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USING OUTCOME-FOCUSED PERFORMANCE MEASURES

TO DRIVE CHANGE AND IMPROVE PERFORMANCE

In business and government, performance measures that focus on outcomes are a powerful
mechanism for driving large-scale organizational and institutional change toward particular
goals. As Senator Everett Dirksen once said, “What gets measured is what gets done.”

However, as policymakers well know, performance measures are a double-edged sword, as is
performance-based financing of services. If goals are contradictory or ill defined, the
unanticipated consequences can be perverse. Instead of driving significant performance
improvement, poorly designed systems can enable providers to under-perform—and reward
them for it.

The evolution of workforce development performance measures in the United States is driven
by two major changes in the workforce and welfare systems: 1) replacement of the Job Training
Partnership Act (JTPA) with the Workforce Investment Act (WIA), the first major change in the
national workforce system in 15 years; and 2) replacement of Aid for Dependent Children
(AFDC) with Temporary Assistance for Needy Families (TANF), which transformed the welfare
system from a public assistance program to one with a primary focus on employment.

Under the Job Training Partnership Act, enacted in 1981, the federal government introduced
performance measures, with great fanfare, as a way to increase accountability within the
employment and training system. However, Washington selected measures that
overemphasized the rapid placement of clients in jobs regardless of job quality and that
rewarded high placement rates over retention in a job and advancement out of poverty. The
Workforce Investment Act tries to better balance high placement rates and sustained
employment in good jobs. Under welfare reform, states have begun to develop labor-market-
related performance measures in response to the employment focus of the new system.
However, these measures are in the vary early stages of evolution.

This working paper discusses how performance measures and performance-based financing
might drive desired changes in British workforce and welfare systems—toward a more demand-
led, high-performing system that can both move people into employment and help them achieve
greater self-sufficiency. It summarizes and highlights U.S. experience that might guide—or
provide a jumping-off point for—deliberations in the United Kingdom. It looks at state and
federal experience with performance measures and performance-based financing in workforce
development and welfare to work. And it identifies key questions and dilemmas that must be
addressed by any effort to design performance measures for an improved New Deal.

The paper begins by describing and assessing performance measures and performance-based
financing in the U.S. workforce development system, particularly as reflected in federal
workforce legislation. It then turns to the U.S. welfare system, looking at performance measures
and financing in an increasingly decentralized federal system.

Using the U.S. experience with both welfare and workforce development, this paper next
discusses five design issues that policymakers must address in designing performance
measures and financing systems that can drive improved performance in the areas of
placement, retention, wage progression, and career advancement:
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_ Balancing short-term placement goals with longer-term goals of gains in income and career
opportunity;

_ Balancing minimum standards, high performance benchmarks, and measures of
improvement;

_ Achieving performance improvement that meets employer needs without under-serving the
hardest-to-employ (the challenge of “creaming”);

_ Designing performance standards that address both long-term outcomes and short-term
milestones that encourage a feasible transition to better outcomes as the system’s capacity
to change grows; and

_ Creating a performance-measurement system that balances the desire for rich and reliable
data with the need for affordable, easy-to-collect data systems.

 These policies cannot guarantee systemic improvement, even if performance measures and
funding schedules tied to performance are well-defined and well–specified. Many local providers
lack the experience, capacity, or resources to adapt their priorities and practices to meet
demanding performance measures, and they typically require support and assistance in
changing their cultures, policies, and resource allocation patterns.

 According to a study of recent state efforts to reform workforce development systems, strategies
to build organizational capacity to achieve better results must accompany performance
measures to mandate change (Grubb et al. 1999). Otherwise, performance measures “can only
identify poorly performing programs without improving them.“ The report concluded that while
public funding demands accountability, “there shouldn’t be accountability without technical
assistance.” For this reason, Jobs for the Future addresses organizational capacity challenges
in a second working paper. These two papers, one on outcome-focused performance measures
and the other on building organizational and system capacity, reflect the two components of an
integrated strategy to drive and support change toward a demand-led system.

 From JTPA to WIA: Developing New Measures to Improve Performance

 The U.S. workforce development system is primarily a federally funded system, evolving since
early 1960s legislation focused on disadvantaged youth and adults trying to enter or re-enter the
workforce; service delivery is to a large extent decentralized through state and local
governments. In recent years, the welfare system, targeted almost exclusively to women with
young children, has moved away from a benefits approach and toward helping recipients move
into the workforce. In the process, the boundaries between the workforce and welfare systems
have begun to blur.1

                                                

 1 While the lines are blurring, two systems serve significantly different populations: welfare recipients
tend to have more severe obstacles to steady employment and advancement out of the lowest-paid jobs.
Recent data on Florida workforce programs demonstrate the variety of populations served, suggesting
the labor market challenges facing welfare recipients. Average annual WIA earnings in Florida during the
1996-97 program year varied significantly among four workforce development programs: from $16,860
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 However, these interrelated systems are managed by separate departments at the national, and
often the state, levels. The Department of Labor manages WIA and the Welfare-to-Work
program, a two-year initiative that has not been refunded; the Department of Health and Human
Services manages TANF. One result is that three programs that provide many of the same
services for many of the same people employ sets of performance measures that differ in
significant ways. The following pages look at performance measures as they are evolving in
both systems, starting with workforce development programs managed by the U.S. Department
of Labor.

 The 1998 change that replaced JTPA with WIA was driven by research showing disappointing
results from the former’s emphasis on short-term job training, its connection to employers, and
policy of placement into any job. Evaluations consistently found limited increases in
employment, earning gains too small to move beyond poverty, minimal gain in hourly wages,
and low retention rates. Even these small gains tended to disappear within five years.

 Significantly, the system’s results were not only unfortunate for most participants; they also
alienated many participating employers. By placing people into jobs for which they were not
prepared, programs failed to meet employers’ needs, leading to an erosion of public sector
partnerships with employers (Grubb et al. 1999). However, a small number of high quality
programs that connected education and training closely to employers and the labor market were
found to achieve significantly better results for employment, retention, and earnings
(Friedlander, Greenberg, and Robins 1997).

 JTPA’s narrow performance measures contributed to the program’s limited results.
Overemphasis on initial placement in employment created two unanticipated consequences.
First, the measures provided incentives for programs to place graduates in any job, resulting in
poor matches, low retention rates, and limited earnings gains. Second, the measures created an
incentive for programs to “cream” by concentrating placement services on participants who were
most ready to work.

