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Editorial

Performance Management
Per Nikolaj Bukh and Jan Mouritsen

Abstract

Performance is an ambiguous concept. In this editorial to the special issue on 
performance management we take the lack of clear defi nitions as an invitation 
to explore what is meant by performance, how performance can be perceived and 
how we can understand managerial activities related to performance. The papers 
in the issue consider performance management at an organisational level and 
address new developments and thinking in relation to performance management. 
The focus of the papers demonstrates how performance management constitutes 
an umbrella for the study of formal processes that organizations use in attempt-
ing to implement their strategic intent, and to adapt to the circumstances in which 
they operate. Performance management draws on many disciplines although the 
concept appears to have merged with management accounting and control high-
lighting that the central role of budgeting as a control technique has declined.

1. Introduction

Organisations in all sectors of the economy attempt to improve performance at a 
general level but the irony is that as a concept it is ill defi ned. It is ambiguous and 
holds diff erent potentialities for diff erent stakeholders (e.g. Dooren et al. 2010; 
Moynihan 2008; Talbot 2010). It can also be defi ned in relation to a very wide 
range of entities – such as organisational units, individual employees and manag-
ers, lateral processes, value chains, inter-organisational collaborations and societies 
– where both design and behaviour are important antecedents to the functioning 
of performance management in all those contexts.

It is not strange that the aim of performance management is to enhance perfor-
mance. In other words, the problem of performance management is to identify the 
managerial and organisational eff orts that are expected to produce performance 
eff ects. Since managers and organizations continually adapt their performance 
management practices to changes in dynamic environments, it is likely that new 
ways of performing as well as new ways of managing performance are developed. 
The openness of the term performance as well as the impossibility of clear general 
defi nitions of what is meant both by managing and by performance have been 
suggested as hindrances for building a cumulative body of research (Baxter & 
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Chua 2003; Ferreira & Merchant 1992). However, it can also be seen as an invita-
tion to explore in much further detail how instances of performance management 
can be understood and explained.

The old management adage »You can’t manage what you don’t measure« has an 
intuitive appeal to practitioners developing performance management systems. It 
seems somehow obvious that unless you measure something you do not know if 
it improves or worsens. If there is no knowledge about improvements in perfor-
mance variables it is diffi  cult to see how and when interventions can be contem-
plated (e.g. Cokins 2009; Davenport & Harris 2007; Kaplan & Norton 2008). This 
view is a key driver in much modern public sector reforms as well as development 
of strategic performance measurement systems in the private sector. 

The problem is that it may not be so clear what should count as performance. As 
Colin Talbot suggests it may not be possible to quite to determine whether organi-
sations »have a ‘real’ performance that is ‘out there’, independent of any cognition 
or perspective, or is it merely a ‘construct’ dependent on the observer« (Talbot 
2010, p. 54). This means that an appeal to performance is not really a solution; it 
is a problem in the sense that it requires not only manages but also researchers 
to make their situated notion of performance open. Even it performance measure-
ment points to the idea that numbers have objectivity, it is also clear that the ob-
ject that the numbers refl ects with some idea of objectivity may not themselves be 
beyond doubt and requirement of explanation. Measurements are thus »selected, 
interpreted and used by actors in diff erent ways consistent with their institutional 
interests« as Moynihan (2008, p. 8) puts it. 

In the call for papers for this special issue on performance management the aim 
is to address new developments and thinking in relation to performance manage-
ment. This can include new perspectives, new techniques and related analysis 
designed to improve individual, group organisational and inter-organisational 
performance. Performance means diff erent things to diff erent people, and the 
dimensions of performance diff er between various situations and contexts. The 
papers in the special issue all consider performance management at an organisa-
tional level. But the performance to be managed emanates from eff orts to manage 
produced at many levels.

2. Narrowing down the performance concept

Talbot (2010) traces theories of organisational performance to the literature on or-
ganisational eff ectiveness after the end of World War II. He points out one line of 
argument consistent with the literature from the 1980’es and early 1990’es, which 
aimed at improving organisations as e.g. Peters & Waterman’s (1982) famous 
study, In search of Excellence. 

Another line of argument related to literature focusing on the managerial activities 
and can be tracked back to Robert Anthony who in 1965 introduced the manage-
ment control concept as distinguished from strategic planning and operational 
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control (Anthony 1965). Management control systems provide in the current 
meaning »information that is intended to be useful to managers in performing 
their jobs and to assist organizations in developing and maintaining viable pat-
terns of behaviour (Otley 1999, p. 365). As a common denominator for this litera-
ture, the management of improvements of performance stands out.

Performance can, however, be given many and often ambiguous meanings and 
can be associated with a range of activities. Dubnick (2005) mentions mundane 
activities such as opening a door or re-enacting a musical and concludes that 
»performance stands in distinction to mere ‘behaviour’ in implying some degree 
of intent« (Dubnick 2005, p. 391). Also David Otley (2001) emphasizes intent in his 
characterisation of performance management as it provides »an umbrella under 
which we can study the more formal processes that organizations use in attempt-
ing to implement their strategic intent, and to adapt to the circumstances in which 
they operate« (Otley 2001, p. 250). 

In other words, performance is about intentional behaviour. Yet, the question of 
what to perform is left open. Although the central issue in management control 
remains in the contemporary understanding of performance management the way 
management control its expressed has as noted by Otley (2003, p. 315) changed 
since it was introduced in 1965. Thus, performance management refl ects the same 
issues and concerns as management control, however the central role of budgeting 
as a control technique has declined.

Many aspects of performance can in commercial fi rms often be related to fi nancial 
terms. Sometimes the performance in producing outputs or procuring inputs can 
be translated to fi nancial number by valuations. In other situations can various 
non-fi nancial aspects of performance as demonstrated by Nielsen et al. (2014) be 
linked analytically to fi nancial terms. 

To some extent, public sector organisations may diff er, as their performance can-
not be narrowed down to a question of profi tability. Rather the public sector is 
said to be characterised by activities performed by professionals, public services 
that are multiple-value entities and are developed and delivered in co-production 
mode (See also Bruijn, 2007). However, performance management systems in the 
form of principles of fi nancing decentralised units, e.g. schools, hospitals, agencies 
etc. using case based formula funding (cf. Smith 2007) often structures the public 
sector very similar private fi rms as is seen e.g. in Jakobsen’s (2014) article on per-
formance budgeting in this issue. 

Increasingly, the fi nancing of the public organisations, e.g. upper secondary 
schools and language schools for Danish immigrants (Dahler-Larsen & Pihl-
Thingvad 2014), is dependent on the performance in various dimensions. There 
are complex relations between public services and fi nancial appropriations. These 
relations are in need of being discovered and analysed rather than assumed. The 
problem is probably not that budgets and fi nancial incentives are present; the 
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issue is much more how diff erent kinds of budgetary mechanism and incentive 
schemes are related to the production of outputs and outcomes that are under-
stood as socially desirable. 

It is probably a good idea to look for the specifi cities to develop a nuanced theory 
of how performance management will be a resource for improving performance 
(Bruijn 2007, Moynihan 2008; Pollitt & Bouckaert 2011). Such an emphasis on 
various forms of performance management systems has also associated its imple-
mentation in many parts of the Danish public sector. Adopting a broader view of 
performance management may bridge the organisational and institutional aspects 
of performance with the techniques adopted. 

Performance management has been an essential part of many new manage-
ment accounting and control techniques that has been developed over the past 
thirty years (cf. Otley 2001, p. 248). Not only performance measurement but also 
many other management accounting techniques, as e.g. Activity Based Costing, is 
included in the performance management concept when Otley’s lens is adopted. 
Further, issues within business intelligence (e.g. Cokins 1999) and analytics (e.g. 
Davenport & Harris 2007; Davenport et al. 2010) are also within the performance 
management umbrella.

3. The papers in the special issue

The fi rst two articles in the special issue focus on the balanced scorecard (BSC). 
Since this performance management system was introduced by Kaplan & Norton 
in the beginning of the 1990’es (Kaplan & Norton 1992; 1996), it has been under-
stood as moving from a performance measurement to a strategic management 
system (Kaplan & Norton 2001); by the introduction of the Closed-Loop Manage-
ment model (Kaplan & Norton 2008) it has also evolved into a comprehensive per-
formance management model encompassing a number of separate principles and 
techniques. BSC is widely used in all parts of the world, including Denmark where 
the fi rst implementations were seen around 1995. 

The balanced scorecard is defi ned in the books by Robert S. Kaplan and David 
Norton. However, in a national context it is shaped by supply-side actors, e.g. 
consulting fi rms, who adopt the concept according to their own specialties and 
experiences. In the fi rst article Dag Øivind Madsen (Madsen 2014) examines how 
the Balanced Scorecard has been interpreted and used in Denmark. Drawing on 
interviews with suppliers and users of the BSC, Madsen shows how these diff er-
ent actors have attached diff erent kinds of meaning to the BSC concept. 

Madsen identifi es the two main interpretations in Danish practice: the BSC as a 
‘performance measurement system’ and as a ‘strategic management system’, the 
latter representing performance being managed and not merely measured. Inter-
estingly, there is a distance between how consultants and user organizations inter-
pret and attach meaning to the concept. While suppliers interpret and promote the 
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BSC as a strategic management system, users appear more likely to interpret and 
use the concept as a performance measurement system. 

The second article is authored by Steen Nielsen, Erland H. Nielsen, Anders Jacob-
sen, Lars Bjørn Pedersen (Nielsen et al. 2014) and focuses on how system dynam-
ics modelling can contribute to an increased understanding of a fi rms strategy 
based on Kaplan & Norton’s (2001) strategy map. A strategy map represents a 
high-level model of causal relationships among strategic objectives and Kaplan 
(2009, p. 1268) has previously suggested that a detailed system dynamics model 
could incorporate causal linkages that have both time delays and more complex 
feedback loops than can be represented in a traditional strategy map. However, 
empirical applications of this technique have been sparse and the article by 
Nielsen et al. is an important contribution to the literature. 

The article demonstrates how it is possible to enhance understanding of the causal 
relationships in the strategy map by this approach and thus help to develop activi-
ties and other decision that connect even better with the company’s strategy. By 
combining the idea of balanced scorecards as a causal loop system with systems 
thinking, the authors address not only the comprehensiveness of the balanced 
scorecard, but also the methodological approach which by the use of diff erential 
equations makes it possible to identify the strength of its causal relations. 

The third article by Peter Dahler-Larsen and Signe Pihl-Thingvad (Dahler-Larsen 
& Pihl-Thingvad 2014) examines the stress eff ects performance management. The 
article is based on a comprehensive survey among three groups of public sector 
employees: language teachers for Danish emigrants, upper secondary school teach-
ers and job consultants in job centres. The article focuses on diff erences between 
these groups and points out a series of specifi c factors potentially leading to stress 
in relation performance management for these three types of jobs.

The choice of employee groups is in a Danish performance management context 
an innovative and interesting setup. Job centres have used performance measure-
ments as incentives to a very high degree in the public sector in Denmark: Em-
ployees experience an intense public control in the form of statistical indicators 
and benchmarking and this area has much public and political attention. This pub-
lic debate has often argued that the performance management focus here harms 
the working environment. 

Also upper secondary schools and language teachers are, as explained in the 
article, exposed to performance measurement and performance management, 
although to a lesser degree than the job centres. Important for the study, the 
professional self-understanding of upper secondary teachers is based on academic 
degrees, although their various disciplines range from humanities over social sci-
ence and business to the natural sciences, while, there is no clear basic profession 
among job consultants and language teachers. 
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Contrary to expectations the stress level is found to be lower among the job 
consultants than in the two other employee groups. In analysing the results, the 
authors suggests that stress in each group is best explained by a classical model 
that looks at work load, clarity of indicators, and lack of control over the work 
situation. The most stressful group experienced freedom in their work, were very 
engaged in the work, set high standards for themselves, but on the other hand, the 
most stressed group felt that performance indicators did not help to create clar-
ity about what should be done at work. Even though further analysis of diff er-
ences between individuals within group could shed more light on the mechanisms 
discussed in this article, the article points to the importance of role of clarity in 
performance management and to the role of the employee´s own work standards 
when performance management systems are designed.

In the fourth article Bente Bjørnholt, Jeppe Agger Nielsen and Andrej Christian 
Lindholst (Bjørnholt et al. 2014) investigate the diff erences and similarities be-
tween performance management systems in two diff erent areas of public services 
in Denmark: Social services (eldercare) and technical services (park services). As 
suggested by Otley (2001), see also Moynihan et al. (2011), performance manage-
ment systems should be designed and adapted to achieve intended organizational 
strategies and the design of a performance management system is contingent on a 
number of external and internal organizational factors, including the task com-
plexity of particular services. 

From this contingency perspective, Bjørnholt et al. (2014) suggest that the charac-
teristics of performance management systems should be expected to vary across 
policy areas in the public sector. Contrary to expectations for divergence due to 
diff erences in task complexity, the authors fi nd that the characteristics of perfor-
mance management systems in the two policy areas tend to converge with respect 
to purpose, target setting, measurement, and motivational mechanisms. 

Bjørnholt et al. (2014) trace the reasons for the convergence and suggest a set of 
complementary propositions in addition to the already established proposition on 
the infl ux from government-wide policies, which can assist in explaining conver-
gence in the characteristics of performance management systems in the public 
sector. Specifi cally, it is proposed that convergence can occur due to similarities 
in policy-specifi c reforms, institutional pressures, and complementarity between 
political and managerial needs

Finally, the fi fth article by Mads Leth Felsager Jakobsen (Jakobsen 2014) is about 
the degree of adoption of a specifi c performance management technique, perfor-
mance budgeting, at Danish hospitals. As frequently documented in the public 
management literature formal adoption does not necessarily imply real changes 
(Dooren et al. 2010; Moynihan 2008). Drawing on Olivier’s (1991) framework of 
strategic responses to institutional processes Jakobsen (2014) examines how and 
why the hospitals as well as specifi c orthopaedic wards respond to various institu-
tional forces.
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Overall, Jakobsen concludes that the pattern of adoption mirrors the international 
trend of partial adoption of performance management systems. Hospitals and 
wards have had their reimbursement linked to output, but this has only partly 
been accompanied by fi nancial autonomy. This partial adoption has been particu-
larly prevalent at the ward level. Furthermore, the patterns of adoption seem to be 
the combined result of an institutional pressure directed at the formal elements of 
formula-based performance budgeting and the fi t between performance budgeting 
and management capacity.

In particular, management capacity could be an important explanation for the dif-
ferent patterns of adoption at the hospital and the ward level although it requires 
more studies and analysis to understand what it requires to design, implement 
and use technically advanced performance management systems. The perfor-
mance budgeting concept implemented by the Danish hospitals imply that rather 
advanced formula funding models (cf. Smith 2007) should be implemented. The 
question is whether the managerial capacity and the accounting sophistication at 
the hospitals is at a level where full adoption of performance budgeting is techni-
cally feasible at all.

4. Conclusion

Approaching performance management as an umbrella term where we can study 
the more formal processes that organizations use in attempting to implement their 
strategic intent, and to adapt to the circumstances in which they operate (cf. Otley 
1999, 2001) has the strength that it includes a wide range of performance manage-
ment issues and management devices and that it recognizes that it is the combina-
tion of performance elements that is of interest, rather than the isolated parts of a 
performance management system.

Performance management remains a rich and interesting fi eld of research with 
many opportunities for new and creative studies that combines existing fi elds of 
research and paves new roads to new practises. When studying the operation of 
systems as complex as performance management it is clear that increasingly more 
concerns, entities and objects are taken into account. What appears to be a simple 
technical interest in setting targets and associated funding rules, performance 
management is a broad organisational fi eld that ranges from individuals’ problems 
with stress to organisational strategy, and in-between are the many diverse mecha-
nism that allow organisations to operate make objectives, coordinate and delegate 
on many diverse organisational values.
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Interpretation and use of the 

Balanced Scorecard in Denmark: 

Evidence from suppliers and 

users of the concept
Dag Øivind Madsen 

Abstract

This paper examines how the Balanced Scorecard (BSC) has been interpreted and 
used in Denmark. Drawing on interviews with suppliers and users of the BSC, the 
paper shows how these diff erent actors have interpreted and attached meaning to 
the BSC concept. The BSC’s ‘interpretive space’ and ‘boundary object’ characteris-
tics lead to diff erent interpretations and mobilizations of the concept in practice. 
There is a multiplicity in terms of what the concept means on both the supply 
side and the demand side. Two main interpretations can be identifi ed in Danish 
practice: the BSC as (1) a ‘performance measurement system’; and (2) as a ‘strate-
gic management system’. Interestingly, there is a mismatch between how consult-
ants and user organizations interpret and attach meaning to the concept. While 
suppliers interpret and promote the BSC as a strategic management system, users 
appear more likely to interpret and use the concept as a performance measure-
ment system. The paper discusses possible explanations for these diff erences. 

1. Introduction

Since its introduction in 1992, the Balanced Scorecard (BSC) has attracted the 
interest of managers, consultants and academics (Hoque, 2014). Harvard Busi-
ness Review has referred to Kaplan and Norton’s (KN) (1992) BSC concept as one 
of the most important management ideas of the last 75 years (Sibbet, 1997: 12). 
Studies show that it is widely used by managers in diff erent parts of the world 
(Marr, 2005; Rigby & Bilodeau, 2013; Silk, 1998; Speckbacher, Bischof, & Pfeiff er, 
2003). At the same time, research indicates that the concept’s reception varies 
across diff erent countries, e.g. in terms of the awareness, adoption and stages of 
implementation. 

Studies show that the trajectory of the BSC concept in a given national context is 
shaped by supply-side actors (e.g. consulting fi rms and management gurus) who 
adapt the concept according to their own professional specialties and experiences 
(Braam, Benders, & Heusinkveld, 2007; Braam, Heusinkveld, Benders, & Aubel, 
2002) or local market preferences (Ax & Bjørnenak, 2005). Similarly, demand-side 
actors (i.e. organizations and their managers) shape the concept as they interpret 
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and draw on the concept in diff erent ways in practice (Braam, 2012; Dechow, 2012; 
Hansen & Mouritsen, 2005; Modell, 2012; Wagensveld, 2013).

1.1 Purpose and contribution

Against the background outlined above, the purpose of the paper is to examine 
how the BSC concept has been interpreted and mobilized in Denmark. Using data 
from interviews with those on both the supply side and demand side, I show how 
diff erent actors interpret and attach meaning to the BSC concept.

The paper engages with the emerging literature which studies the diff usion, 
translation and popularization of the BSC (e.g. Ax & Bjørnenak, 2005; Braam et 
al., 2007; Cooper, Ezzamel, & Qu, 2012; Qu, 2004). These studies have employed 
various theoretical perspectives including ‘management fads and fashions’, ‘actor-
network theory’ and ‘travelling ideas’. The current paper attempts to show how 
insights from these three perspectives can be used to study how the BSC has been 
interpreted and used in Denmark. In addition, unlike most previous research on 
popular management concepts (cf. Benders & Van Veen, 2001; Clark, 2004), the 
paper relies not only on data from the supply side, but also data about interpreta-
tions and use of the concept on the demand side. 

The combination of supplier and user data allows for a more ‘balanced’ view of 
how the BSC concept is interpreted and used in Denmark. It also means that it 
is possible to analyze variances in the way diff erent types of actors interpret and 
attach meaning to the concept. Finally, the paper brings new insight to how the 
BSC concept is interpreted and used in a Danish business context. Existing litera-
ture about the BSC in a Danish context is limited (e.g. Christensen & Bukh, 2013; 
Hansen & Mouritsen, 2005; Nielsen & Sørensen, 2004); therefore this study should 
be of interest to academics and practitioners alike.

1.2 Structure

The remainder of the paper is structured as follows. Part two discusses diff erent 
theoretical perspectives which can be used to study the emergence and evolution 
of management concepts such as the BSC. In part three, the study’s research ap-
proach is outlined. In part four and fi ve, I describe the empirical fi ndings about 
how the BSC is interpreted and used on the supply side and demand side, respec-
tively. Section six follows a discussion of the fi ndings, and the concluding part a 
discussion of the paper’s main shortcoming and suggestions for future studies. 

2. Theoretical background

2.1 Management concepts

Management concepts are »prescriptive, more or less coherent views on manage-
ment« (Benders & Verlaar, 2003: 758). Management fashions constitute a subset of 
the total supply of management concepts and are those »management concepts 
that relatively speedily gain large shares in the public management discourse« 
(Jung & Kieser, 2012: 329). There are four main characteristics of management 
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concepts that give them the potential to ‘fl ow’ (Røvik, 2002) in the management 
community, i.e. to become ‘fashionable’ concepts: 

• the concept is labeled in a catchy way, usually using a three-letter acronym 
(Røvik, 1998);

• performance improvements are promised to potential adopters of the concept 
(Røvik, 1998; ten Bos, 2000);

• the concept is presented as universally applicable (Strang & Meyer, 1993); and

• there is wide room for interpretation of the concept – so-called ‘interpretive 
space’ (Benders & Van Veen, 2001; Clark, 2004; Giroux, 2006).

2.2 The BSC as a management concept 

The BSC can be considered a management concept since it exhibits the four char-
acteristics identifi ed above. It is labeled in catchy way, and triggers positive as-
sociations to sports and fi tness as most managers want to be ‘balanced’ and know 
their ‘score’ relative to their competitors (Kieser, 2002: 176). In KN’s conceptual 
literature about the BSC, it is underscored how the concept can lead to ‘excellent’ 
performance, and that the concept can be applied in both the private and the pub-
lic sector, and across countries and cultures. The last characteristic is arguably par-
ticularly important for the BSC. Many researchers have pointed out that the BSC 
can be interpreted in diff erent ways (Ax & Bjørnenak, 2005; Braam, 2012; Braam 
et al., 2007; Malmi, 2001; Nørreklit, 2003; Speckbacher et al., 2003), is fl exible and 
malleable, and can stand for many diff erent things in practice (Aidemark, 2001; 
Dechow, 2012; Hansen & Mouritsen, 2005; Modell, 2004; Modell, 2012). 

2.3 The interpretive space of the BSC and its implications 

The interpretive space of the BSC means that diff erent interpretations and un-
derstandings of the BSC exist, both on the supply side and the demand side. On 
the supply side, KN have played a leading role in shaping how the concept has 
evolved, via their best-selling books, conference presentations and their consult-
ing organization (Cooper et al., 2012). They have over time moved from presenting 
the BSC primarily as a performance measurement system to a strategic manage-
ment system (Braam & Nijssen, 2004). In addition, other actors (e.g. management 
gurus and consulting fi rms) have also thrown their hats in the ring and written 
and developed their own variations of the concept (e.g. Niven, 2005). Researchers 
have also found that local suppliers of the BSC have actively shaped the content 
of the BSC to make it fi t better with the local context (Ax & Bjørnenak, 2005). As a 
whole, these studies show that the BSC is presented in diff erent ways by diff erent 
supply-side actors. 

