although we know that theory building and testing is often not
an explicit outcome of many studies. Some particularly under-theorized
areas are discussed later in this chapter.

Researcher or researched?

What is perhaps surprising is the degree of overlap between the areas
of performance management that are engaging management practition-
ers, and those that researchers are involved with. One could assume that
this reflects high levels of collaborative, user-focused research (encapsu-
lated by the concept of ‘Mode 2’ research discussed below) – and that
is probably quite a fair assumption. At the time of writing, ‘third mis-
sion’ research is growing fast in the UK, reflecting in part the growing
emphasis on regional development and local economic and social part-
nerships. Many business schools also have their origins in engineering
departments, vocationally oriented former polytechnics or professional
training institutions, where research was intrinsically linked to the needs
of industry or practitioner groups. Some disciplines in some universities
and independent research units depend on consultancy or commis-
sioned research for much of their income, which helps to sustain more
theoretical or ‘blue skies’ research where government funding is scarce.
Other research units are jointly owned (for example, university spin-off
companies), or funded to offer training to practitioners (for example,
in charity management, innovative manufacturing processes or service
evaluations), or have a tradition of working in partnership with post-
experience Masters students on substantial work-based projects. The
possibilities for collaborative research that spans immediate applicability
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in industry, links to teaching and theory or methodology development
are increasing rapidly.

A question to ask here therefore is ‘What added value is obtained
through research: industry partnerships, that could be put to wider use in
theory development or safely generalized to performance management
practice more widely?’ A likely answer, we suspect, would be ‘Relatively
little, because findings are commercially sensitive, or insufficient data
were collected, or the context was so unusual that generalization would
be dangerous’. Each of these barriers to obtaining better value from
research is avoidable if addressed at the design stage, but only if the
stakeholders regard it as sufficiently important.

Back to our roots?

A final general observation is that in spite of the diversity and syner-
gies noted above, much performance management research still takes
place within single discipline departments and teams. People adopt the
level of focus, epistemological frameworks and comfortable dimensions
of performance that are ‘normal’ in their discipline. Indeed the silos are
potentially even deeper, given the handful of underpinning academic
fields that seem to have done most to characterize the 11 disciplines
touched on in Table 19.1 – principally economics, psychology and statist-
ics/mathematics. (Sociology, geography, anthropology, social policy and
the newer field of complexity science are among others that could have
been mentioned too, but frankly compared to economics and psycho-
logy in particular their influence is extremely muted in the performance
management area.)

In the three sectors (or ‘application areas’) described here we also find
discipline-based contributions – not least because even small firms, when
they start to develop differentiated structures, tend towards functional
or discipline-based arrangements. And in turn, larger academic depart-
ments often use industry sectors as part of their sub-structures (service
operations management, social marketing, public sector finance, charity
leadership and so on). However, in the UK at least, with the increasing
use of networked partnerships of providers in the public and voluntary
sectors and growth of project-based commercial work (as routine manu-
facturing and service operations are outsourced off-shore), it is timely to
develop more sophisticated ways of researching the synergistic impact
on performance of requiring multiple disciplines and organizations to
work together in new ways. As the chapters on accounting and finance,
project management and the voluntary sector in particular indicated,
effective multidisciplinary team working needs careful management in



272 Conclusions and Reflections

order to perform well; but potentially the ‘whole’ can be greater than the
‘sum of the parts’.

Indeed perhaps it is most unusual to have produced a book like this
one, with a set of authors many of whom have worked together in
small groups and certainly find much in common socially, and yet
who have also happily produced accounts of the kinds of performance
management that they teach about and research into which are pre-
dominantly grounded in single disciplines! Admittedly, the authors were
asked to provide accounts that would enable ‘outsiders’ to understand
their worlds in some depth, but it is apparent that unless there are spe-
cific reasons for crossing discipline boundaries many people can get by
‘on their own’. Each discipline has students who expect discipline-based
courses, research clients with specialist projects and enough of a formal
identity to drive theory development within discipline boundaries. So
perhaps a more pertinent, if somewhat uncomfortable, question is: ‘Why
collaborate across disciplines?’

We return to these three impressionistic themes in the ‘Research
agenda’ discussed below. But first, having raised the thorny topic of aca-
demia: industry relations, we look a bit more closely at the context in
which performance management research and teaching take place.

