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Introduction

o Background

The public institution management performance evaluation system (hereinafter
the PIMPES) is an institutional measure to objectively assess the management
performance of public institutions and tie the outcomes to the tenure of the
head of a given public institution and to performance-based pay for employees
(Ministry of Strategy and Finance 2016A). The objective of the system is to
improve the management efficiency of public institutions and promote
autonomous and responsible management practices among those institutions
(Ministry of Strategy and Finance 2016A).

The origin of the PIMPES can be traced back to the performance evaluation
system on government-invested institutions pursuant to the "Framework Act on
the Management of Government-Invested Institutions; enacted in 1983 (Won-hee
Lee and Young-jae La, 2015). However, the evaluation system of that time was
different from the PIMPES in many respects. Back then, there were only a few
dozen public institutions that were subject to performance evaluation, and the
number of evaluation items was limited as well. In this respect, it is more
reasonable to say that the current performance evaluation system originated from
the "Act on the Management of Public Institutions; (hereinafter the AMPI)
introduced in 2007, considering the methods of analysis and evaluation
frameworks currently employed by the PIMPES.

There are conflicting views on the effectiveness of the PIMPES and the
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need to maintain it. Some point out that the current performance evaluation
system is a very advanced one introducing contemporary management techniques
to public institutions (Ji-in Jang, et al., 2013) and has been a benchmark for
other developing countries. Others argue that the system is causing inefficiency
in the operation of public institutions and actually functions as a means of
bureaucratic control by applying uniform evaluation criteria with no consideration
of differences among institutions (Young-jac La and Tae-beom Yoon 2013).

The following anecdote about the Incheon International Airport Corporation
illustrates a delicate situation faced by the PIMPES. In 2016, a baggage crisis
delayed the departure of about 160 airplanes at Incheon International Airport.
To make things worse, illegal entries ensued. This gave rise to a series of
criticism, from both domestic and international sources, about the public
corporation’s security and safety management issues. In response to this, Il-young
Jeong, president of Incheon International Airport Corporation, said in a press
interview that he would now spend enough money on security- and safety-related
matters even if this would mean losing points on management performance
review.!) This statement might sound strange to the general public. Security
and safety management is one of the core business areas of the Incheon
International Airport Corporation as an international airport operator. Should
investment in its major business focus be disadvantageous to itself according
to the criteria for the evaluation of public institutions, it is quite natural to
question the raison d’étre of the PIMPES.

The problem confronted by the Incheon International Airport Corporation
seems to demonstrate that the rigidness of performance evaluation criteria fails
to take into account a given public institution’s responsiveness to its urgent task
required by changed business environments. This may also be interpreted as
an example of the fact that the PIMPES is actually serving as a shackle that
hampers the autonomy and responsiveness of public institutions.

This study is part of an effort to find answers to these questions. In this
study, we aim to understand the PIMPES based on the concepts of information

1) “I would rather give up scores on the public corporation performance evaluation to spend enough money
on security for Incheon International Airport.” T Chosunilbos February 3, 2016. Accessed October, 2016,
http: //news.chosun.com/site/data/html_dir/2016/02/03/2016020300349.html
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and incentives—two basic analytical frameworks of economics—and analyze its
functions and dynamics accordingly. How can we justify the raison d’étre of
the PIMPES from an economic point of view? From the perspective of an
incentive contract, what kind of institutional design would lead the PIMPES
to produce socially optimal outcomes? Would tying performance-based pay for
executives and employees in public institutions to the outcomes of performance
evaluation bring enhanced efficiency and publicness of public institutions? In
designing the PIMPES, how should we factor in the double mandate of public
institutions that have to pursue efficiency and publicness at the same time?

