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Policy Reforms’ edited by Christopher Hood, Helear§ytts and Perri 6, forthcoming,
Oxford University Press, Oxford.

First draft 9.1.09

1. What was the ‘decision problem’?

Pay accounts for a very large fraction of publipenditure, and therefore its potential use to
motivate performance has long attracted interestohg-established predecessor, ‘pay for
grade’, was widely thought to take people’s motatffor granted. Although administratively
simple, to most employees, it offered only a smathber of seniority-based pay increments
within grades coupled with limited opportunities fsomotion. The Megaw Inquiry into

Civil Service Pay (Megaw, 1982 8§8324) mentions pat for performance had been
considered by the Priestley Commission in 1956, rajetted on practical grounds, but taken
up again by a series of government pay bodiesybdéfbecame one of the key
recommendations of Megaw in 1982. Thus althougbnedebates have tended to associate
the principle of linking pay to performance wittettadicalism of Margaret Thatcher and John
Major, concern about the underlying issues hasi@ hastory. Moreover, interest has not been
confined to the UK. A major OECD study (OECD, 208&pws that many OECD countries
have experimented with different methods of linkpay to performance in recent years, as
well as with many different ways of implementingTiherefore, if we are to understand the
paradox behind the question implicit in the titAes need to look for longer-run concerns than
the passing political ideologies of different gaveents.

The Megaw inquiry provides a good starting poirteaese it gave the final push to
implementing performance-related pay systems orda gcale in the British public services.
It summarised the key arguments in their favourfpward in the evidence it received. In
themselves, they offered nothing particularly ratlar new. It would be desirable to have a
‘more effective means of rewarding good performasnue penalising poor performance’ than
promotion and downgrading. It was inequitable twarl good and poor performance
equally. The limited number of promotions in the/iCEervice meant that they could not be
expected to motivate the majority of staff on them. Finally, many private sector
organisations operated successful performanceysagras (Megaw 1982, §326). The first
three arguments identify the decision problem adinlg with a reward system that was
failing to motivate public employees, and whosejinges could quite conceivably
demotivate them. The final argument really takeshgppracticalities that had led the
Priestley Commission to reject linking pay to periance: if private firms, which are
themselves often large bureaucracies, can oparetersward systems effectively, then surely
the practical problems are soluble.

The emphasis in Megaw, as in much subsequent discusf performance pay, has focused
on individual employees, their incentives, and ggoonsiderations. There is another
important strand in the theoretical literature enfprmance, from organisational economics,
namely the structure of principal-agent relatiorithin large sections of the public sector. It is
argued for example by Tirole (1994) that the midtigpermands on government organisations
often lead to a lack of clarity in organisationabts. Multiple principals, or in the language of
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politics, multiple stakeholders, mean that largeegoment departments responsible for
administering a wide range of services often famdradictory goals, and that demands from
one set of stakeholders often override those adrethart-way through the process of
implementation. Clarifying the role of the principeas really the job of the Ibbs, ‘Next
Steps’, report which started to tackle the idea tina government machine should be
restructured into a set of bodies each with a elteand more limited set of goals (Efficiency
Unit, 1988).

On the whole, the Megaw and Ibbs reports did ngotiemuch thought to the link between
performance pay schemes for the great majorityubfip servants and the restructuring of
organisational goals. Yet, it is evident that ifj@anisational goals are unclear, it is going to be
hard to be clear about the job-level objectivemdividual employees. Indeed, it is notable
that when the Megaw report discussed performan@sunement at the individual level, it did
so in terms of making use of the existing emplgyedormance appraisal system and
adapting it. This graded employee performance auogito a number of department-wide
criteria. It is as if employee performance couldeb@braced within the American public
service concept of ‘neutral competents’: within goeernment machine each employee has a
predetermined job to be done, like a cog in anrendihis may be undertaken with varying
degrees of competence and motivation, just asrcag engine might encounter varying
degrees of friction which affect overall efficiendyowever, as with a car, direction is
determined by the actions of the driver, and théspat the engine continue to function in the
same way. As we shall see later, one of the inmanv&tvith performance management has
been to focus more on job-level objectives and ey can be adapted.

