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Performance Management Can Improve
Financial Management

MTHERlE HETEl] s

[

Dr. Marc Holzer

Distinguished Professor, Institute for Public Service, Suffolk University-Boston
Executive Director, National Center for Public Performance

Performance measurement and management serves several
purposes. To successfully operate their organizations, public
managers need specific information. This applies to all
management levels within all organizations. Performance
measurement must be considered a requisite and critical part
of the management process. Managers can use the data that
performance measures provide to help them manage in three
basic ways: to account for past activities, to manage current
operations, or to assess progress toward planned objectives.
When used to look at past activities, performance measures
can show the accountability of processes and procedures
used to complete a task, as well as program results. When
used to manage current operations, performance measures

can show how efficiently resources, such as dollars and staff,
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Dr. Holzer is a past president of the American Society for Public Administration(ASPA), and founded the Northeast Conference on Public Administration
and the ASPA's Sections on Korea, China, and Humanities/Arts. also, Former founding dean of the School of Public Affairs and Administration at Ruigers

University. He can be reached at: mholzer@suffolk.edu
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are being used. Finally, when tied to planned objectives,
performance measures can be used to assess how effectively
an agency is achieving the goals stated in its long-range
strategic plan. Having well-designed measures that are
timely, relevant, and accurate is important, but it is also

important that the measures be used by decision-makers.

Why Develop a Performance Program?

Performance management — beginning with measures that
highlight accomplishments, problems and opportunities —
can contribute to the following fiscal advantages:

» Improved decision-making: Performance measures
afford managers needed information to execute their

control functions, improving efficiencies, cutting costs,
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and investing in more effective service delivery systems.

* Performance assessment: The measures connect
individual and organizational performance to the
management of employees, serving as a means of
motivation.

* Accountability: The performance process engenders
managerial responsibility, especially in budget
construction and implementation.

* Service delivery: The performance improvement
process improves timeliness and effectiveness, helping
position programs as worthy of future investments and as
examples of future cost avoidance.

* Public participation: Performance reporting can
influence the citizenry to care more about public workers’
efforts to improve service delivery, thereby
helping to build stakeholder support for
increases in future budget cycles.

 Improvement of civic discourse: Making
public discussions about public service
delivery factual and data based, more

responsible fiscal decisions are likely to result.

Types of Performance Indicators

Several different performance indicators are featured in a
performance measurement system. The most common are:
(1) inputs, (2) outputs, (3) outcomes, and (4) efficiency

indicators.

Input Indicators. Inputs reflect the quantity of resources
appropriated to a government organization, service, or
program. Input indicators are typically contained within
the budget, representing financial or personnel resources.

QOutput Indicators. Outputs are workload indicators. They
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reflect the amount of work done or the number of services
provided by a government program.

Qutcome Indicators. These indicators capture the results
(or quality) of the services provided. Outcome indicators
are essential to establishing whether an organization or
program has met predetermined goals and objectives.
They help answer questions about service quality and
the impacts of service delivery. A measurable change in
students’ test scores resulting from a government-funded
tutoring program is an example of an outcome indicator.
Efficiency Indicators. These indicators examine the extent
to which a public organization or program is performing
in relation to service delivery costs. Efficiency indicators
refer to the ratio of the service provided (for example, tons
of trash collected) to the cost required to deliver that service

(wages for workers, gasoline for trucks, and the like).

Designing a Performance Measurement and

Management System

A performance measurement and management system
need not be complex. It is likely, however, to be difficult
for those unaccustomed to measuring and establishing
performance targets. A system of measuring performance
requires an understanding of what an organization or
program is trying to achieve, who its clients are, and what
level of service is being delivered at the time. The seven

specific steps are:

1. Identifying a program to measure

2. Designing a purpose statement

3. Classifying program inputs, outputs, outcomes, and
efficiency indicators

4. Setting performance targets
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5. Monitoring performance
6. Reporting performance results

7. Concluding with analysis and action

Performance Responsibility Contributes to Fiscal
Responsibility

In terms of fiscal responsibility, two performance
approaches are particularly important — performance
budgeting and performance audits.

