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Abstract

Modern forms of governance that combine public, private, and voluntary forms of institutional action are
becoming more relevant and influential in society. Scholarly attention to hybridity, hybrid governance, hybrid
organizations, and hybrid professionalism has also increased. For public-sector performance management,
the implications are significant. While there are several areas in which maintaining the distinction between
public and private sectors remains a relevant and justified basis for governing and managing societal activities
and organizations, there exist important institutional contexts where it is crucial to understand complicated
mixes and compromises regarding value-creation mechanisms in public, private, and civil society sectors and
their impacts on performance management systems. The aim of this chapter is to provide an analytical
framework to understand the impacts of hybridity characteristics on performance management systems. We
analyze the links between three elements: the hybridity characteristics of public sector activities (i.e.,
ownership, institutional logics, finance, and control), three forms of value-creation mechanisms pertinent in
hybrid settings (i.e., mixing, compromising, and legitimizing), as well as their respective impacts on goal-
setting and performance information design. We aim to show how performance goals and performance
measurement information exhibit different value creation mechanisms in the context of hybrids. The focus is
on exploring how distinct value creation mechanisms arise from the hybridity characteristics of the
government. Moreover, we provide insights on the design problems of performance management systems in
hybrid settings: for example, in public-private partnerships, social enterprises, and state-owned enterprises.
The chapter provides empirical illustrations to demonstrate our analytical framework.

Keywords: performance management, performance measurement, hybridity, hybridized government, value creation,
goals, performance information



1 Introduction

Performance management involves both knowing and doing problems (Vakkuri, 2010). Governments
need to know what the most efficient and effective policies are. To this end, concepts and
measurements are designed. However, the doing question is just as important: how can governments
know how to act upon their notion of the most efficient policy? What incentivizes them to follow the
arguably most rational procedures? They require information that contributes to making more
valuable and rational choices for society, public administration, and business, as well as to enact such
policies and practices aligned with those rationality conceptions. Thus, managing performance—or
managing with or through performance—is not only about information design but also about the uses
of performance information for different policy purposes (Holzer & de Lancer-Julnes, 2001; Rajala
et al., 2019). This includes the measurement of performance and the management of performance
measurements (Van Helden et al., 2008). Compared to traditional public administration, this general
premise does not change in hybridized forms of government, be they public-private partnerships,

social enterprises, or state-owned enterprises.

However, it is also the case that the application of this general ambition yields distinct representations
in different institutional contexts of the society. For-profit business contexts may often rely upon
bottom-line performance metrics, such as profit or loss statements or return on investment (ROI) for
shareholders. Public sector policies and agencies also need to rely on alternative modes of evidence
and concepts to describe, conceptualize, and measure the value obtained for taxpayers’ money (e.g.,
Holzer et al., 2019). The crucial characteristics of performance management systems are highly
contextual due to the diversity and dissonance of value-creation mechanisms in different levels and
sectors of society (Stark, 2009; Vakkuri & Johanson, 2020). What is valuable for shareholders may
not be equally valuable to stakeholders, recipients or citizens. Consequently, understanding the
differences between performance management traditions in public and private sectors becomes

crucial.

Why is it important to understand performance management problems in hybrid government
contexts? With respect to pursuing important societal goals, such as improving the health and
inclusiveness of citizens, fighting climate change, and maintaining infrastructure, it is often difficult
to disentangle the performance goals of the government from the contributions of private enterprises
and voluntary action. Modern forms of governance combining public, private, and civil forms of

institutional action are becoming more common, relevant, and extremely influential in society.



Likewise, scholarly attention to hybridity, hybrid governance, hybrid organizations, and hybrid
professionalism has increased (Grossi et al., 2017; Skelcher & Smith, 2015; Noordegraaf, 2007). The
term hybridized government, in this chapter, refers to collaboration among public, private, and civil
society through distinct modes of ownership, parallel (but often competing) institutional logics,
diverse funding bases, and various forms of social and institutional control (Johanson & Vakkuri,
2017; Billis, 2010). For understanding performance management in the public sector, the implications
are significant. While there are several areas in which the distinction between public and private
sectors remains relevant and justified as a basis for governing societal activities and their respective
performance management systems, there exist important institutional contexts where it is crucial to
understand complicated combinations and compromises regarding value creation mechanisms in

public and private sectors and their impacts on performance measurement and management systems.

In the same way that, to some extent, deceptively clear distinctions between public and private have
limited our understanding of the richness of institutional life in societies, they have also narrowed our
comprehension of how the contextual characteristics of performance management systems should be
understood in hybrids that apply neither public- nor private-sector logics exclusively (Bozeman,
1987; van der Wal et al., 2008; Johanson & Vakkuri, 2017). We observe three types of significant
limitations. First, our main concern is that the performance management of organizations at the
interface of public, private, and civil society sectors is clearly underdeveloped (cf. Battilana & Lee,
2014). Second, the characteristics of the influence of hybridity on the performance management of
conceivably “public” or “private” organizations have been partly neglected. To some extent, current
research is inapt to decipher organizational performances that follow distinct (and sometimes
contrasting) value-creation logics simultaneously (Vakkuri & Johanson, 2020). Third, while the
generation of public value or societal outcomes may require interventions by government
organizations at the micro-level, the realization of that value or those outcomes at the societal macro-
level is highly contingent upon the contributions made by private firms and civic initiatives. Thus,
irrespective of its importance, the measurement of effectiveness remains highly complicated, and
there is insufficient understanding of the interactions among public, private, and civil society

activities in contributing to societal outcomes.

The aim of this chapter is to contribute to the current understanding of the changing role of
performance management systems in the hybridized public sector in several ways. First, we provide
an overview of the main differences between public- and private-sector performance management

traditions by associating those differences with performance management problems of the hybridized
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government. Second, we explore how distinct value-creation mechanisms are used to settle disputes
between the performance management traditions of public and private sectors. We also demonstrate
how these value-creation mechanisms arise from the hybridity characteristics of public sector
activities. Third, the aim is to show with empirical examples how performance goals and performance
measures exhibit different value-creation mechanisms that are used to bridge the differences between
public- and private-sector performance management traditions. Overall, the chapter provides novel
interpretations of the notion of “public” in the context of public productivity and performance
discussion and valuable insights on the design problems of performance management systems in

hybrid forms of governance.

The chapter unfolds as follows. In the second section, we provide an overview of the main principles
of performance management traditions in the public and private sectors. Moreover, we extend this
discussion to the hybridized government settings by introducing the hybridity characteristics and their
impacts on performance management systems and conceptualizations, particularly in public-private
interactions. The third section connects the hybridity characteristics with the three value-creation
mechanisms in hybrid settings. The fourth section provides an illustrative public-private partnership
(PPP) arrangement in the welfare sector that connects the dimensions of hybridity with the
complexities and mechanisms of value creation. The fifth section presents concluding remarks and
implications for further research.

2 Exploring the characteristics of performance management systems in
the hybridized government

In this chapter, we introduce the definitions of hybridity and hybrid governance. Subsequently, we
examine the traditions of public- and private-sector performance management and discuss the
respective complexities in the context of performance management models of the hybridized

government.

