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INTRODUCTION

This paper is based on a series of discussion held in the energy, multimedia and
telecommunications sectors in three countries namely the Philippines, Malaysia and South
Africa, in the period 2001-3. The objective of the research was to identify the critical internal
components that are an inherent part of the translation of policies into effective regulatory
outputs. Primarily, the research has enabled the construction of the diagnostic model shown
in Figure 1 which places these parameters in a systemic framework that traces regulation
from its policy origins to its delivery to recipient stakeholders. The advantage of this type of
analysis is that it allows interactions between parameters within the system to be recognised
and explored qualitatively as to their contribution to the regulatory process. This type of
methodology as described by Pollitt and Bouckaert (2000:21) provides a framework within
which the main forces for and against management change can be identified, and within this
paper it is utilised, in particular to investigate the interconnected roles of strategic planning,
work system design and performance management. At a practical level the approach gives
rise to the possibility that capacity building interventions initiated by regulators as chief
executives are potentially not randomly chosen but are specifically focused and coordinated
to strengthen the regulatory process (Asch and Bowman, 1989:404). It also enables the
contribution of performance management to be discussed as a key component in building the
human dimension to sustain the whole system, and in particular to support strategic planning
and work system design processes. The paper concludes by reviewing the issues arising in
performance management that may potentially inhibit employee efforts and development in
achieving effectiveness. The implication for regulators in this respect is how to initiate
appropriate performance management as part of institution building and how to develop it in
line with demonstrable needs, including the formalisation of the strategic planning and work

system design process.

BASIC ASSUMPTIONS OF THE DIAGNOSTIC MODEL

The organisational system reflected in Figure 1 is explored from two interconnected
perspectives: firstly, as a useful analytical means of unravelling the nature and scope of the
management process within a regulatory agency, and secondly, as a specific tool for raising
the agenda of institutional reform that regulators, as chief executives, may wish to promote.
Both perspectives rest on the premise that such a system represents the ability of people to get
the desired things done within an organisation, in other words the ‘how’ of institutional

performance rather than the ‘what’, which refers specifically, in the regulation context, to the



nature and scope of interventionist policies for promoting consumer well being and enterprise
viability. A management system adopted by a regulator of the type shown in Figure 1 is
likely to be explained as the means by which the efforts of managers and staff alike can be
harnessed towards the required regulatory results and through which progress towards them
can be evaluated. Further, a regulator in setting up a new agency, or re-energising the work
of an existing one, is likely also to give due weight to the importance of such as system as a

prime means by which institutional capacity for delivery can be maximised.

The key organisation and management components of this system, namely strategic planning,
work system design and performance management, are further described in Table 1. They
represent the basic building blocks by which regulators as chief executives can begin to
discern institutional development needs and by which diagnosis can be directly linked with

management interventions for growth or change.



Figure 1. Conceptual Framework for Capacity Building with a Regulatory Agency
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Table 1: Key Organisation and Management Components in a Regulatory Agency

Component

Likely source for information vital to component function
(aims and content)

Strategic business plan

e The stated political aims of regulation

e Legislation, including definition of the ‘regulatory space’ for
intervention

e Evaluation of previous regulatory practices in the sector
concerned

e Political climate for regulation including degree of emphasis on
pro-poor provision

e Views of key stakeholders including those of consumers

e Financial/market performance of major private companies in
sector

e The type of relations expected between the regulatory agency
and key stakeholders

e Conditions under which ‘regulatory capture’ can be avoided

Work system
development needs

e Nature and scope of the regulatory system implied by
legislation and political objectives

¢ Identification of supplier/client relationships in the regulatory
system

e Views of key stakeholders

e Interpretation of key effectiveness criteria in regulation

Performance
management system

e Definition of the above components
0 strategic business plan
o system development needs (regulatory system)
e Choice of management inputs
0 managerial style
o culture
o feedback mechanisms for increasing effectiveness
e Knowledge of current skills and potential of the workforce
e Views of staff and other stakeholders, such as human resource
specialists

However, each of the key components of Table 1 is unlikely to be treated in an isolated

fashion when looking at actions intended to raise institutional capability. Figure 1, drawing

on ideas in Eldridge (2002), suggests the need for a congruency of thinking in terms of these

three key components on the part of a regulator if the agency is to convert required policies

into appropriate executive actions. They are central to institutional capacity building as




interactive elements and all underpin the abilities of staff to understand the needs of the
relevant external stakeholders, to design appropriate delivery systems to meet these needs,
and to utilise the necessary management, technical, learning and accountability competencies.
Their successful incorporation contributes towards overall systems viability for an
organisation (Beer, 1985) and is at the heart of ‘embeddedness of regulatory institutions’
(Stirton and Lodge, 2002, Mehta, 2002).

