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Abstract





The paper provides a critical analysis of the operation of performance-based pay in the Australian Public Service (APS) from 1992 to 1996 and questions the proposal of the Federal Coalition Government for ‘further experimentation’ with such managerial initiatives (Reith, 1996: 17). The paper argues that the performance agreements underpinning performance-based pay were unable to adequately measure the performance of senior officers undertaking policy work, while the appraisal reviews of these agreements failed, on-the-whole, to increase performance feedback between supervisors and senior officers. The process of rating senior officers by supervisors, and the moderation of those ratings by senior agency management, proved to be inherently subjective and considerably increased the prerogatives of public service managers over senior officers. The linkage of pay to individual performance undermined teamwork and increased friction between those eligible for performance bonuses and more junior officers excluded from the scheme. Further, the scheme's emphasis on the individual nature of the employment relationship did not undermine collective values, in particular workforce commitment to trade unionism.








Introduction





The paper examines the operation of performance based pay in the Australian Public Service (APS) between 1992 and 1996. The paper focuses on the impact of this scheme for federal public service workers employed in the Senior Officer grades (A, B and C), the grades between administrative service officers one to six (ASO) and the senior executive service (SES). Although performance-based pay had largely lapsed by the end of 1994 (Stewart, 1996), the Federal Liberal/National Government appears enthusiastic for further experimentation with performance bonuses as part of its agenda to introduce private sector management practices into the APS (Reith, 1996). But, to what degree is this recommendation for ‘greater experimentation’ (Reith, 1996: 19) with performance management justified? To what extent did previous experiments with performance-based pay succeed in generating a strong performance culture within the APS? Despite a highly critical Senate report into the performance pay scheme after its first round of operation (Senate, 1993), there has been no overall analysis of the impact of performance-based pay arrangements to date within the APS.





In undertaking such an analysis, the paper asks a number of questions: to what extent was performance appraisal, which underpinned performance-based pay in the APS, able to adequately measure the performance of senior officers? Further, did performance appraisal facilitate increased performance feedback between supervisors and senior officers? How objective was the process of rating senior officers by supervisors and the moderation of those ratings by senior agency management? How did performance-based pay affect motivation and teamwork within the APS? Did it threaten workforce commitment to trade unionism?





The rationale behind performance-based pay schemes, and their appeal for politicians and advocates of public sector reform, lies in the unambiguous assertion that individual public servants will be motivated to work harder where their pay is linked to performance (Waldron, 1988). Performance-based pay is also underpinned by the assumptions of expectancy theory; whereby individual employees are expected to choose to perform to the level that maximises their best interests (Perry, 1991: 77). According to Kessler and Purcell:





'Performance related pay is based on an underlying view of motivation which suggests that employee performance is improved through the establishment of a 'clear' link between effort, as formalised and measured through specified, individual criteria or targets, and reward (1992: 20)'.





Critics, however, have argued that performance-based pay schemes may not be appropriate for the public sector. Performance-based pay in the private sector has enjoyed little success, with few firms able to establish an effective link between pay and improved performance (Ingraham, 1993: 350). There is also little evidence to suggest that employee performance in the public sector is improved by performance-based pay (Marsden and Richardson, 1994: 25) or that pay is the predominant motivation for public service workers (Milkovich and Wignor 1991: 163). Such schemes have been viewed as foreign to the traditional focus of public sector pay determination on transparency and equity (Waldron, 1988: 11). Further, the assessment of individual performance is inherently subjective and has the potential to reinforce managerial prerogatives and controls over the workforce (Buchanan, 1990; Wright, 1995).





The paper relies upon interviews conducted with public service managers responsible for implementing the performance pay scheme and senior officers (many acting in the capacity of union delegates) in 14 agencies and departments of the APS. Interviews were also undertaken with a representative from the former Department of Industrial Relations (DIR), and two industrial officers of the Community and Public Sector Union (CPSU). Interviews took place between June 1996 and April 1997 and a total of 36 interviews were undertaken. The paper also makes use of documents prepared by the Senate Standing Committee on Finance and Public Administration, the Auditor-General and by the central agencies coordinating the scheme (DIR, Public Service Commission (PSC) and the Department of Finance (DoF)).





The paper is structured in the following manner. The first section provides a background to the emergence of performance-based pay in the APS. The second examines the operation of performance appraisal. The third evaluates the determination of ratings by supervisors and senior agency management. The fourth examines the impact of performance bonuses on motivation and teamwork and response of public sector trade unions. The fifth considers alternative forms of performance-based pay. A conclusion synthesises the main points of the paper.