The primary purpose of this study consists in finding an adequate theoretical
framework of analysis that will help reach a correct answer by re-interpreting
these questions with a new perspective and deriving proper institutional solutions
accordingly. The detailed methodology and analytical framework of this study
are as follows. We will consider the PIMPES as an incentive contract concluded
between the principal and the agent in the sense that remuneration of public
institutions’ executives and employees is influenced by the outcomes of
performance evaluation. In particular, this study will draw on the theory of
optimal contract between the principal and the agent under the multitask
conditions—first presented by Holmstrom and Milgrom (1991) in the paper,
“Multitask Principal-Agent Analyses: Incentive Contracts, Asset Ownership, and
Job Design published in the Journal of Law, Economics, & Organization—as
our key theoretical framework that can best analyze the characteristics of the
PIMPES. We will also borrow general insights from contract theory and deduce
several normative propositions that will help us ultimately assess how optimally
the current PIMPES has been designed. In addition, we will look at how
efficiently the system has been designed and operated in light of these normative
propositions by using actual data collected from the current PIMPES.

The detailed structure of this study is as follows. First, we will examine
whether the present PIMPES is functioning properly as a measure of control
over moral hazard within public institutions. Why moral hazard? It is because
the PIMPES is structurally more similar to the terms and conditions commonly
used in the insurance market (e.g. fire insurance) than stock option contracts
signed with CEOs, as commonly observed in the labor market, in the following
two aspects.
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Above all, the performance of a private corporation is usually measured by
its outcome—i.e. the value of their stocks. As for public institutions, performance
is evaluated not only by outcome, but also by input and process. As a typical
incentive contract, a stock option contract is rarely designed this way.

Moreover, the performance of a private corporation is evaluated by stock
price as well. Stock price fluctuates in real time according to whether the
management is adequately responding to constant contingencies and uncertainties
arising in the course of running their company. In this respect, stock price is
a highly flexible indicator for performance evaluation. On the contrary, the
performance of public institutions is measured by a handful of indicators set
by the government. These indicators are notified in advance to public institutions,
and they are, in principle, not alterated. For this reason, the outcomes of
performance evaluation on public institutions are, in essence, lack information
that can show how they respond properly to contingencies and uncertainties
occurring after evaluation indicators have been announced. Rather, the
government prefers these indicators to be rigid for the purpose of ensuring
fairness and consistency in the evaluation process.

In other words, the current PIMPES has been structured to evaluate particular
behaviors of a given public institution that correspond to evaluation indicators
notified in advance. Again, this type of contract structure is often observed in
insurance contracts, but not in private stock option contracts. In insurance
contracts, terms and conditions enumerate, in advance, the types of behavior
that are closely related to moral hazard on the part of the policyholder, and
insurance premium gets discounted—or surcharged-based on whether or not a
given behavior is compliant with the aforementioned terms and conditions. This
type of contract has been recognized as necessary in that it monitors the moral
hazard of policyholders and, thereby, creates more socially desirable results. The
same logic applies if the system can be regarded as a watchdog for curbing
moral hazard among public institutions in the sense that it does notify public
institutions of evaluation indicators beforehand and give monetary gains (or
losses) in the form of performance-based pay, depending on whether or not
they comply with those indicators. If this is the case, then the current PIMPES
can be acknowledged to have some degree of rationality. In this respect, we
will verify with data whether the current PIMPES has served as a watchdog
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to control morally hazardous behaviors among public institutions.

In addition to its role as a control mechanism concerning moral hazard, the
PIMPES is also required to play the role of enforcing an incentive contract
by encouraging the members of a given public institution to fulfill their expected
roles that suit the purpose of its establishment. In order for the PIMPES to
be effective as an incentive contract, objective measurability of management
performance is a prerequisite. If the agent has made sufficient efforts to achieve
a good performance and, yet, the measurement of performance fails to reflect
this, a correspondence between effort and performance falls apart. Instead,
non-essential factors would prevail in the evaluation process, which means the
failure of the PIMPES in playing its role as an effective incentive contract.

This leads to our second proposition to be tested: to which extent does the
outcome of management evaluation get influenced by factors that are not so
much related to the degree of a given public institution’s efforts to improve
its efficiency or publicness? In this study, we will consider the size and age
of a given public institution to be the case of non-essential factors that are not
related to efforts made by the institution and examine how these factors affect
evaluation outcomes.