Further, as suggested in Table 1, the strategic plan and the form of the work system for an
agency are predominantly shaped by the types of regulatory policies to be enacted and the
nature of the ‘regulatory climate’. While the performance management system also is subject
to these influences, its design and implementation strategy remain to some extent within the
managerial remit of a regulator, as reflected in decisions about its objectives and form. There
is a degree of independence for a regulator on the choices adopted for managerial style, the
internal culture, the extent of team working to be encouraged and the degree to which staff
members are to be empowered as individuals and in teams in securing effective
organisational outcomes through performance management. While choices in these areas
may reflect personal preferences on the part of a regulator, they are not exempt from the
climate existing in similar organisations and the type of institutional ethos prevailing in
regulation in the country concerned or the type of regulatory bodies favoured by

governments.

At a strategic level, building on Cook (2001) the performance of a regulatory agency is likely
to be judged under one or more of a number of the following headings:

e the degree of success achieved in regulation in relation to political and economic

considerations as judged by government, the legislature or other influential stakeholders

e the extent of implementation of any ‘business plan’ mandated by government/legislature

for enhancing consumer interests and/or sector economic/financial viability

e the degree to which effective use has been made of any legislation underlying the work of
the agency to address specific market issues



e the extent to which a positive impact has been made in the markets in question from the

perspective of consumers, consumer interest groups and the wider public

o the extent to which views of the network of stakeholders within the industry/sector have

been incorporated in the regulator’s responses

e the level at which monitoring procedures to gauge the effectiveness of regulation have

been established.

While not all of these criteria will be applicable at any one time in a specific agency, the
combination of even two or three of them can give rise to quite complex strategic planning
processes in terms of the range of stakeholders to be satisfied and the scope of the
quantitative and qualitative information to be analysed and presented. Primary consideration
has to be given in strategic planning, however, to the political decision making process which
Bryson (1995:11) sees as inductive and based on issues which by definition involve conflict,
not consensus. Such conflict revolves around expressed opinions based on philosophy, ends,
means, timing, location, political advantage and reasons for change, and is subject to efforts
for resolution in the planning process. Out of this resolution can emerge policies and
programmes that are politically acceptable to the involved or affected parties, but which are
expressed as rationally applied intentions or plans. Guth and Macmillan (1989:316) suggest
that part of this process is the emergence of more general policies to capture, frame, shape,
guide, or interpret the policies and programmes specifically geared to particular issues. A
number of writers (Mintzberg, 1983, Pfeffer, 1992 and Peters, 1995) also stress the
importance of the interface between the political process and strategic planning as a prelude
to the organisational rationale of writing vision, aims, objectives and targets and placing them
within a consensually agreed statement. Consequently the strategic planning component of
Figure 1 has at its heart strategic thinking which encompasses not only the interpretation of
hard data on direction but also insights from key stakeholders which broadens the
consideration of issues and invokes a learning process (Mintzberg, 1994). As such plan
formulation rests on intuition, creativity and building commitment, skills somewhat remote
from the hard nosed economic competences governing regulation, but ones which a regulator
needs to have on board to ensure the adequate interpretation of political direction, to

stimulate a dialogue to improve political decisions and understand what constitutes effective



outcomes. This line of argument implies an institutional need to conceptualise strategic
planning so that the political decision making model subsequently leads to consensual
agreements on what policies and programmes will best resolve key issues through a rational
planning model (Bryson,1995:12). Furthermore the rational planning model potentially
provides a feedback mechanism by which inconsistencies in the political outcome can be
addressed (Katz and Kahn, 1978).

Coalescing with the political debate, stakeholder analysis is likely to be another key
ingredient in the strategic planning process given the multiplicity of interests prevailing in a
regulatory regime. Boschken (1994) refers to the inherent danger of not recognising the
credentials of key stakeholders and not knowing the criteria of performance they would apply
to an organisation. This lack of knowledge can contribute to inappropriate or ineffective
standards of performance being accepted for the organisation. Bryson and Crosby (1992)
picture a situation in which individuals and groups wrestle for control of the organisation’s
attention, resources and outputs, possibly an endemic feature of the regulatory process, and
refer to the importance of stakeholder analysis in obtaining a more precise view of the
contestants through surveys, interviews and group discussions. This is very much in line with
the remit of the ‘new public management’ as exemplified in Osborne and Gaebler (1992)
with its focus on customer needs and the generation of criteria of performance directly related
to them. Bryson sees these criteria covering areas of organisation strength and weakness,
overlaps, gaps, conflicts and contradictions in the quantity and quality of outputs. Most
importantly he refers to a stakeholder analysis as being a process by which managers, in our
case regulators, can place themselves in the shoes of others, especially outsiders, and make
assessments of the organisation from these external perspectives. Not only does this form a
basis for Strengths/Weaknesses/Opportunities/Threats (SWOT) analysis, strategic issue
identification and strategic development but is an essential precursor for ethical action
(Lewis, 1991). Additionally, stakeholder analysis may provide an understanding on what the
organisation needs from each stakeholder group, a very essential process in the delicate

economic balances to be achieved in regulation. Mintzberg (1994:111) reminds us that