The Emergence of Performance-Based Pay within the APS





While performance-based pay was introduced into the APS in December 1992, negotiations regarding this issue had been ongoing since the late 1980s. The guidelines for performance-based pay for senior officers emerged after extensive negotiations between DIR and public sector unions over the structural efficiency principle of the 1989 National Wage Case (Buchanan, 1990: 57; Senate, 1990: 2). Further negotiations were conducted as part of the November 1991 enterprise bargaining agreement for the APS (Public Service Commission, 1992a). Performance-based pay was not implemented until December 1992, however, because of Australian Industrial Relations Commission (AIRC) reservations that performance-based pay was not compatible with the operation of public sector paid rates awards (Public Sector Union, 1993).





Performance-based pay was eventually included in the APS service-wide workplace bargaining agreement between the federal Labor Government and public sector trade unions on 4 December 1992, referred to as 'Improving Productivity, Jobs and Pay in the Australian Public Service 1992-1994'. Performance-based payments to senior officers represented bonus payments. The funding of performance-based pay involved a budget supplement for agencies equivalent to 50 per cent of the maximum payment payable to each eligible officer of the agency (DIR, 1992b: 5). Significantly, the APS service-wide workplace bargaining agreement of December 1992 allowed for senior officers to vote to ‘foldback’ these performance bonuses into a productivity pool that could be used to fund improvements in pay and conditions for all staff below the SES via agency bargaining (DIR, 1992b: 5).





An initial inquiry into the operation of the performance-based pay scheme was undertaken by the Senate Standing Committee on Finance and Public Administration (SSCFPA) in 1993, following the first round of performance appraisal and pay (Senate, 1993). This followed an initial report in 1990 that was sceptical of the need for a performance-based pay scheme in the APS (Senate, 1990). Concerns raised in submissions to the 1993 Senate inquiry included: the potential for performance-based pay to increase the 'politicisation' in the public service (1993: 19); that performance assessments were inherently subjective, and that the performance of public sector organisations and staff were influenced by issues beyond their control (1993: 21-26). Performance-based pay was also perceived as divisive, introduced at a hurried pace and costly in terms of time and use of scarce administrative resources (1993:49-57).1





In light of the highly critical report from the Senate Standing Committee, and unfavourable comments in the media, the central coordinating agencies responsible for the operation of the scheme (DIR, PSC and DoF) rallied in defence of performance-based pay. They began by conceding problems with the implementation of performance-based pay in the APS, in particular that some agencies were paying all senior officers an equivalent payment regardless of rating (DIR, 1993c: 2). DIR blamed the differing 'work cultures' and the 'steep learning curve' involved in implementing performance appraisal and pay for these transgressions of its guidelines (DIR, 1993c: 2). Problems in implementing these schemes were explained away by referring to the 'lack of familiarity' and 'the fast pace of change' which supervisors and workers have experienced with both schemes (Johns, 1994: 2). 





In a memorandum to all APS agencies regarding new guidelines for performance-based pay the heads of the three coordinating agencies (DIR, PSC and DoF) outlined suggestions to overcome the problems with the initial round of performance-based pay. They also reasserted the principles underpinning this managerial reform and provided new guidelines for agencies to adopt when implementing the scheme in future rounds. To overcome the shortcomings of the moderation process, moderators unfamiliar with an officer's performance were to consult the officer's immediate supervisor before changing rating scores. The memorandum also emphasised that initial ratings were 'preliminary' and could change under moderation. The solution to the subjective nature of performance agreements required 'robust quantitative and qualitative indicators' (1994: 9). DIR, in particular, reasserted that a 'spread of ratings' was required, as were sufficiently graded levels of bonus payments to adequately reward different levels of individual performance.





Under the revised guidelines outlined by the heads of the coordinating agencies, performance-based pay was to be limited to approximately 80 per cent of eligible officers. Of those, 40 to 50 per cent were entitled to performance-based pay in the "fully effective" rating, 25 per cent "superior", with merely 5 per cent expected to receive an "outstanding" rating (Core, Ives and Sedgwick, 1994: 4). Once these principles were accepted at an agency level the coordinating agencies confidently predicted increased acceptance of performance appraisal and pay: 





'As the appraisal processes become more settled, and agencies assimilate and apply the additional advise provided by this Memorandum, more realistic and appropriate appraisal and pay outcomes should emerge as part of a stronger performance management culture generally' (Core, Ives and Sedgwick, 1994; 4).