What | should like to argue in this chapter is ttatintended consequenoe perhaps more
correctly,anticipatedconsequence of performance-related pay was tcowegghe motivation
of public servants has proved elusive. When a padithe result of decisions by many actors,
it is not clear whose intentions were paramountdntrast, thenintendecdr unanticipated
consequenceas that although performance appears to have wragrim several cases, it did
so by other means than motivatidtotably, itcame about because of the emergence of
processes facilitating convergence between gothgett the individual and organisational
levels. These have supported a renegotiation ddpeance standards and priorities at the
individual level. This did not come about overnighiit progressively as successive
governments and generations of managers grapptadiva need to make performance-
related pay work in a public service environment.

2. The Story

The story of performance pay comprises two subsplme at the individual level, and the
other at the organisational level. At the indivibieael, the big step forward in the
introduction of performance related pay came jltst ahe General Election of June 1987,
which gave the government scope to proceed withalisy of focusing pay on ‘merit, skill
and geography’. The Civil Service unions’ campadfymdustrial action came to an end after
the election, and within a short space of timegsgvmajor unions had reached pay
agreements with the Treasury that accepted someeats of pay for performance. The FDA
agreement accepted a merit points system for semaoagers, that by the IPCS 1987
accepted performance pay for non-industrial ciertivants, and that by the IRSF in 1988 saw
the introduction of performance pay for middle-ramgkinland Revenue staff, responsible for
assessing and collecting taxes (IDS 1987, 1988).|dtter two agreements introduced the
first large-scale performance pay schemes fordritivil servants in the twentieth century.
In both cases, the system consisted of provisionadcelerated annual pay increments and
additional increments for those at their scale mmaxn, based on performance appraisals by
employees’ line managers.



Improvementsin thelink with appraisal

A notable feature of these early performance pagmmes was expressed in the words of an
official of the then IRSF: they had been ‘boltedanhe existing employee performance
appraisal system, in the manner originally enviddgeMegaw. The operation of one of these
was studied in detail by the Centre for Economidd?Pmance (CEP), that of the Inland
Revenue. The 1991 study was funded by the IRSwiblitfull cooperation from Inland
Revenue management which distributed the questienaad allowed staff to complete the
guestionnaires during working time (Marsden anchRidson, 1994). CEP researchers went
back to the Inland Revenue five years later, in6198th a similar survey of the revised and
restructured performance pay scheme, introduc&993 (see Marsden and French, 1998).

The initial experience of public service performampay was summarised by a government
report, surveying both academic research findimgsiaside management information, which
observed a ‘stark contrast between approval optimeiple and disenchantment with the
practice of performance pay’ (Makinson 2000:°3Jhe CEP found that in the Inland
Revenue, the Employment Service, and the two NHpited trusts it surveyed, around 60%
of employees expressed agreement with the prinofgberformance pay, the figure among
head teachers was about half of that. Much smpdierentages of employees (about one fifth)
thought that it had motivated them. Compared witt,thigh percentages of employees in
each service covered thought that their schemedwasve and unfair in the way it operated.
Even taking account of the more positive finding®owling and Richardson (1997) among
NHS managers, the commonest failing appeared to hewidespread dissatisfaction with the
operation of performance pay. It would be temptmgtop the story here, and conclude that
the Priestley Commission had been vindicated: thetjgal difficulties of making
performance pay work in a public sector environnveaite too great and the numbers of
employees who were motivated by it, too small siify the all the management time and
effort required to make it work.