Another way to infer how much non-essential factors—i.e. factors unrelated
to the efforts of a given public institution—are affecting the evaluation outcome
of its management performance is to look at variability in the ranking order
of evaluation criteria employed by the PIMPES. Intuitively speaking, short-term
variability is not likely to be significant—considering the institutional
characteristic of the PIMPES being conducted annually—if we assume that
evaluation outcomes are determined by essential factors, such as a given public
institution’s efficiency. If the outcomes are, on the contrary, determined by a
sheer chance or non-essential factors—for instance, in the case in which a public
institution receives high scores just because of well-prepared documents for
evaluation or because a certain person in favor of the institution happens to
be included in the evaluation group—, the ranking order of evaluation criteria
would change frequently year by year and the extent of such changes would
be quite large.

The last proposition to be tested is related to the most important prediction
made by the Holmstrom and Milgrom model (1991). That is, how is an incentive
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contract to be designed in order to produce optimal outcomes in terms of social
welfare when performance evaluation has to be conducted on tasks with discrete
natures and varying degrees of measurability, such as management efficiency
(or business value) and public interest?

If the agent has multiple types of actions to take, it may be easy to observe
the extent of efforts put in for some of the actions, while not so easy for others.
According to Holmstrém and Milgrom (1991), the optimal contract, in this case,
is to tie the agent's wage system very weakly to two different performance
measures (Bitmaro Kim, 2016). This means that a performance-based pay system
should not be designed in such a way to reflect what is difficult to measure
objectively. This is because the allocation of efforts made by the agent would
be distorted if a performance-based pay system is greatly swayed by a particular
type of performance that is difficult to assess in terms of efforts put into it—e.g.
leadership and responsible management. This paper will examine the extent to
which differentials in performance-based pay across public institutions are
affected by indicators used for evaluating leadership and responsibility
management, with its primary interest in how to optimally design a performance-
based pay contract under the PIMPS.

All in all, this study presents the following four propositions in order to
look into whether the current PIMPES has been designed and operated to properly
function as a means to enhance management efficiency and public interest among
public institutions.

1. Public Institutions with a serious problem of moral hazard (for example,
institutions with a high debt ratio or a high level of spending on welfare
benefits) should be disadvantaged on management performance evaluation.

2. In the case of public institutions whose scores are poor on such evaluation
criteria this period, more efforts should be made to solve the moral hazard
in the next period (for example, to address the debt ratio or the high
level of spending on welfare benefits.)

3. The results of management performance evaluation should not be determined
by factors that are independent of the institution's efforts to improve
efficiency or publicness (for instance, the size or age of given public
institution.)
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4. The results of management performance evaluation should not be heavily
influenced by items that do not seem to contain accurate information on
the level of effort made to improve efficiency or publicness (for example,
leadership or responsible management categories.)

e Main Findings

The results of the analysis of management performance evaluation conducted
on over 100 public institutions annually from 2008 to 2013 are as follows. First,
the existing PIMPES has not functioned properly in reducing the degree of moral
hazard among public institutions. We found no evidence that the evaluation grade
of a public institution with a higher debt ratio is lower than that of an institution
with a lower debt ratio. Neither did we find evidence that public corporations
that had received poor grades in terms of debt ratio showed an improvement
in the following period. The same applies to the case of welfare benefit
expenditure, another indicator to measure the level of moral hazard. The level
of spending on welfare benefits did not reveal a significant difference in the
results of management performance evaluation. In other words, public institutions
with a high level of welfare benefit expenditure did not receive disadvantages
on management performance evaluation.

Secondly, management performance evaluation results were influenced by
factors that were not related to efforts made to improve the efficiency or
publicness of a public institution in question. Instead, the size of assets—at the
significance level of 10% —affected the evaluation outcomes. In other words,
it has been confirmed that public institutions with large assets receive more
favorable evaluation results than those with small- or medium-sized assets. The
age of a given public institution was also influential. That is, the longer a given
public institution has remained in business, the better the evaluation outcomes
are. Considering that the implementation of the PIMPES—with the current
framework—has been over 10 years at least, older public institutions are more
likely to have internally accumulated their experience with the existing PIMPES.
This may have resulted in favorable outcomes on their management performance
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evaluation.