‘vision is unavailable to those who cannot ‘see’ with their own eyes. Real strategists
get their hands dirty digging for ideas, and real strategies are built from the occasional

nuggets they uncover’.



WORK SYSTEM DESIGN

Regulators will only succeed if they are capable of harnessing internal efforts towards the
required regulatory outcomes as specified in the strategic planning process. Systems of work
have to be organised that enable agency staff to be coordinated in what they do and motivated
to improve quality as the result of learning and group efforts. Job descriptions, as the usual
organisational mechanism for ensuring that work proceeds in an effective manner, have to
balance the ‘upward demands’ placed on job holders for accountability to senior staff with
the ‘lateral demands’, i.e. participation in work systems that deliver results which may cut
across departmental or functional lines of reporting. While the former mandate for job
descriptions is a well practiced discipline within public sector organisations, although still
fraught with problems, the latter is an often- neglected area much at the centre of the debate

on public sector reform (Deming, 1994).

The art of dealing with this issue is for management to balance the needs of a job description,
which by it very nature is individually centred, with those work system maintenance and
development needs which cannot be anything other than the responsibility of people acting in
groups. Portraying jobs as part of work systems also encourages a sense of purpose which
benefits clients, whether internal or external to the organisation. It also helps to avoid over-
reliance by job- holders on servicing the needs of the organisation’s hierarchy, a
‘disenchranchisement’ particularly pertinent to public sector organisations, which may have
too many layers of management. A sense of purpose can also inspire cooperation in work
teams, and produce interdependence, and perhaps even inter-changeability of individual
roles, beyond the limits of formal job descriptions.



Figure 2: The Supplier-Input-Process-Output-Customer (SIPOC) Model as Applied to the Regulatory Process
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article by Tribus (undated).




To understand the importance of systems development in regulatory organisations one has
only to look at the complex considerations that pervade regulation over and above the general
demands of management in the public sector. A complete systemic understanding of the
processes of furthering regulation from inception to delivery is important to avoid political
and regulatory capture, to minimise information asymmetries and to maximise transparency
of the criteria covering relationships with key stakeholders and the decisions affecting them.
Limiting the randomness of approach amongst regulatory staff, ensuring the consistency of
decisions and fulfilling accountability needs are also key strategic aims that can result from a
systems based analysis. Such an approach is possible with the model based on Tribus
(undated) shown in Figure 2, which represents a conceptualisation of the organisation well

beyond what conventional job analysis can offer.

The demands of regulation as related to the continual need to improve its quality in meeting
intentions, and to respond to underlying instabilities in the market being regulated, lead also,
according to Ackoff (1999:158) to the need for a systemic concept of the organisation that
naturally inculcates a learning function. Such a possibility is additionally demonstrated in the
model of Figure 2 with its well-developed system of feedback to initiate discussions to
improve performance. Latent within the system is the role of strategic planning which gives
rise to key questions in every box (node) of Figure 2, which potentially stimulate learning
processes amongst those involved and provide vital feedback to the regulator. Its main role,
therefore, in the form shown in Fig. 2, is for regulators to utilise it as a planning tool to raise

strategic questions on the experienced or projected levels of regulatory performance.

Fig.2 also represents a system which in practice would be broken down into a number of
separate processes which act together to produce the work necessary for regulatory intention
to be delivered. Deming (1994:61) sees this analysis resulting in descriptions that are the
‘real’ organisation chart which,

‘... show people what their jobs are, how they should interact with one another as part

of a system’.
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He refers to a system (Deming 1994:50) as a network of interdependent processes that work
together to try to accomplish the aim of the system, and in the case of Figure 2 it would give
rise to an understanding of (British Deming Society, 1995):

e the various tasks contained within each process

e how tasks are transformed into outputs

e the decisions that need to be made at various stages

o the essential interrelationships and interdependences between the various processes

e where weak points are in any process which may inhibit success of the whole system.