However, this was not Makinson’s conclusion in 20@dr was it that of a Cabinet Office
report produced about the same time (Bichard, 13&h recommended further
development and experimentation with different feroh performance pay, albeit along
different paths. How could this be so? Two cluasl@de found in the CEP’s study of the
Inland Revenue’s 1988 scheme. The first harks bathke inequities noted by Megaw of the
old system. A majority of the respondents agreet thie principle of linking pay to
performance, and rejected the idea that it wasdmahtally unfair. It might be the lesser of
two evils when compared with the perceived ineqaftpay systems that reward equally poor
and good performance, and the limited scope fampten for most employees. The second
lay with the line managers, who carried out thdgrerance appraisals, and whom the CEP
researchers had asked about the impact of perf@erzay on their staff. A substantial
minority of these reported that the pay systemlbddheir colleagues to work harder:
respectively 22% and 42% in the 1991, and 1996 thRevenue surveys. Similar findings
emerged from other parts of the public service ceddy the CEP. Later CEP research on
school teachers in England and Wales, for whomra fif performance pay was introduced
in the autumn of 2000, similarly found that desatiely widespread scepticism about its
fairness and effectiveness among both classroonmead teachers (eg. Wragg et al 2001,
Mahony et al. 2002 and 2003), other researchergdfthat there had been a positive effect on
pupil outcomes (Atkinson et al. 2004, Marsden aetfi@d, 2007). The first of these studies,
emphasising incentives, found that pupils of teeskdno were eligible for the new
performance increases fared relatively better tham peers, and the second, emphasising
improved goal setting, found that schools in wipelnformance management had been more
effectively implemented, appeared to perform bdtian their peers in terms of pupil
performance. In other words, despite apparentigamess and a failure to motivate, there

3



were signs that performance pay was somehow catitrigpto improved performance. To
understand this paradox, we need to return to tmamrtant strands of the overall story. The
first is that ‘performance pay’ has not been statied has evolved as managers and other
stakeholders have learned from past problems asthkeis. The second is that performance
measurement and goal setting at the organisatievallitself has also evolved in ways that
are important to the success of employee levebpadnce.

One reading of the development of public serviaégpmance pay systems over the period
since the late 1980s is that there has been aggadexperimentation and learning leading to
successive improvements. The first performancesphgmes had been ‘bolted onto’ the pre-
existing performance appraisal systems that hatvewrt designed for pay purposes. Indeed,
their results had often been secret, and ‘opernrtiegbonly became widespread with the
introduction of performance pay and the conseqoeatl for greater transparency. The Inland
Revenue appraisal scheme in force in 1988 assesggldyees on about a dozen criteria
common to the whole department, such as diligetmaperativeness, and initiative, and for
many jobs, only a few of these were relevant. Aigata were treated like ‘tests’ in which
employees were graded, to use the metaphor projpgsediger and Cropanzano (1998). In
contrast, a ‘trial metaphor’ could be more apprajgibecause of the need for procedural
fairness. Some of the problems encountered byitdtesthemes arose because the linking of
performance pay to these appraisal systems wat® feét inappropriate and unfair. Many of
the criteria of good performance were irrelevanngemy jobs, and even where they were
relevant, too little recognition was given to thiedent abilities of employees. The standard
criteria were likely to reward always the same eyeés, while others felt that no matter how
hard they tried, their efforts would go unrecogdise

The 1993 revised system, ‘Performance Managemamight to address a number of these
weaknesses, and notably, the perceived lack afdas. The most important innovation of the
new scheme was to adopt a ‘contractual approad®&dan agreements about work
objectives for the coming period to be concludetvben individual employees and their
respective line managers. Their performance ag¢tigeof the year would be assessed against
agreed objectives. This addressed two fundameungdtipns. The first was that employees
had different abilities, and that it was just apariant to motivate those in the middle as the
high flyers. The second was that the ‘test metdphas inappropriate for adapting employee
performance to new needs, and the multiple crigaize little guidance as to work priorities.
By holding a discussion with each employee to aglgectives, managers could now use the
appraisal process to address new work priorities. few scheme also marked a definitive
break with the practice of length of service incests for employees as they progressed up
the pay scale for their grade. Pay progressioninvghades would be subject to performance.
Nevertheless, the CEP surveys found considerablgissm among employees as many
thought that the contractual approach existed menanly, and that many line-managers gave
everyone the same quantitative goals (Marsden egrtck 1998, Table 2.8).

