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Abstract

The purpose of the study was to examine the influence of performance contracting on efficiency
in the provision of service delivery in the public sector. Twofold objectives were pursued namely
to examine the effects of performance contracting on the utilization of resources; and establish
the challenges facing implementation of performance contracting. Using descriptive research
design, the study targeted employees in selected state agencies and departments identified
using simple random sampling. Both primary and secondary data were utilized with primary data
collected using questionnaires and key informant interview guide while secondary data was
collected through review of published literature. Pilot testing was conducted for purposes of
validity and reliability of the research instruments while data collected was analyzed to obtain
both descriptive and inferential statistics. The study revealed existence of a positive and strong
relationship between performance contracting and efficiency in the provision of service delivery
realized through decline in operating costs, improved revenue and output, enhanced resource
use and allocation, among others. Key challenges identified in the implementation of
performance contact include unrealistic performance targets, inadequate resources, lack of
formal rewards systems and lack of independent monitoring and evaluation office, among
others. The study recommends continuous training, initiating policies for fast tracking
performance targets; provision of resources to facilitate performance contracting,
implementation of performance contracting in all public institution, introduction and
implementation of strategies that reward performing employees, establishing an independent

institution to negotiate performance contracts and conduct evaluation objectively.
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INTRODUCTION

Globally, efficiency in the provision of public service aimed at improving productivity has been a
concern in the public administration. The demand for quality services from the tax payers and
other stakeholders has forced many governments to initiate and implement institutionalized
public sector reforms aimed at harnessing efficiency, effectiveness and ethical delivery of
services to the populace (Kobia & Nuru, 2006; Akaranga, 2008). The reforms emphasize
outputs and results instead of inputs, and to improve target setting and follow-up through
performance contracting. Though defined differently, there seem to be an agreement that
performance contracting is an array of management instruments used in defining responsibility
and expectations between parties to accomplish common results (OCED, 1999, Kumar, 1994).
Performance contracting is also considered as a management tool for measuring negotiated
performance targets between the employer - government as the owner of public agency, and
the managers of state corporations as the management of the agency (GOK, 2005).

Institutionalization of performance contracting requires an active support and
encouragement of top management of an organization who ensures that the process is a vital
means of achieving sustained organizational success (Armsrong, 2006). Management would
realize this by emphasizing the need for employee to recognize the importance of the exercise
that their performance will be measured by reference to the extent to which they will have
achieved the agreed set targets. In the end, this would ensure delivery of quality service to the
public in a transparent manner for the survival of the organization (Burke et al., 1992; Armstrong
& Baron, 2004; Armsrong, 2006). Performance contracting also entails setting performance
expectations and goals for individuals and groups so as to channel their efforts towards
achieving the objectives of an organization (Jiang & Seidmann, 2014).

Getting employees involved in the planning process helps them in the understanding of
the organization goals as well as what needs to be done, why it needs to be done, and how well
it should be done. It also involves a highly structured phase of evaluating results with rigorous
technical exercise on one hand, and a morale-boosting exercise for worker on the other hand
(Grapinet, 1999). The exercise need to address the individual and the organizational levels
simultaneously so that it is evident that the organization’s performance is strongly linked with the
performance of the people involved (Riku & Perrot, 2008). Involvement of members of staff in
drawing up contracts in a negotiated manner is important. This will ensure that performance
goals are not perceived to be imposed by the management to the staff for purposes of
encouraging staff ownership of the performance contract.

Governments continue to experience challenges of improving service delivery, while

ensuring efficiency in the utilization of the limited resources. For instance, Finland adopted the
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concept in public institutions in the late 1980s as part of the public service reforms aimed at
making public institutions and agencies more accountable and responsible (Patari & Sinkkonen,
2014).USA adopted the concept in the early 1990s with the aim of making government
institutions more productive aimed at improving public confidence in the public entities (Mc
Gowan, 2001). In Africa, following the aftermath of the structural adjustment programmes
(SAPS), many countries were encouraged to deregulate state enterprises and ensure that they
adopted the best practices adopted by the private enterprises (Obong’o, 2009). This was meant
to maintain a macro-economic stability in terms of lower inflation, cutting deficit spending and
reducing the scope and cost of government supported by the implementation of New Public
Management (NPM) models including performance contracting. In the model, employees would
sign a contract that would spell out the obligations that the employee would be held
accountable, and specify rewards and penalties as the consequences of performance
management (Raisch, 2004).

