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Abstract

Poor performance in the Kenya public sector consistently hindered the realization of sustainable economic growth and
development since the country attained her independence in 1963 (Mbithi, 1996). Among the noted factors that
contribute to poor performance included: excessive regulations and control, frequent political interference, poor
management, outright mismanagement of resources and lack of a guiding vision (Government of Kenya, 2005). Lack of
clear focus as to what is expected from employees and poor or no methods of measuring performance has been the
greatest challenge (Muthaura, 2007). The new Government elected in 2003 decided to manage public service through
performance contracting system to address the situation. In Kenya, Performance contracting concept can be traced
back in 1990 through Cabinet Memorandum No. CAB (90) 35 when performance contracting paradigm was conceived
and designed with an aim of having a real impact in changing the way things were being done, creating a new behavior
patterns and adoption of positive attitude work ethics in the entire public service delivery (Kobia and Mohammed,
2006). The system was expected to return faith on government services to the citizens and other international
stakeholders (Muthaura, 2007). The paradigm was later outlined in the Economic Recovery Strategy for Wealth and

Employment Creation (ERS) 2003-2007.
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The Concept of Performance Contracting

Performance contracting is a branch of management
science referred to as management control systems (Gok,
Training Manual, 2005). Kumar (1994) defines
performance contracting as a memorandum of
understanding (MoU). In Kenya performance contracting
is used as a management tool to help the public sector
executives and policy makers to define responsibilities
and expectations/ targets between the contracting
parties to achieve common mutually agreed goals (Kobia
and Mohamed, 2006). Different scholars have defined
performance contracts differently. However, they seem
to hold similar views on the contents of performance
contracts. According to Blasi (2002), a performance
contract is an agreement between two parties that clearly
specifies their mutual performance obligations, intentions
and responsibilities. It is a freely negotiated performance
agreement between the government, acting as the owner
of a government agency, and the agency itself up to and
including other levels of management levels of the
organization. Most commonly, performance contracts
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include bonuses for a job well done, less often, salary
decrease for poor performance. The increase interest in
performance contracts coincides with the demands for
greater accountability.

Nellis (1989) observes that performance contracts are
negotiated agreements as owners of a public enterprise,
and the enterprise itself in which the intentions,
obligations and responsibilities of the two parties are
freely negotiated and then clearly set out. Shirley (1998)
advocates the view that performance contracts seem to
be a logical solution since similar contracts have been
successful in the private sector in shifting them from ex
anti control to expose evaluation, thus giving managers
the autonomy and incentives to improve efficiency and
thereafter holding the managers accountable for results.
Shirley and Xu (2000) observe that performance contracts
are now widely used in developing countries where
successful contracts have featured sensible targets,
stronger incentives, longer terms, and managerial bonds
but confined within competitive industries.

Mann (1995) and GoK(2005a) trace the evolution of
performance contracting to France in the1970s when the
French Prime Minister commissioned a committee
headed by Simon Nora to investigate relations between
public enterprises and the ministers. The concept was
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thereafter introduced in Franco-phone Africa in the 1980s
in the National Railway in Senegal. Latin-American and
Asia countries followed later in the same decade.
Performance contracts are known by different countries
as performance agreement; Memorandum  of
understanding; There are generally three types of
performance contacts namely; the French system, the
signaling system and the results based management. The
French based system of performance contract does not
allocate weights to targets. There is therefore no
distinction between targets in terms of emphasis (by
weighing them differently) and as such performance
evaluation is affected by a highly degree of subjectivity.
This system is practiced in France, United Kingdom,
Senegal, China, Ivory Coast and Benin (Mann, 1995;
Trivedi, 2005; GoK, 2005a).The Signaling System is based
on the premise that public enterprise management
should be appropriately guided to aim at improving real
productivity and its efforts acknowledged and rewarded
by an incentive system. It allocates weights and adopts a
system of “five point” scale “criteria weights” which result
in calculating of “composite score” or an index of
performance of the enterprise. The system aims at
motivating management to maximize return on the sunk
capital. A performance contract is signed at the beginning
of the year in which management is committed to
improvement in real profitability. The system is practiced
in Pakistan, Korea, Philippines, India, Bolivia and Gambia
(Mann, 1995; Trivedi, 2005; GoK, 2005a).

