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Incomplete Contract under Bounded
Rationality: A Reflection on the Performance
Management System 1n the Public Sector

By Chen Don-Yun Lin Ching-Mei

Abstract

Recently, the government reform efforts in Taiwan are focusing on performance management.
There are two reasons for promoting government performance management. One is the international
trend of New Public Management reform of which come out from the scarcity of government’s
resources. The other reason is democratization. Democratic accountability is established through party
competition. Promoting performance management is one way to show ruling party’s response to the
pressure of democratic accountability. However, behind all these reform efforts, there is still a need for
a solid theoretical perspective to access the effectiveness of applying performance management
schemes in government. In this article, authors utilize rational choice institutionalism and the decision
model based on “bounded rationality” to inspect these efforts. Under the concept of bounded
rationality, organization can be seen as a nexus of incomplete contracts. First, authors use this
perspective to explain the existence of “informal” institutions in exercising performance appraisal in
government organizations. Then, authors discuss the managerial problems concerning implementing
performance management in hierarchy, such as information asymmetry, authority monopoly and the
externality of team production. Lastly, authors use the “incentive compensation model” from the
economics of organization to discuss four principles about institutional design in performance
management. Then these principles are used to evaluate the current reform efforts and suggestions are

made to promote further discussions concerning how to consolidate these reform efforts in the future.
Keywords: Government Performance Management, Performance Appraisal, Economics of

Organization, Rational Choice Institutionalism, Bounded Rationality, Incomplete

Contract, Incentive Compensation
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FRISERIERy - BN BHEE R > #H
SCEE AT R IERH DR E A HY B
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SRS B E FF (performance
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SEEHIAE - K1 > BB —(EERE 2
A E - 2GR R A TS AR R MR R (BR
F > 2002b) > DIEAERIRE SR ER L
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R CANEEAE AR AL BEREE T A — T ]
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rationality ) HYPRTRIEAL,Z N - HAELFTE
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( command and control ) B (2R —F = ER A HH
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A B E L B B B T R SR R R
E o MERET R ERAEIEEE - A RE
REAERFTRE R E B A R - (e S a3
I8 T U 8N i 2k - ST B AH
MR ~ HERE - DU RO LSRR
Tk 4 HE (organizational capacity ) H{EHTHE S -
A EERAER . thplER - EEHR
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( rational choice institutionalism; Weingast,
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e —MEHEA R S AEIRR (T amEE E
/K W —TERE S ERYEREE » KR —TE
ST ER % T R E I R TR T &Y
EIH  EEETE T ER IR P E AR T
HIEFR b o STamm R0l RIRE AT R YRR
RH > (K 0 #Hf% (organizations ) FEAH#RAKTE
BEERRT - B—EE AR T EE
B E#IR(E | (a nexus of contracts;
Alchain and Demsetz, 1972 ) -

—RIME » WA B T EUP R
— T T 4 R A 187 It o AR B B B TR T e
214 | (complete contract) » HIJ#H #%E (EAYHE)
1 B 7, R ) Rl B T AR Rpf o » s ik —
TERIEKIEF - MR EERKEEIT
B B ETEILL S —EATE AR AR
B EE - WA EENESIEER > FE
TR 0 5 L E ST A RE S i E T
RUR (A —RETTEEL AT LATEAN > 2 Bt
71 (opportunism ) FE{EAYZZM : KL - £
2 3a [l 58 2R HIRMEEE AGH] - #H
BREMHBLEN SRR E NEEBEHE
e 5e ZRH M S EE R - 2RI > 58 REKITE
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I FEEFE - Rt A RE R RE - #E R
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= IR A ERORAEEIA > [RER
Y > SRR B BRI AT LA
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FEAREE T2 2R EHERE T —
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C R TE E B S TR R E
o i E B CELUZESEET Y » HHE
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AHEIEE - LT - A B SR ARG 2 1Y
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PAEFFRMEE A BRIENET > gLl
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HHEAR 2 A Ty PR i e 5 e
LFRARIEBIE SR TR EY) > HATAILUE
o SEEIEIEAREREAIER - 22
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BB IS RA - AR H]
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A.Simon (1983) FELIRRHIEAZE " AR
B (RO BRIBRSRE R SR A e 3
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AAFIRASEMUEMTRE - 5 A REE
HITT R EEMS - (EET 2R LB
FRLIFRM SRR UE R E R, - ZFEN
OHEEEAERE (A0 8 Teica i e
ke ) - WIREFT R B R PRI IERENE - SRR A
s 2 (e.g., DeCotiis and Petit, 1978; DeNisi,
Cafferty and Meglino, 1984; DeNisi and
Williams, 1988; fifE 1992) » —fHEFEE
ATRERURY— R ANRERR (RETL) > HE L
iRyt B BB USRI EEYE (Bernardin &
Beatty, 1984, HEEEHE > 1992) » (K - HFEHE
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FHHEFHEE CITEENRA > B—HHiEE
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R E R ERE LT W E—AY
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bt AR E FE e BT RO HEE)
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REBAIER » BE EERRE AR
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FREE AT ERE "THERETE
( opportunistic behavior ) R EE » gt 235
AR A% AT BB R S B SRR T Y
HIE ~ HERECHTE H CIRFHITT R (Miller,
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HCOWH & - Bl G FE IR ARE S (E
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T NERBTEEHE ST mRY
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TERY o —fiie NS 8 R B ] R ) fe R I
% R ZERHE I E R R E R
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PEET R IFAE » R R (ERTAE A BR
PERC AR - 1T T ®E S T (vertical



