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PREFACE
Purpose and plan of the book

Performance management is defined as a systematic and continuous process
for improving organizational performance by developing the performance
of individuals and teams. The purpose of this book is to explain how it can
and should work. Particular attention is paid to what Cappelli and Tavis
{2016) have dubbed the *performance management revolution” — the move
to ‘reinvent’ it.

In the introduction to this book the nature of this so-called revolution is
examined. Consideration is given to the question of the extent to which the
changes that are undoubtedly being made in many organizations, especially
in the US, amount to a revolution or could be better designated as a revela-
tion of the faults of the traditional approach to performance management
which have been evident over many years.

The traditional, ideal version of performance management as a system
and the extent to which it makes an impact on performance is described in
Part One. The different aspects of its operation — ideally and in practice -
are considered in Part Two. How organizations attempt to apply the ideal
version is dealt with in Part Three. Part Four of the book explains what is
believed by many people to be wrong with the traditional approach and why
the rhetoric has not been matched by the reality (Chapter 16) and makes out
the case for reinventing performance management and how this might be
done {Chapter 17).

Reference

Cappelli, P and Tavis, A {2016) The performance management revolution,
Harvard Business Review, October, pp 5967
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Introduction

Performance management: the ideal
and the reality

An ideal and aspirational concept of performance management emerged
towards the end of the 20th century from its origins in merit rating, manage-
ment by objectives and performance appraisal. But the reality is different. As
the CIPD reported in 2016:

An increasing number of employers appear to be guestioning the value and rele-
vance of traditional performance management processes. If employers were once
enamoured with performance appraisals, they clearly aren’t now, and following

various high-profile organisations, many seem to be looking for change.

A chorus of disapproval has recently emerged. Many commentators have
joined in to deliver the message that the performance management systems
that lots of people have known and loved are broken. In the influential
Harvard Business Review (October 2016), Peter Cappelli and Anna Tavis
described this as a ‘revolution’ and commented that: “To better support
employee development, many organizations are dropping or radically chang-
ing their annual review systems in favour of giving people less formal, more
frequent feedback that follows the natural cycle of work.” The revolution in
a number of firms in the US has included dropping much criticized forced
ranking systems, some even abandoning rating altogether.

Some commentators have complained that this is no more than a pass-
ing fashion, although Cappelli and Tavis claim that: “This shift isn't just a
fad — real business needs are driving it And the roots of the current climate
of hostility to traditional performance management go deep — the length of
time they have been there is so long and the message they have delivered is so
strong that what is happening now can in no way be regarded as transient.
What has happened is a revelation rather than a revolution. At last notice
has been taken of the objections made over the years. As Kinley (2016} has
argued, performance management is not dead, but revived.
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Doubts about performance appraisal (the precursor to performance
management) started some time ago. It was Douglas McGregor in a
1957 Harvard Business Review article titled *An uneasy look at perfor-
mance appraisal’ who suggested that the emphasis should be shifted from
appraisal to analysis and the focus should be on the future rather than the
past in order to establish realistic targets and to seek more effective ways
of meeting them.

Separating pay reviews from performance reviews (decoupling) has become
popular recently but the writer was advocating this in 1976 in these words:

It is undesirable to have a direct link between the performance review and the
reward review. The former must aim primarily at improving performance and,
possibly, assessing potential, If this is confused with a salary review, everyone
becomes over-cancerned about the impact of the assessment on the increment...

It is better to separate the two.

W Edwards Deming, the quality guru, claimed in his diatribe The Annual
Appraisal: Destrover of People (1987) that:

The performance appraisal nourishes short-term performance, annihilates long-
term planning, builds fear, demolishes teamwork, nourishes rivalry and politics...
it leaves people bitter, crushed, bruised, battered, desolate, despondent, dejected,
fecling inferior, some even depressed, unfit for work for weeks after receipt of
rating, unable to comprehend why they are inferior. It is unfaig as it ascribes to
the peaple in a group differences that may be caused totally by the system that
they work in.

This may be rather hard on performance appraisal but in 1993 Keith Grint
asserted, famously, that: ‘Rarely in the history of business can such a system
[performance appraisal] have promised so much and delivered so little.

Tom Coens and Mary Jenkins delivered the following judgement in 2002

Throughout our work lives, most of us have struggled with performance appraisal.
Mo matter how many times we redesign it, retrain the supervisors, or give it a new
name, it never comes out right. Again and again, we see supervisors procrastinate
or just go through the motions, with little taken to heart. And the supervisors who
do take it to heart and give it their best mostly meet disappointment.

Two of the most important features of the ‘revolution’ are the replacement of
the annual performance review and, less frequently, the abolition of ratings
{although forced ranking systems have frequently been abandoned). On the
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annual review Helen Murlis and the writer referred in 2004 to recent devel-
opments and commented that there had been:

... a realization that performance management was not much help as a once a
year cvent — at worst it was a “dishonest annual ritual’. The concept of continu-
ous process became important, typically marked by provisions for more frequent

review.

Earlier, in 1998, Angela Baron and the writer delivered a judgement on
rating based on an extensive research project sponsored by the CIPD. They
argued that ‘Rating turns what may — should have been — an open, positive
and constructive discussion into a top-down judgemental exercise’ and that
‘the positive developmental aspects of the review may be overshadowed by
the knowledge that the end-product will be a rating that will inform a pay
decision’. A group HR director said to them that: ‘It denigrates the whole
performance management process.” A team-leader member of a focus group
exclaimed: ‘The rating system is crap really — excuse me!” And a senior
manager in a large financial services firm that had abolished ratings told the
researchers that: ‘In the old system one number was your life. Every other
HR process was locked in behind the appraisal.’

So there is little that is new in the current developments in performance
management. But because at last a number of major organizations have ‘seen
the light” the views of commentators over the years have been realized. But
the path towards this realization as charted in this book starts with the ideal
version of performance management described in Chapter 1.

References
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The concept of 01
performance
management

The purpose of this chapter is to define the conceptual framework of perfor-
mance management, its aims, the principles that influence how it is supposed
to work and the requirements for success.

Performance management defined

Performance management is the continuous process of improving perfor-
mance by setting individual and team goals which are aligned to the strategic
goals of the organization, planning performance to achieve the goals, review-
ing and assessing progress, and developing the knowledge, skills and abilities
of people.

Here are some other definitions:

s ‘Performance management is a continuous process of identifying, measur-
ing and developing the performance of individuals and teams and aligning
performance with the strategic poals of the organization.” {Aguinis, 2005)

s ‘Performance management is the system through which organizations set
work goals, determine performance standards, assign and evaluate work,
provide performance feedback, determine training and development needs
and distribute rewards.” (Briscoe and Claus, 2008)

s ‘Performance management is a broad set of activities aimed at improving
employee performance.” (DeNisi and Pritchard, 2008)

s ‘Performance management is the key process through which work gets
done. It's how organizations communicate expectations and drive behav-
iour to achieve important goals; it’s also about how organizations identify
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ineffective performers for development programmes or other personnel
actions.” {Pulakos, 2009)

s ‘Performance management is regarded as a continuous, future-orientated
and participative system; as an ongoing cycle of criteria setting, monitor-
ing, informal feedback from supervisors and peers, formal multi-source
assessment, diagnosis and review, action-planning and developmental
resourcing.’ [Shields, 2007)

Managing performance is what line managers do and performance manage-
ment is supposed to help them do it. Performance management is managing
the business. It should be a powerful means of ensuring that the organiza-
tion's strategic goals are achieved. It should contribute to the achievement
of culture change and be integrated with other key HR activities, especially
human capital management, talent management, learning and development
and reward management. Thus performance management helps to achieve
horizontal integration and the ‘bundling’ of HR practices so that they are
interrelated and therefore complement and reinforce each other. An effective
system of performance management can play an important part in increasing
levels of emplovee engapement.

The conceptual framework

The theoretical basis of performance management is discussed below under
the following headings:

s the meaning of performance;

» the factors affecting performance;

» underpinning theories;

s performance management and the psychological contract.

The meaning of performance

It can be said that if you can’t define performance you can't measure or
manage it. Bates and Holton {1995) pointed out thar: ‘Performance is a
multidimensional construct, the measurement of which varies depending
on a variety of factors.” They also stated that it is important to determine
whether the measurement objective is to assess performance outcomes or
behaviour or both.
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Latham et al {2007} emphasized that an appropriate definition of perfor-
mance is a prerequisite for feedback and goal setting processes. They stated
that a performance theory is needed which stipulates:

s the relevant performance dimensions;

s the performance standards or expectations associated with different
performance levels;

s how situational constraints should be weighed (if at all) when evaluating
performance;

s the number of performance levels or gradients;

s the extent to which performance should be based on absolute or compara-
tive standards.

There are different views on what performance is. It could just mean
outputs — the results obtained. Or it could mean behaviour — how the results
were obtained. Or it could be both results and behaviour.

Performance as outcomes

Kane (1996) argued that performance ‘is something that the person leaves
behind and that exists apart from the purpose’. Bernadin et al {1995} were
concerned that:

Performance should be defined as the outcomes of work because they provide
the strongest linkage to the strategic goals of the organisation, customer satisfac-

tion, and economic contributions.

Performance as behaviour

Campbell {1990) explained that: ‘Performance is behaviour and should
be distinguished from the outcomes because they can be contaminated by
systems factors. Apuinis (2005) was positive that: ‘Performance is about
behaviour or what employvees do, and not about what employees produce or
the outcomes of their work.’

Campbell et al {1993) focused on the measurement of performance
which they defined as behaviour or action relevant to the attainment of the
organization’s goals that can be scaled, that is, measured. They suggested
that performance is multidimensional and that each dimension is character-
ized by a category of similar behaviour or actions. The components consist
of: (1) job-specific task proficiency, (2) non-job specific proficiency (eg
organizational citizenship behaviour), (3) written and oral communication
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proficiency, (4) demonstration of effort, (5} maintenance of personal
discipline, (6) facilitation of peer and team performance, {7) supervision/
leadership and {8) management/administration.

Borman and Motowidlo {1993) suggested the notion of contextual perfor-
mance, which covers non-job specific behaviours such as cooperation, dedication,
enthusiasm and persistence and is differentiated from task performance covering
job specific behaviours. As Fletcher {2001) mentioned, contextual performance
deals with attributes that po bevond task competence and which foster behay-
iours that enhance the climate and effectiveness of the organization.

Performance as both outcomes and behaviour

It can be argued that a more comprehensive view of performance is achieved
if it is defined as embracing both behaviour and outcomes. When people are
said to be performing well it does not solely refer to what results they deliver;
it is also concerned with how they deliver them. As Brumbach {1988) put it:

Performance means both behaviours and results. Behaviours emanate from the
performer and transform performance from abstraction to action. Mot just the
instruments for results, behaviours are also outcomes in their own right — the
product of mental and physical effort applied to tasks — and can be judged apart

from resules.

Diefining performance like this leads to the conclusion that when managing
the performance of individuals and teams both outputs (results) and inputs
ibehaviour) need to be considered. This is the generally accepted ‘mixed
model’ of performance management, which is concerned with both the
‘what’ and the ‘how’,

Levels of individual performance are affected by a number of influences
and factors as discussed below.

Factors affecting performance
Four major influences on performance were identified by Harrison {1997):
e the learner, who needs the right level of competence, motivation, support

and incentives in order to perform effectively;

o the learner’s work group, whose members will exercise a strong positive
or negative influence on the attitudes, behaviour and performance of the
learner;
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s the learner’s manager, who needs to provide continuing support and ace as
a role model, coach and stimulator related to performance;

s the organization, which may produce barriers to effective performance if
there is no powerful, cohering vision; ineffective structure, culture or work
systems; unsupportive employee relations policy and systems, or inappro-
priate leadership and management style.

These can be analysed into individual, systems and contextual factors.

Individual factors

Vroom (1964) suggested that performance is a function of ability and moti-
vation as shown in the formula: Performance = f (Ability »x Motivation).
The effects of ability and motivation on performance are not additive but
multiplicative. People need both ability and motivation to perform well and
if either ability or motivation is zero there will be no effective performance.

A formula for performance was produced by Blumberg and Pringle (1982
that emphasized the importance of the organizational context. Their equa-
tion was:

Performance = Individual Attributes = Work Effort
» Organizational Support

A variation on the above was offered by McCloy et al {1994). They proposed
that a combination of three factors enables some people to perform at higher
levels than others:

1 Declarative knowledge (about facts concerning task requirements and
goals).

2 Procedural knowledge (a combination of knowing what to do and how to

do it).

3 Motivation (level and persistence of effort).

Research carried out by Bailey et al (2001) focused on another factor affecting
performance — participation. They noted that ‘organizing the work process
50 that non-managerial employees have the opportunity to contribute discre-
tionary effort is the central feature of a high performance work system”. {This
was one of the earlier uses of the term ‘discretionary effort’.) The ‘AMO’
formula put forward by Boxall and Purcell (2003) is a combination of the
Vroom and the Bailey et al ideas. This model states that performance is a
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function of Ability + Motivation + Opportunity to Participate (note that the
relationship is additive not multiplicative).

These formulas focus mainly on individual performance but systems
factors are also important.

Systems factors

Individual performance is influenced by systems factors as well as person
factors {Cardy and Dobbins, 1994). Systems theory as formulated by Miller
and Rice (1967) states that organizations should be treated as open systems
that transform inputs into outputs within the environments {external and
internal) upon which they are dependent. Systems theory is the basis of
the input-process-output-outcome model of managing performance which
assesses the entire contribution that an individual makes within the system
in carrving out his or her allotted tasks. Inputs are the skills and knowledge
that an individual brings to a job. Process is how people actually perform
their jobs. Outputs are the results of performance expressed in quantified
terms such as sales volume, income generated or units of production, and
outcomes are a visible effect which is the result of effort but cannot neces-
sarily be measured in quantified terms. The input-process-output-outcome
model of managing performance is important first, because it provides the
basis for measuring performance and second, because all the factors that
influence performance, including the system and the context, can be taken
into account when assessing it.

It was claimed by Deming {1986) that differences in performance were
largely due to systems variations. Gladwell {2008) also argued that success
isn't primarily down to the individual, but to his or her context. Coens and
Jenkins (2002} made the following comments on the impact of systems.

An organizational system is composed of the people who do the work, but far
more than that. It also includes the organization’s methods, structure, support,
materials, equipment, customers, work culture, internal and external environ-
ments {such as markets, the community, governments), and the interaction of
these components. Each part of the system has its own purpose but at the same

time is dependent on the other parts.

Because of the interdependency of the parts, improvement strategics aimed
at the parts, such as appraisal, do little or nothing to improve the system...
Individual performance is mostly determined by the system in which the work is

done rather than by the individual’s initiative, abilitics and efforts.
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Because of these effects and the low yield benefit of improving the parts,

it makes little sense to design organizational improvement systems around
appraisal while the leveraging power of improving the system is ignored... The
myopic focus on individual improvement equates to a religious dogma thar is

manifested through the rituals and rites of ranking and rating.

However, Coens and Jenkins also stated that: “We do not advocate abandon-
ing all strategies aimed at individual improvement, personal development
and goal attainment. When combined with serious efforts toward improving
the system and work environment, such initiatives can significantly bolster
organizational transformation.’

Systems factors include the support people get from the organization and
other factors outside the control of individuals. Jones (1995) proposed that
the aim should be to ‘manage context not performance’ and went on to
explain that:

In this equation, the role of management focuses on clear, coherent support
for employees by providing information about organization goals, resources,
technology, structure, and policy, thus creating a context that has multipli-
cative impact on the employees, their individual attributes (competency to
perform), and their work effort {willingness to perform). In short, managing
context is entirely about helping people understand; it is about turning on the

lights.

Contextual factors

Systems operate within the context of the organization. Nadler and Tushman
(1980) commented that:

The manager needs to understand the patterns of behaviour that are observed
to predict in what direction behaviour will move (particularly in the light of
management action] and to use this knowledge to contral behaviour over the
course of time. Effective managerial action requires that the manager be able to

diagnose the situation he or she is working in.

This point should be extended to include the people managers manage — they
equally want to know and are entitled to know the situation they are work-
ing in.

The situation or context in which people work and the way performance
can be measured can be described in terms of systems theory as described
earlier. More specifically, the context includes the organizational culture, the
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employee relations climate, the people involved and the internal environment
in terms of the organization’s structure, its size and its technology and work-
ing practices.

Organizational culture

Organizational culture is the pattern of shared beliefs, norms and values
in an organization that shape the way people act and interact and strongly
influence the ways in which things get done. From the performance manage-
ment viewpoint one of the most important manifestations of organizational
culture is management style. This refers to the ways in which managers
behave in managing people and how they exercise authority and use their
power. If the prevailing management style in a command and control type
structure is autocratic, directive, task-orientated, distant and tough, then a
‘caring and sharing’ philosophy of performance management is not likely to
worlk, even if it were felt to be desirable, which is unlikely. Alternatively, a
non-directive, participative and considerate style is more likely to support a
‘partnership’ approach to performance management, with an emphasis on
involvement, empowerment and ownership.

It is vital to take account of cultural considerations when developing
and implementing performance management. The aim must be to achieve a
high degree of fit between the performance management processes and the
corporate culture when the latter is embedded and appropriate. However,
performance management is one of the instruments that could possibly be
used in a cultural change programme where the focus is on high performance,
engagement, commitment and involvement. But it needs to be effective
performance management and many commentators {see Chapter 16) believe
that there is not very much of that about.

Employee relations climate

The emplovee relations climate of an organization represents the perceptions
of employees and their representatives about the ways in which relationships
between management and employees are maintained. It refers to the ways
in which formal or informal employee relations are conducted and how the
various parties (managers, employees and trade unions or staff associations)
behave when interacting with one another. The climate can be good, bad or
indifferent according to perceptions about the extent to which:

» the parties trust one another;

« management treats employees fairly and with consideration;
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s management is open and honest about its actions and intentions;

s harmonious relationships exist; management treats employees as

stakeholders;
s employees are committed to the interests of the organization;

s what management does is consistent with what it says it will do.

Clearly, a good climate will be conducive to the design and operation of
effective performance management processes as long as these are developed
jointly by the stakeholders and take account of the interests of all involved.
An improved employee relations climate may also result from pursuing the
development and implementation of performance management in accord-
ance with the ethical principles set out later in this chapter.

People

Performance management processes will vary in accordance with the compo-
sition of the workforce. For example, a firm employing mainly knowledge
workers is likely to adopt a different approach than a manufacturing firm.
Within the organization, approaches may vary between different groups of
employees. In the Victoria and Albert Museum, for example, it is recognized
that the way in which objectives are agreed by a curator will be different
from how the standards of performance are agreed for security guards.

Structure

A hierarchical or functional organization structure with well-defined layers
of authority is more likely to support a directive, top-down approach to
setting objectives and reviewing performance. A flatter, process-based struc-
ture will encourage more flexible participative approaches with an emphasis
on teamwork and the management of performance by self-directed teams.

A structure in which responsibility and authority are devolved close to
the scenes of action will probably foster a flexible approach to performance
management. A highly centralized organization may attempt to impose a
monolithic performance management system, and fail.

Technology and working practices

There is no conclusive evidence that advanced technology and working prac-
tices are associated with advanced approaches to performance management.
But it is reasonable to assume that high technology firms or sophisticated
organizations are more likely to innovate in this field. Another aspect of work



“ The Basis of Performance Management

practices is the extent to which the work is computer or machine controlled,
or routine. Computerized performance monitoring (CPM) provides an
entirely different method of measuring performance that is related directly
to outputs andfor errors. As Bates and Holton {1995) noted as a result of
their research, this can have detrimental effects by transforming a helpful
supervisory style into one that is more coercive.

But research conducted by Earley [1986) found that employees trusted
feedback from a computer more than feedback from a supervisor. He
claimed that CPM could have a greater impact on performance because of
higher self-efficacy (ie the individual's self-belief that he or she will be able to
accomplish certain tasks).

Bureaucratic methods of working may also affect the design and operation
of performance management. Organizations that function as bureaucracies,
appropriately or inappropriately, are more likely to have a formalized perfor-
mance management system. The system may be centrally controlled by HR
and the emphasis will be on the annual appraisal carried out in accordance
with strictly defined rules. The appraisal may be a top-down judgemental
affair referring to personality traits. Performance and potential will be rated.

Organizations which work flexibly with an emphasis on horizontal
processes and teamwork are more likely to have a less formal process of
performance management, leaving more scope for managers and teams to
manage their own processes in accordance with agreed principles.

Size
Research carried out by Beaver and Harris (1993) into performance manage-
ment in small firms came to the conclusion that:

The performance management systems of large irms simply cannot be scaled
down to fit the smaller enterprise which often exhibits a radically different

management process and operation.

They described the management process in small firms as likely to be charac-
terized by the highly personalized preferences, prejudices and attitudes of the
firm's entrepreneur or owner, who will probably work close to the operating
process.

The external environment

If the external competitive, business, economic and political environment is
turbulent — which it usually is — organizations have to learn to respond and
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adapt rapidly. This will influence the ways in which business strategies and
plans are developed and the sort of objectives people are expected to achieve.
Performance management has to function flexibly in tune with the constant
changes in demands and expectations to which the organization is subject.
A business that operates in a fairly steady state as far as its external environ-
ment is concerned (rare, but they do exist) can adopt more structured and
orderly performance management systems.

Underpinning theories

Performance management practice is underpinned and explained by the theo-
ries summarized below. Goal theory has perhaps been the most influential
because setting poals and assessing performance against the goals are such a
significant part of a conventional performance management system. But other
theories are relevant such as those relating to control and reinforcement that
explain the fundamental mechanism of feedback, and expectancy theory that
indicates how performance management can help to motivate people. Social
learning theory links reinforcement and expectancy theory, and self-efficacy
theory highlights the importance of helping people to believe in themselves
and their ability to improve.

Goal theory

Goal theory as developed by Latham and Locke (1979) highlights four mech-
anisms that connect goals to performance outcomes: (1) they direct attention
to priorities; (2) they stimulate effort; {3) they challenge people to bring their
knowledge and skills to bear to increase their chances of success and (4) the
more challenging the goal, the more people will draw on their full repertoire
of skills. This theory underpins the emphasis in performance management on
setting and agreeing goals against which performance can be measured and
managed.

Robertson et al (1992) on goal theory

Goals inform individuals to achieve particular lavels of performance, in order for
them to diract and avaluate their actions; while parformance feedback allows the
individual to track how well he or she has been doing in relation to the goal so
that, if necessary, adjustmants in effort, direction or possibly task strategies can
be mada.



m The Basis of Performance Management

Expectancy theory

Expectancy theory as originally formulated by Vroom (1964 states that effort
{motivation} depends on the extent to which people expect that rewards will
follow effort and that the reward is worthwhile

Performance management is concerned with influencing behaviour to
achieve better results. It operates in line with expectancy theory by defining
the relationship between effort, achievement and reward thus motivat-
ing people and providing them with a sense of direction. Positive feedback
provides a reward in the shape of the recognition of work well done. This
is intrinsic motivation provided by the work itself, which arises when work
satisfies needs for accomplishment, provides opportunities for growth and
the scope to use and develop abilities, and fosters self-belief.

An expectancy-based motivational model for individual performance
improvement was devised by DeNisi and Pritchard {2008). It is based on the
belief that people allocate energy to actions in a way that will maximize their
anticipated need satisfaction. The sequence is illustrated in Figure 1.1.

The key for performance management is to ensure that evaluations and
outcomes are structured so that employees will focus their actions in the
ways desired by the organization, resulting in the kind of performance that is
needed and appropriate rewards. The stronger the links between each element
in the motivation process, the greater will be the motivation of employees
to improve their performance. The process should aim to strengthen the
perceived connection between actions and outcomes.

Control theory

Control theory focuses attention on feedback as a means of shaping behav-
iour. As people receive feedback they appreciate the discrepancy between
what they are doing and what they are expected to do and take corrective
action to overcome the discrepancy. Feedback is recognized as a crucial part
of performance management processes.

Control theory provides the basis for feedback intervention theory as
formulated by Kluger and DeNisi (1996) — this theory focuses attention on
feedback as a means of shaping behaviour.

Figure 1.1 Expectancy-based motivational model for performance

: : : : Nead I
Actions —= Results —= Evaluation —= Outcomes B —» Parformance
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Reinforcement theory

Reinforcement theory (Hull, 1951) states that successes in achieving goals
and rewards act as positive incentives and reinforce the successful behaviour
that is repeated the next time a similar need arises. Positive feedback there-
fore provides for positive reinforcement. Constructive feedback can also
reinforce behaviours, which seek alternative means of achieving goals.

Social learning theory

Social learning theory, as formulated by Bandura (1977), combines aspects of
reinforcement and expectancy theory. It recognizes the significance of the basic
concept of reinforcement as a determinant of future behaviour but also empha-
sizes the importance of internal psychological factors, especially expectations
about the values of goals and the ability of individuals to reach them.

Self-efficacy theory

Self-efficacy theory as also developed by Bandura {1982) indicates that self-
motivation will be directly linked to the self-belief of individuals that they will
be able to accomplish certain tasks, achieve certain goals or learn certain things.
An important aim of performance management is to increase self-efficacy by
giving individuals the opportunity to consider and discuss with their managers
how they can do more. But the onus is on managers to encourage self-belief in
the minds of those with whom they discuss performance and development.

Performance management and the psychological contract

The psychological contract is the set of reciprocal but unwritten expectations,
which exist between individual employees and their employers. A psychologi-
cal contract is implied and inferred rather than stated and agreed. It cannot
necessarily be spelt out in detail because it evolves over time. But performance
management processes can be used to ensure that performance expectations are
agreed and reviewed regularly. And this should contribute to the clarification of
the psychological contract and the employment relationship.

Aims of performance management

Ideally, the overall objective of performance management is to develop and
improve the performance of individuals and teams and therefore organiza-
tions. When done well, it ensures that people are clear about what success
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looks like and the part they play in delivering this success. A strategic approach
means that performance management processes such as setting objectives are
explicitly designed to align individual objectives with the organization’s stra-
tegic objectives.

As noted by VerWeir and Van Den Berghe (2004) performance manage-
ment involves creating motivation and commitment to achieve objectives.
Shields (2007) pointed out that ‘it provides performance direction and recog-
nition without which emplovees will be at a loss as to the nature and level
of work effort required’. Performance management aims to develop the
capacity of people to meet and exceed expectations and to achieve their full
potential to the benefit of themselves and the organization. It is about ensur-
ing that the support and guidance people need to develop and improve are
readily available.

A definition of what performance management systems are there to do
was provided by Lee (2005):

The real goals of any performance management system are threefold — to correct
poor performance, to sustain good performance and to improve performance...
All performance management systems should be designed to generate informa-
tion and data exchange so that the individuals invelved can properly dissece

performance, discuss it, understand it, and agree on its character and quality.

As explained by Shields (2007} effective performance management has two
other important purposes. First, it can communicate to employees the stra-
tegic goals of the enterprise and specify what the organization expects from
them in terms of behaviour and results in order to achieve those goals. This
means defining what doing a good job entails. Second, it can help with rela-
tionship building between employees and their managers. Involving both
managers and their staff in performance planning and review can widen the
dialogue between them and enhance interpersonal trust.

A summary of what management and individuals can gain from effective
performance management is given in Table 1.1.

Respondents to the e-reward 2014 survey of performance management
reported that their most important performance management objective was:

s to improve organizational performance — 33 per cent;
s to align individual and organizational objectives — 22 per cent;

s to develop a performance culture — 17 per cent;

e to improve individual performance — 14 per cent;
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Table 1.1 'What management and individuals can gain from performance management

What management can gain What individuals can gain

The opportunity to: They will:

# integrate individual, team and corporate = know what is expected of them;
objactives; « know how they stand;

+ guide individual and team effort to meet-  * know what they need to do to reach
ing overall business needs; their goals;

+ motivate and engage employess: # be zble to discuss with their manager

* recognize individual contribution; their present job, thair davelopment and

# plan individual carears italent training neads and their future.
managemantl;

introduce relevant and affective learning
and development programmes to meet
identified neaeds.

s to align individual behaviour to organizational values — & per cent;
s to provide the basis for personal development — 3 per cent;

s to inform performance pay decisions — 3 per cent.