These variations of the BSC concept can be found not only on the supply side, but 
also on the demand side. For example, in a study of the BSC in the Netherlands, 
Braam et al. (2002) distinguished between two main translations of the BSC. In the 
‘technical’ translation the BSC is used primarily in the ‘accounting way’ as a tool 
for performance measurement, whereas in the ‘organizational’ translation the BSC 
is used more dynamically in the strategy development process. In a related follow-
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up study, Braam (2012) refers to the ‘interpretative variability’ of the BSC when it 
is used in organizational change projects. 

Several empirical studies have classifi ed diff erent types of BSC use in organiza-
tional praxis. Speckbacher et al. (2003) distinguishes between three types of BSC 
use, where type 1 is close to the original formulation of the BSC as a performance 
measurement system, while type 3 is a more advanced use of the BSC as a stra-
tegic management system. In a similar vein, Lawrie and Cobbold (2004) identify 
three generations of BSC use, where the third generation represents the most 
ambitious version of the BSC. Brudan (2005) distinguishes between fi ve catego-
ries of BSC use, ranging from the BSC as primarily an information system to an 
advanced version incorporating advanced elements such as strategy maps and 
strategic destinations. 

Taken together, these studies show that the BSC lends itself to diff erent interpre-
tations and translations, and that many variations of the BSCs can be found on 
the supply side and in use in organizational praxis. This means that the concept 
is likely to have a unique trajectory in a given local context since diff erent actors 
(both suppliers and users) interpret and mobilize the concept in diff erent ways. 
The next section describes three theoretical approaches that can off er insight into 
how the BSC emerges and evolves in a given context. 

2.4 Three theoretical views of the BSC 

Diff erent theoretical perspectives have been used to study diff usion, populariza-
tion and translation of the BSC, most notably management fashion theory (MFT), 
actor-network theory (ANT), and the Scandinavian institutional theory (SIT). 
These theoretical approaches off er three views of the nature and characteristics of 
the BSC concept:

• the BSC as a ‘management fashion’ (MFT);

• the BSC as a ‘boundary object’ (ANT); and

• the BSC as a ‘travelling idea’ (SIT).

2.4.1 The BSC as a ‘management fashion’

The fi rst view is that the BSC can be considered a ‘management fashion’. This 
research stream has drawn on MFT (e.g. Abrahamson, 1996; Benders & Van 
Veen, 2001; Carson, Lanier, Carson, & Guidry, 2000) to explain the emergence and 
evolution of the BSC concept. Primarily these studies have explored how the BSC 
has evolved at the macro level, i.e. the national level. For example, Malmi (2001) 
studied the adoption and use of the BSC in Finnish organizations, and found 
that management fads and fashions were among the main motives driving BSC 
adoption. In a study of the BSC in Sweden, Ax and Bjørnenak (2005) pointed out 
the important role played by fashion-setters such as consultants and conference 
organizers in the early phase of BSC diff usion in Sweden. In the Netherlands, 
researchers have found that fashion-setters have played a role as providers of BSC-
related discourse in the business media (Braam et al., 2007; Braam et al., 2002). 
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The focus of the research carried out using an MFT approach has been on the 
concept’s macro-level evolution, i.e. patterns in the dissemination and diff usion of 
the BSC concept. Less attention has been paid to how the concept has been inter-
preted at the micro level, i.e. by individual organizations. However, even though 
management fashion researchers have focused on macro-level dissemination and 
diff usion patters, they have also pointed out the fl exible nature of the BSC, and 
that the concept can be interpreted and customized in diff erent ways on both the 
supply side (Ax & Bjørnenak, 2005) and the demand side (Braam, 2012; Modell, 
2009). Ax and Bjørnenak (2005) argue that fashion-setters make such adaptations 
as part of the fashion-setting process to appeal to the local market. The interpre-
tive fl exibility of the BSC may also explain its widespread diff usion and ‘fashion 
potential’, as the BSC is perceived as potentially useful and appealing to a wide 
range of actors in diff erent contexts. 

2.4.2 The BSC as a ‘boundary object’

The second research stream has studied the popularization of the BSC using 
insights and inspiration from ANT (Briers & Chua, 2001; Latour, 1987), a theory 
which is frequently used in management accounting studies (Justesen & Mourit-
sen, 2011). In particular, Star and Griesemer’s (1989) notion of a ‘boundary object’ 
has been used in previous BSC studies. In the words of Star and Griesemer (1989: 
393) »boundary objects are objects which are both plastic enough to adapt to 
local needs and constraints of the several parties employing them, yet robust 
enough to maintain a common identity across sites.« The BSC can be consid-
ered a boundary object since the concept has considerable interpretive space and 
is fl exible, but also has certain stable core characteristics that can be identifi ed 
across diff erent interpretations, such as the four perspectives and a combination 
of leading (forward-looking) and lagging (backward-looking) indicators (Hansen & 
Mouritsen, 2005).

Hence, it can be seen that the ANT-inspired research stream views the emergence 
and evolution of the BSC from a slightly diff erent vantage point compared to 
MFT-inspired researchers. ANT-inspired researchers pay comparatively less atten-
tion to the role of fashion-setters on the supply side. However, there are excep-
tions. For example, Qu (2004) studied the rise and dissemination of the BSC, with 
particular emphasis on how KN have built a network and enrolled allies around 
the concept. In a recent study of the popularization of BSC, Cooper et al. (2012) 
show how KN have popularized the concept via their consulting organizations, 
books, conference presentations, etc. Hence, these two ANT-inspired studies have 
some commonalities with studies carried out using a MFT lens. For example, they 
emphasize the role of supply-side actors such as KN in the diff usion and popu-
larization process. In particular they focus on how KN built networks of support 
around the concept to facilitate and drive diff usion and institutionalization of the 
BSC. 

Other studies in this research stream focus more on how the concept has been en-
acted on the demand side. According to ANT-inspired researchers, it is primarily 
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the BSC’s boundary object characteristics that give the concept its ‘fashion poten-
tial’ since organizations can draw on the BSC in a variety of ways to address dif-
ferent organization-specifi c problems. For example, Hansen and Mouritsen (2005) 
focus on how the BSC is used as a boundary object in organizational praxis. In 
their four Danish case organizations they fi nd that the BSC is plastic enough to 
stand for diff erent things. Hansen and Mouritsen (2005: 144) note that the BSC is 
capable of being »…bent towards purposes so that a local identity could be up-
held and yet… that the BSC [would be] implemented, rather than something else.« 
Furthermore, they fi nd that the BSC is interpreted diff erently in the four case 
organizations and mobilized in relation to each organization’s specifi c problems, 
e.g. business planning, process reengineering, or benchmarking. 

2.4.3 The BSC as a ‘travelling idea’

The third view is that the BSC can be considered a ‘travelling idea’. This SIT-in-
spired research stream focuses on how global management ideas such as the BSC 
‘travel’ can become contextualized in local praxis (Czarniawska & Sevón, 2005; 
Czarniawska & Sevòn, 1996; Sahlin-Andersson & Engwall, 2002; Sahlin & Wedlin, 
2008). Specifi cally, the focus of this line of BSC research is on how the concept at-
tains a local fl avor as it circulates and ‘travels’ between diff erent contexts. Most of 
the studies have been conducted at the micro level and have explored how con-
cepts are implemented and translated on the user side of the market. Although not 
the main focus of the theory, this research stream acknowledges that suppliers act 
as ‘carriers’ (Sahlin-Andersson & Engwall, 2002) and ‘circulators’ (Powell, Gammal, 
& Simard, 2005) who shape how users interpret and use concepts. 

Several researchers have studied the BSC as a ‘travelling idea’. For example, 
Wongkaew (2007) studied how the BSC was translated in a Thai fi nancial services 
organization. In a similar vein, Nilsen (2007) studied the translation of the BSC 
idea in a Norwegian fi nancial services organization. Finally, in a recent study, 
Wagensveld (2013) focused on the travel and translation of the BSC in two Dutch 
organizations. 

2.5 A comparison of how the three theoretical approaches explain the emergence and 

evolution of the BSC

The three theoretical views of the BSC have diff erent areas of focus, but can of-
fer complementary insights into how the BSC evolves in diff erent local contexts. 
MFT-inspired BSC studies tend to focus primarily on macro-level dissemination 
and diff usion (Ax & Bjørnenak, 2005; Braam et al., 2007), and while recognizing 
the interpretive space of the concept on the supply side and demand side, these 
studies do not usually focus on how the concept is used at the micro level in or-
ganizations. By contrast, ANT researchers take a more micro-oriented view which 
emphasizes how important BSC actors enroll allies and build networks of support 
around the concept (Cooper et al., 2012; Qu, 2004). In addition, by focusing on the 
boundary-object characteristics of the BSC, ANT-inspired researchers highlight the 
plasticity of the BSC concept and how the concept is mobilized in organizational 
praxis in response to local organizational problems (Hansen & Mouritsen, 2005). 
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Finally, SIT-inspired researchers focus on how the BSC concept is translated and 
attains a local fl avor as it is implemented in local organizations (Nilsen, 2007; Wa-
gensveld, 2013; Wongkaew, 2007). The in-depth micro studies carried out by these 
researchers illustrate how the ‘global’ BSC concept is contextualized and attains a 
local fl avor as it is implemented by users. 

3. Research approach

The research reported in this paper was conducted as part of a larger project 
focusing on the impact of the BSC in Scandinavia (Madsen, 2011). The research 
approach was primarily qualitative and interpretive in nature. Interviews were 
the main data source in the study. A total of 18 actors involved in the Danish BSC 
market were interviewed, fi ve of which were from the supply side (see Table 1) 
while 13 were users of the concept on the demand side (see Table 2). Interviewees 
were sought on the basis that they had experience of the BSC and an overview of 
how the BSC had evolved in Denmark. Conference brochures, media articles and 
websites were used to identify potential candidates. In some cases, a ‘snowball 
procedure’ was employed, where one interviewee recommended the next. 

Table 1: Consultant interviewees

Interviewee Firm size Local/International Firm specialization Date

Consultant #1 Large International Generalist 26/01/2005

Consultant #2 Large International Generalist 27/01/2005

Consultant #3 Large International Generalist 08/04/2005

Consultant #4 Large Local Generalist 14/06/2005

Consultant #5 Small Local Specialist 15/06/2005

Table 2: User interviewees

Interviewee Industry Size Local/international Date

User #1 Consumer goods Large International 24/01/2005

User #2 Services Large International 28/01/2005

User #3 Financial sector Large Local 28/01/2005

User #4 Technology Large Local 31/01/2005

User #5 Accounting Large International 03/02/2005

User #6 Pharmaceuticals Large International 07/02/2005

User #7 Manufacturing Large International 17/03/2005

User #8 Manufacturing Large International 21/03/2005

User #9 Manufacturing Large International 11/04/2005

User #10 Financial sector Large Local 14/04/2005

User #11 Energy Large International 21/04/2005

User #12 Financial sector Large International 04/05/2005

User #13 Technology Large Local 30/05/2005

The interviews were semi-structured, lasted between 30 and 90 minutes, and 
covered several main themes – such as 1) how the actors came into contact with 
the concept, 2) their interpretations and approach, and 3) and their general experi-
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ences from working with and implementing the concept. The interviews with the 
supply-side actors also focused on their views about the BSC market in Denmark, 
e.g. who the important actors have been, who they perceive as their main competi-
tors, and how the local BSC market has developed over time. The interviews were 
recorded on an iPod, transcribed verbatim, and analyzed using a topic-centered 
approach comparing what diff erent interviewees said about the respective topics.

4. Interpretations and use of the BSC: The supply-side perspective

This section reports on the interviews with suppliers of the BSC in Denmark. The 
interviews show that there is some variation concerning what the BSC means on 
the supply side, not only in terms of interpretations of the concept, but also re-
garding how the consultants draw on the concept in their own consulting work.

Table 3: How Danish suppliers interpret and mobilize the BSC concept 

Interpretation Approach

C#1 Performance measurement system Pragmatic approach; mostly using thoughts as a source of inspiration

C#2 Strategic management system Close to KN’s ideas 

C#3 Strategic management system
Pragmatic approach; typically draws on the BSC as part of a ‘larger 
package’

C#4 Strategic management system Close to KN’s ideas

C#5 Strategic management system Close to KN’s ideas

4.1. Interpretations

When asked how they interpret the BSC, four of fi ve consultants said this was as 
a strategic management system, while one interpreted it as a performance meas-
urement system. At the same time, the consultants underscored how fl exible and 
loosely defi ned the BSC concept is. For example, one interviewee pointed out that: 

»Balanced Scorecard is a very, very widely defi ned concept. You can fi t a great 
deal into it.« 

The consultants argued that this characteristic can be useful when drawing on the 
concept in client projects. The BSC’s interpretive space means that the concept can 
be used in many diff erent ways and adapted to fi t organization-specifi c circum-
stances. As one interviewee put it: 

»The concept is so easy to understand and easy to adapt. You have some ideas 
that you can use in diff erent ways.«

4.2. Approach

With regard to how consultants approach the concept in practice, most point out 
that they try to stay close to KN’s ideas and the BSC literature. However, at the 
same time, most of the consultants explained that they have adopted a rather prag-
matic stance concerning the concept. Consider this quote from one consultant: 
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»I think I would use the thoughts behind the Balanced Scorecard as a source 
of inspiration.« 

The BSC is also used pragmatically in the sense that few consultants were found 
to focus on the BSC as a ‘standalone concept’: 

»We would not see this as a standalone component at all. I doubt that we 
would actually want to sell it. I think it needs to be followed by some other 
component before it will deliver any benefi ts.«

Instead, the BSC is often combined and mixed with other concepts in consultants’ 
repertoires. Several consultants pointed out that they have incorporated BSC ideas 
into their consulting ‘toolboxes’ which usually comprise a range of diff erent con-
cepts and ideas. Yet, as one consultant noted:

»As an independent concept, I am not sure how many will continue to market 
it. I think there are many consultancies who use it as one element in their 
toolbox when working on project, but simply saying that you are going to do a 
Balanced Scorecard project, only Kaplan and Norton’s own organization will 
do that. The rest of us have a broader approach to the concept.«

5. Interpretations and use of the BSC: The demand-side perspective

This section reports on the interviews with users of the BSC in Denmark. It in-
cludes illustrations of how the concept has been interpreted and used in Danish 
organizations. 

Table 4: How Danish users interpret and mobilize the BSC concept

Interpretation Approach

U#1 Strategic management system
Close to KN’s ideas

U#2 Performance measurement system Close to KN’s ideas; but used alongside the ‘Service Profit Chain’

U#3 Performance measurement system Pragmatic approach; tailor-made

U#4 Performance measurement system Close to KN’s ideas

U#5 Performance measurement system Close to KN’s ideas

U#6 Strategic management system Close to KN’s ideas

U#7 Performance measurement system
Pragmatic approach; 
BSC combined with the ‘Business Excellence’ concept

U#8 Performance measurement system Pragmatic approach; BSC tailor-made

U#9 Performance measurement system Pragmatic approach; BSC tailor-made

U#10 Performance measurement system Pragmatic approach; BSC tailor-made

U#11 Performance measurement system Close to KN’s ideas

U#12 Performance measurement system Close to KN’s ideas

U#13 Performance measurement system n/a



Danish Journal of Management & Business nr. 3 & 4 | 2014

22

5.1. Interpretation

As with the consultants, several of the interviewees on the demand side acknowl-
edge that the BSC concept has much room for interpretation, although the users 
did not appear to have refl ected as much on this characteristic as the suppliers 
had. Overall, the organizations were positive in terms of the concept’s properties 
and characteristics. For example, one manager pointed out that the BSC concept is 
an appealing one, saying: »We liked the simplicity of it…«

The BSC’s scope for individual interpretation is also refl ected in the day-to-day 
execution of the users studied. Most of the organizations interpret the BSC as a 
more comprehensive performance measurement system, close to the model origi-
nally put forth by KN in the 1990s. For example, one manager explicitly called his 
version of the BSC a ‘measurement tool’: 

»Together with my assistant I developed a measurement tool that most people 
would call a Balanced Scorecard. We implemented this at the beginning of 
last year.« 

Similarly, another interviewee pointed out that although his organization is aware 
of more recent developments in the BSC literature, it has chosen to interpret the 
concept in the ‘old-fashioned’ way: 

»If you look at Balanced Scorecard theory today where strategy maps and a 
broader view have been introduced, perhaps we represent more of a back-to-
basics approach…Our methods around the Balanced Scorecard are closer to 
the original, introduced in the early 1990s, in that we have not adopted the 
new ideas.«

Only two of the user organizations interpreted the BSC primarily as a strategic 
management system. KN’s more recent ideas such as mapping of cause-and-eff ect 
relationships and strategy maps were seldom mentioned by the interviewees. 
Some managers did not appear to be aware of these aspects of BSC theory, while 
other organizations admitted that although they were aware of reference to a strat-
egy map and so on, they had not placed much emphasis on these aspects due to 
limited time and resources. Consider the following comment: 

»When it comes to cause-and-eff ect relationships we have a missing link. We 
haven’t spent much time on that. We ought to have done.«

5.2. Approach

Many of the interviewees reported that they have tried to stay close to the BSC 
‘theory’ developed by KN. They tend to use the standard four perspectives or 
some variation of them. Often, they will change some terms for a better fi t with 
existing practices and language used in their respective organizations. As one user 
representative put it, 
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»We use more or less the original model, but we use other terms. When we 
started in 1998-1999 some terms were already being used in the organiza-
tion, and we didn’t want to change these just because we had drawn inspira-
tion from Kaplan and Norton. Instead we wanted to stick to our traditional 
language.«

Other organizations identify themselves explicitly as ‘pragmatic’ users of the BSC. 
In our study, these candidates indicated that they have a very pragmatic stance to-
wards the concept. These organizations have moved away from the ‘complete BSC’ 
and are only using certain aspects of the concept (cf. Nielsen & Sørensen, 2004). 
For instance, two organizations indicated that initially they had been very faith-
ful to the concept as described by KN, but that gradually they had become more 
pragmatic: 

»Some organizations are using the Balanced Scorecard in its original form, 
but we have made a tailor-made version. We are not faithful to the theory, we 
really couldn’t care less… Our concept is very tilted. In the beginning it was 
100% theory, but after a year or so we discovered that it was ‘junk’ in many 
ways because we did not have an organization that could utilize it. So we 
have chosen to tilt it towards areas where we could reap the benefi ts… At the 
start we had a standard specifi cation, i.e.: ‘This is the Balanced Scorecard.’ 
After a while we became aware that ‘We are not Balanced, and so what!’

»From having a 100% theory-faithful and orthodox implementation, we have 
moved toward a more organization-specifi c model based on the Balanced 
Scorecard. We now have a more liberal attitude towards the theory. It is a 
part of the process, going from faithfulness to being more independent. But 
the premise behind the Balanced Scorecard has a future in our organization.«

In a similar vein, one organization explained how over time it had moved away 
from using what it referred to as a ‘textbook BSC’ towards its own adaptation of 
the BSC which focuses more on traditional fi nancial indicators: 

»I believe that our use of the BSC is a bit diff erent from the original model 
and we are turning to a concrete focus on fi nancial parts of the BSC. We call 
our approach a ‘pick and choose’.«

6. Discussion 

This section will discuss the fi ndings in relation to the three theoretical perspec-
tives on the diff usion, translation and popularization of the BSC presented in the 
fi rst part of this paper. First, we will discuss the characteristics of the BSC and 
their implication. Second, we will examine how the BSC has been shaped in a 
Danish context. Finally, we will look at the mismatch between how the concept is 
mobilized on the supply versus the demand side.
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6.1. The characteristics of the BSC and their implications

In the theoretical part of this work, the interpretive space and boundary objects 
characteristics of the BSC were identifi ed as a particularly important in explain-
ing how the BSC is interpreted and used in practice. The interpretive space is also 
refl ected in Danish practice where the concept is interpreted and used in diff erent 
ways. Diff erent versions of the BSC exist in practice as the concept is mobilized 
in relation to organization-specifi c problems and challenges (cf. Hansen & Mour-
itsen, 2005). However, although the concept is ‘plastic’, certain elements of the 
concept remain relatively stable across the diff erent organizations. For example, 
most organizations explain that they apply some variation of the standard four 
perspectives and a combination of lead-and-lag indicators. Hence, the BSC can be 
considered a boundary object since it retains its ‘core’ as it is diff used, translated 
and popularized in diff erent settings (Cooper et al., 2012; Hansen & Mouritsen, 
2005; Wagensveld, 2013). 

6.2. How the BSC concept has been shaped in the Danish context

The data shows that the BSC concept has been shaped by both suppliers and users 
in a Danish context. In the theory section of this paper we have identifi ed several 
typologies of BSC use which distinguish between interpretations of the BSC, rang-
ing from use as a measurement system to a strategic management system (Brudan, 
2005; Lawrie & Cobbold, 2004; Speckbacher et al., 2003). The interview data show 
that there are two main interpretations of the BSC in practice, i.e. its use as a ‘per-
formance measurement system’ or as a ‘strategic management system’. However, 
the data also illustrate how these interpretations are mobilized in various ways in 
practice on both the supply and the demand side, as actors draw on the concept 
pragmatically. The concept is combined and mixed with other concepts and ideas, 
resulting in a multiplicity in terms of how the concept is interpreted and used. 

6.3. ‘Mismatch’ between how the concept is mobilized on the supply- and the demand-

sides

The data show a mismatch between the way suppliers and users interpret and at-
tach meaning to the concept of the BSC. Suppliers of the concept tend to view and 
portray the concept as a ‘strategic management system’, highlighting more recent 
developments in the BSC literature such as causal relationships and strategy maps. 
However, users of the concept tend to interpret it mainly as a ‘performance meas-
urement system’. This last fi nding can be seen in the light of other studies which 
have noted that the many users of the BSC engage the concept primarily as a per-
formance measurement system (Ax & Bjørnenak, 2005; Speckbacher et al., 2003). 

7. Conclusion

The purpose of this paper has been to examine how Danish suppliers and users 
have interpreted and attached meaning to the concept of the Balanced Scorecard. 
The data show that there is a multiplicity of ways in which the BSC is inter-
preted and mobilized in praxis. The interviews we have undertaken suggest that 
actors use the concept’s interpretive space and boundary-object characteristics 
to mobilize and attach meaning to the BSC. The actors draw on the BSC rather 
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pragmatically and combine and blend it with other concepts and ideas, resulting 
in organization-specifi c manifestations of the BSC. One interesting fi nding is the 
mismatch in how suppliers and users interpret the concept. While suppliers tend 
to promote the BSC as a ‘strategic management system’, users tend to view it as a 
‘performance measurement system’. 