o+ =H

Y¥FRAAT9ELCA

division of labor ) Z—{FEH AR H »
SR RERFEEREREES S PR —(
HEEAEHE  REEEHEEEAME - H
sy AR B 378 AT BB ol FEE RO A A > DU IR R K
AR EE R IRE - T RESAE BRI B A e Y
Wk o E(EEEERET - BIEREHFEENE
FADR AT -

ARIM - TERCERRYE R LR - BIBEERA
NAEZEEF AR - hAH 22%19 A7
Ry HORUFFE MR G RN - #ERE
61% 1) A\ 58 Ky )& T Bl Bt JE 5% (7 /£ ( Lawler,
1987: 69~76 ) » #AHJ5ERR » RS SUARE B 7
FELLE E #rEa ) T R B THM (GE+
— ) E AR SRR PR T
A A AR U E B R (AR e iR
HI =R - FRIFEIE SE R BERE 45 58 i
DUR R > ARG AR RS T R A] RELLJH AR
B S B AR > E = N R

(Miller, 1992) : & A %14 ( information
asymmetry ) ~ f & % 5 ( authority mono-
poly ) ~ DUR B4 E4MERME (term production
externalities ) e Miller ( 1992: 103 ) FtattER -

ZATiE RAVMAR RAL ey & E 38 H 4 ik
R HERGAH MBI A ? - REL
RA L FERAKU KL RHBE I LER
AAEE ARG B TRRGRAE] > - R 2IE A
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FEE R B AT BT IFE R %
EAETARBFENLEAE L  KMEHEAME
MHTHARZH T AL —HER L T &
A 3% (vertical dilemma ) °

B H{EABEE T AAANER L (private
information ) 5 [#2 1" EERANEIR I -
TE 5 S L A B P T g e R e S ] R Y S 5 i
A e B G (agency theory ) Fir# i
RAE e & = EL{TE) (hidden information and
actions ) HIBEE > HUBAEE A EE AT
ERIEE TR > B EERREERIEER
BEZEE N LIERES IEE - K A REFE
EZEANS DRENELHET G0 (G
+=) > SR E B AN BT R R
AR R ER A - sE AR BT
e T E N R B SRR - S (FF
FARRIAITL ) A RERA ST iR AR R A fk Y
BEIEE - 18 BT A TRELME A58 2 3HIHY
AR EE LN HLEMEREE - E5E &R
ANATREHIRIE T » 58 2 HIEHIBA PREEAN AT RE
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RE - SE(ERRE TE B A B[ - EAE
e o e B SR R SR A R ARz ~ X
B —iEUE FE D RERYHIEE - DR A Ak
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ERRTE -