A line-item budget illustrates where public money will be
spent item by item. However, the idea behind performance
budgeting is that how much you spend on department x
is tied directly to how well department x is performing.
Performance budgeting requires the establishment of
performance levels and the collection of information (or
data) that tells whether those performance levels have
been met. The most common types of performance
indicators are outputs and outcomes. Output indicators
report units produced or the quantity of services provided
by a department, an agency, or a program. Outcome
indicators reflect how well a government entity is meeting
its goals and objectives. These indicators are designed to
answer questions that deal with the quality and impacts
of government service delivery. The central points of
performance budgeting are: (1) the amount of work that
is done is measured; (2) the quality (or the results) of that
work is measured; and (3) this impacts how much money
a department will receive in the future. Departments that
over-perform may receive more money, while those that
underperform may receive less. Critics argue that using
performance measurement as a basis for determining
budgets is counterintuitive, because taking money

away from a struggling department is likely to make

5. 493} e
6. 433} o] el B (FE)
7. 4} 24

ox
[}
R
L]
rr
!
0
12
oo
0x
mjo
-
ree

gl /gell loiAl Aol et & 7HA] g
554 =2 $8EE 7HIt ol= a9 dlikt
/J2718k ZrAto ot

59 AiEAgS /EA o & o AL o] FEafit
o] AREAE HojEtt. o]of whof| AJupa9] oAk
A FAo tigt A& A A9 Adxfof 7]Rlsk= 1
o o}, wEhA] AJi=9) oflik AJ 3} o] TRt
3} o5 AW GAEHIEAE HAE = U F
HPYE 8= vk 7P g AR S IR
+= AF(Output)ZF ZT¥HOutcome)O|tt. A& A HE=
FA, 24 22 FA 02 Q5| AlgH AH|IAY ol
L A AR UEH, 23 A #= Gvid g
Ao AR EXS G5kl QI=AE YRt
o5 AHi= FBAHIAY Gt 1 FH gt &
29 S AR & g9 ofjite] A4 (1)
A5 AFFY 574, ) G5 4o g =%,
) ol23t S0 g KA ofjito] Fake 71Xtk
Zoltt. 7|t o) Fe] s W FAl= o 22
HIAERS: 25 Qlal, W E 7| o]sle] JikE
A= o AL AlibE vPgukE S Qlet Ak
9] ofjite] thEA Q] A A2 o]e} -2 oflihH o] of
g0l 23t FAo] B A2 ofikE HiPAIFI 024
HHZQl ARE ojojd Aozt Tt 3 S
9] ajlite] FAZA AR I F50] FHE= T
o] A} HlolE] 4=3of] 83t A7t H-E-S X4
517] % gitt.

5| AR E= A SREE THAARE AL

)

=
r Mo

.



matters worse. Also, some might argue that measuring
performance is inherently problematic; that is, designing
performance indicators is subjective, and collecting data
can be time-consuming and expensive.

Common types of audits include what are called
compliance and performance audits. Compliance audits
ensure that a government organization spends its money
in accordance with the law. Performance audits, however,
examine organizational effectiveness and efficiency;
that is, a performance audit looks at whether a public
organization is accomplishing its stated goals and
objectives, and whether this is being done at a

reasonable cost.

A commonly overlooked opportunity

across these performance processes is that

public organizations need to learn from the
successes and failures of other public organizations in
their own countries and throughout the world. Strategies
for government performance improvement are being
reported in hundreds of publications and scores of
conferences, but they are not sufficiently accessed. Public
organizations need to a rich trove of available information
by sharing experiences, participating in conferences, and
joining Web-based networks that include government
officials, public and non-profit managers, professors and
researchers, citizens, and other stakeholders who are
looking to improve public sector performance through the

use and sharing of valid and reliable information.

We suggest the following systematic strategy in
identifying and understanding those fiscally responsible

possibilities:
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* Search for best practice cases over a multi-year period rather
than confining a search to the past year or two. Search across
boundaries and networks. Use terms such as: Awards, Best
Practices, Cases, Excellence/Excellent, Innovations, Models/
Model Programs, Performance, Quality, Recognition, Top
Ranked, Quality Management, etc.