 The policymakers designing WIA were intent to learn from JTPA’s mistakes, as well as from the
promise of a number of successful programs that emphasized demand-led strategies. They
wanted to promote reforms that encouraged better outcomes for participants, greater choice
and flexibility, and more responsiveness to employers and labor market dynamics—and to do so
through legislation that promoted labor market attachment services over training and longer-
term human capital development.

 WIA performance measures are an improvement over JTPA. They include a broader mix of
performance measures and move toward measures that capture success in promoting job
retention and wage gains. They require measurement of employer satisfaction with programs
and their referrals. For adults, WIA measures include: entry into unsubsidized employment,
retention and earnings after six months, attainment of skills credentials, and satisfaction ratings
by both individuals seeking employment help and employers looking for qualified workers.

                                                                                                                                                            

for all programs to $24,160 for the High Skills/High Wages program, $20,608 for One-Stop programs,
$10,208 for Youth programs, and $10,868 for the WAGES welfare-to-work program.
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 The measures are slightly different for youth ages 19-21 and very different for younger teens,
ages 14-18. For youth aged 19 through 21, WIA includes measures for attainment of a
recognized credential related to achievement of educational or occupational skills. For 14-18
year olds, WIA performance measures include: attainment of basic skills and, as appropriate,
work readiness or occupational skills, attainment of secondary school diplomas and their
recognized equivalents, and placement and retention in postsecondary education, advanced
training, military service, employment, or qualified apprenticeships.

 While WIA performance measures improve upon JTPA, many believe that they fall short of what
is needed to really drive significant improvement in system outcomes. A report prepared by
MassINC, a state-level policy organization in Massachusetts, argued that “perhaps the most
disappointing feature of the Workforce Investment Act (a feature inherited from prior federal law)
is a seemingly tough but actually quite shallow set of performance measures that focus on
short-term job placement and give short shrift to the more challenging task of preparing people
to earn a family-supporting wage” (Donahue, Lynch, and Whitehead 2000). This and other
analyses argue that WIA is still too focused on placement, and not enough on boosting earning
power through sustained employment in quality jobs.

 A Closer Look at WIA Performance Standards

 WIA requires state and local five-year workforce development plans to define specific levels of
performance for each indicator, which are used to determine incentives or penalties. WIA also
requires training providers to provide information about success in preparing people for jobs,
and performance standards will be used to establish initial eligibility of providers to receive WIA
funding and to maintain eligibility. Table 1 shows FY 2000 performance goals adopted by
Indiana, Vermont, Texas, Kentucky, Florida, and Utah.2 Performance targets rise gradually from
year to year. These measures do not include wage at initial placement—that is, they do not
target higher-wage jobs.

                                                

 2 These “early implementation” states were allowed to begin WIA implementation at the state and local
levels in July 1999, a year before the rest of the states.
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 Table 1: WIA Performance Goals, FY 2000

 Federally Mandated
Measures

 
 IN

 
 VT

 
 TX

 
 KY

 
 FL

 
 UT

 
 Mean

 Satisfaction        
 Participant Customer  65%  76%  72%  69%  67%  68%  70%
 Employer Customer  60%  66%  64%  60%  64%  60%  62%

 Adult        
 Entered Employment Rate  76%  72%  66%  63%  65%  73%  69%
 Retention Rate (6 mths)  80%  82%  83%  75%  79%  85%  81%
 Earnings Change (6 mths)  $3,500  $3,000  $3,848  $3,400  $3,300  $3,400  $3,408
 Employment and
Credential Rate

 40%  50%   45%  40%  50%  45%

 Dislocated Worker        
 Entered Employment Rate  72%  78%  74%  70%  65%  75%  72%
 Retention Rate (6 mths)  85%  87%  88%  82%  80%  84%  84%
 Earnings Replacement
Rate

 88%   96%  86%  92%  94%  91%

 Employment and
Credential Rate

 40%  50%   45%  40%  50%  45%

 Youth 19-21        
 Entered Employment Rate  69%  72%  62%  61%  65%  74%  67%
 Retention Rate (6 mths)  76%  79%  80%  73%  80%  80%  78%
 Earnings Change (6 mths)  $2,900  $2,255  $3,377  $2,835  $3,000  $2,350  $2,786
 Credential Rate  35%  50%  30%  35%  30%  50%  38%

 Youth 14-18        
 Skill Attainment Rate  62%    65%  50%  80%  64%
 Diploma Attainment Rate  40%    40%  25%  19%  31%
 Retention Rate  55%    40%   60%  52%

 
 The law also requires states to set standards for the performance of training providers in the
adult system. Programs must meet or exceed state-set performance measures in order to be
certified as eligible for funding through WIA Individual Training Account vouchers. States have
set a variety of standards, including:

_ Completion rate for all program participants;

_ Employment rate for all program graduates;

_ Average hourly wage of completers at placement;

_ Completion rate of WIA-eligible participants;

_ Employment rate of WIA-eligible program participants;

_ Six-month wage gain; and

_ Credential rate.
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 Performance Standards in the Welfare System

 While policymakers debated and designed legislation to replace the Job Training Partnership
Act, major changes were occurring in the nation’s welfare system through the 1990s, prompted
by state-level innovations that emphasized time limits on welfare and work requirements for
recipients. These basic tenets, frequently referred to as “work first” because they downplay
education services and emphasize work over benefits, were at the core of the 1996 overhaul of
the federal welfare system.

 Because the legislation’s primary goal was to move recipients off welfare into any employment,
the performance requirements specified in the federal legislation drive states and localities to
that end. The legislation that replaced AFDC with TANF required states to move 50 percent of
their caseload into subsidized work, unsubsidized employment, or work-related activities by
2002 (up from a requirement of 25 percent in 1997). Significantly, TANF did not require states to
track the quality of employment, retention in initial placement, or advancement toward a family-
sustaining wage.

 In 1998, the U.S. Department of Labor appropriated $3 billion to help states and localities create
welfare-to-work programs and make them more effective. This program was funded for two
years, then Congress voted not to continue it. Department of Labor regulations do require states
to report six-month retention and wage increase data for participants, but compliance with these
requirements appear to be spotty.