In Kenya, upon experiencing plummet performance in service delivery, the government
embarked on reform and restructuring agenda of the state public services in the early 1990s.
One of the policy issues of the reform agenda was change from executive form of evaluation
based on rules to results centered on performance evaluation (Sawe, 1997). Further, as part of
improving the deteriorating performance in state corporations and departments, the government
in a policy document dubbed “Strategy for Performance Improvement in the Public Service”
initiated various reforms aimed at revamping service delivery in the public sector (GoK, 2005).
These included Results Based Management (RBM), service delivery surveys, developing
service delivery benchmarks and service charters (GoK, 2005). These were aimed at shaping
institution and operationalizing activities for the accomplishment of agreed set of outcomes,
while re-orienting the goals of the human resource towards efficiency and responsiveness to
clients’ demand and requirement (ibid, 2005).

RBM involved advancing from the customary government practice of rightful application
of government policy frameworks towards an empowered, results and service oriented public
sector. It involved the development of a performance management system, while aligning it with
accountability and decision making authority by introducing a performance oriented culture in
the government services deliver through performance contracting. The contract specified the
mutual performance obligations, intentions and responsibilities between two parties with the
expected outcomes of improving service delivery as well as enhanced efficiency in resource
utilization. Similarly, the contracts were meant to institutionalize a performance-oriented culture
in service delivery, measurement and evaluation of performance, linking rewards and sanctions

to measurable performance among others. In the implementation phase, the government
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established the Performance Contracts Steering Committee (PCSC), whose overall
responsibility was to administer and coordinate the performance contracts in the public sector.
The committee was assisted by an Ad-Hoc Negotiation/Evaluation Task Force comprising
experts drawn from outside the public sector. The Ad-Hoc Task Force was responsible for

negotiating, evaluating and moderating performance of ministries and state owned enterprises.

Statement of the Problem
The public service sector plays an important role in the provision of public goods necessary for
the economy as whole (Okech, 2016). The government of Kenya with the support of various
stakeholders embarked on reform agenda aimed at enhancing delivery of quality services, while
ensuring efficiency in the provision of the services. This resulted in the implementation of
performance contracts in the public sector. Since the initiation, reports show that efficiency in
the provision of services in the public sector has not been realized. Cases of sloppy
management in the utilization and management of public resources continue to be experienced
(Mosomi, Kindiki & Boit, 2014). Similarly, cases of lack of effectiveness still exist with
consumers complaining of delay in access to public goods when required. The quest for
enhanced outcome and minimization of resource use are important management tools and
techniques for the survival of an organization, and therefore state agencies and departments
are not exempt. If pursued from strategic direction, this will not only enhance performance but
also continued provision of the public goods.

Typically, the institutions are not clear about their goals or are aiming at the wrong goals.
This lack of clarity can be attributed to the fact that most state agencies and departments have
to deal with multiple principals with multiple (and often conflicting) interests (Triveldi 2000). The
purpose of this study was to establish the influence of the implementation of performance
contracting on efficiency in resource use in the public sector. The objectives of this study were
twofold namely to establish how performance contracting on the utilization of resources in
selected state agencies and departments; and to determine the challenges facing the

implementation of performance contracting in Kenya’s public sector.

METHODOLOGY

Given the nature of the target population, the study applied descriptive survey research design
in order to examine the influence of the independent variable on the dependent variable. The
target population comprised of selected state corporations and departments at both national and
county departments. These institutions were targeted because of their active engagement in

performance contracting and therefore directly affected by the process. The unit of analysis

Licensed under Creative Common Page 201


http://ijecm.co.uk/

© Okech

constituted staff at managerial, technical and support level in selected state corporations and
departments (both at National and County governments). This was informed by the fact that in
the country, performance contracting is implemented by all state entities. In order to identify the
sample unit, simple random sampling was applied by preparing the sampling frame. Thereafter
all these were allocated random numbers from which thirty five were picked randomly.