2.1 What do we mean by hybridity, hybrid governance, and organizations?

Hybridity means different things. In general, it refers to the combination of two or more pure species
that are integrated in a novel fashion. Hence, hybridity may be seen as a form of impurity that

combines aspects of the original inheritance of each species. Moreover, it is often the case that when
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hybrids are able to adapt to their environments, they may acquire a position as a new type of pure
species that can continue the cycle by parenting new hybrid forms (Stross, 1999). However, biological
analogies do not always translate to cultural and social life. Organizations do not have DNA to enable
breeding or a definite period of existence. In institutional settings, hybridity refers to several
enmeshed aspects, such as politics and administration (Aberbach et al., 1981), markets and hierarchies
(Powell, 1990; Williamson, 1999), or a multiplicity of professional expertise (Noordegraaf, 2007). In
the present chapter, institutional hybridity refers to contemporary institutional systems combining
features of both private and public management and governance in the following ways (Johanson &
Vakkuri, 2017):

a) mixed ownership between public and private actors (e.g., state-owned enterprises [SOEs]
pursuing politically driven goals while exploiting business logics and operating in global financial
markets [Thynne, 2011]);

b) multiplicity of funding arrangements between public and private actors, including investors and
financiers (e.g., several types of public-private partnership arrangements in financing public-
service delivery [Hodge & Greve, 2007]);

c) goal incongruence and competing institutional logics that pit the logic of profit-seeking against
the logic of effectiveness, with social impacts for society and citizens (e.g., health care firms using
business logics to supplement or replace the public provision of health care, or social enterprises
attempting to “do well by doing good” (Reay & Hinings, 2009; Kreps & Monin, 2011; Pache &
Santos, 2013; Conrath-Hargreaves & Wustemann, 2019); and

d) public and private forms of financial and social control, including regulatory control of the
markets, professional self-control, and customer-driven market control within a single system of
service delivery (e.g., multifaceted control and audit systems of organizations operating based on

professional clan control and customer-driven satisfaction logics [Power, 2000]).

Some of these features have expanded due to market-based reforms driven by the quest for modernity
and legitimacy. Some concern the timeless questions of organizing and service delivery, which
involve inherent complexities of goal-setting, resource allocation, and measurement (Skelcher &
Smith, 2015). It is difficult to see hybrids and hybridity merely as inventions of the New Public

Management (let alone New Public Governance) epoch.



2.2 Public and private sector performance management traditions compared

It is fair to argue that there does not yet exist a particular performance management tradition for the
hybridized government, although an important discussion addressing several theoretical perspectives
IS emerging (see, e.g., Liu et al., 2014). Therefore, understanding the traditions of public- and private-
sector performance management is a starting point for exploring performance management in hybrid
settings. Next, we provide a short overview of public- and private-sector performance management

traditions and enrich that discussion with the characteristics of the hybrid government.

Performance management frameworks in the private sector have emphasized several aspects of
performance. Nine key performance areas can be identified: value creation, financial performance,
processes, personnel, learning, stakeholders, competitiveness, product/service, and leadership.
Financial performance, processes, and stakeholders are the three most-often-mentioned aspects in
private-sector performance management (e.g., Fitzgerald, 1991; Lynch & Cross, 1991). Personnel
(e.g., Maltz et al., 2003), learning (e.g., Kaplan & Norton, 1992; Barnabe, 2011), and competitiveness
(Fitzgerald et al., 1991; Anderson et al., 2006) are also regularly emphasized, whereas product or
service and leadership viewpoints are only occasionally highlighted. Value creation, performance,
and performance results are more abstract concepts that can point to various aspects depending on
the context. It is important to note that the private-sector performance management tradition is not a
static one (Yadav & Sagar, 2013). Recent trends have expanded the view of performance and of the
stakeholders considered while improving performance measurement and tackling the weaknesses of
the balanced scorecard framework. Non-financial measures, system dynamics, sustainability, and
simulations are understood to be important drivers of change in performance-management
frameworks. A limited focus on stakeholders and short-sighted quantitative performance measures
have motivated these changes (e.g., Hayes & Abernathy, 1980; Parida & Chattopadhyay, 2007).

In the public sector context, the performance management framework based on the three E ’s has often
been used. Here, the three E’s refer to economy, efficiency, and effectiveness. Later frameworks have
frequently built upon the three-E’s model and expanded it. For example, Bouckaert and Halligan
(2007) talk about needs, objectives, input, activity, output, effect/outcome, and trust. In this model,
input use over time shows economy, the relationship between inputs and outputs reveals efficiency,
while the relationship between inputs and outcomes demonstrates effectiveness or cost-effectiveness

(Bouckaert & Halligan, 2007). The public sector has also adopted many of the private-sector



frameworks, such as the performance prism (Neely, Adams, & Kennerley, 2002), the model of the
European Foundation for Quality Management (EFQM), and the balanced scorecard (Kaptan &
Norton, 1992) in the form of the Public Scorecard (Moullin, 2006). This indicates connections
between public- and private-sector performance management traditions. The main criticism of public-
sector performance management frameworks is that these frameworks do not work as expected and
induce unintended behavior and outcomes while not delivering the promised gains (Vakkuri &
Meklin, 2006).

The public- and private-sector performance management traditions differ from each other in various
ways. In many cases, these differences relate to those aspects of performance that are particularly
emphasized. The public sector invests more effort in creating public or social value rather than
shareholder value. However, indicative of the hybridized government, state-owned enterprises also
provide shareholder value. Of course, it is fair to argue that the most important aim of private firms
is to create shareholder value rather than social value (Fontes-Filho & Carris de Almeida, 2020).
Accordingly, indicators of financial performance, costs, sales (revenues), and the relationship
between these two are important value priorities in the private sector because companies face the risk
of bankruptcy in the case of a suboptimal balance between costs and sales in the long term. On the
other hand, performance management designers in the public sector are also interested in costs and
revenues. However, the revenue-generating mechanism is fundamentally different. The government
has the authority to levy taxes and influence revenues but is only capable in a limited way of thereby
improving its financial performance. In the public sector, “revenues” and “expenditures” both depend
upon political choices. Tax revenues are part of a system that finances public services, but they are
also a crucial element in the macro-economic and fiscal policies of nation-states. Furthermore, costs
are not often highlighted in the public sector with as much emphasis as in the private sector because
the public sector has to produce certain services required by law regardless of the costs and, in fact,
irrespective of whether the citizens actually want those services (e.g., COVID-19 pandemic control).
Given the nature of public goods and services, no market mechanism exists that would strongly
incentivize government agencies to improve their financial performance. This is because the market
mechanism understood through customer relationships cannot be applied to all services that provide
value (rather than “use value” or “exchange value™) for citizens in societies (Kelly, 2005; Lepak et
al., 2007). As regards learning, the private sector may emphasize novel patents as innovations, thereby
creating new needs for customers, while the public sector may focus relatively more on innovations
that serve the old needs better. This is because creating new needs may increase the tax burden on

citizens and taxpayers. However, it is important to note that, for instance, in R&D activities, the role
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of government may be to invest in “new,” as yet unknown, projects that may create value for citizens
and business firms in the long term. The value of many successful contemporary business products
may have originally been brought about by government investments in basic research and long-term
technological development (e.g., DARPA programs in the U.S.; cf. Mazzucato, 2015). In personnel
matters, private companies are keener to gain intellectual capital rights than the public sector is
because such capital provides a competitive edge over rival companies. From the government point
of view, intellectual rights can inhibit the sharing of best practices, which can reduce public value

production.