MNaote the low priority given to informing performance pay decisions.
Here is a typical statement of objectives from one respondent to the e-reward
2005 survey:

To support culture change by creating a performance culture and reinforcing
the values of the organization with an emphasis on the importance of these in

getting a balance berween ‘what” is delivered and *how” it is delivered.

The Lloyds Banking Group produced the following definition of the purpose
of its performance management system.

The aim is to improve performance. Rather than just saying that somebody’s been

vary effective and ticking a box, the process is actually to sit down and have a

discussion around the requirements of the role, dealing with what aspects are being

dona well and what aspects are not so0 good. Overall the purpose is to make it clear

to paople how their performance links in with the performance of the business.
Managing performance is about coaching, guiding, appraising, motivating

and rewarding colleagues to help unleash potantial and improve organizational

performance. Whera it works well it is built on excellent leadership and high

qualty coaching relationships between managers and teams. Through all this our

colleagues should be able to answaer three straightferward questions:
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1 What is expected of me? How will | be clear about what is expected of ma in
terms of both results and behaviour?

2 How am | doing? What engoing coaching and feedback will | receive to tell me
how | am doing &nd how | can improve?

3 What does it mean for me? How will my individual centribution, potential and
aspirgtions be recognized and rewarded ™

The following description of the purpose of performance management was
produced by Hitachi Europe:

The process is as much about building relationships with employees in order to
agree what is reasonably attainable in the year as it is about setting objectives. It
is effective because it focuses people’s intentions and produces new thinking on
the way they work rather then simply continuing to perform at the same level,

day in, day out.

Principles of performance management

The overarching principles governing the ideal approach to performance
management were defined well by Egan (1995):

Mast employees want direction, freedom to get their work done, and encour-
agement not control. The performance management system should be a control
system only by exception. The solution is to make it a collaborative development
system, in two ways. First, the entire performance management process —
eoaching, counselling, feedback, tracking, recognition, and so forth — should
encourage development. Ideally, team members grow and develop through these
interactions. Second, when managers and team members ask what they need to

be able to do to do bigger and better things, they move to strategic development.

The views of practitioners on the principles of performance management as
identified in the research conducted by Armstrong and Baron (1998, 2005)

were as follows:

s ‘Performance management is what managers do: a natural process of
management.’

s ‘A management tool which helps managers to manage.

e ‘It's about how we manage people — it's not a system.’
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s ‘Driven by corporate purpose and values.
s ‘To obtain solutions that work.

s ‘Only interested in things you can do something about and get a visible
improvement.’

s ‘Focus on changing behaviour rather than paperwork.
s ‘Based on accepted principles but operates flexibly.
s ‘Focus on development not pay.

s ‘Success depends on what the organization is and needs to be in its perfor-
mance culture.’

Two further important principles were suggested by Sparrow and Hiltrop
(1994): first, that top management must support and be committed to the
system, and second, that it should be owned and driven by line management.
It is evident that managers down the line will only take performance manage-
ment seriously if it is clear to them that top managers believe in it and act
accordingly. And performance management will only work if line managers
want it to work and are capable of making it do so. Both these principles
emphasize that the bad old days of performance appraisal as the property of
the personnel or HR department should be over although they often aren't.

Ethical principles

Performance management should also operate in accordance with agreed
and understood ethical principles. These have been defined by Winstanley
and Stuart-Smith (1996) as follows:

1 Respect for the individual — people should be treated as ‘ends in them-
selves’ and not merely as ‘means to other ends’.

2 Mutual respect — the parties involved in performance management should
respect each other’s needs and precccupations.

3 Procedural fairness — the procedures incorporated in performance
management should be operated fairly in accordance with the principles
of procedural justice.

4 Transparency — people affected by decisions emerging from performance
management processes should be given the opportunity to scrutinize the
basis upon which decisions were made.

Procedural justice requires that performance management decisions are
made in accordance with principles which safeguard fairness, accuracy,
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consistency, transparency and freedom from bias, and properly consider the
views and needs of employees. Folger et al (1992} set out the benefits of
procedurally just performance management based on the components of due
process. They labelled such systems *due process performance management’
and argued that they do not bring about gross reallocations of power between
managers and employees, but rather require only that managers be open to
employees’ input and responsive to justifiable questions and concerns about
performance standards and judgements.

Organizational researchers such as Taylor et al (1995} have gathered a strong
body of evidence showing that employvees care a great deal about the justice of
performance management practices. This evidence has found that the more just
or fair employees consider such systems to be, the more satisfied and accept-
ing they are of the resultant outcomes, even when those outcomes are less than
desirable. They found that procedurally just performance systems may also
increase managers’ own positive outcomes. The strength of these findings has
led some researchers such as Folger and Cropanzano {1998) to propose that the
provision of fair procedures is a more powerful foundation for the management
of employees than is the provision of financial rewards.

Examples of approaches to performance
management

Performance management stages in AstraZeneca

1 Business role clarification — clear statement of agreed role and objectives.

2 Performance planning — agreement of targets to achieve the ‘plan-do-eval-
uate’ elements of managing performance.

3 Performance development — agree skills required and prepare individual
development plan.

4 Performance measurement — provide ongoing feedback and an annual
summary of an employee’s performance (no overall ratings).

Civil Service basic design principles

e Strecching objectives agreed at the beginning of the year.

e Individuals know the competencies and behaviours they are expected to
demonstrate,
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s Regular discussions during year between individuals and their managers
to discuss progress.

s Formal meeting at the end of the year to record whether objectives have
been achieved and levels of competence demonstrated.

What makes good performance management - Scottish
Parliament

s New staff know what is expected of them from the outset.

s Everyone is clear about corporate goals and works towards them.
s Objecrives are SMART.

s A system exists to accommodate day-to-day performance feedback.
s Evidence is available to support assessments.

s The personal development plan is used to help self-developmental activi-
ties or improve performance.

s The line manager provides and the jobholder undertakes the training
needed to support the individual and the organization.

Thames Valley Police performance and development
review process

s Key to the performance management strategy.

s Establishes strong employment relationships.

s Provides a route to individual, team and organizational performance
planning.

s Secures future training and development.

Arguments for formal performance
management systems

The arguments for having a formal system of performance management are
that it provides the means for management to:

s improve individual, team and therefore business performance;

s develop a performance culture;
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« integrate individual and corporate objectives;

o guide individual and team effort to meeting overall business needs;

» motivate and engage employees;

e recognize individual contribution;

« plan individual careers (talent management);

» introduce relevant and effective learning and development programmes to

meet identified needs.

But there is a lot of evidence that traditional formal performance management
systems with their elaborate processes for setting objectives, once-a vear perfor-
mance reviews, ratings and box-ticking procedures often fail because they are
too complex and too bureaucratic and are irrelevant ({they cannot do for a
manager what he or she is expected to do, ie manage performance continually).

Requirements for success

Strebler et al {2001) suggested that for performance management to work
well it should:

» have clear aims and measurable success criteria;

s be designed and implemented with appropriate employee involvement;

# be simple to understand and operate;

e play a major part in the achievement of management goals;

s allow employees a clear ‘line of sight’ between their performance goals
and those of the organization;

o focus on role clarity and performance improvement;

s be closely allied to a clear and adequately resourced training and develop-
ment infrastructure;

» make crystal clear the purpose of any direct link to reward and build in
proper equity and transparency safeguards;

» be regularly and openly reviewed against its success criteria.

Performance management also needs to be evidence-based. Assessments of
performance and feedback should be based on facts not opinions. Evidence-
based performance management refers to results, events, critical incidents
and significant behaviours that have affected performance in specific ways.
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It compares what has actually happened with what was supposed to have
happened. It refers to agreed objectives, goals, success criteria and perfor-
mance measures, and uses the latter to establish outcomes.
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Performance 02
management
systems

A performance management system is the defined set of procedures — plan-
ning, monitoring and reviewing performance — that in sequence constitute
an organizations formal approach to performance management. Ideally,
the system flows from the organization’s objectives and then operates as a
continuous and self-renewing cycle as shown in Figure 2.1. The three key
activities are planning, monitoring and reviewing. These are summarized
below and described in more detail in Chapters 4, 5 and & respectively. There
are other ways of modelling the system that are illustrated later in this chap-
ter. Some organizations represent it as a cycle and others as a flow chart but
they all contain the basic elements of the model used here and all illustrate
the ways in which these elements are expected to form a continuous process.

A model of how a performance management system functions over a year
is shown in Figure 2.2.

These models depict an apparently logical sequence of activities each
of which contributes cumulatively to the achievement of the objective of
improved performance. There is nothing wrong with the logic. But the success
of the process depends on each stage being conducted properly. And this
makes demands on the participants — managers and their team members —
that can be very hard to meet.

Performance and development planning

A performance and development plan or agreement is the outcome of the
decisions made jointly by the manager and the individual during the plan-
ning part of the performance management sequence. It should provide a
foundation for managing performance throughour the year and for guiding
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Figure 2.1 The performance management cycle

ORGANIZATION'S STRATEGIC
DBJECTIVES
PLAN
Performance and
o development agreament
| 1. Define role
2. Set performance cbjectives
3. Agree development plan
L
MONITOR
REVIEW Manage performance
Joint analysis of throughout the year
performance - 1. Monitor performance
1. Rewview performeance 2. Provide continuous feedback
2. Assess [rate) parformance 3. Provide coaching
4. Daal with underparformers

improvement and development activities. It can be used as a reference point
when planning and reviewing performance and is therefore a key compo-
nent of an ideal performance management system. It contains agreements
on expectations in the form of performance and learning objectives, and
on action plans to develop performance and abilities. The basis for these
agreements is a role profile that is jointly developed by the two parties.
Performance and development planning is described fully in Chapter 4.

Monitoring perfomance

An ideal performance management system takes the form of a continu-
ous process which can be described as ongoing performance management or
‘managing performance throughout the year'. This means regularly monitor-
ing outcomes against agreed objectives or, as described in Chapter 3, balanced
scorecard headings, and ensuring that corrective action is taken when neces-
sary. Individuals monitor and manage their own performance and managers give
feedback, support and guidance. Feedback and the recognition of good work
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Figure 2.2 The sequence of performance management activities over a year

Define role profile, updating B8 necessary
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Performance
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basis for next year's performance agreement

by the manager is provided as and when appropriate, which means at the time

or immediately after an event has occurred rather than being saved up for a
later formal performance review session. It also means updating objectives, and
continuous learning on the job or through coaching. Another requirement is to

deal with underperformers in good time so that improvements can take place.
The ongoing management of performance is important but it is something

which ought to take place whether or not there is a formal performance

management system. It will not always happen even if there is a system but it

will be carried out by effective managers when such a system does not exist.
Examples of how such managers manage performance as part of their every-
day working life are given in Chapter 17.
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Reviewing performance

A defining feature of a traditional performance management system is a
formal performance review, sometimes called a performance appraisal,
which typically takes place annually, although some organizations require
two formal reviews a year.

The main purposes performance reviews are supposed to serve are to function
as a focal point for the consideration of performance and development matters
and to provide a basis for updating performance agreements, thus complet-
ing the performance management cycle. But they can also be used to inform
performance pay decisions, to identify potential, to provide an opportunity for
coaching, to establish where action is required to deal with poor performance
and in some systems to ‘rank and yvank’ people. The latter is a mainly American
approach in which employees are ranked according to their performance {some-
times called stack ranking) and a proportion of those in the lower levels {eg the
bottom 10 per cent} are dismissed. It has recently become less popular.

Formal performance reviews are typically annual events in which a joint
analysis of performance over the past year takes place to establish the extent
to which objectives have been achieved and the development plan imple-
mented. They usually include a rating, for example, on a five-point scale
A {excellent) to E {unacceptable). Following the review a performance and
development plan is agreed for the next year. The outcome is recorded online
or on a paper performance management form.

As discussed in Chapter &, in which the conduct of reviews is considered
in more detail, the use of formal annual reviews has been the subject of
much criticism. A number of organizations have abandoned them in favour
of less formal and more frequent performance and development conversa-
tions throughout the year.

Performance management models

Models of performance management can help to communicate how a system
works to emplovees. A number of examples, some of them rather complex,
are shown in Figures 2.3 to 2.14. The models illustrated include some that
resemble the performance management model shown at the beginning of this
chapter. Others adopt a flow chart or diagrammatic approach. However, all
contain the essential elements of the ideal version of performance manage-
ment, namely: planning, review and assessment.
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The reality of performance management systems

The models shown on pages 36 to 41 are interesting although some are so
elaborate that the only message they will communicate is that performance
management is an exceedingly complex process.

Perhaps the simple model of performance management illustrated in
Figure 2.1 at the start of this chapter conveys the essence of the process.
But it has its limitations. It presents an ideal picture of what a performance
management system should look like and how it should function. However,
in practice the system often probably does not work according to plan for
reasons explained in Chapter 16.

There are four problems with the model:

1 The model indicates a steady progression through the stages of perfor-
mance management, each of them linked together. This is both logical and
desirable but in reality it may be difficult to achieve. The natural tendency
of managers is to compartmentalize these activities, if they carry them out
at all. They do not always appreciate how they are connected and what
they should do to ensure that the cycle does work smoothly.

2 It can encourage an over-elaborate approach. Systems designers may be
tempted to cover every aspect of the model in detail and turn what should
be a natural and straightforward management process into a bureaucratic
nightmare with complex procedures and intricate paper- or computer-
based forms. When developing a performance management system the
watchwords are ‘keep it simple’. Remember that line managers may be
even more reluctant to do it well if they have to follow over-elaborate
procedures and understand obscure jargon. The important thing to do is
to ensure that the basic processes are explained and illustrated in commu-
nications about the system and in training programmes.

3 The notion that there is a smooth transition from the organization’s stra-
tegic goals to individual goals is more difficult to achieve than it sounds.
Strategic goals at organizational level may not always translate easily
into individual goals because organizational goals are not defined well
enough or are too remote from the work of individual emplovees. Many
commentators have extolled the virtue of alignment; few have made prac-
tical suggestions about how it can be achieved. It can also be argued that
strategic goals will inevitably be determined by top management with-
out consulting employees, and that simply ‘cascading’ goals downwards
contradicts the performance management principle that people should be
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involved in agreeing their own goals. The answer to this objection is that,
although at individual level account should be taken of overarching goals,
individuals can usefully take part in discussions on how they can further
the achievement of those goals.

4 The success of the model will largely depend on the context in which it
operates. Fletcher {1993} noted the evolution in many organizations of a
number of separate but linked processes applied in different ways accord-
ing to the needs of local circumstances and staff levels. Some organizations
reject the concept of a bureaucratic, centrally controlled and uniform system
of performance management that is implied by the model, and instead
accept that, within an overall policy framework, different approaches
may be appropriate in different parts of the organization and for differ-
ent people. Performance management is applied in many different ways
according to the context in which it is used. These ways will not neces-
sarily conform to those prescribed by the model. The contextual factors
include the type of operation and the organization’s structure. Importantly
they also include the organization’s culture as expressed in its philosophy
or norms (explicit or implicit) on how people should be managed and
the prevailing management style, for example, the degree to which it is
controlling or participative. As Stoskopf (2002) put it: ‘A [performance
management]| system with the most academically correct competencies or
performance measures may fail if it does not fit with the company’s culture
or workforce.” Pulakos et al (2008) summed this up as follows:

Performance management is often referred to as the *Achilles heel” of HRM.
All modern organizations face the challenge of how best to manage perfor-
mance. That is, they must determine the best ways to sct goals, evaluate work
and distribute rewards in such a way that performance can be improved over
time, While all irms face similar challenges, the way a firm responds to these
challenges will depend on where the firm is located and the context within
which it is operating. Differences in culture, technology or simply tradition
make it difficult to directly apply techniques that have worked in one setting
to a different setting,

Because of these problems many organizations have a performance manage-
ment system, which broadly follows this model and looks good but doesn't
work. Others, however, if they do anything at all, still use old-style, tick-box,
top-down performance appraisal systems which provide an easy way out
imanagers need do little more than fill up the forms or answer the standard-
ized questions in a web-based system) and act as a means of exercising control.
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Figure 2.3 Model of the performance management system in Astrafeneca
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Figure 2.6 [HLs performance management cycle
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Figure 2.T Model of the perfarmance management system in HalifaxBOS
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Figure 2.10 Model of the performance management system in the Royal
College of Nursing
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Figure 2.11 Managing for high performance maodel in Standard Chartered Bank

Dbjective setting [January]

* Financialbusiness objectives

* Twio core managemaent
objectives

* Values objectives for all

Performance Coaching
[throughout the year]

= Regular open dislogue

= Integratas performance,
learning and development,
reward and individual
engagement

= Addresses performance iBSUEs

= Underparformance not
tolerated

Final review (Mow/Dec)

A i

= 1-& financial’business rating
scale

= A-D values rating scale

= Effactive differentiation

Interim review |July)
* Formal step-back
* 'Tracking’ rather than 'rating”

= Additional feedback form
= Cascaded ‘level down’ rating
FEVIEBWE

Figure 2.12 Managing for future high performance model in 5tandard Chartered Bank

High-performing organizetion

Performance
management process

= Living the values

= Clear expectations

= Dutcome mEesEURES

= Promotas differentiation
= Emphasizes strengths

Target resources at top talant

Menager-amployee
imteraction

= Regular open dialogua

= Accurate'fair feadback

= Underperformence not
tolerated

= Knowledgesble managers

Focus on the best

Senior manager
sponsorship

= Twin-way communication

= Managed risk taking

= Reward excellence

= Managing performance
is critical

= Manager eccountability

Expect axcellence Strengths-based Service excellence



Performance Management Systems

Figure 2.13 Model of the performance management system in The Victoria
and Albert Museum
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The impact of 03
performance
management

If performance management processes are intended to improve perfor-
mance, how well do they perform? When asked, just over a half of the
respondents to the e-reward 2014 survey of performance management
said that the impact of performance management was ‘fairly positive’
while 8 per cent believed it to be ‘very positive’. In contrast § per cent
found performance management made a negative impact while 14 per cent
believed that it had no effect. It is interesting that a fifth of respondents
said that they simply did not know. These results are equivocal, especially
as they are probably based on opinion rather than evidence — only 31 per
cent of the e-reward respondents evaluated performance management and
this was mainly based on general internal attitude surveys rather than on
specific analyses of its impact.

This chapter focuses on the evidence available of the impact performance
management makes on organizational performance and on individual
performance. It also includes summaries of research on how this impact is
best achieved. As a background to this research, consideration is given first
to how performance management is expected to improve performance and
second to the problems of establishing the impact of performance manage-
ment — the causality issue.

How performance management is expected
to improve organizational performance

Performance management is expected to improve organizational performance
generally by creating a performance culture in which the achievement of high
performance is a way of life and by doing everything possible to improve
individual performance. Individual improvement is meant to happen when
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people understand what they are expected to do, receive feedback on how
well they are doing it and agree and implement development plans that build
on strengths and help to overcome weaknesses.

Jones (1993) suggested that performance management could:

« communicate a shared vision throughout the organization to establish and
support appropriate leadership and management styles;

s define individual requirements and expectation of all employees in terms
of the inputs and outputs expected from them thus reducing confusion
and ambiguity;

s provide a framework and environment for teams to develop and succeed;

« provide the climate and systems which support reward and communicate
how people and the organization can achieve improved performance;

e help people manage ambiguity.

It may be assumed that improvements in organizational results will be guar-
anteed when managers and their team members work together throughout
the vear in using performance management processes such as goal setting,
feedback, performance analysis and coaching. The need is to provide evidence
that this belief is justified. But it isn't easy for the reasons given below.

Establishing the impact on organizational
performance

Any explanation of the impact of performance management on organizational
performance is likely to be based on three propositions: (1) that performance
management practices can make a direct impact on employee characteristics
such as enpagement, commitment, motivation and skill; (2} if employees have
these characteristics it is probable that organizational performance in terms
of productivity, quality and the delivery of high levels of customer service
will improve; and (3) if such aspects of organizational performance improve,
the financial results achieved by the organization will improve. This can be
described as the performance management value chain.

The propositions highlight the existence of an intermediate factor between
performance management and financial performance. This factor consists
of the outcomes in the shape of emplovee characteristics affected by perfor-
mance management practices. Therefore, performance management does not
make a direct impact.



The Impact of Performance Management

Establishing the impact between human resource management (HRM)
practices, including performance management, and firm performance is
always problematic because of causality issues. Determining the link between
independent and dependent variables (cause and effect) is a major problem in
research, especially in the HRM field. Correlation does not imply causation.
It may be relatively easy to establish correlations in the shape of a demon-
stration that X is associated with Y it is much more difficult and sometimes
impossible to prove that X causes Y.

First, there is the problem of multi-causation. There may be a number of
factors contributing to an outcome and it might be difficult to isolate one of
those factors and assess its contribution to achieving a result.

Second, there is the phenomenon of reverse causation when a cause is
pre-dated by an effect — A might have caused B but alternatively, B may have
come first and be responsible for A. For example, it is possible to demonstrate
that firms with effective learning and development programmes do better
than those without. But it might equally be the case that it is high-performing
firms that introduce effective learning and development programmes. It can
be hard to be certain.

In the light of these problems it is hardly surprising that there is not much
if any convincing research evidence of a causal link between performance
management and frm performance. However, it is easier to establish the
extent to which performance management improves individual performance
(reverse causation is not an issue; it is easier to isolate the factors involved
and it is possible to use rigorous research methods to provide evidence).

Evidence of the impact on organizational
performance

Research projects that have examined the impact of performance manage-
ment on overall firm performance are summarized below.

Bernardin et al {1995} found no changes in customer ratings or sales
volume following 360-degree feedback.

Gallup as reported by Risher {2005) analysed its () 12 survey and found
that employers with a formal performance review process have more engaged
employees {33 per cent versus 21 per cent) and fewer disengaged employees
(12 per cent versus 29 per cent}.

Guest and Conway {1998 carried out an analysis of the impact of perfor-
mance management in the 388 organizations with performance management
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surveved by the IPD in 1997, The key criteria used for determining the impact
were the achievement of financial targets, development of skills, development
of competence, improved customer care and improved quality. Against these
criteria, over 90 per cent of respondents rated performance management as
being moderately or highly effective. But there were caveats. The analysis
indicated that the views of respondents to the survey should all be viewed
with extreme caution since they were often based on a very limited form of
formal evaluation, or on an absence of any formal evaluation. This raised
serious questions about the basis for the generally positive assessment of
performance management. Further, more detailed statistical analysis of the
replies to the questionnaire failed to demonstrate consistent evidence of any
link between the practice of performance management and outcomes such
as the achievement of financial targets, achievement of quality and customer
service goals and employee development goals. The conclusion reached was
that this survey has produced no convincing evidence that performance
management has an impact on overall organizational performance.

The Institute of Personnel Management's (1992) extensive research found
no evidence that improved performance in the private sector is associated
with the pursuit of formal performance management programmes. Poor
financial performers were as likely to introduce performance management as
good performers. There were no readily available and comparable measures
of performance in the public sector to test this link even though performance
management is more likely to be adopted in the public sector. However, one
positive theme that was traced throughout the research was the extent to
which performance management raised awareness of the pressures on the
organization to perform.

McDonald and Smith {1991) conducted research covering 437 publicly
quoted US companies. The findings were that the 205 respondents with
performance management as opposed to the others without had:

higher profits, better cash flows, stronger stock market performance and
higher stock value;

significant gains over three years in financial performance and productivity;

s higher sales growth per employee;

s lower real growth in number of employees.

The researchers commented that: ‘In the successful companies the differ-
ence in managing employee performance seems to be that it is regarded as a



The Impact of Performance Management

mainstream business issue, not an isolated *personnel problem™.” This looks
like a classic case of reversed causality. Performance management systems
may have generated successful companies but it is just as likely that the
successtul companies were the ones with the inclination and money to intro-
duce sophisticated practices such as performance management.

Rodgers and Hunter (1991) carried out a meta-analysis of 70 studies in
goal setting, participation in decision-making and objective feedback (as
included in typical management-by-objectives programmes) and found that
68 of them showed productivity gains and only two showed productivity
losses. They concluded that when properly implemented and when supported
by top management such programmes had an almost universal positive effect
on productivity.

Sibson and WorldartWork as reported by Kochanski (2007) conducted
a survey which found that high-performing firms have strong leader-
ship support for performance management. An analysis of total return to
shareholders over a three-year period revealed that 64 per cent of the top
performing companies had performance management systems that were
rated as effective compared to only 36 per cent of the of bottom perform-
ing companies. The companies that excelled at performance management (1)
used their systems as the primary way to manage individual performance
throughout the company, (2) have strong leadership support and (3) have
more line champions. This may be a case of reversed causation.

Impact on individual performance

The impact of performance management on individual performance is easier
to establish and research has produced convincing evidence that it does have
a positive effect.

The CIPD analysis

A comprehensive review by the CIPD {2016) cited the following research
projects on the relationship between various aspects of performance manage-
ment and individual performance, covering both the impact on performance
and the factors affecting it.

Brown and Latham ({2002) established that in complex jobs, what consist-
ently leads to higher performance are the vaguer, more general ‘do-your-best’
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outcome goals. The reason for this is that *do-your-best” goals encourage people
to focus on task-relevant ways to attain the goal, whereas specific challenging
goals focus them on the potential negative consequences of failure.

Budworth et al {2015) conducted research which showed that employees’
perceptions of fairness had an effect on the relationship between feedback
and overall subsequent performance.

Corgnet et al (2015} compared the responses of lower-ability and higher-
ability workers to the same goals and found that the differences are marked.
Workers who were likely to find the goals challenging increased their perfor-
mance by 40 per cent compared with the baseline control group, whereas
those who were likely to find them easy achieved the same level of perfor-
mance as if they had not been presented with any goals.

Harkin et al {2016) conducted research which showed that monitoring
goal progress is a crucial step from setting to attaining a goal.

Harkins and Lowe (2000) found that goals set by a boss are more effective
than self-set goals in driving performance.

Jaeger et al {2015) established that clear and specific goals are shown to
lead to higher performance for negotiation outcomes.

Jeffrey et al (2012) did a randomized controlled study which showed
that *ability-based’ goals are more effective at improving performance than
a one-size-fits-all approach, where evervone is assigned the same perfor-
mance target. This was particularly the case for lower- and moderate-ability
participants, who always achieved more when goals were tailored to their
level.

Kleingeld er al (2011) conducted a meta-analysis of controlled trials and
found that goal setting — including specific challenging goals, moderate goals
and easy goals — had only a moderate effect on group performance.

Kluger and DeNisi (1996} reviewed about 3,000 research papers and
identified 607 high-quality studies or tests from 107 papers, and found that
overall, feedback had a moderate-sized positive impact on performance.
However, they pointed out that the results varied considerably. In some cases
there was no significant impact and in a third of cases, feedback actually
decreased performance. As the CIPD (2016) pointed out: “This difference in
results reflects the complex picture of giving feedback in different performance
scenarios and, in particular, of different approaches to giving feedback.

Mesmer-Magnus and Viswesvaran (2007) reviewed 61 studies and estab-
lished that setting objectives made a very large impact on learning outcomes.
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Other researchers

The impact of performance management on performance has been studied
by other researchers as follows:

Latham and Locke [1979) reported that: ‘In a 14-year programme of
research, we have found that goal setting does not necessarily have to be
part of a wider management system to motivate performance effectively.
It can be used as a technique in its own right.” Laboratory research estab-
lished that ‘individuals assigned hard goals persistently performed better
than people assigned moderately difficult or easy goals’. Furthermore, indi-
viduals who had specific, challenging goals outperformed those who were
given such vague goals as *do your best’. Field research in a logging company
involving 292 supervisors established that those who set specific production
goals achieved the highest productivity. A further study of 892 supervisors
produced the same result.

Pulakos et al {2008) cited recent Watson Wyatt research which found that
only 30 per cent of workers felt that their performance management system
helped to improve performance. Less than 40 per cent said that the system
established clear performance goals or generated honest feedback.

West et al (2002) carried out a study of the relationship between human
resource management practices and organizational performance in hospitals.
They noted that: *There is considerable evidence that the extensiveness and
sophistication of appraisal are linked to changes in individual performance.

