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INTRODUCTION

In 2004, significant administrative reforms were introduced in the European Commission (EC).  Dubbed the “Kinnock Reforms,” as the reform effort was led by Neil Kinnock, Vice-President of the Commission, they were, in part, a direct response to the fall of the Santer Commission, amid charges of corruption and nepotism (Wille 2007).  The reforms were also a response to broader criticisms of the Commission, which was seen by some as a bloated and inefficient bureaucracy long overdue for reform  (Kassim 2004; Wille, 2007; Schön-Quinlivan 2007; Bauer 2007).  An important part of this reform package was a series of changes in the way Commission staff are classified and paid.  

This paper focuses specifically on the attempt to introduce a version of pay for performance (PFP) into the Commission, specifically by linking performance (as measured by a new performance appraisal system) not to annual pay raises but rather to promotion.  The goal of this reform was to provide positive incentives to top performers, to send negative messages to weaker performers, and generally to improve motivation and morale.  The response, however, has been overwhelmingly negative, leading to a decrease in morale.  This has led to a surprisingly short cycle of reform – by mid-2007, only three years after the introduction of the reform, staff of the Directorate General for Personnel and Administration (DG Admin) were already working on a reform of the reform, and the new system was announced in April of 2008, effective for the 2009 evaluation cycle..  This paper presents a brief review of the literature on performance appraisal and pay (or promotion) and describes the system the EC put into place, linking pay to promotion through the allocation of points.  It then explores the views of EC officials and managers of this system and why it failed in meeting its goals.  It concludes with a discussion of the recently-announced revisions to the system and analyzes whether they are likely at least to mitigate the damage.  In order to reduce confusion, I will refer to the original reform as the 2004 system and the revised approach as the 2008 system.
NEW PUBLIC MANAGEMENT, PERFORMANCE APPRAISAL, AND PAY FOR PERFORMANCE – A BRIEF OVERVIEW

Over at least twenty years, the standard model globally for administrative reform has been focused on strengthening management and has stressed the values of efficiency and performance, often through the adoption of private-sector management approaches.  Under the broad rubric of New Public Management (NPM), these reforms began in New Zealand and Australia, moved to other English-speaking countries (especially Great Britain), and then were introduced, in various forms, into many other countries (Hood 1996; Pollitt and Bouckaert 2004).  Evaluations of the impact of NPM reforms have been mixed (Minogue, Polidano, and Hulme 1998), but it remains the dominant model and clearly shaped the development of the Kinnock reforms.  Certainly, a central goal of these reforms was to bring the Commission into line with what was seen as contemporary standards of public management , with an emphasis on better planning, clearer priorities, and improved systems both for accounting and for accountability (Kassim 2004).    

Perhaps the most controversial part of NPM has been pay reform, specifically various attempts to link performance to pay (referred to as Pay for Performance, or PFP).  Such systems have often been linked to negative messages about public employees.  As Carnevale (1995) explains, “Too often, these plans are introduced on the heels of criticism of bureaucratic performance.  They are intended to be bitter medicine to get people producing or managers managing.  They are regularly premised on negative stereotypes of public employees” (116).  The assumption, of course, is that employees will work harder if they perceive that their work will be rewarded.  But introducing a system of appraisal that is accepted by employees as accurate has often been more difficult than anticipated, and linking the results of that appraisal to pay has often had unintended consequences and negative effects. (Kellough and Lu 1993)
Performance appraisal:
There is an extensive literature on the importance of performance appraisal, which stresses both provision of clear feedback to employees on their performance and constructive dialogue between supervisors and their subordinates during the appraisal and, indeed, throughout the year.  Few have argued against performance appraisal (for exceptions, see Fox and Shirkey, 1997, and Thayer, 1981), although the proponents of Total Quality Management have argued that appraising individuals is counter-productive to the development of effective work teams (Deming 1986).  Proponents of PFP often start by stating, rather off-handedly, that, of course, the system must rest upon a fair and objective performance appraisal system.  But a system that meets these standards is, in fact, extremely difficult, if not impossible, to create and maintain.  The problems reside in three areas:  problems of measurement, problems of management, and psychological problems.
1.  Problems of measurement:  The basic assumption of performance appraisal is that supervisors know what their subordinates do and can develop objective standards for that work that can be communicated to the employee in advance (if not negotiated with the employee).  Objective standards are easiest to develop when the work product can be quantified, as in manufacturing or sales.  But the work of most civil servants, especially at the national or international level, is highly complex, with projects extending over years, with work often done in teams, and, often, with reliance on the work of others who are outside the work group.  Further, especially if supervisors are generalists, rather than technical specialists, as is often the case in the Commission, they will encounter problems of information asymmetry, in which they simply cannot know or even understand all that their staff are doing on a day-by-day basis. (Thayer, 1981).

2.  Problems of Management:  Supervisors face challenges not only in deciding what to measure and in having access to adequate data on performance but also in juggling their numerous roles and functions, as most first-line supervisors are what I have called elsewhere “worker-managers,” (Ban 1995)  who are still involved in technical work and who often see the supervisory part of their job as secondary and as less interesting or less valued than policy work.  This is certainly the case within the Commission.  Thus, having to do annual performance appraisals on all staff is considered “heavy” – unduly burdensome – by many managers.  Supervisors also find the need to conduct an annual appraisal interview as a particularly unpleasant process, and the link to pay or promotion makes the interview much more fraught with tension and more likely to be conflictual and to lead to appeals.  Attempting to avoid conflict is one reason supervisors inflate ratings.