The study used both primary and secondary data with primary data collected using
guestionnaires, key informant interviews and observation method, while, secondary data was
collected from various organization reports and documents. The reports and documents
included performance contracting evaluation reports, strategic plans, human resources reports,
annual plans, among others. Questions contained in the questionnaire were both closed ended
and open ended with the latter being a set of likert-scale type of questions. A structured
interviews schedule was used to collect supplementary data to complement data collected using
guestionnaire that allowed for flexibility and probing. The interview targeted key informants
ranging from senior managers, technical staff, and middle level managers, supervisors, among
others, with an aim of getting data that were used to verify and add meaning to the data
collected using questionnaires.

Testing of the research instruments on a pilot sample was done, which allowed the
researcher to identify whether respondents understood the questions and instructions, and
whether the meanings of questions were the same for all respondents. Documents from a few
organizations were reviewed to check if the themes developed for document analysis are
appropriate using test-retest method. The tools were modified in terms of content, wording,
layout, length, format and instructions that might not have been clear. Data reliability was
measured using Cronbach’s apha coefficient with the highest and lowest values of 0.928 and
0.787, respectively reported. This therefore suggests that the questions as contained in the
guestionnaire would yield information that was reliable and acceptable.

Data generated was first cleaned to detect errors and omissions, while documents were
reviewed to determine data that would be chunked into smaller meaningful parts. Similarly
coding was done by developing a code book where numerals were assigned to ensure that data
is put into a limited number of categories or classes. Correlation analysis was conducted to
examine the direction and strength of the variables to determine the amount of correlation
between them. In the study, descriptive analysis was done to study distributions of variables in
terms of means and standard deviation, while correlation analysis was conducted to study the
direction and strength of the variables to determine the amount of correlation between them.
Before contacting regression analysis, a number of statistical tests namely normality tests,

linearity, multicolinearity, were conducted.
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FINDINGS AND DISCUSSIONS

The findings are reported first in terms of response rate and profile of the respondents followed
by the descriptive statistics based on the study objectives. The last sub-section provides the
regression analysis with a composite mean of efficiency as the endogenous and performance
contracting as the exogenous variable.

Profile of Respondents

A total of two hundred and fifty respondents were conducted through the use of questionnaires
and interview guide, with one hundred and seventy five responding. This represented seventy
percent (70%) response rate, a value considered adequate for the study as described by
Richardson (2005). In the work of Richardson (2005), a response rate of sixty and above is
desirable in social sciences though in some cases it could go lower. Face to face discussions
were conducted guided by an interview schedule for the purpose of triangulating the results
from the questionnaires. Further, document analysis was used to collect secondary data from
although only an insignificant percentage of the sample unit accepted to share the documents,
while the rest were reluctant citing sensitivity of the documents, despite the assurance of
objectivity and confidentiality. The inability to share could imply either non-availability of the
documents in the organization or that the organizations could be “closed” and not willing to
share project related documents with people not directly involved in the project activities. In
terms of gender, 56.08% of the respondents were male, while the remaining 43.92% were
females. This shows a near equitable gender distribution of the respondents in the survey and
that the organizations have embraced affirmative action. Regarding age, the study show that
majority of the employees were aged between 26 — 55 years of age, with thirty five point three
percent aged between 36 — 45 years, while thirty two point four percent were between 26 and
35 years old. Less than a quarter of the respondents were aged between 46 — 55 years with
Ten point three percent aged between 41 — 45 years. Similarly, four point four percent were
aged between 18 — 25 years, while only one-point five were over 55 years. Overall, majority of
the respondents were in the productive age of between 36 — 55 years. This is likely to impact
positively on productively. The results thus show that state corporations and departments strictly
operate within the labour laws with regard to employment.

In terms of education, more than half of the respondents had masters’ degree, followed
by bachelors and doctorate degree at 41.2% and 4.41%, respectively with diploma reported as
the least qualification at 2.94%. The results are an indication that the institutions consider
academic qualification for the employees. The results could be linked to government’s

concerted efforts in attracting the “best” through the harmonization program as well as
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promotion criteria where education qualification are highly regarded. Like in the case of age,
academic qualifications are expected to influence productivity positively. It is also necessary to
impute that most of the institutions surveyed are technical in nature and, therefore expected to
employee individuals with relevant skills as reflected in the academic qualifications.

More than half of the respondents were technical staff estimated at 66.18%, with slightly
more than a quarter (30.79%) at senior management, while the remaining 3.04% constituted
support staff. Whereas the results indicate a near proportionate representation of all groups
ranging from management to the junior staff, performance contracting in many cases targets
technical and management staff that are involved in production of goods and services. This
finding correlates the findings under the level of education where majority of employees had
masters’ degree which in a normal situation would be employees either at technical or senior

management level.