Performance management is a systematic process of
planning work and setting expectations, continually
monitoring the performance, developing the capacity to
perform and periodically rating performance. Results
based management is one of performance management
process. The concept involves formulation of outcomes
and goals, selection of outcome indicators, setting of
specific targets to reach and dates for reaching them,
assessment of whether the targets have been met and
analysis and reporting of results (Armstrong, 2003). The
concept of results based management emphasizes the
need for key internal and external stakeholders to be
consulted and engaged in setting outcomes, indictors and
targets. Whereas performance contracts focus on the
outcome and results, result based management is a
system that is used by the government agencies to
achieve specified targets by focusing on inputs, processes
and outcomes. Results based management is therefore a
system that is used to mobilize the entire staff in an
organization in achieving the agreed targets (Dessler,
2003).

In Kenya context a performance contract is a written
agreement between the government and a state agency
(local authority, state corporation or central government
ministry) delivering services to the public, wherein
quantifiable targets are explicitly specified for a period of
one financial year (July to June) and performance
measured against agreed targets. According to Blasi
(2002), a performance contract is an agreement between
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two parties that clearly specifies their mutual
performance obligations, intentions and responsibilities.
The performance contracting practice hence mirrors very
closely the OECD definition ‘as a range of management
instruments used to define responsibility and
expectations between parties to achieve mutually agreed
results’. Performance contract is freely negotiated
performance  agreement  between  Government,
organization and individuals on one hand and the agency
itself (Kenya, Sensitization Training Manual, 2004). It is an
agreement between two parties that clearly specify their
mutual performance obligations, and the agency itself.

Setting of Objectives

Setting appropriate objectives and making effective use of
appraisals can improve organizational performance and
also facilitate assessment of how well the employees are
performing. Establishing clear defined objectives helps
employees to focus on specific tasks and corporate goals.
To monitor and asses how employees are performing, it is
useful to set clear objectives with quantifiable
performance. Involving staff in setting targets can ensure
that they are more motivated to meet them and they
identify better ways of carrying out the tasks. The
benefits for defining performance targets include
ensuring every employee contribution fits into the
organization’s goals, helping individual employees to
understand their role and feel more valued, creating
standards to measure quantity and quality of employees’
work, and monitor performance of the Organization
(Locke, 1968). Targets can also be viewed as an extreme
form of management which all employees will not
respond positively to. Performance appraisal includes
activities to ensure goals are consistently being met in an
effective  and efficient  manner. Performance
management can focus on performance of the
organization, department, product and employee.

Druker (1995) came up with the practice of
management by objectives. He derived it as a principle of
management aimed at harmonizing individual manager
goals with those of the organization with a view to
improve the overall performance. Management by
objective enables management of the organization to
concentrate their efforts on obtaining desired results
from key areas of the business. It provides an opportunity
for managers to collaborate in identifying key areas for
results and establishing appropriate performance
standards against which results can be measured.
Ministry of Tourism services delivery standards and
performance which are central to its mission have long
been the concern of customers and this has affected
quality of service delivery. Consequently delivery
performance standards for Mail, Courier, financial and
Agency services must be specific, measureable,
achievable, realistic and time bound of paramount
importance is that they meet the expectations of the
customer on service delivery.
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Focusing on organization and individual activity through
the use of targets linked to strategic aims can be a
powerful tool but careful consideration needs to be given
to what is targeted, how targets are applied and how
targets are applied to (Ashton and Sung, 2005).

The process of setting goals should be a collaborative
process between an employee and his or her manager.
Whether writing long- or short-term goals, the most
widely-used framework is SMART.