Messages for management academics

The start of the twenty-first century has been characterized by the grow-
ing visibility of global businesses, exponential growth of Internet-based
services and often-contested fragmentation of formerly state-owned sec-
tors. Business and management have become mainstream mass media
topics and, the authors would argue, a transformational force in society,
being central to the operation of public, private and voluntary bodies.
Management is no longer confined to the business pages of broadsheet
newspapers, and with its ‘popularization’ has come the unfortunate
side-effect of being open to all kinds of criticism.

Management academics seem particularly vulnerable to criticism on
the grounds of supposed irrelevance, superficiality or assumed dis-
tance from the ‘real world’ of business practice. How often have we
heard potentially fruitful innovations dismissed as ‘another manage-
ment fad’, unpopular evidence of poor performance summed up as ‘just
management-speak’, and media-savvy business school professors dis-
missed as ‘so-called gurus’? Academics in turn are often scathing in their
reviews of ‘airport bookstand’ books and magazines that prescribe the
latest quick fix for the busy manager, in spite of the obvious existence
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of demand for such publications. Yet many of those same academics are
employed as part-time consultants by business owners and public policy
makers; they create stimulating learning environments for students at all
levels including practising senior managers; and develop deep insights
into corporate life through long-term action research programmes and
commissioned evaluation studies. What does this messy scenario tell
us about the prospects for serious growth in the quantity and quality
of empirical evidence, leading to sound theorizing, about performance
management in all its guises?

Since the 1990s in many countries undergraduate business and man-
agement studies have shown sustained growth in student numbers, and
postgraduate programmes (MBAs, discipline-based specialist degrees and
Doctor of Business Administration or DBAs) remain popular even if
the growth curve has levelled off. International students flock to uni-
versities in Europe, North America, Australia and New Zealand, while
indigenous offerings in emerging economies are rapidly gaining ground,
often based on Western models in terms of content and structure. Yet
American MBAs in particular have been criticized for their lack of relev-
ance to the needs of businesses, in terms of both their academic content
and their modes of delivery. Indeed some of the harshest critics of busi-
ness school programmes, especially MBAs, come from within academia.
Bennis and O’Toole (2005) entered the debate by illustrating the extent
to which MBAs and the professors who teach them are removed from
business practices. Their claims echo those of Pfeffer and Fong (2002)
and earlier concerns voiced by Mintzberg (1976, 2004). Business schools,
they all argue, have been for too long focused on ‘scientific’ research and
analysis and less concerned with developing those qualities and abilities
that can accommodate the complexities of organizational life. Starkey
and Tiratsoo (2007) develop this theme when they argue that business
schools need to be judged less on an increasingly out-of-date curriculum
and much more in terms of the extent to which they develop the human
capital to tackle a complex modern world.

On the other hand, business school clients who claim that business
schools are not producing the kind of graduates that both business
and society need, also have a role to play: in the redesign of teach-
ing programmes; support for students (internships, sponsorship etc.);
and by being open to new modes of teaching and learning. In the
UK, in particular, professional associations and business leaders have
been partners in the development of undergraduate and Masters ‘subject
benchmarks’ that have shaped twenty-first century curricula, especially
in terms of key skills for future employees. Many academic programmes
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are directly linked to professional accreditation, and when professional
requirements change, so do the courses. The world of business educa-
tion that the authors of this book inhabit features practice-based and
work-based learning, vocationally oriented ‘foundation degrees’ suppor-
ted by employers and an ever-growing range of modes of delivery from
in-company teaching, through ‘blended learning’ combining classroom
and distance teaching, to entirely online programmes. The traditional
full-time MBA course for aspiring (but inexperienced) managers, and
its ‘executive’ variant for those seeking to underpin their experience
with a qualification, are now relatively small segments in an increasingly
fragmented market.

Of course, there are debates to be had about retaining an appropri-
ate degree of separation between ‘education’ and ‘training’, and policy
issues relating to who should pay for higher education if it is increasingly
driven by the needs of employers, but at least in some countries it is pos-
sible that both educational attainment and organizational performance
will improve as a result of the ‘teaching relevance debate’. However, the
route from high-quality management research into better teaching can
be a long one. It takes time to assimilate new knowledge into teach-
ing programmes, and management practice and business environments
change far more rapidly than researchers can hope to keep up with. Thus
in management and business education perhaps more than most fields
the relationship between teaching and research should be direct and
continually evolving.

