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1. Introduction

“Eighties flops 'would now easily pass maths A-level'... Students who would have
failed A-level maths 20 years ago are now being awarded Bs and Cs thanks to
‘dumbing down’ under Labour, David Cameron has claimed.” (Daily Mail
03/02/2009)

Recent controversy over grade inflation has raised a number of important questions
about how we measure public sector performance. How can we be sure that apparent
improvements are actually a case of improved performance and are not simply
‘statistical improvements’ or measurement errors? When we measure, are we measuring
what really matters such as outcomes (the principal goals of policy e.g. higher life
expectancy or lower inequality), or are we just measuring outputs (the end results of a
particular process)? The best way to answer these questions is to define exactly what
we mean by measurement.

Measurement itself is a relatively simple concept that describes the process of assigning
a number to an attribute (or phenomenon) according to a rule or set of rules. However,
the problems highlighted above are not caused by measurement per se but how
measurement is combined with other policy instruments. So while this paper is
fundamentally about measurement it will also deal with indicators, targets and incentives.
Roughly defined, indicators are statistics that provide information about performance,
targets are goals or thresholds that indicators should reach and incentives are factors,
such as targets, that encourage certain behaviour. Although these concepts are all
separate and distinct, they are also closely related and formally linked by the current
measurement system. To use this system of targets and incentives, measurement has
had to take a narrow approach using gross output data. However numerous public
sector goals are intangible, which means they tend to be neglected by this focus on
administrative data. This paper will argue that the only solution to this problem is to
create a new, broader system of public sector measurement that will capture all the
essential goals of the public sector. Since this paper is mostly intended as a critique of
the current system, it does not provide a fully designed alternative. However, it does
point to the direction future research could take, by highlighting the key areas that need
to be included in a broad measure.

This essay will begin by going back to first principles and exploring the various reasons
why we measure public sector performance. It will then look at the different ways
measurement is currently carried out in the public sector, before moving on to a case
study of higher education league tables. The point of this case study is to illustrate the
principal issues in measurement while also highlighting the difficulties of constructing a
truly comprehensive measure. Following this, the paper will show how the current
system of attaching financial incentives to gross output data creates significant perverse
incentives. It will argue that the current use of targets by the Government causes two
considerable problems, that of creating arbitrary distinctions and encouraging gaming.
The first problem, the creation of arbitrary distinctions, occurs because imposing a set
target establishes an artificial barrier in a set of continuous data, causing resources to be
improperly diverted to borderline cases. The second problem, gaming, happens because
a narrow set of targets causes workers to focus on what is being measured at the



expense of what is not. This means that many groups or areas are overlooked because
they are unquantifiable, even though they are central to the goals of the public sector.
Finally, it will argue that since the current system suffers from two such large problems,
the only way forward is to construct a broader measurement system

2. Why are we Measuring?

Before we look at current practice we need to ask ourselves a fundamental question,
why do we measure public sector performance? On a very basic level, we measure
performance because there are seldom market mechanisms to provide such data. Even
though there are internal markets in some areas, these are distorted so cannot be relied
upon for accurate information,

“In the private sector benefits to consumers are embedded in market prices, but
this information is not available for public services. What's needed is an
indication of the marginal contribution services make to eventual outcomes, e.g.
impacts on patients’ health outcomes, reduction in waiting times and, in
education, students’ academic success and what they eventually earn.”
(O’Mahony 2005: 1)

There are also numerous other reasons to measure, from holding officials to account, to
allocating scarce financial resources. Measurement can be carried out for either the
users of the service (normally citizens), for providers of the service (normally the
Government or contracted agencies) or for funders, such as the Treasury or research
councils. In their comprehensive review of measurement practice, Carol Propper and
Deborah Wilson (2003: 253) identify four principal reasons for measurement:

1. Improving performance of individual units: This method of measurement links
together indicators with targets and incentives. Performance is first measured
by a set of indicators and this data is then used to set targets for the next
period. These targets then incentivise civil servants to focus their resources
on meeting this target, possibly at the expense of other areas. This involves
either linking performance to financial reward, such as the NHS’ ‘Payment by
Results’ or combining measurement with non-financial censure, such as
‘naming and shaming’.