Conclusions on impact

The results of the impact on organizational studies are mixed although the
research on the impact on individuals is more promising. But it is still possi-
ble to believe in the benefits of performance management to organizations.
This belief rests on the assumption that people are more likely to respond
positively and are more likely to work to improve their performance and
develop their capabilities if they receive feedback and encouragement from
their manager, share in the processes of defining expectations and reviewing
performance with reference to those expectations, and are involved in creat-
ing and implementing plans for developing their skills and abilities. If this
happens generally (admittedly often a big if), and if the organization provides
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the managerial and systems support necessary, than the presumption that
this will contribute to overall performance improvement is not unreasonable,
even if it cannot be proved.
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Performance 04
and development
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Performance and development agreements set out the outcome of discussions
between managers and individual members of their team first on what the
latter are expected to do and achieve and second, how they should develop
their skills and abilities and, as necessary, improve their performance to
ensure that those expectations are met.

Performance and development agreements can be formal and elaborate
affairs, made during an annual performance review. They may be stuffed
with jargon such as SMART goals, critical success factors and key perfor-
mance indicators. This is the traditional approach, which is summarized in
the first section of this chapter. Alternatively, and preferably, they can be
relatively informal and are discussed at any time during the vear whenever
necessary. Managers will continue to be involved in defining roles, setting
objectives and agreeing development plans, and methods of doing so are
examined in later sections of this chapter. But these natural processes are not
buried in the depths of a bureaucratic performance management system.

Performance and development planning - the
traditional approach

The traditional approach to performance and development planning has the
characterisrics listed below.

1 Role profiles are agreed which set out the key result areas of the role
(KR As). Key result areas are the elements or core tasks of a role for which
clear outputs or outcomes can be defined, each of which makes a significant
contribution to achieving the overall purpose of the role.
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2 ‘SMART’ (specific, measurable, achievable, relevant, time-based) objec-
tives are set for each key result area.

3 Critical success factors (CSFs) are defined that indicate the key aspects
of performance. These may be presented as a balanced scorecard (see
Chapter 5).

4 Key performance indicators (KPIs) are identified. These are the metrics
or other sources of information, which measure levels of performance by
indicating what results have been achieved.

§ Performance improvement plans are prepared that spell out what employ-
ees need to do to achieve better results,

6 Personal development plans are agreed which describe how employees can
develop their knowledge and skills and thus improve performance and
enhance their career prospects.

This approach appears to be logical and comprehensive. But there is one
fundamental problem: it is too complex. The managers who are expected to
use it have to carry out a sequence of elaborate activities using unfamiliar
jargon often expressed in acronyms.

What they want to do and what they need to do is to be clear about what
they expect their team members to achieve, to convey those expectations to
them, to assess the extent to which what needs to be done has been done, to
deal with any problems this assessment reveals and to support the develop-
ment of the skills and abilities of their team members. This amounts to quite
a lot but it is what managers do and they don't necessarily need an elaborate
performance management system in order to do it. What they really need
is help and advice through coaching and mentoring, supplemented but not
replaced by formal training. The aim should be to encourage them to ensure
that roles and objectives are defined and agreed and that development plans
are made and implemented as discussed below.

Defining roles

A role is the part played by individuals in carrying out their work. People
need to understand what their role is in order to do their work properly and
to develop the necessary knowledge and skills.

Roles do not have to be defined formally on paper although for reference
purposes some record can usefully be made of what role holders are generally
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there to achieve (the purpose of the role} and the important responsibilities
involved in achieving that purpose (usually called key result areas — a piece
of jargon but helpful jargon). Such records are often called role profiles in
which the focus is on results to distinguish them from the more traditional
job description, which generally was limited to listing tasks or duties. A role
profile need not be a huge document. A role can and should be described on
the classic one side of one sheet of paper.

Methods of preparing a formal role description or role profile (if this is
required) in terms of its overall purpose and key result areas are set out

below.

Overall purpose

This section should convey in one sentence a broad picture of the role — a
succinet account of what the role holder is there to achieve. For example:

s To administer appeals and the processing and recording of donations.

s To plan and implement brand promotion strategies.

s To specify, develop, implement and ensure the maintenance of produc-
tion engineering equipment and processes in accordance with production
requirements.

s Tosupervise a team providing full inancial accounting services for a profit
centre,

Key result areas

The following steps are required to describe the key result areas in a formal
role profile:

1 Define the overall purpose of the role.

2 Conduct an analysis of the role to identify the main activities required to
achieve its overall purpose.

3 Group the main activities identified by the role analysis together so that no
more than five or six areas remain. If the number is extended much beyvond
that, the role profile will become over-complex and it will be difficult to be
specific about tasks or duties.

4 Define each activity in one sentence, starting with a verb in the active
voice, to provide a positive indication of what has to be done and eliminate
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unnecessary wording. Examples are: plan, prepare, produce, implement,
process, provide, schedule, complete, dispatch, maintain, liaise with, and
collaborare with.

B Describe what is done as succinctly as possible, for example: test new
systems, post cash to the nominal and sales ledgers, dispatch packed
output to the warehouse, schedule production, ensure that management
accounts are produced, prepare marketing plans.

6 State briefly the purpose of the activity as a key result area in terms of
outcomes, outputs or standards to be achieved. For example:

& test new systems to ensure they meet agreed systems specifications;

s post cash to the nominal and sales ledgers in order to provide up-to-
date and accurate financial information;

s dispatch to the warehouse planned output so that all items are
removed on the same day they are packed;

s schedule production to meet laid-down output and delivery targets;

s ensure that management accounts are produced which provide
the required level of information to management and individual
managers on financial performance against budget and on any
variances:

s prepare marketing plans that support the achievement of the
marketing strategies of the enterprise, are realistic, and provide clear
guidance on the actions to be taken by the development, production,
marketing and sales departments;

s plan and implement sales campaigns to meet sales tarpets;
s achieve sales volume and contribution targets;

s respond to customer queries and complaints within one working day.

An example of a formal role profile is given in Figure 4.1.

But good managers will make sure that their team members know what
is expected of them without recourse to an elaborate process of job analysis
and a formal role profile. Heres what four people said about their manag-
ers to Dilys Robinson (2013} who carried out research for the Institute for
Employment Studies in which she initially identified a number of managers
in charge of departments in large organizations where surveys revealed that
levels of employee engapement were high, and then investigated how they
did this through the ways in which they managed performance:
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He's very focused on [how] everything that we do fits in with the higher strate-
gic initiatives... so we all pretry much know what we’re supposed to be doing
and where it fits in, and why.

He gives direction. He shows interest and gives advice when needed. You really

know where you are and what your goals are.

He gives a steen If you need help he gives it; otherwise, he trusts you to get on

with it.

There's a lot of sitting down, explaining direction, defining roles and

responsibilities.
Figure 4.1 Example of a role profile

Role title: Database manager

Overall purpose of role: To develop and maintain databases and their undarlying
anvironmant

Key result areas:

+ |dentify datzbase requirements for 2ll projects that require data managament in ordar
to mest the needs of internal customers.

+ Devalop project plans collaboratively with colleagues to dalivar 2gainst thair database
needs.

= Provide the level of sarvice reguired by intarnal customars.

* Ensure security of the database infrastructure through adherence to astablished pro-
tocols and develop additional security protocels whare needed.

+ Develop positive relationships with colleagues as the supplier of an internal sarvice.

Setting objectives

Setting objectives is usually regarded as a key performance management
activity. Objectives describe the direction people should take and provide
the criteria needed to assess performance. They are the means through which
the organization’s strategies can be communicated to employees. Lawler et al
(2012} observed that:

Objectives provide a very effective approach to directing individuals to support
the business strategy of the organization and can translate strategies from an

organizational objective to specific individual behaviours... It is hard to imagine
an cffective performance management scheme that does not utilize abjectives in

S0MC Way.
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A study by Longenecker (1997) established that eight in ten respondents
to his survey suggested that the failure to have clear performance crite-
ria negated the potential benefits of conducting an appraisal. Performance
objectives as a basis for performance planning and assessment were used by
83 per cent of the respondents to the e-reward 2014 survey of performance
management.

What is an objective?

A performance objective or goal (the terms are interchangeable) defines what
someone has to accomplish. Objectives can be agreed as specific performance
targets that define the quantifiable results to be attained or as more qualita-
tive performance standards which describe the conditions that exist when a
task is well done. A key result area definition that spells out the outcomes
expected is also in effect an objective. As targets, objectives will often state
the results to be obtained by a specified date or over a timescale. Standards
and key result areas statements may be ongoing although they are always
subject to revision.

Behavioural and learning objectives can also be set. The former refer to
aspects of behaviour such as teamwork and cooperation, and the latter are
concerned with the development of existing skills or the acquisition of new
ones.

The following are some examples of performance targets:

» Increase market share for product A by X per cent by end of financial vear.
o Reduce waiting lists by Y per cent within six months.

o Increase successful outcome of cold calls by Z per cent by end of February
next year.

e Launch product B by end of April next year.
e Plan and conduct employee survey by end of July this year.

» Distribute management accounts to managers within three working days
of the end of the accounting period.

« Respond satisfactorily to 90 per cent of customer queries or complaints
within 24 hours — the rest to be acknowledged within 24 hours and
answered within three working days.

« Complaints from customers should not exceed 1:1,000 transactions.

Job evaluation appeals should be held within five working days.
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Here are examples of performance standards:

s Performance will be up to standard when callers are dealt with courte-
ously at all times even when they are being difficult.

s Performance will be up to standard when line managers obtain guidance
on inventory control practice, which makes a significant contribution to
the achievement of inventory targets.

s Performance will be up to standard when proposals for new product
development are fully supported by data provided from market research
and product-testing programmes.

s Performance will be up to standard when data is consistently inputted to
the database promptly and accurately.

The process of setting objectives

Setting objectives starts with the identification, definition and agresment of
the purpose of the role and the main things that have to be done to achieve
that purpose — ie, the key result areas. It involves answering five questions:

1 What is the overall purpose of the role?
2 What are the key activities (the key result areas) the role holder has to
carry out to attain that purpose? {no more than five or six)

3 For each of these key activities, what is the job holder expected to achieve?
(express these in terms of targets or standards or performance standards)

4 How do these objectives support the achievement of corporate goals?

5 How will we know that these targets or performance standards have been
achieved?

Criteria for an objective

A pood objective is clear, relevant and challenging bur achievable. It should
be possible to establish without too much difficulty the extent to which it
has been achieved. So far as possible it should be aligned to corporate goals
ithis is not easily done when corporate goals are poorly expressed or are too
remote from the role, but the balanced scorecard as described in Chapter 5 is
a possible method of solving this problem).

The acronym *SMART is often used to define a good objective. Traditionally,
5 stands for specific (sometimes stretching), M for measurable, A for agreed, R
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for realistic and T for time-related. But there is the danger of over-reliance on
the SMART acronym — it can be both simplistic and mechanistic.

There can also be difficulties when too many objectives are set thus creating
confusion and overloading. This is what Pierre Nanterme, Chief Executive of
Accenture, told an interviewer from the Washington Post in 2015:

Like many companies, we wanted to sct the right objectives for our people,

but very rapidly we got to a list of 5, 10, 15, 20 objectives, which started to be
extraordinarily conflicting, confusing and difficult ta evaluate, They created a
maximum bureaucracy and at the end of the day blocked people. Instead of
muotivating or evaluating people, it just became piling tons of metrics and objec-

tives on them.

Making objectives work

The CIPD (2016) drew the following conclusions from an analysis of the
extensive research on this subject:

» Objective setting as a driver of performance only works if employees are
helped to monitor their progress and are given feedback.

e Setring objectives can work well but should be used carefully. Its impact
will vary with the context and it can lead to distorted incentives as much
as improved performance.

e When tasks are complex, ‘do-your-best’ objectives focused on learning and
behaviour are preferable.

o Behavioural and learning objectives are the best way to improve perfor-
mance for as long as it takes for people to be able to learn what they need
to do.

An alternative to objectives

Objective setting as described above can be a complex, daunting and unsatis-
factory process. These problems can be alleviated by simplification, training
and guidance. But it often remains a difficult concept for managers and
employees to grasp. The alternative is to think the unthinkable and abolish
the traditional method of setting objectives altogether. This is what Microsoft
has done. Instead of setting *SMART" objectives, employees are expected to
maintain a list of their core priorities. These just describe what an individual
is going to do, what the expected impact is and any ways to measure or
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quantify success. An employee’s core priorities might be relevant for three
weeks, while another priority may be relevant for three years — or anywhere
in between. Microsoft guides people to only have between three and five
active priorities at a time and suggests that they only need to be two or three
sentences long. But how people define their core priorities is very flexible. It
is at the control of the employee — although managers’ implicit agreement is
still required.

This is an approach which people may find easier to grasp. They simply
have to look at their job and think about the most important things they
are expected to do without having to dream up artificial targets and stand-
ards for everything. In one job one of the priorities might be to complete a
major project. In another, it might be to achieve an agreed sales target. In yet
another, it might simply be to regularly carry out the administrative rasks
required efficiently and effectively. There is much to be said for it.

Development planning

Development planning is the process first of identifying needs to acquire or
extend knowledge and skills (learning needs) and to overcome performance or
behavioural problems (performance improvement needs). Secondly, decisions
are made on how these needs should be satisfied. Performance management
has an important developmental role. As Lawler et al (2012} noted: “A key
issue for any performance management system is how effectively it identifies
the skill needs of individuals and assures that they are adequate.

Traditionally, performance management provided learning and perfor-
mance development opportunities through the processes of concluding
performance agreements and reviewing performance. This can still happen
if a formal annual review system is in place. But it is best to provide these
opportunities throughout the year

Learning is inseparable from activity, and like performance management it
is a continuous process. Every task carried out by someone presents a learn-
ing opportunity and it is the duty of managers to help people become aware
of this and to support the day-to-day learning that takes place. They should
enable people to understand how they should tackle a new task and what
additional knowledge or skills they will need. Guidance can be provided by
asking questions on what individuals need to know and be able to do to
undertake a task, leaving them as far as possible to think for themselves but
helping them when necessary.
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Feedback throughout the year rather than during an annual performance
review is also an important means of helping people to learn and overcome
performance or behavioural problems. They can be asked to analyse their
performance and their behaviour — the results they achieved in undertak-
ing a task and the ways in which those results were achieved. Where they
recognize a need for improvement they can discuss with their manager any
additional coaching, training or experience they require.

Development plans are always related to work and the capacity to carry it
out effectively. They are not just about identifying training needs and suitable
courses to satisfy them. Training courses may form part of the development
plan, but a minor part; other learning activities such as those listed below are
more important,

s coaching;

« adopting a role model (mentor);

e observing and analysing what others do (good practice);
» extending the role (job enrichment);

s project work — special assignments;

» involvement in other work areas;

e involvement in communities of practice {learning from others carrying out
similar work);

« action learning;
s e-learning;

o guided reading.

The emphasis should be on self-managed learning — as much as possible indi-
viduals should be able to plan and implement their own learning programmes
with help and advice as required,

The approach of Lloyds Banking Group to development planning is given
below.

Development plans provide an important way for colleagues to drive personal and
business improvement by providing a framework that helps colleagues to build new
skills, refine bahaviours and acquire different experiances,

Line managers have an important role to play in supporting colleagues with their
development plans to build on areas of strength, identify skills gaps and support
career aspirations.
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When should a development plan be used?

At the beginning of the year the focus of the first colleague’s 1:1 should include
agreeing a development plan with their line manapger.

The development plan is a living, breathing document that continually evolves. it
should be reviewed and updated through regular one-to-one conversations in order
to truly rapresent how a colleague has owned their development throughout the
YOar.

At mid-year and year-end performance rating discussions, the progress of the
development plan and the degree of colleague’s development as a result should
form a part of the discussion and performance rating decision. Performance rating
descriptions explicitly refer to self-development; a key requirement to achieve a
good parformer rating is to maintain a personal devaelopment plan.

What does a good Development Plan look like?

It should contain up to threa devalopment areas to focus on to address skills,
behaviours or career aspirations.
Ask yourself the following questions:
» What do you want to achieve this year and longer term?
» What are your greatest strengths and how can you build on tham?

# Dovyou have any developmant areas that make it difficult to do your job or
pravent you from reaching your goals?

# Dovyouwant to learn about a particular department or further devalop a skill or
aroa of knowledge?

» What development area will have the greatest impact on your performance?
» What suppert will you nead to undertake development activities?

# Interms of activities, will you be learning on the job or will you need soma
learning options outside of your rola?
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The aim of the concept of the balanced scorecard as originally formulated by
Kaplan and Norton (1992, 1996) was to counter the tendency of companies
to concentrate on short-term financial reporting. They emphasized:

Mo single measure can provide a clear performance target or focus attention
on the critical areas of the business. Managers want a balanced presentation of

both financial and operational measures.

Their original model of the scorecard required managers to answer four basic
questions, which meant looking at the business from four related perspec-
tives as shown in Figure 3.1.

Some organizations have replaced the innovartion and learning perspective
with a broader people or human capital element.

Figure 5.1 The balanced scorecard

Customer perspective

How do customers see us?

Innovation and learning

Financial perspective {people] perspective
How do we appear to our Can we continue to
shareholders? improve and add value?

Internal perspective

What must we axcel at?
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Kaplan and Norton explained their balanced scorecard concept as follows:

[It] is well suited to the kind of organization many companics are trying to become.
The scorecard puts strategy and vision, not control, at the centre. It establishes
goals but assumes that people will adopt whatever behaviours and take whatever
actions are necessary to arrive at those goals. The measures are designed to pull
people toward the overall vision. Senior managers may know what the end result
should be, but they cannot tell employees exactly how to achieve that result, if only
because the conditions in which employees operate are constantly changing.

This new approach to performance measurement is consistent with the initiatives
under way in many companies: cross-functional integration, customer—supplier
parmerships, global scale, continuous improvement, and team rather than indi-
wvidual accountability. By combining the finandial, customer, internal process and
innovation, and organizational learning perspectives, the balanced scorecard helps
managers understand, at least implicitly, many inter-relationships. This understand-
ing can help managers transcend traditional notions about functional barriers and
ultimately lead to improved decision making and problem solving. The balanced
scorecard keeps companies looking and moving forward instead of backward.

They pointed out that the balanced scorecard can help to align employees’
individual performance with the firm’s overall strategy and commented that:

Many people think of measurement as a tool to control behaviour and to evalu-
ate past performance. The measures on a balanced scorecard, however, should
be used as the cornerstone of a management system that communicates strategy

[and] aligns individuals and teams to the strategy.

Shields (2007) observed that the model can be used to define strategic indica-
tors and goals for each of the four areas of value creation that cascade down
the organization. He wrote:

Goals that are transmitted from the apex to the base of the organization will thus
serve to communicate strategic business goals throughout the whole organization
to the point where the goals of the individual business units and individual employ-
ees coincide at all levels with the organization’s strategic success factors... [It] offers
a means of thorough-going strategic alignment and provides employees with a
direct line of sight between the organization’s goals and theirs.

But as Shields also noted: ‘Its ambitious scope means that its implementation

will necessarily take considerable time, resourcing and commitment.’
Although the balanced scorecard is often regarded as only operating at

corporate level it is used for individuals by 17 per cent of the respondents to
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the e-reward 2014 survey of performance management. At Lloyds Banking
Group it provides the framework for objective setting that takes place ar the
beginning of each vear. It is used across the organization at all levels to:

s ensure all areas of the organization have aligned structured objectives that
set out what is expected over the course of the year;

s describe how performance against these objectives will be measured;

s identify appropriate, stretching targets for each of these objectives;

s define the actions required to support the achievement of these objectives;

s produce an agreed, effective and actionable development plan.

The scorecard consists of the five categories shown in Figure 5.2,

Figure 5.2 The Lloyds Eanking Group balanced scorecard categories

Finance Tha key financial targets under control and influance. Typical
objectives should focus on contribution to income, cost control and/!
or profitability and meeting other stakeholder expectations.

Building the Contribution to averall growth of the organization through sales,

business retantion of existing customers and increasing depth of customer
relaticnships, or in areas such as productivity, efficiancy, opera-
tional excellence and axcellant execution.

Customer il Tha activitias that deliver a high-guality service to our customars.
Cuality of service experienca and level of customer satisfaction.
Risk ~ Adharance 1o intarnal and extemal procedures and regulations
to mitigate operational, financial and regulatory risks.
Paople il Tha activities and behavicurs that maximize people performance.

development Objectives and measures should focus on building knowledge, skills
and employee engagement.
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Performance reviews analyse and assess how well someone has performed his
or her role. They are conducted by managers who provide feedback, discuss
with the individual the extent to which work objectives have been achieved
and the factors that have led to those results, and agree plans for improv-
ing performance where necessary and for developing skills and abilities.
Performance reviews are sometimes referred to as performance appraisals, a
term that used to be applied to the whole process of performance manage-
ment but now usually refers only to the assessment and rating components.
The most common practice in a traditional performance management system
is to have one formal annual review.

A performance review can be a top-down affair in which managers tell
subordinates what they think of them. But it is preferably a joint process
in which a dialogue on performance matters takes place. The conversation
is about how people carried out their work, as well as what they achieved
and the emphasis is on future development rather than on conducting a post
mortem on past events.

This chapter focuses initially on a description of the traditional formal
review or appraisal. Consideration is then given to the weaknesses of the
traditional approach and what can be done about them.

Purposes

The many purposes that the traditional performance review or appraisal
meeting is supposed but often fails to serve are:

e assessent — to review how well individuals have performed their jobs;

s objective setting — to set new objectives and revise existing ones;

o development planning — to agree performance and personal development
plans;
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s motivation — to provide positive feedback and recognition;

s compmnrication — to serve as a two-way channel for communication about
roles, expectations, relationships, work problems and aspirations;

s reward — to assess performance in order to inform reward decisions, espe-
cially those concerning performance pay;

s talent management — to identify potential as part of a talent management
programme;

s poor performance — to identify underperformers so that corrective action
can be taken.

Method

Formal reviews include an overview and analysis of performance since the
last review, comparing results with agreed objectives. They are supposed to be
stocktaking exercises. Ideally, reference is made to events that illustrate perfor-
mance as discussed during the year (they shouldn’t be brought up at a formal
meeting for the first time). The level of performance achieved is assessed so that
individuals know where they stand. In many cases it is rated as described in
Chapter 7. Formal reviews are usually documented on paper or recorded on a
computer. A typical form is illustrated in Figures 6.1. and 6.2.

How the ideal review should be conducted

There are twelve rules for conducting an ideal formal performance review
meeting:

1 Be prepared. Managers should prepare by referring to a list of agreed goals
and their notes on performance throughout the year They should form
views about the reasons for success or failure and decide where to give
praise, which performance problems should be mentioned and what steps
might be undertaken to overcome them. Thought should also be given to
any changes that have taken place or are contemplated in the individual’s
role and to work and personal objectives for the next period. Individuals
should also prepare in order to identify achievements and problems, and to
be ready to assess their own performance at the meeting. They should also
note any points they wish to raise about their work and prospects.
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Figure 6.1 Ferformance management form (part 1)

PERFORMANCE MANAGEMENT: AGREEMENT AND REVIEW SUMMARY

Marme: Forgname(s):

Job title: Department:

Reviewer’'s nama: Job titla:
PERFORMAMNCE AGREEMENT

Goals Performance measures

(key parformance indicators)

Competencies Agreed actions

PERSONAL DEVELOPMENT PLAN

Development need| How it is to be met | Action by whom | Terget complation

2  Work to a clear structure. The meeting should be planned to cover all the
points identified during preparation. Sufficient time should be allowed
for a full discussion — hurried meetings will be ineffective. An hour or two
is usually necessary to get maximum value from the review.

3  Create the right atmosphere. A successful meeting depends on creating
an informal environment in which a full, frank but friendly exchange of
views can take place. It is best to start with a fairly general discussion
which aims to put the individual at ease and create a non-threatening
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Figure 6.2 Performance management form {part 2)

PERFORMAMNCE REVIEW
Goals Achievernents
Competencies Actions taken
Development needs Actions taken

Comments by reviewsr:

Comments by reviewse:

atmosphere and which covers the purpose of the meeting, emphasizing
that it is a joint affair before getting into any detail.

4 Provide good feedback. Individuals need to know how they are getting
on. Feedback needs to be based on factual evidence and careful thought
should be given to what is said and how it is said so that it motivates
rather than demotivates people.
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mn

Use time productively. The reviewer should test understanding, obtain
information, and seek proposals and support. Time should be allowed
for the individual to express his or her views fully and to respond to any
comments made by the manager. The meeting should take the form of a
dialogue between two interested and involved parties both of whom are
seeking a positive conclusion.

Use praise. If possible, managers should begin with praise for some
specific achievement, but this should be sincere and deserved. Praise helps
people to relax — everyone needs encouragement and appreciation.

Let individuals do most of the talking. This enables them to get things
off their chest and helps them to feel that they are getting a fair hearing.
Use open-ended questions (ie questions that invite the individual to think
about what to reply rather than indicating the expected answer). This is
to encourage people to expand.

Invite self-assessment. This is to see how things look from the individual’s
point of view and to provide a basis for discussion — many people under-
estimate themselves,

Discuss performance not personality. Discussions on performance should
be based on factual evidence, not opinion. Always refer to actual events
or behaviour and to results compared with agreed performance measures.
Individuals should be given plenty of scope to explain why something did
or did not happen.

Encourage analysis of performance. Don’t just hand out praise or blame.
Analyse jointly and objectively why things went well or badly and what
can be done to maintain a high standard or to avoid problems in the
future. Focus on strengths rather than weaknesses.

Don’t deliver wunexpected criticisms — there should be no surprises. The
discussion should only be concerned with events or behaviours, which
have been noted at the time they took place. Feedback on performance
should be immediate. It should not wait until the end of the year. The
purpose of the formal review is to reflect briefly on experiences during the
review period and on this basis to look ahead.

12 Agree measurable objectives and a plan of action. The aim should be to

end the review meeting on a positive note.

These rules may sound straightforward and obvious enough but they will
only function properly in a culture that supports this type of approach.
This is why it is essential to take special care in developing and introducing
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the system and in training managers and their staff. The problem is that
adequate training seldom happens. Research conducted by Armstrong and
Baron (20035) revealed that if training took place at all it was often limited to
no more than a half or whole day introductory session — wholly inadequate
when the complexities of the task of conducting formal performance reviews
are considered. But there are more serious problems as discussed below.

Problems with the traditional annual
performance review

The formal performance management review was described succinctly and
damningly some time ago by Helen Murlis as a ‘dishonest annual ritual’. It
has been subject to much more criticism lately. Here are three examples:

It [performance management] is surely the very bluntest of all the very blunt tools
in the HR. toolbox. Yet, cach year, we drag oursclves through the soul-destroying
ritualistic charade that is the annual performance appraisal. This is not thoughtful
or considered performance management. Let’s just not do it. (Rob Briner, 2012}

The yearly review causes such dread. Should we kill it? Annual reviews often

discourage employees rather than motivating them. (HR magazine, 2012}

In many organizations, the performance appraisal has degenerated into a mere
formality, and a fruitless one at that. Employers and employees are jointly
complicit, dutifully sitting across from one another but simply going through
the motions, ticking off goals and targets achieved over the past 12 months,
those that weren't, and a new set of goals and targets for the next 12 months.
As performance management tools, these by-the-numbers appraisals don’t hold
much value for most companies, and they do little to raise employee engage-

ment, commitment or satisfaction levels. (Reviewsnap, 20035)

Budworth et al {2015} observed that the traditional performance appraisal
interview is frequently ineffective for improving a person’s job performance
and may have a negative effect on an employee’s job satisfaction. They
cited research to support this view by Brown et al (2010) which found that
employees who had a poor experience with their appraisal interview were
more likely to be dissarisfied with their job and to have low organizational
commitment. They also referred to a recent four-year longitudinal study with
a sample of more than 6,000 public-sector employees conducted by Linna
et al (2012) which established that a poor performance appraisal experience

Fi]
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had a negative effect on employees’ perceptions and attitudes. They noted
even more troubling research by Mani {2002) showing that when employee
experiences are positive, appraisal interviews still resulted in negative atti-
tudes and lower organizational performance — over 40 per cent of the staff in
a public-sector organization were dissatisfied with their appraisal including
those who received a ‘good” or ‘outstanding’ rating.