In the processes of the organization, companies have usually emphasized marketing processes more
than municipalities or central governments have. The public sector also engages in marketing, for
example, to attract new residents or companies to a given region. However, marketing is not usually
a key process in the domain of the public sector, where more focus is placed on serving the current
residents in the best possible way. From the stakeholder perspective, public-sector organizations are
relatively less concentrated on serving the interests of owners of companies in public-private
partnerships, whereas the owners themselves—almost always if not always—remain center stage in
their business enterprises, as companies cannot exist long if they keep producing economic losses for
owners. However, even in state-owned enterprises, households and private investors may not be the

most focal stakeholder group.

For the most part, the public- and private-sector performance management traditions, with their
similarities and differences, have been described above. Table 1 introduces a perspective to
understand how these two traditions relate to performance management in the hybridized government.
Not only does it describe the typical features of public- and private-sector performance management
as introduced in the literature, but it also demonstrates the connections of these traditions to the
important characteristics of hybridity. Table 1 presents several examples of the mechanisms and
processes that need to be fit together in the performance management of the hybridized government.
The table is not meant to be exhaustive. Rather, Table 1 serves as a starting point for addressing
further dimensions of hybridity in performance management.
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2.3 Conceptualizing the enmeshed performance management traditions in hybrid
settings

Theoretically speaking, combining features of the public- and private-sector performance
management traditions has several implications for performance management in hybrids. As Table 1
synthesized our discussion on the two and provided an overview to key differences related to different
characteristics of hybrids, let us continue the discussion by focusing on three aspects of performance
management: target setting, performance measurement, and performance information use (e.g.,
Holzer & Yang, 2004; Pollitt & Bouckaert, 2007).

While in an ideal sense, a performance management system is based on common objectives shared
by all the relevant actors and agencies (Poister, 2003), a hybrid setting with mixed ownership
constitutes a complicated environment that confuses the question of whose goals we are actually
dealing with. Consider, for example, state-owned enterprises balancing the interests and agendas of
both public and private owners. In this case, the hybridity of distinct owners’ interests brings about

highly diversified preconditions for performance goals.

From a more general perspective, taxpayers usually have different goals than shareholders or owners
do; this sets the performance management traditions apart from each other. Taxpayers’ goals typically
relate to government interventions in markets, the production of public goods, preservation of
common goods (Mankiw, 2020), minimizing costs for delivering services, and value for money
(Johanson & Vakkuri, 2017). On the other hand, shareholders seek earnings per share (EPS) and
price-to-earnings ratios, among other things. Owners want to see the company value increase, more
wealth, better return on investments (ROI), return on assets (ROA), and return on equity (ROE)
(Richard et al., 2009; Weiss et al., 2014). As performance management in hybrids needs to serve both
sets of goals, the goal-setting becomes an exercise in which an optimal balance between the goals of
taxpayers and owners or shareholders are pursued. Sometimes, this balance may be achieved by
setting different goals for different actors or the private and public sector organizations. However,

there may also be cases in which actors with distinct interests agree on unified goals.

Performance measures in hybrid settings have to respond to the information needs of voters and
owners. Thus, mixed ownership creates mixed information needs for the measurement. First of all,
measures need to be able to track the success of government interventions, the production and effects

of public goods, the preservation of the common goods, and value for money. However, the measures



also need to report profits as well as the impacts on the value of the company and corporate social
responsibility. By mimicking the goal-setting approaches available in hybrids, it is also possible to
use different measures for public and private sector organizations. This creates decoupled
performance measurement that separates public actors from their private partners while not enforcing,
in certain situations, what might be called a “shotgun marriage”. An alternative to decoupled
performance management is to design a particular performance measure to serve the information
needs of both performance management traditions, thus connecting them together to create common
reference points for public and private sector managers and employees. Finding common measures

for public and private sector actors might require a considerable amount of time and effort.

Mixed ownership also creates diversity in performance information use. The voters and politicians
use performance information to make decisions regarding voting, whereas owners use it to decide on
new investments and stock portfolios. If hybrids are responsible for providing important public
services to citizens, politicians and public managers may pay attention to different performance
measures. The company may exit from the hybrid arrangements when the expectation of profits does
not suffice for the owners. Similarly, owners of companies making their profits by collaborating in
hybrids may need to stay informed about the different forms of value, also including public value, of
the hybrid arrangements as these are the most important criteria motivating the public sector to
continue the arrangement. A possible problem with hybrids is that their interconnectedness increases
the information load of the voters, politicians, public and private managers, as well as company

owners.

The fact that hybrids use both public and private forms of funding affects goal-setting. Typically, the
voters demand target levels for appropriations, whereas company owners have goals for capital
funding. Accordingly, voters want to track whether money has been used in the way for which it was
budgeted, and the private sector sets measures to report debt (bonds) and equity (stocks). Again, in
hybrid settings, different goals and measures can be applied for private and public sector
organizations, but specific goals can be set and performance measures to gauge the achievement of
these goals designed to serve the different objectives and information needs of government and
business enterprises. Voters can use the information gathered using these measures, to confirm
whether tax money has been used appropriately to carry out government interventions or produce or
protect public goods. On the other hand, owners can use these performance measures to compare how

different companies are able to provide profits and returns on owners’ investments.
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On the one hand, the capital funding goals of private enterprises can raise suspicions or concerns in
the eyes of public sector actors because drastic changes in stock markets can alter ownership
structures and decision-making in companies. It would be a difficult situation for the public sector
when operating in public-private partnerships if the new majority shareholders decided they no longer
wish to be part of the hybrid arrangement or would like to introduce radical changes to the
collaboration. On the other hand, private companies could see the funding system of the public sector
and goals related to funding as inflexible. The problem of inflexibility arises when the private sector
disagrees with but cannot change the budget goals of the public sector established for the hybrid and

presented as resource allocations in budgets.

Another fundamental characteristic of hybrid organizations is that they enact parallel but
competing—and sometimes even contradictory and conflicting—institutional logics. Consider a
social enterprise trying to achieve different goals that may necessitate the employment of different
institutional logics. For instance, health care organizations may include separate logics of which some
focus on facilitating business value, while others on health impacts and social value for the patients
and recipients or professional value for the community of medical professionals (Pache & Santos,
2013; Jay, 2013). Two implications potentially arise from public and private logics. First, different
institutional logics could co-evolve separately in a single social enterprise. A possible problem here
is the simultaneity of incompatible value creation logics that undermine each other constantly. Such
complication in logics also generates difficulties for performance management if serving one value-
creation practice works against another value logic. The dilemma of performance management is then
in selecting only certain logics or creating a reasonable compromise between competing logics.
Second, it may also be the case that the performance goals become hybridized through competing
institutional logics. Here, the outcomes of value-creation logics differ from what they were during

the previous stages of institutional design.