Descriptive Analysis

Descriptive statistics are reported in terms of mean and standard deviation based on the two
objectives. The first sub-section provides the summary statistics in terms of performance
contracting and efficiency followed by challenges affecting the implementation of performance

contracting from the respondents’ perspective.

Performance Contracting and Efficiency

The objectives of a performance contract in the public sector include improving public service
delivery; drawing back the deterioration in efficiency and making sure that public resources are
engrossed in achievement of the main state policy priorities. In this sub-section, respondents’
responses in terms of performance contracting and efficiency issues are reported. Issues
considered include performance contracting and cost reduction in the organization, productivity,
resource use and allocation, governance, productivity, improved production, transparency and
accountability and revenue generation. These were measured on a five point’s scale measure
that measured the respondent level of agreement with the factors. The results are summarized
in table 1.

Table 1: Performance Contracting and Efficiency Concerns

Performance Contracting and Efficiency Considerations Mean Std. Deviation
Performance contracting has led to cost reduction in the organization 2.04 0.96
Performance contracting has improved governance 2.54 1.18
Performance contracting has improved productivity (output) 2.40 1.06
Performance contracting has led to improved resource use 2.53 0.94
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Performance contracting has led to improvements in the allocation and 262 1.16 Table 1...
use of resources '

Performance contracting has led towards increase in the organization’s 585 111

revenue

Composite Index 2.50 1.06

The composite mean score and standard deviation for performance contracting and efficiency
was 2.50 and 1.06, respectively. Notable impact of performance contracting with regard to
efficiency were demonstrated in terms of cost reduction, improved governance as well as
increase in revenue generation and improved productivity. Specifically, respondents agreed that
performance contracting had contributed towards reduction in cost of production and increased
revenue with each scoring a mean score of 2.04 and standard deviation of 0.96 each. This is an
indication that performance contracting seem to be achieving the intended objectives in terms of
efficiency especially in minimizing costs and facilitating productivity and eventually revenue
generation. This compares with the intended objectives in the initiation stage where improving
public service delivery, drawing back the deterioration in efficiency and making sure that public
resources are engrossed in achievement of the main state policy priorities of the government
were key (GoK, 2005).

The mean score of the linkage between performance contracting and improvements in
the allocation and use of resources was 2.22 and standard deviation of 0.98, while the mean
score for performance contracting and resource allocation in the organization was 2.53 with a
standard deviation of 0.94. This compares to the mean score of 2.40 and standard of 1.16 for
improved productivity and standard deviation. This finding agrees with the thinking behind the
introduction of performance contracting whereby the intention was to set up structured
management principles towards good discipline, specific and detailed job descriptions, frequent
and accurate reporting of performance, pay and promotion based on merit, clearly defined
hierarchy of superiors and subordinates, enforcement of personal responsibility and
accountability (GoK, 2005). Through this approach, the institutions are expected to direct all
their resources towards the delivery of targeted services and maintenance of enhanced
productivity as well as transparency and accountability in the usage of the resources. The
contracts would help improve the service delivery of the government institution to the public by
making sure that top-level management was responsible for results, improving productivity
levels and ensuring the public assets were focused towards fulfilling the main state policy
priorities, and institutionalizing performance oriented philosophy in public service, measure
and appraise (Mulei & Orodho, 2014).
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Challenges affecting Performance Contracting

This section illustrate the study results on a number the challenges that affected performance
contracting in organizations. Table 2 provides a summary of the distribution of the factors
respondents identified as inhibiting performance contracting in the surveyed institutions.