LT EE AR A —{E [ E BIER
HEZGE T - htE N S8 HHREE
ER) > BHEE - HSE AR ES )L
(N T’Eﬁ@%?ﬁﬁ@% HES—TTEER
HEATHERIRG > 5 ANHERZRIER
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18 I8 H A 5 18 R AR S R Y ] RE —
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HE - HERUE S A RS R B F Y
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WHOET - v Ry TR S, By
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WIEZEE SR - HRfRER - EERRE
TEfREVESHES) > SAGHEHLITEES
fEft A Al PG A (E A F % (AR
WP E ) (FRESHFEE ? HE
FH o ERNREFP AR T EIRBUAHE
HER > ENCERIH R A e e G FEE
INFSERFHESR DT ) SR EEEE -
R BEBHEENS - EMEEETREE—
TG PRSI ERE - R AR
FENERY - i BB T RS IR - SR AT
DA FE LAY » BB - 55 LE1E
AT R A A 0 R B o o ek 2 e 1
FERY » — RIS T BRI B S
L AR -

BE L FEESHEVEW - BORH
e T3 8" J8E | % (monopolist buyer ) »
FEHS Rk B AR HEIE S - WRIEIHRT— B
R ARSI R - MR EEN
& Hfﬂ.?‘%hﬁ#&@ﬂ‘[%ﬁﬁﬁﬁﬂ A —
ERIARG FERE > B > TRAIRER
HYMETSEEA SN AL - e R
BN EREHEI TIER N St #2571 %
HI L 78R AMETSSEESIET > A8
s B B = 1 B & B G Y AR IR - thed
BAA BRI - HE—D KM BBF
Holmstrom ( 1982) HYfHEFEH! > WISEH
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7 RLELSZ (£f & T RCARTEE N ARy E A
B TEEEASRMETEE FE TR
HETEZRER - (ERERUE 5 KB A R B Y
BT HEEEHNER B T TEES A E—
HET > R T —(EHENEE T TE
R EE R R E R -

Rtk BIBA FE RSN LR RE (extern-
alities ) » SOBAER - BL2BIRAEESR TR
T8 , (shirking ) [/ - S5 /2 FEREHMAE
RS PRI R NSRRI R — < BRAE
&l N CIFBREA » —{E AR A AR 2 pr e 2
BLH A AR - S (ERRE T A& HE X R E
FrfiTAE R - (H2 - HEE 7 Tk
il ~ {E R AL B SO EME A S EA e
FEAE R AR (BB A o R Ry DA B Y
AT - (E2 > BB ERARHIRE @ 5t
AR A B IR R R R 3= (HMER
) (BRRE CEERTE T RIIEAE » 2
HECH=E » fEfk—EE R0V RS
T BB T ERETE) ) B (collective
action problem ) ¥k 5 Ry — {25 B2 A4 & B ]
’H 0 TR - BAAIRYE I ANE - fEER A E
HIfHR - SEEAE P BHEEMS © BRIE
A T8 8 TR AREHEER > DU AR
A B 4% A2 A AT S5k i e % B % 2 HH Y o
HER > AT EMMEREERD T2
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HET -

A AR U B R £ 2R R B PR A E R
PRI - 24 DU 75 [ s B AR 20 <k
AU ? B =R ge M rT LG > B —
HAEE N ER ISR BB R R - LA T
EatEtEt T BIEEERUNE F - A RERIIR 3R
B SRR (HREEEHNEA LR AT
5 2B IR A B RS B A]
DATR] i e 2 (] A\ R AL Y SR - B2 5UEE
B (E LR FEFERZHR NI =%