3.  Psychological problems:  Inflated ratings reflect, also, the psychological reality that most people think their own work is above average.  Obviously, this is statistically impossible, and yet, culturally, the term “average” is seen as a negative.  In many organizations, recipients of average or low ratings, rather than changing their self-image, will blame the rater, arguing that the system is fixed because of favoritism or bias.  This is particularly the case in organizations, such as the European Commission, in which staff have been chosen through a difficult, competitive process and then told that they are members of an elite organization.  These are, for the most part, people who have been at the top of the curve, as students and as employees, and who hold challenging jobs with considerable responsibility.  In this environment, an “average” rating may send messages that are more negative than intended.  Indeed, previous research has found that organizational commitment of employees tends to decline if they receive merely a “satisfactory” assessment (Pearce and Porter 1986).

Linking Performance and Pay or Promotion
If performance appraisal results are not accepted as fair, then their use in deciding on promotion or salary increases is, inevitably, problematic.  But stressing monetary or status rewards for performance presents other, potentially more serious, problems, rooted in assumptions that program designers hold about the motivation of employees and, conversely, that employees hold about the motivation of reformers.

1.  Motivating employees:  the theory base for PFP

PFP systems are popular for a number of reasons, not the least of which is that they have “face validity” – that is, they are based on a theory that most people would accept, commonly known as equity theory (Lawler 1994).  Simply put, “individual employees will adjust their behaviors at work depending on their perception of how equitably they are being treated” (Kellough 2006).  Certainly, this theory has high face validity.  That is, it seems more equitable to most people that those who work harder and who contribute more to the success of the organization should be paid more or promoted more quickly than those whose work is barely adequate.  Indeed, most people, when asked whether, in general, they support PFP systems, say yes.  The dilemma, of course, is in the psychological problem discussed above, which is that most people perceive themselves as above average, so they assume they will benefit from such a system.  If, in fact, they do not, then equity theory is confirmed, but in the negative direction.  They feel unfairly treated by the system, because they have not received the rewards they expected and may, in response, actually reduce their productivity (Kellough 2006).
2.  Extrinsic versus intrinsic motivation and the problem of “crowding out”
As stated above, PFP systems are based on the core assumption that the hope of receiving monetary rewards (or also status rewards, if the “carrot” is promotion) will encourage employees to work harder.  Even in the private sector, however, what motivates an employee to join or to stay with an employer may be more complex and may include achievement, autonomy, power, or status (Grote 2002). Further, the extensive research on motivation in the public sector makes clear that public-sector employees are often motivated by intrinsic motivations such as a sense of achievement or the desire to aid others.  Public-service motivation (PSM) has been defined as “the belief, values and attitudes that go beyond self-interest and organizational interest, that concern the interest of a larger political entity and that motivate individuals to act accordingly whenever appropriate” (Vandenabeele forthcoming.  See also Perry and Wise (1990) and Norris (2003), who provides a cross-national comparison of motivation to work in the public sector).  Individuals with high PSM are often drawn to the public or nonprofit sectors, where they feel they can have careers that reflect their values, but others may choose to enter the public sector for less altruistic reasons, including job security, working conditions, or pay and benefits.  High PSM is seen as leading to better quality service and lower levels of opportunistic behavior, as well as to increased job satisfaction and reduced turnover.  PSM may affect the initial choice to enter an organization, but it may also be fostered or undermined among current employees through actions taken by organizational leaders.  Research has, indeed, found that, by stressing extrinsic motivators, PFP systems do, in fact, create a motivational environment that increases the importance of these motivators, but at the expense of intrinsic motivations, which are “crowded out” in the process (Deci, Ryan, and Koestner 1999).   This can make public sector management more like that of the private sector, but not in a way that most observers would see as desirable.

2.  What motivates reformers?

As we saw above, most employees will not be content to receive a rating that labels them as “average” and gives them just an average raise, so there is considerable pressure on supervisors to give most of their staff “above average” ratings, and they may, indeed, firmly believe that such ratings are justified.  But many PFP systems require the organization to use a forced distribution, with ceilings placed on the numbers of high ratings permitted and the distribution forced into a normal bell-shaped curve..  This may be necessary for cost reasons, but it is based on two assumptions:  that all parts of an organization or all organizations, have roughly the same distribution of really outstanding employees, mediocre employees, and really poor performers (a relative comparison) and that what is considered “outstanding” in one part of the organization is roughly similar to outstanding performance in other parts (absolute comparison).  Both assumptions are most likely fallacious.  Further, they run exactly counter to the psychological problem discussed above.  The result is that both managers and staff are frustrated, especially if managers are forced to lower evaluations in order to fit the mandatory distribution.  

Such a system of forced distribution often feeds the staff’s perception not only that the system is unfair or biased but that there is a hidden agenda to reduce salary costs by forcing evaluations lower.  Indeed, most organizations implementing pay for performance systems are forced, by both budgetary and political constraints, to keep the total cost of salaries from increasing  (Kellough and Lu 1993).  The net result of these systems then, is often lower individual morale and increased skepticism and cynicism about the validity of the system and the real motives of top managers.
PFP COMES TO THE COMMISSION:  AN UNUSUALLY COMPLEX SYSTEM OF DELAYED REWARDS

New Performance Appraisal System

As is typical with most NPM reforms, the Kinnock reforms placed considerable emphasis on improving management, beginning with introduction of a more rigorous performance appraisal process.  The system requires setting goals at the beginning of the year and a self appraisal by the staff member being appraised.  The supervisor then completes the standard Career Development Review (CDR) and meets formally with the staff person to discuss the results.  Further, the reforms require that evaluation be done on an annual basis or biannual.  The past system required an evaluation only every two years, and staff could, by mutual agreement with one’s superior, just carry over last year’s review, in a process called “reconduction.”  So formal evaluation could be as infrequently as every four years.  The 2004 system required an annual review but also permits reconduction for one year.  Overall, one positive result was that the appraisal process was taken more seriously, with virtually all appraisals actually completed on time, according to a senior official within DG Personnel and Administration.