As for the question of whether evaluation outcomes are swayed—regardless
of the level of effort—by variability in the ranking order of evaluation criteria,
our main findings are as follows. By using a transition probability matrix, we
looked into whether this phenomenon is actually observed. The result shows
that when a public institution is categorized into one of the three—i.e. upper,
middle or lower—groups based on evaluation grades in a given period, the
probability of its remaining in the same group in the following period was only
45%. To put it differently, public institutions have a 55% chance of moving
from one group to another, which is quite high.

In particular, the probability that an institution previously categorized as the
upper group fall down to the lower group in the following year—and vice versa—
was 13%. In other words, 13 out of 100 public institutions experienced a large
change in their rankings within the short period of one year. From the fact
that rankings fluctuate year by year and the extent of such fluctuations is pretty
large, we can infer that the current PIMPES is considerably influenced by
non-essential factors or short-term efforts made by individual public institutions
to improve their evaluation outcomes.

Finally, we examined the extent to which the outcomes of management
performance evaluation are influenced by items that have large measurement
error due to their intrinsic nature and do not provide reliable information
regarding the level of effort made by a given public institution—for instance,
variables like leadership and responsible management. Our analysis indicates
that the overall rankings of public institutions are most influenced by rankings
based on leadership and responsible management indicators. In other words,
leadership and responsible management indicators take up a very large portion,
compared to other indicators (e.g. achievements in major projects or efforts to
improve management efficiency), in the process of ranking public institutions.

The results of analysis did not change much by year. Based on data from
2008 to 2013—excluding 2011—, we found that leadership and responsible
management indicators, which are assessed in a non-metric manner, were
relatively more important, compared to other indicators, in determining the total
rankings of public institutions evaluated under the PIMPES. Considering that
a significant change has been introduced in terms of evaluation items since 2011,
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we even divided the time horizon of our analysis into the periods before and
after 2011, the result of which did not make much difference. This implies that
the size of a given public institution’s performance-based pay is greatly
influenced by scores on leadership and responsible management.

o Policy Implications

Based on the empirical analysis presented above, we propose the following
measures to improve the PIMPES. First, the function (or purpose) of the PIMPES
needs to be clarified. The current PIMPES has been designed to make it difficult
for public institutions to respond swiftly to changing business environments.
This is because no weights are given to such efforts. Due to inefficiency
stemming from the rigidity of existing evaluation indicators, it is inevitable that
the PIMPES’ role as an incentive contract gets weak.

If the government wants to maintain the evaluation framework of the current
PIMPES, it needs to operate the system as a measure of control over the moral
hazard of public institutions, not as an incentive contract. The evaluation target
of the PIMPES should be limited to to several objective financial indicators,
such as debt ratio and welfare benefits, and give incentives—or penalties in
some cases—to public institutions based on those evaluation indicators. Debt
ratio and welfare benefits are indicators that quite accurately show the actual
level of moral hazard within public institutions. In addition, there exists a
sufficiently rational ground to regulate operating expenses like debt ratio or
welfare benefits since neglecting a rise in such expenses incurred by moral hazard
among public institutions can amount to a heavy financial burden on national
finance.

The second proposal is an issue related to the design of evaluation indicators.
If policymakers aim to enhance public institutions’ performance and their efforts
for improvement through evaluation measures, the current PIMPES needs an
extensive institutional redesign. According to contract theory, one of the most
important prerequisites for an incentive contract to work effectively is that
performance indicators must reflect the level of effort made by the agent as
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accurately as possible. In other words, if the results of performance evaluation
are determined by factors irrelevant to the efforts of the public institutions, the
role of the PIMPES as an incentive contract is greatly undermined.

To this end, it is necessary to simplify evaluation criteria so that the burdens
of being evaluated can be alleviated for public institutions. As the findings of
this study suggest, evaluation outcomes being affected by the size or age of
a given institution mean that the current PIMPES imposes an unnecessary burden
on public institutions subject to its performance evaluation. There is a widespread
perception among public institutions that getting higher scores on non-metric
evaluation indicators require sleek-looking reports prepared with an extensive
amount of financial and human resources (Joo-chan Kim and Min-chang Lee,
2014). In order to eliminate the particular inefficiency caused by this distorted
perception, it is necessary to drastically cut down on evaluation indicators and
to simplify their contents as much as possible.