* Download and evaluate a manageable set of no more
than ten best practices that promise to serve as adaptable
models. Utilizing a term such as “award-winning” will
narrow the number of possibilities to those that have been
independently vetted. Similar terms are in the primary
and secondary columns. The search can, of course, be
combined with reference to a specific service or type
of organization. The evaluation should draw upon the
judgment of multiple staff and stakeholders, should
extend to a thorough familiarity with each website,
and ideally should involve a group meeting to reach a
consensus on which programs to pursue in more detail
as “real-time practical applications.” They often focus
on five opportunities for performance improvement: 1)
managing for quality, 2) developing human resources,
3) adapting technology, 4) building partnerships and 5)

measuring for performance.

* Contact the program’s directors for further to confirm that
a best practice is still in practice. Many award-winning
innovations are no longer in existence due to problems
of organizational politics, budget cutbacks, leadership
changes at the organizational or political levels, or a host of
other factors. Opening up a conversation with the staff can
lead to a deep and informed understanding of the potential
applicability of that case. From our experience, suggested

questions might be as follows and can help build a strong
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relationship with the program’s directors and staff as they
understand that you are not only interested in emulating
their work, but that you and they will continue to share
lessons learned, acting as unpaid consultants to each other:

- How long did it take for the innovation to come about?
What is the “back story” on this project?

- Is it still operating? Have there been performance issues?

- What data is available as to its success?

- What are the most important lessons learned? Have there
been constraints or dilemmas confronting key decision-
makers?

- Beyond what is posted to the website, can you share the
application that led to its award-winning designation?
News articles?

- Is there a manual you can share? A training video?

- Are you available for further questions?

Overall, best practices are a valuable, low investment
means of identifying and adapting performance-
enhancing innovations. They are relatively easy to
find, but there is little evidence that such a search
process is widely utilized. Best practice research is not
systematically taught or practiced. Public officials rarely
look for such knowledge beyond the boundaries of their
own cities or states, and seldom across international
boundaries. The benefit/cost ratio for such efforts is
undoubtedly considerable whether measured in terms of

savings or quality improvements.

“Doing more with less” emerged as an enduring maxim
directed toward all levels of government, and as such,
performance measurement has become a vital tool for
organizational improvement in the contexts of efficiency,

effectiveness, and fiscal accountability.
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Evolution of Performance Management
in the U.S. Federal Government Over the
Past Three Decades*
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John M. Kamensky

Senior Fellow, IBM Center for The Business of Government
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The U.S. federal government formally launched its
performance management system with the passage of the
Government Performance and Results Act of 1993 (GPRA)
during the Bill Clinton presidential administration. That

law required federal agencies to develop strategic plans,
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initial performance management system, but subsequent 7] A A A 'S 24 oAU BRI
presidential administrations refined or redirected this initial
system by the way they addressed the following strategic

design questions:
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* Who is put in charge of each agency’s performance
management routines?

* What is the emphasis and scope of the performance
management efforts?

» What is the “unit of analysis” for performance reporting?
*Who are the intended users of the performance

management information being produced?

The Clinton Performance Management Approach (1993-
2000). The GPRA law was silent about who in each agency
would be in charge of their performance management
initiatives. The Clinton administration left the decision to
each agency. As a result, the lead in some agencies was the
chief financial officer, and in others, the lead for planning,

and in still others, a new office was created.

The central Office of Management and Budget (OMB) in
the White House emphasized the importance of developing
measures of outcomes achieved — such as reduced infant
mortality - not just the number of outputs produced and
targets met — such as the number of immunization shots
administered to infants. This emphasis, however, was
largely aspirational because most agencies lacked the
capacity to assess the effectiveness of their programs. The
major emphasis during the Clinton administration was to
produce a supply of performance information for agency,
congressional, and public use. It was believed that creating
a supply of information would naturally generate a demand

for its use. It did not.
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The scope of the effort was governmentwide - for each of
the 24 major departments and agencies, and each of about
100 smaller agencies, to produce strategic plans, annual
plans with measures, and annual year-end reports. The
“unit of analysis” was to produce information at the agency
level, and the primary intended users were Congress and the
public, for oversight and accountability purposes. But in

practice, the reports were ignored.