The hybridity of organizations is related to goal incongruences. The points made above regarding the
effects of ownership and funding provide reasons why the institutional logics of goal-setting differ in
public versus private performance management traditions. However, there are also more fundamental
institutional logics that create divergence between the two traditions. According to Musgrave (1959),
the public sector has three tasks: stabilization, income redistribution, and resource allocation.
Specifically, the public sector has goals related to these three tasks because the institutional logics in
the sector encourage the adoption of these types of goals. Outcome measures such as employment

statistics, price stability measures, the Gini coefficient, and allocative efficiency measures are used
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to monitor the achievement of stabilization, income distribution, and resource allocation. In contrast,
the main institutional logic in the private sector is profit-making, which is a goal that is monitored

using gross margins.

The implication of these different institutional logics can be contradictions and conflicts between
dominant institutional logics. The more contradictions we observe in setting goals, the more we need
to deal with different types of incongruences between goals. Consequently, the link between goals
and performance measurement is likely to include more ambiguity and uncertainty (Vakkuri &
Johanson, 2020).

Quite obviously, the problem of multiple institutional logics has important implications for
performance measurement in hybrid organizations (Grossi et al., 2017). For example, the design logic
of performance measurement differs between the two performance management traditions. In the
public sector tradition, the aim is to create open and transparent government that is accountable for
the results. In contrast, the private tradition takes many measurements for internal use only in order
to attain competitive advantages. Here, trade secrets are often used as tools for maintaining these
advantages. Therefore, this sector’s approach to “publicness” as transparency and openness in
performance measurement is drastically different (Bozeman, 1987). Furthermore, to confirm
compliance in the public sector, it is important to follow whether tax money was used according to
the budget. In the private sector, the emphasis shifts to financial measures, such as profit, in which
case, assessing the way in which profit was planned (‘“budgeted”) for has more of an instrumental

purpose.

The logic guiding performance information use is often dissimilar in the public sector tradition
compared to that of the private sector. In the public sector context, the aim of information use is to
aid political decision-making and voting. The use of information supports the fulfillment of the will
of citizens. Public sector actors also use performance information to obtain value for money and to
budget, control, and develop the production of public goods and the preservation of common goods.
Private investors and owners of companies use performance information to support investment
decisions, whereas private-sector managers use such information to generate profits and pursue the
goals of the owners. Thus, performance information is used to budget, control, and develop the

production of private and club goods.
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Regarding forms of control, it is not easy to monitor and direct the actors and actor networks in a
hybrid setting. Consider the ambiguous accountability networks in hybrid contexts. The system of
information exchange between accountors and accountees is not always aligned with the vertical
accountability mechanisms of hierarchical systems (Brandsma & Schillemans, 2013). Accountability
relationships are often horizontal (Schillemans, 2011), which creates complexities in determining the
answers to two important questions in performance management systems: Who is accountable to
whom? For what? In other words, who should be given credit for successful outputs of coproduction

or collaborative governance: public agencies, nonprofits, or private firms?

The causes of these accountability problems relate to the different performance management
traditions. Social controls used in private sector performance management practices are mainly based
on corporate governance and private sector accounting standards. As forms of social control,
corporate governance and accounting standards drive the hybrid to adopt profit-related goals and
objectives established by corporate governance. Consequently, the measures track these goals while
also providing reports on how corporate governance is working and whether accounting standards
were properly applied. Therefore, it comes as no surprise that the performance information use
focuses on confirming the proper application of accounting standards as well as the functionality and
implementation of corporate governance. The main aim is to enhance managerial accountability. In
contrast, the public sector tradition operates under political and administrative controls that encourage
the adoption of political goals and objectives related to compliance. As a result, the performance
measures are designed to capture the achievement of political goals and compliance. The performance
information is used to confirm the accountability for political goals, along with the legality and
compliance of the administration. The aim is to enhance political and administrative accountability

in the public sector.

Conjoining the two performance management traditions can introduce several problems related to
forms of social control, such as performance management and measurement systems (e.g., Power,
2000; Koppell, 2005). First, performance management systems may hold hybrid organizations
accountable, but in the wrong sense of the word. Adding new layers of control may cause an
exponential rise in evaluation exercises (“audit explosion™) or overly bureaucratic controls over
things that are not relevant or do not contribute to performance improvements. Second, performance
management systems may also incentivize hybrid organizations to be accountable in every possible
sense. Accordingly, they may end up pleasing no one while trying to please everyone because of
bloated monitoring costs and information overloads in accountability forums. Finally, there may be
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absolute caveats of control combined with an illusion of controllability, in fact, performance
management systems are not able to grasp the performance complexities of inter-organizational

systems and networks.

Performance management is not a technical endeavor. It is far from a neutral technical artifact to be
used to sustain rational order for given a priori purposes. Rather, it is an instrument “in action” that
shapes and reshapes the conditions for institutional activities and provides room for enabling,
resisting, circumventing, and politicking with respect to various orders (Hopwood, 1987; Porter,
2008). Therefore, performance management will continue to create instances not only for potential
rationalities but also, equally importantly, for further forms of ambiguities, disappointments, and

problems (Power, 2015).

Our previous discussion on performance management traditions in the public, private, and hybrid
contexts of institutional action has attempted to encapsulate the view that as complicated as the
principles of performance management systems may be in public and private sector contexts, the
context of hybridized government provides an even more extensive set of complexities, ambiguities,
and complications. These complications can be traced back to fundamental values forming the core
of the public and private sectors. Therefore, simultaneously fitting public and private sector
performance management traditions in hybrids requires the utilization and mastery of different value-
creation mechanisms. Settling value disputes between the public and private sectors takes center stage
in creating joint performance management systems that bring public and private partners together.

3 Values and value creation shaping performance management in hybrid settings

Performance management may be considered an important representation of values, value
propositions, and value-creation mechanisms in organizations and society. Its aim is to manifest, often
through evaluations and quantifications, how important societal values are demonstrated, measured,
balanced, and enacted. It is of utmost importance to explore value creation in hybrid settings with
multiple, competing, and often contradictory values with the aim of understanding their multiplicity.
Therefore, to understand the fundamental underpinnings of performance management systems in

hybrid settings, we next address the complexity and multiplicity of value-creation mechanisms.

3.1 Mixing, compromising on, and legitimizing value in hybrid settings
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The notion of value-creation activities diverts attention away from the actual substance of value. In
essence, what is valuable depends upon our notion of what we consider to be of worth in our lives
(Stark, 2009). Economic calculation plays a role here, but value recognition often escapes precise
financial measurement. We might value the comfort of our home, protection of the environment, or
equality in a similar way that we appreciate the production of market value or the long-term
advancement of the manufacturing industry (Boltanski & Thévenot, 2006). To put it otherwise, our
valuations are not detached from the moral choices involved in determining what we feel is right or

wrong as human beings.

The myriad of value-creation concepts in previous literature (see Vakkuri & Johanson, 2020) give
rise to analytic distinctions among mixing, compromising and legitimizing value. These distinctions
do not imply that these three concepts offer a superior alternative to existing analytic distinctions, nor
does their promotion imply an application of inductive reasoning aimed at revealing the axioms
behind value creation ideas. Rather, the goal is to discover concepts that would be suited to grasp the
hybrid context more deeply and to offer greater breadth to the aspects of value creation. An everyday
example may serve to illustrate the point. When you have acquired carpeting to cover your floor, you
are faced with measuring and cutting the textile in such a way that the least amount of material goes
to waste and the entire floor gets covered. This is analogous to the procedure adopted here. By
employing analytic DIY, the following discussion provides the broadest possible coverage for hybrid

value creation using the fewest concepts.