The fundamental problem is that getting managers to conduct a perfor-
MANCe review once or twice a vear creates the impression that the management
of someone’s performance can be accomplished in the hour or so that it takes
to complete the review. What happens during the rest of the vear does not
seem to matter. A& yearly meeting (the most common arrangement) or even
one every six months means that insufficient attention may be given to what
happened some time ago and assessments will be subjected to the ‘recency’
effect, ie focusing on recent events rather than looking at the whole picture.
Furthermore, waiting for twelve months before setting new objectives is
unrealistic in today’s fast-moving conditions.

Taking part in a traditional formal performance review can be a daunt-
ing and therefore dreaded occasion for both parties. Conducting satisfactory
reviews requires considerable skill. The twelve requirements for a successful
meeting are demanding. And then there is the multiplicity of purposes. How
can all of them be satisfied in one brief meeting? A manager in a financial
services company commented to Armstrong and Baron (1998) that there was
a culture of ‘cram it all into one meeting’. Peter Reilly (2015} of the Institute
for Employment Studies commented that:

... all singing, all dancing performance appraisal... requires managers to review
a wide range of content {reward, training needs, business alignment, etc) and use
of multiple processes (eg personal development planning, performance ranking,
potential assessment, ctc), but also to apply different modes of management -
appreciation, evaluation and coaching — which can be very tough on them to

deliver.

That many managers and, indeed, employees generally find conducting formal
performance reviews difficult is hardly surprising. They cannot be blamed for
paying lip service to something they do not comprehend and find daunting
and just about impossible to do well. And they often fail to see the point of a
formal meeting — they believe, possibly unrealistically, that they are managing
performance all the time so cannot see the point of what they feel is an artificial,
time wasting and stressful performance review meeting. As a result meetings
can be superficial, inconclusive and even demotivating. They can only work if
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the purposes are simplified, people believe that those purposes are worthwhile
and there is mutual trust and understanding between the perceptions of both
parties. Otherwise hostility and resistance are likely to emerge.

The conclusions reached by the CIPD (2016) on formal reviews or
appraisals were that while performance appraisal can be effective in improv-
ing performance, in many cases it can decrease it. It was recommended that
a strength-based approach should be adopted to overcome the problems of
the traditional top-down meeting.

Strength-based reviews

A strength-based review uses the ‘appreciative enguiry technigue’ that focuses
not so much on finding out what has gone wrong but on the maore positive
approach of identifying what is working well and using that information as
a basis for planning further development.

Kluger and Nir (2010 stated that the purpose of the appreciative enquiry,
strength-based review was:

... to bring the positive aspects of employer experiences into focus and discover
what processes work well in the organization. This is accomplished by first elic-
iting stories of concrete successes, that is, stories regarding instances and events

in which employees were at their best, and then by inquiring into the facilitating

conditions that allowed them to perform at their best.

In a strength-based review managers elicit success stories with requests such
as: ‘Could you tell me about any things that have gone particularly well in
vour work recently and why you think they were successful.’ The advantage
of this type of question is that it provides a basis for a positive discussion on
future development.

This doesn’t mean that managers should ignore what needs to be done to
overcome any weaknesses but this should not be given prominence in a review.

What can be done about performance reviews?

A strengths-based approach can improve the effectiveness of a formal review
but it won't work so well if reviews are only held once a year and therefore
become more fraught affairs, especially when they involve rating and initiate
performance pay decisions. A radical *reinventing performance management’
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approach is required which involves replacing the formal annual review with
more frequent informal conversations about performance and development
and ‘decoupling’ performance and pay reviews as considered in Part Three

of this book.
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Analysing 07
and assessing
performance

Performance analysis is the process of examining how well a job has been
done and the factors that have affected the results achieved. It generates
information that can be used primarily to identify learning and develop-
ment needs, but it can also inform decisions on who should be included in a
talent management pool and, when applicable, on performance pay awards.
Performance analysis is the basis for performance assessment — the evalua-
tion of how well someone is doing that may be carried out informally as part
of the normal process of management but may also be recorded following
a formal performance review. The latter is sometimes called performance
appraisal, especially when it involves ratings. Performance assessment is part
of the review stage of the performance management cycle.

This first part of this chapter deals with performance analysis and the next
part is concerned with methods of performance assessment including rating,
forced distribution, graphic rating scales, ranking, forced ranking, narrative
assessments and visual assessment.

Performance analysis

In his seminal article *An uneasy look at performance appraisal’ Douglas
McGregor (1957) suggested that the emphasis should be shifted from
appraisal to analysis. The article was written a long time ago but its message
is Just as relevant today, and the persistence of the concept of top-down
judgemental appraisal in many organizations suggests that there is still much
to be learnt from McGregor in this area, as in a lot of others.
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Douglas McGregor on analysing performance

This (the shift to analysis) implies @ more positive approach. No longer is the
subordinate being examined by the suparior so that his weaknesses may be
determined; rather ha is examining himself [sic] in order to define not only his
weaknesses but also his strengths and potantials... He becomes an activa agent,
not a passive ‘ohject.”

MeGregor (1960) was also the first commentator to emphasize that the focus
should be on the future rather than the past in order to establish realistic
targets and to seek the best means of reaching them.

Conducting performance analysis

Performance analysis should be based on clear and agreed standards and
relevant evidence (evidence-based performance management) rather than
on opinion. The assessment of results should be founded on measurable or
recognizable outcomes, and assessments of behaviour should be supported
by illustrative examples in the shape of critical incidents.

The analysis should not be reserved for a formal once-a-year performance
review session. Instead, it should take place during informal conversations
between the manager and the individual held frequently throughout the year
about what is required, what is happening, how and why it is happening and
what should be done abour it.

This approach was illustrated by what two managers said to Dilys
Robinson {2013):

I treat people the way 1 wane them to treat me. If [ want them to achieve X, Y or
Z they need to know what it is that T want from them to start off with. I like to
talk to them about what the goals are and then how we are going to get there...
And through regular one-to-ones and coaching and obscrvations and feedback,
that's where I highlight any gaps and identify, okay, you're not performing in
this area, so what are you going to do?

I've developed over the years, the last couple of years, more of a coaching

style to performance management. Very much discussion, very much gathering
information, gathering the ideas, looking at how realistic those sorts of ideas are

going to be, throwing out a few scenarios and a few what ifs with people and
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generally encouraging people to set their own targets and their own objectives...
I'm on the phone every day of the week reviewing what we've done and just

looking at it, challenging, looking for new ideas.

Performance assessment

Performance assessment based on performance analysis can be carried out
formally following an annual performance review. But less formal assess-
ments can and should happen at any time during the year when managers
and individuals converse about work along the lines described by the manag-
ers quoted earlier. The assessment in formal reviews may take the form of
ratings, ranking, narratives or visual assessments as described below.

Rating

Rating involves an assessment by a reviewer of the level of performance of
an employee expressed on a scale. Since the days of merit rating and then
performance appraisal, rating still reigns supreme. The e-reward 2014 survey
of performance management found that 79 per cent of respondents used
ratings. To many people it was and is the ultimate purpose and the final
outcome of performance appraisal. Academics, especially American academ-
ics, have been preoccupied with rating — what it is, how to do it, how to
improve it, how to train raters — for the last 50 years. Many problems with
rating have been identified but it doesn’t seem to have occurred to them that
these could readily be overcome if rating weren't used at all.

The theory of rating

The theory underpinning all rating methods is that it is possible as well as
desirable to measure the performance of people on a scale accurately and
consistently and categorize them accordingly. As DeNisi and Pritchard
{2006) comment: ‘Effective performance appraisal systems are those where
the raters have the ability to measure employee performance and the motiva-
tion to assign the most accurate ratings.”

Murphy and Cleveland (1993) distinguished between judgement and
ratings. A judgement is a relatively private evaluation of a person’s perfor-
mance in some area. Ratings are a public statement of a judgement, which
is made for the record. Wherry and Bartlett (1982} produced the following
theory of the rating process:
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e Raters vary in the accuracy of ratings given in direct proportion to the
relevancy of their previous contacts with the person being rated.

» Rating items that refer to frequently performed acts are rated more accu-
rately than those which refer to acts performed more rarely.

e The rater makes more accurate ratings when forewarned of the behav-
iours to be rated because this focuses attention on the particular
behaviours,

s Deliberate direction to the behaviours to be assessed reduces rating bias.

e Keeping a written record between rating periods of specifically observed
critical incidents improves the accuracy of recall.

Rating scales

Rating scales summarize the level of performance achieved by an employee.
This is done by selecting the point on a scale (sometimes referred to as a
‘performance anchor’} that most closely corresponds with the view of the
assessor on how well the individual has been doing. A rating scale is supposed
to assist in making judgements and it enables those judgements to be catego-
rized to summarize the judgement of overall performance.

A rating scale can be defined alphabetically (a, b, c, etc), or numerically
i1, 2, 3, etc). Initials (X for excellent, etc) are sometimes used in an attempt
to disguise the hierarchical nature of the scale. The alphabetical or numeri-
cal scale points may be described adjectivally, for example, a = excellent, b =
good, ¢ = satisfactory and d = unsatisfactory.

Alternatively, scale levels may be described verbally as in the following
example:

o Exceptional performance: Exceeds expectations and consistently makes
an outstanding contribution, which significantly extends the impact and
influence of the role,

o Well-balanced performiance: Meets objectives and requirements of the
role, consistently performs in a thoroughly proficient manner.

o Barely effective performance: Does not meet all objectives or role require-
ments of the role; significant performance improvements are needed.

o Unacceptable performance: Fails to meet most objectives or requirements
of the role; shows a lack of commitment to performance improvement,
or a lack of ability which has been discussed prior to the performance

FEVIEw.
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Traditionally, definitions have regressed downwards from a highly positive,
eg ‘exceptional’, description to a negative, eg ‘unsatisfactory’, definition as in
the following typical example:

A Outstanding performance in all respects.

B Superior performance, significantly above normal job requirements.

€ Good all round performance which meets the normal requirements of the
job.

D Performance not fully up to requirements. Clear weaknesses requiring
improvement have been identified.

E Unacceptable; constant guidance is required and performance of many
aspects of the job is well below a reasonable standard.

Another increasingly popular approach is to have a rating scale, which refers
to achievement levels and provides positive reinforcement. This is in line
with a strengths-based approach and culture of continuous improvement.
The example given below emphasizes the positive and improvable nature of
individual performance.

Very effective Achieves all the objectives of the job. Exceeds
required standards and consistently performs in
a thoroughly proficient manner beyond normal
expectations.
Effective Achieves required objectives and standards of perfor-
mance and meets the normal expectations of the role.
Developing Achievements are stronger in some aspects of the
job than others. Most objectives are met but there is
room for performance improvements in some areas.
Improvable Achievements are generally below expectations. There
is considerable room for improvement in several
definable areas.

Positive definitions aim to avoid the use of terminology for middle-ranking
but entirely acceptable performers such as ‘satisfactory” or ‘competent’,
which seem to be damning people with faint praise.

This scale deliberately avoids including an ‘unacceptable’ rating or its
equivalent on the grounds that if someones performance is totally unac-
ceptable and unimprovable this should have been identified during the
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continuous process of performance management and corrective action initi-
ated at the time. This is not something that can be delayed for several months
until the next review when a negative formal rating is given, which may be
too demotivating or too late. If action at the time fails to remedy the problem
the employee may be dealt with under a capability procedure and the normal
performance review suspended until the problem is overcome. However,
the capability procedure should still provide for performance assessments
to establish the extent to which the requirements set out in the informal or
formal warnings have been met. Note also that in order to dispel any unfor-
tunate associations with school reports, this “positive’ scale does not include
alphabetic or numerical ratings.

Some organizations have included ‘learnerfachiever’ or ‘unprovenftoo
soon to tell” categories for new entrants to a grade for whom it is too early
to give a realistic assessment.

Number of rating levels

There is a choice of the number of levels — there can be three, four, five or
even six levels. The e-reward {2014} survey found that the most popular
number of levels was five (43 per cent of respondents).

Advocates of three prades contend that people are not capable of making
any finer distinctions between performance levels. They know the really good
and poor performers when they see them and have no difficulty in placing the
majority where they belong, ie in the middle category. Figure 7.1 provides an
example of a three-category scheme used by a large financial services company
in which the definitions of levels are more comprehensive than usual.

Those who prefer more than three grades take the opposite but equally
subjective view that raters do want to make finer distinctions and feel uncom-
fortable at dividing people into superior {average or above average) sheep,
and inferior {below average) goats. They prefer intermediate categories in a
five-point scale or a wider range of choice in a four- or six-point scale.

The advocates of a larger number of points on the scale also claim that this
assists in making the finer distinctions required in a performance-related pay
system. But this argument is only sustainable if it is certain that managers
are capable of making such fine distinctions {and there is no evidence that
they can) and that these can be equitably reflected in meaningful pay increase
differentials.

However, a study by Bartol et al (2001) that compared employees who were
assessed against a five-point scale and those who were judged against a three-
category scale found that with a five-point scale, employees were more confident
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Figure 7.1 A three-category rating scheme

Fulfilling expectations
In crder to fulfil the expectations agreed for your role, you and your manager will
agrea at your review how you have:

+ worked with others and developad yourself;

+ followed through processes and made improvements;
+ met the needs of internal/external customers;

+ schigved kay financial and businass results.

Tha expectations arg stretching and demanding and if you achieve tham you will
have done well and made a full and balanced contribution which has delivared
thae requiremants of the business. The majonty of staff achieve what we expact
of tham and are currently assessed at this level — we axpect this to continue in
tha future.

Exceeding expectations
People who exceed tha expactations agreed for their role will be exceptional for
twio reasons:

+ gxpectations of all of us are generally stratching and risa over tima, so to
have exceeded them denotes an approach which has added value beyond
these normal high standards;

+ parformance is assessed not only in the job but 2lso comparad 1o
colleaguas doing similar jobs, so0 a clearly differantiated contribution will
have baen made.

People who exceed expectations can therefore expect highar pay awards and
faster salary prograssion.

Not fulfilling expectations

Wi hope that there will net ba many pecpla who do not fulfil expactations. Such
pecple will ba counselled and supparted to improve their performance but if, in
the end, thair contribution has not met the reguirements of the business, they
can expect to raceive a smaller pay rise or no pay rise at 2ll.

that they could improve their performance, set higher goals for themselves and
went on to see higher rating improvements. This was probably because it was
perceived to be easier to move up to a higher level on a five-point scale than it
would be on a three-point scale. Moving from three to four on a five-point scale
is a less daunting jump than moving from two to three on a three-point scale.
Five-level scales typically provide for two superior performance levels, a
fully satisfactory level and two shades of less than capable performance. The
rationale is that raters prefer this degree of fineness in performance definition
and can easily recognize the middle grade and distinguish those who fall into
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higher or lower categories. It is also in accord with the typical way in which
the normal curve of distribution is expressed where the middle category
includes 60 per cent of the population, the next higher or lower categories
each comprise 15 per cent of the population and the remaining 10 per cent
is distributed equally between the highest and lowest category. This normal
curve was originally applied to the distribution of intelligence in the form of
1(}s (intelligence quotients). It was believed that general ability is also distrib-
uted in the same pattern. However, this is a highly questionable assumption,
which has not been substantiated by research. When confronted with a five-
level scale raters can be tempted to over-concentrate on the middle rating and
avoid discriminating sufficiently between superior and inferior performers.
Alternatively, five-level scales can lead to ‘rating drift’ — a tendency to push
ratings into higher categories. This can only be avoided by carefully wording
the level descriptions to ensure that the middle category is used appropriately
and by training managers in rating methodology.

Achieving accuracy in ratings

A key issue in rating is the extent to which ratings can objectively indicate
performance levels. Murphy and Cleveland (1993) suggested that rating
accuracy is improved when:

s pgood and poor performance are clearly defined;

e the principle of distinguishing among workers in terms of their levels of
performance is widely accepted;

e there is a high degree of trust in the system;

e low ratings do not automatically result in the loss of valued rewards;

e valued rewards are clearly linked to accuracy in performance appraisal.
Research by Roberts {1994) indicated that acceptance is maximized when
the performance measurement process is perceived to be accurate, the system
is administered fairly, the assessment system doesn’t conflict with the employ-
ee’s values and when the assessment process does not exceed the bounds of
the psychological contract. He suggested that to increase the acceptability of
assessments reviewers should:

« Pay less attention to mechanics and place more emphasis on process.

» Avoid basing conclusions on a small number of instances.

e Learn to seek information on external factors that may influence
performance.
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s Document employvee performance.

s Involve individuals in the process through a genuine invitation to
participate.

s Appreciate that reviewers do not have all the relevant performance infor-
mation and that the employee is an important source.

s Encourage self-appraisal.

s Provide regular informal feedback, bearing in mind that once-a-year perfor-
mance appraisal is unlikely to meet employee feedback requirements.

Achieving consistent ratings

It s very difficult to ensure that ratings made by different managers are
consistent with one another. One method to deal with this problem is to hold
‘consistency” workshops for managers who discuss how ratings can be objec-
tively justified and test rating decisions on simulated performance review
data. This can build a level of common understanding about rating levels.
This is sometimes called *frame of reference training’ |Bernadin et al, 1993).
The purpose of this training is to teach managers how to match a rating to
performance by ensuring that the definitions of rating levels are understood
and providing guidance and practice on how to use them.

Another method is to get groups of managers together to review the pattern
of each other’s ratings and challenge unusual decisions or distributions. This
process of calibration or moderation is time consuming but is possibly the
best way to achieve a reasonable degree of consistency, especially when the
group members share some knowledge of the performances of each other’s
staff as internal customers.

A less time consuming but maore directive method is for HR to monitor the
distribution of ratings and challenge any unusual patterns or what appear to
be unwarrantable ditferences between departments’ ratings.

Consistency at a price can also be achieved by forced distribution as
described below.

Forced distribution

Forced distribution means that raters have to conform to a laid down distri-
bution of ratings at different levels. In its softer form, when the distribution is
suggested rather than mandatory, it is called guided distribution. The pattern
of forced distribution may correspond to the normal bell-shaped curve
which has been observed to apply to I} scores, although there is no evidence
that performance in an organization is distributed normally — there are so
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Figura 7.2 Forced distribution of employees
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many other factors at work such as recruitment and development practices.
Employees subjected to forced distribution have to be allocated to sections
of the curve in accordance with performance assessments. For example, as
illustrated in Figure 7.2, the highest level performers would be placed in
category A — the first 15 per cent of the curve. The middle 70 per cent would
be placed in category B in the centre of the curve and the bottom 15 per cent
would be placed in category C.

Other distributions can be adopted, for example, 15 per cent A, 75 per
cent B and 10 per cent C, on the assumption that a company’s recruitment
and development activities produce more top players than also rans. Three
categories are the most common although a five-level A to E system is used
in some organizations. This is a less popular choice because it requires more
refinement of judgement than is likely to be possible and creates an under-
class of Ds who have been forced into that group whether or not they are
below par.

Forced distribution achieves consistency of a sort but managers and staff
rightly resent being manipulated in this way. Only 8 per cent of the respond-
ents to the Armstrong and Baron 2005 survey used forced distribution while
12 per cent of respondents to the e-reward 2014 survey did.

Armstrong and Ward (2005) noted from their case study research that
using indicative ranges, quotas or forced distribution systems pushes manag-
ers to make ‘relative’ assessments of their staff — often as part of a moderation
process with other managers — that can often resemble crude *horse-trading.
They are making rating decisions to ensure that the score profile in their
team or department broadly fits the indicative ranges. The consequence of
this can be that an individual may score a box 2 when assessed against their
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objectives, but be given a box 3 rating because there are already ‘too many’
box 2 performers in the team. This can be confusing for everyone and demo-
tivating for those staff who are ‘moderated’ down to a lower rating. They can
work earnestly towards their objectives all year in the expectation that if they
meet or exceed them, then they will be assessed and rewarded appropriately.
However, imposing a forced distribution mechanism means that two people
in different departments who are equally effective in meeting their objectives
can receive different ratings and performance pay.

Arguments for rating

The arguments for rating are that:

s [t satisfies a natural wish people have to know where they stand. But this
is only desirable if the manager's opinion is honest, justified and fair, and
the numbers or letters convey what is really felt and are meaningful.

s It provides a convenient means of summing up judgements so that high or
low performances can easily be identified (as long as the judgements are
consistent and fair).

s [t motivates people by giving people something to strive for in the shape of
higher ratings (as long as they know what they have to do to get a better
assessment).

s It is not possible to have performance pay without an overall rating
{assuming performance pay is wanted or needed and that there are indeed
no alternatives, which there are; see Chapter 14).

s It can provide a basis for identifying high flyers for a talent management
programme or for generally predicting potential. But past performance is
only a predictor of future performance when there is a connecting link, ie
there are elements of the present job that are also important in a higher-
level job.

Arguments against rating

Ratings are largely subjective and it is difficult to achieve consistency between
the ratings given by different managers. Because the notion of ‘performance’
is often unclear, subjectivity can increase. Even if objectivity is achieved, to
sum up the total performance of a person with a single rating is a gross
oversimplification of what may be a complex set of factors influencing that
performance — to do this suggests that the rating will be a superficial and
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arbitrary judgement. Labelling people as ‘average’ or *below average’, or
whatever equivalent terms are used, can be both demeaning and demotivat-
ing. The whole performance review meeting may be dominated by the fact
that it will end with a rating, thus severely limiting the forward-looking and
developmental focus of the meeting that is all-important. This is particularly
the case if the rating governs performance pay increases.

A powerful attack on rating was produced by Lee (2005). He made the
following points:

e The rating process is actually a by-product of the attempt to measure
performance outcomes. An excessive emphasis on measurement can be
misguided. The desired end that is lost in measuring performance is not
measurement at all, but rather description.

e Poor ratings can stigmatize performance and cause unnecessary resistance
to the acceptance of feedback.

e The goal is to have the employee assist us in describing, interpreting and
redirecting performance feedback, not reacting to the ratings. Feedback
can accomplish the same positive goal as a rating without the negative
side effects.

e [f the goal is performance improvement, then feedback — not labelling past
efforts — is the preferred tool.

e Although ratings can be positive they can also be punitive and focus
attention on the negative rather than the possible. The only message the
employee gets from a poor rating is: “Stop doing what you have been
punished for doing.” This kind of rating may not even be an adequate
description, since many ratings are a summary of a number of activities
collected over time. It does not focus attention on what to do to get better,

e Ratings are feedback but feedback of the worst kind.

Pulakos et al (2008) noted that if a system is strictly developmental, there
is less need for ratings and in fact they may detract from development. This
is because employees tend to be more concerned about their *score’ than
understanding of their development needs. From a development perspec-
tive, narratives may provide more useful information than numerical ratings.
Even when performance is rated against defined standards the ratings do
not convey what the employee did or did not do in sufficient detail. Jawahr
and Williams {1997} reported that performance evaluations such as ratings
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obtained for administrative purposes (eg pay or promotions) are more leni-
ent than those for research, feedback or employee development purposes.

Fletcher {2001) reported that many studies have demonstrated that
performance ratings become more positive over time as was confirmed by
Silverman et al {2005). Rather than indicating performance improvement,
this could simply arise because raters become complacent or careless or both.

Strebler et al (2001) commented that: “The psychometric properties of the
rating process — ie whether achieved ratings are valid and a true measure of
actual performance — is the most researched aspect of performance assess-
ment.” Their study of a care organization established that people became
focused around the review headings (a little like wasps around jam) for the
sole purpose of getting points {and points mean prizes) rather than improv-
ing the quality of care they delivered. Saffie-Robertson and Brutus {2014)
found through their research that evaluators who are uncomfortable about
the appraisal process tend to inflate their performance ratings.

Research by Scullen and Mount (2000) revealed the subjective nature of
ratings. Their study — in which 4,492 managers were rated on certain perfor-
mance dimensions by two bosses, two peers, and two subordinates — showed
that 62 per cent of the variance in the ratings could be accounted for by
individual raters’ peculiarities of perception. Actual performance accounted
for only 21 per cent of the variance. This led the researchers to conclude that:
*Our results show that a greater proportion of variance in ratings is associ-
ated with biases of the rater than with the performance of the ratee’

Conclusions on rating

There are strong arguments both for and against rating. The majority of
orpanizations indeed favour it for three main reasons: (1) it informs merit
pay decisions, (2] it identifies high flyers for talent management purposes or
poor performers for remedial action or dismissal and (3) it tells employees
where they stand. Some either ignore the cons or are unaware of them. But
many are concerned with the real problems of inaccuracy and inconsist-
ency although there are ways of tackling these as discussed above. Some
orpanizations don't have ratings (41 per cent of the respondents to the 2014
e-reward survey) but others are reluctant to abandon them, especially when
they rely on ratings to inform performance pay decisions (how to do with-
out ratings in these circumstances is considered at the end of this chapter
and in Chapter 14).
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Graphic rating scales

Graphic rating scales provide guidance on ratings by anchoring the rating
scale with statements describing the results or sort of behaviour which indicate
that a particular rating level is justified. The intention is that these ‘anchors’
should ease the choice of levels and obtain consistency in the judgements
made by different assessors. Graphic rating scales have become more sophis-
ticated since they were introduced in the 1920s in that they now provide
more detailed descriptions of the rating levels, usually based on research,
rather than the crude references in the original versions to personality traits.
An analytical approach is used in which scales cover different aspects of
behaviour and results. The types of graphic rating scales are:

e behavioural rating scales based on the critical incident technique, the two
main types of scales being behaviourally anchored rating scales (BARS)
and behavioural observation scales (BOS);

o results-based rating scales;

e competency-based rating scales.

The critical-incident technique

The development of behavioural rating scales has been influenced by the
critical-incident technique developed by Flanagan {1954). His research led
to the conclusion that to avoid trait assessment [merit rating) and over-
concentration on output {management by objectives) appraisers should focus
on critical behaviour incidents which were real, unambiguous and illustrated
quite clearly how well individuals were performing their tasks.

Flanagan advocated that managers should keep a record of these inci-
dents and use them as evidence of actual behaviour during review meetings,
thus increasing objectivity. He defended this proposal against the suggestion
that he was asking managers to keep *black books' on the grounds thar it
was positive as well as negative examples that should be recorded and that
it would be better to make a note at the time rather than rely on memory,
which is selective and may only recall recent events.

The crirical incident technique did not gain much acceptance in its original
form, perhaps because the *black book® accusations stuck, bur also because
it seemed to be time-consuming. In addition, the problem was raised of
converting the incident reports into an overall rating.

But the concept of critical incidents has had considerable influence on
methods of developing competency frameworks, where it is used to elicit
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data about effective or less effective behaviour. The technique is used to
assess what constitutes good or poor performance by analysing events
which have been observed to have a noticeably successful or unsuccess-
ful outcome, thus providing more factual, ‘real’ information than by
simply listing tasks and puessing performance requirements. Used in this
way the critical incident technique will produce schedules of ‘differentiat-
ing competencies’, which can form the basis for assessing, and, if desired,
rating competency levels. Differentiating competencies define the behav-
ioural characteristics which high performers display as distinct from those
characterizing less effective people, ie the performance dimensions of roles.
The critical incident method is also used to develop behaviourally anchored
rating scales as described below.

Above all, even if the Flanagan concept of critical incidents has not survived
as a specific assessment technique, it does provide the basis for evidence-
based performance management — analysis and assessment processes which
rely on factual evidence rather than opinion.

Behaviourally anchored rating scales

Behaviourally anchored rating scales {BARS) were originally conceived by
Smith and Kendall {1963). They consist of specific behavioural descriptions
defining points against each scale (ie *behavioural anchors’), which represent
a dimension, factor or work function considered important for performance.
The statements range from a description of the worst-quality performance
to one that describes the best, with all the other statements at appropriate
intervals between. The aim is to guide managers on which level to select.
The following is an example of a BARS for teamworking:

A Continually contributes new ideas and suggestions. Takes a leading
role in group meetings but is tolerant and supportive of colleagues and
respects other people’s points of view. Keeps evervone informed about
own activities and is well aware of what other team members are doing
in support of team objectives.

B Takesa full partin group meetings and contributes useful ideas frequently.

Listens to colleagues and keeps them reasonably well informed about
own activities while keeping abreast of what they are doing.

€ Delivers opinions and suggestions at group meetings from time to time,
but is not a major contributor to new thinking or planning activities.
Generally receptive to other people’s ideas and willing to change own
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plans to fit in. Does not always keep others properly informed or take
sufficient pains to know what they are doing.