Performance Appraisal via Performance Agreements 





The performance-based pay scheme in the APS was underpinned by performance appraisal. Performance appraisal within the APS aimed to link individual performance to corporate goals, improve communication between senior officers and their superiors and identify senior officers’ training needs. It was also intended to provide a means of allocating performance bonuses and of addressing underperformance (PSC, 1992b: 3). Under the process of appraisal, performance agreements were negotiated between a supervisor and senior officer at the commencement of the appraisal cycle (the period between the negotiation of the performance agreement and the assessment of a performance rating), generally lasting one year (PSC, 1990: 6).





The negotiation and assessment of performance agreements involved developing performance indicators or 'measuring sticks' of an individual officer's performance. The officer's rating is derived from assessing their work effort against these performance indicators. A performance-based pay bonus was to be provided to those senior officers who received a rating of three (satisfactory), four (superior) or five (outstanding) on a scale ranging from one to five (PSC, 1992a: 2-10). The focus of the APS scheme on identifying objectives and developing measurable performance indicators was consistent with a management by objectives approach to performance appraisal (Swabe, 1989: 19).





Prior to introducing performance agreements and commencing an appraisal cycle, agencies attempted, to differing degrees, to provide senior officers with some training regarding the criteria for performance-based pay. Training courses focused on how to negotiate performance agreements and develop measurable performance indicators. Workshops also sought to explain how senior officers might identify their key results areas, strategies and performance indicators. Focus groups discussed how to conduct appraisals (Senior Officer, Department B, 10/12/1996).





Within some departments and agencies, however, there were perceptions that performance appraisal and pay were rushed into, with senior officers provided with minimal training (Manager, Department K, 9/12/1996), or that the agency simply did not have the resources to provide training for performance appraisal (Administrator, Department G, 18/6/1995; Manager, Department N, 4/12/1996). Within other agencies, training sessions provided senior officers with a forum in which to articulate their opposition to performance appraisal and pay. For many senior officers, the process of appraisal was perceived as representing increased surveillance and control from senior management over their work performance (Administrator, Department C, 6/12/1996; Senior Officer, Department M, 5/12/1996).





Performance agreements encountered practical difficulties in terms of their ability to measure the work performance of senior officers. Such difficulties reflect the subjective nature of performance measurement in the public service (Considine, 1990: 172-5; Senate, 1990: 5). In particular, it can prove difficult to measure the contribution of individual officers to an agency's performance because ‘in any large bureaucracy, individual contributions are inextricably mixed with the work of predecessors, subordinates and colleagues’ (Waldron, 1988: 12).





Indeed in practice in the APS, it proved difficult to establish performance indicators that adequately measured the contribution of individual senior officers in policy areas. First, policy development involves a considerable number of officers, often from a range of Departments. Even where cabinet approved of a policy, it was impossible to determine whether the advice of one Department, or one officer within that Department, determined the government's decision to adopt the policy (Senior Officer, Department I, 23/12/1996). Second, policy-related work emphasises quality in contrast to the quantitative and output based focus of performance agreements. Third, factors beyond the control of an individual senior officer could stall the progress of a particular policy, for instance delays in Parliament or opposition from other Departments (Senior Officer, Department M, 5/12/1996). Therefore, because of the uncertain nature of policy work, the management by objectives approach of performance agreements was of limited relevance for senior officers working in policy areas (Senior Officer, Department F, 16/2/1996; Senior Officer, Department I, 23/12/1996).








Performance Feedback





The process by which senior officers were appraised was also intended to improve the level of feedback provided to senior officers regarding their performance. For Gomez-Mejia the manner in which feedback regarding performance is provided to employees has a crucial impact on their behaviour as: 





'Feedback is a crucial stimulus that affects motivation and performance since behaviour that is rewarded (eliciting positive feedback) tends to be repeated, while behaviour that is not rewarded (eliciting negative, irrelevant, or no feedback) tends not to be repeated' (1990: 21).





Performance feedback therefore needs to be given in a manner that gradually improves employee performance (Gomez-Mejia, 1990: 22). Many organisations, however, may undergo token attempts to introduce performance appraisal and many supervisors avoid providing employees with performance feedback. Appraisal is often considered a 'nuisance at best and as a necessary evil at worst' (Gomez-Mejia, 1990: 26). Further, managers dislike undertaking appraisals that involve negative feedback (Grint, 1993: 63). For Grint: 





 ‘it is the lack of interpersonal skills on the part of managers (as well as general distrust of the validity of the system) that is often cited as their reason for avoiding the task wherever possible' (1993: 63)





For appraisal and feedback to improve work performance, supervisors and those being appraised need to develop a relationship that enables them to negotiate and resolve problems arising during appraisals (Gomez-Mejia, 1990). To achieve this aim, supervisors require training in providing constructive feedback and need to be encouraged to receive feedback on their own performance from staff (Gomez-Mejia, 1990: 26; Grint, 1993).