7.1. Contributions

It is maintained that the current paper contributes to the literature on the dif-
fusion and popularization of the BSC in two ways. First, it shows variation in 
the way diff erent types of actors interpret and attach meaning to the BSC. The 
combination of supply- and demand-side data provides a more ‘balanced’ view of 
how the concept has impacted praxis. In addition, the combination of supply- and 
demand-side data has allowed for the identifi cation of a mismatch in how sup-
pliers and users of the concept interpret and attach meaning to the BSC, which 
would not have been possible if data had been gathered from only one side of the 
market. 

Second, the paper blends insights from three diff erent theoretical perspectives 
(MFT, ANT, and SIT) on how the BSC concept is diff used, translated and popular-
ized. These three views can illuminate diff erent aspects of how the BSC evolves in 
local contexts, but one point of convergence is the ‘interpretive space’ and ‘bound-
ary-object’ characteristics of management concepts.

7.2. Limitations

The paper has several limitations and shortcomings which should be noted. First, 
it is possible to argue that the data utilized in this study was not suffi  ciently ‘mi-
cro’, given that only one representative from each organization was interviewed. 
In future studies researchers should consider interviewing a range of diff erent 
representatives from organizations and build more in-depth case studies, e.g. 
similar to the study by Hansen and Mouritsen (2005). However, there is a trade-off  
between depth and breadth, particularly if one wants to say something meaningful 
about the concept’s reception not only at the micro level, but also at the macro (i.e. 
national) level.

Second, the theoretical eclecticism in the paper may attract criticism from theoreti-
cal purists who would argue that MFT, ANT, and SIT are ontologically distinct. Re-
cently, however, researchers have started to combine diff erent approaches such as 
neo-institutional theory and ANT (Lounsbury, 2008). Hence, it can be argued that 
theoretical eclecticism is important in order to grasp the complexity of processes 
related to diff usion, translation and popularization.

Third, the mismatch between how the concept is mobilized on the supply side and 
the demand side could be an ‘early-phase phenomenon’. The data were gathered 
in the mid-2000s when the concept of the BSC was still relatively new, and more 
recent terms such as ‘strategy maps’ were still not much used in organizational 
praxis. Hence, it is not inconceivable that if the study were conducted today the 
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level of knowledge about the BSC would more evenly distributed among suppliers 
and consumers, which would infl uence interpretations and mobilizations of the 
concept. Also, it is likely that later adopters (e.g. post-2005) would be more likely 
to be aware of and implement the tools and methodologies described in more 
recent BSC books.

7.3. Future work  

The paper’s limitations should be addressed in future work. For example, in-depth 
case studies could provide a deeper understanding of how the BSC is interpreted 
and mobilized in relation to organization-specifi c problems and issues (cf. Hansen 
& Mouritsen, 2005). Such studies would require more micro data, e.g. by inter-
viewing multiple informants at diff erent levels of the organization. 

In order to provide a more complete overview of how the concept of the BSC has 
been received in a Danish context, it would be an advantage to combine not only 
qualitative data about organization-specifi c interpretations and translations, but 
also quantitative data (e.g. survey data) which might give a broader overview of 
how the concept is used in a broader population of organizations in Denmark (cf. 
Benders & Van Bijsterveld, 2000). 

Finally, future studies could also provide a more updated picture of how the 
concept is currently interpreted in a Danish setting. Such studies could provide 
insight into how the concept evolves as a practice within a Danish context over 
time, and the various contextual factors shaping interpretations and use of the 
concept. 
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Abstract

This paper focuses on how System Dynamics Modeling (SDM) can contribute to 
an increased understanding of business in an ‘analytics’ setup. Such improved 
understanding is necessary to identify the variables that most eff ectively support 
a company’s strategy in a Balanced Scorecard (BSC). By combining the idea of a 
BSC as a causal loop system with systems thinking, the current paper aims to ad-
dress not only the conceptual domain concept of ‘comprehensiveness’ related to 
BSC, i.e. the ‘scope’ (learning) and ‘diff erentiation’ (system dynamics causality and 
feedback), but also the methodological domain concept of ‘precision’ (solution by 
diff erential equations). We show that a company can improve its understanding of 
its business at a very early stage in the BSC design phase by using SDM such as 
causal loop diagrams. 

1. Introduction 

Within management accounting a frustration point has been that few research 
results have ever been used in the practical world (Merchant, 2012), even though 
management accounting is actually an applied and practical fi eld that continually 
faces new challenges from the business world in real life (Kasanen et al., 1993; 
Kaplan, 1998, 2012; Otley, 2001; IMA, 2008; CIMA, 2009; Merchant, 2012). Having 
research contribute to new theories does not suffi  ce; rather researchers should 
try to advance the body of knowledge. This means developing theories and ap-
proaches that specify both the behavior and the context required for achieving 
specifi ed outcomes (Kaplan, 2011; Merchant, 2012; Ahrens, and Chapman, 2007). 
In other research areas, there has been intense discussion about the concept of 
‘analytics’ and its practical implications for areas such as marketing, logistics and 
human resources (Liberatore and Luo, 2010; Davenport, 2006). 

Analytics can be defi ned as the use of business analytics, business intelligence, 
data analytics, big-data analytics and analytical skills (Davenport and Harris, 
2007). Several surveys have shown the importance of analytics for the future 
(e.g. Accenture, 2013; McKinsey, 2011); surveys within management accounting 
too have shown that it will become increasingly important for management ac-
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countants to have analytical skills in future (ACCA, 2009; CIMA, 2008) as well as 
knowledge of quantitative tools (CIMA, 2009; Collier et al., 2007). Even though 
the concept of ‘big data’ or ‘big-data analytics’ is often applied in a marketing con-
text, it is also applicable to performance management (Eckerson, 2011, Giles, 2012 
in The Economist). 

In a 2008 interview with Paul Sharman, the President of the American IMA (In-
stitute of Management Accountants), Kaplan pointed out too that ‘Management 
accounting analytics are no longer constrained by limited or complex access to 
companies’ databases. But to excel at analytics, management accountants will 
require extensive training in modeling, multivariate statistics, and econometrics.’ 
The tendency is also seen in the fi eld of New Public Management, i.e. the use of 
accounting techniques within the public sector (see e.g. IBM, 2011; SAS Institute 
White paper, 2011).

An exhaustive search of published literature on management accounting/control 
and (business) analytics by the authors, across a number of library databases (e.g. 
ABI/INFORM Global, Business Source Complete) and on the internet (e.g. Google, 
Business Source Complete and Social Science Research Network), yielded only a 
handful of papers discussing the convergence of business analytics and manage-
ment accounting (e.g. in Nielsen et al., 2010; Silvi et al., 2013). 

Over the last few years, surveys have shown increased interest in using the BSC as 
a holistic planning tool (Otley, 2003; De Geuser et al., 2009; Wiersma, 2009) with 
a feed-forward as well as a feedback model, often called the ‘Closed-Loop Manage-
ment System’ (Kaplan & Norton, 2008). 

Inspired by these tendencies we formulated the following research question: ‘How 
can a company use a system dynamics approach to accomplish the development 
of its analytical PMS (Performance Management System) in order to increase the 
insight of organizational learning?’ The structure of this research process is in-
spired by Brinberg and McGrath’s (1985) Validity Network Schema (VNS) in which 
research contains relations between domains, levels, stages and paths.

As Sterman eloquently puts it, ‘Change is accelerating, and as the complexity 
of the systems in which we live grows, so do the unanticipated side-eff ects of 
human actions, further increasing complexity. Many scholars call for the devel-
opment of systems thinking to improve our ability to manage wisely. But how 
do people learn in and about complex dynamic systems? Learning is a feedback 
process in which our decisions alter the real world. We receive information feed-
back about the world and revise the decisions we make and the mental models 
that motivate those decisions’ (J. D. Sterman, 1994, Article fi rst published online: 
26 December 2006).

In stage one, we seek to combine data and information from the company (sub-
stantive domain) with the methodological domain (the clausal loop diagrams 
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techniques from system dynamics) in order to identify a number of causal mecha-
nisms and relations.

‘Eff ective methods for learning in and about complex dynamic systems must in-
clude (1) tools to elicit participant knowledge, articulate and reframe perceptions 
and create maps of the feedback structure of a problem from those perceptions; 
(2) simulation tools and management fl ight simulators to assess the dynamics of 
those maps and test new policies; and (3) methods to improve scientifi c reason-
ing skills, strengthen group process and overcome defensive routines for individ-
uals and teams’ (J. D. Sterman, 1994, see reference above).

The outcome is a specifi c theory of the company based on system dynamics defi -
nitions and assumptions. Sections 2 and 3 describe this stage. The next step is to 
form a number of diff erential equations in the Vensim™ software to enable us to 
quantify and simulate a number of scenarios in system dynamics. The outcome is 
shown in section 4. 

2. Integration of the Balanced Scorecard with system dynamics

Since 1992 (Kaplan and Norton,1992) the Balanced Scorecard (BSC) has evolved 
through diff erent developments and versions. A huge number of survey and case 
studies have been conducted (e.g. Malina and Selto, 2001). In Denmark, the BSC 
model is also a popular framework for performance management (Nielsen and 
Sørensen, 2004; Sandalgaard and Bukh, 2008). The idea of such a ‘holistic frame-
work’ for a management control system is not new, however (see e.g. Anthony, 
1965; Flamholtz, 1979; Lyneis, 1980). 

Despite its popularity and appealing simplicity at a conceptual level, the BSC con-
cept has also been the subject of criticism. Criticism and discussion of the BSC can 
be referred to as a ‘methodology disagreement’ or – more specifi cally – a disagree-
ment about how to estimate time-lags (e.g. between diff erent perspectives) and 
the causes and eff ects of KPIs (key performance indictors). Several attempts have 
been made to see whether (traditional) statistical signifi cance might be established 
(Malina et al., 2007) based on Sims-Granger type causality (Granger, 1969). How-
ever, others have argued that the classical statistical view and assumptions on 
cause and eff ect are mistaken or not applicable here, and that alternative inter-
pretations should be used (Bukh and Malmi, 2005; Wallenburg and Weber, 2006; 
Kaplan, 2012). Or, as Meadows (1980) puts it, ‘The non-linear feedback structure 
of system dynamics models makes standard econometric techniques either inap-
plicable or extremely diffi  cult to use’ (for an example see Sterman et al., 1997 in 
combination with TQM). This may be caused by the fact that deep, ‘nature-given’ 
causal relations are almost impossible to encounter in socio-economic systems 
(Senge and Forrester, 1980). Instead, the concept of mental models as discussed 
within system dynamics (Forrester, 1958; Warren, 2004; Senge, 1990) seems much 
more appropriate for BSC modeling in quantitative terms. 
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System dynamics thinking was fi rst introduced by Forrester in 1958 as an example 
of a macroeconomic problem of production distribution. Applications have now 
expanded to environmental change, politics, economic behavior, medicine and 
other fi elds (Lane, 1992; Vennix, 1999; Warren, 2008). The main idea is that ‘you 
can’t just do one thing’ without thinking that ‘everything is connected to every-
thing else’, which is also at the center of analytical performance management. 

Inspired by Kaplan and Norton (2007) and Sterman (2000), Figure 1 shows steps 
and points of resemblances for SDM (System Dynamic Modeling) and a BSC.

Figure 1: The Balanced Scorecard stage model and steps in system dynamics
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A number of studies have been conducted using system dynamics for perfor-
mance management/measurement based on diff erent assumptions (Akkermans 
and Oorschot, 2005; Nielsen and Nielsen, 2008; Capelo and Dias, 2009; Salterio, 
2012). 

3. Case study

The subject for our case study is a service department within an international 
company. In the autumn of 2009 the company began to design and work with the 
Balanced Scorecard concept with a view to optimizing strategy execution through-
out the organization. Consultants from the Palladium Group were used as spar-
ring partners in the implementation and the Balanced Scorecard Group within the 
company was given the primary responsibility for implementation.

The formulation of the strategy was the fi rst step and had already been conducted 
for the department. When we started our study, the department worked with 
the setup of a strategy map and strategic objectives (or what Spreckbacher et al. 
(2003) call a type I BSC). 

The fi rst two steps in Figure 1 are the qualitative issues, i.e. the formulation of the 
problem in formal terms and the formulation of a dynamic hypothesis (Sterman, 
2000). 



Management Accounting and Business Analytics

35

3.1. Formulation of the modeling problem

The formulation of the problem is seen as the most important step (Forrester, 
1991; Sterman, 2000; Warren, 2008). Here, reference modes, selection of key 
variables, the time over which the model should be used, and the settings for the 
dynamic problem formulation are set out. The primary tasks for the team were the 
formulation of the problem, mapping the interaction between the KPIs in the sup-
port department in order to bring its effi  ciency to the top-of-world class as seen 
from the department’s view and as expressed in the strategy. 
The department had already defi ned and established a large number of key vari-
ables and various effi  ciency measures, some of which were fi ltered out as part of 
the iterative modeling process in order to achieve a more focused initial situation. 
In partnership with the department staff  we identifi ed and selected three key vari-
ables as the main drivers supporting the purpose of this study. These were ‘user 
recommendation of the department’, which is a measure of whether users are sat-
isfi ed with the service supplied; ‘workload’, i.e. a measurement for the number of 
cases (work assignments) that are not solved in the time allowed; and ‘perceived 
competence fi t’ which measures whether employees possess the necessary skills to 
solve the daily tasks set by other parts of the organization. 

3.2 Formulation of the dynamic hypotheses and the causal loop diagrams

When the purpose of the model was identifi ed and characterized over an appro-
priate time horizon a ‘theory’ was developed (also called the dynamic hypothesis) 
to account for the problematic behavior of the model. 

Finally, the Causal Loop Diagram (CLD) had to be developed. This is based on the 
model boundary chart (not shown here) and illustrates the interactions between 
the identifi ed key variables. The CLD diagram is shown in Figure 2 and is the re-
sult of the discussion with the department.

The CLD is identifi ed through eight interacting feedback loops (where + and – 
indicate the type of change-based causal reaction (‘correlation’) to be expected), 
which together exemplify the model’s dynamic nature. The loops are either 
referred to as »R« or »B«, referring to self-reinforcing loops (Reinforcing) and bal-
anced loops (Balancing)2. 

3.3 The quantitative structure of the System Dynamics Model

We used the qualitative model as a skeleton for a System Dynamics Model (SDM) 
for the BSC. We used the department team as sparring partners and gave them 
what Richardson and Andersen (1995) refer to as a gatekeeper role, providing 
valuable information and learning. A fi nal fi nesse of the closed-loop causal reason-
ing described above is that it relates almost directly to the SDM tradition as it has 
been implemented for example in the VENSIM™ software we used for our pro-
ject. Below, we show only a single CLS example from the process perspective (the 
incoming case subsystem) and value prospective (the effi  ciency subsystem) based 
on stocks and fl ows. 
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Figure 2: The causal loop diagram 
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3.3.1 Process perspective

The service department categorizes cases in three groups, with special focus 
given to incidents representing something out of the ordinary. Figure 3 shows the 
number of incoming cases and, as can be seen, unusual incidents are recorded 
separately whereas the other two types of cases are recorded together. Trends in 
the number of incoming cases are obtained through two stocks where the initial 
value is the number of cases recorded in 2009. These stocks are multiplied by an 
estimated growth rate for each of the fi ve years of the simulation time. The an-
nual growth rate used in the model is estimated by the department team and is an 
expression of the mental image rather than the result of estimated forecast. As the 
fi nal step, the numbers of the three case types are added together to form a single 
variable.
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Figure 3: Incoming case subsystem 
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It is important to realize that this perspective consists of both a capacity and a 
productivity module (not shown here). It is based on learning-curve theory (see 
e.g., Hirsch, 2002, chapter 5), in which experience is linked with productivity. We 
have used the model provided by Sterman (2000, p. 507) for our calculations of 
productivity. 

3.4. Value-add perspective

The department does not get a specifi c fi nancial payment for the service it pro-
vides to other departments; it is instead measured on the change created by the 
department in the net sales for the company group as a whole. Because the two 
all-important goals are eff ectiveness and effi  ciency, the SDM is designed to focus 
on and support these goals. The effi  ciency target focuses on the department’s 
ability to keep costs down, while the eff ectiveness target is geared to the level of 
service provided.

As the department has a supporting role, the actual costs of the department have 
to be compared to planned costs to give a true and fair view of the development 
over time. Effi  ciency is measured as the service department’s total costs relative to 
the total net sales for the whole company, whereas value-add is measured as the 
company’s total net sales minus the total costs of the department. 

The effi  ciency subsystem is shown in Figure 4. 
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Figure 4: The efficiency subsystem 
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The fi xed costs are set to be constant throughout the simulation period because 
changes occur primarily in variable costs. The variable costs are accounted for 
predominantly by labor expenses. The model includes an annual wage increase for 
employees of 3%. We have set a specifi c time-span for the growth rates (and the 
setting for the simulation) as being from the start of 2010 to the end of 2014.

4. Validation, experiments and results

Validation of System Dynamics Models has two major aspects: structure validation 
and behavior validation (Barlas 1996; Sterman, 2000; Warren, 2008). Structure vali-
dation aims to demonstrate that the model’s internal structure (set of relationships) 
is an adequate description of the real system with respect to the problems of inter-
est. Behavior validation aims to check whether the output behavior of the model 
adequately describes real dynamic behavior. The structural validation of the service 
department’s model was carried out by a range of logic tests, extreme-condition, 
sensitivity and boundary tests, which will not be discussed here. We simply state 
that the model was found to be structurally reliable and also expressed behavioral 
validity. 

Numerous simulation experiments in Vensim™ (Eberlein and Peterson, 1992) were 
carried out on the model in order to fi nd answers to the problems formulated at the 
beginning of this paper, and to predict a few possible outcomes based on fi nding 
relevant KPIs that strongly aff ect the company’s strategy execution (De Geus, 1992; 
Simon, 1990). For the purposes of this study we will only change two input vari-
ables within the Learning and Growth Perspective to see the changes in six KPIs 
from diff erent perspectives as outcome variables. The scenarios are:

• Base: simulation of the current model with original parameters. 

• Base1: simulation of an increase in ‘multiplier for employees’ satisfaction’ of 20 %. 

• Base2: simulation of an increase in ‘multiplier for perceived competence fi t’ of 20 %.
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In the short term, if the company wants to improve the result (meaning improve-
ment in user recommendation and cost effi  ciency), the choice is either an increase 
in employee satisfaction (Base1) or an increase in employees’ competence (Base2). 
Optimization by a mix of the scenarios might also be possible, but will not be 
done here. The chosen KPIs are all so-called »lagging« KPIs in the BSC setup, 
meaning that they accumulate information from other KPIs within the same 
perspective for passing information to new KPIs and perspectives (Kaplan and 
Norton, 1996). 

Figure 5: KPI lag-indicators from a Learning and Growth Perspective
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Figure 5 illustrates how the two KPIs increase over the timescale for the simula-
tion. Note that perceived employee satisfaction does not rise immediately as 
employees’ perception of satisfaction is not detected immediately. The model 
explicitly illustrates these delays, which is one of the great advantages of using 
SDM for BSC. Therefore, if the department launched an initiative on employee 
satisfaction (e.g. job rotation), System Dynamics Modeling would make it possi-
ble to understand the dynamic mechanisms and then the delayed impact on user 
satisfaction would not come unexpectedly. The model outcome clearly shows that 
the full eff ect of the increase in employee satisfaction in the department can only 
be read in user satisfaction after about 2.5 years, meaning that the fi nancial result 
comes even later. Besides, the identifi cation of delays in the KPIs in the model also 
contributes to an understanding of the side-eff ects, i.e. an increase in perceived 
competence fi t. Depending on the construction of the model’s dashboard it is pos-
sible to illustrate that an increase in employee satisfaction also positively aff ects 
several other KPIs.
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Figure 6: KPI lag-indicators from a Process Perspective
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Figure 6 shows the simulation output for two KPIs from the process perspective. 
Both capacity utilization and changes in number of ideas implemented change 
markedly when the company is able to increase the satisfaction of the employees 
by 20% (Base1). For capacity utilization this implies that the company is able to 
come up with free capacity that may be used for other things (e.g. insourcing). At 
the same time innovation is initiated through an increase in the number of ideas 
implemented. Also note that »free capacity« and »number of new ideas imple-
mented« (i.e. innovation) change at diff erent points in time in the simulation, i.e. 
they are both delayed, but at diff erent rates (see Figure 6). We also see that satis-
faction is a much better idea than better competences (compare Base2 and Base1). 
As a result of the multiplier eff ect the KPI quickly rises to a high level.

Figure 7: KPI lag-indicators from a Value-Added Perspective
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Two KPIs from the value-added perspective are shown in Figure 7. The graph 
for user recommendation shows that the eff ect of employee satisfaction (Base 1) 
comes rather late, almost three years after the initiative was brought in. The (cost) 
effi  ciency graph further shows that additional effi  ciency results from an increase 
in employees’ satisfaction with 20% Base1) rather than from an increase in compe-
tence fi t (Base2). User recommendation indicates the eff ectiveness of the depart-
ment as this KPI measures the demand for its services. Note that the development 
of the two KPIs is off set as the delays are included in the model.
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5. Conclusion

This paper used the Brinberg and McGrath (1985) research setup in combination 
with the idea of ‘analytics’ to document the possibilities of designing and using 
the SDM approach for the Balanced Scorecard model. To further focus our model 
we also used two other themes that are often discussed in relation to system 
dynamics: the Double-Loop Learning (Senge, 1990; Sterman, 2000) and Bounded 
Rationality (Simon, 1957, 1991). The double-loop learning concept has been used 
in the model development phase, where the iterative feedback structure has 
contributed to changes in the pre-conceived mental sub-models of the people in 
the service department, and has increased the understanding of the department’s 
dynamic structure and mental behavior. The use of bounded rationality has helped 
us simplify the choice variables by focusing on only three input KPIs in the de-
sign stage, as described earlier (user recommendation of the department, workload 
and competence fi t). The principles of system dynamics provide a rigorous ap-
proach to strategy that is grounded in solid evidence from the situation concerned 
(Warren, 2005) and can be used for many decision problems in management 
accounting. 
The paper also shows that the SDM approach can overcome some of the inherent 
limitations of using only unidirectional cause-eff ect relationships and statistical 
methods (e.g. multiple regressions) and the static structure over time, meaning us-
ing feed-forward and feedback for testing diff erent strategy scenarios. Compared 
to earlier research (e.g. Akkermans and Oorschot, 2005), this paper has included 
some fi nancial KPIs and thereby emphasized the value of the learning outcome 
from the project modeling project. 