Reactions to the appraisal process by heads of units and directors was been mixed.  The most frequent complaint was that it is lourd – literally “heavy” but meaning burdensome and very time-consuming, particularly for managers but also for staff being evaluated, as one official made clear: 

The idea of evaluating work, I am completely in favor.  The method of the CDR is, I think, time-consuming.  It’s a very heavy process, especially for the head of unit.  The [head of unit] has to spend the whole month of January just in doing that, without time to do anything else.  In brief, it’s extremely costly in terms of time.  And I think the results one gets - it’s not efficient.  It takes an enormous amount of time and resources, and in my opinion, the cost is much, much too great.  So I think we need to think about this.  And I lose a lot of time, I use a lot of time, in tracking everything I do, because I get requests directly from the member states that are not in my work plan, so it takes a long time to do my self-evaluation that I have to do at the end of the year. [DG REGIO 02.  Interview was in French; expression in italics was said in English.]

Many of the managers I interviewed nonetheless see the appraisal process itself as a useful tool and, indeed, as a normal part of supervision.  Some saw the 2004 system as more objective than the previous system, and they recognized that it forces them to take this part of their job seriously:  “I am convinced, even for my self, that, although I like it, that if it wasn’t mandatory it’s just one of the things you never get around to.[DG ENV 25]”
Among the heads of units and directors whom I interviewed, there was some difference in attitude by region.  The whole reform process was seen by some southerners as an attempt to impose Anglo-Saxon values and management techniques, indeed, as straight New Public Management reforms pushed hard by the British.  On the other hand, many managers (mostly northerners, but some southerners, as well) have told me this part of the system is useful, that it is linked appropriately to annual planning and clearer goal-setting throughout the organization, and that forcing people to do a self evaluation and, in some cases, to confront the gap between their self-perceptions and the perceptions of their boss, is a valuable step forward in dealing with performance problems  On the other hand, in some cases in a relatively short time the process became pro forma, with the head of unit’s secretary or assistant filling out the forms and with the head of unit not taking the requirement for a formal meeting with each staff member very seriously.
New Career System
It is important to place the reform linking promotion to performance within the larger framework of human resource reforms.  Two other reforms put in place in 2004 (and unchanged in 2008) have important linkages to the implementation of PFP in the Commission:

1.  Semi-linear career structure:  Prior to 2004, the Commission had four categories of employees, labeled A,B,C,D, (straight from the French system).  The A category was professional staff, B was assistants, C was secretarial, and D included blue-collar employees and drivers.  Originally, the reformers wanted to go to “single spine” system, but they compromised on two categories: AD, for administrators, and AST, for assistants, merging the old B and C.  ASTs start at grade one and can rise to grade 10, while ADs start at grade 5 and can rise all the way to grade 16.  Under this system, staff members can move from AST to AD, which involves taking a course and then being tested.  

2.  New grades:  The reforms changed the system of grades, reversing the numbering (A1 used to be the highest grade, and now the lowest) and adding 4 extra grades.  This particularly affects AD employees, who now start at a level two grades lower than new employees who were hired prior to the reform.  And all employees now have two additional grades: grades 9 and 13.  So previously new officials would start at the old A8, equivalent to the new A7, but now they start at A5.  This is a significant difference.  Using the figures from July, 2006, the annual salary for an A7 was 61,632€ and for an A5 was 48,144€.  The lower starting grade was clearly a direct reaction to the need to hire several thousand new staff from the new member states who joined in 2004 and in 2007.  The stated reason for the change was that people tended to ‘top out’ too soon and then to lose motivation because they had reached the top of the ladder, so the solution was to stretch out the career ladder.  But several people said to me that the goal was obviously to save money on salaries, and they wished that people had just been honest about it.  

The system also includes a series of steps within each grade.  Staff move up a step automatically every two years, so this part of the pay system is purely based on seniority.  As a part of the reform, the number of steps in grade was reduced to 5 from up to 8 in the previous system, with the goal of putting more emphasis on promotion, which would be based on performance, and of deemphasizing seniority.

Promotion by the Points
If some managers saw the value of appraisals, virtually all managers and all non-supervisory staff members felt that the method of linking pay to promotion through a system of allocation of points was severely dysfunctional.  Certainly the system introduced in 2004 was unusually complex.  Briefly, based on the results of the annual evaluation, the supervisor awarded each employee merit points, based on three criteria -- performance, ability, and conduct (European Commission 2002a). The points ranged, in theory, from 1 to 20, but in fact the range was mainly between 12 and 17, with very few people getting more or less, so for most people it is a 6-point scale, not a 20-point scale.  Scores of 11 were given rarely, and awarding a 10 required implementation of a system of counseling, training, remediation attempts.  While the head of unit conducted the appraisal, in fact, the points were allocated in a separate process across directorates and units in a top-down fashion in order to stay within the distribution guidelines for the DG as a while.  