Specific: Well-defined to inform employees exactly what
is expected, when, and how much. With specific goals,
managers can easily measure progress toward goal
completion.

Measurable: Provide milestones to track progress and
motivate employees toward achievement.

Attainable: Success needs to be achievable with effort by
an average employee, not too high or too low to attain in
the specified period as per the organization specific
strategy.

Relevant: You should focus on the greatest impact to the
overall company strategy.

Time-bound: Establish enough time to achieve the goal,
but not too much time to undermine performance. Goals
without deadlines tend to be overtaken by the day-to-day
crises.

Goal alignment is critical for business success. It ensures
that each person within your organization can see the
direction for the business and know how their job fits in
with the “Big Picture”. To achieve goal alignment in your
organization, you must first clearly communicate your
strategic business objectives across the entire company.
By allowing managers to access and view the goals of
other departments, your organization can greatly reduce
redundancy while finding better ways to support each
other. With everyone working together toward the same
objectives, your company can execute strategy faster,
with more flexibility and adaptability. Essentially, goal
alignment strengthens vyour leadership and creates
organizational agility by allowing managers to: Focus
employees’ efforts on your company's most important
goals; Understand more clearly all responsibilities
associated with specific goals; and Strengthen
accountability by assigning measurable, articulated goals
visible company-wide.

Tracking Goals: Once you've established your
company-wide and individual goals, the next step is
tracking progress on those goals. It's important for
employees to track their progress on goals because they
need to have the information available during the all-
important review process. Additionally, managers need to
be aware of progress on goals to step in with assistance
or resources when it appears that goal targets will
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possibly be missed. Having this information handy is also
helpful when management is not aware of all of the steps
involved in reaching a goal and strong documentation
assists you in discussions of past projects and successes
when review time rolls around. Tracking your goals in a
centralized location helps you stay on track in several
ways: Organize, manage and reassess your goals
frequently, Create action plans with milestones for larger
goals, Track your time to make sure your daily efforts are
focused on meaningful tasks.

Tools for Setting, Aligning and Tracking Company-wide
Goals: What do you do when it's time to set goals
quarterly or annually? What is the best way to track these
goals? Goal software is the solution to make life easier for
both employees and managers alike. This software is a
valuable tool to communicate goals company-wide and
hold people accountable for achieving those goals in
support of the company’s strategic plan. Employees can
use the software when setting goals. They can use it to
include smaller tasks and milestones that are basically
landmarks on the way to the completion of longer-term
goals with metrics to establish how success will be
measured on the goal.

Goals can be cascaded from the top down and made
visible to all; everyone within the company is now fully
armed with the information necessary when setting goals.
They can create individual goals that support company
goals and link to others if the success of their goal is
dependent upon the actions of a co-worker or manager in
another department or location.

Finally, dashboards provide a snapshot of your
progress on your goal setting based upon the target dates
you and your manager have provided. The secret to
effective goal setting and high performance: review your
goals at least once a week or month to clarify your focus
and use this information as a basis for goal performance
discussions with your manager. You can use the
opportunity to review the progress and adjust timelines
or request additional resources if necessary or expand the
goal once more information is gathered from other
sources.

Organizational Performance

According to Armstrong and Baron (1998), performance
management is a strategic and integrated approach to
delivering sustained success to organizations by
improving the performance of the people who work in
them and by developing the capabilities of team’sand
individual contributors. It supports the rationale that
people and not capital provide organizations with a
competitive advantage (Reynolds &Ablett, 1998). The
purpose of performance management is to transform the
raw potential of human resource into performance by
removing intermediate barriers as well as motivating and
rejuvenating the human resource (Kandula, 2006).
Competitive capacity of organization can be increased by
building strong people and effectively managing and
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developing people (Cabrera &Banache, 1999) which is in
essence performance management. Bates & Holton
(1995) have pointed out that performance is a
multidimensional construct, the measurement of which
varies depending on a variety of factors (Armstrong,
2000). Amore comprehensive view of performance is
achieved if it is defined as embracing both behavior and
outcomes (Armstrong, 2000).