Given the huge amount of ‘big data’ available both from internal but also from 
external databases (e.g. Orbit or Bloomberg) today, researchers in the fi eld of 
management accounting will be able to construct and test diff erent types of more 
generic cost management models (in the same way as within fi nance), but practi-
cal managers will also have the potential to quickly assess their strategic options 
and opportunities and to design their fi rst version of a dynamic BSC.

Therefore, great opportunities exist now for designers of management accounting 
programs to develop the right skills for CFO and controllers to be able to handle 
these challenges in future, by combining ‘business analytics’ with management ac-
counting and control as also noted by Kaplan.3 
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How Performance Management 

may lead to Stress
A group-level analysis of performance measurement 

and employees’ stress 

Peter Dahler-Larsen and Signe Pihl-Thingvad

Abstract

This article explores two issues of central importance among employees in the 
public sector: performance indicators and stress. It begins by considering the pros 
and cons of performing a group-based comparison, then goes on to present survey 
data from three groups of employees. A context-sensitive approach is advocated 
for the analysis, allowing for combinations of contributing factors. While stress in 
one group may be best explained using a classical model that looks at workload, 
clear indicators, and lack of control over the work situation, this does not tell the 
whole story. The group emerging as the most vulnerable to stress was found to 
comprise employees who experience freedom in their work, are highly engaged 
in their activities and who set high standards for themselves. This group felt that 
performance indicators did not help to create clarity about what was expected of 
them at work. 

1. Introduction 

Over the last couple of years, a prominent subject of debate particularly in the 
public sector has been  performance management and its eff ects on employees. 
According to critics, it is diffi  cult to convert core public services into quantitative 
operational indicators. As a result, there is a risk that performance indicators with 
low validity become goals in themselves, potentially distorting the work of public 
professionals (van Thiel & Leeuw 2002; Radin 2006). The various measurements 
are seen as a sign of mistrust towards public employees (which could promote 
further mistrust); and it is argued that public employees spend too much time 
documenting their performance – to the point that their focus is taken away from 
direct services to citizens (Radin 2006; Van Dooren et al. 2010). 

On the other hand, it is diffi  cult to imagine modern management not being based 
on systematic data about performance. Advocates of performance management 
argue that performance information could even prove benefi cial for employees 
(Fletcher & Williams 1996; Van Dooren et al. 2010; Walker et al. 2012). Well-de-
fi ned expectations about performance could potentially remove confusion about 
what is expected of employees and pave the way for greater autonomy as they 
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decide how to achieve the required results (Moynihan 2008). The documentation 
of results could also play a role in organizational development initiatives (O’Toole 
& Meier 2011; Boyne 2012). 

Performance management has been widely discussed as an ideal typical manage-
ment approach. However, knowledge is still limited about how much of their daily 
work groups of employees spend on performance measurement, just as we have 
very little knowledge about the mechanisms and contextual conditions infl uencing 
how performance measurements work in a specifi c situation. 

It is a complex fi eld. Performance indicators are criticized on the basis that num-
bers themselves don’t really play a role apart from the organizational context in 
which they function. At the same time, performance measurement systems change 
frequently; it is also diffi  cult to isolate their eff ects from the way management and 
employees perceive and use them. Indicators are diffi  cult to separate from percep-
tions of the purpose and value of a given public activity too. The public service 
may be the subject of disagreement politically, for example. These are just some 
of the circumstances that make it diffi  cult or meaningless to look at performance 
measurement as a general and abstract phenomenon (Dahler-Larsen 2014a). 

The aim of this article is to help increase knowledge on two fronts concerning 
performance management in the Danish public sector:

• First, our aim is to assess how much time and mental energy is being allocated 
to performance measurement documentation, according to public employees. 

• Secondly, we want to explore the relationships between performance manage-
ment and employee stress – by determining whether the group who seems to 
be experiencing the most stress is also that for which performance measure-
ments appear to be the most extensive. It must be taken into account how each 
group perceives performance measurements and their impact. Our aim, then, is 
to develop hypotheses about the diff erent conditions of the groups in order to 
understand how performance management works in diff erent contexts. 

Analyses take place at a social system level rather than at an individual level (Hof-
stede et al. 1993:487). To this end we use average scores enabling us to compare 
the groups for discussion in this article.

2. Studying the psychosocial work environment

Traditionally, research into the work environment has been largely concerned with 
identifying objective factors that cause stress. In the physiological work environ-
ment such factors have a physical presence. The rise in knowledge-based work 
in recent years, however, with its emphasis on fl exibility and individualization in 
organizational tasks, structures and cultures, has changed the focus to the psycho-
social work environment. This has created challenges for researchers. 
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For example, it is less clear how to identify and measure evidence of psychosocial 
strain – because such factors are less objectively measurable, and depend on how 
they are perceived culturally, collegially and individually. From the individual’s 
perspective, management, organization and collegial relations constitute impor-
tant parts of the psychosocial work environment. It is people, then, that to a large 
extent make up and infl uence someone’s psychosocial work environment. This de-
mands a new approach to research into the work environment, in which the tradi-
tional spatial and physiological paradigm of »the individual« exposed to »strains« 
in »the environment« is replaced by other more systemic ways of thinking (Allvin 
& Aronsson 2003; Sørensen et al. 2012; Pihl-Thingvad 2014a). 

Increased individualism within the workforce poses a further challenge. As greater 
diversity and fl exibility is introduced into the way people work, it becomes more 
diffi  cult to view working conditions as something generic, structured and predict-
able. Rather, individuals are seen to have more infl uence over and responsibility 
for their own levels of stress. This has led to a rise in stress-avoidance or stress-
busting initiatives that focus on the individual’s mind and inner wellbeing. Politi-
cally, the emphasis then moves away from common, structural solutions, as some 
researchers have observed (Bovbjerg 2011: 66). Emphasis of the work environment 
in research terminology remains popular however (Allvin & Aronsson 2003), 
despite the emphasis having shifted from the physiological and tangible to the 
psychosocial. In this spirit, our project seeks to identify organizational factors and 
work conditions that may infl uence and cause stress for particular types of work 
groups. 

Two models in particular have dominated stress research to date. Karasek’s (1979) 
demand-control (DC) model sees stress as the result of a situation in which the 
employees are met with high demands but lack control over the means through 
which they are able to deliver on these demands. This situation can be improved 
with social support from management or colleagues (Johnson and Hall 1988; Kar-
asek og Theorell 1990). Siegrist’s (Siegrist 1996; 2012; Siegrist et al. 2004) eff ort-
reward-imbalance (ERI) model, meanwhile, sees stress as the result of an imbal-
ance between the employees’ eff orts and the rewards they receive. The imbalance 
is worsened if the employee is overcommitted to the job. This model is subject to 
structural conditions at the workplace and the labor market, in that job insecurity 
may be considered a missing reward for example. However, the model is general 
and we know very little about what is considered »eff ort« and »reward« to an indi-
vidual in a specifi c situation. Similarly the optimum amount of commitment may 
be diffi  cult to determine until it’s too late. 

Empirical research around either of these two models typically involves survey-
based studies. These studies – like our own – rely on subjective reporting of 
perceived strains. Additionally, psychosocial work environment research is often 
subject to endogeneity – ie factors aff ect each other mutually, making it diffi  cult 
to separate cause and eff ect. For example, certain factors might cause stress, and 
once a person has reached a stressed state they will experience and report these 
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factors as seeming much more stressful. These complexities aside, it is still rel-
evant to identify what is considered stressful at a group level.

3. Important notes about methodology

The results discussed below are derived from the study, The Signifi cance of Per-
formance Indicators for the Psychosocial Work Environment of Public Employees, 
fi nanced by The Danish Working Environment Research Fund. The research was 
conducted as a mixed-methods study. A more thoroughly discussion of the meth-
ods can be found in Dahler-Larsen (2014b). 

The results in this article are based primarily on the input of 2941 survey respond-
ents from three groups – language teachers, upper secondary school teachers, 
and employment consultants. The three groups were chosen on the basis that the 
represented employees carry out typical modern welfare state tasks and are poten-
tially candidates for stress. Previous studies have shown that teachers especially 
are at risk of stress, as are people who are regularly confronted with the personal 
and emotional problems of the people they deal with every day (NFA: 2012; Pug-
liesi 1999) – for example those working with the unemployed, or with students 
undergoing tests and exams. The three groups were also chosen because they are 
exposed to diverse performance measurement systems.

Across our three groups we expected that interesting and controversial issues 
would surface in relation to performance indicators. At job centers, employees 
experience intense public control in the form of statistical indicators and bench-
marking between centers. The employment arena receives much public and 
political attention; statistically it is one of the most scrutinized policy areas of the 
entire public sector in Denmark. Indicators showing employment progress, and 
in getting particular groups of unemployed people into work, are published on a 
website – www.jobindsats.dk – making it possible to compare the relative perfor-
mance of job centers on an ongoing basis. 

The employment sector is unusual compared to many other public sector depart-
ments in that consultants may have come from a range of diff erent educational 
and employment backgrounds – for example social worker, teacher or other 
profession. In the teaching profession, by contrast, employees are likely to have 
followed a more predictable path to their careers.

In recent years, upper secondary schools have experienced a strong control-based 
reorientation of an otherwise classic professionalized area. These schools are 
fi nancially dependent on students’ enrolment and course-completion rates – ie on 
the performance of students, which in turn refl ects their classroom experience and 
the quality of teaching. To this end, new assessment mechanisms have been ap-
plied in the form of student satisfaction surveys and publication of average grade 
performance. The professional credentials of upper secondary teachers come from 
academic degrees, although individual disciplines may range from humanities, 
social science and business to the natural sciences. 
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For language instructors teaching Danish to immigrants, the fi nancial situation of 
their schools is almost exclusively based on the number of students completing 
each module against an elaborate national system of module tests corresponding 
to approximately 20 levels of competence in Danish. Language teachers may have 
diff erent educational backgrounds, typically having completed supplementary edu-
cation after being teachers, academics or something else. 

Our survey went out to all language teachers providing services to immigrants in 
Denmark. In the case of the upper secondary school teachers, we selected a fi nite 
number of schools to target. Similarly for the employment consultants, we selected 
a fi xed number of job centers for our research. For further details on our research 
methods, see Dahler-Larsen and Pihl-Thingvad (2014b). 

3.1. Operationalization of our main variables

»Performance Measurements« are diffi  cult to defi ne – both theoretically, and prac-
tically. While any practical operationalization of our theoretical term is debatable, 
we found the Danish description »resultatmålinger« more fi tting for our empirical 
work. Even so, there was the problem that specifi c actors in a given context do 
not identify a certain empirical phenomenon as »resultatmåling«, even though a 
theorist would do – or vice versa. 

We chose not to ask only about specifi c forms of performance measurement in 
each organization. This is because we could not predict all practical use of lan-
guage about such phenomena in advance, and we could not discount the pos-
sibility that many other forms would be present in each individual organization 
besides those which we as survey designers were able to identify. Although we 
acquainted ourselves with the national and regional performance measurement 
systems relevant for each group (through document studies and interviews), it 
would have been impossible for us to have predicted local systems present within 
each organization. At the same time we wanted a generic, common term so that 
wording alone would not create systematic diff erences between the respondents. 
In practice, we off ered the respondents the following guidelines in the survey: 

By »performance measurement« (in Danish »resultatmåling«) we mean a numeri-
cal calculation of the work by each individual employee – or group, or section, or 
the entire organization – that is done continually or periodically, and which can 
be documented or reported upwards in the organization. We term this perfor-
mance measurement, irrespective of whether the registration takes place as a 
part of daily work, in separate documents, or electronically. 

Performance measurements include, for example, the number of cases processed, 
the number of consultations or specifi c results for citizens, users, clients or 
patients. Performance measurements might also include time spent on specifi c 
tasks.
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With this broad defi nition in mind, please provide your opinion on performance 
measurements in your organization.

We also gave examples of performance indicators as inspiration for each group – 
such as tests for the language teachers. While this compromise between theoretical 
defi nition and everyday language constituted our operational defi nition of »re-
sultatmåling«, we will refer to both »performance indicators« and »performance 
measurement« in the text that follows. 

The concept of stress is much debated in the research, as stress is considered both 
something emotional, a mental condition, and an external strain or disease (Bovb-
jerg 2011; Buch et al. 2009:23; Bloch 2001:34; Agervold 1998). Thus, there is both a 
lack of clarity and a certain complexity surrounding the concept of stress (Allvin 
et al. 2006:135). This article aligns its defi nition with the traditional perception 
of stress in the classic work environment research. »Work-related stress occurs 
when the demands of the working environment exceed the employee’s ability to 
fulfi ll (or cope with) these« (Research on Work-related Stress. Det Europæiske 
Arbejdsmiljøagentur, 1999. Luxembourg 2000). For our purposes, then, stress is 
not considered a disease but a general response to specifi c incidents or working 
conditions, which over a longer period of time might result in both a physiological 
and psychosocial reaction in an individual (see e.g. Allvin et al. 2006:146). 

The stress level of employees was measured by a number of standardized ques-
tions from COPSOQ (The Copenhagen Psychosocial Questionnaire II medium 
size). The following questions were used to measure stress:

These questions relate to how you have felt over the last 4 weeks.

• How often have you had problems relaxing? 

• How often have you felt irritable?

• How often have you felt tense?

• How often have you felt stressed?
(Response options: All the time, A large part of the time, Part of the time, A 
small part of the time, Not at all).

The responses were indexed and converted to a scale ranging from 1 to 100. The 
scale has a Cronbach’s alpha of 0.877. 

3.2 The level of our analyses

In the following analyses we compare groups, not individuals – specifi cally the 
average statistical scores of the three groups. We do not ignore that a certain level 
of stress in a group may be serious for the individuals who perceive it, even if the 
average level of stress appears relatively low in the inter-group comparison. For 
additional analyses of the relationship between performance measurements and 
stress on an individual, within-group level, see Dahler-Larsen and Pihl-Thingvad 
(2014a). 
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The groups manifest many relative diff erences. If we examine one diff erence at a 
time, we risk overestimating or misrepresenting this factor’s infl uence. Yet we do 
not off er results based on statistical correlations. It is important to emphasize that 
we only compare whole groups, and that we off er hypotheses to explain the diff er-
ences in stress levels between them. Our reasoning is that a given combination of 
factors in a group can lead to further fi ndings, and sometimes a more comprehen-
sive understanding, than can be achieved by focusing on one factor at a time. 

Furthermore, our group-based analyses do not allow us to exclude factors that 
might induce stress at an individual level. Variables to explain diff erences in stress 
between two individuals within a group (for example gender, age etc.) might be 
diff erent from variables that explain diff erences between groups. The same vari-
ables may play diff erent roles at diff erent levels of analysis (Hofstede et al. 1993: 
487). There is scope then for us – and for other researchers – to fi nd alternative or 
additional explanatory factors and mechanisms in subsequent analyses.

The comparison between groups is appropriate however, as it encourages consid-
eration of structural conditions and contextual circumstances that would remain 
invisible when comparing individuals within a group. It is also appropriate to look 
for combinations of factors that characterize groups, rather than isolating individ-
ual variables. Most stress models operate with combinations of factors. Here, we 
will develop hypotheses about which combinations of factors might help us under-
stand why the three groups do not exhibit the same levels of stress. Of course the 
three groups are not defi nitely representative of all public employees. However 
it is still valuable to analyze the groups in relation to the two aims of this article 
described above. 

4. Results

We have already acknowledged that performance indicators rarely work in isola-
tion. With this in mind, we will start by describing the three groups with respect 
to their perceived stress levels, followed by their general work situations – to 
provide background knowledge about how performance measurement is expe-
rienced in each of the three contexts. On that basis, we will fi nally look at how 
performance indicators may contribute to stress. The logic of the text follows the 
logic of table 1. 
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Table 1. Stress level, working conditions, and various aspects of performance indicators in three 

groups of employees

Language teachers
Upper secondary 
school teachers

Employment 
consultants

STRESS LEVEL

Stress level (0-100) 33.5 34.8 31.4*

WORKING CONDITIONS 
Most stress-inducing factor of the work 
environment

»My own work 
standards«

»My own work 
standards«

»High work pace«

Do you decide the content of your work yourself? 3.21 3.28 2.55*

Do you have to deal with other people’s personal 
problems in your work?

3.76 3.69 4.21*

I’m willing to work a bit beyond what I’m paid for 
if it helps achieve professional quality in my work

3.55* 3.73* 3.25*

PERFORMANCE MEASUREMENTS

How often do you think about performance 
indicators?

3.29 2.84* 3.38

Performance indicators are stressful 2.72 2.58* 2.71

How often does management react negatively to 
performance measurements?

2.64* 2.79* 3.11*

Performance indicators do not cover the core ele-
ments of my work

3.56 3.60 3.71*

Performance indicators lead to a one-sided focus 3.76* 3.48* 3.59*

New forms of performance measurement are be-
ing implemented constantly

2.87* 3.21* 3.43*

Performance measurement implies a lack of trust 
in my ability to do my work properly

2.59 2.90* 2.64

My professional group is able to influence how 
performance measurement is carried out at my 
workplace

2.55 2.49 2.71*

Performance measurement supports development 
initiatives at work

2.68 2.63 2.86*

Performance measurement creates clarity about 
what we are required to do

3.33* 2.88* 3.62*

Note: Unless indicated otherwise, the average scores are measured on a Likert scale, where 5 equals 
»strongly agree« or »very often«. The Stress measure is based on an index ranging from 0-100.
* This group differs signifi cantly from the other two in a t-test.

The table shows the average stress level in each group on a scale of 1 to 100. It is 
signifi cantly lower among employment consultants compared to the other groups, 
whereas language teachers and upper secondary school teachers have a higher 
stress level but do not diff er signifi cantly from each other. 

The next section of the table shows some key characteristics of the working 
conditions of the groups. Respondents had the opportunity to assess the degree 
to which a number of diff erent factors in their work were considered stressful. 
Upper secondary school teachers and language teachers indicated that their own 
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standards for performance – ie. their own demands of themselves – were the most 
stressful factor in their work. For employment consultants, pace of work was 
deemed to be the most stressful factor.

Employment consultants diff er from the other two groups in that they have far 
less infl uence on the content of their own work. As part of a larger organization 
bound by a number of managerial targets and legislative regulations, they do not 
enjoy the freedom of planning their own daily work as is the case with a teacher. 
All other things being equal, a traditional stress model such as the demand-control 
model predicts that high demands combined with the lack of freedom to meet 
them will result in stress. Here, however, consultants’ overall self-reported stress 
level is lower than that exhibited by the other groups. 

Exposure to other people’s personal problems has also been cited as a source of 
stress in many public-sector jobs (Sørensen et al. 2007). All three groups in this 
study have a relatively high score on this variable. Language teachers often fi nd 
themselves faced with the social and personal problems of immigrants. Upper 
secondary teachers may have to cope with the insecurities of young people – those 
on the verge of dropping out of school, or worried about not achieving the grades 
they need to pursue the higher education path or career of their dreams. Mean-
while employment consultants report, to a (signifi cantly) higher degree, that they 
too have to relate to clients’ personal problems. Even so, as a group they are less 
stressed than the other groups. 

As a measure of the groups’ levels of professional commitment, we asked respond-
ents to rate how far they are willing to work more than paid for in the interests 
of achieving professional quality in their work. Here, the upper secondary school 
teachers scored highest, followed by the language teachers. 

Summing up; a relatively high pace of work, lack of freedom to plan and organize 
their own work, and exposure to the personal problems of others were found to 
characterize the least stressed of our three employee groups, rather than the most 
stressed as might be expected for example in the DC model. The most stressed 
groups, on the other hand, was characterized by high personal standards and high 
levels of professional commitment. This observation is consistent with fi ndings 
in recent stress research (Buch et al. 2009; Allvin et al. 2006) which has found 
that, among knowledge workers in particular, the combination of a high degree of 
autonomy and high personal standards can trigger stress. If high work standards 
experienced as stress factors represent over-commitment, these fi ndings are also 
consistent with the ERI model. 

If this short summary may suffi  ce as an overview of some of the general factors in 
the work situation of each of the groups, we can go on to look more specifi cally at 
performance indicators. 
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Upper secondary school teachers devote considerably less time thinking about 
performance measurements than the two other groups. They also experience 
stress from performance measurement to a signifi cantly lower degree than the two 
other groups. On the other hand, for language teachers and employment consult-
ants, institutionalized performance measurements are very prominent in daily 
practice, both in terms of how much they think about indicators and how stressful 
they perceive these indicators to be. 

We invited all respondents to rate a wide variety of potential stressful factors. The 
highest ranking factor is work pace (for employment consultants) and personal 
work standards (among both groups of teachers), as shown in the table. However, 
given the formulation of the question, all groups place performance measurement 
after such factors as work pace and their own standards as triggers of stress (the 
full analysis is presented in Dahler-Larsen & Pihl-Thingvad 2014a). In other words, 
there is no support for the claim that performance measurement in itself should 
generally constitute a predominant problem compared to other stress factors. If 
performance indicators lead to stress, our interest should be directed more to-
wards their interaction with specifi c contexts and mechanisms. 

Management most often reacts negatively to performance measurement among 
employment consultants, less so with upper secondary school teachers and least 
with language teachers. 

That performance measurement does not cover core work tasks, and leads to a 
one-sided focus on the points being measured, are views reported by employment 
consultants and language teachers respectively. In neither case is this view par-
ticularly pronounced for upper secondary school teachers, however. 

The frequency with which new performance measurements are introduced is also 
a point of discussion. Here employment consultants score highest, and the upper 
secondary school teachers in between, whereas language teachers have operated 
with the same basic module system for some years and thus report a lower fre-
quency of change.

In seeking to determine whether performance indicators might be instrumental 
in explaining stress, we must take into account the following at this point. The 
most stressed groups do not experience the most common negative management 
reactions to performance measurement; nor do they succumb to the most negative 
distorting eff ects of performance measurements, nor the most frequent changes to 
performance measurement systems. 

On the other hand, we need to consider the following variables. Upper secondary 
school teachers believe that performance measurements indicate a lack of trust – 
to a larger extent than the other groups. This could be explained logically in terms 
of self-awareness resulting from their educational background, their high profes-
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sional involvement, and their extensive history as relatively autonomous profes-
sionals (at least until the recent upper secondary school reform). 