The process of performance-based pay and appraisal in the APS undoubtedly encouraged some degree of performance feedback that otherwise would not have occurred (Manager, Department I, 18/13/1996; Senior Officer, Department B, 12/12/1996). At Department H, one manager noted that an individual development plan was part of the feedback process and that performance feedback was provided to identify development needs, such as training in leadership skills (Administrator, Department H, 19/12/1996). The union delegate for Department H agreed that the process of providing feedback was better than had previously existed in the Department and forced senior officers and line managers to discuss performance issues while providing feedback in a structured manner (Senior Officer, Department H, 19/12/1996). 





However, performance appraisal and pay more often than not failed to encourage feedback between senior officers and their supervisors regarding work performance (Industrial Officer, CPSU, 19/12/996). A consistent problem reported by almost all agencies and departments was a reluctance by supervisors to provide negative feedback during performance feedback interviews. Many supervisors refused to inform senior officers of deficiencies in their performance. Either could not do it at all or were unable to do so in a constructive manner (Senior Officer, Department D, 11/12/1996; Manager, Department D, 4/12/1996). As a result, problems with performance tended to go unresolved. In some instances supervisors simply encouraged the officer concerned to transfer to another work area (Administrator, Department C, 6/12/1996). The Federal Coalition Government’s discussion paper on best practice in the APS concedes that the lack of constructive feedback provided by supervisors represents an on-going problem within the APS (Reith, 1996: 3).





In practice, performance feedback in many agencies tended to involve a brief appraisal review. Often the same standard words were used and few substantive issues regarding performance were discussed (Senior Officer, Department A, 16/12/1996; Senior Officer, Department B, 10/12/1996). Mid term reviews were often not undertaken or, at best, were done in a perfunctory manner (Senior Officer, Department D, 11/12/1996; Manager, Department B, 11/12/1996). Often performance appraisal reports were short, containing little or no summary of discussion or analysis of an officer's performance beyond the appearance of the magic word that correlated with the rating being awarded (Senior Officer, Department D, 6/12/1996). The feedback review was also frequently conducted in a considerable rush (Senior Officer, Department D, 11/12/1996).





The formal process of completing the appraisal forms often overshadowed the process of providing feedback on performance (Senior Officer, Department A, 16/12/1996). For a large majority of senior officers performance feedback consisted of a 'tick and flick' exercise (Administrator, Department C, 6/12/1996) involving little more than filling out the relevant forms (Senior Officer, Department A, 16/12/1996; Manager, Department D, 5/12/1996). At Agency G the process of performance appraisal was similarly perceived by supervisors and those being appraised as a bureaucratic exercise:





'many regarded the process as a chore that had to be done....and they went through the motions to satisfy the requirements for Performance-based pay' (Performance Appraisal Evaluation, Agency G, July 1995).





The linkage of pay to appraisal also resulted in conflictual appraisal reviews (Administrator, G, 18/6/1996). Many senior officers refused to accept criticism of their performance, or volunteer suggestions regarding their developmental needs, that made them appear less than 'fully effective' and therefore ineligible for a performance bonus. As a result, they were more inclined to argue their case during performance appraisal interviews in the face of negative comments regarding their work performance (Union industrial officer, CPSU, 19/12/996; Senior Officer, Department D, 6/12/1996; Senior Officer, Department I, 18/12/1996; Manager, Department N, 4/12/1996). With senior officers often defensive about their performance, the potential for performance feedback interviews to become conflictual was considerable (Senior Officer, Department D, 6/12/1996).








Performance Assessment: Ratings and Moderation





While employees may be involved in the setting of targets, and in the assessment of their performance against those targets, the final decision regarding their performance rating is ultimately determined by management (Kessler and Purcell, 1992: 21). As a result, the assessment of individual officer's performance has the potential to reinforce managerial prerogatives and increase managerial controls over the workforce (Buchanan, 1990: 68; Waldron, 1988: 12; Wright, 1995: 151). Performance-based pay, according to Kessler and Purcell: 





 ‘...is unique among payment systems in stripping away those collective procedures and institutions which have obscured the essentially individualistic nature of the employment relationship. In so doing, the very mechanics of a PRP scheme provide opportunities for the greater exercise of managerial control’ (1992: 23).