2. Trying to ascertain ‘best practice’ (yardstick approach). This professional-
orientated approach involves collecting data for internal use. The idea is to
give public sector professionals data to help them self-analyse and improve
performance.

3. Providing information for the quasi-market. This market-orientated approach
uses measurement as a means of providing consumers in the quasi-market
with increased information. This implicitly links measurement to the allocation
of resources through consumer choice. This has come to be the most
common use of measurement in the UK under New Labour, but evidence
suggests that the data is rarely used by citizens (Marshall et al 2000;
Schneider and Epstein 1998).

4. Improving accountability. The public accountability model involves simply
publishing data in a public space. While it has little direct impact on



performance it is designed to be less threatening for public sector workers
than targets since it does not directly interfere with their work (Marshall et al
2000).

While the current system of linking finance to measurement focuses on improving public
sector efficiency, our first priority should be ensuring that our measurement system is
highly accurate, so as not to distort resource allocation. However, current practice does
not seem to provide the required level of accuracy. For example, Wilson (2003) cites the
example of two schools moving from a ranking of 8" and 9" respectively in the local
school league tables, to 21* and 22™ place respectively (second-last and last place)
when a slightly different measurement system was used. Since the current system is
capable of producing such drastic fluctuations, it would appear sensible for the time
being, to focus on improving the accuracy of the system rather than expanding it to
involve resource allocation. These issues will however, be dealt with in greater depth in
section five. So, now that we have looked at the different reasons why we measure, the
next step is to look in depth at how measurement is currently carried out in the UK.

3. How do we Currently Measure?

According to Propper and Wilson (2003: 254) the public sector tends to be measured in
three main ways. Firstly, administrative data, such as truancy rates or test scores, are
used. Secondly, qualitative reports are used, such as those assembled from site visits,
for example, Ofsted reports on schools or QAA assessments of universities. Finally,
measurement can be through ‘user report card style data’, which applies data collected
from users of service through surveys, like in healthcare measurement in the USA. The
most commonly used data is administrative, as it is collected already in the process of
providing the service, is generally quantifiable and therefore the easiest to collate and
compare.

Administrative data can itself, be broken down into three further categories. The first
category is that of gross outputs which measures output at a specific time period, e.g.
the number of children passing 5 GCSE’s at grades A* to C. Output measures are easy
to understand but only measure correlation, not causation. Therefore external factors
could influence results, for example, the case of private tutoring for school pupils
(Barnow 1992). Additionally, variations in health outcomes may be due to differences in
the patients being treated, the amount of resources used, different health priorities, the
external environment, different accounting methods, data errors and random
fluctuations. Sometimes outcome figures can be adjusted to take account of these
differences but sometimes this is not appropriate, for example if a hospital has made
management mistakes and not hired sufficient staff. However, outcome measures work
well when outcomes are short-term, as there are not many dimensions and risk
adjustments can be made. According to Smith (2002) they are also the best measures to
use if financial rewards are being attached to performance since they are the most
widely available, quantifiable and easily comparable.

The second category is that of net ouiputs (value-added). This type of measure
calculates how much a person or function has changed following a set process. For
example, the value-added score in secondary schools in the UK predicts students’