Table 2: Challenges affecting Performance Contracting

Challenges Percentage
Unrealistic targets are usually given 10.24%
Inadequate resources and funding necessary to perform tasks assigned 31.50%
Inconsistence feedbacks on performance evaluation results 4.72%
Lack of Rewards systems and those available not based on performance contract 10.24%
Lack or training needs not tied to the performance contract 12.60%
Failure to involve all staffs in performance contract such as staff in union 3.15%
Inadequacy in the monitoring and evaluation of the performance contract 11.02%
Lack of consultation to all parties in formulating performance contract 7.09%

Poor system (failure) i.e. some duties not rated, late signing of performance contract,
rewarding best performance after a long time, confusion between PC & performance
management 9.45%

Total 100.00%

As shown in Table 2, inadequate resources and funding, necessary to perform tasks assigned
in the performance contract was the most challenging factor to performance contracting with
31.50% of the respondent citing it as a concern. This was followed by inadequate training needs
necessary for the implementation of the contracts (12.60%). Others challenges were lack of
monitoring and evaluation system that contribute to irregular evaluation was also affecting the
performance contracting negatively with 11.02% respondent supporting this. Additionally,
unrealistic targets given in the performance contracting was found to also be a challenge in
performance contracting in the organization as indicated with 10.24% of the respondent.
Further, lack of rewards systems and those available not grounded on performance contracting,
was another challenge to performance contracting in the organization as indicated by 10.24%
respondent. Other factors found to impact negatively on the implementation of performance
contract in the organization were lack of consultation to all parties in formulating performance
contract (7.09%); lack or inconsistence feedbacks on performance evaluation results (4.72%),

and finally failure to involve all staffs in performance contracting such as staff in union (3.15%).

Correlation Analysis of Variables
Using Pearson Product Moment Correlation, correlation analysis was done to explore the

direction and the strength of the relationships between independent variable and dependent
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variable. Whereas the sign was determined by checking the positive or negative value before
the r-value, the strength of the relationships was considered by looking at the r-value. As noted
by Chen (1988), a correlation of O indicates no relationship at all, while a correlation of 1.0
indicates a perfect positive correlation and finally a value of —1.0 indicates a perfect negative
correlation. The judgment rule on the strength of the correlation was guided by the guidelines
suggested by Cohen (1988) that r-value of between .10 to .29 means small or weak correlation
with r-value of between .30 to .4.9 implying medium or moderate correlation, while r-value of
between .50 to 1.0 shows a large or strong correlation. Given the variable measurement,
Pearson Product Moment Correlation were determined at a 95% level of confidence, meaning
that the sample proportion (p) was less than or equal to 0.05. The Pearson Product Moment
Correlation was used and these relationships were determined at a 95% level of confidence,

meaning that the sample proportion (p) was less than or equal to 0.05.

Table 3: Correlation Analysis

PC &
Service Performance Performance Implementation PC &
Delivery Targets & Efficiency Strategies Implementation
Service Delivery Pearsoq 1 201" 688" 24" 659"
Correlation
Sig. (2- .000 .000 .000 .000
tailed)
Performance Pearson o " - -
. .701 1 .625 716 .769
Targets Correlation
Sig. (2-
; .000 .000 .000 .000
tailed)
Per_fqrmance & Pearsoq 688" 625" 1 791" 574"
Efficiency Correlation
Sig. (2- .000 .000 .000 .000
tailed)
PC . Pearson 742" 716" 721" 1 783"
Implementation  Correlation
Strategies ig. (2-
g Sig. (2 .000 .000 .000 000
tailed)
PC & . Pearson 659" 769" 574" 783" 1
Implementation  Correlation
Sig. (2- .000 .000 .000 .000
tailed)

**_Correlation is significant at the 0.01 level (2-tailed).

The table shows a strong relationship between service deliver and other variables with
correlation between service delivery and performance targets of r-value of 0.701, p< .000.

Correlation between service deliver and efficiency was equally strong reporting r-value of 0.688;
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p<.000. Similarly, the correlation between service deliver and performance contract
implementation strategies was strong with r-value of 0.742, p<.000, while the correlation
between service delivery and performance contract implementation was 0.659; p<.000. The
correlation between performance targets and the other variables also shows a strong
relationship, while the correlation between performance targets and efficiency demonstrate was
0.625; p<.000. The correlation between efficiency and the other variables was also strong
relationship with the same relationship reported between efficiency and performance contract
implementation strategies. The correlation between efficiency and performance contract
implementation was equally strong with r-value of 0.574; p<.000. In summary, there was

positive and strong correlation in the variables under consideration.

Regression Analysis

Linear regression analysis was conducted to examine the influence of performance contracting
on utilization of resources as a proxy for efficiency in order to realize objective number two (2) of
the study. In this case, performance contracting was the exogenous variable, while a composite
mean of utilization of resources constituted the endogenous variable (Table 4).