The ‘research relevance debate’ may take longer to produce fruitful
results, however. Academic researchers are normally required to explain
the relevance of their proposed work to ‘users’ when applying for funds;
and research associated with the improvement of national economic per-
formance is often favoured. Managers are increasingly expected to justify
their decisions on the basis of ‘the best available research evidence’, as if
there were a body of knowledge comparable to that in medicine and
other older professions. Yet one safe assumption is that much man-
agement practice is undertaken without explicit reference to the best
available research evidence. Several writers on the emerging topic of
evidence-based management (Pfeffer and Sutton, 2006a, b; Rousseau,
2006; Rousseau and McCarthy, 2007) discuss at length how this may
reflect shortcomings in American management education, but also point
to organizational and individual antipathies towards research in the con-
text of management work. Certainly there are individual psychological
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traits that affect how likely a person is to seek out and use research-
based information in their work, but a lot of other (professional and
organizational) cultural, social and economic factors play a part.

Rousseau and McCarthy also point out that ‘management’ is not
a profession in the traditional sense of having control over (legal)
requirements for entry and training, and expectations of continuing
professional development (CPD) are extremely varied. Furthermore, the
lack of a shared management language particularly between functions
or disciplines can limit the kinds of peer discussions about evidence and
practice that are found in medical staff rooms. So engaging users’ interest
in research is not always easy; and persuading practitioners to contrib-
ute to the research process can be surprisingly challenging especially in
organizations where performance is problematic. Many managers under-
take research-like activities as part of their normal work (focus groups
for new product development or user satisfaction feedback, organiza-
tional development programmes and the like), but do not feel confident
enough in their research skills to participate more explicitly in research.
Particularly, if their only training was in quantitative approaches and sur-
vey design, they need opportunities to learn relevant qualitative methods
(Skinner et al., 2000). But CPD and DBA programmes, practitioner journ-
als, more accessible textbooks and ‘self-help’ groups are all helping
manager-researchers to gain confidence and skills, and significant num-
bers of practitioners now participate in management conferences and
seminars in the UK at least.

As well as the requirement to demonstrate relevance to users and wider
society, management research now has to meet ever-stricter criteria of
rigour (Pettigrew, 1997). It is treated as a mainstream social science
in terms of performance criteria such as double blind peer reviewed
journal papers and methodological rigour in funding proposals. Newer
and innovative qualitative methods often struggle to be understood by
reviewers more familiar with quantitative or positivistic approaches, and
sub-disciplines with roots in economics or psychology still tend to dom-
inate in terms of funding allocations. As earlier chapters have shown
performance management is under-theorized in many disciplines (as
indeed are many other areas of management and organizational beha-
viour!), so there is a parallel pressure to develop theory far more actively
than in the past.

Accepting Lewin’s dictum that ‘there is nothing so practical as a good
theory’ (Lewin, 1951, p. 169), as an applied field (like medicine, educa-
tion and engineering) the need for growth in empirical research at all
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levels is a clear requirement, over long and shorter periods of time. Man-
agement research questions are rarely best addressed under laboratory
conditions, so multiple methods and partnerships with the providers of
data are also essential. Most management knowledge is ‘co-produced’,
even if none of the protagonists set out with this as a specific objective.
One of the more fruitful debates within management research that is
particularly apposite for performance management researchers has been
around the adoption of ‘Mode 2’, ‘practice relevant’ research as the norm
(Gibbons et al., 1994; Starkey and Madan, 2001; Tranfield and Starkey,
1998).

To expand briefly, as mentioned in Chapter 2, Gibbons et al. (1994)
distinguish between two modes of knowledge production. ‘Mode 1’ they
characterize as the ‘traditional’ approach to knowledge generation occur-
ring within the context of existing institutions and academic disciplines.
This would include multidisciplinary working of the kind that we have
seen described in a number of chapters above. But ‘ . . . multidisciplinarity
is characterized by the autonomy of the various disciplines and does not
lead to changes in the existing disciplinary and theoretical structures.
Cooperation consists in working on the common theme but under dif-
ferent disciplinary perspectives’ (Gibbons et al., 1994, p. 28). The agenda
is seen to be an academic one that makes a distinction between funda-
mental and applied knowledge. If one subscribes to this view then the
dissemination of knowledge will occur downstream of production and
there will be less concern for practical relevance.