The link between performance pay and goal-setigéd even more strongly in the
performance management schemes for head teachmimery and secondary schools in
England and Wales which took force progressivedyfrl 995, and for classroom teachers
from 2000. In this case, the goals might be spetifindividual schools and so vary more
with local conditions than in large bureaucratiemges. The accepted wisdom on
performance pay for school teachers had beentthaisi inappropriate for their kind of work,
and it was summarised by Richardson (1999) in @pepmmissioned by the largest
teachers’ union, the National Union of Teachers, laynDolton et al (2003). Nevertheless, the
government pressed ahead, capitalising on theeeaperiences by emphasising the place of
performance pay within a wider system of perfornream@anagement, which placed as much
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emphasis on goal setting as on evaluation for Pasformance management in schools
comprised two components: systematic goal-settmgegpraisal for all teachers; and the
extension of the old classroom teachers’ pay sedlea new ‘upper pay scale’ on which pay
increments would be performance-based combinedawiilinreshold Assessment’ required
for progression onto the new scale. The new apgdraystem placed a heavy emphasis on
personal objectives and development needs, andhese fitted into the goals and priorities
of the school as embodies in each school's Schege@pment Plan. The CEP surveys found
that over 90% of teachers responding reportedthiegt discussed and could influence their
objectives, that they agreed them with the teamidesaand that they referred to items in their
School Development Plan. Such an approach standaiiked contrast to the approach to
performance appraisal of the first generation perémce pay schemes.

A general weakness of pay for performance systainsn they depend on judgemental
assessments, and on agreeing objectives with laregers, is that they can easily revert to
pay for grade and seniority in practice. Line maraglepend on the cooperation of their
subordinates to get their own jobs done, and #isareate a bargaining relationship in which
it is tempting to use appraisals and easy objestgea means of buying cooperation. If line
managers lack support systems from senior manadethen they are often isolated, and it
must be tempting to collude with their subordinateggo through the motions and fill in the
forms for goal setting and appraisal but not torywabout the reality. Megaw noted the rarity
with which pay increments were withheld for poorfpemance, but did not address the
organisational pressures which stand in the way.

I mprovementsin organisational measures

The second strand of the story relates to the @gaonal level, to clarification of
organisational objectives, for which decentralmatneld the key, and to stronger pressures on
line-managers to take performance seriously, fackvbetter indicators and benchmarking
were important. ‘Next Steps’ began the movemesirplify the structure of the ‘principal’
within the public services, each agency or departrhaving its own set of goals and
performance criteria. Pay delegation enabled thedees to begin to tackle the task of
aligning their reward and employee management systeth their newly clarified

objectives. The government’s defeat of the civil/gz unions in 1987 represented the end of
central bargaining over pay, and the beginninglafge-scale movement of decentralisation
of human resource management, thus enabling cholsgtation of reward systems to the
performance demands of each unit. A study by ortbeopublic service unions documents
how from 1987 pay became increasingly ‘delegatediépartments and government
agencies, following the logic of the Next Stepsoaiss (PTC 1996). The same study showed
how pay arrangements had become increasingly @&\msveen agencies. In effect, the new
organisational structures, which were geared togvprdviding a narrower and more specific
set of services, had begun to acquire greater antgrover their human resource and
industrial relations systems. Although at the timgas common to associate these moves in
the contemporary public debate with privatisatiorfact, some countries, such as Sweden,
had long used an agency-based structure for tiedgbf public services without any hint

of privatisation because of its greater role ojatit

Another important factor in increased organisati@ffciency in public services, which has
also attracted a very bad press for its dysfunstienthe use of performance targets for
organisations (e.g. ‘Target practice’, The Guard@@rd4/05). Yet good statistical
performance measures are also at the heart oficatich within large multi-unit systems,
such as the national office networks of public ages) and the school system. Without
benchmarks between units, higher management facalsrest insoluble problem of
information asymmetry vis-a-vis lower levels of mgement. How can a minister or a senior
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manager judge whether a tax office or a hospitbkiag run efficiently unless its

performance can be compared with that of similaistgisewhere? Just as with individual
employees, performance measures can be used baihktachievements, and as a diagnostic
tool, enabling top management to ask the right tipres of local management. It also enables
it to identify good local practice that might bengealised, and weak local performance that
might call for assistance.