 The welfare-to-work performance standards on retention and wage increases have not been
adopted to drive change within the much larger and permanent TANF program. However,
independent of federal requirements, states have begun to identify employment-related
indicators of progress in their welfare systems—indicators of short-term and longer-term
success in the labor market for recipients who are moving into employment. These state efforts
are proceeding slowly and somewhat tentatively. They tend to begin with studies of what is
happening to the welfare population: wages in new jobs; job retention and tenure; income
trends. Some states then turn these indicators into performance measures designed to drive
local programs and systems toward better labor market outcomes.

 California’s performance measures, while low, are more ambitious than many:

_ Minimum of 45 percent of participants placed in unsubsidized jobs;

_ Minimum of 70 percent of participants placed in unsubsidized jobs still employed after six
months;

_ A 10 percent average wage increase for participants who remain employed for six months,
relative to the average wage at placement;

 One of the most well-developed efforts is in Washington State, which recently passed legislation
mandating performance standards for its WorkFirst welfare-to-work program. The measures
specified in the state legislation demonstrate both a trend in state welfare policy and a serious
dilemma states face. Washington’s performance standards, which begin to focus attention on
earnings improvement and stability of earnings over time, are: 50 percent of clients will increase
their earnings by 10 percent within one year of leaving TANF, and 60 percent of clients will earn
at least $2,500 per quarter for four consecutive quarters after leaving TANF for work.
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 At the same time, these standards are quite low. Only half of those leaving welfare are expected
to see even a 10 percent earnings increase in their first year. Only 60 percent of the people who
leave public assistance for work are expected to earn at least $10,000 a year, a minimal
standard equal to 67 percent of the U.S. poverty level for a family of three; 40 percent of the
caseload will not even reach that level. Standards such as these may reflect current low levels
of performance, but they will not drive change needed to meet the goal of enabling virtually all
welfare recipients to move out of poverty through sustained employment without further need for
public assistance.

 Characteristics of Effective Standards

 The U.S. experience using performance measures in workforce development, welfare, and
other policy systems suggest several principles for performance measures that are effective in
driving change. David Osborne and Peter Plastrik (1992), summarizing these principles, write
that effective performance measurement systems are:

 Balanced: Any single measure taken alone may give a misleading picture and drive change in
one area at the expense of others. One solution is a “balanced scorecard” that incorporates
several important measures without becoming overly complex.

 Challenging: Measures should compel the organization to change but not be so unreasonable
as to be unachievable and therefore de-motivating.

 Measurable: Measures must be measurable in order to promote change or improvement.

 Monitored: For performance measurement to drive change, efficient, affordable information
systems must be in place so that progress can be monitored on a regular basis.

 Integrated with performance management: Performance measures must be tied to
consequences if they are to drive improvement. Standards should be part of the system to
measure performance, specify accountability for results, and promote improvement and
learning.

 Tying Funding to Performance: Giving the System Teeth

 Performance measures set targets, but they do not motivate behavioral change unless they are
tied to financial incentives that reward meeting performance goals. For this reason, policy
systems that rely on performance measures to drive change typically tie funding formulas to
achievement of performance outcomes. The design of “pay for performance systems” must be
done carefully and judiciously: the public policy field is strewn with examples of unintended
negative consequences resulting from ill-considered financing arrangements.

 The performance bar must be set at an appropriate height. For example, the goal of helping the
disadvantaged advance would be greatly served by a funding system that pays providers only
for placements in jobs that pay above a certain hourly or weekly wage. In New York City, the
Human Resources Administration has set $300 a week as the minimum that will qualify for
payment to employment and training service providers. However, if the wage rate is set
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unreasonably high, too few providers may be able to meet the standard, and the flow of funds of
placement may dry up.

 Another design issue for performance-based financing systems is the appropriate balance
between different goals. Payment systems can be weighted to favor some performance
measures over others—and those weightings will shape providers decisions and efforts. A
system that rewards placements will get more placements, but one that is weighted more
toward retention will trade off volume for higher-quality placements that are likely to last longer.
Similarly, a system weighted toward wage rates will generate higher-wage placements, but it
may come at a reduction in total placements.

 There is no correct answer: policymakers must decide for themselves what balance of goals
and behaviors they wish to encourage, and they need to take a hard look at the possible
unintended consequences of one path or another for the system and its service providers. For
example, policymakers might want to encourage increased innovation among service providers
as a way to improve performance. But if payment schedules are spread out over time to
encourage longer retention on the job, providers may find themselves with insufficient up-front
capital to invest in new technology, staff development, and other innovations they might want to
implement.

 As Table 2 shows, San Francisco Works, an employer-led intermediary organization, uses a
sophisticated and balanced performance-based payment system (Bliss 2000).3

 Table 2: San Francisco Works
Performance-Based Payment Schedule

 Performance Measure  Percentage
Paid

 Enrollment  15%
 Mid-completion of classroom

training and paid work
experience

 
 15%

 Completion of classroom
training and paid work

experience

 
 15%

 Full-time job placement  20%
 Four-month job retention  25%

 Seven-month job retention  10%

 Design Issues for Performance Measures

 The design of performance measures is a difficult art, strewn with traps and difficult tradeoffs.
Any performance measures system must address the five challenges noted above:

_ Balancing short-term placement goals with longer terms goals of labor market success;

                                                

 3 San Francisco Works enables employers to become a better organized purchaser of training by serving
as a broker between employers and training providers.
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_ Balancing minimum standards, high performance benchmarks, and measures of
improvement

_ Achieving performance improvement without under-serving the hardest-to-employ (the
challenge of “creaming”)

_ Designing performance standards that address both long-term outcomes and short-term
milestones that promote improvement toward “best practice”

_ Creating a performance measurement system that is feasible and easy-to-manage.

 The rest of this paper details these challenges, with examples from the United States about how
some state, community, and non-governmental initiatives have addressed them.

 Balancing Short-Term Placement and Longer-Term Labor Market Success

 By and large, U.S. workforce system performance measures still focus on short-term goals,
primarily driven by a desire to see high placement rates. Job quality and measures of retention
and advancement are only beginning to be integrated into system performance measures. The
appropriate balance between short- and long-term measures is a critically important issue to
resolve, one that must begin from clarity about policy goals, then move toward identifying
measures that can promote those goals.