Employees’ performance (EP) is an important factor
that contributes to improve the outcomes, behavior and
traits of the employees. It helps to improve the
productivity of the organization. Nickols (2003) and
Fort&Voltero (2004) identify similar factor that are closely
related and affect provider performance in the
workplace. They include: clear goals and job expectations,
suitable repertoire, immediate feedback, skills to
perform, knowledge of the organizational structure,
functional feedback system, sound metal models,
sufficient motivation through self-satisfaction and
incentives. As Waleed Ahmed Abdel-Razek (2011)
mentioned, job performance is one of the most important
activities that reflect both the goals and the means
necessary to achieve it and represents the specialist
efficiency or reaching the desired level of achievement in
that work. It is the effort made by the employee within
the organization in order to achieve a particular goal. The
actual results that companies desire objectively measure.
Effectiveness of job performance can, therefore, be
achieved through six elements: planning, goal and
objectives, organizing, decision making, individual abilities
and characteristics.

Feedback mechanism must be put in place in order to
improve organizational performance. Feedback is having
the output of prior behavior communicated to an entity
(employee, work group, or company) so that the entity
may modify its current and future behavior to achieve
desirable organization's goals. For the organization or its
work unit's performance measurement is the link
between decisions and organizational goals (Dye 1992).
Measurement of organizational performance is the first
step in improvement. But while measuring is the process
of quantification, its effect is to stimulate positive action.
The management should be aware that almost all
measures have negative consequences if they are used
incorrectly or in the wrong situation. Hence they have to
study the environmental conditions and analyze these
potential negative consequences before adopting
performance measurement (GokK, 2004).

Research Methodology

The study adopted a descriptive survey study. The
population of this study shall consist of 999 managers and
supervisors of all the four public sugar companies who
sign performance contracts. The sample 286 will be
identified randomly from the employees who sign
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performance contracts from each of the 4 public factories
namely, South Nyanza (SONY), Chemelil, Muhoroni and
Nzoia. Both primary and secondary data will be used to
generate information from respondents on views and
opinions on information regarding the effect of
performance contracting on organizational performance
of all the four sugar companies. Secondary data will be
obtained by use of literature from the company records.
Documents are valuable source for empirical data
collection (Charlesworth2003a).The documents include
annual reports, NSC website, NSC annual work plan and
NSC strategic plan 2012-2017.

Research Findings and Discussion

The study collected data from 207 respondents which
constituted a response rate of 72.4%. From the findings,
58.0% of the respondents were from Nzoia sugar, 12.1%
from Sony sugar and 30.0% from Chemilil Sugar.
Respondents for the study were drawn from 3sugar
manufacturing firms which is a representative sample of
the study hence data collected from them is
representative of the firms view of the issue that was
being studied.

Performance Contract Objectives and Targets

From the findings in table 4.4, the respondents agreed
that they are involved in setting objectives for my PC
(mean 3.70). They further agreed that PC objectives
enables see the direction of our business (3.90).They also
indicated that PC objectives are linked to the strategic
plan (mean 3.88).The respondents also agreed that PC
objectives are realistic (mean 3.68).They also indicated
that Setting of objectives greatly affects organizational
performance( mean 3.80).Performance measurement and
target-setting area important to the growth process.
While many small businesses can run themselves quite
comfortably without much formal measurement or target
— setting, for growing businesses the control these
processes offer can be indispensable. This finding was
similar to that of Messah & Kariuki (2011) who found out
in their study that 41% of respondents agreed that they
were involved in setting PC targets. In the same vein 178
(84.4%) of respondents agreed with the notion that PC
had a link with EP, this implied that PC is largely
considered by employees as having a positive impact on
their performance, this was further confirmed by a
response of (170) 80.6% who agreed that PC had
enhanced EP. Furthermore, Omboi & Kariuki (2011) found
out that the introduction of performance based module,
employees indicated that work environment in their
areas had improved as they were able to work towards
given targets.
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Table 4.1 Setting Objectives

