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A Management System that corrupts – Targets and Bonuses 

 

In my previous column on how bonuses affected safety and diminished performance the 

impression may have been given that sometimes these incentives work. Actually they never 

work in organisations with real customer focus, and are especially bad when based on 

ranking or when linked with targets - although targets alone can have a seriously bad effect 

on organisational performance just on their own. 

First, some examples of just how bad bonuses can be for the organisation as a whole, 

including corruption. Then I will explore just how this element of targets, in particular, are 

disastrous for public services. 

To find a prime example of how PRP can really damage people you need look no further 

than the famous Microsoft, which until 2013 ran a much hated “stack ranking” system to 

grade its employees. The people who hated it most were then poor managers who were 

forced to artificially grade their team members on a 20-70-10 system. The top 20% got the 

bonuses and stock options, the 70% got a rise and gave a big sigh of relief, and the bottom 

10% felt fear. Either way the teams imploded. The managers couldn’t win. 

Now can anyone who believes in teamwork explain just how you can be so stupid as to 

introduce such a divisive and unfair system in a corporation that employs the brightest and 

best? It is like paying the wing in rugby a bonus for every try he scores, ignoring the fact 

that eight sweating forwards got the ball back, the scrum half threw a perfect pass to his 

flyhalf, who then made the right judgement as to what side to run, whether to pass or kick, 

and the centres got the ball to wing at exactly the right time and place. (Remember in last 

week’s column the employee who claimed the tyre on her manager’s bonus car?) 

Well, the CEO Steve Ballmer believed it, ably assisted by the HR executive, who made sure it 

was implemented. HR or Personnel sure has changed from my day, when they saw as their 

job looking after the employees. 

What happened to Microsoft’s results while all this egregious system was implemented? The 
business journalist, Kurt Eichenwald called it Microsoft’s lost decade in his article in Vanity 
Fair. Apple, in particular, ate Microsoft’s lunch. In December 2000, Microsoft had a market 
capitalization of $510 billion, making it the world’s most valuable company. As of June 
2012 it was No. 3, with a market capitalisation of $249 billion. In December 2000, Apple 
had a market capitalisation of $4.8 billion. As of this June 2012 it was No. 1 in the 
world, with a market capitalisation of $541 billion. 
A great deal of this slippage was caused by lack of innovative products and failures to 
launch most of them on time. Any successful production system relies on cooperation 
across the organisation, and any service organisation relies on it almost more. 
Let’s have good look at service organisations. 
 
The Ultimate Service Organisation is the Civil Service. And the ultimate in this is the 
NHS.  



I used to teach negotiating skills to the senior civil servants on Mrs Thatcher’s Top 
Management Programme (TMP) in the late 1980’s. Her intention was to bring together 
the top private sector managers with the senior civil servants at the Civil Service College 
, so that, mainly the latter could learn just how to run an organisation from the captains 
of industry. What actually happened was that it became the best recruiting platform for 
the private sector as these directors saw just how smart, effective and dedicated the 
civil servants were. 
The major finding of my research into negotiation, which is what I taught, was that no 
negotiation was successful if the implementation did not succeed as agreed. This was 
not possible unless all parties felt the outcome was equitable, both in meeting their 
minimum objectives and cost; otherwise known as win/win. If it did succeed then trust 
was built and subsequent encounters became easier and more efficient. HOWEVER, for 
it to succeed required cooperation inside the negotiator’s organisation, such that they all 
wanted to make it work. 
As I spent more time with these civil servants the more I realised that a phenomenal 
amount of cooperation took place in and between departments, with the exception of 
the Treasury. Most of the civil servants were in charge of Departments that dwarfed the 
size of 99% of the private sector companies represented, and ran them really well, 
cooperatively, while earning salaries that were often less than half those of the 
executives.  
Unfortunately, in 1989, following the acceptance of The Next Steps report the policy of 
the internal market, or competition, was established. Actually, what happened was that 
the Conservatives used decentralisation to divide the Civil Service into small, discrete, 
sections ready for privatisation, which began with some of the Next Steps Agencies. A 
large measure of the justification was cost-cutting and economies of scale, two of the 
most debased currencies of modern management. In the hands of the Treasury this 
became applied through the medium of lowest cost bidding for the work. As is common 
with the Treasury, this is simplistic, as research shows that the lowest tender often 
becomes the most expensive outturn cost. 
 
Soon the neo-liberalism emanating from Hayek and rigorously applied by Milton 
Friedman were expressed in New Public Management policies as targets, PRP and 
competition. Tony Blair entrenched these in his New Labour mission for the public 
sector, basing his management theory of the very companies that had been the models 
for Steve Ballmer of Microsoft. General Electric, under Jack Welch, was the major 
exponent, and was named “rank and yank”, and used to lay off thousands of employees 
while GE’s deficiencies were disguised by the profitability of the GE bank. 
Cooperation was no longer a public sector competence. 
 
 
 
 
 
 