The Inland Revenue provides an interesting exangleen the author was looking for
measures of organisational performance that migltmpared with the appraisal scores
awarded to individual employees across units ama tine, it became clear that fundamental
changes had occurred. Just as the first employdéerp@ance measures had built on the pre-
existing system for grading employee performancemalting to fixed criteria, so the first
organisational measures had focused on accouneagumes of performance. The Inland
Revenue’s annual reports in the late 1980s, whahndewith efficiency, focused on finance
and on volumes work handled within particular dewedl, such as the percentage of tax
returns processed within x weeks. By the mid-1988gerformance management became
better embedded, the Inland Revenue was also negp@erformance measures based on
statistical sampling, such as the percentage okwdone right first time. If employees are
given incentives to ‘clear post’ under performapeg, then there is an obvious risk that
quality will suffer. Yet without comparative measarof error rates it is hard for senior
management to gauge whether the higher rates infine are due to the complexities of the
work or to poor management. Local managers migitt laé under pressure from their staff to
turn a blind eye to errors in order to help thenetnwelume targets and qualify for
performance pay.

Narrowing down the functions of the principal, ateleloping more reliable and more
relevant measures of organisational performansgstasentral management in sustaining the
performance of local management. It also provideallmanagement with the guidance and
discipline needed to operate goal setting, apdsassal performance pay at the local level.
Arguably, it helps local managers to resist theaniggtional pressures towards indulgency
mentioned earlier.

Schools represent an interesting further developwfethis convergence between individual
and organisational performance management. Thisr®é¢ormally in the references in
individual teachers’ priorities to the objectivagloned in School Development Plans, but
also through the pressures of the ‘quasi-market éxists within the school sector to attract
pupils as a consequence of parental choice (Glstarg2002). The 1988 Education Act
devolved a number of powers from local authoritie® schools and their governors thus
giving them greater autonomy. At the same time gineernment developed a national
framework for schools, including establishment ofaéional curriculum, a system for
assessing school and pupil performance, with patadio of performance tables, and external
evaluation by inspectors from the Ofsted (OfficeStandards in Education). These served to
inform parental choice, and so provide the quagiketaliscipline on school managements.
Thus local management had the autonomy to manggeekeurces in schools, but subject to
the pressure to attract pupils. Schools with gamtlamic results, or which offered special
facilities, could hope to attract more and betiguils as well as per capita funding. Although
schools were not allowed to select, attractinggelaumber of applications from families
that value their education increases their chaotesceiving more able and more motivated
pupils. Equally, schools which fail to attract symipils will find themselves recruiting from a
more limited pool of applicants. Thus, the quasrkeaputs pressure on the management
teams in schools to ensure they attract motivatetksts and their families.



Against this background, the introduction of pemi@ance management for classroom teachers
provided the missing part of the jigsaw for thoska®ls that wanted to use it positively. Pupil
progress had been pressed by the government ax treekey performance criteria for
teachers. It is one of the few measurable outaiisare relatively independent of
management indulgency, and it has a special sugmiée for families making their choices
about which schools their children should attentth& outset, there was widespread concern
that this would mean return to a discredited systépayment by test results that ran from
1863 to 1890 (NUT 1999 84) or that the link woutddpplied in a formulaic way in many
schools! The arguments against, summarised by Richard€89j&and Dolton et al (2003),
were that pupil progress depends on the contribudfonany teachers, and that pupils’ socio-
economic background and their own motivation wedrs that influence progress but over
which teachers have little control. Linking payptapil performance would induce teachers to
‘teach to the test’. In practice, the good practiase studies used as guidance by the
Education Department highlighted a rather diffelagproach, at least in theory, using data on
pupil progress to diagnose problems, for exampthk thie attainments of particular categories
of pupils, and to work out strategies for addregsirem which could form part of a teacher’s
individual or team objectives for the coming yeaffE 2000). The CEP’s interviews with
practitioners and its own panel survey work suggegtat growing numbers of schools, albeit
a minority in 2004 the date of the last survey wavere gradually taking advantage of the
new system to integrate classroom performance neamagt with school goals and priorities,
and that those that did so were achieving relatilsekter pupil test results.