(Milgrom and Roberts, 1992: 416 ) » H.— » &t
BERENL N o (E A ERCR A B
B T [ ¥ A 11 b B KR & A RS e A2
EERERNEEREAEN - HI - £
EANR ARH B RE R - RIS E RSN
{E BRI TR E THC » AIREE 2
AR - th ] g S BRI A
fEE M ERYIE e = B EE
TAFRIEE R AT REE £ B T It & A A
R BIRIFEIA > BT K S g i AR Y5
FURE > TTURAB T T ERERE - F=
TERTREME - W2 B H Al 71 - PREE
A B (E A\ 2 01T RO 520 0 AIRE A T AL
i2iax (ecological fallacy) HfHIE > R
TAERER H AR E A FTE H B XAE - |
NGRS VENIE (i ASE R NS
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TEHEE WA - B L ER TR
RIAE IS AR RE - 35 20 ] RE BB U B 1 3
SHEZEYRE - B EFE Chester Barnard
(1938: 139) RFEHARRIE " FA, BVBE: -
SRE R AE AR - fthER
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BAVER Rk B AR AEBRERME
BRARBAEOFRL KA o RAEE
LB FEE L kM TR R Ry Rk
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AN EFELFIHIEDL T - FE T A o R
Y B BT R 2K 5E K 2RI > EHFLYEEHT (ex ante )
BGEF R (ex post) HYEIEHNE5ERHY -
A A EROF s AT RE &4 B A N T 5208
(shirking ) 8/ " #%&r F % | (opportunitism )
FrEed  fHRk 2R R R (agency
problem ) - G 2 HRE & YT AR
A B WITTE) > pORs B TRAH AR T B R
R DL - TEIERIE ) B TR
g WERY > RG]
B SRIE A > DU AT N B BB R B 1%
ITHEEH TRPRIREDRALR ) B TR L
HIRESRRGR ) (BET7L) » BUSHZERAA
B2 T RESEERHIE o RABEREERES
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constrains ) » 5 [B] ¥ JtL A4 VEUE) B T E B EUE
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BUTH) T AR ) fIRE NFEREE
AP o TR < B Ry Rl R Y R R A
& (GETN) e EEER) - fEFEH
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K€ fE (incentive compensation; Milgrom and
Roberts, 1992: 215~232) &I EHIVY{E R A > 3k
A F S < I FEE B B A PRI RE o B <
FERY R Dh BBy - NRIFE —EREIR AR A
AT AR - NIRE R EE) - H
o AL 2 HAH R R R o e R A B2 E AR
& ZN | (negative incentives ) FYRTRE »
Milgrom and Roberts ( 1992: 403 ) Gt 8426 T &
Fe& 5 28 DU 30T > G T AG Y I A
MRt EE ) () - JAJGER - X
BEEHE R REERIEN TR, fE &
B A A i B B T8 AR AR AR e B ]
SRS - R8T E R RO -
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Rl Ak E S

FEA ARSI SR F G oh & (P 5
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1. )& HJE B (the Informativeness Prin-
ciple) : EHIE B T3 /M2 FEFRIEHY B 5L
BOR (iR ) » Rl B A A Y
AL

TERERCE R RS T 8 /A FE HAE

SHEIEAEL (estimate) TEHYE IR

Rt —E AR R e B (RO (R AR (A 3R - TE

Tt > AR EELIEL Coutput) (ER(HETT

JB5 IR ERITERE » (R BB E & S HU 5

W LA ZH ST 7 o0 9 el g A P R RERY 2K

FyrH Ak &S A (1) B —FERR (type 1

error ) * FINIRERFEIRME - LITRRAERTR

i MBS IEE DUk (2) B 355 (type



M error ) : 1A TIANSEIRIE » LI -
PRASVB BRI A i B S 5T Tt i A I
AR A — AR B RRE R H S RETE
IEFHIRRETS » [ 5 Fiy ok i ek 3 3R 1Y 7 BE
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— i ZRER o LLREALERFTREE - AERFIH AR
H A 2 7 B RN R AL & A Re e i
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AR RS HERE FE B~ B TR 7 i
FERE i ~ DU B e e ERIRE Y B
S 0 Gill AN EAS C N
—EF R EHE - BB TAELSS
e - A FREEVIE R R EE) - B

AP

—» BN —AI5 I N SR
M ELERL B TR A TR T ERIRE ST |
(profitability ) - SE{EFE BB - FHRHE
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AHhAPTR) e 2B Y e ok R RS - PLTER
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FrKEERAZ R - JIt > HETERL AR
SEFIT (o FH A A3 B B8 <2 1 FEE AT RECE S ERFIRI R
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RLERFT » Fr& s Eh e R N =
TG IR IR RS AR © RS TEAR
FR PR i~ T % o FH e e s I 1 378 R i (o
2 Rl e % (o FH 75 BRI P v O 1T
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— i AR AR -
3.5 P nm [ HI( the Monitoring-intensity Prin-
i U e PR HE B 2 A SR = A
YRR gL ERE SR E TR

FEEYERIRAE -

o =R AL E B B PRI [ -
VERYSRED B - QI BL S FTAE B A B Bl A
A HREZEEFEFFHERZSHR
f o TR e B R R PRt AR — 3l 7
ftl 05 72 OB T OfF KR 4 B B9 BR R

(trade-offs ) « 5& {&l[FEHIIHUAEIHIZE » &I
F—(EF R HRIERIHIE - FEA LR TE R
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Principle ) * & il 2 A AR HI B B2 HoAth 5
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A B TR —TH TR R R IR -
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FER B (routines) KA XM E]
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( Milgrom and Roberts, 1992: 21) -
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omniscient nor perfectly far-sighted.