Also, performance evaluation based on “adjusted” financial information or
“target amounts achieved”—rather than actual financial information—should be
urgently redressed in that this ends up producing inaccurate information about
the long-term financial soundness of a given public institution. Some argue that
this type of evaluation method is inevitable in order to take into account risks
that are beyond public institutions’ control. However, debates about the
objectivity and fairness of performance evaluation arising from risks that public
institutions cannot control should be resolved by adjusting the amount of
performance-based pay and sensitivity thereof, not by arbitrarily adjusting
evaluation indicators in question.

Moreover, the government needs to make a decisive move by excluding
indicators that do not mirror the actual level of efforts made by public institutions
or that are not directly related to the goal of publicness to be achieved through
business activities the objectives of which are unique to a given public institution.
Such indicators include: customer satisfaction, leadership (2013 standard
indicators), strategic planning and organizational innovation (2015) and
government-recommended policy indicators. The more these indicators sway
performance evaluation outcomes, the less effective the PIMPES’ function
becomes as an incentive contract.

Finally, we need a more thorough review of the appropriateness of
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institutional design concerning an existing performance-based pay system. The
current PIMPES requires public institutions to take a balanced approach to
efficiency and public interest. To this end, the government has tied performance-
based pay to evaluation outcomes based on indicators targeting these two goals.
Yet, a problem arises from the fact that the degree of accuracy differs greatly
between the two. What Holmstrom and Milgrom (1991) suggest with respect
to this particular case is that we need to have public institutions pursue efficiency
and publicness in a balanced manner by avoiding compensation for tasks whose
performance is difficult to measure and, at the same time, by lowering
performance-based pay for the remaining tasks that are relatively easy to measure.
This means that what is socially optimal may lie in gradually reducing the
proportion of performance-based pay or, in some cases, abolishing it altogether
under the current PIMPES.

Many studies have been conducted on the PIMPES, mainly by scholars of
business administration and public administration. To the best of our knowledge,
however, this is the very first study that conceptualizes the nature of the PIMPES
as an incentive contract between the principal and the agent and analyzes the
appropriateness of its institutional design. One of the greatest advantages of this
approach is that we can tap into the framework and policy implications of contract
theory developed over the last forty years by both theoretical and empirical
economists and apply them to the analysis and improvement of the PIMPES.
Through this process, we have been able to look at the problem of institutional
design concerning the current PIMPES more scientifically and accurately
recognize internal trade-offs among various evaluation indicators that make up
the system, thereby, drawing several policy implications required for improving
the PIMPES. In particular, this study can contribute to expanding the horizon
of possible performance evaluation measures regarding the public sector,
considering the reality in which the PIMPES has been a reference point for
evaluating the performance of local public corporations and financial public
institutions.

The major components and contents of this study are organized in the
following order. Chapter II briefly introduces the characteristics of the PIMPES
and previous studies thereof. In Chapter III, we examine these characteristics
from a theoretical perspective. In particular, we employ the Holmstrom and



An Empirical Study on the Public Institution Performance
Evaluation System

18

Milgrom model (1991) in order to take stock of prerequisites and components
required for having performance-based pay serve properly as an incentive
contract. Chapter IV presents evaluation indicators necessary for assessing the
appropriateness of the current PIMPES from a normative perspective in the form
of propositions. In Chapter V, we test these propositions by using actual data
collected from the PIMPES. Finally, Chapter VI concludes with policy
suggestions to improve the current PIMPES.



Institutional Background of the PIMPES and
Previous Studies

o Main Characteristics of the PIMPES

It is said that South Korea’s management performance evaluation of public
institutions was first attempted in 1968. At the time, however, most public
institutions were under strong government control. Naturally, the extent of their
autonomy in the planning of budgets and business and personnel affairs were
very much limited. In such a situation, the evaluating of public institutions’
management performance had various limitations.