Hybrid activity is able to combine different realms of value. The global development of the role of
social enterprises showcases the evolution from initial mixing to subsequent layering of the value-
creation regime. Social enterprises constitute an organizational form that intentionally mixes
community and business goals together. To begin with, social enterprises are able to combine profit-
making and a social mission in a single organizational entity. Since the 1980s, the layering of the
initial mixture has been different in the United States and Europe. In former, the decrease in
government funding of nonprofits in the 1980s led social enterprises to orient more of their activities
toward securing profits to meet the demands of their social mission. Sometimes, however, for-profit
activity has eclipsed the social mission. In Europe, many countries faced high unemployment in that
same decade. Consequently, governments saw social enterprises as potential employers, which led to
increased public subsidies and greater dependency of social enterprises on government financing and

public policy choices (Defourny & Nyssens, 2010).
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Another context-sensitive example among social enterprises has to do with microfinance
organizations (Ebrahim et al., 2014). When customers and beneficiaries come from the same
community, such organizations can integrate business and social goals by increasing business
opportunities for a few members of the community at a time, which eventually results in augmented
business opportunities of all members of the community, as intended by the rotating social credit
associations (ROSCAs) employed in developing countries. However, when customers and
beneficiaries are different, the integration becomes more difficult, as witnessed in the microloans with
exorbitant interest rates offered for immediate consumption by individuals in industrialized countries.
These developments illustrate that empirical context may significantly tip the scale in the balancing

act mixing between social and business goals.

The existence of state-owned enterprises illustrates a compromise between governments and
economies in combining political goals with business ends. This compromise incorporates ideological
underpinnings of the political left and right regarding the proper role of government in society dating
back to the World War 1l era. In the United States, state ownership has never been part of government
action. In other industrialized countries, the role of SOEs has been diminishing; however, they
continue to play a significant role in developing countries (Toninelli, 2008), where they account for
some 20 percent of investment and five percent of employment globally (World Bank, 2014). In one
sense, SOEs can be seen as a double failure. They represent hollowing out of the politics by removing
important economic decisions and placing them outside the political decision-making arena. At the
same time, they are seen as bad business because they introduce political influence into purely profit-
seeking activities. The seemingly problematic position of SOEs exemplifies the multifaceted nature
of hybridity; however, it also includes virtues useful for solving the problems of society. For instance,
over half of Chinese SOEs combine European-style business organization with shareholder meetings,
a board of directors, and a supervisory board with representation of communist party committees,
labor unions and employee assemblies (Hua et al., 2006). This dual structure enables the delegation
of differentiated incentives to employee groups. The ideological presence of politics promotes
ideological training of managers to curb corruption, and the business environment helps to encourage

shop-floor employees to increase efficiency through financial perks.

In another sense, the operation of SOEs might not be predominantly economic in the first place.
Fontes-Filho and Almeida (2020) provide a vivid account of Brazilian SOEs in which the family-
centric social structure does not provide a good platform for the generation of large-scale businesses
(Fukuyama, 1995). Here, the establishment of SOEs might serve as a viable option to institute big
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businesses. In another sense, the problems of corruption and political scandals that plague Brazilian
SOEs reflect the role of SOEs in solving political problems that cannot be otherwise solved in a weak

and fragmented government context.

Legitimation has to do with acquiring and maintaining acceptance. In very simple terms, legitimacy
is related to accepting 1) something that has been around for a while (traditional legitimacy), 2)
something that works in practice (rational-legal legitimacy), and 3) somebody in our community
whom we trust to be an able achiever (charismatic legitimacy) (Suddaby, 2017). In empirical reality,
hybrid arrangements of these aspects that have existed for centuries include the following: tax farming
comprised of private enterprises collecting government duties; community-sponsored and voluntary
fire brigades, which often enable firefighting in sparsely populated areas; and the expected
philanthropic generosity of wealthy businesspeople to support voluntary action. An important aspect
of the legitimacy of hybrid activity relates to the existence of multiple audiences. They might embrace
community values for a civic audience, public values for a government audience, and economic
values for a business audience. To legitimize their activities, hybrids might be motivated to say one
thing and to do another (Brunsson, 1989) or to emphasize certain measures over the others, depending

on the audience at hand.

It is tempting to see value-creation activities as a sequential process in which the mixing of value
creation precedes making necessary adjustments in terms of compromising between the proper doses
of production and progress toward the eventual recognition of activities in terms of legitimacy.
However, it is clear that this is not the case. The examples of social and state-owned enterprises show
that hybridity is a process with ambiguous origins and unknown results. For example, similar
operational procedures of micro-finance serve drastically different purposes in developing versus
industrialized countries. Moreover, stakeholder demands and lucrative opportunities can deprive
hybrids of their multipurpose qualities by spurring them to become extensions of government
agencies or more businesslike entities, as exemplified by the development of social enterprises in the
United States and Europe. It might be that a yardstick for evaluating the operation of hybrids cannot
be easily constructed as their existence can simultaneously serve political, social, and economic goals,

as seen in the operation of SOEs.

3.2 Linking hybridity with value creation
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There is a relationship between value-creation processes and aspects of hybridity. The pairings of
criteria for hybridity and value-creation regimes produce shared spaces for interpretation, revealing a
sort of family resemblance which brings into focus the origins of hybrid value creation. Examples of
such pairings include ownership criteria and compromising on value creation, goal incongruence and
institutional logic criteria, and mixing value creation and social and economic control criteria and
legitimizing value creation. In short, ownership relates to formal aspects of organizing activities,
which requires constant balancing among differentiated interests in value creation. Goal incongruence
and differentiated institutional logics represent a less formal aspect of hybridity that allows hybrids
more latitude in developing their value-creation regime. The aspect of social and economic control
might be a result of legitimizing efforts, or it might signal the need for legitimization. Finance as a
criterion for hybridity does not clearly differentiate among the types of value creation but is somewhat

present in multiple value-creation activities.

It seems that ownership criteria and compromises in value-creation cover much of the same ground
in the sense that mixed ownership often allows no way out of making repeated concessions. State-
owned enterprises showcase the ongoing tension between policy objectives and business goals, which
is manifested in the need to secure the interests of minority shareholders. The need to balance the
interests of the majority and minority shareholders can be resolved by diminishing public ownership
to the extent that there is no longer government control or by placing total ownership into public
hands. Both of these options pose an ontological problem to the hybridity of an organization. In the
former case, abandoning government ownership or control would result in the entity no longer being
considered a state-owned enterprise; in the latter case, complete government ownership removes the
issue of minority and majority shareholders by removing private sector ownership. Another option
for balancing the interests of majority and minority stakeholders in state-owned enterprises is to adopt
the compromise value-creation mechanism. In the context of performance management, this would
entail compromises between public and private value-creation mechanisms, social forms of control,
and funding. Moreover, public-sector principals and private-sector owners would need to reach a
compromise on the goals and measures used in the hybrid setting.