grades from their SATs scores and then calculates the difference between the actual
and the predicted score. These measures can be difficult to construct due to the
existence of multi-dimensional outputs (i.e. there are numerous outputs in more than one
area) and the difficulty of constructing a counter-factual to compare to actual results. Net
output measures are also expensive and time consuming so are not ideal for year to
year policy administration, although they are more useful for long-term policy planning
(Barnow 1992). Furthermore, they do not take into account the amount of resources
used by the providers, so they do not measure efficiency. Instead, in the case of value
added measures in schools, they measure total school performance which includes
teacher effects, resource levels and peer group effects (Meyer 1997). Other concerns
are articulated by Goldstein (2003), who believes that the input score in secondary
school figures is not accurate enough, since it does not record performance before
primary school. Finally, net output measures only refer to the average value-added, so
resources could potentially be concentrated on a single group (Wilson 2003). For
example, if a parent is trying to work out which school would be best to send their child
to, the value-added measure is of limited use as it can be skewed by a heavy focus on a
small number of students. A modal measure however, would indicate the most
statistically common improvement in children’s performance and a median score would
show how much the average (or middle) child would improve.

The final category is input and process measures. Examples could include the number of
patients waiting for treatment or the student-staff ratio in a school or university.
Unfortunately, since these figures measure input only, they give no indication of the
effectiveness of policies (Barnow 1992). That is, of course, unless the process itself is an
important outcome, such as the average or maximum waiting time for an operation on
the NHS. In the UK the most commonly used measure is the gross outcome measure
although net output scores are starting to be introduced in some areas. These gross
outcome scores are then used to set targets for public sector workers to meet. However,
there are a number of problems with this approach that will be identified in more detail in
section five. The following section, a case study on higher education league tables, will
show how difficult it is to construct a broad measurement system that captures all the
essential goals of the public sector.

4. Case Study: Higher Education League Tables

Higher education league tables, such as the ones published by ‘The Times or ‘The
Guardian’ play an important role in guiding students’ choices about where to study.
Trying to construct a measure that takes into account the multiple dimensions and goals
of attending university, though, is very difficult. The current system focuses on imperfect
gross output measures, while at the same time ignoring criteria that are central to
students’ decisions. Although there are other reasons to measure performance in higher
education, such as allocating research funding and government grants, this case study
will be focusing exclusively on the perspective of student choice. The following is a list of
the most commonly used criteria in league tables:



Criteria

Positive

Negative

Measurement
Tool

Student
satisfaction

Possibly the most
important measure of all,
especially if we are viewing
education as a
consumption good

Are students better at
assessing performance
than experts? Students
may be unsatisfied but well

taught.

National
Student
Satisfaction
Survey

Research
quality

Cutting edge research is
vital to pushing forward the
boundaries of knowledge.
Good researchers will be
able to teach the latest
theories.

Research seems more
relevant to graduate
students than potential
undergraduates. Also,
good researchers do not
necessarily make good
teachers.

RAE

Entry
standards

High entry-standards imply
bright students and a
stimulating intellectual
environment

However, some students
desire low entry criteria as
it means it is easier to be
accepted.

A-Level/
Higher/ B
Grades

Completion
Rate

An  effective indicator,
since dropping out causes
high economic, social and
opportunity costs. It can
also be used as a proxy
measure  for  student
satisfaction.

As a raw output measure,
graduation only measures
quantity not quality.

Percentage of
students
graduating

Graduate
employment

A useful way of analysing a
university in human capital
investment terms.

It doesn’t note the quality
of employment i.e. pay or
satisfaction. It is also less
useful to students who are
viewing university as an
end in itself.

Percentage of
graduates
attaining a job
within 6
months of
graduating

Spend
student

per

Better facilities improve the
student experience, both
academically and socially.

This is only a rough
measure of the quality of
facilities as it gives no
account of the efficiency of
the investment.

Staff/student
ratio

Smaller class sizes
improve  the learning
environment as well as
providing a greater range

of subject choice.

Similar to spend per
student, this is only of
limited use, since it
provides figures on the
quantity, not quality of
staff.

Exam results

Students who achieve
good grades are more
likely to be employed and
provide challenging
academic competition.

Universities grade students
internally, so they have a
perverse incentive to give
higher marks leading to
grade inflation.