3. The Consequences

Summarising the academic research and private reareag and union information then
available, the Makinson review outlined a numbeberfefits that could accrue to
organisations when performance pay schemes aratedarell, and by implication, that the
schemes then in force were failing to achieve. d@mphrase: well operated schemes clarify
objectives and engage employees more directly théhgoals of the organisation; they
motivate employees by linking an element of comp#as to the achievement of targets
rather than length of service; they reward achies@mand identify areas of under
performance; and they foster a culture based onweak and fairness (Makinson, 2000: p.2).

How much should a government be concerned by smabecjuences is unclear. One
argument put to the author in an academic semiaarthat if the government was using
closer monitoring through appraisal to pressurmmpleyees to work harder, then many of the
negative employee judgements reported could bectxgbelt is the price to pay for making
people work harder for the same general level gf Pwer time, those who were really
discontented would leave, those who remained wgrdd/ accustomed to the more
demanding work routines, and new recruits wouldkmatw any different. In our
conversations with some managers, it was acknowtbtlzat staff were working harder and
efficiency had improved, but there was also conedwut sustainability over the longer term.

The reason for concern became evident in the &ifbvents that occurred in 1997 shortly
after the CEP’s survey at the then Employment $enand which were reported in the
Guardian and the Financial Times. The scheme iratipa there had shown many of the
signs of disenchantment, perceived unfairnesstlatdhe feeling that performance
objectives were just a numbers game. Job placemamesone of the key performance
indicators for both individual employees, and fogit offices. In contrast, many employees
replied that what they liked about their work wadpimg unemployed people find new jobs,
and thought they were contributing to a valuableligservice (Marsden and French, 1998).
The way their performance pay scheme worked wadsfttieey took too long with their
placement interviews, which might help job seelteis a more suitable job, they would risk
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missing their targets, and their pay would sufférus when interview times were squeezed,
many felt that they were being asked to go for m@uather than quality of placements.
There is a grey area in recording placements daatk 1o a job: does one record sending
someone along to any potential employer as a plasgrar does one count only successful
placements? And should one count placements tsiabhdy for a couple of hours, because
the job seeker realised the job is not suitable@adnormal times, employees are held back
from manipulating placement data by their viewhd intrinsic value of their work. If this is
eroded, then one might expect more opportunisecafisheir discretion. A few weeks after
the CEP’s survey, a number of reports in the Gaardnd the Financial Times appeared to
the effect that employees and offices in the ageveng systematically over-reporting job
placements, according to the journalist, by uprte third. In some cases, according to the
Guardian, offices were double-counting placemeritis major employers not just within but
also between offices. The issue was discussedrimfant and an internal enquiry set up,
but it was allowed to lapse after the General fdect

The lesson would seem to be that if managemensymegmployees too much, then some of
the safeguards against abuse that arise from titvesic value of the work, such as belief in
providing a public service, can be underminedhilnEmployment Service, it could be argued
that these held potentially opportunistic behaviawheck — if you believe your job is to help
people then there is no point in faking the numbiétse intrinsic value is downgraded, and

if employees are also penalised for giving attentmthat rather than sustaining the desired
case throughput, then the system can tip out afalmas appeared to happen on that
occasion.

4. The Paradox: unintended consequences — renegotiatiof performance

If intended consequences are anticipated, themugiet take Megaw’s statement of the
argument as an indication of the likely resultsapated at the time should performance pay
be adopted. The committee’s consultations had edespread, and the case was a reasoned
one. If there was a Pascalian gamble, it concentether managers would have the ability
and resources to be able to find solutions to tbblpms that could be expected to emerge on
the way. Priestley bet one way, and Megaw, therofkeecan be seen from the story so far,
the risks were high: potential demotivation of induals, and the possible loss of control of
whole performance management systems. On the sittesrthere were the risks from doing
nothing: with motivation undermined by limited adeament, by the inequities of good and
bad performance being equally rewarded, and bydackportunity for management to
underline new work priorities. So far, we have sttt management has been able to learn
from experience and revise schemes, so there ie agtification for Megaw’s optimism.

This much, one could argue, was anticipated abéggnning.