Following the appraisal, during the promotion exercise (normally in April), the Director General awarded priority points.  He or she could award anywhere from zero to 10 points to each person, and the pot was divided into points to be used for those getting 6 to 10 points and those getting 1-4 additional points (so not all the points can be awarded in large numbers to a few employees).  The pool of points was normally 2.5 times the number of the staff, but there was pressure to keep scores low, as “those DGs whose average score in terms of merit points [is] above the Commission average for the previous year by more than one point will have their quota of priority points…reduced for the following exercise by a corresponding number” (European Commission 2002b).  The Director General was presumed to consult with the directors, but in the end it was up to the DG to award these points, and this part of the process was seen as particularly untransparent.

Each DG had a promotion committee including staff representatives that could also award a up to two additional priority points from a quota of points equal to 0.25 times the number of staff of the DG (European Commission, 2002b).  These were generally rewarded for extra service to the institutions (such as serving on a selection board, for example) but they can increase points based on appeals.

There are a number of other sources of points.  And the methods of calculating the exact points was (and to some extent remains) highly technical and complicated, particularly so if a staff member has moved from a temporary to a permanent position, has transferred from one unit to another or from another European institution, or has been on leave for personal grounds during the year.  So the whole system was highly bureaucratized (European Commission, 2006)
One unique aspect of the 2004 system, which remains after the reform, is that each employee amasses a number of points, which in theory can be as high as 32, but in reality is more likely to be closer to 20.  Staff collect points over time, in what is referred to (even in official documents) as a rucksack, or sac à dos, to indicate that the points move with the individual if he or she changes position.  After the staff member has been at least 2 years in grade, he or she can participate in a promotion exercise, and, if the total number of points accumulated is at or above the threshold, can be promoted.  In fact, it would typically take three or four years, or even longer, to get to the threshold for promotion.  That means, of course, that staff who entered after the reforms would take at least six to eight years simply to get to the starting grade level of those who joined the Commission a few months before them.  

NEGATIVE EFFECTS OF PAY REFORM IN THE COMMISSION

As the brief review of the literature above makes clear, introducing a PFP system often has perverse effects – reducing morale, rather than increasing it.  In the case of the Commission’s reform, one sees both the expected problems and several additional ones created by the complexity and slowness of the process and by the clash between the espoused culture of rewarding performance and the traditional Commission culture, in which promotions were primarily a function of seniority.  I focus below on four key problems:  delayed rewards, uncertainty, individual goal displacement, and subversion of the stated goals.

Delayed rewards
Providing concrete rewards for desired behavior is a form of positive reinforcement, meant to encourage repetition of that behavior.  But a basic tenet of the theory of operant conditioning (which studies the effectiveness of rewards) is that the reinforcement has the greatest effect if it is given immediately after the behavior that is being rewarded (Ferster and Skinner, 1957).  In some organizations, monetary rewards might be given on an annual basis, including a one-time bonus or a more rapid movement up to the next step within one’s grade.  Indeed, some organizations, both private and public, permit managers to give individual or group relatively small bonuses (often linked to public recognition) for exceptional work at any time during the year.  The Commission permits neither, as a new senior manager from a Central European country found out to his dismay:

One of the nice discussions we had at the very beginning was my first discussions with [the Director General] when I came.  And I asked what do I have as a tool as Director to motivate people?  Because I wanted to know what I can do.  And I want to motivate my people.  And she explained me, CDR, how it works, promotion, points, OK.  And I said, "what can I do with for example salary for the particular person?"  And she was just like slightly shocked.  Because I explained in [my country], as a Deputy Minister, I had the option that everyone has the right for a basic salary -- you cannot touch basic salary.  But then there is a flexible part of the salary.  And in addition to that, you have extra premium money, if something is done very well.  I could every month, theoretically -- usually you don't have time every month, but every three months -- to change the flexible part in response to the level and quality of the work delivered by the person, of course in discussion with their head of unit. And you have premium money if you ask someone to do something in addition to their normal work, then you can say "okay you did it.  It was good.  Here's your money."  And she said, "Forget about it.  In the European Commission, it will never be possible.”  So, finally, my conclusion was I have the CDR, and then I have just the nice word and a smile to motivate people [DG ENV 24].

So rather than immediate rewards, or even regular rewards each year, the Commission is relying on a system that provides rewards only after three or four years, or even longer, sending at best a very weak message as to what, exactly, is being rewarded.  In this sense, the system was actually seen as more rigid than the previous system, making it more difficult to move outstanding employees up the ladder quickly.  As one head of unit explained:

And I think my own experience is, since I always, in the old system, had very high points, it was faster for me because I didn’t need the sac a dos.  The Director General could just pick me out and say, after 2 years, “well, she’s excellent.  She has 30 points here, 30 points again.  We promote her.”  Which could not happen to me any more.  So if I started now, it would take me a lot longer to get to where I am now.  So I would even say more strongly it’s less performance-rewarding than it was in the past.  But systemically, not because of the way it is used. [DG ENVIR 25]

Further, there is a strong perverse effect in the way this system combines with the process for moving from an AST to an AD position.  People who go through the certification process and succeed move from an AST to an AD status (in the same or a different position), but their grade level does not change, so they get no salary increase.  However, they lose all the points they have accumulated in their rucksack, and so they are set back, possibly by several years, in the promotion process.  So they may, theoretically, eventually be able to go higher, but the immediate effect is negative, and this is clearly a sensitive issue for those who succeeded in moving to AD.