This type of system exemplifies the situation in which work flows cut across departmental or
functional boundaries which, through analysis, leads to an understanding of what constitutes
client satisfaction. Burr (1990) refers to the most important outcomes of this approach being
common knowledge amongst the employees involved on how each link in the chain fits
together, and constitutes a learning process geared towards improvement. Deming (1994:54-
60) suggests further that when change is proposed, process maps allow the possibilities to be
explored in terms of each process and the system as a whole, exposing for instance what
constitutes value adding as against tasks conducted purely ‘as norm’.  Additionally,
examination of process promotes a dialogue of:

e where things most easily go wrong

e difficulties arising in staff relationships at ‘transaction points’

e required criteria of performance to enable the system to function.

As such, information is generated which is directly relevant to performance management.

PERFORMANCE MANAGEMENT

Performance management as portrayed in Table 1 is a derivative of the specifications of the
strategic planning process and the work system development needs but also represents the
means by which these two components can be fully brought to fruition. To throw light on its
scope within a regulatory agency and to provide the context for decisions that initiate an
appropriate system, it is worth considering how this particular paradigm for management has
evolved in recent years. Performance management has its origins not just in the broad range
of behavioural theories relating to how people can be managed for improved contribution but

very specifically in the ‘management by objectives’ school of thinking that reached its height
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of influence in both public and private sector organisations in the 1970s and early 1980s
(Humble, 1970, Reddin, 1970).

appraisal, as this has moved from looking at contribution and its evaluation from the

It also represents a natural progression of performance

perspective of individual behaviours/traits, towards the measurement of job holder
performance against objectives in a strategic framework (Locke, et al., 1981). From the
perspective of public sector reform, performance management also represents an attractive
tool to create cultures more conducive to performance improvement (Cabinet Office,
undated). In Table 2, Armstrong and Baron (1998) lay out their view of this progression of
managerial ideas from MBO and through the experience of ‘appraisal’ that has resulted in

today’s understanding of the role of performance management.

Table 2:

Management Compared

Management by Objectives, Performance Appraisal and Performance

Management by Objectives

Performance Appraisal

Performance Management

Packaged system

Usually tailor made

Tailor made

Applied to managers

Applied to all staff

Applied to all staff

Emphasis on individual
objectives

Individual objectives may be
included

Emphasis on integrating
corporate, team and individual
objectives

Emphasis on quantified
performance measures

Some gqualitative
performance indicators may
also be included

Competence requirements
often included as well as
quantified measures

Annual appraisal

Annual appraisal

Continuous review with one
or more formal reviews

Top-down system with
ratings

Top-down system with
ratings

Joint process, ratings less
common

May not be a direct link to
pay

Often linked to pay

May not be a direct link to
pay

Monolithic system

Monolithic system

Flexible process

Complex paper work

Complex paper work

Documentation often
minimised

Owned by line managers and
personnel department

Owned by line managers and
personnel department

Owned by management

Source: Armstrong and Baron (1998)
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The theory of performance management suggests that when applied, role definitions for work
units, teams and individuals emerge from the strategic planning process which reflect the
preferred success criteria for an organisation. Also the feedback on which to judge the
respective contributions is generated, which is then utilised in the improvement of
performance and in recognising appropriate development needs. The form and arrangements
for handling this feedback are open to a number of varying methodologies, but before these
can be decided upon regulators would need to make choices on the objectives, scope and
major concepts for performance management, as discussed below. A major assumption
underpinning the whole approach needless to say is that for professional staff, at the very
least, knowledge of key success criteria for an agency would be essential and that any system

would stimulate reflection on their contribution in meeting these criteria.

CHOICES IN INSTITUTIONAL FACTORS AND PERFORMANCE MANAGE-
MENT DESIGN

Obviously the design of a performance management system is challenging within the
complexity of processes and the demands of regulatory interventions as indicated in Figure 1.
Of fundamental importance in performance management is maximising meaningful feedback
within the system to groups and individuals that indicates progress in achieving
organisational goals, but which is handled in a way acceptable to individuals and which can
be acted upon by them for improvement. In achieving this positive institutional effect three
important issues have to be resolved by regulators when initiating a performance
management system. Note, in raising these issues reference is made to appraisal of
performance, and while performance management has superseded more behaviourally-based
aspects of this, it remains a central methodology in any performance management system.
The choices are also interdependent with the mandates established for the strategic planning
process and for meeting work system design needs (see Table 1) but also reflect to a
significant extent the type of management style the regulator wishes to adopt related to the

contextual and individual options available.