The process of appraisal and determining a rating score in the APS proved to be inherently subjective and considerably enhanced the prerogatives of supervisors over senior officers. While some descriptors were provided to supervisors to assist them in making judgements regarding rating scores, it remained at the discretion of the supervisor whether an individual officer was rated 'satisfactory' or 'fully effective' (Manager, A, 16/ 12/ 1996; Manager, B, 11/12/96). Moreover, many senior officers reported having little faith in the accuracy of the judgements being made about them: 'they know that judgements will be made, they know that these judgements may well be wrong and feel they can't do anything about it' (Senior Officer, Department A, 5/12/96). A similar experience was evident in Department C where 'most people did not believe that their supervisors were capable of judging them' (Administrator, C, 6/12/96). Such antagonisms with supervisors were also evident where technical staff were being appraised by non-technical supervisors (Manager, Department B, 11/12/1996).





There were also perceptions by senior officers that the allocation of ratings by supervisors was being used by supervisors to reward favourites and victimise others less favoured (Senior Officer, L, 28/11/96; Manager, Department M, 4/12/96; Manager, Department K, 9/12/1996). The potential for victimisation at appraisal interviews was particularly evident where an officer failed to deliver on specific performance indicators (Senior Officer, Department D, 6/12/1996). As senior officers became aware of such dangers, performance agreements became deliberately vague and provided few specific indicators against which performance could be measured (Senior Officer, Department B, 11/12/1996).





There was also a belief among senior officers that those in the more senior positions received the highest performance appraisal ratings and pay bonuses (Senior Officer, B, 12/12/96) and that a 'trickle down' effect was evident in some Departments. If a senior officer's superior was rated lowly then that senior officer was also likely to receive a low rating (Senior Officer, B, 12/12/96; Manager, Department D, 6/12/96). Senior officers working in 'high profile' areas also tended to receive the highest ratings. Senior officers were more likely to receive an 'outstanding' rating if they wrote a cabinet submission or managed to assist in the negotiation of a high profile government policy initiative through cabinet. Senior officers in program delivery or corporate services areas, however, tended to receive lower ratings (Senior Officer, B, 10/12/96; Manager, D, 6/12/96; Senior Officer, I, 23/12/96). A similar experience was evident within departments undertaking commercial business activities, with senior officers in the more profitable areas tending to receive the highest ratings (Manager, Department K, 9/12/1996).








Inconsistencies in Performance Ratings





Supervisors may also rate the performance of their staff in an inconsistent manner (Guest, 1991: 15). This reflects the problems inherent to 'assigning a quantitative rating to qualitative performance criteria' (Pagano, 1985: 167-173). Such problems were evident in the APS. On the one hand, some supervisors were content to rubberstamp the performance appraisal process and provide relatively generous rating scores or rate all senior officers similarly (Administrator, Agency G, 18/6/1996). Others supervisors, however, were more diligent and tended to apply a stricter interpretation of the rating criteria (Senior Officer, A, 16/12/ 1996; Senior Officer, B, 10/12/96).





Within agency G two supervisors noted:





'...I agree with the views of my staff that a large number of staff in other areas were rated 'very softly' and thus gained a financial advantage over my staff...'





'not enough consistency across ratings by different supervisors. Some supervisors appeared unwilling to give low ratings even though it was general knowledge staff were not worth 3's...' (Performance Appraisal Evaluation, Agency G, July 1995).





Further, senior officers in State offices believed they were rated more stringently than their counterparts at central office in Canberra (Senior Officer, Department H, 19/12/1996). Within Agency G one senior officer contended that:





'...A Regional Manager SOG B, with all his/her responsibilities weighed up against a SOG B in say Policy Unit in C.O...I contend that the SOGs in C.O. scored better than their poor brother R.M.s..' (Performance Appraisal Evaluation, Agency G, July 1995).





In sum, senior officers' performance appraisal rating was not based on an objective assessment of their individual performance. It depended on whether they were liked or not; whether their superior's performance was rated highly or not (the 'trickle down' effect); whether they worked in a ‘high profile’ area; whether their supervisor applied the guidelines stringently; and whether they were based in Canberra or in State offices.








Taking the Easy option: Marking in the Middle





When conducting appraisal interviews, many line managers also appear to take the 'easy option' and either mark in the middle or alternatively give staff a high rating (Kessler and Purcell, 1992: 26; Procter et al., 1993: 66). Similarly, in the APS many agencies rated all eligible officers at three or above to avoid damaging team cohesion. On the whole, the overwhelming majority of senior officers received a rating that made them eligible for a performance bonus. In the 1993-94 performance-based pay round, of 16751 senior officers assessed, 91 per cent received performance-based pay at a cost of $35.8 million. The average bonus paid to senior officers was $2358 (Department of Finance, 1994: 4). The Auditor-General noted that some 90 per cent of agencies paid some 90 per cent of senior officers (1993: 5). Many smaller agencies rated all senior officers at level 3 or above to avoid conflict between supervisors and senior officers who worked closely with one another (Auditor-General, 1993: 12). Performance-based pay was also widely perceived by senior officers as representing a de facto pay rise; a 'necessary evil' they had to endure to receive a pay rise in a wage fixing environment providing few other wage increases (Senior Officer, Department B, 10/12/1996; Administrator, Department C, 6/12/1996; Manager, Department F, 4/12/1996).