Uncertainty
One of the most puzzling parts of the 2004 system is that the threshold (i.e., the number of points needed) for promotion was not known in advance.  At the beginning of the exercise, DG Admin posted indicative thresholds, but the actual threshold was set at the end, based on the budget, which determines the number of people who can be promoted.  According to DG Personnel and Administration guidance (European Commission Directorate General Personnel and  Administration 2006):
Promotion thresholds are not fixed in advance.  At the end of the annual promotion exercise, promotion thresholds are established for each grade by the promotion committees and the appointing authority on the basis of the available budgetary resources and the allocation of points by the Directorates-General.  At the start of the promotion exercise DG ADMIN sets indicative promotion thresholds.

In practice, officials are classified on the basis of the number of points accumulated: top of the list is the official with the highest number of points.  If the available budget resources are sufficient to promote 100 officials from grade X to grade Y, the 100 officials with highest number of accumulated points are promoted.  The promotion threshold is set at the number of points accumulated by the official ranked 100 on the list.

In view of this mechanism, it is impossible to determine the definitive promotion threshold for a given grade at the start of the exercise.  

This problem was exacerbated by the slowness and complexity of the process, which began in January or February with the individual appraisal but then lasted throughout the year, as merit and priority points were awarded, the promotion committees met to award other points, and appeals were heard, so that the final promotion lists for the 2007 cycle were only released in late November.  This meant that officials could go through the whole year thinking that if they receive a certain number of points that year, they will be promoted, only to discover that the threshold has been raised.  

This problem was exacerbated if many people had tied scores and are bunched right on the threshold – too many for them all to be promoted.  According to a Commission administrative notice (European Commission DG Personnel and Administration 2007b)  , when there are too many people at one level for them all to be promoted (which happened at two grade levels in 2007), then “subsidiary factors” such as seniority, equal opportunity, or the nature of the duties undertaken will be used as tie-breakers.

Individual Goal Displacement
Even those managers most supportive of the new system of performance appraisal often regret that the character of the dialogue between supervisor and subordinate was distorted by the linkage to the points.  In the worst case, it could focus on the distribution of points practically to the exclusion of serious discussion of work priorities, expectations, performance, or career development.  As explained by a director (who had to leave the interview to chair a committee hearing appeals on the points awarded),  “People focalize not on whether they are doing a good job or what they should be doing or how their career is going to develop over the next two, five, ten years, but whether they get 15 points or 15 and a half points.  Disaster.” [DG MARKT 17]  This linkage of the CDR to the points sometimes distorted the dialogue in other ways, as explained by a human resources director:  

Implicitly [the CDR]  has to become conflictual.  From the moment that my career depends on the points you give me, I am not free to explain my opinion on the management of the unit.  Perhaps, I could actually give you some good advice, as unit chief, to say, “Listen, maybe the tasks aren’t distributed in the most intelligent way.  I would suggest we do it in a different way, and give this dossier to a colleague.”  But if I want a good score, I am not going to provoke my unit chief unnecessarily.  There are some unit chiefs who have told me, jokingly, even if one says that everything that is written is very important to the CDR, what counts is the score.  And there are staff members who have said to their chief, “You can write whatever you want, but you will give me 16.”  [MR]

In short, supervisors reported a great deal of frustration, reflecting the fact that they were  caught in a zero-sum game:  to reward one staff member, they have to take points away from someone else, and so, as one person explained, “you are constantly under pressure, and the role of the head of unit is really frustrating because he’s squeezed, and you want to keep your people happy since they do the work, and every year you have to go through this thing.” [DG ENV 18]

Subversion

Subversion is a strong word, and this is perhaps the most serious drawback in the implementation of the reform.  The central goal of the reformers was to change the culture – to force supervisors to take their management role seriously, give honest feedback to their staff, and make distinctions between staff performing at different levels.  In so doing, they expected to build a new culture that valued and rewarded performance.  But role definitions and cultures are often deeply held and are very slow to change, so when the goals of reform clash with traditional cultural values, subversion is a predictable response.  In this case, what occurred were two forms of rather public, official subversion of the goals, and a third that was not at all official but still very damaging.

1.  Reducing distinctions:  In theory, the new system gave managers the opportunity to make rather fine distinctions, since the total of merit points to be awarded ranged from 1 to 20.  In reality, as discussed above, the range is severely truncated, running normally from 12 to 17.  The official guidance from DG Admin strongly reinforced this limiting of the available range by making it clear that very few people should be given more than 17 points and that anyone receiving 10 points or less would need to be placed on a formal program of remediation.  One Director whom I interviewed argued forcefully that the scale should have been from 1 to 100, “because the difference between 14 and 14.5 was so major it produced stress and trauma, whereas if you had stretched it, then you could have positioned people in a much more nuanced way.” [DG MARKT 17]  The scale chosen, however, was one that is very familiar to the French administrators, as, in French educational system tests are scored on a 1-20 scale.  And the pressure to limit the range also, according to one informant, reflects the French culture, so much so that the message sent by a score, say of 15, may be quite different for those coming from different cultures:

It is also a question of mentality.  For example, in Greece, if you get a 14 or 15, it's bad.  In France, it's one of the best notes.  In a multicultural environment they should also have taken into consideration this factor.  Our example, so why 15, and not 17?  In France, they say 20 is for God, 19 is for Christ, 18 is for the professor, and 17 is maybe for the pupil.  [DG ENV 10]
The external pressure to use a limited range only reinforced the desire of heads of unit to avoid conflict by making sharp distinctions between staff, especially since the results, in the form of the total accumulated points, were made public.  According to one senior official:

People perhaps actually feel that they can accept not being promoted as long as they are not published in a list where their points are ten fewer than the guy in the office next door.  And perhaps that’s something that nobody really took into account… I think that kind of public comparison is quite difficult to accept in this culture. [DG MARKT 10]

2.  Seniority still dominates:  As we saw above, the designers of the Commission’s pay reform chose to focus the link to performance only on the speed of promotion, not on pay within the range for each grade, which is still based only on seniority.  But staff were told that they would, in fact, receive a meaningful reward for good performance.  However, in two of the three DGs studied, managers made clear that the system in their DG was being “gamed” to promote as many people as possible.  That meant taking points away from people who were not close to promotion in order to give them to people with higher seniority and thus a greater chance of moving above the threshold.  For example, as one person explained:

Like any system like that, it’s maneuvered.  And you know the way it’s handled in this DG, which is to a certain extent to try to keep length of service factored into the system.  I see the argument for it - I tend to go more for the merit myself, but, look.  There’s a certain approach….It’s not altogether transparent, and to a certain extent it’s manipulated so as to give more weight to seniority than the system is really designed to do - should do. [DG REGIO 07]

Another manager made even more clear how this works in practice:

Well, the strategy of this DG has been to maximize the number of promotions…just that.  So you just say “right, okay,” you look at who has a chance of being promoted and you, as far as possible, use the priority points in order to make sure that they are promoted, which means that you don’t necessarily reflect merit because if somebody has a chance of being promoted, if you give them seven points, you say “well we are going to give him seven points” even though somebody a bit further down is much more deserving but has no chance of being promoted, on the basis that actually it serves everybody’s interests just to get as many people promoted because otherwise people get blocked because they are just not up there, and so it is a slightly arbitrary process…[DG REGIO 20]
Although some people were told to be patient, and that they would be rewarded in turn, this form of subversion damaged severely the credibility of the system in the eyes of the staff, some of whom were deeply disillusioned.  That was particularly true for the newest members of the staff, those coming from the new member states in Central and Eastern Europe.  As one explained:

So with the points now, I knew I was working well, so I knew I would get something…a normal -- a nice points -- but there was an issue raised at the unit meeting that DG Markt is stimulating actually [that] the promotions for the whole DG are maximized, so this means they said “you get one more point if you are just about to be promoted, one less point if you have just been promoted, and the average otherwise.”  So there is absolutely no incentive to work more if you look at this.  If you work more, if you are such a person, but CDR is…no…[So no connection to performance?]  No… Maybe I got a tiny little bit -- I don’t know for the others, maybe I got a little bit more, but really marginally because I have been in the team that has been really working every day until nine o’clock in the evening…so actually the two officials who have been working at this maybe we got marginally more, but definitely not worth the trouble. [DG MARKT 03]

3.  Perceptions of favoritism:  As we saw above, the inherent psychological dilemma of most PFP system was that people who did not receive the reward they thought they deserved tended to externalize and blame the system. The two-level system, in which merit points were given in a first round, based on the CDR, but priority points were awarded later by the Director General, with no formal justification, lent itself to precisely this perception, and charges of favoritism were rampant.  There was a wide-spread feeling that those who had high-priority assignments that gave them visibility with the Director General, those who wee “careerists” or simply those who were liked better would be most likely to get high priority points.  As one manager explained:  “Before, in promotions, there were certainly abuses.  But in reality, this permitted people without a political sponsor or friendly relationships to at least have a chance at a promotion.  Now it has institutionalized clientelism.  If you are not a friend of the Commissioner or the DG, you have no career, because of the allocation of points.” [DG MARKT 02]
Among the strongest critics was a senior head of unit:

It’s corrupt.  It’s corrupt because the director general or the directors, if they happen not to like somebody, will penalize them in meetings in which that person does not participate and not on the basis of merit or performance….And what I dislike most about it is because it was supposed to be about management, it is not about -- it’s about everything that is bad about management, everything you don’t want has actually been introduced by this system.  It’s the worst system I have ever come across.[DG MARKT 09]

Motivation and Morale
It should come as no surprise that the response to this system was uniformly negative.  In extensive interviews in three DGs, at all levels, there was not one person who supported or defended the system of basing promotion on accumulated points.  While some people saw the introduction of a more formal appraisal system as at least potentially useful, the majority of them felt that the effectiveness of the CDR system had been undermined by the link to promotion.  Indeed, the impact on morale was, in some cases, quite dramatic.  Human Resources staff in one DG had conducted a survey of job satisfaction, but they quite consciously planned the administration of the survey several months after the appraisal period in order to avoid what they knew would be a period when staff were still feeling the negative effects of the process.  Since the whole promotion process extended over an entire year, there was, in fact, virtually no time when the system was completely out of peoples’ minds. 