Percentage of
students with
first or upper
second class
degrees




As the above table demonstrates, the majority of indicators, at best, provide a very rough
guide to performance. Indicators suffer from problems of measuring output instead of
efficiency (spend per student), of only being able to use weakly correlated proxy
measures (percentage of students graduating) and most problematically, of creating
perverse incentives (grade inflation in exam results).

However, not only are current measures imperfect, there are a number of other factors
that affect student decision-making that are ignored. Universities differ on a number of
additional factors including the availability of their accommodation, the quality of their
careers services, the number of links with industry and the quality of their partnerships
with foreign universities. Furthermore, there are some important aspects of the student
experience that just cannot be quantified at all, such as the quality of the social life or the
campus environment.

Some universities, particularly post-1992 universities are very good at providing students
with more vocational training and the ‘soft’ skills that employers desire. In this regard
there is a need for a value-added score, such as the one used in secondary schools. For
example, Oxford and Cambridge award a very high proportion of upper second class
and first class degrees, but then they also tend to have the most able students. A value-
added measure would be useful way of measuring which university actually offers the
highest return to a human capital investment. Even though it would be difficult to
compare heterogeneous degrees, say geography against physics and different
secondary qualifications (A-Levels, Highers, International Baccalaureate etc) it would
provide possibly the most comprehensive indicator of all, even if it was slightly
inaccurate. To sum up then, what this example has shown is that gross output data is
imperfect and inexhaustive, particularly with regard to intangible factors. The next
section will analyse in detail the issue of perverse incentives, focusing in particular on
the problems of arbitrary distinctions and gaming.

5. Perverse Incentives

As section three showed, the current measurement system in the UK revolves around a
range of output based measures that are then used to set targets. However, there is a
growing amount of evidence that suggests that targets have adverse effects which affect
how public sector workers go about their work. The first of these adverse effects is the
fact that targets set arbitrary distinctions that direct resources artificially to borderline
cases at the expense of other areas. The second and related problem, gaming, refers to
the fact that some civil servants will act against the wider aims of the organisation as a
means of meeting their targets and triggering the associated financial reward. This
section will conclude by comparing the theoretical hypotheses with real world results
through looking at empirical studies on performance measurement.

5.1 Arbitrary Distinctions

To encourage greater efficiency in the public sector, departments are set a number of
targets that focus on a specific task or system and are rewarded when these targets are
met. However, the aims of the public sector are very complex which implies that targets
are often too simple to capture the multi-dimensional work that is taking place. Indeed,
some tasks being carried out may in fact be theoretically impossible to measure (Dixit



2002). This then means that a civil servant’'s focus tends to narrow to what is being
measured to the detriment of overall performance (Wiggins and Tymms 2002). For
example, measuring performance in schools based on the target of achieving 5 GCSEs
at A* to C leads to a concentration of resources on borderline students (those achieving
around a C or D level) at the expense of other children, whose learning is just as
important (Wolff 2002). This is because the target introduces an arbitrary distinction into
continuous data, which forces teachers to concentrate on that cut-off point as it is how
they are judged. This has also been noted by Fitz-Gibbon and Tymms (2002) in the case
of Key Stage 2 targets in primary schools. While such targets are easy to understand
and headline grabbing, such as the UN’s classification of poverty as below a dollar a
day, it is not helpful for policy purposes as someone earning $1.02 is not significantly
better off than someone earning $0.98. In technical terms, it could be said that the focus
has shifted from outcomes (improving people’s welfare) to simple outputs (who is
earning above the threshold).