‘Mode 2’ in contrast is characterized as transdisciplinary (for current
purposes, synonymous with interdisciplinary), where knowledge is cre-
ated in a particular context, a context that values those involved in
practice and aims to co-produce knowledge.

Interdisciplinarity is characterized by the explicit formulation of a
uniform, discipline-transcending terminology or a common method-
ology. The form scientific cooperation takes consists in working on
different themes, but within a common framework that is shared by
the disciplines involved. Transdisciplinarity arises only if research is
based upon a common theoretical understanding and must be accom-
panied by a mutual interpenetration of disciplinary epistemologies.
Cooperation in this case leads to a clustering of disciplinary rooted
problem-solving and creates a transdisciplinary homogenized theory
or model pool.

(Gibbons et al., 1994, p. 29)
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As a consequence, this form combines both tacit/practitioner under-
standings with those of academics and celebrates a collective interdis-
ciplinary approach to the production of knowledge. It also recognizes
the transitory nature of the knowledge that is produced and values the
importance of understanding the particular as well as the general. From
this perspective, knowledge is produced and exploited almost simul-
taneously and as a consequence, becomes shared much more widely
between a variety of stakeholders – not simply business, but also a wider
community.

From this more complex perspective, some argue that management
might even be seen more in terms of ‘a performance’ (in the collo-
quial sense) than the application of economic logic, where managers
need to create and work within an ‘organizational landscape’ consist-
ing of people, things and structures whose continued existence within
the organization requires argument and justification (Shotter, 1993).
Here managers are not simply the overseers, instructors or conduits of
enlightened vision, but in addition, practical authors who have to per-
suade others to enlist in the joint production of outcomes (Holman
and Thorpe, 2003, p. 7). The knowledge being taught in many busi-
ness schools today fails to convey business life in such terms because it
still tends to avoid an appreciation of the ethnographic, personal and
rhetorical nature of these persuasive skills (Ghoshal, 2005).

From the foregoing discussion, we would conclude that while there
are signs of the potential for Mode 2 transdisciplinary research in per-
formance management, the evidence of the studies in this volume points
to a predominantly Mode 1 approach, albeit with growing experiences
of fruitful multidisciplinary working. One of the key aspects of Mode
2 knowledge production is that it occurs as a result of the interaction
that takes place between theory and practice. This interaction with prac-
tice – in business and other organizations – is also largely missing in
business schools. Recognizing ‘management students’, their sponsoring
organizations and CPD clients as knowledgeable practitioners who are
in a position to test theories in new contexts, evaluate models and chal-
lenge past interpretations should be a key to the competitive advantage
possessed by educational institutions. Instead there remains a tendency
for ‘research’ to be conceived and undertaken separately from develop-
mental or educational engagements with managers (very much in the
mode of normal science, looking in on the world of management as
detached observers). Clearly some research questions in the performance
management field can be addressed at arm’s length, through surveys
and quantitative models following the Mode 1 tradition. But given the
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complexity and sensitivity of most performance problems, this seems
unsustainable if research is to have at least some element of practical
relevance as well as leading to robust and interesting theories.

To reiterate, and as earlier chapters in this book have indicated, there
are often considerable disjunctions between, for example, ‘effective prac-
tice’ as elicited and explained through academic research and the routine
practice of managers. To understand the basis for management actions
and decisions more fully requires a lot more and better research. Focus-
ing more sharply on performance management, in the next section we
will identify a small number of key questions that remain unanswered
in this book and form part of a longer-term research agenda.

Items for the performance management research agenda

In Chapter 18 we were confident enough, based on the collected wis-
doms of the discipline and sector specialists in Part II, to provide a small
number of firm recommendations for performance managers:

• Draw on as wide a range of information sources as possible;
• Engage the commitment of senior managers;
• Ensure that key staff at all levels make a contribution; and
• Be process led and let the identification of measures emerge in con-

trast to having a preconceived view of what the measures should be.