Impact on  morale reflected both the sense that individuals had been treated unfairly but also the perception that the system was flawed, and that wat is built on a foundation of false promises.  As one official explained:

If you have a system like this, it’s flawed by design, and that’s why it doesn’t work, because the system has been sold to people as it is going to improve the present situation.  It hasn’t improved anything.  So, people have been promised a lot but given nothing.  Don’t expect people then to be happy with the system.  And also I mean the real difference in your promotion is not your merit points, it’s your priority points.  Now that is something that I haven’t seen in other systems.  That is I think purely something that exists here in the Commission.  Now that is the major design flaw because that reinstitutes the old system, which was “Do I like you? Yes, I like you.  You will be promoted.”  Now that has been translated into priority points, and therefore the system doesn’t work.  Now everyone knows that…[DG MARKT 07]

What really disturbed some staff was the inherent hypocrisy of the system, something that was all too familiar to staff from the new member states:

It is a stupid system I think and it’s a discriminatory system, and it’s a kind of…I don’t know…it’s a fake system.  It doesn’t encourage anybody I think….So it’s 14 or 14.5 and then the people, as I heard, they debate on this but in the end you can change the threshold from 23 to 45 during one year.  I’m just “What?  What are you talking about? Go, go, I don’t care.”… But that’s a problem here I think, this whole motivation system, with this appraisal system that is a funny part of it… Okay, I have different motivations for why I am here.  I am not here for money, or it was not my main reason, but still it is ridiculous to see….This is like really this kind of communistic system where you need a justification so you create something -- you put it in the window, but in the end you decide based on different things.  So that’s stupid actually.[DG MARKT 12]

In sum, while most versions of PFP run into difficulties, the European Commission managed to create a system that was universally unpopular, that was seen as overly complex and cumbersome and that failed in meeting the goal of a fair, objective, and transparent system for linking performance to promotion.

REFORMING THE REFORM: THE NEXT VERSION

It is to the credit of the European Commission’s administrators that they recognized that this negative reaction to the new system of appraisal and promotion was a serious problem that needed to be addressed.  Vice-President Siim Kallas, the member of the Commission charged with administration, and Claude Chêne, the Director General of DG Personnel and Administration, have both been visible and active in leading the process of developing a new and hopefully improved approach.  
Reactions to this process were a bit surprising, given the universal detestation of the 2004 system.  In fact, some rank and file staff members expressed mixed feelings about further change, much of which can be summed up as “better the devil we know,” that is, we don’t much like this system, but we are starting to get used to it, and we don’t trust that the new system will actually improve the situation.  Indeed, given the frequency with which administrative reforms engender unintended consequences, this is not an irrational fear.  As one person working in the human resources area told me, “Nobody likes [the current system], but we now have put in four or five years getting this thing going.  Everybody’s used to it now, and they are to change it – more disruption.”[DG ENV]

The process began with formation of working groups in 2007 and development of a draft for a revised system, which was reviewed by the unions and staff associations.  Then, in the summer of 2007, a pilot test of the new system, as well as of two other versions suggested by staff associations, was run in 11 DGs.  As a result, by the fall of 2007, Claude Chêne met with representatives of the staff associations to review a version that he hoped would be approved and implemented for the 2008 annual review and promotion exercise.  But, in spite of the universal discontent with the existing system, there was far from a consensus as to what would be a genuine improvement and negotiations with the staff associations were protracted and eventually, in April, 2008, the Commission approved the new system, in spite of continued opposition from the staff association.

A brief examination of the 2008 reforms and of the staff association critiques of them will help in assessing whether the proposals would lead to improvement in the problems identified previously.  The new system maintains the same CDR system of appraisal, with the same standards, but the staff person will receive a qualitative evaluation with a summary rating of one of five performance levels:  IA, IB, II, III, or IV (European Commission DG Personnel and Administration 2007c).  The evaluation meeting between supervisor and staff member will, then, focus on a discussion of performance and of goals for the future.  In principle, this could be a positive change, changing the emphasis away from fractions of a point and more towards performance expectations.  But that will happen only if the evaluating officials actually take the process seriously and use the session constructively.  My interviews lead me to belief that, while most managers do so, there is still a significant minority of managers who see this whole process as an annoyance and a diversion from the interesting parts of their work.  There is no reason to expect that to change, absent additional training and clear incentives for managers.  

The accumulation of points in a “rucksack” remains, but with significant proposed changes.  Each performance level will be associated with a range of three points, so a person receiving a rating of IA would receive from 10 to 12 point, a IB from 7 to 9 points, and so on, down to a IV, who would receive no points.  Exactly how the points get allocated remains a question of judgment.  The draft procedures provide considerable flexibility as well as one somewhat surprising criterion – language use.  They state:

In this context account shall, in particular, be taken of

(a)
merit

(b)
the level of responsibilities exercised during the reporting period preceding the promotion round and 

(c)
the use of languages in the execution of an official’s duties…

Only after the appraisal meeting takes place will the Directors, Deputy Director-General and Director-General in each DG meet to allocate the points.  Rather than each DG having a quota of points to allocate, the points will be divided within each grade and functional unit, according to a set formula, which in earlier drafts was based on the average of the points for that grade but in later drafts was reduced a bit.  So, for example, for level IA, with the range of 10 to 12 points, the number of points available for distribution will be set by multiplying the number of staff not by 11 but by 10.5.  The multiplier for the other grades will be as follows:  IB -- 7.5 points, II -- 5.1 points, and III -- 2 points,   In addition, there will be a small number of additional promotion points to be awarded at the discretion of the Director-General to “recognize the merit over time of certain officials or outstanding performance that should lead to the promotion of an official…”  (European Commission DG Personnel and Administration 2007c, Draft Commission Decision on general provisions for implementing Article 45 of the Staff Regulations: 4).  All other kinds of points, including priority points and points in the interest of the institution, are eliminated.  The new system is somewhat simpler, and it is designed to speed up the process, with decisions about promotion scheduled to be announced before people leave for their summer vacations.
The most hotly contested policy question is one that is central to virtually all PFP systems: the forced distribution.  One of the complaints about the existing system was that it moved people up the ladder too slowly and that even people who would be the future leaders of the organization were held back by the rigidity of the system.  The new system imposes a fixed quota of people for the top two ranks, which has varied as the proposals have changed from 10% in IA and 20% in IB to, more recently, a maximum of 8% in IA and 22% in IB.  The issue of distributions set in advance raises a number of thorny problems.  First, how will those quotas be administered?  If the appraisal is given prior to review by the countersigning official, will overall ratings be changed after the fact because the quota has been exceeded?  Secondly, as we saw above, this approach assumes that the distribution should be the same across all units, but that is patently illogical, and the system makes it difficult for the DG to reward those units where most people are doing truly excellent work and to give fewer IA and IB ratings in other less-productive units.  The system does give managers greater flexibility to promote the future stars more rapidly, but, even though the two-step system of merit points and priority points is reduced to a single allocation of promotion points, from the point of view of staff, the system may still be perceived as lacking transparency and as permitting bias or favoritism to affect the points given.  