Targets also tend to focus on the short-term so they can be used for policy purposes.
This means that resources tend to be misdirected towards fulfilling short-term measured
objectives at the expense of more important long-term or unmeasured goals. Heckman
points out that this is particularly a problem in areas that deal with human capital such as
job centres. People are directed away from education and training, which is most
valuable in the long-term, as public sector workers are pressured to increase the amount
of people finding work in the short-term (Heckman et al 2002). Another example of the
problem of setting up an imaginary cut-off point for data is the government’s child
poverty targets. The target is for child poverty to be abolished by 2020 with an
intermediate target of halving child poverty by 2010. While this may seem logically
consistent, the best way of meeting intermediate goals for child poverty may not be the
best way to abolish child poverty by 2020. The government’s strategy of focusing on tax
credits has been successful at lifting the ‘borderline’ or marginal cases out of child
poverty, but this only affects a minority of cases and is not a long-term solution. Progress
is not always linear, so failing to meet the intermediate target does not necessarily mean
that the principal target will not be reached. It could be that the best way to abolish child
poverty is to make large investments that would lead to the child poverty figures either
flat lining or increasing in the short-term due to resources being allocated away from
short-term measures such as tax credits. While the arbitrary distinctions in time and task
do create perverse incentives, a more worrying trend is when they lead to gaming, as
deliberate manipulation of the system undermines the ethos of the public sector.

5.2 Gaming

Possibly the biggest issue created by targets is the massaging of figures for personal
advancement, otherwise known as gaming (Smith 1995). Gaming can be identified fairly
easily in the public sector. For example, in schools there has been a noted shift away
from ‘tougher’ subjects such as maths and science towards ‘easier’ subjects such as
media studies, as improving test scores has now become more important than the
children’s overall learning experience. A number of students are being removed from
GCSEs all together and are being transferred on to GNVQs by schools (Times Higher
Education Supplement 23/08/2002). In fact there is some evidence that schools are
actually excluding more students so that they do not adversely affect the school’'s exam
results (Gillborn 1996). Propper and Wilson (2003: 259) argue that the best way to solve
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this problem is an increase in the use of value-added scores. Their explanation is that
targets create a principal-agent problem since the agent tends to focus on the immediate
aims of the targets rather than the broader objectives (Propper & Wilson 2003: 253). But
would broader measurement and more trust lead to better outcomes? In other words,
are public sector workers knights who work away selflessly with the public interest in
mind, or are they knaves who are purely self-interested? If they are knights then targets
and narrow measurement (or possibly even any measurement at all) are unnecessary,
but if they are knaves, narrow performance measures are the best way to keep workers
in check (Le Grand 1997).

Le Grand suggests that between the late 1940s and the mid-1970s, the public viewed
public sector workers as knights, but since then this perception has switched to see them
as knaves due to the increased marketisation of public services and changes in social
attitudes. He argues that in fact most public sector workers have a mixed motivation, that
is, they sometimes act in the public interest and sometimes they act in their, or their
department’s, own narrow interests. However, he points out that employing targets and
linking payments to performance may in fact, have the effect of turning people from
knights to knaves as people become more focused on monetary rewards rather than the
public sector ethos. Introducing targets could also mean that individuals who are less
concerned with the public interest may now apply to be public servants, creating a self-
fulfilling prophecy (Le Grand 1997).

There is also a worry about cream skimming- with organisations selecting people who
they know will help them meet their targets, rather than the people with the most genuine
need. West and Pennel (2000) have shown that targets have led to cream skimming at
the point of admission in schools, however, other empirical research has shown that in
most cases this is not an issue (Heckman et al 2002). The natural inclination of
employees to help the least well-off (‘knightish’ behaviour) tends to trump a desire to
meet targets. However, if people do tend to act in the public interest would it not just be
better to treat them as knights rather than knaves in the first place? We can conclude
then that the theoretical debate has shown that a system of gross output measurement
combined with a targets regime creates a number of perverse incentives. Before we
move on though, it is prudent to check that the behaviour predicted in theory, is in fact
what is being observed in the empirical data.