 A National Governors’ Association report emphasizes the challenge of moving beyond
placement goals and measures (Trott and Baj 1996). Performance measures that reward any
paid work, at any wage, for any duration (as do most U.S. welfare system measures) can drive
high placement rates. But, as with JTPA and many welfare-to-work efforts, such measures can
result in poor long-term outcomes if participants need significant education and training, lack the
“navigational skills” needed to sustain labor market attachment and increase earnings
significantly, or lack resources to weather the inevitable crises of child care, transportation, and
health and family problems.

 If, says the NGA report, the policy “goals call for people to achieve sustained employment with
earnings at a livable wage,” then different measures will be needed to drive states and localities
toward those goals. The report speculates that “the measure could be placements in jobs with
high scheduled hours and wages, with benefits, or with earnings at 155 percent of the poverty
level4 or higher.” Significantly, this proposal, as in the Massachusetts study cited earlier, is
advocacy not analysis of what already exists. Few states have moved toward greater emphasis
on longer-term earnings and self-sufficiency outcomes in their performance measures.

 However, nothing in the Workforce Investment Act prevents states from weighting their
incentives toward required measures that promote better long-term outcomes, such as
credential rate and earnings change, rather than the traditional entered employment rate
(Mangum, et al. 1999). Nor does anything prevent states from adding their own goals and
performance measures to augment those required by the federal government. State Workforce

                                                

 4 Approximately $23,000 per year or $11.000 per hour for a family of four.
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Investment Boards, which have responsibility for designing state performance measures under
WIA, have significant flexibility in the choice of measures and performance levels. To date,
though, these boards have been quite cautious in exercising their authority.

 In contrast, the following three U.S. efforts do seek to address short-term/long-term issues, as
well as the challenge of setting absolute versus relative goals for earnings gains. These profiles
include a state workforce system (Florida); a city’s welfare-to-work system (Portland); and a
multi-site, foundation-funded effort to create local systems that promote retention and
advancement for disadvantaged job-seekers (the Annie E. Casey Foundation’s Jobs Initiative).

 Florida Workforce Development System Standards

 Florida may be the state that has moved furthest toward a richer, more balanced mix of
performance measures for its workforce system. It has adopted a set of performance measures,
and tied incentives to them, that push toward greater emphasis on balancing placement goals
with longer-term goals of sustained employment in good jobs and wage and earnings
advancement over time. Measures designed to improve short-term performance and long-term
goals include initial employment of program completers, their earnings upon employment, their
employment status and income after one year, and other measures (see box).

 Florida Workforce Development System Standards

 Initial Employment: Percentage of those who either left or completed workforce programs who
were employed

 Earnings or Wage Levels: Percentage of those employed at each of four full-time earnings or
wage levels:

 Level 0: Earning below minimum wage of $5.15/hour;

 Level 1: Earning at least minimum wage ($5.15/hour) but less than $7.50;

 Level 2: Earning at least $7.50/hour but less than $9.00;

 Level 3: Earning $9.00/hour or more.

 Continued Employment: Percentage of those employed at follow-up the year following program
exit or completion

 Initial Earnings: Average quarterly amount earned for those employed the year after program
exit/completion

 Earnings Growth: Gain or loss in average quarterly earnings compared to the average initial
earnings

 Public Assistance: Those who exited/completed workforce programs and were receiving public
assistance, as a percentage of the total number of those exiting/completing programs
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 Continued Public Assistance: Percentage of those receiving public assistance the year after
program exit or completion

 Continuing Education: Percentage of those who exited or completed workforce programs
participating in any education or training program

 Florida’s measurement system goes beyond WIA’s mandated performance measures by:

_ Emphasizing good jobs by tracking the percentage of people at four different wage or
earnings levels;

_ Tracking job retention at twelve months, not just six; and

_ Tracking earnings growth as a measure of value added by program participation.

 Florida’s system has an important limitation. Unlike New Jersey or Kentucky, Florida does not
calculate the percentage of participants who complete a program. While this measure is
consistent with federal guidelines on WIA performance standards, it means that system
performance data refer only to those individuals who successfully completed programs.
Outcomes for those who fail to complete programs are not tracked.

 Portland, Oregon, Welfare-to-Work Standards5

 Portland, Oregon has one of the nation’s most promising welfare-to-work programs. The
National Evaluation of Welfare-to-Work, conducted by the Manpower Demonstration Research
Corporation, found that Portland’s Steps to Success, a demand-led program, attained the
highest level of performance of 11 welfare-to-work sites studied.

 The program’s success is achieved by:

_ Emphasizing job quality and using balanced performance measures that drive improvement
in placements, retention, and wages; and

_ Using job developers to maintain close and continuous contact with employers in order to
identify better-paying, full-time jobs with benefits.

 The evaluation found that Steps to Success realized a 43 percent increase in employment at the
end of two years, a 13 percent improvement in hourly wages, a 19 percent increase in jobs that
provide health insurance, and a 46 percent increase in the percentage of people earning more
than $10,000 per year. Unlike most welfare-to-work programs, Steps to Success improved
employment and earnings not only for recipients with few barriers to employment but also for
those generally considered hard-to-place.

 The program helps people get better jobs through a balanced strategy that combines job search
and skill development customized to individual participant needs. While emphasizing quick

                                                

 5 This section on Steps to Success is based on Strawn and Martinson 2000 and Scrivener et al. 1998.
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placement into employment, the program differs from work first programs because the initial
activity for each participant varies based on an assessment of skills, work history, and needs.
Emphasis on rapid employment is balanced against placing people in full-time jobs that pay
above minimum wage, provide benefits, and offer opportunities for advancement. Performance
measures balance short-term placement and placement in a good job, driving high performance
in both.

 Portland considers good jobs rather than any jobs the preferable path to self-sufficiency. An
average initial wage much higher than the minimum wage is one standard used to measure
district and provider performance; the percentage of people who return to the welfare case load
is a second key measure.6 When combined with goals for initial placement, standards for initial
wage and retention provide an incentive for job developers to identify and promote jobs that pay
above the minimum wage, are likely to last, and offer opportunity for advancement. If a
provider’s performance is more than 20 percent below any standard, provider and welfare staff
must write a corrective plan and the provider risks losing its contract.