Setting objectives N Mean Std. Deviation
Am involved in setting objectives for my PC 207 3.70 1.02
PC objectives enables me see the direction of our business 207 3.90 0.84
PC objectives are linked to the strategic plan 207 3.88 0.89
PC objectives are realistic 207 3.68 0.93
Setting of objectives greatly affects organizational performance 207 3.80 0.94

Source; Research study 2017

Table 4.2 Organization Performance

Organizational performance N Mean Std. Deviation
PC has greatly improved organizational performance 207 3.53 0.98
PC has the quality of service we offer to our customers 207 3.71 0.83
PC has reduced recurrent costs thus improved profits 207 3.15 0.96
PC has improved efficiency in our organization 207 3.31 0.94
PC has led to staff motivation 207 2.88 0.97

Source; Research study 2017

Organization Performance

From the findings in table 4.7, the respondents agreed
that PC has greatly improved organizational performance
mean 3.53), Further it was their view that PC the quality
of service offered to our customers had improved by
embracing PC (mean 3.71). It had reduced costs (mean
3.15), hence improved profits. PC had improved efficiency
in organizations (mean 3.31) thus greatly improved
organizational performance (mean 3.53) PC however had
slightly led to staff motivation (mean 2.88). These findings
reverberate the study done by Letangule and Leting
(2012) who found out that with the introduction of
performance contract in public institutions, there was
enhanced value for money ( mean=3.0 and Std
Dev.0.625), improved input/output (mean=4.00 and Std
Dev.0.873) and reduced wastage ( mean=2.1 and Std Dev.
0.429). These findings are similar to findings of research
conducted by Oluoch, Nyagol, & Nyandiga, (2013) &
Opiyo (2009), Kubaison, (2014) and Ombong’o (2009).
This also conforms to Mann (2010) who established that
performance contracting had improved service delivery in
majority of public sector involved. This is because
performance inculcated a sense of accountability in the
public servants who in turn worked hard and provided
services to the public in a professional manner. Similarly,
Ombong’o (2008); Kervasdone (2007) and Kobia &
Mohammed, 2006) observed performance contracting as
a way of improving public service delivery. These findings
agree with Muthaura (2007); who assert that
performance contracting has gradually improved
profitability in the Commercial State Corporations due to
close focus of the customers. Further, Gatere, Keraro &
Gakure (2013) noted that productivity had increased
productivity through the introduction of citizen service
delivery charters in the Teachers Service Commission
(TSC) due to refocused customers’ needs. Similarly, Kobia
& Mohammed (2006) observed that performance
improvements have been recognized in the National
Customer Satisfaction Survey where the overall customer
satisfaction index was 63.5.

Correlation Results

Pearson’s product moment correlation analysis was used
to assess the correlation between the variables.

Hoi: Setting of performance contract objectives has no
significant effect on organizational performance.

The results indicate that, there is positive significant
correlation between Performance contract objectives and
targets and organization performance (r = 0.445, p <
0.000, n=207) Since P- value is < .0005, the null
hypothesis was rejected and concluded that setting of
performance contract objectives has significant effect on
organizational performance.

Summary

The study found out that they are involved in setting
objectives for my PC, PC objectives enables see the
direction of our business, PC objectives are linked to the
strategic plan, PC objectives are realistic Setting of
objectives greatly affects organizational performance as
indicated by the mean scores of 3.70, 3.90, 3.88, 3.68 and
3.80 respectively. The hypothesis postulated that Hoi:
Setting of performance contract objectives has no
significant effect on organizational performance. The null
hypothesis was rejected and therefore concluded that
setting of performance contract objectives has
significance effect on organizational performance.
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