Table 2: Spread of ratings Across the Australian Public Service, 1993-94
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 (Department of Finance, 1994)





Moderation of Ratings





Concerns have also been raised regarding the fairness of the moderation process involved in the final assessment of performance ratings. The moderation process provided senior agency management with the opportunity to review the initial performance ratings provided to senior officers by their supervisors. The Public Service Commission insisted that 'moderation means fairness and consistency; it is a normal part of the process and some changes to some ratings should be expected' (PSC, 1993: 29). The success of a performance-based pay system, however, rests on the degree to which staff accept that the assessment process is both fair and objective (Perry and Pearce, 1985: 155). In the North American federal public service staff believed that merit pay ratings 'were arbitrarily modified' (Milkovich and Wignor, 1991: 28). Pearce and Perry maintain that 'If the ratings are accurate why should they be manipulated? Will this not make them less accurate?' (1983: 324).





Senior officers in the APS considered the moderation of their ratings by managers unfamiliar with their work to be unfair, particularly when the initial rating provided by their supervisor was decreased (Senior Officer, Department I, 12/1996; Senior Officer, Department F, 16/12/1996; Manager, Department N, 4/12/1996). Senior officers within Department A considered that if senior management had to alter the ratings of supervisors then this demonstrated that the system was flawed. They were also concerned that by reducing their rating via moderation, senior management were in effect indicating that an officer's promotion prospects were limited (Senior Officer, Department A, 16/12/1996).





Within other Departments, however, there was minimal, if any, moderation of the performance appraisal ratings allocated by supervisors. Moderation was simply believed to be too politically sensitive an issue and senior agency management were reluctant to antagonise their senior officers by interfering in the process of allocating ratings (Administrator, Department C, 6/12/1996; Director, Department G, 18/12/1996).








Linking Pay to Performance: Motivation and Teamwork 





Many commentators reject the crude assumption that employee motivation will increase once their pay is directly linked to improved performance. Conversely, performance-based pay may demotivate employees where they receive merely a 'satisfactory' rather than an 'outstanding' rating (Milkovich and Wignor, 1991: 28). In a study of performance-based pay in the Commonwealth bank, Wright et. al. question whether the scheme had any positive affect on staff morale (1994: 58). Kessler and Purcell note that:





'If it is a system which depends on 'sending messages' to individual employees, the organisational consequences of 'sending the wrong messages' in the 'wrong way' could be severe' (1992: 23).





Furthermore, a variety of North American studies found that public service workers were often more motivated to work for the public rather than pay. Gaertner found that 'pay ranked last on a list of eight job characteristics in importance' (1985: 14). The 1993 Senate Inquiry into performance-based pay found that many agencies resented the assumption that they were solely motivated by monetary reward. The Merit Protection and Review Agency, for example, noted:





'Staff at this agency are insulted by the crude assumption that they work better when bribed. They work to the best of their abilities, honestly, collaboratively and in pursuit of corporate goals' (Senate, 1993: 51).





In the APS, many senior officers interviewed maintained that they were not primarily motivated by pay. Rather they achieved satisfaction from their jobs and had a commitment to public service work (Manager, Department A, 16/12/1996). Many senior officers were also offended by the notion that they would work harder if more money was made available and considered that they already put in considerable effort and worked long hours (Manager, Department B, 11/12/1996; Senior Officer, Agency L, 25/2/1997).





While performance appraisal and pay had altered the way work was done in some agencies, forcing staff to review their performance and resulting in a better understanding of corporate goals and work plans, improvements in work performance were more often the result of increased commercial pressures and high client expectations (Manager, Department D, 5/2/1996; Senior Officer, Department I, 23/12/1996). Hence, it is questionable to what degree performance-based pay can take the credit for the movement towards a performance culture within the APS.