There were however consequences sketched out neytMdegaw nor by Makinson, but
which | should like to argue could prove of fundamat importance. This concerns the issue
of renegotiation of performance standards and ifieger and the creation of channels in which
this could become an on-going process as organisdtgoals evolve. In some cases, this
could provide the means for an integrative negotiadbetween management and individual
public employees. This could be important alsafferprivate sector, but arguably is more so
in the public sector where employment protectiostienger, and it is harder to dismiss
employees who lack motivation of who refuse to ptoew work priorities.

A first clue is provided by the Inland Revenue’'perience whereby productivity and
performance seemed to have increased with the @@weint of performance pay even though
staff found the system divisive and lacking in naation. There the underlying story was
about renegotiating performance standards ratlaer tiotivation. The decisive change came
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with the introduction of annual agreements on walrjectives and appraisal and the
attribution of performance pay according to howlwetse were achieved (Marsden, 2004).
As suggested eatrlier, the previous system genasfliymed that the job determined the
different dimensions of performance, and employeigght work more or less well. Its
successor introduced the idea that within the gofiployees might have different and variable
priorities, and that these could be adjusted bygtied setting process. Clearly, the findings of
the second CEP survey of the Inland Revenue shatwnthny employees thought their line
managers still functioned according to the old nhoajgplying the same targets to everyone,
and that these were quantitative. But not all eygds reported things being this way, and
substantial numbers experienced the new systemgreémg work priorities and goals in a
positive way, and they tended to achieve bettdopeance levels as measured by their
appraisal scores (Marsden, 2004).

In many respects, the CEP study of classroom teaghevides a better illustration of this
process, in part because of the design of themdseand in part because schools offer
multiple units in which management actions as aglemployee responses can be studied in
conjunction. In the first year of operation, thaagon to the new performance management
system and the threshold assessment in the gr¢atitjmaf schools was to fill in the
government’s forms and take the money. This max ieeen partly due to conservatism, but
partly also because many schools needed the pagaseto simply retain staff. Without
adequate numbers of teachers, the finer pointeddpnance management seemed irrelevant
in many schools. However, interviews with the oigation responsible to implementing the
threshold indicated that some schools were usiagi#w system not just to ‘fire-fight’ but as
an opportunity to reform the way they were man&gkdparticular, some head teachers saw
it as a way to start to refocus the classroom wiets/of their teachers on the collective goals
of the school. This line of enquiry was followed lmpthe CEP survey, which found that that
growing numbers of schools were beginning to uss & means of aligning teachers’
classroom activities better with the school’s oviajectives. By the fourth year of operation,
the authors estimated that around 20-25% of theadshn their sample had moved to this
‘reformer’ strategy. Moreover, the schools that ihid, tended to outperform their peers in
terms of the test results of their students (Mansated Belfield, 2007).

Industrial relations theorists have developed aba@tate theory of problem-solving, or ‘win-
win’, bargaining at the collective level. Thus Wadtand McKersie (1965) contrast this form
of ‘integrative’ bargaining with the more familiform of ‘distributive’ bargaining that occurs
in pay negotiations. The same intuition can beiadmt the level of individual employees
within performance management as a way of analysiovg performance management and
performance pay can be used to reorder work paeriThe reason this has to be at the
individual level is that job performance is deliedrby individual employees, and although
this may be influenced by the culture of the woakgl, in many jobs information asymmetries
mean that managers depend heavily upon the agréefmedividual employees to work in a
particular way. As an example, one might consitergroblem in schools at the time of the
1999 Green Paper. Many teachers have a strong ¢omentito their professional ethic, and
believe in the importance of educating the wholesqe. Speaking of ‘teaching to test’ is the
common way of denigrating what is felt to be exsesemphasis on exam results. Yet, with
the quasi-market, schools are under pressure &rgore attention to pupil attainments in
national tests and in exams as they reflect a palreoncern about their children’s life
chances. As mentioned earlier, head teachers tguid impose a greater emphasis on
teaching aspects of their subjects that lead tmmestaccess as opposed say to developing a
deeper understanding of the issues. However, thetonmg costs would be excessive unless
teachers do this voluntarily. Head teachers mighedhe dilemma for their colleagues in the
classroom by using other resources to free up wicleachers’ time for both kinds of