5.3 Empirical Results

While there are clearly a number of problems with using targets, it is also important to
look at how the empirical evidence judges targets overall. The first attempt at using
targets in the UK failed, with the Financial Management Initiative in the 1980’s being
unable to influence the distribution of resources in the public sector or improve
accountability (Osbourne et al 1995; Sharif & Bovaird 1995). However, the use of targets
changed significantly in the 1990s so this period should be analysed separately. The
most important thing to note is that it is hard to evaluate targets as they have also been
introduced alongside a series of other measures. It is simply very difficult to isolate their
effects since there is no counter-factual to judge them against (Propper & Wilson 2003:
256). In some circumstances both site visits and targets have been used to improve
performance, but there is some evidence that improvements in UK educational
achievement has been due to targets themselves. On the other hand, there is the
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problem of selection bias, as these results are based on the same assessment criteria
as targets. They therefore fail to account for any broader changes outside the scope of
the target. (Propper & Wilson 2003: 260). Furthermore, an improvement in target
performance does not necessarily represent an improvement in welfare, especially if
other factors suffered significantly more as a result (Kane and Staiger 2002). What is
clear-cut though is that there is hard evidence that public sector managers game the
system (Courty and Marschke 2004).

So it seems at best that the positive impact of targets might cancel out the drawbacks. At
worst, perverse incentives lead to a decline in productivity and efficiency. These
problems are a natural symptom of breaking down measurement into smaller parts. The
public sector is too complex to be neatly compartmentalised and any attempt to do so
will lead to some parts straddling multiple measures, while others are neglected
altogether. The only solution to this problem is to take a wider perspective and construct
a broader measuring system. While multi-dimensional targets are admittedly harder to
measure and more complex, they are also harder to game (Propper & Wilson 2003: 254;
Fitz-Gibbon 1997). The following section provides some ideas as to what a broader
measure might look like and offers suggestions as to how it may be constructed.

6. Towards a Broader System of Public Sector Measurement?

The previous section highlighted the problems associated with the current narrow
measurement system. The challenge is then to design a measurement system which
avoids the problem of perverse incentives, while at the same time coming up with a
relatively simple, coherent alternative. Designing such a system is a complex task that is
beyond the scope of this work, but this paper will identify six key areas that need to be
taken into account by a new system. To illustrate how such a measure might function, a
case study of the capabilities approach will also be considered:

1. Macro Efficiency: A key goal of any public sector policy is the need to provide
value for money. With only a limited amount of taxpayer money, any funds available
need to be used efficiently to provide the best and most widely available service. This
can normally be easily quantified in monetary terms by measuring the ratio of outputs to
inputs. For example, the NHS would compare favourably to Medicare or Medicaid in the
US as it provides a wider service for less money.

2.  Micro Efficiency: This indicator measures how well public services meet the needs
of citizens. This is a multi-dimensional measure taking into account the quality of service,
the intelligibility of programs and how effectively public services operate overall. Data is
normally accumulated through surveys, although it is difficult to compare micro efficiency
across service areas, as the needs of citizens changes from say, health to education.
There is normally some degree of trade-off between micro and macro efficiency as
higher service levels tend to cost significantly more with a diminishing rate of return
(WHO 2000).

3. Horizontal Equality. While there is no universally agreed definition of horizontal
equality, it roughly means providing equality of opportunity. Government action should
not discriminate against immutable characteristics, instead it should only consider
relevant factors that a citizen can control. Policies and organisations should be judged as
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to the extent that their services are open to all citizens, not just a privileged minority or
even a majority. For example, a policy that involves charging increased fees for higher
education would score badly as it discriminates on the basis of parental income.
However, a policy that based university admission on A-Level grades would be
acceptable as that is (generally) within the control of the student.

4. Vertical Equality. This can be best expressed as providing a more equal set of
outcomes. While some right-wing theorists may dismiss this concept, most mainstream
political figures feel it is important (to varying extents) as a means of poverty relief.
Vertical equality tends to be measured nationally by absolute poverty lines such as the
UN measure of a dollar a day, by relative poverty measures (for example anyone with an
income of below 60% of the media) or by other measures such as the Gini Coefficient.
Policies that focus on improving the outcomes of those on low income (or other
indicators e.g. low health) should score well on a broad index.