Teamwork





Performance-based pay also has the potential to undermine teamwork and workplace cohesion (Buchanan, 1990: 64; Guest, 1991: 21; Procter et al., 1993: 62). Performance-based pay within the APS proved to be divisive and threatened to undermine the relationship between staff in the ASO classifications and senior officers. Many ASO level staff were resentful that senior officers were being paid a performance bonus for work that they largely carried out (Senior Officers, Department B, 13/12/1996; Department H, 19/12/1996; Department D, 11/12/1996). Friction between ASO staff and senior officers was exacerbated at Department B when senior officers voted to keep performance-based pay rather than fold it back into a productivity pool to improve the wages and conditions of all staff (Senior Officers, Department B, 10/12/1996; 13/12/1996). At Agency G, senior officers pointed to the negative effect of performance appraisal on teamwork:





'...The process is time consuming, sets officer against officer in competing for ratings and destroys the team approach.' (Performance Appraisal Evaluation, Agency G, July 1995).








Trade Union Response and the Demise of Performance Bonuses 





Performance-based pay emphasises the individual nature of the employment relationship and may therefore represent a sign of employer unwillingness to bargain collectively with trade unions (Fairbrother, 1994: 43; Kessler and Purcell, 1992). In the APS, the CPSU agreed to the introduction of performance-based pay and appraisal as part of a package of measures designed to improve the wages and conditions of senior officers and bring them more into line with their counterparts in the private sector (CPSU industrial officer, 5/12/1996). However, such initial compliance with the former labor Government's managerial reform agenda had dissipated by 1993. Before the Senate inquiry, the CPSU, then the Public Sector Union (PSU), strongly opposed the scheme and claimed that performance agreements were vague and subjective documents that reduced morale and had produced few efficiency gains (PSU Submission, August, 1993).





Further, in response to negative feedback from its membership, the CPSU supported votes by senior officers across the APS to 'foldback' performance-based pay bonuses into an agency's 'productivity pool'. This 'pool' of money could then be used to fund improvements in wages and conditions for all classifications including senior officers. Senior officers in almost all agencies voted to fold back performance-based pay, with an across the board pay rise believed to be more equitable (Senior Officer, Department A, 5/12/1996; DIR Representative, 4/4/97). As a result of these votes, performance-based pay had been abandoned in a majority of agencies by the end of 1994 (Stewart, 1996: 123), 





A revised performance-pay scheme was included in the 1995-1996 APS Enterprise Agreement (Continuous Improvement in the APS, 1995: 63). This scheme limited the payment of bonuses to senior officers whose performance was rated either 'superior' or 'outstanding'. As a result of this scheme a number of so called 'High Flyer' schemes were introduced in several departments in 1995 and 1996. The Secretary of Department F decided to introduce one such 'High Flyer' scheme in 1995. Union delegates were concerned that this scheme was likely to result in workforce reductions as it was not accompanied by any increase in resources. The Union was also concerns over the rating scale to be used. Management insisted on a five point moderated rating scale, while the CPSU advocated an alternative three point unmoderated rating scale. Ongoing disagreement regarding the rating scale resulted in the CPSU putting bans on the participation of its members in appraisal from November 1995 (Senior Officer, Department F, 16/12/1996). When a vote on whether to continue with the scheme took place in October 1996, senior officers rejected the scheme overwhelmingly. Some 60 per cent of eligible senior officers voted. Among Senior Officer grades A and B, 79 voted in favour and 175 against. Among Senior Officer grade C's the vote was more emphatic, with some 90 voting in favour and 353 against. Overall, some 75 per cent of senior officers within the Department voted against the scheme (Senior Officer, Department F, 16/12/1996).





The demise of performance-based pay, either under the 1992 or 1996 arrangements, undermined the motivation of many supervisors and senior officers to undertake performance appraisal across the APS. While appraisal was actively continued at Department H, in many other agencies the negotiation of performance agreements was seen as merely a bureaucratic exercise by most senior officers to be completed as quickly as possible, often by merely reworking the previous year’s agreement (Senior Officer, Department B, 10/12/1996; Managers, Department D, 5/12/1996). For instance, while senior officers in Department C were officially expected to undertake performance appraisal the administrator for the scheme stated she would be 'amazed' if one senior officer - out of over 500 in the whole organisation - bothered (Administrator, Department C, 6/12/196). Thus, once performance bonuses were removed, the motivation of staff to participate in performance appraisal diminished considerably within many agencies (Manager, Department K, 9/12/1996; Manager, Department M, 4/12/1996).





Alternative Forms of Performance-Based Pay





Recognition of the problems inherent in performance-based pay and appraisal resulted in an awareness within some agencies of the need to improve the ability and willingness of supervisors to express negative feedback in a constructive manner (Senior Officer, Department B, 13/12/1996). For instance, trade union delegates in Department A developed an alternative appraisal model whose 'fundamental purpose is to promote constructive dialogue between supervisors and staff on performance and training and development'. Central to this alternative scheme was the rejection of many elements of the formal appraisal scheme that were believed to undermine the process of performance feedback:





 ‘It therefore should not include ratings, moderation, reporting mechanisms or comparisons between staff. These additional elements interfere with, and undermine, the effectiveness of any dialogue between supervisors and staff on the issue of performance (Alternative Performance Appraisal Scheme, Department A, 24 August, 1996).