The responses of the staff associations to this part of the proposal have been particularly interesting, reflecting a value system that opposes making sharp distinctions and that equates fairness or equity with something closer to a seniority system where most people move up at the same rate.  They criticize the proposed system for “increased elitism” because “in place of the current 10% of high-flyers, [Vice-President Kallas] proposes to create a group of strato-flyers (8%) and near-strato-flyers (22%).”  (TAO-AFI 2008).  Similarly, when Claude Chêne held a consultation with the representatives of unions and staff associations, the comments by a representative of the same organization, (TAO-AFI) were summarized as follows:  “M. De Simone … stressed that “85% of staff are ‘good soldiers’ and work well.  He fears that all these ‘good soldiers’ who are not promoted, because they are seen as less good than other ‘good soldiers’ will be demotivated by the new system and that absenteeism will increase.  According to him, a normal staff member needs hope for the future” [in French, ‘une perspective’]  (European Commission DG Personnel and Administration 2007a, my translation).  

An important improvement in the 2008 system is to fix in advance the number of points needed for promotion in all but the top grades.  As we saw above, the uncertainty of the 2004 system in this area  created serious problems, particularly for those who thought, based on the “indicative thresholds” published at the beginning of each year, that they would certainly receive a promotion, only to find that the threshold had moved.  So establishing thresholds in advance appears to be a logical response, one that the staff associations might embrace.  Yet, the proposals have been met with skepticism by the staff associations, which recognize that the system is, in the final analysis, driven by the budget, and they critique the administration for promising that for most grades this means promotion at a set speed but “without any guarantees of security the necessary budget!” (TAO/AFI,  2008)  Further, because of budget constraints, the problem of ties remains.  If there are too many people grouped at the threshold, then the same tie-breaking system described above would be utilized.

Finally, even though the new system is actually fairly generous in permitting 30% of staff to be placed in the top two performance levels, the Commission cannot avoid disappointing people.  The research finding reported above, that most people see themselves as above average, is confirmed by a recent survey conducted by the Union Syndicale (2008).  While the survey must be interpreted cautiously because of the problem of self-selection, the results are nonetheless interesting.  When asked to rate themselves, 17.5% of respondents placed themselves at level IA and 39.2% at level IB.  In short, over half see themselves as above average, exactly what we would predict based upon our discussion of the psychological problem of evaluation.  That being the case, at least 25% of staff will most likely be disappointed and will judge the system unfair and biased.  

CONCLUSIONS

The European Commission leadership is genuinely trying to develop a fair and equitable system, but they may be faced with an impossible task.  Claude Chêne, when challenged in the meeting with staff representatives as to why the administration had brought forward a proposal that would inevitably engender a strongly negative reaction from the staff associations, responded, quite reasonably, that “on a subject such as evaluation and promotion, any proposal would have provoked critical reactions…There doesn’t exist a perfect system in this area.” (European Commission DG Personnel and Administration 2007a), p. 3, my translation).

The 2008 system does respond to some of the faults of the old system, especially in setting the thresholds in advance.  The proposed changes to the point system, however, make the process only marginally less complex.  It will remain subject to most of the same criticisms as the earlier system, at least from the point of view of rank and file staff.  Managers, however, may see it as an improvement in providing greater flexibility to move high flyers up rapidly.  Goal displacement, i.e., focusing on the points rather than on performance in the appraisal dialogue, may be improved by this system, but that remains to be seen.  And subversion, i.e., continuing to overweight seniority rather than performance or failing to make real distinctions, is impossible to prevent, especially given the organizational culture issues described above.  The hardest question to answer is what difference the proposed changes would make in meeting the underlying objectives of giving all staff clear goals and feedback on their progress, of providing a clear incentive for outstanding performance, and of identifying those who should be promoted.  The European Commission is not alone in its fixation on the technical aspects of the system, on trying to find the right forms and formula to guarantee an “objective” process.  The truth is that objectivity is a chimera; in fact, the role of managers is to use their judgment in making personnel decisions, including who is ready to promote and whose performance is clearly inadequate.  As a thoughtful Commission manager summarized:

In reality, did [the introduction of the CDR and system of points] change how we do things, the consequences of how we evaluate, such as promotion?  I would have to say no.  To be almost a provocateur, I would say no.  You end up at the same reality.  Whatever method you use, there are some who are better positioned than others to be promoted – who are in the more visible positions, who are close to people who are more useful, who have more important roles to play.  And there are those who are stronger, who are more intelligent than others.  All of that means that, on the basis of the scores, we debate about promotions, and we return to the same ideas.  And there are always those who have a normal promotion, those who have a slow promotion, and those who have a rapid promotion.  [DG MARKT 17]
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