Open Versus Closed Assessment of Regulatory Staff in the Quest for Transparency
Open feedback in evaluating performance is likely to be seen as a potent tool to address
performance issues (Anstey, Fletcher and Walker 1976; Fletcher, 1993). However, the

question arises whether prevailing organisational norms restricting openness and participation
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are intrinsic features of broader (national) cultures that the design of any assessment scheme
must adapt to, or only express organisations’ unfamiliarity with appraisal (and possibly with
other systematic management practices). Evidence strongly suggests that open systems work
less well in cultural settings that discourage open and frank discussions of (mutual)
performance weaknesses by managers and staff, for example, in some South Asian
organisations. Giving individuals feedback on performance in such organisations is often
considered one sided and potentially damaging by the recipients, especially if conducted in an
open manner. We may speculate in this particular debate how far openness in the appraisal
of regulatory staff is to be encouraged in order to enhance transparency of operations, and
whether it is possible that a closed system may be associated more directly with regulatory
capture. In this respect Brigham and Fitzgerald (2001) refer to the need for ‘visibility of
reporting” to which performance management contributes, but also maintain that such a
system constitutes a link between levels, that is between organisational coordination and
control. While admittedly referring to a regulated organisation rather than a regulator, their

remarks remain pertinent on the value of performance management for the latter.

Formal Versus Informal Performance Management Systems in Dealing with the
Complexity of Regulation

McGregor (1957), one of the first critics of formal appraisal systems, notes that while
organisations continue to require them in spite of their recognised weaknesses, many
managers retain a belief that their day-to-day communication with staff, as part of an
informal approach to performance management, is enough to give them all the information
and influence they need. The response of Fletcher (1993: 1-2) as a believer in officially
designated systems is that in the absence of a formalisation, assessment does indeed take
place as people work together but this is unstructured and perhaps highly subjective, leading
to a potential for bias and unfairness. In a similar vein Walker (1980) notes that the
clarification of job expectations, the reviewing of accomplishments, and the planning of
future performance and development efforts, constituted as a formal system, are central to
effective management; and also that objective performance evaluations are necessary as a

legal defence to charges of discrimination on the basis of age, sex and race.

Looking at this debate from the perspective of a regulatory agency, it is difficult to envisage

how an informal system would be adequate other than in situations in which staff numbers
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were quite small and operations relatively straightforward. In terms of Stirton and Lodge’s
(2002:9) “Presence of check and balances against capture and administrative expropriation’,
transparency is recognised as fundamentally important, and it is hard to conceive of a
situation in which staff accountability mechanisms on important matters are other than
explicit, in recorded form and checked for consistency against the demands of regulatory
practice. These aspects are integral to the achievement of transparency and a formally

constituted performance management system is likely to have a major part to play in this.

However, a word of caution is raised against formally applied systems by Deming (1986), the
originator of quality management, who argues that appraisal is one of the ‘seven deadly sins’
afflicting managers in North America. His view is that managers wrongly ascribe to
individual employees responsibility for performance problems which really arise from the
nature of the work system itself, thereby depressing the morale of staff while doing little to
improve performance. Following Deming’s lead, Bowman (1994) argues that formally
constituted appraisal for individual employees is a mistake, as problems need to be tackled at
the level of the organisation, not the lone staff member. Latham and Wexley (1993),
however, suggest that Deming’s scepticism about appraisal is not generally accepted. Even
after systemic or organisational problems have been tackled, there remain psychological
issues of performance that still have to be addressed at the level of the individual staff
member through reviews involving feedback and discussion. However, Deming’s views on
reforming performance management objectives and practices are highly relevant and give rise
to the need expressed in this paper for congruency between work system design and
performance management. Methods are required to assess the contribution of employees

bound together in a work system for which they hold joint responsibility.

Performance Assessment Versus Development Versus Rewards for Employees

In reviewing work contributions, as in other areas of human resource management, the
perspectives of the employee and of the organisation can be quite different. At one extreme,
a performance management scheme designed exclusively for organisational benefit focuses
on measuring past performance and setting performance targets for employees. From an
opposite focus, a scheme designed wholly for the benefit of employees would focus

exclusively on job satisfaction, and the training and development of staff.
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In other words, the organisation’s priority is more likely to be assessment for improvement,
and the individual’s to be personal and career development. These are different purposes: one
points to comparing performance differences between individuals, the other to possible
change in the performance of an individual now and in the future as a result of development.
Can they be combined satisfactorily in a single review procedure? Randel et al. (1984: 13-
14) argue forcefully that they cannot and they make a distinction between interviews used for
assessment (performance reviews), for development (potential reviews), and for determining
pay and benefits (reward reviews). However, where it is already difficult to persuade
managers to spend sufficient time on reviews of performance, it may be unrealistic to expect
them to conduct several interviews with each appraisee. Yet the fact remains that an
interview that combines assessment and development, and possibly reward, may result in the
contamination of each by the others. Fletcher (1993: 10) concludes that it is best to see the

function of appraisal as employee development and motivation because:

e this approach is acceptable and welcome to appraisees and most appraisers

e it represents what is generally the highest priority for the organisation — a strategy for

improving performance which relies on development and motivation

e the effectiveness of appraisal for assessing individuals’ performance relative to that of

their peers is doubtful.