Goal incongruence and the existence of parallel institutional logics suggests that the same entity
includes rival and potentially opposing targets, which might be designed in advance or developed as
a by-product of finding administrative solutions to pressing social problems. Goal incongruence and
mixing institutional logics represents a less formalized demarcation of interests that is well presented

in terms of the incidental occurrence of hybrid structures under administrative pragmatism. The
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discussion of social enterprises not only exemplifies the mixing of institutional logics but also
illuminates the possibilities inherent in drifting from an initial mixture of goals to a less mixed value-
creation regime. The differentiated development of social enterprises (SEs) to either business
dominance or public policy dominance in the United States and Europe in recent decades illustrates
the serendipitous nature of institutional logics in altering the mixture of values. This seems to reveal
that it is possible to allow considerable variance in the mixing of values in the same type of
organization without losing its constitutive elements. In performance management, the goals of
shareholders, citizens, and different funders can be mixed. Furthermore, mixing may be applied in

the adoption of value-creation mechanisms and social forms of control.

The aspect of differentiated social and economic control resonates well with that of the legitimization
of value creation. Both aspects represent broad topics of discussion in terms of theory as well as
empirical reality. The central points of clarification relate to the questions of how to define legitimate
production of values, who the legitimate producers are, and how different audiences perceive the
legitimacy of the produced values. These questions are crucial elements in designing performance
management for hybrids.

In the development of modern society, it is theorized that rational-legal considerations have gained
ground; this circumstance is ultimately backed by the monopolizing of the use of physical force by
the government (Weber, 1978). More recently, Levi-Faur (2013) has argued that regulation has
become a more important aspect of governance than the monopoly on the use of physical force.
Regulation deals not only with organizing economic activity but also bears upon the initial
organization of human activity in government, business, or civil society. In the realm of regulation,
firms and communities might also be possible claimants to form, maintain, and enforce regulatory
rules. In this context, industry standards, corporate social responsibility schemes, civil society
initiatives for sustainable production standards or corruption indices, and the management of
depletable common pool resources in local communities represent calls for regulation (Steurer, 2013).
Firms augmenting their economic activities of doing well by social activities that do good, interest
groups orienting value creation by imposing their own standards on production, and the possibility of
local communities managing their own resources exemplify local adjustments to the proper scale and
scope of value creation. All of these instances describe a border-crossing exercise between
government, the economy, and civil society that aims to either expand, restrict, or solidify existing
value-creation regimes. Even more importantly, the regulatory regime defines the possible scope and

scale of value-creation setting frames for performance management design.
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Mixture in the regulating areas of society results in hybrid regulatory regimes in which government,
businesses, and community groups regulate social action jointly and in different pairwise
combinations. The co-development of standards, partnerships, and criteria illustrate empirical
occurrences of co-regulation practices. Whatever the resulting regulatory arrangement may be, there
are always multiple claimants to the right to regulate, which relates to the issue of legitimation. For
hybrids, creating a legitimate performance management system requires considering who these
claimants are, which of them need to be kept satisfied, and how this satisfaction is to be improved.
Examples of claimants related to the characteristics of hybridity include funders, owners, advocates

of different forms of social control, and proponents of various value-creation mechanisms.

Joint value creation might produce new, legitimate value-creation regimes. The circular economy
builds on the idea that refuse is not waste but instead a possible production material for further value
creation. Correspondingly, with the aim of addressing air pollution, rights can be commodified into
tradeable goods. As with regulations, adopted production arrangements require approval, which, in
the case of emission trade, demands even global legitimation to function properly. The point here is
that arrangements of social control enable the production of multiple values at the same time that
might simultaneously meet the demands of multiple audiences while preserving the operating logics
of individual actors. This highlights the need for mixing different forms of social control or,
sometimes, creating completely new forms of social control via compromising. Indeed, the
interactions of different value-creation mechanisms need to be considered carefully to avoid

unintended consequences in the design of performance management systems.

In the legitimization of production, producers might wish to embrace unitary aspects of the
legitimization of their value creation while, in fact, simultaneously producing different types of
values. This entails the need to acknowledge a set of values that are integrated into performance
management systems either explicitly or implicitly. Consider, for example, how private enterprises
often base their value-creation regime on profit maximization, although they are likely to influence
the shaping of local community values. Likewise, while public agencies implement policies as their
main duty, they might fundamentally influence the viability of business enterprises and local
communities. The point here is that organizations tend to produce different types of values, and this
production can happen by chance and without any explicit goals of doing so. For performance
management, this opens up a wide repertoire of disclosing different “performances”: for instance,
those of designed, realized, and accidental performance, value that was created, or disvalue that was
lost. Understanding performativity, thus, becomes essential (Vakkuri & Johanson, 2020).
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As for legitimate producers, they can organize actual production not solely within public agencies or
private enterprises but in dualistic arrangements joining public and private action. Public-private
partnerships that share risks and successes in collaboration are one example of such an arrangement.
Another is the processual aspect related to due process in government action. The following of rules
and predefined administrative steps in an orderly and predictable fashion is something that has value
beyond any efficiency concerns, such as judicial proceedings. The takeaway for the legitimization of
value creation is that value-creation potential can be tied to specific producers, it can be shared, but
it can also change according to time and place. In this respect, performance management systems
must be able to demonstrate which producer generated value, how the value was produced, and how

the value may have changed during the value-creation process at different points in time.

How do different audiences perceive the legitimacy of produced values? Recently, Bozeman (2020)
has scrutinized the nature of value in public administration by asking what the roles of private
enterprises, hybrid organizations, and public agencies are in producing public value. One way of
answering these questions is to abandon the distinction between public and private value. If we begin
with the idea that value production is not tied to financial value, we are able to see a number of
possible types of value in addition to market value. It might be that any entity, by nature, creates
multiple forms of value, but in different magnitudes. It might also be that audiences, from their
perspective, see what they expect to see given the available producers, established prices, levels of
competition, technical efficiency of markets and industry, civic virtues regarding collective welfare
and equality, and rules in place for the public agencies. In this way, the occurrence of hybrids
challenges the way in which we attach particular values to certain institutions and organizations, but
when we begin to unravel the foundations of value creation, we can see that even the pure types of
public agencies and private enterprises are not uniform in their value creation. As there is no gold
standard for with performance management systems to achieve legitimacy, lessons learned from
dealing with diverse sets of value-creation mechanisms in the public and private sectors can provide

feasible solutions for hybrid settings.
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Table 2. Linking hybridity characteristics with value creation—Implications for performance

management
Characteristics of Mixing value Compromising on value Legitimizing value
hybridity/value-
creation mechanisms
Mixed ownership Performance A goal, performance measure, Legitimate performance
management systems or use of information in the management entails a
incorporate performance management system that owners and

sharcholders’ and
citizens’ goals,
measures, and
information use as they
are determined by
owners of different
institutional origins.

system is a compromise
between citizens and business
owners; as such, it is not the
optimal arrangement for all. A
compromise may indicate
modifications of the goal,
measures, or uses of
information.

citizens find adequately
appealing and acceptable.

Multiple funding
arrangements

Performance
management systems
are mixes of public and
private forms of
funding. They attempt
to mix multiple values
and goals by providing
adequate performance
measurements and
opportunities for
information use.

Funding solutions of
performance management
systems necessitate
compromises regarding goal
incongruences and value
creation logics. The system is
acceptable to both public- and
private sector actors, but not
ideal for either one.

Performance management
system is considered
legitimate by different
funders.

Goal incongruence
and competing
institutional logics

Performance
management system
serves and represents
original value creation
logics from both the
public and private
sectors.