”Real people are not

They cannot solve arbitrarily complex

problems exactly, costlessly, and

instantaneously, and they cannot

communicate with one another freely
and perfectly. Instead, they are
boundedly rational, and they know it. ”

B E BRI R R EE R DASE

EFRALEITER > RAEREH
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GERAEF K G tEaEE B M

FERER T SR TR AR 2k S
(1) WHEMEHREEIIRIRET] (2)

NETRISCE R SEIER » DU B A



o+ =H

Y¥FRAAT9ELCA
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FROEZEME (3) WHEHE A E e
TiZEWReTS] - HEE CHIRRTT PR
—{EEZZHITHESR - A RERF R A FHI R
o R B ER A A LR R
f—@ MR - —mEEER—mE
IERAIHI R KA L - DARE N —RHY
EFE(ERS (Simon, 1983) -
FEATYISMEERN : (1) B
(Leniency ) B(Exwr (Severity) @ 3%
BB G B = B R R RS a0 B
(5 5 (2) 78YFMRE (Restriction
of range ) : ZEFH B0 B (55
%) RRRFE—EEEEEA . (3) D
mit e FefaE LB TR RN
HeEam H B ER (4) FE SRR
[m] @ FBRFE LB LRSS ER
532 4B (Saal, Downey and Lahey,
1980; Cascio, 1987, JEEEE » 1992) -
i5 2% Ingraham, Joyce, and Donahue
(2003) fEfSEpEREE T EHES
HE&R? ) WIRTE -
##H5 [H Miller (1992: 102~102) -
HMGERE GRS S RE TR
ERIRR R B TR B RS TR bR
B, o BEA LIRS RAT
BENER AT - i NERL
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& > EETIFEM & TR AL
S IIRA I 2R R R - XAl
FrIDIEERE p AEETSEE
MEEY (B THEBERE
MC=P) - ENFIEINT TIEHE
T o EEE AT DO & R A
7> BORE T A EGEHE H B O
4= FE bR B PR T A BoR 7 L B

#L AT USRI B L5 JIR)E BR R
A (MC) HIFHE > S BLEr b
bR - EARAYE R ] DL E S
FRELH &R - BRIt - B3R A
ST DAEE nT RERIE il & 55 TR Bk
AREH - ERRENE — (& E
T TIHESSRAE RIS A
Al R AR REE R TIFRAAE LA
R B > g W PR
(Miller,1992 ) -

B2 Bengt Holmstrom (1982) HYJff
FeH - BLEE SRR T HEF
iy 55 K R #7
system) > SERERH T P
Fl|— (&G SR B TR g R T 5

LfifsE (E R -

JESCANTY : ’[A]n essential element of

( budget-balancing

organizations is the willingness of
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persons to contribute their individual
efforts to the cooperative system....
Inadequate incentives mean dissolu-
tion, or changes of organization
purpose, or failure to cooperate.
Hence, in all sort of organizations the
affording of adequate incentives
becomes the most  definitely
emphasized task in their existence. It
is probably in this aspect of executive
work  that  failure is  most
pronounced.”
BIRER—EEE - AR
FREME - BAH A B HEIRE
RAME ARG - RN LA
TR - BUF (X)) Hr DU
EERF&EEAFAE (BT
N ERIRETIRAR ©
H2REEHEEE TR (FREHZ
B —) IR — T TR e
BRI - LR TETHEH
[ BB ARG o (H2 TAERR0S
RAVET B N — REAEG R
TR EE R S 2 -

JFSZANR ¢ ”The more intensively the

o IR

employer rewards measured perfor-
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mance, the more important it is to

measure performance accurately.”