However, Fletcher’s advocacy of development as the primary purpose of appraisal, runs
counter to a central feature of performance management, as portrayed in reforming public
sector organisations, which stresses an emphasis on target setting and review for improving
work contributions as directly influenced by a strategic planning process. Additionally, much
of public sector reform has focused on ‘rightsizing’, in some countries resulting in a
reduction of posts in the public sector with a more than proportionate effect on those at a
senior level. This affects promotion chances and impacts on assessment systems which have
been traditionally used to identify staff for advancement. Regulatory agencies are certainly
not going to be exempt from this type of dilemma in weighing up the pros and cons on the
focus which assessment should take. In line with the trend seen generally in public sector

organisations, and given their internal complexity of operations, it seems unlikely that they
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can avoid the primary focus primarily falling on the improvement of performance, but linked

to a recognition of development needs.

Issues of rewards are also difficult to accommodate in the same interview as performance
assessment and/or development. If appraisees believe that extra remuneration may result
from an appraisal, this expectation may deflect them from a fully honest and open discussion
of their performance or development needs, which may be extremely problematic in

regulation when maximising ‘undistorted’ feedback is necessary.

CONCLUDING REMARKS

Consideration of the above issues is fundamental in designing a performance management
system that will prove resilient in the face of the complex demands made on the capabilities
of regulators and which will enable strategic planning and work system design to be activated
as precursors to the potential contributions of all staff. Resolution of the issues may be more
taxing when the regulatory agency is part of the civil service sector or carries a residual of
public sector culture from a previous existence. Such an agency may lack an ongoing and
open dialogue on what constitutes effective performance and further, may lack a mutual
understanding of, and widely owned commitment to, performance improvement. Many
studies suggest that any unilateral imposition of performance management by senior
management in such circumstances may worsen rather than remedy matters (Deming Society,
1994). A paper based prescriptive approach for performance management, for instance, may
focus discussion on the functional demands of the system, including definitions of annual
output targets, rather than on establishing ongoing relationships between managers and others
that provide continuous feedback for improving results. Such a weakness may be
compounded by the possibility that targets set for a plan period become outdated, and under
developed manager/appraisee relationships may prevent adaptation to new conditions facing
the agency. Further, there may be a failure to recognise the extent and type of change
required, and to determine the necessary actions to bring it about through adaptations of the

strategic plan or amendments of the work system.
On the other hand, an agency without a formalised performance management system, may

already have working arrangements between managers and staff that are effective in

achieving desired results or have the potential to do so. The issue in introducing performance
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management as an explicitly managed system then is whether it builds on those positive
relationships, or disrupts them, leading to a fall in the quantity and quality of current outputs.
Evidence from change management suggests that ignoring currently valued practice and
experience when seeking improvement, runs the risk that new remedies imposed may not
have the effect desired (Paton and McCalman, 2000). Further, it may deny current
management capabilities and demonstrate an insensitivity to values that staff hold about
themselves and their work. In other words, a new approach adopted from another context
(which is typically how performance management has spread from one country to another),
may be culturally inappropriate. This possibility becomes greater the more weight is given in
strategic planning to budgetary requirements and output targets, at the expense of more

qualitative aspects of service delivery, valued by clients, managers and staff alike.

The issue in introducing performance management into a regulatory agency is how to choose
the appropriate set of concepts, bearing in mind the dilemmas portrayed in the previous
section, while incorporating sound organisational practices which link it with the strategic
planning process and the work system design requirements. Such an assessment enables a
regulator to establish the framework for introducing performance management based on a
consideration of the values held by staff in the organisation and of their affinity with the
culture implied by any new system to be introduced. The timescale for this type of change
puts in doubt the value of performance management systems imposed by outside consultants
(or donors). What can look very attractive on paper as a performance management proposal
towards a better delivery system so often fails to come to fruition because it is unacceptable
to staff, and the time scales for its introduction are too short.