D Tendency to comply passively with other people's suggestions. May with-
draw at group meetings but sometimes shows personal antagonism to
others. Mot very interested in what others are doing or in keeping them
informed.

E Tendency to go own way without taking much account of the need to
make a contribution to team activities. Sometimes uncooperative and
unwilling to share information.

F Generally uncooperative. Goes own way, completely ignoring the wishes
of other team members and taking no interest in the achievement of team
objectives.

It is believed that the behavioural descriptions in such scales discourage the
tendency to rate on the basis of generalized assumptions about personality
traits {which are probably highly subjective] by focusing attention on specific
work behaviours. But there is still room for making subjective judgements
based on different interpretations of the definitions of levels of behaviour
and how they relate to the emplovee’s behaviour.

Like other scales, behaviourally anchored rating scales can be manipulated
because they are transparent to raters who know how their responses to a
behavioural item will affect the final appraisal. BARS take time and trouble
to develop and are not in common use except in a modified form as the
dimensions in a differentiating competency framework. It is the latter appli-
cation which has spread into some performance management processes.

Behavioural observation scales

Behavioural observation scales (BOS) as developed by Latham and Wexley
{1977) attempt to avoid the BARS problem of focusing on specific behav-
iours by using more generalized behavioural statements. They consist of
summated scales based on statements about desirable or undesirable work
behaviour. These are complete behavioural statements, eg ‘Conducts perfor-
mance reviews on time’, ‘Conducts the performance review as a dialogue
with the employee’. The headings are devised through the factor analysis of
critical incidents. Factor analysis is the statistical analysis of the interactions
between the effects of random (independent) variables. The assessor records
the frequency with which an employee is observed engaged in a specified
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behaviour on a five-point Likert scale. An example of a behavioural item for
appraising a sales representative is: ‘Knows the price of competitive prod-
ucts’ and this is assessed on the following scale:

MNever Seldom Sometimes Generally Always
Rating 1 2 3 4 5
Frequency (% of timea)* 0 1-20% 21-A0% 41-99% 100%

*Managers record the frequency with which they have observed the employee behaving in this way.

According to Latham et al (2007}, behavioural observation scales are
regarded as the most practical rating method by users. It was claimed that
they produce fewer rating errors than other methods as long as raters have
been trained in their use. Their superiority to other scales arises from the
fact that they are based on Wherry and Bartlett’s {1982) theory of rating
{summarized earlier in this chapter). This included the recommendation that
recorded critical incidents should be used to help improve the validity of
assessments. But their elaborate nature has restricted their use.

However, Kane and Bernardin (1982) detected what they called a fatal
flaw in this system. They pointed out thar:

This scale is used to rate the observed occurrence rates of selected behaviours
identified as being illustrative of desirable and undesirable ways of carrying out
job functions. Each rating interval is assumed to connote a constant degree of
performance satisfactoriness, regardless of the behaviour it is used to character-
ize {allowing, of course, for its transformation to its scale complement in the
case of undesirable behaviours). The problem that this scale design raises is that
a given occurrence rate interval does not, in fact, connote a constant level of

performance satisfactoriness for all job behaviours.

Results-based scales

Results-based scales simply get raters to assess the extent to which perfor-
mance goals have been achieved for each key result area and overall as
illustrated in Figure 7.3.

Results-based rating scales are often used in conjunction with the
competency-based scales described below.
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Figura 7.3 Results-based rating scale

Key result area  Often fails to meet ug'eﬂd- [ Generally meets agreed | Often excesds ngmn-d"
performance goals performance goals performance goals
Chrall 1 3
Charall
Competency-based scales

Competency-based scales are graphic rating scales, which use descriptions of
different levels of competency as anchors for rating purposes. They typically
refer to the elements of an organization’s competency framework especially

when they include ‘critical incident’ descriptions of effective and ineffective

behaviour. A three-point scale for one element is illustrated in Figure 7.4.
Competency-based scales work best when they are derived from a well-

researched competency framework, which is understood by the managers

and emplovees concerned. It is essential that they are trained in their use.

Figure 7.4 A three-point scale for a behavioural competency

Dewelop positive refationships with collaagues as the supplier of an intarnal servios

1

= Fails to build up or maintain
good relationships with
intarnal customers

= Oftan difficult to deal with

= Unrespansive to athers’
contributions, feelings and
concems

2
+ Makess time for paople
= Offers relevant advice
= Generally responds within a
reasanable timesoale to
requasts for assistance

2

= Maintains effective working
relationships at all lavels in
the arganization

» Takes tha initiative in
developing database systems
which anticipate the needs of
internal customers

* Respands immediataly to
ragquests for help or advics

Ranking

Ranking means placing employees in a rank order from best to worst. It is

a simple comparative method, which is easy to explain and conduct. The
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problem with ranking, as with other overall assessment systems, is that the
notion of performance is vague. In the case of ranking it is therefore unclear
what the resulting order of employees truly represents. And this sort of rank-
ing is not really feasible unless fairly large numbers of employees are being
assessed — what is the point of a manager with only two or three subordi-
nates ranking them? Furthermore, employees are compared on the basis of
only one factor (overall performance) that leaves no scope for analysis and
therefore feedback, and there is no information on the relative difference
between them. A more feasible method is to rank people according to perfor-
mance rating scores although, as discussed earlier, there are problems with
rating.

Forced ranking

A forced ranking or ‘stack ranking’ system may be adopted in which the rank
order is divided into percentiles, eg the top 20 per cent, the middle 70 per
cent and the bottom 10 per cent. The aim is to place employees into catego-
ries such as high flvers (the top 20 per cent in this example), unacceptable
ithe bottom 10 per cent) or those performing at an acceptable but not excep-
tional level {the remaining 70 per cent).

The classification can be used to identify those who are fast-tracked in
talent management programmes, or those who may not survive. The distri-
bution of performance rankings between the different groups may be called a
vitality curve. The term ‘forced ranking’ is a bit of a misnomer. It implies that
the rank order is enforced, which is not the case. The only forced provision
in such a system is that the division of the rank order into different categories
or percentiles is predetermined and everyone concerned has to be forced into
one of those categories. This is in effect forced distribution.

Forced ranking first achieved fame when it was used by Jack Welch at
General Electric {GE) to identify high flyers and poor performers. He argued
that 20 per cent of any group of managers were top performers, 70 per cent
were average and 10 per cent were not worth keeping. The latter were ‘let
go’, hence the terms ‘rank and yank’ or ‘dead man’s curve’ for this procedure.
GE has now abandoned this practice.

Supporters of forced ranking say it is a good way of weeding out unsatis-
factory employees as well as identifying and rewarding the top players. But
it doesn't always work. Arkin (2007} noted that *before imploding, thanks
to the actions of its own top performers, Enron used a complicated system
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to rank and yank its employees’. The ‘rank and yank’ approach may have
its advocates, but Meisler (2003), in an article tellingly called ‘Dead man's
curve’, thought that: ‘For most people, — especially those with outmoded
concepts of loyalty and job security — the prospect of a Darwinian struggle at
the work place is not a happy one.

The following criticism of forced ranking was made by Pfeffer and Sutton
(2006):

We couldn't find a shred of evidence that it is better to have just a few alpha
dogs at the top and treat everyone else as inferior. Rather, the best performance
comes in organizations where as many people as possible are treated as top
dogs. If you want people to keep working together and keep carning together,
it is better to grant prestige to many rather than few, and to avoid big gaps
between who gets the most rewards and kudos.

Research conducted by Garcia as reported in Machine Design (2007)
established that in forced ranking systems individuals will care less about
performing well on a given task and instead shift their focus to perform-
ing relatively better on a scale. Those ranked highest on the scale are more
competitive and less cooperative than those ranked lower.

A further difficulty is that when an organization gets rid of the bottom 10 per
cent a proportion of those in the average category will drop down automatically
into the unsatisfactory category without any change to their level of perfor-
mance. As Ed Lawler, quoted by Aguinis (2005) commented, if a prescribed
percentage of employees is let go every year because they have been placed in
the *C’ category, this will at some time cut into the *bone” of the organization.
Research by Meisler (2003) found that for this reason after about three itera-
tions forced distribution systems became ineffective. A simulation by Scullen
et al {2005) established that while there were improvements in performance
in the first few years of the operation of forced ranking this drains away and
eventually becomes zero. O'Malley (2003) described forced ranking as a ‘gross
method of categorising employees into a few evaluative buckets’.

A forced ranking approach will not work unless employees understand what
is expected of them, there are fair procedures for reviewing and classifying
levels of performance and employees trust their managers to use these proce-
dures to assess their performance correctly. These are exacting requirements.

A mechanistic ‘rank and vank” or *stack ranking’ system will only create a
climate of fear and will at best inhibit and at worst destroy any possibility that
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performance management is perceived and used as a developmental process.
It is better to have good processes for identifying performance problems and
helping underperformers to improve, coupled with effective capability proce-
dures as described in Chapter 8.

The experience of *stack ranking’ at Microsoft as reported by Eichenwald
(2012} illustrates the problems involved. In this system, managers graded
their subordinates according to a bell curve. Top performers got a grade of
1: bottom performers a grade of 3. Bonuses were directed to high scorers.
Bottom scorers got reassignment or the sack. The curve dictated that every
group — even one made up entirely of all-stars — would have its share of 3s.

Stack ranking created an inward-looking culture more focused on back-
stabbing and office politics than on the outside world. Every current and
former Microsoft employee interviewed by Eichenwald cited stack ranking
as the most destructive process in Microsoft. A former Microsoft soft-
ware developer said, °It leads to employees focusing on competing with
each other, rather than competing with other companies.” Each year the
intensity and destructiveness of the game playing grew worse as employees
struggled to beat out their co-workers for promotions, bonuses, or just
survival. In the end, the stack ranking system crippled the ability to inno-
vate. Microsoft has since taken account of this reaction and abandoned
rating completely.

Narrative assessment

A performance assessment may be recorded in a narrative consisting of a
written summary of views about the level of performance achieved. This can
supplement or replace rating and if done well — a big if — can provide better
information about how someone is performing than a crude rating scale. The
following are puidelines on completing one:

s Get to the point — quantity is no indication of quality when it comes to
feedback so focus efforts on capturing the most important points of feed-
baclk, concentrating on outcomes and ensuring that each point is supported
by tangible evidence.

s Comment equally on both “what’ has been achieved and *how’ it has been
delivered. Emphasize both what the individual has done and how he or
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she has gone about doing it, making explicit reference to the core values
of the organization.

o Reflect the dialogue that has occurred throughout the year in what should
have been effective and regular performance conversations — it should not
be a surprise to the individual concerned.

» Highlight strengths and areas for development — provide acknowledge-
ment of positive contributions, and be constructive in commenting on
what the individual might have done differently or to a higher standard.

e Prepare a succinct, results-focused summary — if a rating system is in opera-
tion, it can be used in a rating calibration session. This is a meeting of a
number of managers to review the pattern of each other’s ratings and chal-
lenge unusual decisions or distributions. For this purpose you should ensure
that it is short, impactful and can be delivered verbally in 30-60 seconds.

This method was adopted by 27 per cent of the respondents to the e-reward
2004 contingent pay survey. It at least ensures that managers have to collect
their thoughts together and put them down on paper. But the results can be
bland, misleading and unhelpful from the viewpoint of deciding what should
be done to develop talent or improve performance. Research on performance
appraisal systems by Kay Rowe (1964) led her to produce the following
superficial picture of what they can look like:

Has tact and is loyal. Shows initiative and leadership. A good organizer with
sound judgement. Expresses himself in speech and writing moderately well. Has

potential.

Businesses with performance pay schemes may disagree with this overall
approach. The majority (73 per cent) of the respondents to the e-reward
2004 contingent pay survey depended on performance ratings to indicate the
size of an increase or whether there was to be an increase at all. Even those
without such pay schemes like to follow the traditional path of summarizing
performance by ratings ‘for the record” although they are not always clear
about what to do with the record.

Analytical performance narratives

Narrative performance assessment can be made more meaningful if it is
carried out within a framework. This could be provided on a *what” and
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Figure 7.5 Analytical narrative assessment framework

Description Comments Agread action

Key result

eraa goals

Competencies

*how® basis. The *what’ is the achievement of previously agreed goals related
to the headings on a role profile. The ‘how’ is behaviour as described in
competency frameworks. The results for each *what and how’ heading can
be recorded following a joint analysis during a review meeting. A framework
for such an analysis is shown in Figure 7.5.

Managers need to be trained in how to use this framework and how well
they do so should be checked so that if necessary guidance can be given on
how they could do better.

Visual methods of assessment

An alternative approach to rating is to use a visual method of assessment.
This takes the form of an agreement between the manager and the individual
on where the latter should be placed on a matrix or grid as illustrated in
Figure 7.6, which was developed for a charity. A *snapshot’ is thus provided
of the individual's overall contribution, which is presented visually and can
therefore provide a better basis for analysis and discussion than a mecha-
nistic rating. The assessment of contribution refers both to outputs and to
behaviours.
The review guidelines accompanying the matrix are as follows:
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Figure 7.6 A performance matrix

A
High achievement,
but behaviours, 1

attitudes snd Hlﬂrf:ll-mund

approach need to performance

improve
Achievameant
of role
objectives
tot mesting Positive aw.
requirameants but poor level of
- achievement

Y

Behaviour, attitudes, overall
approach to work

« You and your manager need to agree an overall assessment. This will be
racorded in the summary page at the beginning of the review document. The
&im is to get a balanced assessment of your contribution through the year,

The assessment will take account of how you have parformed against the
rasponsibilities of your role as described in the role profile; objectives achieved
and compatancy development over the course of the year. The assessment will
becoma relevant for pay increases in the futura.

« Tha grid on the annual performance review summary is meant to provide a visual
snapshot of your overall contribution. This replaces a more conventional rating
scale approach. It reflects the fact that your contnbution is determined not just
by results, but also by yvour overall approach towards your work and how you
behave towards colleagues and customers.

« The evidence racorded in the performance review will be used to support where
your managar places a mark on the grid.

« Thair assessmant against the vertical axis will be based on an assessmant of
your parformance against your ohjectives, performance standards described
in your role profile, and any other work achievements racorded in the review.
Together these reprasent outputs’.
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» The assessment against the horizontal axis will be based on an overall
assessment of your performance against the competency level definitions for
the role.

» MNota that someone who is new in the role may be placed in one of the lower
quadrants but this should be treated as an indication of developmant needs and
not as a reflection on the individual’s performance.

A similar ‘matrix’ approach has been adopted in a financial services company.
It is used for management appraisals to illustrate their performance against
peers. It is not an ‘appraisal rating” — the purpose of the matrix is to help
individuals focus on what they do well and also any areas for improvement.
Two dimensions — business performance and behaviour (management style)
are reviewed on the matrix as illustrated in Figure 7.7 to ensure a rounder
discussion of overall contribution against the full role demands rather than a
short-term focus on current results,

This is achieved by visual means — the individual is placed at the relevant
position in the matrix by reference to the two dimensions. For example a
strong people manager who is low on the deliverables would be placed some-
where in the top left hand quadrant but the aim will be movement to a
position in the top right hand quadrant.

A performance matrix used by a division of Unilever is shown in Figure 7.8,
This measures the *how' of performance on the vertical axis and the *what’ on

Figure 7.T Performance matrix in financial services company

High

Management
style

Lo

Loww Business performance High
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Figure 7.B  Assessment and action matrix - Unilever
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Inconsistent | * decision to continue or end = acknowledge contribution
in maating employmant
expactations
Inconsistent in Consistently meets
mesting agreed *——————— WHAT ——— gagreed individual
individual business targets

business targets

the horizontal axis. The matrix model also contains guidelines on the possible
actions that can be taken for each assessment quadrant.

Those organizations that have used visual assessments are enthusiastic
about the extent to which this takes the heat our of rating and provides
a sound basis for discussing and implementing development needs. But its
effectiveness still depends on the quality of the performance analysis and
it can be criticized as an over-formalized approach to the basic process of
performance analysis and assessment.

Conclusions

Performance analysis and assessment is a necessary and important perfor-
mance management activity as a means of identifying development needs but
it is one of the most difficult ones to get right. Attempts to use mechanistic
methodologies for performance assessment involving rankings or ratings can
prove of doubtful value. The arguments against them backed up by research
are convincing. However, as noted earlier, they are extensively used because
they provide *quick-fix” information on performance levels. HR. departments
like them because they provide a readily available standard, which can be
used for a multiplicity of purposes.

Many organizations believe that performance pay and talent manage-
ment can only function if there are ratings. It is true that some form of
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assessment is necessary but it need not be a rating scale as part of an annual
performance review. Pay reviews are best kept separate — decoupled - from
performance reviews as the introduction of performance pay considerations
is likely to divert attention from the key purpose of those reviews, that of
developing people. However, it is still necessary to place people in categories
such as those whose contribution deserves an above average, average or
below average increase or none at all. But this is a process of categoriza-
tion not rating. It could be regarded as proxy rating but at least it avoids
the problems referred to earlier of a rating issued as part of a performance
management review with its unfortunate resemblance to a school report.
Similarly, potential can be categorized in special talent management proce-
dures, for example: considerable potential, some potential, unlikely to
progress above present level.

The various types of graphic rating scales may provide better puidance
on rating but they are elaborate and require a lot of extensive research to
prepare. They are therefore little used. Analytical performance manage-
ment methods are better. There is much to be said for the visual assessment
approach although it has its drawbacks as mentioned earlier.

A penetrating analysis of the rating process based on neuroscience research
was made by David Rock, Director of the Neuro Leadership Institute,
reported by Justine Hotherr (2011):

Peaple worry companics won't know how to rate performance or differentiate
pay without them, but that’s not true. Most companies making the switch are
giving managers more discretion in who gets raises and who doesn’s, calling the
traditional numerical ranking system ‘counter-intuitive’ to getting employees to
improve,

It seems really logical to give people a number and identify them with a one
through five rating, but it has these unintended consequences that you might
not notice unless you have a lot of time. We human beings are very focused on
sacial interactions. We are very obsessed with our social status. Calling people
a number activates a deep sense of danger in people. It's just how we're built.

While some companies were concerned a lack of performance reviews would
make top performers feel unappreciated. Employees from all different perfor-
mance levels said they were happicr without numerical ratings.

Instead of using numbers, these companies encouraged managers to describe
employees’ performance after getting to know them through regular interac-

tions. This not anly led to managers ralking more with employees, but also
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improved the quality of the conversations. Rather than focusing on past
performance, employees and their managers reported setting goals, planning

development and taking action.
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Managing 08
underperformance

Performance management is a positive process that involves building on
strengths. But it is also about helping people to improve. This may not
be a problem - the improvements required may be marginal and easily
achieved. Sometimes, however, underperformance is more serious and has
to be managed. This chapter starts with an analysis of the problem and then
describes ways of dealing with underperformers including handling challeng-
ing conversations and invoking a capability procedure.

The problem of underperformance

A survey covering 139 organizations with a combined total of 300,000
staff conducted by IRS (Wolff, 2008) found that four-fifths had experi-
enced underperformance to some extent while one in ten had experienced
it to a considerable extent. Only 8 per cent of respondents felt that their
efforts to deal with poor performance had been successful and two-thirds
of them did not consider that managers at their organization were capable
of managing it.

Managers, as Schaffer (1991) pointed out, sometimes use a variety of
psychological mechanisms for avoiding the unpleasant truth that perfor-
mance gaps exist. These mechanisms include:

s FEvasion through rationalization: Managers may escape having to demand
better performance by convincing themselves that they have done all they
can to establish expectations.

s Relianee on procedures: Management may rely on a variety of procedures,
programmes and systems to produce better results. Top managers say, in
effect, “Let there be performance-related pay, or performance management
or whatever” and sit back to wait for these panaceas to do the trick, which,
of course, they won't unless they are part of a sustained effort led from
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the top and are based on a vision of what needs to be done to improve
performance.

o Attacks that skirt the target: Managers may set tough goals and insist
that they are achieved, but still fail to produce a sense of accountability in
subordinates.

Approaches to managing underperformance

Managing underperformance should be a positive process that is based
on feedback throughout the year and looks forward to what can be done
by individuals to overcome performance problems and, importantly, how
managers can provide support and help. Charles Handy (1989) suggested
this should be about “applanding success and forgiving failure’. He thought
that mistakes should be used as an opportunity for learning - ‘something
only possible if the mistake is truly forgiven because otherwise the lesson is
heard as a reprimand and not as an offer of help’.

When dealing with poor performers the following comments by Howard
Risher (2003) should be remembered:

Poor performance is best seen as a problem in which the employer and manage-
ment are both accountable. In fact, one can argue that it is unlikely to emerge if

peaple are effectively managed.

This is another way of expressing the old army saying: “There are no bad
soldiers, only bad officers.

Poor performance may be wholly or partly the fault of the system. When
looking at underperformance it is necessary to consider systemic as well as
individual problems.

In general, respondents to the IRS survey (Woolf, 2008) suggested that
the key to solving poor performance is communication, coupled with clar-
ity about expectations and goals, early intervention and ensuring managers
have a clear view of the underlying problem before applying a solution. It
is important to ensure that underperforming employees understand and
acknowledge that there is a problem when it can be attributed to them and
accept some responsibility for achieving a solution. Depending on the cause,
provision of support through training or coaching and regular contact with
the line manager is also important. But by far the most effective measure is
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to have competent and confident managers who are prepared to tackle the
problem. Most respondents to the survey advocated an agreed improvement
plan as the first step followed by regular but informal progress reviews.

The specific approaches adopted by respondents to the IRS 2008 survey
were:

s the manager and employee jointly agree a performance improvement plan
with timescales — 81 per cent;

s the manager and the emplovee agree to more regular, informal perfor-
mance reviews — &8 per cent;

s a joint agreement on the provision of specific coaching or training — &1
per cent;

s the manager agrees to provide more coaching or guidance — 52 per cent;

s a joint re-evaluation of performance expectations — 52 per cent.

These are all valid ways of managing underperformance but they will be
most effective if they are incorporated in a staged procedure as described
below which can provide a framework for managers and a basis for guidance
and training.

The five basic steps
The five basic steps required to manage underperformers are:

1 Identify and agree the problem

Analyse feedback and, as far as possible, obtain agreement from the individ-
ual on what the shortfall has been. Feedback may be provided by managers
but it can in a sense be built into the job. This takes place when individuals
are aware of their targets and standards, know what performance measures
will be used and either receive feedback/control information automatically
or have easy access to it. They will then be in a position to measure and assess
their own performance and, if they are well-motivated and well-trained,
take their own corrective actions. In other words, a self-regulating feedback
mechanism exists. This is a situation which managers should endeavour to
create on the grounds that prevention is better than cure.

m
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2 Establish the reason(s) for the shortfall

When seeking the reasons for any shortfalls the manager should not crudely
try to attach blame. The aim should be for the manager and the individual
jointly to identify the facts that have contributed to the problem. It is on the
basis of this factual analysis that decisions can be made on what to do about
it by the individual, the manager or the two of them working together.

It is necessary first to identify any causes which are due to weaknesses in
the system or outside the control of either the manager or the individual. Any
factors which are within the control of the individual and/or the manager
can then be considered. What needs to be determined is the extent to which
the reason for the problem is because of a fault in the system itself or the way
in which the system has been managed. If it is established that the individual
is at least partly responsible for the poor performance it can then be agreed
whether this is because he or she:

« did not receive adequate support or guidance from histher manager;
o did not fully understand what he/she was expected to do;

s could not do it — ability;

» did not know how to do it — skill;

» would not do it — atritude.

3 Decide and agree on the action required

Action may be taken by the individual, the manager or both parties. This
could include:

o taking steps to improve skills or change behaviour — the individual;

e changing attitudes — this is up to individuals as long as they accept that
their attitudes need to be changed; the challenge for managers is that
people will not change their attitudes simply because they are told to do
s0 — they can only be helped to understand that certain changes to their
behaviour could be beneficial not only to the organization but also to
themselves;

s providing more support or guidance — the manager;
s clarifying expectations — joint;
o developing abilities and skills — joint, in the sense that individuals may be

expected to take steps to develop themselves but managers may provide
help in the form of coaching, additional experience or training.
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Whatever action is agreed both parties must understand how they will know
that it has succeeded. Feedback arrangements can be made but individuals
should be encouraged to monitor their own performance and take further
action as required.

4 Resource the action

Provide the coaching, training, guidance, experience or facilities required to
enable agreed actions to happen.

5 Monitor and provide feedback

Both managers and individuals monitor performance, ensure that feedback
is provided or obtained and analysed, and agree on any further actions that
may be necessary.

Handling challenging conversations about
performance

Many managers find it difficult to have conversations with individuals about
performance problems. In advance these can look difficult and in practice
they can be challenging if the manager wants to achieve desired changes
or improvements in performance. They can be even more challenging in
prospect if it is feared that unpleasantness can occur in the shape of lack
of cooperation or outright hostility. The following is a 12-point guide to
handling challenging conversations.

1 Don'twait until 2 formal review meeting. Have a quiet word at the first sign that
something is going wrong.
2 Getthe facts in advance —what happened, when and why?

3 Planthe meeting on tha basis of the facts and what is known about the
individual. Define what is to be achieved.

4 Setthe right tone from the start of the mesting — adopt a calm, measured,
deliberata but frendly approach.

5 Bapin the conversation by explaining the purpose of the meeting, indicating to
tha individual what the issue is and giving specific examples.

n3
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& Focus onthe issue and not the person.

7 Ask for an explanation. Ask unleaded quaestions to clanfy the issues and explore
tham together.

8 Allow people to have their say &nd listen to them.
9 Koep an open mind and don't jump to conclusions.
10 Acknowledge the individual’s position and any mitigating circumstances.

11 Ask the employee for proposals to resolve the situation, discuss the optiens and
if possible agree on action by the individual, the manager or jointly.

12 If agreement cannot be reached, managars may have to define the way
forward, with reasons — thay are in charga!

Here are some comments by managers about dealing with underperformers
recorded by Dilys Robinson (2013):

See the individual as soon as it happens, and resolve it... so, if there is something

that needs to be done, you do it

It's easy to not do things; it's casy to shy away from things. But it doesn't really
help you in the long run.

It's important to highlight things at the time and nip things in the bud straight
away.

I would try and informally do it as the first port of call. S0 maybe an infor-
mal meeting, a chat with somebody, there could be underlying problems, what
have you... there are often other things underlying the performance issue or the
attendance issue.

You've got to look back and think, actually, okay, the person not performing, is

that because of him or is that because of a decision we’ve made?

If an organization can select, develop and encourage managers to think and
behave like these do then it doesn’t need a formal performance management
system at all.

Use of a capability procedure

Every attempt should be made to deal with performance problems as they
arise or at least consider them dispassionately at a review meeting. However,
further action to deal with underperformers if all else fails may be necessary.
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But when confronted with such situations many organizations have recog-
nized that to go straight into a disciplinary procedure with its associations
with misconduct is not the best way to handle them. They believe it is better
to have a special capability procedure for performance issues, leaving the
disciplinary procedure as the method used to deal with cases of misconduct.
A capability procedure is typically staged as follows:

1 If a manager believes that an employee’s performance is not up to standard
an informal discussion is held with the employee to establish the reason
and to agree the actions required to improve performance by the employee
and/or the manager.

2 Should the emplovee show insufficient improvement over a defined period
a formal interview will be arranged with the employee (together with
a representative if so desired). The aims of this interview will be to (a)
explain the shortfall between the employee’s performance and the required
standard, (b) identify the cause(s) of the unsatisfactory performance and
determine what — if any — remedial treatment (eg training, retraining,
support, etc) can be given, (c) set a reasonable period for the employee
to reach the standard and (d) agree on a monitoring system during that
period and tell the employee what will happen if that standard is not met.

3 At the end of the review period a further formal interview will be held, at
which time (a) if the required improvement has been made the employee
will be told of this and encouraged to maintain the improvement, (b}
if some improvement has been made but the standard has not vet been
met, the review period will be extended, {c) if there has been no discern-
ible improvement and performance is still well below an acceptable
standard consideration will be given to whether there are alternative
vacancies which the employee would be competent to fill; if there are,
the employee will be given the option of accepting such a vacancy or
being considered for dismissal, (d) in the absence of suitable alternative
work, an employee who is clearly below an acceptable standard is liable
to be dismissed.