 Casey Jobs Initiative Retention Standards

 The Annie E. Casey Foundation’s Jobs Initiative has developed performance measures that
push the limits of current performance and drive change toward demand-led practices.
Launched in 1995, the Jobs Initiative works with six cities to develop comprehensive workforce
development systems that help low-income workers secure living-wage jobs with benefits and
advancement opportunities. As of March 31, 2000, the six sites had produced 4,500 job
placements and created twenty different jobs projects that included short-term job-readiness
preparation and long-term skill training. Starting wages were as high as $11 per hour, and many
participants received health benefits for the first time.

 The initiative has improved the wages and benefits of participants placed in employment: a
$1.50 per hour increase in average hourly wage and a $75 per week gain in average earnings
for participants placed in employment through December 31, 1999. In addition, the percentage
of participants with employer-provided health benefits increased significantly, from 31 percent
before the Initiative to 83 percent after initial placement in a job. Sixty-nine percent of people
placed in jobs have stayed for six months, and more than half have stayed at least a year. The
Seattle Jobs Initiative, a citywide, sector-focused effort, has placed more than 1,400 people in
jobs that meet the initiative’s quality criteria. Nearly 90 percent of them have been retained for at
least six months.

 The Jobs Initiative has achieved these results by establishing outcome-based measures and
best practices it wanted to promote—and developing ambitious performance measures of
progress toward those programmatic and systemic goals. The initiative set as its goal the
creation and expansion of local workforce systems that:

_ Serve both employers and job seekers;

_ Identify and secure entry-level jobs that offer low-income people livable wages, benefits, and
opportunities for wage and career advancement;

                                                

 6 In 1994, Oregon’s minimum wage was $4.75; the average wage-of-placement was $6.00.
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_ Provide support services during and after placement to improve chances for getting, staying,
and advancing in a job;

_ Increase dialogue and communication among stakeholders across sectors and institutions;

_ Provide community-based organizations with sustained support and technical assistance to
build organizational capacity; and

_ Stress outcomes-based management by requiring sites to develop business plans, set
performance targets, and evaluate progress by using quantifiable measures.

 The dual focus on short-term placement and long-term retention and advancement is reflected
in the use of wage, benefits, and duration of employment standards in measuring retention.
Placement in a good job is defined as a minimum wage of $7.50 per hour, health benefits, one
year retention on the labor market, and career mobility. According to the Casey Foundation lead
staff member for the initiative “To achieve these outcomes, the JI sites established
targets—numbers of good jobs with certain wages, benefits, career potential, and retention, as
well as workforce system reforms that would help reach its outcome” (Giloth and Phillips 2000).
Retention is defined as working a year after placement at a full-time job that pays at least $7.50
per hour and provides medical benefits. Increases in wages and benefits beyond the initial
placement are tracked, and wages that remain below $7.50 per hour in the post-placement
period are screened for review. The minimum requirements for retention at each milestone are:

_ At three months, any six of the total twelve weeks;

_ At six months, any four of the total six months;

_ At nine months, any six of the total nine months;

_ At one year, any nine of the total 12 months.

 Relative Versus Absolute Earnings Standards

 The efforts described above grapple in different ways with a significant challenge in the
workforce/welfare field: If the policy goal is self-sufficiency and successful movement out of
poverty, how should measures reflect that goal? Some measures are geared to percentage
wage gains over time. Others set a floor in terms of minimum acceptable wage rate. Others look
at health benefit coverage as an indicator of job quality. Each of these measures is designed to
point service deliverers toward considering job quality, retention, and advancement in their
service decisions.

 Yet the efforts described here all sidestep a fundamental challenge: how much improvement is
enough? If the goal is self-sufficiency, how can performance measures promote gains that are
big enough to help people out of poverty? An interagency federal task force, the Workforce
Development Performance Initiative, tried to address this question in the mid-1990s.7 The Task
                                                

 7 The Workforce Development Performance Initiative is a national effort led by the U.S. Department of
Labor and involving the departments of Health and Human Services, Education, and Housing and Urban
Development, as well as state and local Workforce Development System (WDS) partners and business.
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Force designed voluntary performance measures that could drive an increase in the number of
individuals achieving self-sufficiency, as measured by national indices that provide local or
regional cost-of-living data (such as the U.S. Chamber of Commerce Research Association’s
quarterly field-based estimates of average cost of living for over 300 metropolitan areas).
Meeting these proposed standards would require programs to assist people in obtaining a job,
retaining stable employment, and earning a living wage.

 What standard should be used? The U.S. federal poverty level, approximately $16,000 for a
family of four, is well below the level required for family self-sufficiency in almost any American
community—urban, rural, or suburban. Wider Opportunities for Women, a Washington D.C.-
based policy organization, has created a “Self-Sufficiency Standard” that measures what it
actually costs to pay for housing, food, health care, child care, and transportation a given region.
In Boston, for example, in 1997 a family of three with one preschool-age and one school-age
child needed over $39,000, or $17 per hour, to cover the costs of a modest lifestyle, more than
double the federal poverty level. Poverty-level wages would barely pay for housing at market
rate, leaving virtually nothing for food, health care, transportation, or child care (Pearce, Brooks,
and Russell 1998).

 Two Boston-based organizations, the Women’s Educational and Industrial Union and the
Corporation for Business, Work and Learning, are piloting the use of the self-sufficiency
standard to help local workforce boards focus resources and efforts to have the greatest impact
on helping people attain self-sufficiency. A similar effort in Philadelphia has succeeded in
incorporating familiarity with the self-sufficiency standard into training for front-line workforce
development and welfare-to-work staff.8

 It is unlikely that any state will soon set an absolute performance measure based upon a
realistic appraisal of the requirements for self-sufficiency. The gap between prevailing wages for
low-skill workers and what’s needed to make ends meet is too great. However, introducing the
goal of self-sufficiency into performance measurement systems can encourage more aggressive
relative earnings gain/wage progression goals. It can also promote greater attention to some of
the basic building blocks of a demand-led system: research to identify high-growth employment
sectors; a wage, benefit, and career mobility study of growth occupations; and the identification
of gaps in the system for matching program participants with good job opportunities.9

 Balancing Minimum Standards, High Performance
Benchmarks, and Improvement over Time

 Performance measures can drive change in three distinct ways. They can: 1) create minimum
standards that weed out low performers; 2) provide incentives for high performance; and 3)

                                                

 8 Information based on a conversation with WEIU Executive Director Mary M. Lassen, August 2000.

 9 In the context of this discussion of self-sufficiency as a policy goal, we must emphasize that reforming
the employment and training system and its performance measures is at best a partial solution. Wage
supplements and tax credits that “make work pay” are a critically important component of any strategy
to raise incomes significantly for the working poor. Implemented well, as recent MDRC research
indicates, wage supplements tied to employment can promote both income gains and retention at work
(Michalopoulos 2000; Bernstein 2000).
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provide incentives for improvement over time. Each of these involves tradeoffs, and there are
limits to using any approach by itself. Policymakers must find a balance that best achieves their
priorities and goals.