The question as to whether performance measurements help to create clarity 
reveals the largest diff erences between the groups in the entire table. Upper sec-
ondary school teachers register the lowest score. In their world, there are several 
performance indicators at play (pay-per-pupil systems, drop-out rates, grades 
and student satisfaction surveys). In addition, the confl ict between performance 
measurements and the employee’s own professional values are strongest among 
upper secondary school teachers. They all have an academic background and, of 
our three groups, have the highest professional involvement and the most intense 
confl ict between their own personal standards and their actual work practice (re-
sults are reported in Dahler-Larsen & Pihl-Thingvad 2014a). Given this background, 
they might also have the highest degree of resistance to the idea that performance 
indicators defi ne a legitimate aim of their work. Among employment consultants, 
on the other hand, we fi nd that performance measurements not only create more 
clarity over what is expected of them, but also that these indicators lead to devel-
opment initiatives at the workplace and that employees have a say in how perfor-
mance measurements are used. These three positive conditions of performance 
measurements seem to suggest – at least in terms of this group comparison – that 
the practice of performance management has at least some advantageous func-
tions for employment consultants. 

If performance measurements are to help explain that the two groups of teachers 
are the most stressed of the three groups in the study, the mechanisms are not 
negative management reactions or performance measurements’ distortion of work. 
The most likely mechanisms, we hypothesize based on the data, are rather con-
nected to the feeling of distrust, the sense of a lack of infl uence in the professional 
group, and the fact that performance measurements do not appear to create clarity 
nor help to promote development initiatives. All this can be understood in the 
light of these employees’ own sense of professionalism. A key role in this story is 
also played by the teachers’ own work standards, ie. their personal expectations 
of themselves and of the work they do. A source of tension may lie in a discrep-
ancy between their own standards and the lack of perceived meaningfulness and 
clarity in the performance indicators. For a further discussion of the relationship 
between employees’ own work standards and performance measurements within 
groups, see Pihl-Thingvad (2014b). In any case, this combination of factors is our 
best candidate for an explanation. 

5. Discussion and conclusion

The three groups of employees in our study did not experience performance meas-
urements as the most stressful factor. Typically, »own standards« and »work pace« 
are perceived as more stressful. 

The group that spends most time thinking about performance measurements 
daily is not the most stressed group. Nor is the lack of the freedom in determin-
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ing tasks, or the need to confront the personal problems of others, particularly 
pronounced in the most stressed group. If performance measurements contribute 
to stress in the most aff ected groups, it is not connected to a high level of nega-
tive reaction from management, nor to any distortion of their work due to perfor-
mance measurement. Quite contrary, for example, upper secondary school teach-
ers, a highly stressed group, is characterized by feelings of distrust, of a lack of 
professional infl uence, and a signifi cant sense that performance measurements do 
not provide clarity around work expectations. The professional involvement and 
high personal standards of the teachers might contribute to bringing these mecha-
nisms into play. These fi ndings are consistent with the ERI model. Although you 
experience freedom in your work, the work might still be stressful when you are 
very engaged in it, set high standards for yourself (which are then experienced 
as stressful), and furthermore feel exposed to performance indicators that are 
seen to be based on distrust and which do not create clarity. The lack of clar-
ity is probably due to both lack of correlation between several indicators (grades, 
student satisfaction, and drop out) as well as a mismatch between some of these 
indicators and the professionalism and self-awareness of the teachers.

The diff erences observed between the groups should not be used as the basis 
for arguing that individuals in less stressed groups are not stressed. With the 
least stressed group, another confi guration might contribute to stress (although 
of course at a lower, overall level for the entire group). Fast work pace, lack of 
job freedom, clients’ personal problems and management’s negative reactions to 
performance measurement results might, for example, lead to stress for employ-
ment consultants, just as the frequent introduction of new performance indicators 
might. 

The analysis in this article is tentative. Substantiated hypotheses have been devel-
oped on the basis of the table and inspired by theories about sources of stress. A 
direct and isolated impact of performance measurements upon stress is hardly de-
cisive, as it is lowest in the most stress-aff ected group(s), and we have other – and 
better – explanations for the stress being experienced here. This being the case, we 
have off ered confi gurations of conditions that can be used for understanding how 
performance measurements work in diff erent contexts at a group level. 

Our fi ndings have both managerial and organizational implications. A general, 
positive prescription for performance measurement does not seem helpful. An un-
derstanding of diff erent combinations of contributors is warranted (see also Radin 
2006). 

For instance, one confi guration includes a preoccupation with performance meas-
urements, negative management reaction to the measures, fast work pace and 
limited professional involvement, but at the same time clarity of demands. This 
combination of conditions seems to be associated with a certain level of stress. 
A higher level of stress is found in another confi guration characterized by high 
levels of professional involvement, high personal standards, and the feeling of dis-



How Performance Management may lead to Stress

59

trust and uncertainty connected to performance measurement. Factors such as the 
experience of distrust, involvement of professional groups in the preparation of 
how to measure performance, as well as organizational development on the basis 
of performance measurements, seem to be the obvious focus areas – if the aim is 
to promote the use of performance indicators managerially and organizationally, 
without simultaneously increasing stress. 

In theoretical terms, we are suggesting a situation-specifi c and contextually-ori-
ented approach to performance management. While the fi rst situation described 
above (found among employment consultants), may resemble the work conditions 
described in the demand-control model, the characteristics of the latter situation 
(for upper secondary school teachers) lies closer to the ERI model.

Our fi ndings about the ability of performance indicators to create clarity (which 
diff ers starkly across diff erent contexts) are interesting. Even though all groups 
widely agree with the statement that performance indicators contribute to a one-
sided focus in their work, the groups diff er considerably in their assessment of 
whether performance measurements create clarity around what is required of 
them. Qualitative data from the overall mixed-methods study (interviews with 
language teachers) indicates that while the module test system evidently has pros 
and cons, its ability to create clarity about the demands on employees is ultimately 
a positive factor. Even though such a performance measurement system seems 
to colonize the defi nition of sound professional work, it also removes confusion 
about what is expected (Dahler-Larsen 2014c). 

Increasing clarity in this way, then, would seem to be a sensible management 
strategy. This might involve removing ambiguity from a multitude of interacting 
or confl icting systems of performance measurement, to bring managerial messages 
into line with monitoring systems and to keep the frequency of change in perfor-
mance measurement systems under control. However, all this is easier said than 
done and, to an extent, controversial. Ambiguity in performance management sys-
tems won’t be removed by clearer management signals alone. Many performance 
measurement systems are defi ned in ways and on levels – for example a national 
level – which are beyond the reach of the individual organization or individual 
manager. Furthermore, uncertainty may be a sign of tension within a particular 
combination of conditions – including professionalism, self-awareness and the 
individual’s own standards of performance for example. A debate about profes-
sional values is often also a debate on how to handle broader democratic issues in 
society. 

An important overarching dilemma emerges too – from the observation that 
those professional groups which set high standards for themselves are also those 
that experience performance indicators as a source of distrust and uncertainty. A 
management dilemma, then, is whether to help these employees lower their own 
standards, with a view to increasing the acceptability of performance indicators. 
A more productive option might be to establish a dialogue between management 
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and employees about how individuals’ own standards are best understood and 
calibrated under particular conditions. Although in a modernized, individualistic 
culture, personal expectations and standards are perceived to be an issue only for 
the individual concerned, they are organizationally and sociologically the result of 
social processes (Pihl-Thingvad 2014b). 

Our analyses were designed to stimulate debate. In this article we suggested a sit-
uation-specifi c and contextual approach to performance measurements and stress, 
since diff erent models are appropriate to understanding diff erent work conditions. 
Beyond that, we have pointed to the importance of two special issues that deserve 
attention. One is the role of clarity in performance management, the other the role 
of the employee´s own standards – neither of which should be considered easy 
to manage. In our overarching research project (Dahler-Larsen and Pihl-Thingvad 
2014a), we explore diff erences between individuals in our groups, and elaborate 
further on the mechanisms discussed above.
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Abstract

This article investigates diff erences and similarities between performance manage-
ment systems across public services. We off er three theoretical propositions as to 
why the characteristics of performance management systems may still converge 
across policy areas in the public sector with diff erent levels of task complexity 
amid a lack of formal and overarching, government-wide policies. We advance our 
propositions from a comparative case study which examines the characteristics of 
performance management systems across social services (elderly care) in contrast 
to those employed in technical services (park services) in Denmark. Contrary to 
expectations of divergence according to diff erences in task complexity, the charac-
teristics of performance management systems in the two policy areas are observed 
to converge. We proposes that convergence has occurred due to 1) similarities 
in policy-specifi c reforms; 2) institutional pressures; and 3) complementarity 
between political needs and managerial needs. Finally, we discuss how our fi nd-
ings contribute to existing models of the way performance management systems 
develop in the public sector. 

1.0 Introduction

The use of performance measures and management has a long-held tradition in 
the public sector, and extensive experience has been accumulated (Johnsen, 2005). 
Since the 1980s especially, the public sector has witnessed a surge in the use of 
performance management and measurement to ensure effi  ciency, eff ectiveness, 
and accountability (De Bruijn, 2002; Pollitt & Bouckaert, 2004; Taylor, 2011). 

Prominent performance management scholars (e.g. Moynihan et al., 2011) have 
called for a contingency perspective (Chenhall, 2007), according to which optimal 
performance management systems should be designed and adapted to achieve de-
sired organizational goals and outcomes. Here, ‘optimal performance management 
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system’ is contingent on both external and internal organizational factors, includ-
ing contextual requirements and the relative complexity of the tasks involved in 
delivering particular services. From this perspective, the characteristics of perfor-
mance management systems should be expected to vary across given public-sector 
policy areas and services. 

However, it has been noted that the state context also limits variations and design 
options through formal, government-wide policies which promote the uniform us-
age of performance management systems across particular services (Radin, 2006). 
Such moderation may result in the adoption of less-than-optimal performance 
management systems in some policy areas; therefore caution has been advised in 
the application of overarching, government-wide policies for uniform performance 
management models, which risk neglecting the underlying causes of poor perfor-
mance, and quality of available performance indicators, and could distort incen-
tives in particular policy areas (Curristine et al., 2007, p. 28). 

This paper adds to the understanding of performance management systems adop-
tion in the public sector by highlighting further moderating mechanisms in a state 
context that might explain why performance management systems sometimes 
convergence across dissimilar policy areas. It explores diff erences and similarities 
between performance management systems in diff erent public services. We sug-
gest that convergence in the design (characteristics) of performance management 
systems, and therefore the potential adoption of less-than-optimal performance 
management systems, could be the result of a set of complementary factors, in 
the context of a lack of overarching, government-wide policies. To investigate this 
claim we compare two diff erent services (elderly care and park services) provided 
by Danish local government, representing diff erent levels of task complexity, in a 
national context where no overarching or formal government policies for the uni-
form use of performance management systems have been implemented. 

The comparative case study reveals a tendency for the characteristics of perfor-
mance management systems within the two services to converge in crucial aspects 
(purpose, target setting, measurement, and motivational mechanisms). We trace 
the reasons for this convergence, and advance a set of propositions which add to 
already established fi ndings about the infl ux of government-wide policies, and 
which help explain the convergence of performance management system charac-
teristics in the public sector. We propose that convergence may occur as the result 
of 1) similarities in policy-specifi c reforms; 2) institutional pressures; and 3) com-
plementarity between political and managerial needs. 

Next, we introduce performance management and its core activities, in order to 
operationalize the factors investigated in the comparative case study. We then 
describe our research methods and our reasons for selecting these two particu-
lar service areas, before setting out our case study analysis where we compare 
the characteristics of performance management systems across the two services. 
Following on from this discussion we propose three theories which we believe 
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could explain the convergence observed, and discuss how our fi ndings add value 
to existing models of performance management system development in the public 
sector.

2.0 Performance management 

Performance management systems (Pollitt, 2013) are defi ned according to a num-
ber of characteristics. By ‘systems’, we mean the way that performance manage-
ment is incorporated in a strategic cycle of goal-setting, monitoring, and feedback 
mechanisms (e.g. Bruijn, 2002; Halachmi, 2005). The ideal model for designing 
performance management systems has come to be associated with the specifi ca-
tion of measurable performance indicators, clear performance targets, the trans-
parent monitoring of performance, and tight coupling between performance, 
budgets, and fi nancial measures. In this model, performance management systems 
enable decision-makers to set priorities and specify expected performance, and 
agencies to perform effi  ciently and in alignment with what is expected of them (de 
Bruijn, 2002). 

Thus, performance management is expected to include the formulation of strategic 
goal-setting, clarifi cation of the link between a program and its (expected) eff ects 
and use of resources, and ongoing monitoring and feedback. Performance manage-
ment tools can be distinguished by their 1) purposes; 2) performance defi nitions; 
3) methods; and 4) monitoring systems. These four characteristics represent core 
activities in defi ning performance management, and are in line with the main 
considerations when applying performance management systems (e.g., de Bruijn, 
2002; Halachmi, 2005; Van Dooren et al. 2010). 

‘Purposes’ are the motives behind the introduction of performance management 
systems. These are essential as diff erent reasoning or prioritization is likely to 
result in a diff erent choice of measures (Pollitt, 2013). The systems may serve dif-
ferent purposes, such as learning, control, motivation, budgeting, promoting, or 
accountability (Brehn, 2003; Van Dooren et al., 2010). Under ideal circumstances, 
performance systems would have a precise purpose; in practice, however, these 
are often mixed and unclear (Pollitt, 2013). 

Performance defi nitions include deciding what the object of the performance 
management system is. Performance management may involve multiple goals and 
ways to measure them, and diff erent perspectives depending on the stakeholder 
(Moynihan, 2008). We are primarily interested in identifying who defi nes the per-
formance indicators, and what the main considerations of causal mechanisms are. 
Performance management systems produce data which are usually – though not 
always – quantitative (Pollitt, 2013). Quantitative data methods typically leave less 
room for actors to infl uence the standards of assessment and their results during 
the assessment process. Thus, quantitative measures refl ect tighter control (Beavan 
& Hood, 2006; Bruijn, 2002). Finally, monitoring, which specifi es the motivation 
mechanisms, is essential in characterizing performance systems. If monitoring is 
linked to the allocation of resources between individuals or organizations, it repre-
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sents tight control, providing further performance incentives in conjunction with 
the measurements (de Bruijn, 2002). 

3.0 Reserach Methods 

To conduct our research we compared the characteristics of performance manage-
ment systems used by two Danish service providers run at a local government 
(municipality) level. Danish municipalities have been at the forefront of imple-
menting performance management systems (Hansen, 2011) and encompass a wide 
range of services involving task of varying complexity. The two service areas cho-
sen for this study are elderly care (a social service) park services (a technical ser-
vice), as representing diverse requirements. Successful examples of performance 
management systems tend to be found within services refl ecting a low degree of 
task complexity, such as technical services (Moynihan et al., 2011), whereas perfor-
mance management appears to be more problematic in social services where there 
is typically a higher degree of task complexity (e.g., Van Dooren et al., 2010). 

In Denmark, elderly care is one of the welfare state’s ‘soft’ service areas – i.e. in-
volving human care and direct involvement with users. Task complexity is rela-
tively high, and the services attract high public and political attention and tend 
to be the subject of controversy, operating in a context where professional logic 
constantly is challenged by managerial logic (Rostgaard, 2012). Elderly care is pro-
vided in two formats: home care, where clients receive practical or personal help 
in their homes; and nursing homes, where clients live on a permanent basis and 
receive practical and personal help. Services included both advanced tasks, related 
to self-help and the rehabilitation of patients in their homes (Nielsen & Andersen, 
2006), and a number of standardized tasks such as dusting and cleaning.

By comparison, park services typically receive limited public and political atten-
tion and take place within a statutory framework with few or no legal require-
ments or policies (Lindholst et al., 2014). Provision is characterized by a range of 
technical tasks, such as tree pruning or grass cutting, as well as managerial tasks, 
such as planning which services to provide, allocating organizational resources, 
managing staff , or overseeing contracts (Gustavsson et al., 2005; Lindholst & 
Bogetoft, 2011). Service standards within the sector are adopted at a decentralized 
level by professionals with a main focus on the maintenance of green infrastruc-
ture rather than a focus on the underlying recreational, functional, or community 
needs (Lindholst et al., 2015). The management of park services also involves a 
degree of engagement with users (organized and un-organized). However, the level 
of engagement, involvement, and direct interaction with users is limited in admin-
istrative practice (Jansson & Lindgren, 2012).

As recommended by Yin (2008), our comparative case study builds on multiple 
data sources. These range from statistics and existing research, to reviews of vari-
ous performance management systems within the two areas. For park services, 
we draw on several research sources covering marketization and organizational 
change (Nuppenau, 2009); diff erent approaches for management and contracting 
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out within park services (Lindholst, 2009) and urban park management and main-
tenance in general (Bell et al., 2008; Randrup & Persson, 2009); as well as reviews 
of various performance management systems, including the Yardstick, Parkcheck 
(Yardstick, 2012), the Nordic Green Space Award (Green Space Award, 2013; Lind-
holst et al., 2012), and the professional standard for park maintenance in Denmark 
(Juul et al., 1998). For elderly care, we draw on relevant legislation (e.g., the Social 
Services Act), policy documents and reports (e.g., FOA, 2005; Ministry of Social 
Aff airs, 2007); statistics from Statistics Denmark; and existing research on the na-
ture of major reforms of elderly care in Denmark in the period from the mid-1990s 
to 2010 (e.g. Bjørnholt, 2006; Nielsen & Andersen, 2006; Rostgaard, 2012). 

4.0 Analysis 

Our analysis begins by examining the nature of performance management sys-
tems within elderly care and park services and their development over time. Based 
on this analysis, we evaluate the converging and diverging tendencies of perfor-
mance management systems between the two scenarios.

4.1 Performance Management in Elderly Care

For decades, elderly care service has been associated with images of ineffi  ciency 
and low status (Rostgaard, 2012), and ranked comparatively low in surveys 
(Nielsen & Andersen, 2006). In this environment, and especially since the mid-
1990s, various stakeholders have called for better management of the sector. Today, 
satisfaction surveys, benchmarking, and time registration have become integrated 
aspects of elderly care management. The increased use of performance manage-
ment systems in elderly care – particularly in home care – has been driven by a 
number of government reforms, such as Common Language (Hansen & Vedung, 
2010), Free Choice (Nielsen & Andersen, 2006; Rostgaard, 2006), and Elderly Care 
Documentation Project (Ministry of Social Aff airs, 2007). Parallel to this develop-
ment, however, municipalities themselves have developed performance manage-
ment systems, including municipal-specifi c targets (Bjørnholt, 2006). Table 1 sum-
marizes the most pronounced performance management systems in elderly care. 

The Common Language Project, carried out from 1992 to 2004, represents the fi rst 
major national initiative to improve the management of elderly care. Overall, the 
opportunities to benchmark elderly care services were boosted, as the Common 
Language reform established standards and new, compatible ways of describing 
elderly needs and the services they are entitled to (Hansen & Vedung, 2010). A 
monitoring and feedback system was never established, as a planned joint na-
tional database to benchmark municipalities against each other was never imple-
mented (ibid). 
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Table 1: Performance Management Systems in Elderly Care

PM system Purpose(s) Performance 

defi nition

Methods Monitoring 

mechanisms

Systems initiated at the national level
Common 
Language 

Improved management of 
elderly care 

The Local Government 
Association (KL)

Quantitative. A set of 
predefined perfor-
mance indicators

National database 
never implemented

Free Choice Accountability and 
increased marketization 
through benchmarking 
against other organizations

Parliament and 
ministries

Quantitative. A set of 
predefined perfor-
mance indicators

Municipalities
expected to
provide statistics to 
a national database

Documentation 
Project

Use benchmarking to en-
able politicians to hold the 
municipalities responsible 
for the results

Parliament and 
ministries.
However, indicators 
were shaped by what 
was already measured 
at municipal level

Quantitative. Focus 
on result and impact 
measures

Municipalities 
required to provide 
statistics on 23 
measures in a 
national database 

Systems initiated at the municipality level 
A variety of 
performance 
indicators

Document effective work 
time with clients (e.g., user 
time percentage) 

Information on the qual-
ity of services (e.g., the 
number of different care 
workers per client) 

Politicians and man-
agers at the municipal 
level, but also shaped 
by national reforms

Quantitative Performance 
targets required to 
ensure the accurate 
documentation of the 
costs

Satisfaction 
surveys 

Information about the qual-
ity of services from user/
client perspectives

Politicians and man-
agers at the municipal 
level
 

Quantitative but also 
qualitative elements

No sanctions or 
rewards

In the early 2000s, government reforms continued to support the development of 
performance measures in elderly care. In particular, the Free Choice reform played 
a crucial role, even though it does not represent a performance management sys-
tem per se. In 2003, a Liberal–Conservative government enacted a requirement for 
home care services to be open for tenders, the intention being to improve qual-
ity, cut costs, and encourage market forces in care provision (Rostgaard, 2012). 
To support the free-choice model, municipalities are obligated to specify the level 
of services and costs and make systematic and comparable information available 
to service users. Accordingly, services are described in great detail, and a certain 
amount of time is assigned to each task (e.g., 5 minutes for preparing breakfast). 
Consequently, this reform has fostered a comprehensive performance and bench-
mark system. First, a more accurate documentation of service costs was required 
to support a marketization movement, in order to guarantee fair competition 
between public and private providers. This was followed by a monitoring and 
benchmark system, as all Danish municipalities are expected to upload their qual-
ity standards, prices, and other measures to a national, Internet-based database. 
These quantitative performance indicators are intended to ensure transparency 
and comparisons in the area and enable politicians and other stakeholders to con-
trol how the Free Choice reform progresses. 
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More recently, the Elderly Care Documentation Project (Ministry of Social Af-
fairs, 2007) has continued the eff orts started in the Common Language reform and 
has succeeded in establishing a national database with a variety of performance 
indicators. Municipalities are now required to deliver statistics to a national data-
base. As a result, a number of indicators are published on the Statistics Denmark 
website including seven impact indicators (e.g., user time percentage), as well as 
16 background indicators including the number of clients receiving home care. 
The overall purpose is to provide relevant information to politicians and other key 
decision-makers. While the Documentation Project was decided and mobilized by 
the parliament and ministries, it is important to note that many municipalities had 
already initiated a number of the indicators. The monitoring system is considered 
to be strict, in that municipalities are obligated to report to Statistics Denmark, 
although there are no bonus or sanction systems. 

While performance management systems have been shaped by government re-
forms, municipalities are also heavily engaged in the discipline (Bjørnholt, 2006). 
Below, we provide three examples to illustrate the variety of measures municipali-
ties are using to improve the management of the area and satisfy government 
requirements. First, the measure of user time percentage has been introduced to 
document eff ective work time with clients. In practice, care workers are required 
to report the time spent and services provided at the point of care. The results 
enable politicians, both at the local and national levels, and other stakeholders to 
control service costs and service delivery. User time percentage has been included 
as an indicator in the national Elderly Care Documentation Project recently too, 
but has long (from before the Free Choice Program) been a key point of measure-
ment in many municipalities. Other measures, such as the number of diff erent 
care workers per client, focus more on service quality. This specifi c measure is 
now also included in the national Documentation Project. Measuring user satisfac-
tion is mandatory, meanwhile, even though it is up to each municipality to decide 
the questions in the survey. The purpose here is to provide information about the 
quality of elderly care from the user/client perspective. At a municipal level, there 
are also qualitative and municipality-specifi c measures at play. For instance, these 
are applied when the users are unable to answer quantitative questionnaires (e.g. 
those suff ering from dementia) or when more in-depth information is needed. 