4 Employees may appeal against their dismissal. Although capability action
can be used as a means of overcoming performance problems it should be
treated as a separate procedure and not regarded as part of the normal
processes of performance management. These processes should help to
identify performance problems, which they will deal with on the spot, if at
all possible. Only if this fails are these problems transferred to the capabil-
ity system for resolution.
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This separation of performance management processes and capability proce-
dures is important because of the serious harm that would be done to the
positive performance improvement and developmental aspects of perfor-
mance management if employees felt that the process was simply being used
to collect evidence for use in taking disciplinary action. Performance reviews
can become threatening affairs if they are perceived as placing sticks in the
hands of management with which they can bear employees.

If the problem has to be transferred to the capability procedure it is highly
desirable to state what the problem is in full, with any supporting evidence
which is available. Reference can be made to the fact that the problem was
identified earlier as part of the continuing process of performance manage-
ment but the content of any performance review form produced following a
review meeting should not be used as evidence. The capability warning must
be complete in itself.

In practice this may not cause much difficulty as long as the manager
follows puidelines for managing performance throughout the yvear These
would suggest that immediate action is taken to deal with performance prob-
lems — they should not be saved up to be discussed at a formal review meeting
some time after the event. Raising problems immediately means that they are
dealt with as a normal management process, and the capability procedure
should only be resorted to when this process fails in spite of every effort to
make it succeed.
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feedback

Feedback to people on how they are doing is an important performance
management activity. It is provided by managers informally during the
vear or formally in performance review meetings, Individuals can provide
feedback for themselves. It can also be given by subordinates or internal
customers as part of a 360-degree feedback system. This chapter deals with
feedback under the following headings:

s Feedback defined.

s The nature of feedback.

s Use of feedback.

s How effective is feedback?

s Guidelines on providing feedback.

s Continuous feedback.

s Providing constructive feedback.

s An alternative approach — the “feedforward’ interview.

s 350-degree feedback.

Feedback defined

Feedback is the provision of information to people on how they have
performed in terms of results, events, critical incidents and significant
behaviours. Feedback can be positive when it tells people that they have
done well, constructive when it provides advice on how to do better, and
negative when it tells people that they have done badly. Feedback rein-
forces effective behaviour and indicates where and how behaviour needs
to change.

n7
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In systems engineering, feedback transmits information on performance
from one part of a system to an earlier part of the system in order to gener-
ate corrective action or to initiate new action. In this respect performance
management has the characteristics of a system in that it provides for infor-
mation to be presented (feedback) to people on their performance, which
helps them to understand how well they have been doing and how effective
their behaviour has been. The aim is for feedback to promote this under-
standing so that appropriate action can be taken. This can be positive action
taken to make the best use of the opportunities the feedback has revealed,
or corrective action where the feedback has revealed that something has
gone wrong,

Systems engineers design self-regulating systems that generate their own
feedback and respond to this information of their own volition. The same
principle can be applied in performance management — individuals can be
encouraged to understand the performance measures that are available for
them to use in order to provide their own feedback and to develop their own
plans for performance development and improvement.

Such self-generated feedback is a highly desirable feature of a full perfor-
mance management process but there will always be a need for managers
and colleagues to provide feedback based on their own observations and
understanding.

The nature of feedback

Feedback in performance management is positive and helpful in the sense
that its aim is to point the way to further development and improvement.
It is positive and helpful when it recognizes success or constructive when it
identifies areas for improvement that can lead to effective action. A positive
approach is to treat mistakes or errors of judgement as opportunities for
learning so that they are less likely to be repeated in the future. It is negative
and unhelpful when perceived failings are dwelt on as matters for blame.
Feedback is an important feature of evidence-based performance manage-
ment as described at the end of Chapter 1. It should be presented in a way
that enables individuals to recognize and accept its factual nature. Of course
there will often be room for some interpretation of the facts but such inter-
pretations should start from the actual situation as reported in the feedback
not from the subjective views expressed by the provider of the feedback.
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Use of feedback

Providing regular feedback as an important part of the continuous process
of performance management was well described by Lee {2005) as follows:

The use of feedback in reviewing and developing
performance (Lee, 2005)

Parformance conversations should include a two-way exchange to ensura that the
employea fully understands what is good, what is bad, and why the good performance
iz good and the bad is bad. With accurate descriptions of the nuances of perfermance
the employee can better understand how his or her past actiens or activities affected
performance outcomas and how future efforts ara likely to contribute to future
performance. Accurate descriptions or diagnoses of performance are crucial, for
understanding and improvement are possible only through timely foedback.

The longer the gap between performance events and performance feedback, the
greatar the challenge of remembering with clarity the character and quality of the
performance events. .. two semi-annual or one annual performance conversation
cannot manage performance alene. Thay might be effective in documenting
some performance parameters but they are not ikaly to be effective in managing,
regulating and improving performance. Good supervision with ample feedback is
good parformance management.

Lee also pointed out that:

Although many people confuse the two, feedback and appraisal are funda-
mentally different things. Feedback is information-based, whereas the basis
of appraisal is judgement or evaluation, Furthermore, feedback is an ongoing

activity, and appraisal is periedic.

As London et al (2004) commented, feedback plays a key role, along with
goal setting, in the self-regulation of performance:

Feedback focuses attention on performance goals that are important to the
organization, helps discover errors, maintains goal direction, influences new
goals, provides information on performance capabilities and on how much more
effortfenergy is needed to achieve goals, and provides positive reinforcement for

goal accomplishments.
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How effective is feedback?

Research on performance appraisal feedback suggests that when individuals
receive negative feedback they are often discouraged rather than motivated
to improve. Kluger and DeNisi (1996) cautioned that not all feedback inter-
ventions result in improvements. Following their meta-analysis, based largely
on performance appraisal feedback research, they concluded that, in over a
third of the cases, feedback actually resulted in less effective performance.
The analysis suggested that there may be many factors that influence how
individuals react to feedback that affect who will improve following feed-
back and who will not.

DeMisi and Kluger (2000} commented that feedback interventions are
more likely to be effective if they keep the employee’s attention focused on
objectives at the task performance level and least likely to be effective if they
are applied at a personal level.

Research by Gray {2001) identified two factors that influenced the degree
to which receivers valued their feedback: (1) the extent to which the feedback
was trustworthy, and (2) the extent to which it was constructive.

Guidelines on providing feedback

1 Build feedback into the job. To be effective feedback should be built into
the job or provided soon after the activity has taken place.

2 Provide feedback on actual events. Feedback should be given on actual
results or observed behaviour. It should be backed up by evidence. It
should not be based on supposition about the reason for the behaviour.
You should, for example, say: “We have received the following complaint
from a customer that vou have been rude, would you like to comment on
this," rather than: “You tend to be aggressive.

3  Describe, don’t judge. The feedback should be presented as a description of
what has happened; it should not be accompanied by a judgement. If you
start by saying, ‘I have been informed that you have been rude to one of
our customers; we can't tolerate that sort of behaviour, you will instantly
create resistance and prejudice an opportunity to encourage improvement.

4 Refer to and define specific bebaviowrs. Relate all your feedback to
specific items of behaviour. Don't indulge in transmitting general feelings
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or impressions. When commenting on someone’s work or behaviour
define what you believe to be good work or effective behaviour with
examples.

5 Empbasize the "how’ not the ‘what’. Focus attention more on how the
task was tackled rather than on the result.

6 Ask guestions. Ask questions rather than make statements —*Why do you
think this happened?’; *On reflection is there any other way in which you
think you could have handled the situation?"; *How do you think you
should tackle this sort of situation in the future?’

7 Select key issues. There is a limit to how much criticism anyone can take.
If you overdo it, the shutters will go up and you will get nowhere. Select
key issues and restrict yourself to them.

8 Focus. It is a waste of time to concentrate on areas that the individual
can do little or nothing about. Focus on aspects of performance the indi-
vidual can improve.

9 Provide positive and constructive feedback. People are more likely to
work positively at improving their performance and developing their
skills if they feel empowered by the process. Provide feedback on the
things that the individual did well in addition to areas for improvement.
Focus on what can be done to improve rather than on criticism.

10 Ewusure feedback leads to action. Feedback should indicate any actions
required to develop performance or skills.

Continuous feedback

One of the most serious problems with the traditional annual performance
review was that feedback was in effect an annual event. It recalled the past,
often imperfectly, but the remoteness and artificiality of this process meant
that it had little or no impact on performance, currently or in the furure.

To overcome this problem the emphasis now is on continuous feedback
which takes place informally as appropriate during the year or is sometimes
part of a process of frequent performance and development conversations,
sometimes known as ‘check-ins’. For some organizations, the drawback
of this approach is that it may be difficult to keep records of any salient
discussions or agreements. Cappelli and Tavis (2016) commented on this
as follows:
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In recent years most HR information systems were built to move annual
appraisals online and connect them to pay increases, succession planning, and
sa forth. They weren't designed to accommodate continuous feedback, which

is one reason many employee check-ins consist of oral comments, with no
documentation. The tech world has responded with apps that enable supervisors
to give feedback anytime and to record it if desired. At General Electric, the PD@
GE app [‘'PI¥ stands for ‘performance development’} allows managers to call

up notes and materials from prior conversations and summarize that informa-
tion. Employees can use the app to ask for direction when they need it. IBM has
a similar app that adds another feature: It enables employecs to give feed-back
to peers and choose whether the recipient’s boss gets a copy. Amazon’s Anytime
Feedback tool does much the same thing. The great advantage of these apps is
that supervisars can easily review all the discussion text when it is time to take

actions such as award merit pay or consider promotions and job reassignments.

Providing constructive feedback

Feedback should always be constructive. It should point the way to build-
ing strengths and overcoming performance problems rather than just telling
people that they are wrong (negative feedback). But if performance problems
do exist the individual concerned must be made aware of them so that correc-
tive action can be taken. If individuals can be encouraged to recognize the
problems for themselves so much the better. They will then be more willing
to take action. But this doesn’t always happen and they have to be informed
that a problem exists. Many managers find it difficult to do this especially
in a formal or semi-formal meeting. They worry in case the employee reacts
badly and an unpleasant situation arises.

This problem can be minimized if managers keep closely in touch with the
members of their team, getting to know each individual in order to antici-
pate possible behaviour. If people see that their manager is approachable and
ready to listen they are more likely to come to them with their concerns. It
is far better to nip problems in the bud by having a quiet word at the first
sign something is going wrong rather than waiting for them to become more
entrenched or complicated. The issue should never be shelved until a formal
review meeting.

But with the best will in the world managers may get a negative reaction
from an individual if they raise performance issues — ranging from sullen
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silence to open hostility, even rage. To deal with this sort of difficult situation
managers should adopt the approach set out below.

1 Use questioning technigues to clarify the facts.
2 Maintain control of the meeting.

3 Put clear boundaries in place and ensure that the conversation keeps
within them.

4 Remain calm at all times — never respond to anger with anger.
B Be firm and restate their position as necessary.

6 Decide what tacrics are working and if they need to change their approach.
Know when to expand a conversation by seeking clarification and gain-
ing understanding and when to restrict it.

7 Decide if and when they need to adjourn for a break to allow either party
to consider their position or to cool things down.

8 Stay clear of emotive language and don't respond to manipulative
behaviour.

9 Allow people to have their say and listen to them, but make it clear that
rudeness or any other form of unacceptable behaviour will not be toler-
ated. Terminate the meeting before things get out of hand.

10 If, in spite of the facts, the individual is in denial, restate the evidence,
indicate what happens next (possibly another meeting after a cooling off
period) and close the meeting.

An alternative approach - the ‘feedforward’
interview

The traditional feedback interview is a backward-looking and often negative
approach. It involves identifying what has gone wrong. The *feedforward
interview’ (FFI) has been proposed as an alternative and superior method. As
described by Budworth et al (2015):

The methodological premise of the FFI is that employees can, if probed, identify
their performance-effective achievements and, more importantly, ways to create
conditions For similar, if not greater, achicvements in the future. This is because

self-discovery of what led to personal effectiveness triggers self-set goals to
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further create positive experiences that will broaden one’s strengths. Thus, the
focus in a FFL in contrast to a traditional performance appraisal, is primarily
on behavioural intentions or goals rather than an employees performance in the
past. It is a strength-based rather than a deficit-based model. The implicit, if not
explicit, assumption underlying the FFI is that people excel when they under-
stand their pattern of strengths and learn how to broaden them in different

job-related contexts.

Research conducted by Budworth et al {2015} showed that in two control
groups the managers in one group who received a feedforward interview
performed significantly better than those who had standard feedback in the
other group. This is because the feedforward interview adopts a coaching
approach where the conversation is more two-way and managers are more
inquiring rather than simply informing and directing their employees. This
has a positive impact on people’s perceived fairness of the appraisal.

360-degree feedback

360-degree feedback, also known as multi-source feedback, as shown in
Figure 9.1 is the assessment and feedback of someone’s performance by both
their manager and their subordinates and may additionally include colleagues
and customers. It was defined by Ward (1997} as: “The systematic collection
and feedback of performance data on an individual or group derived from a
number of the stakeholders on their performance.” Assessments take the form
of ratings against various performance dimensions.

The term 360-degree feedback is sometimes used loosely to describe
upward feedback where this is given by subordinates to their managers. This
is the most common approach and is more properly described as 180-degree

Figure 9.1 3Go-degree feedback
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feedback. For most organizations its main purpose is to help managers to
improve their performance. Coaching for individuals as a result of the feed-
back may be provided by a member of the HR department or an outside
consultant. 360-degree feedback or a variant of it was used by 19 per cent of
the respondents to the 2014 e-reward survey — not a large proportion.

The rationale for 360-degree feedback

The rationale for 360-degree feedback has been expressed by Turnow (1993)
as follows: 360-degree activities are usually based on two key assumptions:
i1) that awareness of any discrepancy between how we see ourselves and how
others see us increases self-awareness, and (2} that enhanced self-awareness
is a key to maximum performance, and thus becomes a foundation block
for development programmes. Through feedback, recipients receive useful
information about their strengths and weaknesses, which can guide their
developmental planning. The feedback is valuable because it comes from
multiple perspectives and each perspective may provide relevant vet differ-
ent information. The process provides an opportunity for a broader set of
‘others’, such as peers and subordinates, to provide feedback, which tradi-
tionally has been the province of supervisors only.

London and Beatty (1993} suggested that 360-degree feedback can
become a powerful organizational intervention to increase awareness of the
importance of aligning leader behaviour, work unit results, and customer
expectations. It recognizes the complexity of management and the value of
inputs from various sources — it is axiomatic that managers should not be
assessing behaviours they cannot observe, and the leadership behaviours of
subordinates may not be known to their managers. It also directs attention to
important performance dimensions, which may hitherto have been neglected
by the organization. The Feedback Project {2001) listed the following bene-
fits of 360-degree feedback:

s Increased employee self-awareness.

s Enhanced understanding of behaviours needed to increase individual and
organizational performance.

s The creation of development activities that are more specific to the
employee.

s Increased involvement of employees at all levels in the hierarchy.

s Increased devolution of self-development and learning to employees.
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Use of 360-degree feedback

Research conducted by Handy et al (1996) found that, typically, 360-degree
feedback forms part of a self-development or management develop-
ment programme. It serves a number of purposes — 71 per cent of the 45
organizations covered by the survey used it solely to support learning and
development, 23 per cent used it to support a number of HR processes such
as appraisal, resourcing and succession planning, and & per cent used it to
support pay decisions.

360-degree feedback — methodology

360-degree feedback processes typically obtain data from questionnaires,
which measure from different perspectives the behaviours of individuals
against a list of competencies. In effect, they ask for an evaluation: ‘How
well does X do Y?2" The competency model may be one developed within the
organization or the competency headings may be provided by the supplier of
a questionnaire. A typical questionnaire may cover aspects of performance
such as leadership, teamwork, openness to new ideas, valuing other people’s
opinions and readiness to recognize achievements. An analysis of the results
may be presented as a profile, an example of which is shown in Figure 9.2.

Figure 8.2 Example of 360-degree profile

Leadarship |

Teamwork |

Open to new ideas |

Values others’ opinions

Recognizes achievements

Scale 1 2 3 4 B

Ratings

Ratings are given by the generators of the feedback on a scale against each
heading. This may refer to both importance and performance. For example,
the importance of each item could be rated on a scale of 1 (not important)
to 6 (essential), and performance could be rated on a scale of 1 {weak in this
area) to & {outstanding).
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Feedback ratings are often accompanied by managers’ self-ratings on the
same items on which they are rated by their subordinates, peers, and custom-
ers. Self-ratings help focus the manager’s attention on the results and build
motivation in establishing the direction of self-development efforts.

Data processing

Questionnaires are normally processed with the help of software usually
provided by external suppliers. This enables the dara collection and analysis
to be completed swiftly, with the minimum of effort and in a way which
facilitates graphical as well as numerical presentation.

Graphical presentation is preferable as a means of easing the process of
assimilating the data. The simplest method is to produce a profile as illus-
trated in Figure 9.3.

Some of the proprietary software presents feedback data in a much more
elaborate form.

Figure 9.3 360-degree feedback profile

Gives useful feedback

Establishes good working relationships |

Open to naw ideas |

Values others’ opinions

Recognizes achievements |

Scale 1 2 3 4 1] [

Feedback

The feedback is often anonymous and may be presented to the individual
imost commonly), to the individual’s manager or to both the individual and
the manager.

Action

The action generated by the feedback will depend on the purposes of the
process, ie development, appraisal or pay. If the purpose is primarily devel-
opmental, the action may be left to individuals as part of their personal
development plans, but the planning process may be shared between individ-
uals and their managers if they both have access to the information. Coaches
from inside or, commonly, outside the organization can review the feedback
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with the individual and discuss its implications and any development activi-
ties that may therefore be appropriate.

Even if the data only goes to the individual it can be discussed in a perfor-
mance review meeting so that joint plans can be made, and there is much to
be said for adopting this approach.

360-degree feedback and appraisal

Animportant issue to be addressed in developing a 360-degree feedback system
is whether it should be used purely for development purposes (ie identifying
learning and development needs) or whether it should be also or mainly used
as part of the appraisal process (contributing to overall ratings and decisions
on promotion, succession planning, pay or even retention). Research by Warr
and Ainsworth [1999) established that 100 per cent of the organizations they
studied used 360-degree feedback for development, 50 per cent used it as part
of performance appraisal and only 7 per cent used it for determining pay.

Incorporating 360-degree feedback into appraisal can be attractive to
organizations because they feel that (1) it makes the maximum use of the
data it provides so that they get their money’s worth, (2) it widens the base
of opinion and (3) offers a broader assessment of performance.

As noted by Fletcher {1998 the shift in the late 1990s from using 360-degree
feedback for developmental purposes to making it part of the appraisal process
took place because of the perceived failings of conventional top-down apprais-
als. These were often seen to be limited because they reflect the perspective of
only one person and ratings have been shown to be prone to bias. Also, top-
down appraisals too often appeared to achieve little behavioural change.

According to Fletcher, including 360-degree feedback in appraisals seems
to offer a solution to some of these problems. In theory, multiple levels and
sources of data should lead to a more objective picture of an individual’s
contribution, strengths and development needs. It should consequently
promote higher levels of trust in the fairness of the process. This in turn should
make it more likely that changes in behaviour will ensue. Making feedback
part of appraisal also indicates that the organization takes it seriously.

But as Fletcher pointed out, there are problems. People giving the ratings
may be less inclined to be honest if they know that they can affect pay deci-
sions or have negative effects on the person concerned. His research at Shell
showed that when the purpose of ratings became evaluative rather than
developmental, up to 35 per cent of those giving the ratings change their
assessments — and the changes could be in either direction. Furthermore, there
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is no guarantee that assessments by subordinates and peers may be free of
bias. Fletcher concluded that his research findings should make people wary
of grafting it onto appraisal systems. However, he did comment: “This is not to
say that it can't be used successfully, but it does need to be handled with care.
Earlier research by Pollack and Pollack {1996) showed that the collection
of 360-degree feedback data and the associated feedback process are more
likely to be effective when the system is for developmental rather than appraisal
purposes. Fletcher (1998 reported that organizations introducing 360-degree for
appraisal purpose have, in many cases, dropped it within two years. It was noted
by Silverman et al (2005) that raters in one organization they studied resisted
using feedback for appraisal purposes either because they were concerned about
the impact their ratings would have on the receiver’s pay or they were worried
about confidentiality. They commented that there was a substantial amount of
research, eg Handley (2001), which showed that raters tended to be more leni-
ent when feedback was associated with appraisal. As Siverman et al emphasized:
“The findings strongly suggest that linking 360-degree feedback to administra-
tive decisions can contaminate the whaole process.” There is also a legal aspect to
this: if anonymous ratings lead to administrative actions such as demotion or
even termination such actions may be difficult to support if challenged legally.

Effectiveness of 360-degree feedback

As shown below research has produced varied conclusions about the effec-
tiveness of 360-degree feedback. According to Bailey and Fletcher (2002) its
benefits have been largely untested but rely on a number of assumptions —
that individuals learn how effective task performance can be described, gain
insight into how it is demonstrated and build the accuracy of self-perception
and subsequent corrective behaviours. Their study of 104 managers receiv-
ing feedback on 30 behaviours over two years in an automobile breakdown
service organization showed mixed benefits. The positive findings were that
on average, self-raters, first and second level subordinates and bosses all
saw improvements in competencies, development needs were perceived to
decrease and there were dramatic changes in the perceptions of first and
second level subordinates in terms of the association of self and other ratings.
Self-perceptions also became a more accurate predictor of actual appraisal
scores over time. On the negative side, greater similarities in scores between
peers, self and individual levels largely resulted from subordinates altering
their assessment of target managers — the managers’ self-perceptions did not
change much over time.
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Warr and Ainsworth (1999) reported that many organizations that have
implemented 360-degree feedback said that it was a success. Indeed, short-
term indicators of success were typically cited as being the initial resistance of
employees changing to acceptance and the fact that employees became willing
to set aside time for use of the system. Longer-term success was typically viewed
as the system being rolled out across the organization; receivers reporting
behavioural change as a result of the feedback, 360-feedback ideas becoming
part of the emplovees’ thinking about their development, and increased align-
ment between 360-degree processes and organizational strategy.

Mixed results were observed by Silverman et al {2005). In one of their case
studies (a brewing company) they noted that:

The 360-degree feedback process had not been effective in changing behaviour
or performance and there was some concern that it may even have caused more
harm than good. There were particular worries about having raised expectations
regarding what was possible for individuals after the feedback had been given
and then not being able to provide the resources for this activity.

In a local authority, receivers found it difficult to cite concrete examples
of behavioural change that could be attributed to the 360-degree feedback
itself. However, in a case researched by Silverman et al (a government office)
it was established that 94 per cent of receivers had taken some action on
the basis of the feedback and that there was evidence of positive, obsery-
able changes in behaviour. But feedback had more impact on some receivers
than others. Another research project in a government office conducted by
Morgan et al (2005) revealed a more negative situation. The findings were
that at an organizational level the use of 360-degree feedback as a perfor-
mance management tool failed to develop the awareness anticipated. Neither
was it found to be aligned with other development plans or the organiza-
tion's core competences. At an individual level some individuals believed that
they achieved little from the process overall.

Frisch (2001) commented that anonymous feedback is not necessarily a
good thing:

What happens in highly political, ‘out for yourself® arganizational cultures is
that anonymous feedback becomes an opportunity to get even or ‘take shots’.
Feedback that taps into power struggles and turf disputes can be personally
damaging and yet hide behind the anonymity of the process.
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Maurer et al {2002) established that actual feedback ratings had only very
wealk relationships with subsequent involvement in development activity.
What they found to be more important in predicting the uptake of develop-
ment activity was a work environment in which employees are supportive of
skills development and the extent to which those involved believed that they
could improve their skills.

Cappelli and Tavis {2016) commented on 360-degree feedback:

Typically, it's less objective than supervisor feedback, as anyone familiar with
360s knows. It can be also *gamed” by employees to help or hurt colleagues.
(At Amazon, the cutthroat culture encourages employees to be critical of one

another’s performance. |

360-degree feedback - advantages and disadvantages

Table 8.1 Advantages and disadvantages of 360-degree feedback

Advantages Disadvantages
# |ndividuals gat a broader perspectiva  * Paople do not always give frank or honest
of how they are parceived by others feadback.
than previously possibla. + Poople may be put undar strass in receiving
+ |t gives paople a more roundad wiew or giving feadback.
of their performance. # | ack of action foliowing faedback.

+ Foedback is percaived as mara valid — « Overreliance on technology.
and objective, leading 10 acceptance  * Too much bureaucracy.
of results and actions raquired. # Zon be time consuming and rescurcs intensive,

The disadvantages outweigh the advantages, which may explain why only 19 per
cent of the respondents to the 2014 e-reward survey were using 360-degree feed-
back. The criticisms recorded earlier reinforce the view that its value is limited.
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Performance management is primarily a developmental activity. And coach-
ing is the best way of enabling development. When dealing with performance
managers need to function as coaches, not judges.

Coaching defined

Coaching is defined as a personal {usnally one-to-one) method of helping
people to develop their skills and levels of competence. The need for coaching
may arise from formal or informal performance reviews but opportunities
for coaching will emerge during normal day-to-day activities. Every time a
manager delegates a new task to someone a coaching opportunity is created
to help the individual learn any new skills or techniques needed to get the job
done. Every time a manager provides feedback to an individual after a rask
has been completed there is an opportunity to help that individual do better
next time. Coaching as part of the normal process of management consists of:

s Making people aware of how well they are performing by, for example,
asking them questions to establish the extent to which they have thought
through what they are doing.

s Controlled delegation — ensuring that individuals not only know what is
expected of them but also understand what they need to know and be able
to do to complete the task satisfactorily. This gives managers an opportu-
nity to provide guidance at the outset — guidance at a later stage may be
seen as interference.

s Using whatever situations that may arise as opportunities to promote
learning.

s Encouraging people to look at higher-level problems and how they would

tackle them.

As Lee {2005) explained: “The coaching model of performance manage-
ment redefines the relationship between the supervisor and the subordinate.
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The two work together to help the subordinate perform at his or her very
best.” Coaching involves short-term interventions designed to remedy prob-
lems that interfere with the employees performance but it is also concerned
with longer-term development and continuous learning.

The process of coaching

As described by the CIPD (2007) coaching is essentially a non-directive form
of development. Evered and Selman (1989) defined the following essential
characteristics that define good coaching: developing a partnership, commit-
ment to produce a result, responsiveness to people, practice and preparation,
a sensitivity to individuals, and a willingness to go beyond what has already
been achieved.

Woodruffe (2008) suggested that coaching should aim to:

o amplify an individual's own knowledge and thought processes;

e improve the individual's self-awareness and facilitate the winning of
detailed insight into how the individual may be perceived by others;

e create a supportive, helpful, yet demanding, environment in which the
individual’s crucial thinking skills, ideas and behaviours are challenged

and developed.

Approach to coaching

Coaching can provide motivation, structure and effective feedback if manag-
ers have the required skills and commitment. When coaching, managers look
for the best in people and try to build on their strengths, rather than dwelling
on their weaknesses. The aim is to help people to help themselves. Coaching
encourages self-directed learning using any resources such as e-learning that
are available. It is not a matter of spoon-feeding people.

Coaching may be informal but it needs to be planned. It is not simply check-
ing from time to time on what people are doing and then advising them on
how to do it better. Nor is it occasionally telling people where they have gone
wrong and throwing in a lecture for good measure. As far as possible, coach-
ing should take place within the framework of a general plan of the areas
and direction in which individuals will benefic from further development.
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Coaching plans should be incorporated into the personal development plans
set out in a performance agreement.

Techniques of coaching

Good coaching is about encouraging people to think through issues, getting
them to see things differently, enabling them to work out solutions for them-
selves which they can ‘own’, and empowering them to do things differently.
Hallbom and Warrenton-5mith {2005) recommend the following coaching
techniques:

s ask high-impact questions — *how” and *what’ open-ended questions that
spur action rather than *why’ questions that require explanations;

s help people to develop their own answers and action plans;

s identify what people are doing right and then make the most of it rather
than just trying to fix problems — coaching is success driven:

s build rapport and trust — make it safe for employees to express their
concerns and ideas;

s get employees to work out answers for themselves — people often resist
being told what to do, or how to do it.