These are, of course, fairly standard components of ‘good management’
in general, but if they can contribute directly to better performance
management that will be no bad thing! But one important aspect of
most of the research reported here is that it is predominantly based on
experiences in the UK. Increasing the international dimension in future
research will be important if we are to gain clearer understanding of con-
textual influences such as culture, stakeholder power relationships and
performance within networks and global supply chains.

We also identified and discussed the following common themes emer-
ging from the ‘data’ in the chapters in Part II and reflected again in
Table 19.1:

• Simple unitary measures (being supplanted by suites of measures
reflecting key performance drivers);

• Efficiency and effectiveness (the dominant dimensions even in sectors
where social values take precedence over the financial ‘bottom line’);
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• Embracing soft and more strategic aspects of performance (essential,
but with major implications for the design and choice of performance
management techniques for given contexts); and

• The importance of process and change (which should not just be left
up to the HR function!).

Each of these themes may be familiar territory to researchers in some
disciplines, while their importance is only just dawning on others, so we
would include them near the top of the agenda for new multidisciplinary
performance management research programmes. They could represent
fruitful areas for interdisciplinary research projects that, for example, test
the robustness of performance management tools or theoretical models
in new contexts.

Earlier in this chapter, three questions were posed arising out of the
summary in Table 19.1, each of which also deserves to be promoted as
part of our future research agenda. First we commented on the relative
lack of explicit theoretical underpinnings for much performance man-
agement practice. This is also a feature of a lot of published PM research,
with major international journals emphasizing empirical work. There
are areas in which existing theories find relatively frequent application
in PM (various strands in strategic management, psychological aspects of
OB, HRM and marketing, mathematical theorems applied in OR models,
and economic theories of incentives applied to employee and customer
behaviour, for instance). But few if any theoretical explanations for mar-
ket, organizational, group or individual performance do not depend on
pre-existing bodies of theory.

One option would be to extend the range of theoretical sources to
dilute the influence of psychology and economics, bringing in more soci-
ology, anthropology, geography, for example, as well as insights from
beyond the social sciences. Research in the fields of business ethics and
corporate social responsibility, sustainable development and risk and
uncertainty are already making creative use of humanities and physical
sciences so this option holds considerable promise.

There is a lively argument to be had within the management research
community about whether there can, and should, be such a thing as
‘management theory’ – newly minted especially for application in rela-
tion to management, and not owing its existence to any social science
forebears. But waiting for this debate is a luxury that most perform-
ance management researchers cannot afford – our colleagues, clients
and students deserve the relative (if often short-lived) certainty that our
‘findings’ can be explained at least in part by theories, or can be used
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to improve existing theories. One gets the feeling that the theory is
‘bubbling under’ in some of the more extensively researched areas of
performance management, and ought now to be put explicitly on the
agenda.

We also asked a slightly provocative question about whether a return
on the investment in research–industry partnerships could yet be dis-
cerned. Although some activities are virtuous in their own right, we
would argue that where resources are very constrained it is appropriate
to evaluate the impact of activities that are, at least in part, undertaken
in response to external policy drivers rather than having an intrinsic
academic rationale.

That said, clearly we have also argued in favour of collaborative
research, and co-production of knowledge, because most perform-
ance management research questions are of limited significance in the
abstract – we are not striving for a unified theory of PM that can
be demonstrated through pure logic alone! Indeed it might be far
more appropriate to pursue performance management theory devel-
opment in Mode 2 transdisciplinary terms: ‘ . . . a continuous linking
and relinking, in specific clusterings and configurations of knowledge
which is brought together on a temporary basis in specific contexts of
application. Thus, it is strongly oriented towards and driven by problem-
solving. Its theoretical–methodological core, while cross-cutting through
well-established disciplinary cores, is often locally driven and locally con-
stituted, thus any such core is highly sensitive to further local mutations
depending on the context of application’ (Gibbons et al., 1994, p. 29).
Those authors who have called for more contingent approaches should
find much to reassure them here.

Emerging conclusions

The nature of this book, arising as it has from a sustained shared interest
in performance management on the part of a diverse group of mainly UK-
based researchers and some practitioner collaborators, makes drawing
definitive conclusions impossible. But we can emphasize where we have
arrived at so far in terms of some key elements of our continuing journey
towards a better understanding of performance management practices
and their impacts.