The Bush Performance Management Approach (2001
— 2008). The George W. Bush administration initially
questioned the value of the performance management
system created under GPRA. They felt that the system
created by the Clinton administration was largely a
compliance exercise that resulted in a large supply of
performance information, but no demand for its use. They
also felt that the “unit of analysis” — a focus on agency-
level data and reporting — created information that was not

actionable.

Instead of seeking to revise GPRA, President Bush
administratively created a parallel performance management
system that shifted the unit of analysis from agencies to
individual programs within agencies. He directed OMB
to develop a standard set of questions — the Program
Assessment Review Tool — to assess each program and
score each program on a scale of 0 to 100. The scope of
the effort was governmentwide. The definition of what
constituted a “program” that was developed by OMB was
somewhat arbitrary and inconsistent. Nevertheless, OMB
assessed about 200 programs a year over a five-year period
and posted the resulting assessments and scores on a public
website. OMB attempted to use the assessments to inform

budget priorities, but this was ignored by Congress, which
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viewed the assessment process as politically-driven.

The assessment process led to the creation of a new role
in each agency — a Performance Improvement Officer —
who reported to their agency’s Chief Operating Officer
(typically a political official who was second in command in
their agency). The emphasis was to increase accountability
for results, since a large part of the score was based on an
agency’s ability to “demonstrate results” for each program.
The intended primary users of the scorecard were top
agency officials and OMB to assess the effectiveness of

programs and to inform budget decisions.

Towards the end of the Bush administration, the role of
Performance Improvement Officers was formalized via a
presidential directive, and a cross-agency council comprised
of these officers was created so they could share lessons

learned and undertake joint projects.

The Obama Performance Management Approach (2009 —
2016). President Barack Obama’s administration suspended
the scoring of agency programs but continued the role of
Performance Improvement Officers. They felt that the level
of effort to score 1,000 programs was too overwhelming,
and that the scoring process had become a compliance
exercise. In its place, OMB directed agencies to identify a
small handful of 3 to 5 “priority goals” that they would focus
upon for a two-year period to improve the performance
and results of these priorities. This resulted in less than 100
goals to be tracked governmentwide. This reduced the scope
of the performance management system significantly for
decision makers. This allowed agency leaders to focus on
a manageable set of priorities, which they reviewed on a

quarterly basis and posted progress reports publicly on the
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internet. In addition, OMB itself identified about a dozen
cross-agency priority goals that it worked with agencies in
implementing, such as developing a cross-agency permitting
and license approval process for large infrastructure projects.
The broader data required under GPRA continued to be
collected and reported to Congress and the public, but it was

largely ignored.

In 2010, Congress formalized various performance
management practices that had evolved in years after passage
of the original law, such as the designation of agency and
cross-agency priority goals, via the GPRA Modernization
Act. In addition, this law formalized the roles of Chief
Operating Officers and Performance Improvement Officers
in each agency. It also required several new administrative
routines: a quarterly progress review of agency and cross-
agency priority goals and posting progress reports publicly
on the internet (see: https://www.performance.gov), and an
annual review of the progress of portfolios of major agency
programs. The portfolios of programs subjected to annual
reviews were administratively defined as each agency’s
“strategic objectives.” Strategic objectives are portfolios of
interrelated programs that have a common objective, such
as the Commerce Department’s strategic objective to reduce
the impact of severe weather. In addition, Congress directed
OMB to develop an inventory of all government programs.
However, the first inventory was viewed as so idiosyncratic
that it was declared not useful and the effort to refine the

inventory was suspended.

In parallel to the formalization of the performance
management system, the Obama administration undertook
a number of new initiatives related to performance

management:
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* opening up the availability of government data to the
public (and to other agencies),

* developing agency capacity to conduct evidence-based
analyses,

* developing an enterprise risk management initiative,

* professionalizing the program management profession
within agencies (and a new law mandated the creation of
agency Program Management Improvement Officers to
lead this effort), and

« piloting various behavioral science initiatives.

These initiatives helped shift the overall emphasis of the
performance management system from a primary focus on
accountability to external stakeholders to a greater focus
on its use by internal stakeholders for learning and sharing
purposes, in order to improve performance and results —

especially at the operational level.