Coaching skills

A good coach is one who questions and listens. Coaching will be most effec-
tive when the coach understands that his or her role is to help people to
learn and individuals are motivated to learn. They should be aware that their
present level of knowledge or skill or their behaviour needs to be improved
if they are going to perform their work to their own and to others’ satisfac-
tion. Individuals should be given guidance on what they should be learning
and feedback on how they are doing, and, because learning is an active not
a passive process, they should be actively involved with their coach who
should be constructive, building on strengths and experience.

To do all this, good coaches have listening, analytical and interviewing
skills and the ability to use questioning techniques, give and receive perfor-
mance feedback, and create a supportive environment conducive to coaching.



Performance Management Practice — The Ideal and the Reality

The following criteria for evaluating the performance of a coach were listed
by Gray (2010):

e establishes rapport;

® creates trust and respect;

» demonstrates effective communication skills;

s promotes self-awareness and self-knowledge;

« uses active listening and questioning techniques;

e assists goal development and setting;

» motivates;

s encourages alternative perspectives;

e assists in making sense of a situation;

» identifies significant patterns of thinking and behaving;
s provides an appropriate mix of challenge and support;
» facilitates depth of understanding;

* shows compassion;

» acts ethically;

® inspires curiosity;

e acts as a role model;

o values diversity and difference;

s promotes action and reflection.

These are demanding requirements and managers need encouragement, guid-
ance, training and, indeed, coaching to meet them.

Developing a coaching culture

Following CIPD research, Clutterbuck and Megginson (2005) described
a coaching culture as one where ‘coaching is the predominant style of
managing and working together and where commitment to improving
the organization is embedded in a parallel commitment to improving the
people’. A culture of coaching is linked to the basic performance manage-
ment processes of providing feedback and reinforcement as Lindbom (2007
explained.
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A culture of coaching is one in which the regular review of performance and
just-in-time feedback is expected. Employees depend on reinforcement when
they have done things correctly and understand that a constructive critique of
their work when it needs improvement helps them to be more effective. For
managers, this culture sets the standard for recognition for jobs well done.

The culture of coaching also sets the expectation for fecdback — positive or

for improvement — that is specific, behavioural and results-based. This type of
culture is self-reinforcing as it leads to improved performance, which encourages
employees to seck more feedback and managers to see the value of coaching as

the key requirement of their job.

In a coaching culture managers believe that people can succeed, that they
can contribute to their success and that they can identify what people need
to be able to do to improve their performance. They recognize that coaching
can provide motivation, structure and effective learning and see performance
management as an enabling, empowering process that focuses on learning
requirements. Hamlin et al (2006) commented that: “Truly effective manag-
ers and managerial leaders are those who embed effective coaching into the
heart of their management practice.’

Developing a coaching culture in which managers have the skills and
commitment to coach informally as well as on more formal occasions is
difficult. It takes time and is a marter of guidance, training, encouragement
and the example provided by senior managers and colleagues. As Lindbom
(2007) emphasized: *Coaching must become part of the organization’s iden-
tity by including it in core competencies and behaviour expectations.” HR
or learning and development specialists have an important role. They can
act as mentors (or establish a team of mentors) to provide guidance and
encouragement.
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Managing 11
organizational
performance

The management of organizational performance is the continuing responsi-
bility of top management who plan, organize, monitor and control activities
and provide leadership to achieve strategic goals and satisfy the needs and
requirements of stakeholders. Individual and team performance manage-
ment systems as discussed elsewhere in this book play an important part. But
they function within the context of what is done to manage organizational
performance and to develop effective work systems.

Managing organizational performance is a complex business which is
examined in this chapter under the following headings:
s The process of managing organizational performance.
s The strategic approach to managing organizational performance.
s Business performance management systems.
s Organizational capability.
s Performance management and human capital management.

s Developing a high-performance culture.

s Measuring performance.

The process of managing organizational
performance

As Gheorghe and Hack (2007) observed: “Actively managing performance
is simply running a business — running the entire business as one entity. It's
a continuous cycle of planning, executing, measuring results and planning
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the next actions. In the context of a larger strategic initiative, that means
continuous improvement.” They noted that:

The fundamental problem managers face as they make day-to-day decisions is
an inability to link their actions to key performance measures. What managers
need is more enterprise intelligence, actionable information that enables them to
know where their problems are, in real time, know who their key performers are
without combing through a stack of repores, know where their company is at
risk, before the numbers turn bad, and, most of all, know which process could

improve performance.

The management of organizational performance takes place on a number of
dimensions. It is a strategic approach which has to take account of the needs
of multiple stakeholders and makes use of business performance manage-
ment systems.

The dimensions of managing organizational performance

Sink and Tuttle {1990) stated that managing organizational performance
includes five dimensions:

1 Creating visions for the future.

2 Planning — determining the present organizational state, and developing
strategies to improve that state.

3 Designing, developing and implementing improvement interventions.

4 Designing, redesigning, developing, and implementing measurement and
evaluation systems.

B Purting cultural support systems in place to reward and reinforce progress.

The overall approach to managing organizational
performance

The overall approach to managing organizational performance as described
in the rest of this chapter is based on processes of strategic performance
management supported by the use of a business performance management
system. In general it is concerned with developing organizational capability
which means creating a high-performance culture, human capital manage-
ment and talent management. In particular it makes use of various approaches
to measuring and monitoring performance.



Managing Organizational Performance

The strategic approach to managing
organizational performance

A strategic approach to managing organizational performance takes a
broad and long-term view of where the business is going and managing
performance in ways which ensure that this strategic thrust is maintained.
The objective is to provide a sense of direction in an often turbulent envi-
ronment so that the business needs of the organization and the individual
and collective needs of its employees can be met by the development
and implementation of integrated systems for managing and developing
performance.

Organizational performance management systems are strategic in the sense
that they are aligned to the business strategy of the organization and support
the achievement of its strategic goals. They focus on developing work systems
and the working environment as well as developing individuals. To create the
systems and make them function effectively it is necessary to ensure that
the strategy is understood, including, as Kaplan and Norton (2000} put it,
‘the crucial but perplexing processes through which intangible assets will
be converted into tangible outcomes’. The notion of mapping strategy was
originated by them as a development of their concept of the balanced score-
card (see later in this chapter). Strategy maps show the cause-and-effect links
by which specific improvements create desired outcomes. They describe the
elements of the organization’s systems and their interrelationships. They
therefore provide a route map for systems improvement leading to perfor-
mance improvement. In addition, they give employees a clear line of sight
into how their jobs are linked to the overall goals of the organization and
provide a visual representation of a company’s critical goals and the rela-
tionships between them that drive organizational performance. Bourne et al
{2003) call them *success maps’ which act as diagrams which show the logic
of how the goals of the organization interact to deliver overall performance.
An example of a strategy map is given in Figure 11.1.

This map shows an overall objective to improve profitability as measured
by return on capital employed. In the next line the map indicates that the
main contributors to increased profitability are increases to the gross margin
ithe difference between the value of sales and the cost of sales), improve-
ments to operational capability and better cost management. At the next
level down the objective is to increase sales turnover in order to increase
the gross margin. How this is to be achieved is set out in the next group of
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Figure 11.1 A strategy map
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goals and their interconnections, comprising increases in customer satisfac-
tion and sales force effectiveness, innovations in product/market development
and marketing, and improvements in customer service and quality levels. The
key objective of improving operational capability is underpinned by develop-
ments in high-performance working and the contribution of the organization’s
human capital. The latter is supported by human resource management goals
in the fields of performance management, talent management, employee
engagement and learning and development.

The overall objective of increasing profitability in this example addresses
the concerns of only one section of the stakeholders of an organization, ie the
investors. This need would probably be given precedence by many quoted
companies. But there are other goals which relate to their other stakehold-
ers, for example those related to corporate social responsibility. These could
be catered for in separate strategy maps. Better still, they could be linked
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to their commercial goals. Public and voluntary sector organizations will
certainly have goals which relate to all their stakeholders as well as their
overall purpose. A stakeholder approach to strategic performance manage-
ment is required.

Performance management strategy is based on the resource-based view
that it is the strategic development of the organization’s rare, hard to imitate
and hard to substitute human resources which produces its unique character
and creates competitive advantage. The strategic goal will be to ‘create firms
which are more intelligent and flexible than their competitors’ (Boxall, 1995)
by developing more talented staff and by extending their skills base, and this
is exactly what performance management aims to do.

Armstrong and Ward {2005) summed up the strategic role of performance
management:

There is also opportunity for performance management to help drive through
organizational change. Instead of being a tactical initiative, perhaps performance
management has a more strategic role to play. The challenge is for performance
management to retain a strategic role rather than tending towards tactical activi-
ties, such as the process. Performance management can provide a new way of
locking at performance and help to embed new behaviours and facilitate the
move to a culture that is both more open and more focused on the achicvement

of new outputs,

The strategic approach adopted by Johnson and Johnson was described by
Wortzel-Hoffman and Boltizar (2007} as follows.

As we embarked on developing an integrated performance and development
process into the organization, we knew that driving change and an enhanced
process requires a cultural shift within an organization. The best performance
management becomes a continuous process and is not a one time event; it takes
time and effort and a dedication to developing people. We also knew that from
a business standpoint it was critical to build and develop the talent pipeline of
the organization to meet the aggressive business goals and dynamically changing

marketplace.

Implementing strategic organizational performance
management

Strategic organizational performance management starts with a definition
of the areas of activity and achievement which are most important to the
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organization. These could be called organizarional key result areas. They
might include all or a selection of the following:

e financial (profitability, shareholder value, cost control, etc)s
» market share;

» sales:

s productivity;

e quality;

# CUSTOMEr Service;

» Innovation;

s people management;

e corporate social responsibility.

Strategic goals can be set in each of these areas to which individual goals can
be aligned as described in Chapter 5. Alignment is a key aspect of perfor-
mance management.

The stakeholder approach to strategic organizational
performance management

Atkinson et al (1997} argued that a company exists to serve the goals of its
multiple stakeholders — employees, customers, suppliers, regulators and the
community at large as well as shareholders. Companies must provide for
explicit or implicit contracts with its stakeholders. Performance management
systems should guide the design and implementation of processes which
satisfy the requirements of each stakeholder group and monitor and evaluate
the extent to which the organization is meeting these needs.

The performance prism

A multiple stakeholder framework for performance management — the
performance prism — was formulated by Neely et al {2002). This is based
on the proposition that organizations exist to satisfy their stakeholders and
their wants and needs should be considered first. Neely et al contended that
companies in particular must assume a broader role than simply delivering
value to their shareholders. To be successful over time, even for and on behalf
of shareholders, businesses must address multiple stakeholders. If companies
do not give each of their stakeholders the right level of focus, both their
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corporate reputation and their market capitalization — and therefore share-
holder value — are likely to suffer in one way or another. The performance
prism can facilitate or structure the analysis of multiple stakeholders in prep-
aration for applying performance measurement criteria.

They explained the term *performance prism’ as follows:

A prism refracts light. It illustrates the hidden complexity of something as
apparently simple as white light. So it is with the Performance Prism. It illus-
trates the true complexity of performance measurement and management. It
is a thinking aid which secks to integrate five related perspectives and provide
a structure that allows executives to think through the answers to five

fundamental questions:

1 Stakeholder satisfaction: Who are our stakeholders and what do they want

and need?
2 Stakebolder contribution: Whar do we want and need from our stakeholders?

3 Strategies: What strategies do we need to put in place to satisfy these wants

and needs?

4 Processes: What processes do we need to put in place to satisfy these wants

and needs?

5 Capabilities: What capabilitics — people, practices, technology and infrastruc-
ture — do we need to put in place to allow us to operate our processes more

effectively and efficiently?

Moullin (2002) described how in a charity the performance prism was used
to develop a *success map’, which showed the main needs of the various
stakeholders. Performance measurements were then developed for each
group of them followed by an integrative strategy.

Business performance management systems

A business performance management (BPM) system can be used to support
the achievement of the performance management strategy. It is an infor-
mation technology (IT) based approach to organizational performance
management described by Frolick and Ariyachandra (2006) as a series of
business processes and applications designed to optimize both the develop-
ment and the execution of business strategy. There are two primary tasks.
First, to facilitate the creation of strategic goals and second, to support the
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subsequent management of the performance required to reach those goals.
Strategic goals are developed by stipulating specific goals and key perfor-
mance indicators that are meaningful to the organization. The goals and
indicators are then associated with operational metrics for planning, moni-
toring and control purposes which are linked to the business strategy. BPM
is concerned with the entire enterprise in contrast to other [T applications
which focus on specific operational areas such as customer relations.

The BPM framework consists of four core activities as shown in Figure
11.2. The first two steps represent the formulation of business strategy while
the last two steps define how to modify and execute strategy. This closed
loop process captures business strategy and then translates it into strategi-
cally aligned business operations.

A business performance management (BPM) system as provided by
suppliers such as Oracle is based on a common database which allows every
department of a business to store and retrieve information in real time. The
information has to be reliable, accessible, and easily shared. A modular
approach means that businesses can select the software modules they need
from the vendor and add new modules of their own.

Transactional systems such as enterprise resource planning {a company-
wide information system designed to coordinate all the resources,
information, and activities needed to complete business processes such as
order fulfilment or billing), customer relationship management (CEM),
supply chain management (SCM), and human capital management (HCM)
help to run day-to-day business operarions. Business performance manage-
ment systems integrate these systems and enable executives to manage the
business strategically by providing information across all functions. This
is aligned to strategic imperatives by answering three basic questions:

Figure 11.2 The business performance planning cycle
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i1) Where have we been? (2) Where are we now? (3) Where are we going?
and providing the basis for answering the fourth key question: (4} How do
we get there?

Pritchard (2008) pointed out that any enterprise-wide business perfor-
mance management improvement initiative must include managers and
employees from across the organization. All functions have to operate in
unison. And if the company doesn't integrate financial and non-financial
data, there is only so much that a business performance management tool
can do to help decision-makers understand the results.

Organizational capability

Organizational capability is the capacity of an organization to function
effectively. It is about the ability of an organization to identify its criti-
cal success factors, guarantee high levels of performance for each of these
factors, achieve its purpose, deliver results and meet the needs of its stake-
holders. The development of organizational capability is concerned with
the organization as a system in line with the belief expressed by Coens and
Jenkins (2002) that to *focus on the overall “system™ of the organization
yields better results than trying to get individual employees to improve their
performance’.

The aim is to increase organizational effectiveness by obtaining better
performance from people, getting them to work well together, improving
organizational processes such as the formulation and implementation of
strategy and the achievement of high quality and levels of customer service,
and facilitating the management of change.

This has to take place in a context in which organizations are increas-
ingly embracing a new management culture based on inclusion, involvement
and participation, rather than on the traditional command, control and
compliance paradigm which Flaherty {1999) claimed ‘cannot bring about the
conditions and competence necessary to successfully meet the challenges of
endless innovation; relentless downsizing, re-engineering, and multicultural
working holistically’. This new management paradigm requires the devel-
opment of a high-performance work environment through management
practices that value and support achievement, growth and learning. It also
calls for facilitative behaviours that focus on employee empowerment, learn-
ing and development. In other words, it needs performance management.
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Organizational capability and organizational development

As described by Beer (1980), organizational development is a system wide
process of data collection, diagnosis, action planning, intervention and evalua-
tion”. Traditionally, organization development or OD was based on behavioural
science concepts, but the focus has shifted to a number of other approaches
such as human capital management, talent management, change management,
high-performance work systems, total quality management and, importantly,
performance management. Cummins and Worley (2005) noted that the practice
of OD has gone *far beyond its humanistic origins by incorporating concepts
from organization strategy that complement the early emphasis on social
processes’. Organizational capability could be regarded as an outcome of organ-
izational development but with the focus more on performance management.

Performance management and human capital
management

Human capital management (HCM) is concerned with obtaining, analysing
and reporting on data which informs the direction of people management
strategies. Performance management data is an important source of infor-
mation on human capital and its contribution to business. Lawler and
McDermott {2003 observed that:

It is very difficult to cffectively manage human capital without a system that
measures performance and performance capability... An effective performance
management system should be a key building block of every organization’s

human capital management system.

Given the growing recognition of human capital as a source of organi-
zational value (ie the resource-based view) and the pressure therefore on
organizations to collect, analyse and report on their human capital, perfor-
mance management data is likely to become a key source of information
both on the value of human capital and on the management activity needed
to manage and deploy this asset.

Performance management data can be used to:

s demonstrate an organization’s ability to raise competence levels;

» assess how long it takes for a new employee to reach optimum performance;
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provide feedback on development programmes including induction,
coaching and mentoring in terms of increased performance or capacity to
take on new roles;

demonstrate the success of internal recruitment programmes;

indicate how successful an organization is at achieving its goals at the
individual, team and department levels;

track skills levels and movement in any skills gap in the organization;
match actual behaviour against desired behaviour;
assess commitment to values and mission;

assess understanding of strategy and contribution.

Developing a high-performance culture

Organizations achieve sustained high performance through the systems
of work they adopt but these systems are managed and operated

by people. Ultimately, therefore, high-performance working is about
improving performancethrough people. Thiscanbedone by the development
and implementation of a high-performance culture through high-
performance work systems in which performance management plays an

important part.

High-performance cultures

High-performance cultures are ones in which the achievement of high levels

of performance is a way of life. The characteristics of such cultures are:

s Management defines what it requires in the shape of performance improve-
ments, sets goals for success and monitors performance to ensure that the
goals are achieved.

Alternative work practices are adopted such as job redesign, autonomous
work teams, improvement groups, team briefing and flexible working.
People know what's expected of them — they understand their goals and
accountabilities.

People feel that their job is worth doing, and there is a strong fit between
the job and their capabilities.
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e People are empowered to maximize their contribution.

e There is strong leadership from the top which engenders a shared belief in
the importance of continuing improvement.

e There is a focus on promoting positive attitudes that result in an engaged,
committed and motivated workforce,

o Performance management processes are aligned to business goals to ensure
that people are engaged in achieving agreed goals and standards.

« Capacities of people are developed through learning at all levels to support
performance improvement and are provided with opportunities to make
full use of their skills and abilities.

# A pool of talent ensures a continuous supply of high performers in key
roles.

e People are valued and rewarded according to their contribution.

s People are involved in developing high-performance practices.

e There is a climate of trust and teamworlk, aimed at delivering a distinctive
service to the customer,

o A clear line of sight exists between the strategic aims of the organization
and those of its departments and its staff at all levels.

High-performance work systems

High-performance cultures can be developed through a high-performance
work system (HPWS) which as described by Becker and Huselid (1998) is:
*An internally consistent and coherent HRM system that is focused on solv-
ing operational problems and implementing the firm’s competitive strategy’.
They suggested that such a system ‘“is the key to the acquisition, motivation
and development of the underlying intellectual assets that can be a source
of sustained competitive advantage’. This is because it has the following
characreristics:

e It links the firm's selection and promotion decisions to validated compe-
tency models.

e It is the basis for developing strategies that provide timely and effecrive
support for the skills demanded to implant the firm’s strategies.

« [t enacts compensation and performance management policies that attract,
retain and motivate high-performance employees.
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High-performance work systems embody ways of thinking about perfor-
mance in organizations and how it can be improved. They are concerned
with developing and implementing bundles of complementary practices
which as an integrated whole will make a much more powerful impact on
performance than if they were dealt with as separate entities.

The basic features of a HPWS were described by Shih et al {2005) as

follows:

s Job infrastructure — workplace arrangements that equip workers with the
proper abilities to do their jobs, provide them with the means to do their
jobs, and give them the motivation to do their jobs. These practices must
be combined to produce their proper effects.

s Training progranvmes to enbance employee skills — investment in increas-
ing employee skills, knowledge and ability.

o Information sharing and worker involvement mechanisms — to understand
the available alternatives and make correct decisions.

o Compensation and promotion opportunities that provide motivation — to
encourage skilled employees to engage in effective discretionary decision-
making in a variety of environmental contingencies.

The contribution of performance management

Performance management contributes to the development of a high-performance
culture by delivering the message in an organization that high performance is
important. It defines high performance at an organizational level and at an
individual level and links the two by describing how individuals can contribute
to their organization’s results. It explains how performance should be meas-
ured and the steps that should be taken to monitor results in comparison with
expectations. The means of getting high performance are provided by motivat-
ing people, defining the performance expectations implicit in the psychological
contract, creating high levels of engagement and enhancing skills and compe-
tencies through feedback, coaching and personal development planning.

Measuring performance

Managing organizational performance means measuring and monitor-
ing performance by the use of measures or metrics. The significance of
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measurement and the principles governing its use are discussed below. As
also covered in this section, there is a choice of measures and these can
be expressed and categorized as key performance indicators (KPls), score-
cards, or the balanced scorecard. They can be communicated by means of

dashboards.

The significance of measurement

As was emphasized by the Association for Management Information in
Financial Services (AMIF, 2005):

Goals, which may vary from organization to organization, arc met by the
choices management makes in deploying its resources. Management's ability
to make informed decisions is tied to the quality of management informa-
tion available to them... In order to determine ‘good’ performance versus
‘bad’ performance it is necessary to have a well-defined base against which to
compare actual results. This includes defining in advance the expectation as o

acceprable performance,

The approach to measurement

There are four principles governing the use of performance measures as
defined by Quinn (2003):

1 Measure the right things — the system must measure activities that directly
contribute to an organization's performance.

2 Clearly communicate what will be measured — measures that are ill-
defined, andfor not communicated will not be used or understood.

3 Consistently apply the measures — measures should be applied consist-
ently to all units of the organization; failure to do so will result in loss of
support for the system.

4 Act on the measures — the measurement data must be used in a construc-
tive way. Not using the data or misapplying the data will have the same
results — a lack of support for the measurement system.

Neeley et al {2002) counsel that it is necessary to question constantly what is
measured by answering two fundamental questions: Do we need it? Why do
we need it? They comment thar:
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We need to evaluate constantly whether or not the measures we have are the
right ones for the organization. And if not, we need to find a way to get rid

of them so that we do not waste time and effort capturing data that no one is
using. In short, we need to practice *metricide’ (ic do not let any metric or meas-

ure persist beyond its natural and useful life).

At BP Lubricants as reported by Elliott and Coley-Smith (2005} the princi-
ples followed in developing their performance measurement system were:

s To focus the business on areas of strategic importance.

s To make sure employees have the right information, at the right time, to
make the right decisions in support of strategy.

s To clearly understand the value-to-cost relationship of communication
activities.

s To develop a measurement mindset that focuses people on improving
performance.

But a word of caution is necessary about the concept of managing by metrics.
Figures can conceal more than they reveal and it is possible for people to
hide behind them. Data can be misleading. It is not enough just to tick boxes.
Metrics may be a start but they cannot be relied on by themselves. If there
is a problem the story behind the figures needs to be investigated, especially
when the failure is systemic.

Types of measures

Traditionally, organizational performance measurement systems were uni-
dimensional — focused entirely on financial measures related to shareholder
value such as return on capital employed, economic value added, earnings
per share and price/earnings ratio and added value. But such traditional
accounting-based performance measurement systems are insufficient
in modern organizations where it is recognized that relationships with
employees, customers, suppliers and other stakeholders are crucial aspects
of how the organization is performing. Financial measures cannot evalu-
ate important factors such as innovation, employee engagement, employee
relations and levels of customer and employee satisfaction. These factors
are sometimes called leading indicators (Gjerde and Hughes, 2007) because
they inform management of the progress made on initiatives undertaken
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to improve performance. Measures of financial performance are lagging
indicators because they reflect past results. Achieving an objective related
to a lead measure indicates that performance is on track, and achieving
an objective related to a lag measure shows that the goal has been accom-
plished. To identify lead measures it is necessary to establish what are the
key factors that drive performance — the key performance indicators (KPIs)
which form the basis of the performance monitoring and measurement
system.

Jack Welch, former CEO of the General Electric Company, as quoted
by Krames (2004), said that the three most important things you need
to measure in a business are customer satisfaction, employee satisfaction
and cash flow. Sink and Turtle (1990 listed seven measurement categories
of organizational performance: (1) effectiveness, (2) efficiency, (3} quality,
i4) quality of working life, (5) innovartion, (6) cost and prices, and (7)
productivity.

The European Foundation for Quality Management EFQM model has the
following elements:

e Leadership — how the behaviour and actions of the executive team and
all other leaders inspire, support and promote a culture of total quality
management.

o Policy and strategy — how the organization formulates, deploys and reviews
its policy and strategy and turns it into plans and actions.

e People management — how the organization realizes the full potential of
its people.

e Resources — how the organization manages resources effectively and
efficiently.

s Processes—how the organization identifies, manages, reviews and improves
its processes.

o Customer satisfaction — what the organization is achieving in relation to
the satisfaction of its external customers,

s People satisfaction — what the organization is achieving in relation to the
satisfaction of its people.

e Impact on society — What the organization is achieving in satisfving the
needs and the expectations of the local, national and international commu-
nity at large.
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e Business results — what the organization is achieving in relation to its
planned business goals and in satisfying the needs and expectations of
everyone with a financial interest or stake in the organization.

Key performance indicators

Key performance indicators (KPIs) are the results or outcomes which are
identified as being crucial to the achievement of high performance and
provide the basis for setting goals and measuring performance. As noted in
Chapter 5 they are important when measuring individual performance and
they are just as important at the organizational level. They must take account
of the requirements of all stakeholders and should add social responsibility
to the list of business goals by including discretionary environmental initia-
tives, diversity and employee well-being in the set of KPIs.

An organizational KPI is a special kind of metric. It measures something
that is strategically important to the organization such as sales per square
metre, added value per employee, rate of stock turnover, cost per unit of
output, time to market, and levels of employee engagement. In other words,
as Schiff (2008) put it: *A KPI is a metric that matters. You can have many
metrics, but an organization needs only a handful of KPIs. Everything can’t
be considered “key™, or nothing will stand out from the pack and get the
attention it deserves.’ The range of KPIs in different organizations is typically
between six and twelve,

KPIs provide the basis for defining the crucial goals for which individuals
are accountable. The measurement system has to ensure that performance
in relation to the KPIs is recorded and analysed and that this information is
passed on to accountable managers for action. Thus they facilitate the align-
ment of organizational and business goals.

Scorecards

Scorecards record performance related to a set of KPlIs. In effect, they are
report cards on the organization’s performance. For example, they can show
sales per square metre in a store, comparing actuals with targets and analysing
trends. Dagan (2007} emphasized that: “You should also not get carried away
with trying to jam too many KPls into your scorecard displays. Although the
optimal number depends on vour organization, a rule of thumb is that six to
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ten KPls are sufficient in most cases.” It should be possible to drill down into
supporting tabular and graphical data to investigate any issues raised by the
scorecard.

The balanced scorecard

Traditionally, scorecards tended to concentrate on financial measures.
Kaplan and Norton (1992, 1998) devised the balanced scorecard as a means
of ensuring that businesses used both financial and operational measures
thus achieving a more balanced view of their performance. They explained
that the balanced scorecard approach *puts strategy and vision, not control
at the centre’. As described in Chapter 5, it requires managers to look at
the business from the four related perspectives of customers, innovation and
learning, internal performance requirements and finance. Some organiza-
tions have replaced the innovation and learning perspective with a broader
people or human capital element.

Schneiderman {1999} recommended that balanced scorecards work best
when good metrics are available They should be clearly defined and easy
to understand, accessible when needed to those who can best use them and
linked to an underlying data system which enables the root causes of poor
scorecard results to be identified and dealt with.

Dashboards

A dashboard is a graphical display, designed to convey key performance meas-
ures on an organization’s intranet system to a wide audience so that they can
be assimilated and acted upon easily and swiftly. Dover {2004) commented
that: ‘Dashboards are predominantly a data-delivery vehicle. Dashboards use
dials, “traffic light™ displays and graphs to make performance information
available as and when required.” An example of a basic dashboard with just
three dials is illustrated in Figure 11.3.