 Minimum standards are intended to establish a floor—a minimum level of acceptable
performance. In practice, minimum standards often become a ceiling that limits progress toward
significantly higher performance. For example, if the minimum standard is placement in any job,
organizations have no incentive to place people in well-paying jobs or to employ practices that
increase retention and advancement.

 High performance benchmarks provide clear incentives to improve performance. Some high
performance benchmarks can be achieved by organizations through efficiency, good
management, and effective implementation. Sometimes, though, high performance standards
are intentionally set at levels that cannot be achieved without a “breakthrough” in program
design and delivery. Setting high performance benchmarks has its own risks. Standards that are
set too high may exclude too many organizations; their impact to drive change weakens to the
extent that organizations believe the benchmarks are impossible to reach. Alternatively, setting
benchmarks too low limits their ability to drive change and improve performance.

 Standards that reward improvement encourage organizations to continuously improve
performance above a baseline. However, a baseline that is too low may have little impact on
achieving desired results, even with what appears to be substantial improvement. An annual 10
percent improvement in earnings above a welfare recipient’s income is a case in point. If
baseline earnings are $8,000 per year, it would take seven years for a participant to reach even
the federal poverty level for a family of three.

 Florida’s system for calculating base incentive awards for regional Workforce Development
Boards combines all three approaches. It has established three levels of performance for each
standard, as well as a definition of improved performance:

 Fail: Performance below the lower bound standards;

 Exceed: Performance within the lower and upper limit of the established standard;

 Excel: Performance above the upper bound standard;

 Improved Performance: At least a 7 percent improvement for Regional Workforce
Development Boards that were below the state average the prior year and a minimum of
3 percent improvement for boards that were at or above the state average.

 Regional Workforce Development Boards earn incentive awards for each performance standard
based on a set formula:

 Fail: No award

 Exceed: 15 percent of the potential award

 Excel: 25 percent of the potential award

 Improvement: 60 percent of the potential award
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 This system provides clear penalties for performance below a minimum standard, incentives for
performance above the minimum standard, greater incentives for attaining high performance
standards, and incentives for improvement. It is most heavily weighted toward rewarding
improvement. A board in the Fail category that achieves a 7 percent improvement would get 60
percent of its potential award, even though it might still not achieve the state average, while a
board in the Excel category that fails to achieve a three percent improvement would only get 25
percent of the potential award.

 Policymakers should create a balance among minimum standards, incentives for high
performance, and incentives for improvement that they feel can best drive change toward a
demand-led system. They must decide how good is good enough. From their research, David
Osborne and Peter Plastrik (2000) offer the advice that minimum standards should be reachable
but a stretch to achieve and that incentives for high performance should reward the highest 20
percent of performance. The exact balance among these goals should emerge from an
assessment of which strategy would yield the greatest gains in the shortest time.

 Against Creaming: Balancing Improved
Performance with Serving the Hardest-to-Employ

 There is an ongoing tension in the United States between setting standards that drive higher
performance and ensuring that those who are hardest-to-employ receive appropriate, effective
services leading toward sustained employment in good jobs. Standards that require a higher
level of performance create an incentive for providers to “cream,” i.e., to serve only those who
are most ready to meet the standards. Payment systems that are not weighted to reflect real
differences in the cost of providing services to different populations create an added disincentive
to serve those in greatest need. While the ultimate goal is the same—long-term employment in
jobs that pay a living wage with benefits—the length of time and intensity of services required to
achieve that goal varies by differences in skill level, work experience, and barriers to
employment.

 Most attempts to resolve this tension have led to unsatisfactory outcomes. JTPA and work first
programs, desiring to move people quickly and at low cost into employment, often placed
people into jobs for which they were not prepared, leading to rapid return to unemployment and
employer dissatisfaction. The challenge in today’s policy environment is to design performance
measures that avoid creaming and provide sufficiently comprehensive services to participants
who need them. If individuals need significant education, training, or other services before they
can succeed in a job, the system must be flexible enough to pay for those services within a
framework that drives all participants toward ultimate unsubsidized employment.

 Several strategies have been adapted to provide incentives to serve hard-to-recipients in the
context of rising performance standards, including:

_ Incentives for providers to help harder-to-serve populations and weighted payments for
populations that require more intensive and costly services;

_ Targeting funding to the hardest to employ; and

_ Raising the percentage of caseload or target population that must be reached over time.
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 Incentives for providers to help harder-to-serve populations and weighted payments for
populations that require more intensive and costly services: Florida’s Performance Based
Incentive Funding for community colleges awards incentives for enrolling designated students
into targeted programs. The program provides double incentives for “designated
populations”students who are disabled, economically disadvantaged, dislocated, public
assistance recipients, or limited English proficientupon completion of programs on the
approved list of targeted occupations and obtaining employment in a targeted occupation with at
least an average wage of $9.00 per hour ($7.50-$9.00 per hour for welfare-to-work participants).

 Targeting funding to the hardest to employ: Welfare-to-work funds available through the U.S.
Department of Labor require that clients of funded services qualify as members of two defined
groups of hard-to-employ individuals and that 70 percent of available resources are allocated to
efforts that work with the hardest-to-employ of the two groups, while 30 percent of the resources
are used to help the less-disadvantaged group of long-term TANF recipients. These conditions
for funding are biased against creaming and toward service to the hardest-to-employ.