5. Happiness. Measuring happiness has been advocated most strongly by the
economist Richard Layard (2005) but it was also very popular in policy circles before the
recession, especially with David Cameron. Measuring happiness is seen an important
counterweight to pure economic indicators as the Easterlin Paradox (1974)
demonstrates that once basic needs are met, average happiness in a country does not
increase when average income does. It is obviously difficult to get an exact quantifiable
measure although surveys and proxy measures have been used. Happiness measures
have already been designed by the New Economics Foundation in the form of ‘National
Well-Being Accounts’ and their ‘Happy Planet Index’ (2009). Happiness is also used by
Bhutan, which employs a measure of Gross National Happiness instead of Gross
National Product.

6. Capabilities (Case Study) The capabilities approach was designed by Amartya
Sen (1999) primarily for use within the field of development studies, however it is also
useful to apply the concept to developed countries. Capabilities measure peoples’ range
of functionings (their degree of positive freedom) such as their ability to use a computer
or engage in political activity. This is different from traditional measures of welfare which
tend to focus on either some form of utility or access to resources. Poverty is seen as a
form of capability deprivation although citizens can be deprived of other capabilities in
many ways, e.g. by ignorance or government oppression. Capabilities act as an
important counterweight to growth figures as many countries have a high GDP but still
have a population where large numbers of people are illiterate. Measuring capabilities
should go some way towards solving the problems of gaming and perverse incentives
since it is hard to fake an increase in functionings and any cream skimming will not show
a significant improvement. Nussbaum (2000) is one of the first people to create a
comprehensive list of the capabilities that the state should promote. Since she has
managed to group together capabilities from different policy areas to create an overall
performance metric it would be worthwhile to look at her work in more depth. The
following is an edited version of her list of capabilities:

1. “Life: Being able to live to the end of a human life of normal length or before one's life
is so reduced as to be not worth living.

2. Bodily Health: Being able to have good health, including reproductive health; to be
adequately nourished; to have adequate shelter.
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3. Bodily Integrity: Being able to move freely from place to place; to be secure against
violent assault, including sexual assault and domestic violence; having opportunities
for sexual satisfaction and choice in reproduction.

4. Senses, Imagination, and Thought. Being able to use one's mind in ways protected
by guarantees of freedom of expression with respect to both political and artistic
speech, and freedom of religious exercise.

5. Emotions: Being able to have attachments to things and people outside ourselves.
Not having one's emotional development blighted by fear and anxiety. (Supporting
this capability means supporting forms of human association that can be shown to be
crucial in their development.)

6. Practical Reason: Being able to form a conception of the good and to engage in
critical reflection about the planning of one's life. (This entails protection for the liberty
of conscience and religious observance.)

7. Affiliation: Being able to engage in various forms of social interaction. (Protecting this
capability means protecting institutions that constitute and nourish such forms of
affiliation, and also protecting the freedom of assembly and political speech.) It also
involves having the social bases of self-respect and non-humiliation; being able to be
treated as a dignified being whose worth is equal to that of others. This entails
provisions of non-discrimination on the basis of race, sex, sexual orientation,
ethnicity, caste, religion, national origin and species.

8. Other Species: Being able to live with concern for and in relation to animals, plants,
and the world of nature.

9. Play: Being able to laugh, to play, to enjoy recreational activities.

10. Control over one's Environment: Being able to participate effectively in political
choices that govern one's life. Being able to hold property and having property rights
on an equal basis with others; having the right to seek employment on an equal
basis with others; having the freedom from unwarranted search and seizure.”