In terms of perhaps the most important research question that all
our disciplines ask from time to time – ‘What impact, if any, does per-
formance management action have on performance?’ – there remains
a long distance to be travelled (collectively as well as in our ‘discipline
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silos’). There are many derivative questions relating to: the level at which
impacts may be found; over what timescale; with what degree of clarity
in causal relationships; and even in terms of direction of those causal
links. Good outcomes may arise by ‘chance’ in the presence of PM sys-
tems, which in turn take on a role that is only indirectly related to
performance, for example. Unwanted effects can, and often do, arise
from PM systems; they will not go away just because it is impolite to ask
research questions about them. Performance management researchers
pursuing the agenda set out above need to reflect on these fundamental
themes of causation and dysfunction when selecting more bounded
problems to investigate.

Furthermore, this family of questions around the impact of PM can
only be addressed through excellent access to practice contexts, and with
a willingness on the part of practitioners to hear the results – another
aspect of the ‘trade off’ in practice-relevant research. If what ‘they’ are
doing (albeit often in response to management educators’ advice) does
not work very well, it will probably only be possible to understand
why through systematic research. Complex PM interventions may need
longer-term research in a range of contexts in order to identify relevant
dependent and independent variables. This book has illustrated a will-
ingness on the part of many management academics to engage with the
‘practice relevant teaching and research’ debates. We have also shown
relatively high levels of practitioner involvement (especially when com-
pared to other fields of management research), a promising stage to have
reached.

In this final chapter, we have found the need to question the intrinsic
desirability of inter/transdisciplinary and multidisciplinary collabora-
tion in PM research, having observed how strong the ties were to
discipline roots and territories in most of the earlier chapters. This need
was alluded to in Chapter 4 when Carmel de Nahlik asked: ‘Can such
different disciplines be expected to see performance management as
“the same thing’’, and develop a shared language for understanding it,
given their wide differences in level of focus and interest?’ At this point
we would probably admit that there is a long way to go in terms of a
shared language – not least because there are perfectly sound reasons
for the same terms to have particular meanings within discipline con-
texts. But there are also many examples in this book of comfortable
partnerships between two or three disciplines – multidisciplinarity (in
Gibbons et al.’s terms) is having some beneficial effects. Expanding those
groupings to include more, less closely related disciplines may well prove
fruitful in terms of generating new explanations for old problems, and
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tackling new and unexplored territories. Research funders could play a
part in encouraging this, perhaps by supporting interdisciplinary groups
in identifying competing or hidden assumptions, so that collaboration
does not founder on the rocks of paradigm wars and territorial claims for
common terms.

Finally, in Chapter 4 the following question was also posed

Can all the disciplinary perspectives contribute to a harmonious
and systemic ‘unified theory’ of performance management or will
knowledge advance more swiftly through competing explanations,
stakeholder worldviews and the juxtaposition of micro and macro
levels of analysis?

Although those of a consensual disposition may find the harmonious
path more attractive, on the basis of the contents of this book we feel
obliged to opt for the more fragmented route. Indeed a serious chal-
lenge awaits if true ‘Mode 2 transdisciplinarity’ becomes the goal, as this
would represent a shift in the opposite direction from the search for a
unified ‘discipline’ with its accompanying theoretical and methodolo-
gical certainties, legacies and aspirations for an ‘evidence base’, towards
a temporary and continually evolving body of knowledge focused on the
problems in hand.

But we would also argue that at this stage, ‘diversity is strength’. Per-
formance, and its management, are territories that are currently too large
to be tackled whole. Systemic approaches are essential, but systems are
human constructs and their boundaries need to be drawn where it is
most appropriate for the questions under examination. Rather than seek
a holy grail of unified theory, we would argue in favour of more and
better multidisciplinary and multi-stakeholder research, effective collab-
oration and improved communication so that PM researchers are more
aware of each other’s work. Inter or transdisciplinarity may increasingly
come to characterize research on the performance of projects, networks
and sectors, but important contributions will also come from those dis-
ciplines that naturally focus at the micro level provided that ways are
found to build a better picture of the whole as well as understanding
the parts.
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