 Raising the percentage of caseload or target population that must be reached over time: To
avoid reductions in TANF block grants, states must meet challenging participation standards by
engaging a broader portion of the welfare caseload in work or work-related activities. Federal
law requires that at least 50 percent of welfare recipients in a state must be participating in
subsidized work, unsubsidized employment, or work-related activities at least 20 to 30 hours a
week, up from 25 percent in 1997. This gradual increase in the performance measure has the
effect of requiring states to develop strategies for dealing with progressively harder-to-serve
individuals over time.

 At the local level, New York City has perhaps the most well-developed and sophisticated effort
to minimize creaming by providers in the workforce and welfare systems. Recent negotiations
between the city’s Human Resources Agency and the provider community—which were quite
contentious—resulted in a new financing system that is designed explicitly to minimize
creaming:

_ Providers of placement services for welfare recipients can specify the volume of clients they
serve in a year, but they must take clients that are assigned to them through a biweekly
random lottery process. The provider can refuse to serve up to 10 percent of the case load
sent to it but must work with all the others. Providers receive the same amount for each
successful placement, regardless of a client’s readiness for work. However, payment is
spread out over time, based upon two benchmarks: 1) placement in a job; and 2) retention
on the job for six months. Payment is weighted toward retention, not placement: 40 percent
of the payment comes upon placement and 60 percent upon successful retention.

_ For non-welfare recipients of placement services, providers can recruit clients on their own.
However, the city will not pay for services if the wage rate at placement is less that $300 a
week. And the city pays a bonus to providers for placements into jobs that pay above a
higher wage threshold.

 Some observers and community-based providers fear New York City’s new requirements go too
far—that the incentives and payment structure will cause cash-flow problems for smaller
providers with more limited capital reserves, constraining their ability to improve performance.
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 Using Measurement Systems to Address
Weaknesses in Implementation and Capacity

 A performance measurement system is based on the assumption that clear targets and
incentives tied to them can change the behavior of organizations and systems. To a great
extent, this is true. However, as the companion brief argues, performance measures are
necessary but not sufficient: they must be augmented by strategies for increasing the capacity
of provider organizations to change in ways that will enable them to meet those standards.

 That paper looks at examples of how government can promote capacity-building in programs
and, more broadly, in the workforce system. This section addresses capacity and
implementation from the perspective of performance measures, asking two questions:

_ How can a measurement system encourage significant stretching in the short-run toward
ambitious longer-run goals, without weakening the pressure for long-term improvement?

_ How can performance measures help organizations accelerate implementation strategies
that increase their capacity to succeed in the long-run?

 Balancing Short-Term and Long-Term Goals and Targets

 If the policy goal is to significantly raise average performance across the system to the level
now achieved only by the most effective demand-led programs, targets must force organizations
to stretch toward substantial change in program models and priorities. Meeting such stretch
goals will not be easy, and even the best organizations will undergo a transitional period as they
remake their programs and practices. Given this reality, it is helpful for policymakers to design a
measurement system with phased-in targets for outcome performance and improvement at
regular milestones.

 The Annie E. Casey Foundation knew it would be pushing its local partnerships hard with
ambitious wage-floor, retention, and advancement goals. So the foundation set a three-year,
capacity-building phase before projects would have to meet the goals. In the interim, sites were
expected to set goals and measure progress toward the long-term goals and to develop
competencies in self-assessment—a process the foundation calls “milestone management.”
That is, as sites experimented with prototype projects, building new relationships with employers
and others in their communities, and improving their performance, they were expected to
assess themselves against the quarterly milestones they had set for themselves. The
foundation saw milestone management as “the best way to discipline creative project-building
and to overcome the environmental pull toward mediocre performance” (Giloth and Phillips
2000).

 Milestone management can have another important benefit. Short-term targets and milestones
can be structured so that they are a clear indicator—an “early warning” system—of the
likelihood of reaching longer-term performance targets. For example, if you know that your
program needs to reach two thousand people with information in order to recruit fifty participants
who will stay on the job six months, the final goal is unlikely to be met if the program is reaching
only one thousand people. Designed well, milestones can serve as an early proxy for a
program’s ability to meet performance goals (Williams, Webb, and Phillips 1996).
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 Performance Measures and the Acceleration of Best Practice

 Outcome measures prescribe expected standards of performance, but they typically are
agnostic about the methods to achieve goals. This bias toward flexibility opens up the possibility
for “breakthrough” solutions about how services might be delivered and the tasks organized.
However, it can be argued, additional performance measures that open the “black box” of
implementation might accelerate implementation that moves toward adoption of best practices.

 Take our concern: the creation of a more demand-led workforce development system. From
research and practice, there is a growing consensus (described in the overview paper) that
effective programs share certain characteristics, such as a strong focus on employer needs, the
ability to aggregate employer interests, staff who understand and are responsive to business as
well as job seekers, and the use of management information systems and data to assess and
improve performance. If these are the primary building blocks of a demand-led system,
policymakers should consider designing performance measures that enable programs and
organizations to assess their progress toward specific, highly desirable implementation goals
(see box).

 Implementation Milestones: Some Illustrative Examples

 Performance measures that benchmark an organization’s progress toward implementation of a
demand-led system and that provide timely signals for midcourse corrections are critical to
achieving sustained organizational change. These examples show the potential to create
measurable implementation benchmarks of organizational progress at key milestones in the
development of demand-led strategies. (Note that these are examples only: they illustrate how
interim implementation measures can help drive progress in desired directions in an effort’s first
year or two, before ambitious outcome measures are likely to be achieved.)

 Organizational Goal: A critical mass of employers relies on the organization to provide
appropriately skilled individuals to fill their jobs

 Organizational Milestones to reach this goal might include implementation of a first-class
marketing and sales function; a labor market information system that tracks employer demands
and skill needs; availability of a wide range of needed pre-employment and post-employment
training and services; and the development of outcome performance standards and a related
tracking system that focus on high-quality job placements.

 Measurable Indicators of achieving these milestones over a one-year or two-year period might
include:

 Implementation of a marketing and sales function. Measures may include: a marketing plan
targets industries, employers, and number of “sales;” adequate staff is dedicated to perform
marketing functions and formally trained in the techniques of marketing to employers; and a
significant percentage of an intermediary organization’s revenues are invested in marketing and
sales function.