In this regard, it is more accurate to say that the introduction and
implementation of a full-fledged performance evaluation system began with the
Framework Act on the Management of Government-Invested Institution
(hereinafter the FAMGII) enacted in 1983. From 1983 to 2003, the performance
evaluation system was operated pursuant to the FAMGII. The number of public
institutions evaluated was not constant year by year since certain institutions
were often excluded or added as the situation dictated. Roughly speaking, the
number ranged from 12 to 25 in the years from 1983 to 2003. In 1999, the
target of performance evaluation was extended to include the heads of public
institutions as the evaluation of management contracts with presidents of public
institutions and presidents themselves was put into action.

From 2004 to 2006, 88 government-affiliated institutions were added as the
target of performance evaluation. With the enactment of the Framework Act
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on the Management of Government-Affiliated Institutions (hereinafter the
FAMGAI), the performance evaluation of public institutions was conducted
pursuant to the FAMGAI as well as to the preexisting FAMGII. Evaluation
types became more specified and the number of types also increased to 3
government-invested institutions and 8 government-affiliated institutions from
2 to 5 preexisting categories (Korea Institute of Public Finance 2010).

As the AMPI was introduced in in 2007, the management of public
institutions became more systematized. The scope of institutions recognized as
public corporations or quasi-governmental institutions became more clarified as
well. Starting from 2008, public institutions and their heads were separately
evaluated based on different criteria. In 2010, there was a significant
improvement in the PIMPES. The main aspects of the revision are as in Table
II-1 below.

(Table 11-1> Revision of the PIMPES in 2010

= ===

Compare the evaluation outcome of a given public
institution with that of global corporations, not with the
previous year's outcome of the public institution concerned

Strengthening the competitiveness

f of public corporations

Create new indicators to evaluate social responsibility

2 | Strengthening social responsibility (e.g. job creation, shared growth, etc.)

Strengthen evaluation measures to reflect actual

3 | Creating jobs performance concerning job creation

Alleviating the burden of being

4 evaluated among public institutions Cut down on and simplify evaluation indicators
5 Customizing evaluation by public | Empower public institutions to select evaluation
institution types indicators
Diversify evaluation group members
6 | Promoting fair evaluation (Various figures including the CEOs of private
corporations)
7 | Preventing reckless management | Impose a stricter penalty on reckless management
) N Strengthen evaluation measures on tasks concerning
8 | Reflecting current situations o
current social issues
9 Improving the satisfaction of the Reflect evaluation by the public

public

Source: Press release by the Ministry of Strategy and Finance, "Major Revision of the Public Institution
Management Performance Evaluation Systemi December 29, 2010
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Since 2011, public corporations and quasi-governmental institutions have
been classified in more detail: type I public corporation; type II public corporation
II; fund-management type; commissioned-service type; and small-but-strong
type. Evaluation categories can largely be divided into general management and
major projects. The subcategories of general management include: management
strategy and social responsibility; work efficiency; the management of
organization, human resources and performance; financial budget management
and performance thereof, and pay and welfare management. As for major
projects, subcategories concern the planning, activities and outcomes of the major
projects unique to a given public institution (Ministry of Strategy and Finance
2016A).

There are six grades—from an S to an E—as per performance evaluation
outcomes. Based on the outcomes, follow-up measures are carried out, which
includes differential performance-based pays, personnel actions and budgetary
changes in the following year. The nature of the PIMPES as an incentive contract
is clearly revealed by the fact that performance-based pays for the head of a
given institution and its employees fluctuate according to evaluation outcomes.
According to the 2016 fiscal guideline on public corporations and quasi-
governmental institutions, public corporations receive performance-based pay
within 250% of the basic monthly wage; quasi-governmental institutions receive
performance-based pay within 100% of the wage; and preexisting government-
invested institutions receive performance-based pay within 300% of the basic
monthly wage (Ministry of Strategy and Finance 2016B).