Table 4: Model Summary on Performance Contracting and Utilization of Resources

R Adjusted  Std. Error of the
Model R Square R Square Estimate
1 7218 519 512 .64804

a. Predictors: (Constant), performance contracting

There was a strong correlation between performance contracting and efficiency in the utilization
of resources with r-value of 0.721. The coefficient of determination was 0.519 ( r’= .519)
indicating that performance contracting accounted for 51.9% of the variations in efficiency in the
utilization of resource, while the remaining 49.1% of efficiency in the utilization of resources was
influenced by other factors besides performance contracting. The ANOVA was also performed

and the results summarized in table 5.

Table 5: ANOVA Results of Performance Contracting and Utilization of Resources

Model Sum of Squares Df Mean Square F Sig.
1 Regression 29.491 1 29.491 70.223 .000°
Residual 27.297 65 420
Total 56.787 66

a. Dependent Variable: utilization of resources b. Predictors: (Constant), performance contracting
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As shown in the table, there a statistically significant correlation between performance
contracting and efficiency in the utilization of resources, F=70.223, p< .000. This indicates that
the overall regression model was significant. In terms of the coefficient, the analysis shows a
statistically significant value (3=.876, p-value=.000). This implies that there was a linear
dependence of efficiency and performance contracting.

Table 6: Coefficients on Performance Contracting and Utilization of Resources

Unstandardized Standardized

Coefficients Coefficients
Model B Std. Error Beta t Sig.
1 (Constant) 143 313 458 .649
performance 876 105 721 8.380  .000

contracting

a. Dependent Variable: utilization of resources

In summary, the regression equation to estimate the impact of performance contracting on
utilization of resources was:

Y =Bo+BiXs+ €

Y = Utilization of Resources;

Bo = Constant;

. = Beta coefficient;

X, = Performance Contracting;

€ = Error term.

From the coefficient table, performance contracting significantly influence efficiency in the
utilization of resources in terms of resource use and allocation, reduction in operating costs as

well improved governance, and revenue generation.

CONCLUSION

Performance contracting has brought about efficiency in the utilization of resources in public
organization. In the study, a strong positive relationship between performance contracting and
resource utilization among the public organizations was identified. The results demonstrated
that performance contracting led to cost reduction in the organization, improved governance as
well as productivity, resource use and allocation in the public organizations. Performance
contracting in public organizations also resulted to transparency and accountability in the
organizations. Further, it contributed towards increase in the organization’s revenue as well as

customer satisfaction. In a nutshell, efficiency in resource utilization was found to be enhanced
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by performance contracting. Thus performance contracting in organizations facilitates efficient
utilization of the scarce resources in the organizations.

Implementation of performance contracting in the public sector in Kenya has not been
without challenges, it was initially introduced but failed to establish until recently. According to
this study, the challenges that undermine performance contracting implementation in the public
sector include unrealistic targets in performance contract; inadequate resources and funding
necessary to perform assigned tasks; lack and inconsistence feedbacks on performance
evaluation results. Others include lack of rewards systems; lack or training needs not tied to the
performance contracts; failure to involve all staffs; lack of monitoring and evaluation office. This
study concludes that in order to enable the implementation of performance contracting efficiently
the organization should address and solve these problems that are seen to be a challenge to

performance contracting implementation.

RECOMMENDATIONS

In order to ensure there is effectiveness in service delivery in the public sector, it is
recommended that performance contracting should be implemented across all public institution.
The study also recommends the implementation of performance contracting in all public
institution in order to realize the efficient utilization of resources. Further, this study recommends
that performance contracting in public organization should have a strategic plan that will include
various strategies for implementing performance contracting. These strategies will help address
the challenges faced in the implementation of performance contracting. The strategies for
implementing performance contracting should include employee motivations, training and
capacity building as well as putting in place an autonomous institution that will ensure objectivity
of performance contracting process. Having an independent institution to negotiate performance
contracts and carry out evaluation can ensure objectivity of performance contracting. There is
also the need to put in place a rewarding system that is impartial. The organization should also
provide the necessary resources to facilitate the implementation of performance contracting. In
cases where there exist different categories of employee such as unionized staff, performance
contract should also include them. It is also necessary that the process of performance

contracting is all inclusive to minimize on cases of resistance by a few stakeholders.
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