 Range of pre-employment and post-employment training and retention services are in place.
Measures may include: the percent of revenues invested in upgrading worker skills; the
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existence of formal agreements with Employee Assistance Plan firms, or provision of these
support services internally, to help individuals handle work/family transition issues; and offering
customized training services targeted to the skill needs of particular job.

 State of the art labor market information system is available to customers and used by staff.
Measures may include: an appropriate system has been purchased; staff have been trained and
use the system to guide training and placement; employers are using the system and find it
useful, as measured through customer surveys; and a “consumer report” on high-quality training
programs training programs is available for job seekers and employers.

 Organizational outcome performance standards has been established: These standards focus
on goals related to recruitment of employers, wage at placement rates, fill rate of high-paying
jobs, customer service to employers, and employer satisfaction as measured by surveys.

 The capacity to aggregate employer demand within a region or local labor market: Measures
may include: clusters of firms are formally organized along industry or broad occupational
cluster; sector employer organizations identify skill needs for high-growth jobs and participate in
developing curriculum for training programs; and agreements with existing employer
associations are in place to deliver workforce development services to members.

 Creating a Feasible Performance Measurement System

 Outcomes that cannot be easily measured have little value in improving performance or driving
change. For this reason, the National Governors’ Association emphasizes the importance of
“the ease with which each proposed measure can be calculated using existing data sources
rather than new or complicated data collection schemes” (Trott and Baj 1996). When WIA
performance measures were being developed, the NGA was vocal in its insistence that
performance measures be simple and direct, which a press release called a “muted but firm
reminder to federal officials that preoccupation with narrow, complex performance measures for
separate programs should give way to broader systemwide measures that are understandable
to the public.”10

 As states build comprehensive workforce development systems required by WIA and welfare-to-
work programs, they are finding it necessary to develop MIS systems that can track the
employment status, wages, further education, and further training of program participants by
individual and program. Since the necessary data are maintained in the information systems of
many different state and federal agencies, this has required states to gather information from
multiple program-based data systems into a comprehensive MIS system accessed by an
individual’s Social Security Number.

 The Florida Education and Training Placement Information Program (FETPIP) is a leading-edge
example of a system that can provide ongoing follow-up data on former participants in workforce
development and educational programs on a quarterly and annual basis. FETPIP begins by
collecting information from participating organizations and agencies about demographic,
socioeconomic, and program characteristics of people to be followed, identified by Social
                                                

 10 See the NGA Web site: www.nga.org/Workforce/WorkforcePerformance.asp.
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Security Number. Records are then linked to MIS units in a broad range of Florida and U.S.
agencies—e.g., state unemployment insurance systems, public college and community college
systems, state student financial aid system for private colleges and universities, state WIA
systems, state welfare-to-work programs—to determine employment and education data.

 During the 1997-98 fiscal year, FETPIP provided follow-up information for 3.2 million former
students and participants in education and training programs. For example, the regular reporting
of outcome data for community college completers and leavers includes:

_ Percent employed, continuing education, or in the military;

_ Percent employed;

_ Percent of those employed earning at least $2,678 during the quarter (minimum wage for 13
weeks);

_ Percent of those employed working the full quarter;

_ Percent of those employed with jobs related to their training;

_ Average full quarter earnings of those employed and earning at least $2,678 for the quarter;

_ Percent continuing their education; and

_ Placement rate.

 Data is broken out by the community college attended and by occupation-related course
programs, making it possible to assess the performance of each community college and
measure employment and earnings outcomes for occupational program areas.

 As systems try to measure longer-term success in the labor market and in education, an
additional challenge presents itself: how to create an affordable, simple system of measurement
and data collection that can track individuals outcomes over the long run. Strategies for
addressing this challenge have been noted, including the greater use of ongoing administrative
data sets, such as quarterly unemployment insurance wage data. Another strategy is to use
short-term milestones as proxies for the system’s ability to serve its clients over time. Quality of
initial employment as indicated by wage and benefits is a good early predictors of long-term
results, as is retention and earnings at three month, six month, and 12 month milestones. If a
system is not meeting these measures three or six months out, it is unlikely that participants will
do well on measures of long-term success.

 Questions for Policy Discussion

 This working paper addresses a range of complex issues related to performance measures and
performance-based funding that could drive system outcomes and accelerate the transition
toward a more demand-led employment and training system. It discusses basic design issues
regarding the kinds of workforce and welfare-to-work performance measures that are in use in
the United States today and assesses their strengths and shortcomings. The paper examines
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different approaches to performance-based financing and how they can alter providers’
incentives.

 In addition, the paper addresses a set of complex choices and design issues that policymakers
must address: how to minimize creaming; how to design performance measurement systems
that balance competing goals for system improvement; how to promote accelerated change in
the right direction through development of interim measures that can guide providers and
system managers before higher outcome measures are likely to be achieved; and how to design
an information system that is at the same time rich in detail and easily implemented and
maintained.

 These are all difficult questions—and they are likely to be at the heart of discussions and
deliberation at the September 20-21, 2000 U.K./U.S. Welfare-to-Work Conference in Windsor,
United Kingdom.

 This working paper argues that the development of performance measures for a demand-led
system should be guided by certain core principles, particularly. Most important, performance
measures should:

_ Be high enough to stretch performance and drive change across the system, yet still be
achievable by a critical mass of providers: Performance measures should be set at a high
level that can only be met by meaningful change toward demand-led practice.

_ Measure and reward progress toward implementing demand-lead practices and systems:
These should set the stage for improved outcomes at key milestones during a several-year
start-up process;

_ Be tied to a system of incentives for high performance and penalties for low performance:
Without incentives, standards are unlikely to drive improved performance or change toward
demand-led practice.

_ Emphasize job quality, retention, and advancement as well as placement: Placements
should count only if they meet a high minimum standard for starting wage and participants
remain employed for at least six months.

_ Not attach consequences for performance too early: Standards should be phased in over a
start-up period or, alternatively, established at the beginning with consequences delayed
until the end of the start-up phase (Osborne and Plastrik 2000).

These and other assumptions, choices, and issues raised in this paper will be the focus of much
discussion and debate during the upcoming working meeting. The background provided by this
and the accompanying working papers are designed to sharpen and enliven the deliberations of
the U.K./U.S. group.
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