[Figure II-1] and [Figure II-2] show evaluation indicators and weight
references regarding public corporations and quasi-governmental institutions,
which have been gathered from the 2012 Public Institution Management
Evaluation Manual.
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[Figure 11-2] Evaluation Indicators and Weight References Concerning Small- and ‘
Medium-Sized Quasi-Governmental Institutions

Evaluation Small— and Medium-Sized
Evaluation Indicator
e

1. Public Evaluation

Leadership,
Responsible 2. Government—Recommended Policy 5
management Subtotal 13
1. Work Efficiency 6
2. Financial Budget Performancel;
) i 2
Management — Financial Budget Performance; 5
Efficiency — Metric Management Costs

3. Increase Rates of Total Labor Costs
Subtotal 17
1. Appropriateness of Performance

i : ) 10
Major Projects Management Concerning Major Projects
2 2. Major Project Performance 20
Subtotal 10 20
Total 10 50

1, In the case of smal~and medium—sized fund—management—type quasi—governmental institutions, the
‘financial budget performance’ indicator has been changed to the ‘fund operation management and
performance thereof  indicator.

21 The weights of metric and non—metric indicators have been adjusted for each evaluation indicator, as
per particular characteristics to be considered (e.g. limitations in deriving appropriate performance indicators
for individual public institutions).

Source: Ministry of Strategy and Finance, 2012 Public Institution Management Evaluation Manual, p.14,
December 2011

o Previous Studies

Studies on the PIMPES have been performed concerning the following
aspects: the significance and necessity of the PIMPES; the appropriateness of
evaluation indicators and the analysis of factors influencing evaluation outcomes;
and policy suggestions for systemic improvements.

The Korea Institute of Public Finance (2010) and Ji-in Jang et al. (2013)
set out the history of the introduction of the PIMPES and a series of institutional
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changes made in the process. Won-hee Lee and Young-jac La (2015) provide
a variety of information, such as the introduction of the PIMPES, the background
of its institutional design and the purpose of the evaluation system, by tapping
into recollections by officers of competent authorities and the heads and
administrative secretaries of the evaluation group who participated in the design
and operation processes of the PIMPES.

As for the design of the PIMPES, Seok-won Lee (2005) points to the problem
of unfair comparison arising from the application of uniform evaluation criteria
to various public institutions with discrete objectives and varying natures of their
respective projects. Chang-gil Lee and Sung-rak Choi (2009) argue that
non-metric evaluation—which is nominally regarded as absolute evaluation—is
practically conducted in relative terms. Won-hee Kim (2010) points out that
it is excessive to make an exception of the risk factor concerning changes in
policy environments in the evaluation manual, and argues that this has the effect
of distorting information about the long-term financial soundness of public
institutions.

In relation to systemic improvement, Mi-jeong Park (2010) maintains that
evaluation indicators and weights should be applied differentially by type and
that rankings should be excluded from evaluation outcomes. She also raises a
concern about the halo effect of subjective evaluation that could affect the public
image of a given public institution. Oh Lee and Seung-hyun Yu (2010) point
out the heavy burden of being evaluated to be borne by public institutions, and
assert that evaluation should be conducted based only on metric indicators
concerning select key performance areas in the case of public institutions that
have been evaluated to be high-performing. In addition, they point out that small-
and medium-sized institutions are likely to receive higher scores than other types
because only metric indicators concerning management performance are
employed in their evaluation.

Based on a survey of public institution employees, Tae-beom Yoon and
Young-jae La (2013) raise a question about whether the amount of human
resources, efforts and time invested in preparations for performance evaluation
is reasonable, through which they suggest various ways for improvement so
as to reduce the burden of performance evaluation on the part of public
institutions.



Theoretical View of the PIMPES

o Economic Rationale for the PIMPES

A. Comparison of Stock Option Contract for CEOs and the PIMPES

In order to analyze the PIMPES from an economic perspective, the first
thing that needs to be done is to ask about the rationale for the existence of
the PIMPES. There is one thing to be cautioned here, however. The intention
of asking this question is not to suggest that attempts to measure the performance
of public institutions are unnecessary. Rather, our question is premised on the
necessity of such measurement and aimed at examining advantages and
disadvantages of a particular method of evaluation used in the current PIMPES.
As mentioned above, what we mean by a “particular method” here concerns
the following three components that cannot be found, specifically, in the
performance evaluation of private corporations.

First, in the case of public institutions, many people try to measure and
evaluate their performance in accordance 