Complexity of performance management design and procedure can also cause problems.
Again, on paper a new system might appear reasonably attractive to stakeholders. In practice,
however, complications arise in relation to terminology, the ability to define work outcomes
in a useful way, and purely technical issues of design. At its worst, paper outputs may
expand to meet formal reporting requirements, but at the expense of a meaningful exchange
of work experience and of ideas between managers and those being assessed. It may also

inhibit adequate linkage with the strategic planning and work system design components.

Further, some areas of regulatory work may not fit easily into the methodology of

performance management but this may not be necessarily recognised when systems are
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introduced. The danger is that all staff are required to follow the demands of the new system,
regardless of how meaningful it is in specific job roles and in relation to perceptions held
about the work outcomes expected. In addition, it is fruitless to set sophisticated standards of
job performance in organisations that lack adequate information systems to produce the

necessary control data.

One of the most criticised aspects of traditional ways of assessing people in the workplace
flows from the work of Deming (1986), which suggests that individual target setting is nearly
always destructive of customer-focused teamwork within or between work units. This is
because it pressures individuals to demonstrate their own achievement in assessment, which
they invariably perceive to be confined to the management reporting structure they find
themselves in and which possibly represents ‘pleasing the boss’. This pressure makes
appraisees want to ‘work around’ the performance management system rather than improve
it. ‘Safe’ targets may be negotiated at the start of a plan period, for instance, because they are
perceived as easier to achieve, hence to gain approval from senior managers. Legitimate
organisational targets seen as ‘stretching’, or just more difficult, may be left out or reduced in
scope by appraisees. Deming’s view is that as a result of this effect, when objective setting
passes down through the levels of a hierarchy, the inevitable result is sub-optimisation of
what is possible. At its worst, it becomes a source of tactical games or defensive behaviour,
thereby reinforcing obstacles to continuous improvement through team effort. Such a
scenario would certainly jeopardise many of the qualities expected in a regulatory process of
proportionality, accountability, consistency, transparency and targeting (Better Regulation
Task Force, 2003).

As an alternative to the prescriptive performance standards and targets set by managers,
Deming puts forward the idea of ‘managing for results’ as the main theme in performance
management. This stresses how results are achieved rather than attributing results solely to
the efforts and skills of individuals. It is process orientated, concentrating on the organisation
of work and how teams can cooperate across traditional hierarchic boundaries to achieve the
objectives of the organisation as a whole through commonly owned and developed work
systems together with an understanding of strategic planning needs. Its key idea is building
trust between stakeholders, which contributes to a reduction in confusion over planning and

coordination, and minimises distorting behaviour induced by setting individual objectives.
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The conclusion to be drawn from this line of argument is that an abiding feature for achieving
institutional effectiveness in regulatory agencies is likely to be the instigation and
management of quality processes that serve the needs of stakeholders within the framework
of predetermined effectiveness criteria. Quality processes encouraged by regulators (the
work system component) not only allow the intentions of regulation (the strategic planning
component) to be appropriately enacted, but also promote the human effort in meeting the
multifarious institutional demands by the choice of an appropriate performance management

system.

21



References
Ackoff, R.L. (1999) Re-creating the Corporation, New York, Oxford University Press.

Anstey, E., Fletcher, C. and Walker, J. (1976) Staff Appraisal and Development, London,
Allen and Unwin.

Armstrong, M. (2000) Performance Management Practice: Key Practices and Practical
Guidelines, London, Kogan Page.

Armstrong, M. and Baron, A. (1998) Performance Management, London, Institute of
Personnel Development.

Asch, D. and Brown, C. (eds.) (1989) Readings in Strategic Management, Basingstoke,
Macmillan.

Beer, S. (1985) Diagnosing the System for Organisations, Chichester, Wiley.

Better Regulation Task Force (2003), Principles of Good Regulation, London, Cabinet
Office, Regulatory Impact Unit.

Boschken, H.L. (1994) *Organisational Performance and Multiple Constituencies’, Public
Administration Review, 54, pp.308-312.

Bowman, J. (1994) ‘At last an alternative to performance appraisal: total quality
management’, Public Administration Review, 54(2), 129-36.

Brigham, B.H. and Fitzgerald, L. (2001) ‘Controlling managers and organisations: the case of
performance measurement in a regulated water company’, Centre for Management
Under Regulation Research Paper No 01/1, Warwick.

British Deming Association (1995) Flowcharting: How and Why?, BDA Booklet A17,
Salisbury, British Deming Association.

Bryson, J.M. (1995) Strategic Planning for Public and Non-Profit Organisations, San
Francisco, Jossey-Bass.

Bryson, J.M. and Crosby, B.C. (1992) Leadership for the Common Good: Tackling Public
Problems in a Shared Power World, San Francisco, Jossey-Bass.