Overall, performance management systems have defi ned much of the public 
agenda and the organization of elderly care service provision. A variety of sys-
tems and measures have evolved in a recursive relationship between national 
and municipal-level initiatives and interests. Nonetheless, the many procedures to 
control time, and to document the use of resources (supported by decree from the 
central government) have led to intense debate and struggles between stakeholder 
in the elderly care fi eld (Rostgaard, 2012). Led by the powerful DaneAge Associa-
tion and trade unions, critics claim that the new management and performance 
approaches have taken elderly care off  course with bureaucracy, the ‘tyranny of 
time’, de-motivated employees, and inferior services for the elderly. One of the 
central arguments has been that care workers currently spend too much time on 
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administrative tasks instead of caring for clients (e.g., Andersen, 1999; FOA, 2008), 
refl ecting an institutional tension in elderly care between management logic and 
a more traditional professional logic. Despite this disagreement and criticism, use 
of performance systems appears to persist. At the same time, counter trends are in 
evidence: for instance some municipalities have introduced ‘zones free of control’ 
and projects aimed at empowering (as opposed to controlling) employees.

4.2 Performance Management in Park Services

As in elderly care, the need to improve effi  ciency and focus on organizational 
performance has been an early feature of municipal park management through the 
implementation of New Public Management (NPM) tools – in the form of quality 
standards, provider–purchaser models, and frequent use of public procurement 
and outsourcing (Lindholst, 2009; Lindholst et al., 2015; Nuppenau, 2009). While 
developments in park services refl ect broader trends, there is no evidence of 
national government initiatives supporting this development. Table 2 provides an 
overview of three complementary systems which have been specially developed 
for park services performance management. 

Table 2. Performance management systems in park services

Performance 

management 

system

Main purpose(s) Performance 

defi nition

Methods Monitoring 

mechanisms

Systems initiated at the national level

None 

Systems initiated at the municipal level

Standardization Cost efficiency/rational 
planning/requirement for 
management of internal 
of external arms-length 
relations 

Typically managers 
and consultants 

Quantitative (e.g., 
grass cutting or tree 
pruning). 
Use market to test 
prices on predefined 
service levels

Contractual logic, 
including eco-
nomic penalties 
for defaults

Green Space Award Improve performance/
raise public and political 
profile (give account)

Managers, research 
and users, optional 
for applying for 
approval of a park 
for a Green Space 
Award (GSA)

Qualitative/external 
inspection and 
judgment of a park 
against a predefined 
set of criteria

Input to planning 
decisions/resource 
allocation

Yardstick, 
Parkcheck

Accountability through 
benchmarking against 
other organizations 

Managers and con-
sultants, based on a 
common system

Quantitative/external 
measurement of a 
set of predefined 
performance indica-
tors for organization 
and services

Input to planning 
decisions/resource 
allocation

The initial adoption of performance management was based on a sector-wide 
system for the standardization of maintenance operations (e.g., grass cutting or 
tree pruning), and for control over maintenance against expected service lev-
els, as defi ned by a set of common standards. The system was developed in the 
late 1990s to provide a ‘common language’ for municipalities. It has been widely 
implemented by Danish park managers to address the need to improve internal 
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effi  ciency and/or outsource services. In contrast to the changes observed in elderly 
care, this system has been developed from within the sector itself and adopted 
without government support or statutory requirements issued at a national level. 
It has been based on a specifi cation of services in technical and quantitative terms 
fi t for the purpose of, for example, benchmarking, competitive pricing, setting 
maintenance levels, and the rational planning of work. Standardization has been 
established by defi ning a range of constituent ‘elements’ in a green space and a 
set of performance- and instruction-based specifi cations and acceptance levels for 
the quality of associated maintenance tasks. In this case, performance has been 
managed using a market-based approach, with competitive pricing as the main 
mechanism for achieving effi  ciency, and contractually-embedded mechanisms for 
feedback and the tight enforcement of terms, including economic penalties for 
defaults (Lindholst, 2009). 

In the second half of the 2000s, the sector’s standardization system was comple-
mented by other viable performance management systems, partly in response to 
criticism of the standardization system (Lindholst et al., 2015). Among the newer 
systems are more holistic approaches at the park level, such as the ‘Green Space 
Award’ and organization-wide performance management systems including ‘Yard-
stick, Parkcheck’. 

The Green Space Award (GSA) is a system for enhancing and benchmarking the 
quality of park services at an individual park and management team level. The 
system was developed by a Nordic network including municipalities, research in-
stitutions, professional organizations, and interest groups without support or ini-
tiatives from central administration or national-level politicians. The development 
was partly on the result of criticism of the limited scope of the standardization 
system, which is quantitative in nature, to cover broader structural, functional and 
recreational qualities. The core of the benchmarking consists of 41 quality criteria 
grouped within three themes related to ‘structure and general aspects’, ‘function-
ality and experience’, and ‘management and organization’, which together defi ne 
excellence in park services. The performance indicators in the GSA system refl ect 
a body of research (e.g. Bell et al., 2008) that identifi es a broader range of tangible 
and intangible public values associated with green spaces and their use. Measure-
ment is carried out in the GSA system through an external audit, performed by a 
network of trained professionals and laypeople, summarized by a score and writ-
ten statement. Parks that pass a certain level receive an award that can be used 
for promotion and recognition. Municipalities themselves choose whether they 
want to apply for an audit, and there is no tight coupling between the allocation 
of resources and the result of the audit. The main purpose is to focus internally on 
excellence and gain external recognition, thereby providing an incentive for the 
allocation of resources towards parks that are audited. The development and defi -
nition of the performance measures has found broad support from decentralized 
actors including municipalities, research institutions, professional associations, 
and interest groups within the fi eld. Central political support at a national level 
has been absent however, although the aim of the GSA fi ts neatly with the surge 
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of new performance measures and quality standards for diff erent public services 
(e.g., in the fi eld of elderly care) that has been coordinated by central state agen-
cies and the Local Government Association. 

Yardstick, Parkcheck is an internationally available benchmarking tool developed 
by parks and facility managers to provide a method for collecting management 
information and for measuring, evaluating, and driving the performance of public 
organizations responsible for urban parks and green spaces. Yardstick, Parkcheck 
establishes a performance management system for benchmarking, which – in 
theory – demonstrates the relative effi  ciency of an organization (through compari-
son either with earlier years or the performance of other organizations). The sys-
tem has been implemented by a range of major Danish cities since 2010, including 
Aalborg, Aarhus, and Odense. The rationale lies in a series of key performance in-
dicators (KPIs) measuring performance within both management (e.g. operational 
excellence or effi  ciency) and services (e.g. user satisfaction), which can be com-
pared across municipalities, nationally as well as internationally. Information from 
participating municipalities is updated annually – performance can be evaluated 
against specifi c indicators, and areas identifi ed for improvement. Performance is 
reviewed using a standardized methodology, based on external assessment car-
ried out by a consultancy, which includes both qualitative and quantitative in-
formation. Overall, the Yardstick model focuses at an organizational level rather 
than on individual parks, and provides a system for organizational learning and 
improvement. 

Overall, none of the performance management systems has involved politicians 
directly in the defi nition of performance targets or measures, and there is a genu-
ine lack of national political interest within the area. Standardization addresses 
political requirements for outsourcing and market tests of organizational perfor-
mance, for example, but politicians were not directly involved in the defi nition 
of performance measures. The Green Space Award also tries to assume a political 
level, through increased public awareness, and acknowledgment, of the provision 
of a recognized and high quality service (which ought to appeal to local represent-
atives at least). Generally speaking, there is a low level of political attention and 
hence institutional tension and goal confl ict within the fi eld. This is refl ected in 
the limited involvement and interests at a political level in the defi nition of perfor-
mance measures within park services. It is also worth noting that the development 
of performance management systems and practices in park services is character-
ized by the successive introduction of complementary systems addressing diff er-
ent managerial priorities. The standardization system has established a robust 
methodology for managing performance as defi ned by quantitative measures for 
maintenance tasks. Its limitations regarding the measurement of functional and 
recreational values, as well as measuring service provision at a municipal level, are 
addressed by systems introduced below. While the former system relies on very 
tight feedback mechanisms, the latter relies on loose couplings that are related 
more to organizational learning and development than to narrow conceptualiza-
tions and the documentation of technical effi  ciency. 
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4.3 Cross-Case Analysis

Our analysis confi rms that performance management systems have been imple-
mented increasingly in both park services and elderly care provision. In both 
areas, the initiation of performance management is associated with New Public 
Management (NPM) and a need to improve effi  ciency, focusing on organizational 
performance. In both areas, the development is propelled by the introduction of 
benchmarking and marketization, which forces the respective service sectors to 
develop quality indicators and assess performance. In this sense, similarities exist 
across the two sectors regarding the role of marketization in the development of 
key performance systems. In elderly care, the Free Choice and Common Language 
reforms shaped the implementation of marketization, whereas the standardization 
system shaped the implementation in park services. For park services, however, 
the challenge to defi ne performance systems congruent with marketization trends 
has been addressed primarily by management, any political infl uence being only 
tenuous and related to general policies and trends promoting outsourcing in the 
public sector. By contrast, in the case of elderly care, politicians and government 
agencies have played a major role in the initiation and assessment of performance 
management.

Our analysis highlights a much tighter coupling with a national policy level in 
the defi nition of performance systems in elderly care compared to park services, 
as well as for monitoring systems in the various performance systems. In park 
management, we see no examples of performance systems initiated at a national 
level (Table 2), whereas a number of government reforms have been found to 
play a crucial role in shaping performance measures in elderly care (Table 1). For 
instance, the so-called Elderly Care Documentation Project is a comprehensive 
performance indicator program supported by government agencies. The involve-
ment of politicians and public interest in elderly care seems to increase the need 
for control. The development of performance systems for park services has been 
driven more by managerial and professional needs than political involvement and 
ambitions. For instance, standardization systems have been developed by profes-
sionals without interest and/or direct political involvement in defi ning perfor-
mance criteria and measures. Interestingly, later developments (e.g. the Yardstick, 
Parkcheck benchmark system) recognize the lack of political interest as problem-
atic and seek to increase political involvement by providing an account which, in 
principle, should be able to raise the political profi le. In elderly care, by contrast, 
the introduction of performance management is already to a large extent driven 
by political tension and a (political) need to signal accountability and control. 

5.0 Discussion and concluding remarks

In this research we have examined the application of performance management 
systems across two very diff erent public service areas (elderly care provision and 
park management). Given that park upkeep is a simpler service, we expected a 
more rigorous application of performance systems here than in the more complex 
fi eld of elderly care service provision. However, we found that that the systems 
used in both areas converged in their characteristics, refl ecting a ‘one size fi ts 
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all’ mentality in the use of performance management systems. The study adds to 
existing performance management knowledge, especially around the development 
of performance systems (Moynihan, 2008; Moynihan et al., 2011; Radin, 2006), 
by off ering a description of how such systems are initiated, and the nature of the 
measures used in diff erent service areas. While Radin (2006) has suggested that a 
one-size-fi ts-all, government-wide policy may lead to convergence, we argue that 
the convergence of performance management systems in elderly care and park 
services has been driven by other mechanisms. The fi nal section of this paper out-
lines three propositions that could help explain the converging characteristics of 
performance management systems in diverse applications, and discusses how the 
fi ndings contribute to related literature in this fi eld. 

Proposition 1: Policy-specifi c reforms contribute to the convergence of the perfor-
mance management systems in the two studied public sector services. Our cross-
case analysis has revealed the impact of specifi c, but also similar, policy reforms 
in each of the two areas on the development of quite comprehensive performance 
indicator programs. In particular, benchmark initiatives (Elderly Care Documenta-
tion Project and Yardstick, Parkcheck in park services) and privatization/marketi-
zation initiatives (Free Choice in elderly care and the Standardization System in 
park services) have pushed for convergence, since all initiatives require a certain 
level of information and performance specifi cation. Thus, in line with existing 
research (Chenhall, 2007), we have found that competition calls for formalized and 
tight performance-control systems. 

Proposition 2: Diff erent forms of institutional pressure contribute to the conver-
gence of performance management systems across the two studied public sector 
services. Another related reason for convergence in the application of perfor-
mance management systems in the two cases concerned could be institutional 
pressure. According to DiMaggio and Powell (1983), similar management concepts 
are often spread across diff erent areas and applied in similar ways through norma-
tive, mimetic and coercive mechanisms. Digging deeper into the application of 
management concepts, however, most studies fi nd diff erences across sectors and 
services (Pollitt et al., 2006; Røvik, 2007). Similarly, in our study of performance 
management, we found a number of diff erences in the two sectors being scruti-
nized (e.g., politicians play a major role in the initiation of performance measure-
ment in elderly care, whereas they are almost entirely absent in the equivalent 
process in park services), but the broad conclusion from our cross-case analysis 
suggests tendencies towards convergence in the characteristics of performance 
management systems across the two sectors. In elderly care, the pressure towards 
a comprehensive performance management system includes aspects which are 
reminiscent of a coercive mechanism, as a variety of government-initiated reforms 
have played a vital role in shaping performance measures. In park services, the 
pressure recalls more normative mechanisms, as managerial and professional 
needs have driven performance measures. The outcome has proved quite similar 
however, as extensive performance systems have been adopted in each area. 
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Proposition 3: While it may be more obvious to introduce a rigorous performance 
system with respect to a simpler service (e.g., park services) than more complex 
services (such as elderly care), this may be outweighed, as elderly care is charac-
terized by high political attention in which performance systems may be a fea-
sible tool for signaling accountability and control. In line with existing research 
(Askim 2007, 2009; Askim & Hanssen, 2008), we found signifi cant diff erences in 
the political attention given to performance management system in our two sec-
tors (high in elderly care, low in park services). Thus, strong political attention 
may entail tighter measures, and performance management systems may attract 
substantial attention if the area is highly politicized. This proposition adds to dis-
cussions around political interest in performance management systems. It implies 
that political attention may be just as important as task complexity when trying to 
understand the similarities and diff erences between characteristics of performance 
management systems; and emphasizes the extent to which performance manage-
ment systems require political input to be managed (Pollitt, 2013). 

In closing, we will discuss whether the identifi ed performance management sys-
tems in park services and elderly care represent an optimal ‘fi t’ in their specifi c 
context. As seen in our analysis of the public sector, organizations (some more 
than others!) are characterized by the need to comply with centralized policies 
and controls. In this case, organizations may adopt structures and processes that 
are less effi  cient, as seen from a selection/fi t explanation in a competitive envi-
ronment. In the case of elderly care provision, the development of performance 
management may have resulted in the adoption of less than optimal PM systems 
(refl ected in the critique), which have subsequently been disseminated within this 
sector. In the case of park services, this has allowed for a more decentralized ap-
proach to the development of performance management systems than in elderly 
care. However, the problem then becomes the adoption of effi  cient performance 
management systems across the sector – models may only be adopted by a few 
organizations, as there are no competitive pressures for local adoption – or strong 
institutional mechanisms (= centralized coordination) for dissemination. Both situ-
ations (weak and strong levels of political attention) have their pitfalls. In complex 
settings, such as elderly care, with ambiguous goals and a politicized environment, 
the number of measures may easily increase in order to ensure accountability to 
various stakeholders (Moynihan, 2008; Pollitt, 2003). Thus, the measures are in 
danger of becoming just as complex and contradictory as the interests and precon-
ceptions of diff erent actors, therefore providing no directions for performance.

While the results bring us somewhat closer to an understanding of performance 
management, the analysis also raises a number of questions requiring further 
exploration. First, the categorization of the sectors under analysis (simple vs. com-
plex services) may be too crude. For example, there are also complex tasks in tech-
nical services (e.g. public values associated with green spaces and their use), just 
as there are simple tasks associated with elderly care (e.g. cleaning). In this sense, 
cleaning and grass cutting are comparable tasks, so similar performance measures 
could be applied. Second, we are not able to conclude which of our propositions 
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holds most water. This would require a more theoretical, testable design, in which 
cases are selected systematically to test the theoretical perspectives. In order 
to further understand and explain similarities and diff erences in performance 
management, future research will benefi t from more comparative studies and the 
cross-comparison of more public services. 
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The partial adoption of 

performance budgeting 

at Danish hospitals
Mads Leth Felsager Jakobsen

Abstract

This study examines the adoption of formula-based performance budgeting [tak-
stafregning] in the Danish hospital sector. The pattern of adoption is shown to 
mirror the international trend of partial adoption of performance management 
systems. Hospitals and wards have had their reimbursements linked to output, 
but this has not been fully backed by fi nancial autonomy. Partial adoption of 
performance management is particularly prevalent at the ward level. Furthermore, 
patterns of adoption seem to be the combined result of an institutional pressure 
directed at the formal elements of formula-based performance budgeting, and the 
fi t between performance budgeting and management capacity. In particular, the 
fi t with management capacity provides a strong basis for explaining the diff erent 
patterns of adoption at the hospital and ward levels. This study is based on survey 
data gained from 26 Danish hospitals in 2007, and interviews with fi nancial of-
fi cials at nine Danish hospitals in 2011.

1. Introduction

Use of performance measurement and management systems for improving organi-
zational performance has dominated discussions about public sector management 
in recent decades (Pollitt and Bouckaert, 2011; Robinson, 2002). However, formal 
adoption of such systems does not automatically equate to real change. Not only 
have performance management systems often failed to deliver the expected ben-
efi ts (Moynihan, 2008; Meier and O’Toole, 2009; Hood and Peters, 2004), but also 
in many cases they have not been fully adopted. In particular, it has been diffi  cult 
to secure the fi nancial and operational autonomy envisaged in the doctrine of 
performance management (Utz, 2010; De Araújo and Branco, 2009; Binderkrantz 
and Christensen, 2009; Moynihan, 2008; Goldfi nch, 2006, Pettersen and Nyland, 
2006; Pettersen 1999). The result is a pattern of »partial adoption« or »half-hearted 
managerialism« (Moynihan, 2008; Hood, 2002). 

This paper examines the extent to which a specifi c form of performance man-
agement – formula-based performance budgeting – has been adopted at Danish 
hospitals and on hospital wards. Formula-based performance budgeting is a very 
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strong form of performance management, as it attaches fi nancial incentives to 
performance by linking the performance of organizations to their funding (Bech, 
2004; Robinson, 2002: 18-20; Jegers et al., 2002: 260). It has been introduced in 
the Danish hospital system under the heading »Activity-Based Reimbursement« 
[takstafregning]. 

The paper seeks to answer three questions: 
1. Has the adoption of formula-based performance budgeting at Danish hospitals 

mirrored the international trend of partial adoption? 
2. Has the adoption of formula-based performance budgeting diff ered between 

organizational levels within hospitals?
3. What are the likely explanations for the observed patterns of adoption? 

By answering these questions, the paper makes three contributions to research in 
this fi eld. First, it provides a fi rst broad systematic account of how formula-based 
performance budgeting has been adopted at Danish hospitals, at both the hospi-
tal and ward levels. Such an account is especially important in relation to wards, 
since these are central to the performance of hospitals and yet our knowledge 
about this level is limited. The main empirical fi nding is that partial adoption is 
prevalent at both levels; either management does not formally grant fi nancial au-
tonomy, or it does not (as far as is evident from its actions) respect this autonomy. 
Furthermore, there is a higher level of partial adoption (and outright rejection) of 
formula-based performance budgeting at the ward level than at the hospital level.

Second, this empirical analysis strengthens the fi nding from the performance 
management literature that partial adoption is a very common phenomenon. It is 
a non-trivial contribution to the literature too, because, in contrast to much of the 
other literature on performance management (see Moynihan, 2008), it focuses on a 
strong performance management system based on economic incentives, and exam-
ines partial adoption in terms of not just formal but also behavioral adoption.

Third, by combining quantitative comparisons of adoption at hospital and ward 
levels with interview data on reasons for adopting formula-based performance 
budgeting for wards, the paper fi nds strong indications that the diff erent adoption 
patterns at the hospital and ward levels are due to variations in the fi t between 
formula-based performance budgeting and management capacity. The strong 
incentives of formula-based performance budgeting is more diffi  cult to align with 
achieving organizational goals at a ward compared to a hospital level. This ex-
planation is somewhat at odds with traditional explanations of partial adoption 
which emphasize how institutional pressure attaches symbolic value to only some 
elements of performance management systems (eg performance) but not to other 
parts (such as autonomy) (Moynihan, 2005). 

The analysis is based on a 2007 survey of 26 Danish hospitals about their adop-
tion of formula-based performance budgeting. This is combined with the fi ndings 
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from qualitative interviews with fi nancial offi  cials from nine hospitals in 2011 on 
the use of formula-based performance budgeting for wards. 

The paper fi rst develops the analytical framework and derives empirical expecta-
tions, before going on to outline the data for analysis. It then provides empirical 
analysis of the patterns of adoption and likely explanations, from which we draw 
our conclusions and propose suggestions for subsequent research. 

2. Analytical framework and empirical expectations

Broadly defi ned, performance management is »…a system that generates perfor-
mance information through strategic planning and performance measurement 
routines and that connects this information to decision venues, where, ideally, 
the information infl uences a range of possible decisions« (Moynihan, 2008: 5). It 
includes management systems that have diff erent forms – for example whether 
or not performance results are made public, and whether or not they are linked 
to incentives (Moynihan, 2008; Propper & Wilson, 2003: 253-254). The doctrine of 
performance management states that results will improve when public organiza-
tions are given clear goals, incentives to pursue the goal, and autonomy to fi nd 
their own best way to accomplish this (Moynihan, 2008; Hood, 2002). 

This paper looks at a specifi c type of performance management: formula-based 
performance budgeting. That is a management system based on: (1) a formula 
linking performance results to reimbursement, and (2) fi nancial autonomy with 
respect to means and economic dispositions (Robinson, 2007a: 54; Davies, 1999: 
151; Jegers et al., 2002: 60). If an organizational unit submitted to formula-based 
performance budgeting delivers a poorer performance than expected, it will re-
ceive less money than expected – and the opposite if it delivers a performance that 
is better than expected. Furthermore, the unit has autonomy to use its resources 
as it sees fi t; if it delivers a surplus, it can keep this and use it within the unit. 
However, if for instance a defi cit should occur due to bad management, the unit 
must also recover this defi cit itself in the subsequent period. Performance is thus 
fi nancially incentivized. 