Performance management
systems serve and represent
compromises in value creation
logics. Neither public nor
private value creation logics are
adopted directly and
unmodified. The system is
acceptable to both parties,
although not ideal for either
one.

The value creation logics
endorsed and embedded
into the performance
management system are
legitimate according to the
stakeholders.

Public and private
forms of social control

Performance
management system
incorporates original
public and private
forms of control to
contribute to
accountability of both
worlds.

Performance management
system does not include
original forms of public and
private sector controls. The
social control system is a
compromise between distinct
public and private forms of
control.

Performance management
system is considered
legitimate both from the
viewpoint of public and
private sector controls.
This may contribute to the
perceived legitimacy, but
also to audit society:
excessive forms of control
practices.
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Table 2 summarizes our discussion of the interplay between the characteristics of hybridity, different
value creation mechanisms, and performance management systems. It demonstrates the impacts of
hybridity on performance management systems when hybridity is considered a combination of two
things: a) the central characteristics (ownership, institutional logics, funding, and control) shaping the
activities, intentions, and rationalities of hybrid entities, and b) value creation mechanisms pertinent
to hybrids (mixing, compromising, and legitimizing). The combinations of these two perspectives
serve to explain some of the most important features of performance management systems in the
hybridized government. We want to emphasize that the cells in Table 2 should not be treated as
mutually exclusive. Rather, despite their potential usefulness in delineating hybridity characteristics
and value creation mechanisms from one another, for understanding performance systems “in action,”

it is important to understand the ways in which these mechanisms coalesce among hybrids.

4 The PPP example—Mixing, compromising and legitimizing value in a hybrid
arrangement

Consider a PPP arrangement producing welfare services in a Finnish city environment. This PPP was
jointly established by a private company and the municipality. It mixes public, private, and third-
sector logics to produce welfare services and to contribute to welfare outcomes. The PPP combines
both political and administrative accountability as well as corporate governance, including a business-
operated health care center and assisted living facilities service housing, together with municipal

social and health services, a public library, and youth services.

Box 1. An illustration of the PPP network

The PPP includes collaboration between a private company, a municipality, and a third sector
organization. The exemplary goal of the PPP mixes public and private logics and is associated with
various funding and ownership structures. From the viewpoint of the municipality, this goal is
associated with controlling the total annual budget and an attempt to achieve cost savings on welfare
services, but it is also linked to other performance objectives. According to the exemplary goal, if the
PPP network is able to realize cost savings in terms of the total budget, and the other performance
goals are sufficiently met, then the cost savings will be divided in the following way: a) the
municipality gets 47 percent, b) the private firm gets 47 percent, and c) the remuneration of Alliance
Personnel is 6 percent.

This goal is an example of a mixing strategy as it combines profit-making interests of the health care
firm, public sector cost savings, and, more generally, the production of public value. The other
performance goals are adopted from the municipal strategy and provide value for money by producing
both desired outcomes and outputs to the society. If the PPP network is not able to achieve the other
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performance goals, the private health care firm will not benefit from the realized cost savings. The
example raises interesting questions. Although the goal is to underspend while producing public
value, it is simultaneously a goal to make profit by controlling the welfare service costs. Creating
revenues through cost savings may be seen as characteristic of profit-making business logics, whereas
producing public value with the lowest possible costs applies the public sector logic of economic
parsimony. The PPP arrangement can be seen as a value constellation that mixes profit-making,
public-sector cost control, and public value logics into one goal. Saving taxpayers’ money and
providing profits to shareholders ties mixed ownership to this performance goal.

The PPP arrangement mixes different forms of social control. It aims to serve both political and
administrative accountabilities. If the PPP overspends, both politicians and public managers will get
their share of the public blame for setting up an excessively costly hybrid. In the Finnish context, the
performance results are widely and publicly available, and the Finnish media are eager to report any
failures in public services. The public managers working in the hybrid will have to respond to their
superiors regarding any overspending of the hybrid. If the budget target is not met, the company loses
it profits, and this can upset the shareholders. As corporate governance procedures serve profit-
making, the input measure also serves corporate governance by triggering private sector
accountability mechanisms.

The measurement logics of the public and private sectors are mixed in the goals and respective
performance measurements. Both private profit calculations are applied, whereas the budget target
itself applies public-sector cost calculations used in budget planning. Sometimes, compromises are
the only way to create performance goals and measures. Consider the notion of customer satisfaction
as an example of such a compromise: as a boundary object in the performance management system
used in the PPP. As each service unit in the PPP defines customer satisfaction differently, the
compromise between public and private sector actors is to use an ambiguous overarching concept of
“customer satisfaction” instead of forcing the public sector actors to adopt the notion of the satisfied
customer used in the private sector and vice versa. Such a boundary object may not be optimal in
terms of performance management as it does not demonstrate analytically and explicitly the content
of customer satisfaction. However, the same compromise enables the different service units to define
customer satisfaction by enabling different connotations of the performance goal. Although public
and private sector service production units agree that customer satisfaction should be improved, the
absence of a precise definition allows these communities to define customer satisfaction to suit their
own managerial activities.

The taxpayers appreciate lower service costs as they reduce the tax burden. Thus, setting a goal that
attempts to contribute to budget savings while still producing public value is in demand among the
stakeholders. This may especially be the case among those stakeholders who are resistant to
privatization or marketization of welfare services because they fear cream-skimming, problems in
service quality, and wasting tax money to generate excessive private sector profits. In comparison,
one important aim of the shareholders is to seek budget savings to generate profit for the private
company. In terms of legitimacy, these types of performance goals may offer win-win solutions to
both taxpayers and shareholders, who may be framed as winners when budget savings occur and
public value is produced. This entails less gaming of the system involving risk transfers and sub-
optimizations between the municipality and private companies. In this illustrative PPP arrangement,
reduced gaming improves the legitimacy of the two primary partners: the health care firm and the
municipality. Of course, it can be argued that the business value of the PPP arrangement may not be
sufficient for the health care firm or the shareholders. There are indications as to why and how the
health care firm may use this hybrid network as a strategy to create similar PPP arrangements for the
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future. This strategy may include lower profits in the short term but more business opportunities in
the long term.

Box 1 ends here

In the case illustration, the PPP arrangement requires innovative mixes of value among network
partners. The case demonstrates how mixing business with public values involves significant risks
but also opportunities. It is essential to realize how these risks and opportunities are not always
mutually exclusive but, in fact, linked to one another. One could argue that they seem to be two sides
of the same coin (Karre, 2020). Mixing different types of economic value for taxpayers, citizens, and
shareholders in different PPP arrangements constitutes an important source of hybrid organizing in
society. For governments struggling with balancing financial scarcity with the evolving needs of the

population, this is an important context of operation.

However, the PPP arrangement may be a source of different types of contradictions and conflicts
among the network partners (Rajala, 2020). It is understandable that a complete consensus regarding
the goals of public, private, and third-sector activities is not possible. However, despite the lack of a
universal consensus, the municipality, the firm, and the third-sector organization are nevertheless able
to participate in this hybrid setting. This is in line with Star’s (2010) thesis that actors can work
together even in the absence of consensual worldviews if the actors apply boundary objects.
According to Star and Griesemer (1989, p. 393), boundary objects are useful because they “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.”