The Trump Performance Management Approach (2017
— 2020). The Donald Trump administration’s performance
management agenda had a slow start. The governmentwide
lead in OMB was not appointed until over a year after his
administration took office and she left a year before the end
of his four-year term. Surprisingly, given the amount of
turmoil created by the Trump administration in most other
areas of government, it largely left in place the performance
framework created under the GPRA Modernization Act
of 2010. This stability was welcomed by agencies. The
stability allowed OMB to grow its own internal capacity
via a series of implementation teams for the cross-agency

priority goals.

22 23

2
i)
N
m
nE
l__'T.lL
Ju
f
8

olefst o[ HElE ATUAES ofsfzAAlo]
dhet AeIARE R olsiEAATt 3% L B
2202 A8 A0 AAHOE WHS v
d) =go] E|9IehE 5] BETANN)

HO s k| (2017~20201).
= se] gues ARl
tF. OMBE] Ak 571 A
U A 1do] YES AulA) eloky, WY 2
44 VL] 19 2 B2 U, S
£ EYR g} o] PR oplat £k
oL GPRAMAS] 249 TS gk 1
2 §A7} Hoitt. ol 7|eEo] ATAAE S5

7] o], ofo] OMBE WRA 449 BHE 9]
3 gaie] Ay o) R ke 712 4 Aol

\

> >

UNITED STATES



H INSIGHT

OMB also formalized the performance management
framework via guidance with timetables to agencies. This
resulted in more robust and predictable administrative
routines in agencies, tying their agencies’ performance
management routines to other existing decision-making
processes such as planning and budget. For example, the
Treasury Department held quarterly review meetings with
senior departmental leaders on the progress of its priority
goals, but also for progress reviews of each of its major
bureaus. It also used its annual review of progress on its
strategic objectives to surface departmentwide issues when

meeting with OMB.

In parallel, much like the Obama administration, the
Trump administration continued developing staff capacity
to use data, evidence, and evaluation in support of agency
decision making. Congress reinforced this effort by passing
the Foundations in Evidence-Based Policy Making Act
in 2018. This law formalized the designation of agency-
level Chief Data Officers and Chief Evaluation Officers. It
also required each agency to develop multi-year evidence-
building plans (also called “learning agendas”) to identify
critical research and policy questions and priority actions
for program improvements. The first set of agency learning
agendas will be delivered to Congress in 2022 along with
their next set of strategic plans, as required under the GPRA

Modernization Act.

Issues Facing the Biden Administration. When Joe
Biden is sworn in as president in January 2021, he will
likely keep the basic governance structure and the agency
and cross-agency priority goal framework that seems to
work well. However, his administration will face two

important strategic issues in the design of the performance
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management system he will inherit.

First, he will face the perennial challenge of getting
government leaders to make evidence-informed decisions
using information developed by the performance
management system. Ironically, the public reporting of
data on the coronavirus pandemic has popularized the
use of performance information and how it is displayed
and interpreted. This could drive greater demand for
performance information by government decision makers
and the public in coming years. In addition, the GPRA
Modernization Act’s top-down model for the performance
management system is now being complemented with the
Evidence Act’s bottom-up approach to identifying and
solving performance challenges. This bottom-up approach
has the potential to bring more real-time data, analytics,
evaluation, and visualization capacity to agency leaders at
the program level and engage them in their use of evidence

in program operations.

And second, governance of the performance management
system has become more complicated with the addition
of new functional leaders (required by law) for program
management, data, and evaluation. Getting these different
players to work in concert with agency Performance
Improvement Officers and other agency leaders could
dramatically improve the use of performance information
at all levels with the federal government. Solving this could
be the Biden administration’s contribution to the continued
evolution of the U.S. federal performance management

system.
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Rembrandt Harmenszoon van Rijn, <The Night Watch>, 1642, Qil on Canvas, 363 x 437cm, Rijksmuseum, Amsterdam
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July August September
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EAE 2427 TS RAL 2020~20244 =7IE2 A S YE
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Mg =RAEE 2R & R 2021 of Aot 25| lof-ofA A 20215 ofj At 8k
) IMF APIZREY s A 2 S8 37| IPISTEA B 7IEES 20214 2R U
(World Economic Outlook Report) 24E ZAntdm sh=23l 3427 ZIANEE) 48
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