In recent decades, such formula-based performance budgeting systems have been 
widely adopted in hospital sectors around the world (Gilardi et al., 2009). Perfor-
mance is measured as activity within the diagnosis-related group (DRG) system 
that groups patients with medically-related and economically-comparable diagno-
ses (Cots et al., 2011: 75; Ankjær-Jensen et al., 2006). 

2.1 Partial adoption of formula-based performance budgeting

When an organization is introduced to a management concept such as formula-
based performance budgeting, it can respond in one of three ways. It can reject 
the concept altogether, it can fully adopt the concept and turn it into practice, or 
it can do something in between. Partial adoption describes these »in-between« 
responses. A more explicit conceptualization of partial adoption can be derived 
from institutional theory (Oliver, 1991) which distinguishes between formal and 
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behavioral adoption. This is shown in Table 1 where four types of responses are 
outlined.

‘Acquiescence’ means that the organization both formally adopts the new concept 
and changes its behavior accordingly (Oliver, 1991: 152-153). Hence, the organiza-
tion sticks to the doctrine behind the concept. With formula-based performance 
budgeting that would imply not only the formal adoption of formula-based reim-
bursement and fi nancial autonomy, but also that these were put into practice.

Table 1. Inward organizational responses to a new management concept

Formal adoption

Yes No

Behavioral adoption
Yes Acquiescence Bottom-up

No Avoidance Defiance 

In the case of ‘Avoidance’, the organization separates the formal adoption of the 
management concept from actual behavioral adoption, which is absent. This is one 
form of partial adoption – ie where the new concept is formally adopted but not 
put into practice. ‘Defi ance’ means that the management concept is neither for-
mally nor behaviorally adopted. Between avoidance and defi ance there is another 
case of partial adoption, however, which is not shown in Table 1. Here, the organi-
zation formally adopts some, but not all of the elements of performance budgeting 
– for example formula-based reimbursement but not fi nancial autonomy. This can 
be called ‘Partial Defi ance’. Finally, an organizational response characterized by 
behavioral adoption but no formal adoption would indicate a bottom-up response 
from the lower echelons of the organization. 

How organizations such as Danish hospitals respond to the concept of formula-
based performance budgeting can be conceptualized as a question about whether 
they adopt three diff erent aspects of the concept (see Robinson, 2007a; Bech et al., 
2006; Serritzlew, 2006; Biørn et al., 2003):
1. A formula linking output and reimbursement;
2. Formal transfer clauses for surpluses and defi cits; 
3. No behavioral exemptions from such formal transfer clauses.

The fi rst two aspects measure the formal linkage between performance and fi -
nances and the formal establishment of fi nancial autonomy, while the last meas-
ures whether fi nancial autonomy is put into practice. 

The incentives created by the system are the result of all three aspects. The for-
mula establishes the link between performance and reimbursement. As is typical 
of the formulae in the Danish hospital sector, it sets a fi xed rate of reimbursement 
that a unit such as a hospital or ward receives for each increment of performance. 
The scale of this rate indicates the strength of the formula. The more substantial 
the rate for each extra increment of output, the stronger the incentives faced by 
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the hospital or ward to deliver performance. If, however, the units do not enjoy 
the fruits of a surplus or incur the trouble of a defi cit, the formula does not pre-
sent adequate fi nancial incentives to drive performance. If defi cits are compen-
sated, the measures also have less of a consequence. That is why not only formal 
adoption, but also the absence of exemptions, are important for the effi  cacy of 
formula-based performance budgeting.

Table 2 shows how diff erent responses to the concept of performance budgeting 
can be categorized. 

Table 2. Categorizing organizational responses to formula-based performance budgeting

Acquies-

cence 

Partial adoption

Defi ance

Avoidance
Partial 

defi ance

Formal 

adoption

Linkage (formula) 
between rewards and 
output

+ + + ÷

Formal transfer 
clauses

+
+ ÷ ÷

Behavioral 

implementation

No exemptions from 
transfer clauses

+ ÷ ÷ ÷

Acquiescence requires not only the formal adoption of reimbursement of output 
and transfer clauses, but also the refusal to permit exemptions from these transfer 
clauses. Partial adoption happens either through avoidance (where output reim-
bursement and transfer clauses are formally adopted but not put into practice) 
– or partial defi ance (where transfer clauses are not formally adopted nor put into 
practice). If a formal link has not even been established between output and reim-
bursement, we have a case of defi ance.

2.2 Explaining partial adoption and its variations

Two broad arguments are highlighted in the performance management literature 
to explain the adoption of performance management: institutional pressure and 
management capacity (Moynihan, 2008). The ‘institutional pressure’ perspective 
focuses on whether external factors coerce and entice the organization to adopt 
performance management, while the ‘management capacity’ perspective focuses 
on whether performance management helps public managers realize organiza-
tional goals. 

2.2.1 Institutional pressure 

Institutional pressure on an organization arises from the institutional environ-
ment of the organizations. This environment consists of actors interacting within 
the same societal fi eld such as a policy sector. Such fi elds can give rise to strong 
symbolic pressures from fashions and norms about what constitutes the right 



Danish Journal of Management & Business nr. 3 & 4 | 2014

84

management systems (Zucker, 1987: 449-450). Without at least formal adoption of 
‘fashionable’ management techniques, organizations become vulnerable to external 
criticism (Brunsson, 2002; Meyer & Rowan, 1977). Moynihan (2005) has found that 
the symbolic value of performance management systems has been a key factor 
behind the adoption of performance management in the US.

Institutional pressures can, however, also be coercive – for instance within hier-
archical relationships between political authorities and subordinate organizations 
(Oliver, 1991: 167-170; DiMaggio & Powell, 1983). Lega and Vendramini (2008) have 
shown how the adoption of performance management systems in the Italian hos-
pital system was driven both by symbolic and top-down coercive pressures. The 
stronger and more homogenous the symbolic and coercive pressures are, the more 
organizations can be expected to adopt the management concept (Scott & Davis, 
2007: 131ff ; DiMaggio & Powell, 1983). 

2.3 Institutional pressure in Danish hospitals

The Danish hospital sector is typical of the Scandinavian welfare state – in that it 
is tax-funded, has universal access, is decentralized, and is publicly owned. Until 
2006, public hospitals were owned and managed by 14 democratically-elected 
county councils, which in 2007 were replaced by fi ve democratically-elected 
regional councils. Above this level, the central government sets the overall legisla-
tive framework for the sector, but it is not directly involved in the management 
of hospitals (Vrangbæk, 2012; Strandberg-Larsen et al., 2007: 48). So, the county 
and regional councils have had wide discretion in their management of hospitals 
(Ankjær-Jensen et al., 2006: 1; Damgaard & Pallesen, 1998: 133-134). At the hospi-
tals, the management has hierarchical authority to run wards and other hospital 
functions within the limits set by the region (Christensen et al., 2011: 176-177). 
Applying the ‘institutional pressures’ perspective to the Danish public hospitals 
sector gives rise to specifi c expectations about the adoption of formula-based per-
formance budgeting. 

From the turn of the century, Danish county (and regional) councils and hospi-
tals have been exposed to a strong institutional pressure to adopt formula-based 
performance budgeting (Ankjær-Jensen et al., 2006: 2). This has been justifi ed by 
its claimed positive eff ect on hospital activity and effi  ciency (Indenrigs- og Sund-
hedsministeriet, 2005: 22; Ministry of Finance, 2003: 15). 

The pressure has been coercive in relation to some aspects of formula-based 
performance budgeting. Through legislation and annual budget agreements, the 
central government has demanded the formal use of formulae linking output and 
hospital reimbursement. These formulae were to cover 10 percent of hospital re-
imbursement in 1999, 20 percent in 2004, and 50 percent in 2007 (Jakobsen, 2010). 
There has been no coercive pressure to adopt fi nancial autonomy in the form of 
transfer clauses; it has been recommended in the annual agreements between 
the counties/regions and the central government, however, that hospitals should 
have increased levels of autonomy (Ministry of Finance, 2003: 38). In a few coun-
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ties and regions, the councils have also coerced hospitals to adopt some kind of 
formula-based reimbursement for their wards (Dørken et al., 2012: 74-75; H:S et 
al., 2005: 61). The coercive pressures for formula-based performance budgeting is 
shown in the right column of Table 3. 

There are also strong indications that the coercive pressure has been supple-
mented by a symbolic pressure to formally adopt formulae linking output and 
reimbursement and fi nancial autonomy at both a hospital and ward level. A range 
of offi  cial reports has recommended formula-based performance budgeting as 
the future management model for the Danish hospital sector (Møller Pedersen et 
al., 2006: 37-39). During the same period, formula-based performance budgeting 
became widely used in most western countries, indicating that it had become the 
fashionable way to manage hospitals (Wiley, 2011: 3; Jakobsen, 2010; Gilardi et al., 
2009). This pressure is illustrated in the centre (and right) column of Table 3.

Symbolic pressures can only encompass what is visible to the actors in the 
institutional environment, however. This is not the case for exemptions to trans-
fer clauses within the Danish hospital sector. Exemptions are not part of formal 
descriptions of performance budgeting systems. Both at the counties/regions and 
at the hospitals, management has discretionary power to allow for exemptions to 
transfer clauses at hospital and ward levels respectively, without embarking on 
a publicly visible and salient process of formally changing the rules. If the ex-
emptions had required legislative changes, as is the case with private schools in 
Denmark for instance, this would have been much more troublesome and visible 
to the general public and thus a potential subject for institutional pressure (see 
Serritzlew, 2006). This lack of pressure in relation to exemptions is shown in the 
left column of Table 3.

Table 3. Institutional pressure and fit with management capacity

Institutional pressure

No explicit pressure Symbolic Coercive 
(and symbolic)
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it
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e
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c
a

p
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c
it

y

Higher
Exemptions from transfer 
clauses (hospitals)

Formal transfer clauses 
(hospitals)

Reimbursement of output 
(hospitals)

Lower

Exemptions from transfer 
clauses (wards)

Formal transfer clauses 
(wards)

Reimbursement of output 
(most wards) 

Reimbursement of output (a 
few wards)

Horizontally, Table 3 illustrates how the institutional pressure varies between for-
mal formula-based reimbursement, formal transfer clauses and exemptions from 
these transfer clauses. We have:
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• coercive and symbolic pressure for adoption of a formula linking performance 
to reimbursement;

• symbolic pressure for formally adopting transfer clauses; and

• no pressure for not exempting from transfer clauses.

Based on the ‘institutional pressures’ perspective, we should expect partial adop-
tion of formula-based performance budgeting in the Danish hospital sector, 
because the pressure has not encompassed exemptions from transfer clauses. 
Furthermore, we should expect slightly increased defi ance at wards compared to 
hospitals, as only few wards have been subjected to a coercive pressure to adopt a 
formula linking output and reimbursement. 

2.3.1 Management capacity 

Assuming that public organizations attempt to fulfi ll their tasks (Scott & Davis, 
2007: 125), the management of an organization is more likely to adopt or resist 
new management concepts the more it perceives them as either enhancing or 
reducing their capacity to do this (Oliver, 1991: 165; Ouchi, 1980). Management 
capacity is simply the ability of the management of a given organization to make 
the organization fulfi ll its tasks (defi nition inspired by Donahue et al., 2000: 384). 
In this way, this perspective emphasizes the instrumental value of formula-based 
performance budgeting. 

Proponents of formula-based performance budgeting, and performance manage-
ment more generally, argue that these management systems enhance management 
capacity (Robinson, 2007a: 82; Moynihan, 2008: 36). They do so by aligning the 
behavior of the organization with managers’ objectives. For instance, by changing 
the formula so that reimbursement is linked to specifi c forms of performance, the 
management can change which kinds of behavior are attractive and non-attractive 
to perform for the units within the organization. In the hospital sector, formula-
based performance budgeting was designed to make hospitals and wards more 
cost-effi  cient and productive – thus an obvious response to problems of ineffi  -
ciency and long waiting times (Robinson, 2007a; Jakobsen, 2010). 

There are also potential downsides of formula-based budgeting to management 
capacity, however. It is for this reason that the ‘management capacity’ perspective 
does not necessarily imply that acquiescence is the expected standard response to 
formula-based performance budgeting. Three distinct characteristics of public-sec-
tor organizations such as hospitals can make formula-based performance manage-
ment systems challenge management capacity. First, the organizations concerned 
often have multiple goals – including quality, effi  ciency, cost control, and activity, 
for example. Formula-based performance budgeting can cause goal displacement if 
only some dimensions (such as ‘activity’) are incentivized but others (such as qual-
ity) are not (Or & Häkkinen, 2011: 117; Robinson, 2007b). 

Second, the organizations have interdependent production processes with many 
actors involved in the production of services. Reimbursement of individual units 
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involved in interdependent production (Street et al., 2011: 111) creates incentives 
for the units to focus narrowly on the specifi c part of the production process for 
which they are reimbursed, and not coordinate with other relevant production 
units. This hampers overall goal achievement. 

Third, the organizations have large output heterogeneity where the costs of simi-
lar cases (for example similar diagnoses) vary signifi cantly. Variations in the actual 
cost of cases with similar rates of reimbursement create incentives for selection – 
for example creaming and dumping – which are at odds with goals such as equity 
and effi  ciency (Cots et al., 2011: 85; Andersen & Jakobsen, 2011; Smith, 2007). 

Such dysfunctional eff ects of formula-based performance budgeting have also 
been empirically documented in the hospital sectors in many other countries 
(O’Reilly et al., 2012; Bevan & Hood, 2006; Busse et al., 2006). 

2.4 Management capacity and Danish hospitals

The more an organization is able to reap the benefi ts of formula-based perfor-
mance budgeting while mitigating its downfalls, the better the fi t between manage-
ment capacity and formula-based performance budgeting. This is shown vertically 
in Table 3 for Danish hospitals and wards.

The structure of hospitals makes them less vulnerable than wards to the down-
sides of formula-based performance budgeting. Most patients are treated within 
one rather than several hospitals (for data from the Danish hospital sector, see 
Draborg et al., 2009: 17); only for patients requiring more specialized treatment is 
it typically necessary to involve other hospitals (Damgaard & Pallesen, 1998: 132). 
When reimbursement for output happens at a hospital level, it is therefore only 
for the few patients treated at multiple hospitals that problems related to inter-
dependent production arise. Within hospitals however, most patients are treated 
through interdependent production processes involving several clinical wards and 
auxiliary functions – for example laboratories and X-ray departments (Bendix et 
al., 2012: 69-70; Christiansen, 1996: 117-118). Reimbursing output at the ward level, 
then, means that the individual units involved in interdependent production are 
reimbursed separately and not collectively. This creates problems of coordination 
that are less prominent at a hospital level. 

The size of hospitals also makes them less vulnerable to output heterogeneity. 
The more patients that are treated at a hospital or a ward, the better the unit can 
mitigate output heterogeneity (Cots et al, 2011: 86). What the unit loses on the 
roundabouts can be gained on the swings, if the number of cases is large enough. 
For single wards, cases that are not fully reimbursed are more detrimental to the 
economy than they are to hospitals that have many other cases to balance these 
expensive cases (Robinson, 2007c: 300). 

As the negative implications of formula-based performance budgeting grow and 
the fi t with management capacity diminishes, we should expect formula-based per-
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formance budgeting to be adopted in a way that creates weaker incentives (Cots 
et al., 2011: 90; Smith, 2007). This reduces the positive eff ects of formula-based 
performance budgeting, but it also reduces its unintended negative side-eff ects. 
By lowering rates or not formally granting autonomy, the management limits the 
side-eff ects and can redistribute surpluses to mitigate problems arising elsewhere 
in the system. They can do the same by allowing exemptions from formal transfer 
clauses – for instance by making it possible to reabsorb a surplus from one unit 
for use to cover a defi cit in another unit, where it is considered unacceptable that 
the unit recovers the defi cit by itself.

Consequently we should expect more defi ance or partial adoption at a ward level 
compared to a hospital level. This contrasts with the ‘institutional pressure’ per-
spective that only predicted diff erences between the hospital and the ward level in 
the formal adoption of a formula linking output and reimbursement. 

3. Data 

Our quantitative data on the adoption of performance management at Danish 
hospitals and wards was gathered via an email survey issued to the fi nancial sec-
tions of all Danish hospitals. The relevant survey questions are presented as part 
of Table 4. Of the 30 hospitals approached (ie all Danish hospitals in 2007), four 
chose not to participate. Data also covers 27 orthopedic wards (a few hospitals had 
more than one ward), which are included in the analysis to represent the ward 
level. Due to their many elective patients, which constitute a feature suitable for 
formula-based performance budgeting, orthopedic wards are a likely case for ac-
quiescence. The survey data was gathered between 15 November, 2007 and 1 July, 
2008 (see data report, Jakobsen, 2009). 

To assess the causes of diff erences between the hospital and ward levels, the paper 
also draws on the fi ndings of an interview study conducted in 2011with the fi nan-
cial offi  cials of nine Danish hospitals1. The interviews included highly relevant 
questions for this study such as »How are wards reimbursed?«, and »Why are they 
reimbursed in this way?«, with follow-up questions on management capacity and 
coercion. The interview data have been content-coded (see Table 6) and analyzed 
following the central principles of display analysis: inclusion of all contradicting 
statements and authenticity when statements are condensed (Miles and Huber-
man, 1994). 

4. Patterns of adoption

Whether hospitals and wards have reimbursement that is related to output is 
measured in two ways. 

First, the average of the reimbursement rate for output below and above the base-
line, is displayed in Table 4. The average is used because some counties/regions 
and hospitals use diff erent reimbursement rates for output before and after a 
specifi ed level of baseline production.2 All hospitals and wards use formulae that 



The partial adoption of performance budgeting at Danish hospitals

89

set the rate as a share of the DRG rate, which is determined by the national health 
authorities. 

Table 4. Adoption of formula-based performance budgeting at Danish hospitals and orthopedic 

wards (percentage), 2006 

Hospitals Average DRG reimbursement ratea 53 n = 24

Formula-based reimbursement of output 100 n = 24

Formal transfer clauseb 72 n = 25

No exemptions from clause (2005-2007)c 50 n = 20*

Orthopedic 

wards

Average DRG reimbursement ratea 35 n = 24

Formula-based reimbursement of output 80 n = 24

Formal transfer clauseb 38 n = 26

No exemptions from clause (2005-2007)c 33 n = 15*

a »What share of the DRG rate did the unit receive per patient before the baseline level was reached?« and »What share of 
the DRG rate did the unit receive per patient after the baseline level was reached?« (author’s own translation).
b »How large a surplus or deficit could be transferred between budget years?« (author’s own translation).
c »Have there been exempted from the transfer clauses?« (author’s own translation).
* This number also includes wards that had formal transfer clauses in either 2005 or 2007, but not in 2006.

On average, hospitals received 53 percent and wards 35 percent of the DRG rate 
for their output, which is also a statistically signifi cant diff erence (p = 0.0022).3 
Increasing or lowering output thus has larger fi nancial implications at the hospital 
than at a ward level. However, the diff erent levels of reimbursement may partly 
refl ect the fact that the hospitals deliver services to the individual wards and thus 
have to levy a tax on the reimbursement rate before it is passed on to the wards. 
This is also pointed out in the interviews with hospitals’ fi nancial offi  cers (see Ta-
ble 6, below). There is no accessible data to determine the precise level of this tax. 

Second, a more comparable parameter between hospital and ward levels then is 
whether they have been subjected at all to a formula involving reimbursement 
of output (see Table 4). In 2006, counties had subjected all hospitals to this form 
of reimbursement. At ward level, where the hospital management makes the 
decisions on reimbursement, reimbursement of output was used somewhat less. 
Twenty of 24 orthopedic wards (80 percent) had been subject to reimbursement 
by output. This is not a very big diff erence, but it is still statistically signifi cant 
(p= 0.018).4 Thus, looking only at the formal adoption of a formula linking reim-
bursement to output, we have indications of a very high degree of adoption of 
formula-based performance budgeting. 

Table 4 also shows the formal adoption of transfer clauses. We see a stronger 
pattern of adoption at the hospital than at the ward level. Seventy-two percent of 
the hospitals were subjected to such transfer clauses compared to 38 percent of 
the orthopedic wards, which is also a signifi cant diff erence (p= 0.032).5 It is worth 
noting that more than 60 percent of the wards had not been formally subjected 
to both of the two constituent elements of formula-based performance budgeting: 
formula-based reimbursement of output and fi nancial autonomy. On the other 
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hand, three in four hospitals were – at least, formally – still loyal to the concept of 
formula-based performance budgeting. 

Finally, Table 4 shows whether hospitals and wards experienced exemptions from 
transfer clauses in the period 2005-2007. Among those with transfer clauses, 40 
percent of hospitals and 20 percent of wards with formal transfer clauses were not 
subject to exemptions during the period, which is not a signifi cant diff erence (p= 
0.2072).6 

Giving a more precise overview of the patterns of adoption at the hospital and 
ward levels, the overall organizational responses are presented in Table 5. 

Table 5. Organizational responses (in percentage) of Danish hospitals and orthopedic wards, 2006 

Response Hospitals Orthopedic wards

Acquiescence 36 13

Partial adoption
Avoidance 36 26

Partial defiance 27 39

Defiance 0 22

Total 99 100

n 22 23

The Table shows that about one third of hospitals (36 percent) have experienced 
either acquiescence or avoidance, while 27 percent have experienced partial defi -
ance. Thus, 63 percent of hospitals have experienced partial adoption of formula-
based performance budgeting (avoidance + partial defi ance). At the ward level, 65 
percent have partially adopted the practice. 

Still, there are important diff erences between the two levels. First, the stronger 
version of partial adoption – partial defi ance – is more widespread among wards 
than hospitals. Second, ward-level practice also yields fi ve cases of outright defi -
ance while hospital-level use doesn’t give rise to any. The median response of 
hospitals – avoidance – is also signifi cantly diff erent from the median response of 
wards, which is partial defi ance (p=0,008).7 The main picture is thus one of partial 
adoption, particularly at a ward level. 

5. Interpreting the patterns of partial adoption

What are the likely explanations of these patterns? In line with the literature on 
performance management, this paper has focused and elaborated on an ‘institu-
tional pressure’ perspective and a ‘management capacity’ perspective. 

Focusing on institutional pressure led us to expect a high degree of formal adop-
tion of formulae linking reimbursement to output. This turned out to be the case 
at both the hospital and ward levels. There were a few defi ant responses at the 
ward level, but in contrast to the hospital level there were no coercive institutional 
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pressures. The institutional pressure did not cover exemptions to formal transfer 
clauses, which allowed for a very diff erent response at the hospital and ward lev-
els. That some form of partial adoption was the median response in both scenarios 
can at least partly be ascribed to the institutional pressure then. 