This is obviously a very extensive list, but it provides a broad set of criteria that we can
use to judge the quality of citizens’ lives and by extension, the performance of the
government. Individual policy areas such as education and health could also be judged
by the criteria that are relevant to them such as ‘bodily health’ for health and ‘senses,
imagination and thought’ for education. Can these capabilities actually be measured
though? Capabilities are already used internationally in the Human Development Index
(HDI) which takes account of income (as it is needed for capabilities), literacy and health,
but creating a broader measure for national policy is more problematic. One of the main
problems has been that capabilities measure what people can do, not what they actually
do, so it is difficult to find sufficient data to measure. For example, there is a clear
distinction between someone not having the opportunity to go to university and someone
choosing not to go to university, but this distinction is hard to ascertain from higher
education statistics. However, there is evidence that certain survey measurements may
now be effective at providing reliable data (Anand et al 2009; Anand, Santos and Smith
2009). Work is also being carried out in the UK by Tania Burchardt and Polly Vizzard
(2007) on measuring capabilities at the LSE’s Centre for Analysis of Social Exclusion
(CASE). So while there is currently no clear measure of capabilities it seems that it is
possible that an effective measure can be constructed.

Even if these criteria could all be easily quantified, there is still the question of how to
weigh them. Measures such as the HDI give all criteria equal weight, since the UNDP
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argues that to do otherwise would be too subjective. On the other hand, it seems that
some factors are more important than others so giving equal weighting is misleading.
Possibly the answer lies in giving the data to professionals or citizens and allowing them
to construct a weighting system based on what they feel is important, in a similar way
that The Guardian’s online interactive higher education league tables do (2009). These
tables work by allowing the user to prioritise the different criteria available and then
computing the inputs to construct a weighted result based on the user’s preferences.
This allows the flexibility that pre-weighted results cannot provide. So, while there are
obviously a number of issues that still need to be resolved with constructing a broader
measurement system, it at least offers a pathway for future research.

7. Conclusion

This paper set out to review how public sector performance is measured and to identify
how current practice could be improved upon. The evidence has shown that the narrow
compartmentalisation of performance measurement has failed due to the complex and
overlapping goals of the public sector. Furthermore, it has demonstrated that attaching
targets to measurement has distorted behaviour in the public sector by creating perverse
incentives. With the current level of inaccuracy in measurement, any attempt to link
resource allocation to output data will inevitably lead to a distorted allocation of funds.
This inaccuracy stems from the type of measures used, namely gross output measures.
While these measures are easily quantifiable they can only measure certain tasks,
supply data about average performance and provide correlation, not causation. Focus on
these measures has led to a separation of outputs from outcomes, with managers
concentrating on the raw data rather than the wider goals of their organisation. These
perverse incentives tend to take two forms, the creation of arbitrary distinctions and
gaming. Creating target thresholds causes workers to focus disproportionately on
borderline cases at the expense of other people or areas. Gaming meanwhile, happens
when workers focus on improving what is measured at the expense of other important
tasks that are not measured, meaning that while targets may be met, overall welfare may
have dropped. The issue then is not so much with what is being measured but how it is
being measured and applied. There is nothing intrinsically wrong with gross output
measures or incentivising workers with targets, however when they are combined, as
they currently are, they tend to magnify their respective drawbacks. Since the majority of
these issues seem to originate from attempting to compartmentalise the goals of
government into smaller, easier to measure elements, the solution would appear to be
broadening the measurement system.

A broader measurement system would bypass the problems of perverse incentives since
the goals would be too broad to game by individual workers and a focus on real welfare
would help eliminate the problem of arbitrary distinctions. While this work has not
attempted to construct a comprehensive metric it has suggested six criteria that capture
the essential goals of government: macro efficiency, micro efficiency, horizontal equality,
vertical equality, happiness and capabilities. Although one of the shortcomings of a
broader system is that it is harder to measure, there has been a lot of progress made in
the area recently. Even if a broader system is difficult to implement fully, it still represents
an improvement on the current system (which ignores many important goals and distorts
behaviour). This paper was intended as a review of the current system so has only
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provided a rough outline of what a broader system would look like. However, any future
research on the topic would need to focus on the technicalities of measuring these
criteria as well as deciding on a weighting system for the subject to make further
progress.
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