Burr, J. T. (1990) “The Tools of Quality. Part 1: Going with the Flow(chart)’, Quality
Progress, Vol.23, No.6, pp.64-67.

Cabinet Office (undated) Objective Setting in Personal Review, Main Report, London,
Cabinet Office, Office of Public Service and Science.

Cook, P. (2001) ‘Privatisation and Regulation in Developing Countries’, in McCourt, W. and

Minogue, M. (eds), The Internationalisation of Public Management, Reinventing the
Third World State, Cheltenham, Edward Elgar, Uk.

22



Deming, W.E. (1986) Out of Crisis, Cambridge, Massachusetts, MIT Institute for Advanced
Engineering Study.

Deming Society (1994) Performance Appraisal and All That, London, Deming Society.

Deming, W. E. (1994) The New Economics for Industry, Government, Education, MIT Press,
Cambridge MA.

Drucker, P. (1967) The Effective Executive, London, Heimann.

Eldridge, D. (2002) Raising the Agenda for Capacity Building in the CRC, Manchester,
Centre on Regulation and Competition, Working Paper No. 19.

Fletcher, C.A. (1993) Appraisal: Routes to Improved Performance, London, IPM.
Guth, W.D. and MacMillan, I.C. (1989) ‘Strategy Implementation v. Middle Management

Self Interest’, in Asch, D. and Bowman, C. (eds), Readings in Strategic Management,
Basingstoke, MacMillan.

Humble, J. (1970) Management by Objectives in Action, Maidenhead, McGraw Hill.
Kirkpatrick, C. and Parker, D. (2003) Regulatory Impact Assessment: Developing its

Potential for Use in Developing Countries, University of Manchester, Centre on
Regulation and Competition.

Katz, D. and Kahn, R. (1978) The Social Psychology of Organisations, New York, Wiley.

Latham, G.P. and Wexley, K. (1993) Increasing Productivity through Performance
Appraisal, Addison-Wesley.

Lewis, C.W. (1991) The Ethics Challenge in Public Service: A Problem Solving Guide, San
Francisco, Jossey-Bass.

Locke, E.A., Shaw, K.N., Saari, L.M. and Latham, G.P. (1981) *‘Goal setting and task
performance 1969-80’, Psychological Bulletin, 90, pp. 125-52.

McGregor, D. (1957) “‘An uneasy look at performance appraisal’, Harvard Business Review,
May-June, pp. 89-94.

Majone, G. (1999) ‘The Regulatory State and its Legitimacy Problems’, West European
Politics, 22, 1, pp. 1-24.

Mehta, P.S. (2002) ‘Friends of Competition’, Capacity Building for an Effective Competition
Regime in Developing Countries, Jaipur, CUTS.

Minogue, M. (2002) Public Management and Regulatory Governance: Problems of Policy

Transfer to Developing Countries, Manchester, Centre on Regulation and
Competition, Working Paper No.32.

23



Mintzberg, H. (1994) ‘The Fall and Rise of Strategic Planning’, Harvard Business Review,
January - February, pp.107-114.

Mintzberg, H. (1983) Power In and Around Organisations, Englewood Cliffs, N.J., Prentice
Hall.

Osborne, D. and Gaebler, T. (1992) Reinventing Government, Reading, Massachusetts,
Addison-Wesley.

Paton, R.A. and McCalman, J. (2000) Change Management. A Guide to Effective
Implementation, London, Sage.

Peters, G. (1995) The Politics of Bureaucracy, New York, Longman.

Pfeffer, J. (1992) Managing with Power: Politics and Influence in Organisations, Boston,
Harvard Business School Press.

Pollitt, C. and Bouckaert, G. (2000) Public Management Reform: A Comparative Analysis,
Oxford University Press, Oxford.

Randel, G. et al. (1984) Staff Appraisal, London, IPM.

Reddin, W. (1970) Managerial Effectiveness, McGraw Hill.

Stirton, L. and Lodge, M. (2003) Embedding Regulatory Autonomy: the Reform of the
Jamaican Telecommunications Regulation, 1988-2001, London School of Economics:

Centre for Analysis of Risk and Regulation

Tribus, M. (undated) Quality in Education According to the Teachings of Deming and
Feuerstein, Fremont CA, Myron Tribus.

Vass, P. (2002) The Principles of ‘Better Regulation’ - Separating Roles and Responsibility,
Manchester, Centre on Regulation and Competition International Workshop,
Manchester, September 2002.

Walker, J.W. (1980) Human Resource Planning New York, McGraw Hill.

24



	Centre on Regulation and Competition
	WORKING PAPER SERIES
	February 2004