However, the institutional pressure perspective presents some diffi  culties in 
explaining the relative low levels of formal adoption of transfer clauses and the 
high level of exemptions from such clauses at the ward level. This is likely to be 
because this perspective does not allow for the countervailing forces that might 
work against adoption in cases of pressure (formal adoption of transfer clauses), 
or what drives adoption in cases of no pressure (exemptions from transfer 
clauses).

The diff erence between the hospitals and the wards corresponds better with the 
‘management capacity’ perspective. We should expect a lower adoption of formula-
based performance budgeting at the ward level, because the fi t with management 
capacity is lower. This was also refl ected in the overall organizational response 
which was more partial and defi ant for wards than hospitals. This indicates that 
management capacity has been an important factor shaping the adoption patterns.

Whether such an interpretation is empirically valid can be further examined 
drawing on Table 6. This presents statements from fi nancial offi  cers at nine hos-
pitals about why, in 2011, their hospitals had or had not passed on the system of 
formula-based performance budgeting to the ward level. If both a formula based 
on reimbursement of output, and on transfer clauses was passed on, the organiza-
tions are categorized as adopters in the Table. Four of the hospitals had done this, 
while fi ve had not. 

The fi ndings support the interpretation that management capacity has shaped the 
decision to adopt or not adopt formula-based performance budgeting, and the dif-
ferences in these decisions between hospital and ward levels. 

In relation to institutional pressure, the interview statements indicate very little 
coercion from the regions. It was not the regions that had decided whether the 
hospitals adopted formula-based funding of their wards. Furthermore, the one 
hospital that perceived coercion did not consider this important for its decision 
to adopt formula-based performance budgeting for its wards. The fact that the 
regions themselves were coerced by the state to use formula-based performance 
budgeting of the hospitals, however, does indicate that variations in the external 
pressure were a scope condition for the higher degree of partial adoption and defi -
ance at the ward level. 

Still, the interview statements primarily support the interpretation that the fi t 
with management capacity was the dominant factor behind adoption of formula-
based performance budgeting. It is almost exclusively considerations relating to 
management capacity that are used to argue for both adoption and non-adoption 
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at the ward level. Both adopters and non-adopters are keenly aware of the posi-
tive eff ects that formula-based performance budgeting can have on activity and 
productivity. However, the adopters consider these eff ects to be so important that 
they merit adoption (even when taking the negative eff ects into account). 

Many of the considerations revolve more specifi cally around the issue of inter-
dependencies within the hospital and how to handle them if formula-based per-
formance budgeting is passed on to the ward level. For some non-adopters, this 
is a key reason for not passing the system on to the ward level. They emphasize 

Table 6. Arguments for and against the use of formula-based performance budgeting at wards

Have adopted (four hospitals) Have not adopted (fi ve hospitals)

Coercion One hospital perceives a demand from the 
region

No hospitals perceive a demand from the 
region

Positive 

effects

»otherwise it makes no sense that we have 
to (…) create incentives at the wards«.
»it really has to be adjusted to clinical prac-
tice (…) otherwise it results in some strange 
incentives.«

[Formula-based performance budgeting 
results in] »a better incentive structure, 
probably«.

Coordination 

challenges

»the formula-based performance model 
provides (…) anesthesia with an incentive to 
make sure that orthopedic surgery doesn’t 
just sit back.«
»that planning responsibility lies with those 
(…) who know most about it«.
»conflicts like that will arise (…) often the 
hospital management will look into it«. 
»central pool (…) to level some of those 
injustices«.

»interdisciplinary functions … There are 
advanced models for that sort of thing, but it 
should also (…) make sense.«
Formula-based performance budgeting cre-
ates »tremendous focus on whether there’s 
a change of patient (…) between wards … 
or if (…) our contract is not (…) quite ac-
curately stitched up.«
»a holistic way of thinking … the wards 
have an added activity to be paid, but the 
hospital has less activity.«

Other dys-

functional 

incentives

The wards »can be so conscious [of the 
incentives] that they say it’ll be on Monday 
(..) we’ll make more money, and somehow 
that’s inappropriate.«
»many micro things (…) can have a huge 
importance to (…) the wards.«
»We would also like if some wards were 
more aware of registering correctly.«
»a decrease in DRG value per patient 
contact (…) affects them financially even 
though it may not be quite fair.« 

»some (…) changes in activity (…) the ward 
is not to be blamed for«.
»will it cause indications [of diagnosis] to 
slip?« [with formula-based performance 
budgeting] 
»with the 70-20 it hasn’t (…) made any 
sense… it would result in some major 
injustices.«

The issue of 

size

»the wards are (…) so big that it makes 
sense to (…) talk about average.«

»plus 10 or (…) minus 70, there’s a world of 
difference between doing it at the ward level 
and at the hospital level.«
»you have (no) means of control at the ward 
level and without a doubt, it becomes much, 
much harder the smaller the unit you have 
to run … at the hospital level, it is some-
what easier because we have some things 
that go up and some that go down.«

Based on statements coded in two consecutive rounds: 
Round 1 codes – »the relationship between hospital and ward« + »transfer of surplus and deficits« + »reimbursement 
formulae«
Round 2 codes (only if coded in round 1) – »arguments related to the use of formula-based performance budgeting at wards«
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problems of reimbursing the auxiliary units, as well as the issues that arise when 
individual wards are not aligned with the overall goals and needs of the hospital. 
These problems are also noted by adopters, but some fi nd them manageable or at 
least not detrimental enough to outweigh the benefi ts. The same is the case when 
it comes to other possible negative eff ects of formula-based performance budget-
ing. The interviewees point to the risk of gaming, and the feelings of injustice the 
formula create by not giving what is considered to be fair reimbursement to all 
wards. 

It also underlines the importance of the ‘management capacity’ perspective that 
the key mechanisms behind the expected diff erences between the hospital and 
the ward levels are clearly present. Both adopters and non-adopters are aware of 
the importance of the size of hospitals and wards respectively for their fi t with 
formula-based performance management. Among adopters, one hospital offi  cial 
emphasizes the large size of the wards at his particular hospital, while the non-
adopters point to the limited size of wards compared to hospitals.

In summary, we have good reasons to believe that considerations about the impact 
of management capacity are important in the decision to adopt and particularly 
partially adopt formula-based performance management systems in the Danish 
hospital sector. Institutional pressures also have a role to play, but management 
capacity seems more important in relation to the diff erences at hospital and ward 
levels. 

We found no signs of other important explanatory factors in the interview data. 
This could not be ruled out a priori as the literature on policy adoption and perfor-
mance management has also pointed to factors such as veto points and ideology 
as potential explanations for adoption of formula-based performance management 
(Binderkrantz & Christensen, 2009; Gilardi et al., 2009). Furthermore, considering 
the diff erence between hospital and ward levels, it does not seem likely to be the 
result of either ideology since the political principals are the same; nor of diff er-
ent veto structures since there are more potential veto points in the broad county/
regional councils with many political parties than in the management teams of the 
individual hospitals. 

6. Conclusion

In the Danish hospital sector, the dominant organizational response to the concept 
of formula-based performance management has been partial adoption in the form 
of avoidance and partial defi ance. The formal adoption of formula-based funding 
has been widespread, but there have also been many instances at both hospital 
and ward level where this has not been followed by either formal adoption of 
transfer clauses or a practice of not exempting from such clauses. The pattern of 
adoption thus refl ects the international trend of partial adoption of performance 
management systems. This is a fi nding that calls for further research, as studies 
have started to empirically show how diff erent degrees of partial adoption shape 
the performance of public sector organizations (Nielsen, 2013).
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The dominant organizational response, however, also diff ers between the hospi-
tal and ward levels. There is a stronger form of partial adoption at the ward level 
where the median response is partial defi ance, than at the hospital level where the 
median response is avoidance.

Finally, the analysis has shown that likely explanations for these patterns of adop-
tion can be found within the ‘institutional pressure’ and ‘management capacity’ 
perspectives that are central in performance management literature. While vari-
ations in institutional pressure would predict some form of partial adoption, it 
can neither account for non-adoption in cases of pressure, as with formal transfer 
clauses, nor for the marked diff erence between the organizational levels. Instead, 
the paper has found strong indications that this diff erence is the result of the way 
the relevant actors interpret formula-based funding to fi t with their capacity to 
achieve organizational goals. 

Overall, the study has identifi ed patterns of adoption of formula-based perfor-
mance budgeting in the Danish hospital sector as well as some likely explana-
tions for these patterns. While these results contribute to the general literature on 
performance management their limitations must be kept in mind. By focusing on 
a highly fi nancial and incentivized form of performance management, the con-
clusions cannot be generalized to other less incentivized forms of performance 
management. While the pattern of partial adoption has been found to be rather 
general in the performance management literature, it is quite likely that less incen-
tivized forms of performance management would have a better fi t with manage-
ment capacity at a ward level than is the case with formula-based performance 
budgeting. Still, this is an issue that merits further research. Furthermore, as the 
paper is based on cross-sectional data and utilizes simple bivariate analyses, it can-
not make very strong claims on causality. But the results defi nitely call for further 
research, particularly into the impact of management capacity.
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1. This includes two hospitals from each region except Region Zealand, where only one hospital 

wanted to participate.  
2. The subsequent results also hold if we only look at the rate of reimbursement before and after the 

baseline, respectively.
3. Test of differences in means between two groups. 
4. Test of difference in proportions between two groups.
5. Test of difference in proportions between two groups. 
6. Test of difference in proportions between two groups; it is signifi cant, however, at an 80 percent 

confi dence level. 
7. Based on a two-sample Wilcoxon rank-sum (Mann-Whitney) test that fi ts the ordinal nature of the 

data. Performing a standard test of differences in group means also shows a signifi cant difference; 
p = 0.0053. 
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Outsourcing public service production to private sector companies seems to be 
a never-ending theme for discussion which is often linked to political considera-
tions about the appropriate size of the public sector as well as the level of taxa-
tion. Many organizations including, e.g. the Confederation of Danish Industry 
and worker organizations like FOA have, of course, a strong interest in the issue. 
One position argues that public tenders are clearly benefi cial and improve quality 
while lowering costs, while another position argues that evidence regarding the re-
sults is mixed while it is probably only possible to achieve minor cost reductions.

The share of public services provided by private companies is slowly increasing 
and is today around 25 % of the 385 billion DKK spent on public services (Produc-
tivity Commission (2014b, p. 148). This is mainly due to public tenders or citizens 
selecting a private provider for a public service, e.g. elderly care, in areas where it 
is mandatory for municipalities to off er citizens a choice of service providers. It 
can be diffi  cult to demonstrate how price and quality are actually infl uenced by 
public tenders as it is almost impossible to determine what the price and quality 
would have been, if the municipality had not issued a call for tenders (c.f. Kris-
tensen 2014). However, it is generally believed (see, e.g. the argument put forward 
by the Productivity Commission, 2014a) that: (a) eff ective competition in the area 
of public services increases productivity as it leads to lower costs, especially when 
economies-of-scale are prevalent; (b) improved cooperation between the private 
and public sectors increases innovation and; (c) increased use of specialized 
fi rms improves managerial focus, thus leading to more eff ective service provision. 
Our aim with this editorial is not to argue for more or less outsourcing of public 
services. Rather we suggest that the decision to engage private companies or not 
to deliver services should be based on a concrete analysis of the objectives of the 
outsourcing decision (or more generally the make-or-buy decision in economic 
theory), a better understanding of how the improvements will be realized and 
what is expected from the private-public partnership. Specifi cally, we argue that 
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more attention should be directed towards understanding the dynamics at work 
when private companies and the public sector deliver the same services simultane-
ously. This phenomenon, known as concurrent sourcing, is widespread in both the 
private and public sector, but seems to have been overlooked in discussions about 
outsourcing service production in the public sector.

From competition to productivity

The benefi ts resulting from improved competition are frequently mentioned as 
the main argument for outsourcing public services: The more competitors and the 
fewer barriers to competition, the higher productivity, the better market forces 
function and the lower the prices. This basic message of economics 101 has been 
well supported empirically and, perhaps not surprisingly, also permeates the 
recommendation of the Productivity Commission (2014b). If market forces are to 
function, we of course need to have a market; and no market exists without poten-
tial for exchange. Thus, it follows that we need private companies to deliver public 
services in order to reap the benefi ts of competition.

However, the theory does not tell us exactly how many suppliers are needed, or 
what share of a specifi c service should be outsourced to obtain most of the ben-
efi ts from increased competition. Further, what does outsourcing a certain per-
centage of services to the private sector imply for the functioning of the market 
forces?  If we assume that no specifi c share of outsourcing is optimal, it follows 
that politicians should avoid setting targets for outsourcing. It may be that the “op-
timal” level of outsourcing depends on how the service delivery system is struc-
tured in, e.g. a specifi c municipality, while factors inherent in the types of service 
may be important.

The make or buy decision – is it an either-or question?

The question implied by the discussion above is whether an organization should 
buy specifi c components or services or whether it should produce them inter-
nally? This is a question all public sector organizations have to answer. Private 
fi rms face a similar problem. However, the question whether to make or buy may 
be the wrong question.

With the term concurrent sourcing researchers have recently focused on an alter-
native solution. Concurrent sourcing refers to “backward, partial vertical integra-
tion of a homogeneous good (or service) by a single fi rm” (Parmigiani, 2007, p. 
285). So concurrent sourcing occurs when a fi rm or public organization buys a 
good or service from an external supplier while simultaneously producing the 
same good or service internally. For example, a Danish municipality engages in 
concurrent sourcing when it has an internal unit that maintains its roads, while 
simultaneously contracting a private fi rm to also conduct road maintenance. Simi-
larly, concurrent sourcing occurs when one or more nursing homes in a municipal-
ity are operated by private companies while the remainder of the nursing homes 
is run by the municipality. 
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When we focus on the provision of basic welfare services such as care for the 
elderly, primary schools and various social services as well as hospital services 
provided at the regional level, it can generally be observed that responsibility for 
service provision is almost never outsourced to private sector companies. When 
private hospitals deliver services in specifi c areas, we almost always see that 
similar services are being delivered by public hospitals simultaneously. Also, with 
respect to primary schools, to our knowledge, no municipality has considered 
relinquishing responsibility for the public school system. Further, most munici-
palities prefer to have a mixture of social services, some of which are bought from 
private companies, some from other municipalities while others are produced in-
ternally. The question is whether this is a specifi c public sector phenomenon and 
how can it be explained?

Research on concurrent sourcing

A brief review of the literature on concurrent sourcing allows us to identify some 
important conclusions. First, concurrent sourcing is a widespread phenomenon. 
For example, Parmigiani (2007) focuses on the sourcing decisions of metal stamp-
ing and powder metal fi rms for production tooling and services, and she fi nds that 
28% of the outsourcing decisions in her sample resulted in concurrent sourcing. 
Heide et al. (2014) fi nd similar results among clothing manufacturers where 30 % 
of the fi rms used concurrent sourcing. In Scandinavia, case studies from the wood 
product manufacturing industry confi rm that concurrent sourcing is widely used 
(Nordigården et al., 2014). A few studies also show the signifi cant use of concur-
rent sourcing in the public sector (e.g. Hefetz et al., 2014). 

Second, empirical results suggest that concurrent sourcing is a stable, equilibrium 
sourcing mode (e.g. Parmigiani, 2007; Heide et al., 2014). Thus, concurrent sourc-
ing is not merely a temporary phenomenon that can be observed when fi rms are 
in the process of outsourcing or insourcing production. Furthermore, concurrent 
sourcing is a unique sourcing mode that is empirically diff erent from other sourc-
ing arrangements such as long-term contracts between buyers and suppliers, and 
it also has attributes which are diff erent from the average attributes of internal 
production and external suppliers (Parmigiani, 2007). In other words, there may 
be important synergies between internal production and the use of external 
suppliers.

Third, economic models suggest that the total cost of sourcing may be lower when 
internal production is combined with external suppliers, and that the cost depends 
on the relative quantities produced internally and sourced from external suppliers 
(e.g. Puranam et al., 2013). Therefore, fi rms and public organizations should ask 
the question: how much of a certain good or service should we produce ourselves 
and how much should we purchase? 
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Can theory explain practice?

The decision to produce internally or to purchase from external suppliers depends 
on the relative transaction and production costs of the two solutions and there 
are several theoretical perspectives that attempt to explain this choice. Three of 
the most prominent theoretical perspectives are transaction cost theory, resource-
based theory, and neoclassical economics.

Neoclassical economics explains the choice between to produce or to purchase by 
the ability of a fi rm to operate internally at effi  cient production scales. If a fi rm 
is able to produce effi  ciently in-house, then the solution is to produce in-house. 
However, if small scale production makes in-house production ineffi  cient, then the 
fi rm should use external suppliers. External suppliers can supply more customers 
thereby exploiting economies of scale in the form of lower production costs.

Transaction cost theory assumes that production costs are lower when a fi rm uses 
external suppliers.  However, the use of external suppliers may result in lower 
product and service quality, while they may refuse to adapt, or may raise prices or 
in other ways act opportunistically when they have the power to do so. This leads 
to higher transaction costs. In order to avoid opportunistic suppliers, fi rms choose 
long-term contracts with external suppliers or they internalize production.

Resource-based theory does not assume that production costs are lower when 
fi rms use external suppliers. Instead, the theory suggests that the choice between 
internal production and external suppliers depends on who possesses superior 
production capabilities and resources. If the external supplier has superior produc-
tion capabilities and hence low production costs, then the fi rm in question should 
source from the external supplier. On the other hand, superior internal resources 
and capabilities make in-house production effi  cient.

However, these three perspectives do not immediately explain concurrent sourc-
ing. They answer the produce-or-purchase question, but do not consider concur-
rent sourcing and the decision regarding how much to purchase and how much 
to produce. Therefore, the perspectives need to be supplemented by economic 
explanations for concurrent sourcing. 

Towards new theories

There may be several reasons why concurrent sourcing has lower total costs than 
in-house production or external suppliers (cf. Nordigården et al., 2014). With 
concurrent sourcing it is possible to use information from in-house production to 
evaluate and control external suppliers and vice versa. A small in-house produc-
tion also demonstrates the ability to further integrate and hence replace external 
suppliers with in-house production. This positive eff ect of concurrent sourcing 
has been empirically supported by Heide et al. (2014) who fi nd that, in a concur-
rent sourcing context, supplier opportunism towards purchasers is reduced when 
purchasers monitor suppliers, whereas monitoring in a singular sourcing context 
is less eff ective.
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In-house production also increases a purchaser’s ability to transfer knowledge to 
and receive knowledge from the external suppliers. Therefore, concurrent sourcing 
makes it easier for the buyer and supplier to learn from each other and thereby 
take advantage of both internal and external resources and capabilities. Since a 
fi rm facing technological uncertainty often needs a broad technological knowledge 
base, it is more likely to use both internal and external sources to maintain and 
develop this knowledge base. Therefore, technological uncertainty increases the 
likelihood of concurrent sourcing (Parmigiani, 2007).

Finally, with unpredictable demand, fi rms sometimes face demand that exceeds 
their internal production capacity. In such cases, they may choose to expand 
capacity or use existing capacity more intensively. However, both solutions raise 
production costs and may not be technologically feasible in the short term. With 
external suppliers willing to satisfy varying demand, concurrent sourcing can be 
used if a fi rm has too little internal capacity, while internal excess capacity may be 
avoided.

Is concurrent sourcing the solution?

Concurrent sourcing has many advantages, but these advantages do not come 
without cost. For example, it can be costly to set up and manage both in-house 
production and external suppliers. The division of production among internal and 
external production facilities may make it impossible to operate at an effi  cient 
scale, while the addition of in-house production may damage relations with an 
external supplier.

It is diffi  cult to determine exactly when public organizations and fi rms should 
use concurrent sourcing. The literature has identifi ed a number of advantages and 
disadvantages of concurrent sourcing compared with alternative sourcing modes. 
Some of the key benefi ts of concurrent sourcing include an improved ability to 
monitor suppliers due to reduced information asymmetries, increased learning 
due to the combination of knowledge gained from in-house production and more 
diverse knowledge from external sources as well as protection against supplier 
opportunism (cf. Parmigiani 2007) – especially in the presence of performance 

uncertainty (Dutta et al., 1995), and information asymmetries (Heide, 2003). 

Such insights give us an idea as to when the synergies and other advantages con-
nected with concurrent sourcing make it more effi  cient than alternative sourcing 
modes. If we, for instance, compare home care according to the Act on Social 
Services (Serviceloven, §83) with more complex rehabilitation services, both per-
formance uncertainty and informational asymmetries are larger in the latter case 
as is the learning potential from combining general knowledge with deep tacit 
domain-specifi c knowledge, thereby increasing the likelihood that the benefi ts 
of concurrent sourcing outweigh, e.g. economics of scale and a higher degree of 
outsourcing.
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However, this does not provide managers with concrete guidance about when to 
choose concurrent sourcing, and the choice is further complicated by the many 
possible types of concurrent sourcing that exist. Besides deciding how much to 
buy and how much to make, fi rms also have to decide what kind of contract and 
relationship to develop with the external supplier. Without understanding the 
dynamics of and synergies between in-house production and external suppliers in 
a specifi c service area, it may be impossible to answer whether public or private 
fi rms should produce public services. Consequently, we propose that more eff ort 
should be put in understanding the many alternative sourcing modes theoreti-
cally as well as practically. Additional reports which survey the use or otherwise 
of private suppliers, or which calculate potential based on more or less unrealistic 
assumptions will probably not be able to answer how the production of public 
services is best organized.

In light of the fact that concurrent sourcing is widely adopted, it is surprising that 
we seem to have little knowledge about the advantages of diff erent types of con-
current sourcing, and thus why concurrent sourcing may be more effi  cient than 
alternative modes of sourcing. Hopefully, greater insight into this phenomenon 
will be obtained as more studies focus on explaining the advantages and disadvan-
tages of alternative sourcing arrangements in the public sector.
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are facilitated by reviews by qualifi ed 
reviewers using a ‘double-blind’ re-
view process. Reviewers’ comments 
are made available to authors. Aut-
hors are strongly encouraged to seek 
peer review prior to submission. Also 
potential contributors are encouraged 
to contact the Editors in advance to 
seek advice if they are in doubt about 
the appropriateness of the manuscript 
for DJMB. Manuscripts that are inap-
propriate or insuffi ciently developed 
will be returned to the authors without 
formal review.

The review process follows interna-
tional standards and the outcome 
can be either that the manuscript is 
accepted for publication in its present 
form, that revisions are suggested or 
that the manuscript is rejected. The 
editors will advise the author(s) how 
to revise the manuscript in a way that 
makes the paper appropriate for the 
readerships of the journal.

Style guide

For further information on guidelines 
for authors and the editorial process 
visit: http://www.djoef-forlag.dk/da/
tidsskrifter/djm
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