In the PPP arrangement, the legitimacy was created by co-designing the performance management
system of the hybrid. The literature has stated that stakeholder involvement offers legitimacy for
performance management and measurement (Moynihan, 2011). This idea of stakeholder involvement
was applied in the examined PPP. For instance, the process of co-design involved not only the city
but also the wider region, as well as an important national think tank that was used to disseminate
knowledge on the PPP arrangement for further applications. Furthermore, a large set of actors from
both public and private sector organizations took part in the development of the performance
management system. This involvement was meant to ensure the legitimacy of the PPP arrangement
among the actors operating in the hybrid network. Finally, before the development of the performance
management system began, the three co-development sessions held for citizens gathered information

on the needs of the taxpayers and service recipients concerning the activities of the hybrid.
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5 The hybrid future of performance management?

This chapter has discussed performance management and value creation in the context of hybridity.
Our aim has been to contribute to current understanding of the changing role of performance
management systems in the hybridized public sector. Our chapter argues that it becomes highly
important to explore and understand the characteristics of performance management systems in the
context of hybridized government and hybridizing societies. To get a firmer analytic grip on the
consequences and antecedents of hybridity, the chapter has outlined linkages between hybridity and

value creation, on the one hand, and between hybridity and performance management, on the other.

We have analyzed the links between the hybridity characteristics of public-sector activities
(ownership, institutional logics, finance, and control), three forms of value-creation mechanisms
pertinent in hybrid settings (mixing, compromising, and legitimizing), and the respective impacts on
goal-setting and performance-information design (Rajala et al., 2019; Vakkuri & Johanson, 2020).
Furthermore, we have provided a conceptual account of how these hybridity characteristics can be
connected with the three value-creation mechanisms. Intrinsic to the characteristics of multiple actors
and values are specific needs for creating value mixes, reaching compromises over distinct,
sometimes contrasting values, and also creating legitimizing strategies for different audiences. These
are inherent mechanisms that need to be integrated into performance management systems and
practices. Moreover, the chapter provided illustrative examples to demonstrate the applications of the
analytical framework. We used illustrative examples from the contexts of state-owned enterprises
(SOEs), public-private partnerships (PPPs), and social enterprises (SEs). Typically, SOEs combine
government activities with business logics, PPPs equally cover the government-business interface as
well as that of government and civil society. Arguably, the vivid discussion of SEs highlights their

ability to combine major societal institutions.

Distinct environments of performance management pose significant challenges for keeping track of
performance in a relatively more hybridized environment. First, marketization reforms of the public
sector have incentivized governments to facilitate distinct performance management variations in
general and emulate profit-making measurements in particular. Second, business firms have
dedicated themselves to corporate social responsibility schemes, which are expected to produce value
for wider audiences than just shareholders. Similar developments are apparent in social enterprises
choosing between fulfilling profit-making goals and the needs of the community groups. Public- and

private-sector performance management differ in terms of goals, measures, and information use. The
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difference in approach applies to value creation as well, although the divergence has more to do with
the depth of value creation than its institutional alignment. If we open up the discussion of value
creation to cover non-financial valuations, we also expand the area of value creation to moral choices
and the evaluation of the substance of value instead of relying on a passive bystander account of

matching technical criteria to empirically observable aspects of value creation.

The relationship between performance management and value creation remains problematic. It is
evident that performance management, let alone performance measurement, is ill-equipped to handle
the variety of value-creation aspects (Vakkuri & Johanson, 2020). Furthermore, performance
management cannot comprehensively take the value of hybrid activities into account. This means that
some portion of the outputs cannot be measured properly, which understates the actual combined
performance and encourages audience-specific reporting. This is not a reliable platform for honest
and complete reporting on one’s own activities; instead, it provides fertile ground for setting up
double-standards and providing misleading, piecemeal information to the audiences at hand.
Importantly enough, the hybridized government provides ample opportunities for such behaviors that
we still do not understand properly.

In her original work, Jane Jacobs (1992) described hybrids as monsters that combine many of the
negative aspects of both government and business. According to her view, hybrids both corrupt
governments and distract firms from their healthy profit-seeking exercises. In this sense, performance
management, in its inclination to reduce economic activity to either business or government action,
is a domestication device to tame these monsters (Johanson & Vakkuri, 2017). Performance
management forces deviations to more understandable categories with context-specific measurement
instruments. The resulting measurements are likely to be flawed and incomplete; however, they still
serve the purpose of preserving the belief in the clear-cut divisions of economic activity between the
public and private spheres. It is naive to think that the inability of measurement instruments to detect
hybridity would make them disappear. However, the sharp distinction between the public and private
sectors puts hybrids in a dubious light that portrays them as a deviant category of non-conforming
activity. This is likely to discourage the formation of designed, goal-oriented action according to the

principles of hybridity.

The same type of critical account applies to discussions of value creation. The extension of value
creation to the analysis of valuations and moral choices definitely complicates the examination of

value generation. If the variety of value creation activities were accounted for in performance
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measurement, it would make such measurement a highly difficult exercise, and the results would be
a compilation of multiple and possibly conflicting indices. As van Dooren (2017) has pointed out,
simplicity in the measurement may be vital for managerial purposes. A multidimensional
measurement instrument eludes the goal of simplicity; moreover, in doing so, it hinders swift
decision-making practices. This comes down to the question of what we expect from performance
management systems: sophisticated representations of “performance realities” or easy-to-use, easily
manageable instruments to enable performance improvements. This is and will be an important
dilemma in the context of hybridized government, where understanding a multiplicity of rationalities

is a virtue.

The development of performance management practices and indices to overcome the distinction
between public and private action should prove to be a difficult task. The emphasis here has been on
the performance of hybrid action and the detection of that performance. We have put forward a
tripartite scheme for hybrid value creation by proposing mixing, compromising, and legitimizing as
broad areas of hybrid action. The idea is that hybrids enable the combination of existing value creation
activities or encourage the formation of novel value creation compositions. The actions may be
planned in advance, or they might occur to respond to demands at hand. Sometimes, hybrid value
creation is a deliberate result of conflict resolution, and its success depends upon a favorable reception

among multiple audiences.

So, should we treat the design of performance management systems in the hybridized government as
a shotgun marriage, as the title of our chapter indicates? The shotgun marriage refers to a social
situation in which two people are forced into the bonds of matrimony against the will of the one or
both of the parties. Using this analogy, indeed, the formation of hybridity includes such aspects. In
government, agencies have been forced to adapt businesslike practices in a global effort to make
governments more efficient. On the other hand, private businesses might find fulfilling public goals
lucrative, and community groups can be enticed to expand their business activities alongside their
goals of preserving social cohesion. Regulations may encourage such behavior, but there are also
genuine benefits to be gained from hybrid arrangements. Moreover, the metaphor of a compulsory
marriage has to do with the academic attention focused on performance measurement and value
creation. The forces and mechanisms of hybridity force scholarly communities to take a broader view
of performance and value creation than allowed by the existing strict guidelines among disciplines.
Such a broader view invites scholars to explore more fully the changing nature of the hybridized

government, value creation mechanisms that incorporate new types of mixes, compromising logics
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and legitimizing strategies at the interface of public, private, and civil society activities, and the
respective impacts on how performance management systems should be understood. For researchers
in performance management, there are important opportunities to learn from hybridity and the

hybridization of government.
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