teaching, for example by reducing administratioowdver, there might be no guarantee that
this would bring the school much closer to its ésgor exam performance. Teachers might
use most of the extra time for the more generaasyof their subjects. On the other hand, if
the extra resources are made available as pappridem-solving negotiation, with
agreement on resources provided and a commitmestrtain outcomes, then one can see a
greater likelihood of a mutually beneficial outcarfae the teacher’s professional satisfaction
and the school’s performance needs. What the gti@hg and appraisal discussions bring to
the process is a framework within which such dismrscan take place, and the outcomes
monitored. Performance pay enters less as a sotimetivation, than as one of the resources
management can bring to the negotiation.

The unintended consequence of the long road texvely performance related pay and
performance management in the public services das the emergence of a new channel for
employee voice, this time at the individual rattiem the collective level. Voice mechanisms
have been explored extensively in collective bavigagi and in commercial relatiohdut they
have received little attention in individual empd@ymanagement relations. These have
commonly been conceived as relations of subordinatind this type of thinking is prevalent
in the idea that managers need to motivate thef tst perform and to define their work
objectives. The emphasis on subordination obsamesjually important aspect of
employment relations, namely, that the employmelattionship is also a contractual form
enabling agreement on the supply of labour seniicegchange for a wage or a salary. Free
labour markets and high degree of skill and pradesd competence such as one finds among
many public sector occupations results in a comalile degree of individual level bargaining
power which is reflected in the discretion such Eyges can exercise in their work. When
such employees accept a job offer, there is areagget on mutually acceptable patterns of
working. If the relationship is a long-term oneisiunlikely that the employer will find these
remain beneficial forever, and so it will need g@paortunity to adjust them to new
organisational demands. This gives rise to a neecehegotiation of the package of benefits
to both parties. In the example from schools, émegotiation has focused on adapting
teachers’ professional goals in the classroomdsedtof their schools. In the Inland Revenue,
an important organisational goal was to try to a@omore ‘customer-* or ‘citizen-oriented’
approach towards tax payers which meant greatsitséty to individual cases. Both

involved changes in employees’ work priorities. TBIEP surveys caution against assuming
this process has become generalised, and thatfevays of managing, or not managing,
performance have disappeared, but they do shoWwgmebehind it and which could lead to
wider diffusion. Imposition and compulsory retraigican achieve a certain amount, but on
their own, without agreement, it is an uphill sgleg Without employee agreement, there
must remain doubts about sustainability, and lés®otrol like that at the Employment
Service, remains a constant threat.
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6. Endnotes

! 1 should like to thank the participants in thed@xes of Modernization seminar series for theinments and
questions, and especially the editors of this va@lum

2. Among the surveys to which Makinson would hamd hccess were those of local government empldyees
Heery (1998), and Thompson (1993), of Amershanrhatigonal (Kessler and Purcell, 1993), and NHS
managers (Dowling and Richardson 1998), and thel@&mpent Service, NHS non-medical staff and primary
and secondary school head teachers (Marsden andhF1898).

% | am indebted to Niels Schager of the Swedishipushployers for this observation.

“ For an account of the nineteenth century system(Nelson, 1987). The operation of the schemetheas
subject of several government reports. The detailédence of the Newcastle Commission of 1859 plesithe
background of why it was set up under the Revisede®f 1861. The Cross Report of 1887 providesidiail
of why it was disbanded. | am grateful to Petert®ofor this information.

®_ After the union drew their attention to the Guardreports, the CEP researchers tried on sevecakions to
investigate this further after the election, bigdemed that neither management nor unions wamtedke this
up again for obvious reasons. See Financial TR28&3/97 ‘Labour paves way for anti-sleaze fightida
Guardian 29/3/97 ‘Jobcentres ‘fiddled figures tosieemployment statistics”, and 1/4/97 ‘McDonajdIs data
‘abused”.

® Cambridge Educational Associates.
" . This example, and another example based onfERev@rk on performance management in the NHS, are

developed in greater detail and more formally irrdd@n (2007).
8 For a recent example in employment relations séknah et al (2006).
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