A number of managers responsible for the administration of performance appraisal and pay were also critical of the formal appraisal system in the APS. They preferred an appraisal system whose focus was not solely on quantifying results. They were interested in how senior officers achieved these results, how they related to staff and external clients and how they responded to feedback from both (Manager, Department F, 4/12/1996; Manager, Department D, 5/12/1996). There was also a perception that the rating number itself was the source of much staff dissatisfaction. Instead of a focus on ratings, performance appraisal could aim to provide staff with more regular feedback regarding their performance. The emphasis of performance appraisal would then be on improving the quality and frequency of performance feedback between supervisors and staff rather than an obsession with the process of deriving a rating number (Manager, Department I, 18/12/96).








Conclusion





The paper has argued that a strong performance culture has not emerged within the APS in response to the introduction of performance-based pay.





First, the APS experience highlights that managerial prerogatives and controls may be considerably enhanced by the process of rating individual officer's performance (Kessler and Purcell, 1992). In the APS, managerial prerogatives were used in an arbitrary and subjective manner, with favourites rewarded and others less favoured potentially victimised. Those senior officers working in 'high profile' areas also received the highest ratings, while senior officers working in 'lower profile' service delivery or corporate services areas tended to receive merely a 'satisfactory' rating score. Further, ratings were often allocated by supervisors in an inconsistent manner (Pagano, 1985: 167-73). The APS case further emphasises that the process of moderation, expected to overcome inconsistencies in rating scores, may be perceived as unfair (Milkovich and Wignor, 1991: 28). In many APS agencies it was undertaken by senior agency management unfamiliar with an individual senior officer’s work.





Second, the APS experience demonstrates that performance-based pay schemes may not motivate public servants to work harder and may prove to be divisive in practice (Gaertner, 1985: 14). The linkage of pay to an assessment of individual performance undermined teamwork in the APS and intensified divisions between senior officers eligible for a pay bonus and ASO level staff excluded from the scheme. In response to such tensions, and with the support of the CPSU, senior officers voted overwhelmingly to 'foldback' performance bonuses into a 'productivity pool' and to reject alternative 'High Flyer' schemes. This highlights the potential for public service workers to act collectively to undermine management strategies that seek to emphasise solely the individual nature of the employment relationship.





Third, the process of undertaking performance appraisal in the APS gave rise to increased friction between supervisors and senior officers. The prospect of losing their performance bonus resulted in senior officers defending their work record vigorously, making it difficult for supervisors to provide negative feedback regarding their work performance. Many supervisors also lacked the necessary communication skills to provide performance feedback in a constructive manner. These outcomes may suggest that performance appraisal would be more successful in the public sector where it is not linked to performance-related pay. Without the prospect of a pay bonus, however, the motivation to undertake performance appraisal declined in many APS agencies. This illustrates a central problem facing advocates of performance appraisal; how do you generate workforce commitment to such schemes without experiencing the conflicts and divisions outlined above? 





One means of generating workforce commitment to performance appraisal involves placing less emphasis on reducing employee work effort to a rating score. Instead, more focus could be placed on improving the quality of performance feedback provided by supervisors. This approach requires supervisors to be provided with increased training in the provision of constructive feedback regarding employees' work performance (Gomez-Mejia, 1990). Experimentation with upwards appraisal, where public service workers would be able to comment on their supervisors’ performance, could also be encouraged as part of this process (Grint, 1993).








Notes





1. Woods (1995) provided a response to this report. While he defended the concept of paying for performance, he maintained that the APS scheme would inevitably fail because it did not provide individual agencies with sufficient flexibility to tailor performance-based pay arrangements to the work they carried out or the corporate goals they strived to achieve (1995: 84-92). The Coalition Government has stated its intention to remove the former regulation of performance pay arrangements by the central coordinating agencies and devolve increased responsibility to agency heads to develop their own schemes for performance management (Reith, 1996). Although it is too early to indicate what affect such devolution will have at a workplace level in the APS, there is certainly evidence of ongoing experimentation with performance-based pay. Recent agency agreements negotiated in the APS, such as the agreement covering staff within the Department of Foreign Affairs and Trade, provide for both across the board pay rises and the potential for staff to receive extra pay increases linked to performance assessment ratings (Taylor, 1997).
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