As described by Dagan (2007) dashboards provide a rapid and conveni-
ent way for people to assess how they are doing by reference to the business
metrics critical to their place in the organization. They can thus initiate
prompt corrective action as needed. Dashboards can be constructed using
real-time or near real-time feeds from a data warehouse frontline system.
Dashboard displays can be enhanced with charts, graphs, or even tabular
data. However, it is important not to make the entry screen too busy because
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Figure 11.3 Example of 2 dashboard
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this might divert attention away from the important metrics. An alternative
is to provide facilities for obtaining supporting information. For example,
if a traffic light system shows a KPI that is red or yellow, then a click of the
mouse should enable the user to drill down to pinpoint some of the underly-
ing causes. Drill down could be available to several layers with each layer
providing even more details. Examples of a more elaborate dashboard which
incorporates a traffic light system and one based on entirely on traffic lights
are given in Figures 11.4 and 11.5 respectively.

Figure 11.4 Example of dashboard with (1) dials, {2) traffic lights, {3 and 4) graphs
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Figure 11.5 Human capital reporting dashboard
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Developing measures

Each of the approaches to performance management based on measurement
described above — scorecards, balanced scorecards and dashboards — depends
on the quality of the measures (metrics) used. The following steps should be
taken when developing them:

1 Involve as many as possible of those concerned in the development
programme.

2 Identify the key factors that drive performance.

3 Define the key performance indicators (KPls).

4 Define what metrics are required, ie what should be measured and why, in
order to provide information on performance related to each KPL

5 Decide how to measure — how information related to the measures and
performance with regard to each KPI should be collected and presented.

6 Set up a system for communicating information on performance through
such media as scorecards or dashboards.
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It is remarkable how little has been researched or written about performance
management for teams. This is in spite of the emphasis on good reamwork
and high-performance teams which, as described by Katzenbach and Smith
(1993):

Invest much time and effort explaining, shaping and agrecing on a purpose thar
belongs to them, both collectively and individually. They are characterised by a

deep sense of commitment to their growth and success,

One of the frequently voiced criticisms of individual performance manage-
ment is that it inhibits good teamwork. But the possibility of extending it to
teams does not seem to have occurred to many commentators.

Teams and performance

As Purcell et al (1998) observed, teams are the “elusive bridge between the
aims of the individual employee and the objectives of the organisation...
teams can provide the medium for linking employee performance targets
to the factors critical to the success of the business'. How well this is done
depends on the following factors that affect team performance:

s the clarity of the team’s goals in terms of expectations and priorities;

e how work is allocated to the team;
s how the team is working (its processes) in terms of cohesion, ability to
handle internal conflict and pressure, relationships with other teams;

s the extent to which the team is capable of managing itself — setting goals
and priorities, monitoring performance;
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» the quality of leadership — even self-managed teams need a sense of direc-
tion which they cannot necessarily generate by themselves;

e the level of skill possessed by individual team members (including
multi-skilling):

e the systems and resources support available to the team.

Overall, as suggested by Jones {19935): “Teams need to have a shared purpose.
They also need to have the necessary mix of skills and abilities and to be
mutually accountable for the outcome.

Bunderson and Sutcliffe (2003) made the point that team goal orientation
captures the ‘shared understanding of the extent to which a team emphasizes
learning or performance goals, and, consequently, helps to facilitate group
decision making, collaborative problem solving, and intragroup coordina-
tion that maintain the group’s emphasis on learning or performance goals’.
Research by Yaping et al (2013) revealed evidence ‘that a team learning goal
and team performance approach goal are positively related to team creativity
and individual creativity’.

Team competencies

The following is a selection of some of the key competencies for team
members as developed by Hay/McBer (Gross, 1993):

o Interpersonal understanding — accurate interpretation of others’ concerns,
matives and feelings and recognition of their strengths and weaknesses.

o Influence —using appropriate interpersonal styles and logical arguments to
convinge others to accept ideas or pleas.

o Customer service orientation — demonstrating concern for meeting the
needs of internal and external customers.

s Adaptability — adapting easily to change.

o Teamwork and cooperation — developing collaborative work which gener-
ates acceptable solutions.

o Oval connmunication — expressing ideas in group situations.

o Achicvement orientation — setting and meeting challenging objectives.

o Owganizational commitment — performing work with broader organiza-
tional goals in mind.
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Performance measures for teams

Performance measures for teams will be related to the purpose of the team

and its particular objectives and standards of performance. The following are
some examples of how performance measures are established and used by
various organizations,

Antomobile Association Finance Division — in the processing department,
where high volume and routine tasks have to be performed, the measures
are productivity and quality.

The Benefits Agency — measures are agreed between managers and team
members based on task definition, performance standards and timescales.

Dartford Borough Comncil — measures are related to targets which are set
for tasks that are suitable for all or most of the team to undertake together
and are distinct from the tasks set for individual team members.

IBM —*bid teams’ |project teams responsible for developing solutions for
customers) have their performance measured by reference to their success
in winning contracts.

Lloyds Bank — the performance of branch teams below junior manage-
ment level is related to two challenges: the ‘sales challenge’, which is linked
to branch sales against target, and the ‘service challenge” which is based on
dara obtained from customer questionnaires and mystery shopping.

Rank Xerox — the performance measures or ‘metrics’ for sales teams are
based on customer satisfaction, sales revenue and market share.

Type of measures

Team performance measures in this sample are therefore mainly concerned
with output, activity levels (eg speed of servicing), customer service and satis-

faction, and financial results.

A distinction was made by Harrington-Mackin (1994) between output/

result measures of team performance and input/process measures.

The outputfresults comprise:

the achievement of team goals;
customer satisfactions

quantity of work;
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o quality of work;
s process knowledge;

s maintenance of technical systems.
The input/process measures comprise:

« support of team process;

= participation;

» collaboration and collective effort;
s participative decision-making;

« interpersonal relations;

s acceptance of change;

« adaptability and flexibility.

Team performance management processes

Team performance management activities follow the same sequence as for
individual performance management:

» agree objectives — these include performance objectives and process
improvement objectives;

s formulate plans to achieve goals;

s implement plans;

® MOnitor progress;

» review and assess achievement;

s redefine goals and plans in the light of the review.

The aim should be to give teams with their team leaders the maximum

amount of responsibility to carry out all activities. The focus should be on

self-management and self-direction.

The processes of setting performance goals and process objectives and
conducting team and individual reviews are described below.

Setting performance objectives

Performance objectives for teams are set in much the same way as individual
objectives (see Chapter §). They will be based on an analysis of the purpose
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of the team and its accountabilities for achieving results. Targets and stand-
ards of performance should be discussed and agreed by the team as a whole.
These may specify what individual members are expected to contribute.
Project teams will agree project plans which define whart has to be done, who
does it, the standards expected and the timescale.

Setting process objectives

Process objectives are also best defined by the team getting together and
agreeing how they should conduct themselves as a team. The list of team
competencies and performance measures referred to earlier in this chapter
can be used, including:

s interpersonal relationships;

s the quality of participation and collaborative effort and decision-making;
s the team’s relationships with internal and external customers;

s the capacity of the team to plan and control its activities;

s the ability of the team and its members to adapt to new demands and
situations;

o the flexibility with which the team operates;
e the effectiveness with which individual skills are used;

s the quality of communications within the team and between the team and
other teams or individuals,

Team performance reviews

Team performance review meetings analyse and assess feedback and control
information on their joint achievements against objectives and project plans.
The agenda for such meetings could be as follows:
1 General feedback review:

s progress of the team as a whole;

s problems encountered by the team which have caused difficulties or
hampered progress;

s helps and hindrances to the operation of the team.

2 Work reviews:

o how well the team has functioned;
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s review of the individual contribution made by each team member — ie
peer review (see below);

s discussion of any new problems encountered by individual team
members.

3 Group problem solving:
s analysis of reasons for any shortfalls or other problems;

s agreement of what needs to be done to solve them and prevent their
recurrence.

4 Update goals:
s review of new requirements, opportunities or threats;

s amendment and updating of objectives and project plans.

Reviewing the performance of individual
team members

Individual team members can influence team performance in two ways:
i1) the actual job they are doing and the skills, competences and behaviour
they apply to the work and (2} the job they perform as team members and
how they therefore influence team performance.

Processes for managing team performance should not neglect the needs of
team members. As Mohrman and Mohrman (1995) pointed out: ‘Performance
among individuals, teams and organisations need to fit, but individual needs
must be met at the same time.” They ask how individual needs can be met
while still encouraging the sharing required at the group level. Their answer is:

First, teams have to be managed in a way that enables individuals to feel they
can influence group performance. They must provide opportunities for involve-
ment and for team self-management. Second, the team must be managed so that

the individual’s necds to have excellent performance recognised are met.

Individuals should receive feedback on their contribution to the team and
recognition by their team leader and fellow team members for their accom-
plishments. Special attention should be given to their personal development,
not only as members of their existing team, but also for any future roles they
may assume in other teams, as individual contributors, or as team leaders.
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Individuals should agree their goals as team members with their team
leader but these can also be discussed at team meetings. Personal goals and
personal development plans can also be formulated for agreement with
the team leader. In performance reviews, team leaders and individuals can
concentrate on the latters” contribution to the team, the level of performance
in terms of teamwork competencies, and progress in implementing personal
development plans.

Peer review processes can also be used in which team members assess each
other under headings such as:

s overall contribution to team performance;
s contribution to planning, monitoring and team review activities;

s maintaining relationships with other team members and internal/fexternal
customers;

* CoOmmunicating;
s working flexibly (taking on different roles in the team as necessary);

s cooperation with other team members.

Peer reviews can form part of a 360-degree feedback process as described in
Chapter 9.
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and employee
engagement

Employee engagement takes place when people are committed to their work
and the organization and are motivated to achieve high levels of perfor-
mance. It was suggested by Mone and London (2010} that: ‘Performance
management, effectively applied, will help you to create and sustain high
levels of engagement, which leads to higher levels of performance.” Gruman
and Saks (2011) observed that:

Madern developments often make it difficult for supervisors to ‘manage”
subordinates’ performance. In such an environment, it may be more effective
for supervisors to focus less on managing performance than on managing the
context in which performance occurs, and on fostering the development of

employee engagement as a driver of enhanced performance.

This is an argument for concentrating on developing managers who are
capable of managing performance rather than hoping that a performance
management ‘system’ will do it for them. Risher {2012 referred to the solid
evidence provided by the Gallup Organization’s research that ‘effective
performance management contributes to higher levels of engagement — and
better performance’.

In this chapter the contribution of performance management to levels of
employee engagement is examined by answering five questions: (1) What is
emplovee engagement? (2) Why is it important? {3) What are the enablers
of engagement? {4) What part is plaved by performance management in
supporting these enablers? and (35) How can an organization ensure that
performance management plays its part?
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What is employee engagement?

The first reference to employee engagement was made by Kahn (1990) who
defined it as a psychological state experienced by employees in relation to
their work, together with associated behaviours. Macey et al (2009) stated
that engagement was ‘an individual’s purpose and focused energy, evident to
others in the display of personal initiative, adaptability, effort and persistence
directed towards organizational goals’.

Why is engagement important?

Purcell (2013) contended that: ‘Employee engagement is worth pursuing, not
as an end in itself, but as a means of improving working lives and company
performance.” Guest (2009) explained that the benefits of engagement were
as follows:

Employee engagement will be manifested in positive attitudes {for example job
satisfaction, organizational commitment and identification with the organiza-
tion) and behaviour (low labour tumover and absence and high citizenship
behaviour) on the part of employees; and evidence of perceptions of trust, fair-
ness and a positive exchange within a psychological contract where two-way

promises and commitments are fulfilled.

Alfes et al {2010) observed that engaged emplovees perform better, are more
innovative than others, are more likely to want to stay with their employers,
enjoy greater levels of personal well-being and perceive their workload to be
more sustainable than others’. Wiley (2008) reported that research conducted
by the Kenexa High Performance Institute in 158 organizations from a wide
range of industries showed that both earnings per share and three-year total
shareholder return were directly linked to employee engagement. Research
by Towers Watson {2012) found that companies with high and sustainable
engagement levels had an average one-year operating margin that was close
to three times higher than those with lower levels. As quoted by Rayton et al
(2012), Marks and Spencer’s research showed that over a four-year period
stores with improving engagement had, on average, delivered £62 million
more sales to the business every vear than stores with declining engagement.
Sainsbury’s have found a clear link between higher levels of engagement and
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sales performance, with the level of colleague engagement contributing up to
15 per cent of a store’s year-on-year growth.

What are the enablers of engagement?

It was explained by Daniels (2011) that the main factors affecting engage-
ment are job autonomy, support and coaching, feedback, opportunities to
learn and develop, task variety and responsibility. Engage for Success (2014)
stated that the four key enablers of engagement are:

1 Visible, empowering leadership providing a strong strategic narrative
about the organization, where it's come from and where it’s going.

2 Engaging managers, who focus their people and give them scope, treat
their people as individuals and coach and stretch their people.

3 Employee voice throughout the organizations, for reinforcing and chal-
lenging views, between functions and externally. Employees are seen as
central to the solution.

4 Organizational integrity — the values on the wall are reflected in day-to-
day behaviours. There is no ‘say—do’ gap.

But it was claimed by Macey et al {2009) that the most important enabler of
engagement is the work environment and the jobs people do. They noted that:
*Engagement requires a work environment that does not just demand more
but promotes information sharing, provides learning opportunities and fosters
a balance in people’s lives, thereby creating the bases for sustained energy and
personal initiative.” They also commented that “When people have the oppor-
tunity to do work in a way that: {a) effectively uses their skills; (b) fits their
values and {c) provides them the freedom to exercise choice, they will be fully
motivated to engage in their work.” They observed that ‘“Engaped employees
feel that their jobs are an important part of who they are’ and that ‘the feeling
of engagement cannot occur without a specific purpose or objective’.

What part is played by performance
management?

Performance management can provide general support for all the Engage
for Success enablers by ensuring that employees are aware of the goals and
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values of the organization and are given a voice in discussing their own goals
in relation to those of the business. Moreover managers can use performance
management to increase understanding of what the espoused values are and
apply the processes involved to demonstrate that these are values in use. But
abaove all, performance management supports the second of the four enablers
by encouraging managers to focus on their people and give them scope, treat
them as individuals and coach and stretch them. As MacLeod and Clarke
(2009) point out, ‘managers who foster engagement offer clarity for whart is
expected from individual members of staff, which involves some stretch, and
much appreciation and feedback/coaching and training”.

Dilys Robinson (2013) summed up her research findings on the character-
istics of engaging managers as follows:

All were able to quote evidence of team success, in the shape of activity metrics,
team or individual awards, customer satisfaction data, external recognition, and
praise from elsewhere in the arganisation. They were focused on their contribu-

tion to organisational goals, and proud of their teams’ success.

Performance management also has a part to play in achieving the condi-
tions for engagement specified by Macey et al (2009), namely that ‘Engaged
emplovees feel that their jobs are an important part of who they are’ and that
‘the feeling of engagement cannot occur without a specific purpose or objec-
tive’. Mone and London (2010) commented that performance management
enhances engagement by giving greater meaning to the work that employees
do. They explained that engagement can be driven by setting performance
goals and establishing development plans that support the career success of
emplovees. The ways in which performance provides specific support are set
out below,

Role development

Role development is the continuous process through which roles are defined
or modified as work proceeds and evolves. The part people play in carrying
out their roles can develop over time as people grow into them and with
them, responding to opportunities and changing demands, acquiring new
skills and developing competencies.

Levels of engagement will increase if the individual’s role is designed
or developed in accordance with the principles set out by Hackman and
Oldham {1974) in their job characteristics model. They identified five core
job characteristics:
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1 Skill variety: the degree to which a job requires an employee to perform
activities that challenge his or her skills and abilities.

2 Task identity: the degree to which the job requires completion of an iden-
tifiable piece of work.

3 Task significance: the degree to which the job outcome has a substantial
impact on others.

4 Awutononry: the degree to which the job gives an employee freedom and
discretion in scheduling work and determining how it is performed.

B Feedback: the degree to which an employee gets information about the
effectiveness of his or her efforts — with particular emphasis on feedback
directly related to the work itself rather than from a third party (for exam-
ple, a manager).

Hackman and Oldham explained that if the design of a job satisfied the core
job characteristics the employvee would perceive that the work was worth-
while, would feel responsible for the work and would know if the worl: had
been completed satisfactorily. The outcome of this would be high-quality
work performance and high job satisfaction as a result of intrinsic motiva-
tion. In current terms, this means higher levels of engagement.

Role development is a continuous process but the discussion between the
manager and the individual on the latter’s role at the start of the performance
management cycle enables more formal agreement to be reached on where
role requirements need to be clarified or amended. This may include defining
new key result areas or redefining existing ones. In doing this attention can
be given to the principles of the job characteristics model especially those
concerned with skill variety, task identity, task significance and autonomy
and how their application may enhance engagement.

Providing a sense of purpose

Engagement is most likely to be enhanced when people understand what
they and their department or function are there to do and have a clear sense
of purpose in carrying out tasks which they believe to be worthwhile.

As one of Dilys Robinson’s {2013 ‘engaging managers’ put it:

I do give them a bigger picture, a brief overview of the company line and how it
affects them, and what their impact on it is. This is why we do it, this is what we
want to achieve, this is why we want to achieve it and this is what the resule will

be if we get to the goal that we want to get to.
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The Watson Wyatt 2008-2009 survey stated that ‘our data shows that
engaged employees have frequent work-related discussions with their
immediate manager in comparison to their colleagues with medium to low
engagement levels. Forty-three per cent of high engaged employvees receive
feedback at least once a week compared to only 18 per cent of employees
with low engagement.

Feedback

Feedback to people on how they are doing is one of the key performance
management processes. [t is best provided by managers informally during the
vear not just formally at an annual performance review meeting. Research
by Kuvaas {2001) found that performance management is more likely to
result in good performance when employees receive high levels of feedback
regularly.

Positive feedback is a method of reinforcement which can increase levels
of engagement by convincing people that they are doing well and that there-
fore the job they are doing is worthwhile.

Recognition

Performance management provides opportunities for recognizing achieve-
ments through feedback. Macey and Schneider (2008) argued that when
leaders recognize good performance this will have a positive effect on
employee engagement by engendering a sense of attachment to the job. It
can demonstrate that employees are valued by their manager and the organi-
zation. Recognition is a powerful form of reward which encourages the
behaviour which characterizes engaged employees, for example, exercising
discretionary effort.

Learning and development

Engagement is enhanced if employees are provided with learning oppor-
tunities to develop their skills and further their careers. If performance
management is seen as a means of identifving and meeting learning and
development needs, as it should be, then it will contribute to increasing levels
of work or job engagement. Performance management also provides the
basis for coaching by line managers and others to increase skills or overcome
deficiencies.
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Psychological contracts

As noted by Gruman and Saks (2011} emplovees tend to have implicit and/
or explicit expectations on what they want from an organization. Such
expectations can be the basis of psychological contracts which involve recip-
rocal and interdependent obligations and therefore relationships between
emplovees and emplovers. In accordance with social exchange theory these
relationships evolve over time into trusting, loyal and mutual commitments
as long as the parties abide by certain ‘rules of exchange’. These rules involve
reciprocal behaviour so that the actions of one party lead to a response or
actions by the other party. Thus, as stated by Gruman and Saks: ‘According
to social exchange theory, employees will be more engaged themselves when
their psychological contract has been fulfilled [and] performance manage-
ment processes are the key factors in developing psychological contracts.

How can an organization ensure that
performance management plays its part?

As described above, the contribution performance management can make
to enhancing engagement is potentially considerable. Clearly, however, that
contribution will only be made if performance management works well.
And too often this does not happen. The issues are formidable. The biggest
one is the all too common situation of line managers being compelled to do
something that does not come naturally to them (they are there to lead their
teams not conduct multi-purpose performance reviews as directed by HR).
As a result they do not have the inclination to carry out their performance
management duties as required or, even if they are ready to try, do not possess
the range of demanding skills required because the organization has not seen
fit to spare them from their duties for long enough to learn those skills.

The best way to deal with this problem is to abandon the traditional
annual performance review and the ratings associated with it and focus
on encouraging and developing managers who will carry out performance
management as a natural part of their managerial duties not a duty imposed
on them.
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Performance management can play a major role in a total reward system in
which each reward element is linked together and treated as an integrated
and coherent whole. These elements comprise base pay, performance-related
pay, employee benefits and non-financial rewards — intrinsic rewards from
the work itself.

It is sometimes assumed that the main purpose of performance manage-
ment is to generate ratings to inform performance-related pay decisions. But
there is much more to performance management than that. It can provide for
a whole range of rewards in order to encourage job engagement and promaote
commitment. These rewards can take the form of recognition through feed-
back, opportunities to achieve, the scope to develop skills, and guidance on
career paths. All these are non-financial rewards, which can make a longer-
lasting impact than financial rewards.

Performance management is, or should be, about developing people and
rewarding them in the broadest sense. Approaches to using performance
management to provide non-financial rewards are discussed below. The rest
of the chapter deals with performance management and pay.

Performance management and non-financial
rewards

Non-financial rewards are provided by performance management through
recognition, the provision of opportunities to succeed, skills development
and career planning, and enhancing job engagement and commitment.
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Performance management and recognition

Performance management involves recognizing people’s achievements and
strengths. They can be informed through feedback about how well they
are performing by reference to achievements and behaviours. They can be
thanked, formally and informally, for what they have done. They can be
helped to understand how they can do even better by taking action to make
the best use of the opportunities the feedback has revealed.

Performance management and the provision
of opportunities to achieve

Performance management processes are founded on joint agreements
between managers and their people on what the roles of the latter are and
how they can be developed (enriched). It is therefore an essential part of job
or role design and development activities.

Performance management and skills development

Performance management can provide a basis for motivating people by
enabling them to develop their skills. It provides an agreed framework for
coaching and support to enhance and focus learning,.

Performance management and career planning

Performance management reviews provide opportunities to discuss the
direction to which the careers of individuals are going and what they can
do — with the help of the organization as part of its talent management
programme — to ensure that they follow the best career path for themselves
and the organization.

Performance management and performance pay

Performance management is not inevitably associated with performance pay,
although this is often assumed to be the case, especially in the United States.
A survey by Armstrong and Baron (2005) found that only 42 per cent of
respondents with performance management had performance pay.
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However, those who have performance pay must have a means of deciding
on increases and this has to be based on some form of assessment or catego-
rization. The most typical approach is the generation of ratings following
performance reviews to inform performance pay decisions — they were used
for this purpose by 80 per cent of the respondents to the e-reward 2014
performance management survey.

Methods used to decide on pay increases

The following methods were used to decide on pay increases:

s Through a pay matrix, relating performance awards, etc, to ratings by use
of a scale — 40 per cent.

s Through forced distribution, performance awards distributed among
employees by defining the percentape who should be rated at each level
ia ‘guota’ system) — 8 per cent.

s Through guidelines, guidance on average awards, with restrictions on
minimum and maximum amounts that can be awarded — 41 per cent.

s Other — 11 per cent.

The respondents to the e-reward survey who did not use ratings decided on
pay increases in the following ways:

s By an overall approach which takes account of the level of contribution
and market worth (for more details see below) — 32 per cent.

s By reference to assessments of the market worth of the individual - 3
per cent.

s By reference to the outcomes of a pay review where it has been expressed

generally that the level of contribution merits, for example, a high, average
or below average increase — 10 per cent.

s By reference to the ranked performance of peers — 7 per cent.
s Other — 47 per cent.
The ‘other’ methods often involved hybrids of the other categories such as

guidelines without maxima and minima or guidance with a higher degree of
discretion.
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Doing without ratings

One way of making decisions on performance pay without ratings was
adopted successfully by a publishing company. Managers conducting the pay
review (which was decoupled from the performance review) were simply
asked to place people in categories consisting of those whose contribution
deserved an above average, average or below average increase or none at
all. Managers had to keep within their pay review budget and guidelines
were issued to them on how awards should be distributed. The guidelines
were not mandatory but any recommendations in which the distribution was
significantly different from the guidelines had to be justified by the managers
concerned. This process of categorization could indeed be regarded as proxy
rating but at least it eliminated the problems of mechanistic rating processes
at the time of the formal performance review referred to in Chapter 7.

A more sophisticated approach to deciding on pay increases in the absence
of ratings can be based on pay policy. This policy will indicate that employ-
ees who are fully contributing at the expected level will be paid at or around
what is often called ‘the reference point” for the grade (a reference point repre-
sents the rate of pay appropriate for someone who is fully competent in the
role and is be aligned to market rates in accordance with the organization’s
market pay policies). If, in the judgement of the line manager, individuals
are achieving this level of contribution but are paid below their peers at the
reference point, the pay of such individuals would be brought up to the level
of their peers or towards that level if it is felt that the increase should be
phased. Individuals may be paid above the reference point if they are making
a particularly strong contribution or if their market worth is higher. The
policy guideline would be that the average pay of those in the grade should
broadly be in line with the reference point unless there are special market
rate considerations, which justify a higher rate. Those at or above the refer-
ence point who are contributing well could be eligible for a cash bonus. A
‘pay pot” would be made available for distribution with guidelines on how
it should be used.

This approach depends largely on the judgement of line managers,
although they would be guided and helped in the exercise of that judgement
by HR. Its acceptability to staff as a fair process depends on precise commu-
nications generally on how it operates and equally precise communications
individually on why decisions have been made. The assessment of contribu-
tion should be a joint one as part of performance management and the link
between that assessment and the pay decision should be clear.
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An example of how pay decisions are made in a finance sector company
is given below.

We look at & number of things when making a decision on an individual’s pay. One
will ba the size of the role as determined by job evaluation and we also consider
markat data and location to determine the avarage salary that you would expect
to pay for that role. We then look at how the individual has performed ovar the

|ast twelve months: Have they contributed what was expected of tham? Have they
contributed above and beyond their peers? Have they undarperformed in respect
of what was required of them? Thasae are not ratings, they are just guidelines
given to managers as to whether the individual should be given an average, above
avaraga or below average increase. We have a devolved budget and managers
have to make decisions as to what percentage they should give to differant
people. We suggest that if, for example, 2 manager has six people carrying out the
sama roles then, from an equal pay point of view, if they are delivering at the same
level and are all competent, they should be getting similar salaries. Individuals
paid below the market rate who are performing effectivaly may pet a bigger pay
rise to bring them nearer the market rate for the rola.

Reconciling performance management and pay

Focusing on performance management as a means of deciding on pay awards
may conflict with the developmental purposes of performance management.
This is likely to be the case if ratings are used — the performance review meet-
ing will concentrate on the ratings that emerge from it and how much money
will be forthcoming. Issues concerning development and the non-financial
reward approaches discussed earlier will be subordinated to this preoccupa-
tion with pay. Many organizations attempt to get over this problem by holding
development and pay review meetings on separate dates, often several months
apart (decoupling). Some such as the finance company described earlier do
without formulaic approaches (ratings) altogether, although it is impossible
to dissociate contingent pay completely from some form of assessment even
if this is limited to making decisions on which employees should have above
average, average or below average increases or no increase at all.
But Kessler and Purcell {1993) argued:

How distinet these processes (performance review and performance-related pay)

can ever be or, in managerial terms, should ever be, is perhaps debatable. Iris



Applications of Performance Management

unrealistic to assume that a manager can scparate these two processes easily and

it could be argued that the evaluations in a broad sense should be congruent.
And Armstrong and Murlis {1998) commented that:

Some organisations separate entirely performance pay ratings from the perfor-
mance management review. But there will, of course, inevitably be a read-across

from the performance management review to the pay-for-performance review.

The issue is that if you want to pay for performance vou have to assess the
extent to which that performance should be rewarded. But as mentioned in
Chapter 7, this need not involve conventional rating as part of a performance
review. The alternative is to separate — decouple — performance pay decisions
from performance reviews and categorize people according to the level of
reward they have earned.

And if you want, as you should do, the process of assessment to be fair,
equitable, consistent and transparent, then you cannot make pay decisions,
on whatever evidence, behind closed doors. You must convey to people how
the assessment has been made and how it has been converted into a pay
increase. This is a matter of procedural justice which demands that where
there is a system for assessing performance and competence, (1) the assess-
ment should be based on ‘good information and informed opinion’, (2) the
person affected should be able to contribute to the process of obtaining
evidence to support the assessment, (3} the person should know how and
why the assessment has been made, and (4} the person should be able to
appeal against the assessment.
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The two interrelated applications of international performance management
are covered in this chapter: first, its use by multinational firms in their foreign
subsidiaries and second, how expatriate employees are dealt with. The
system adopted in either case may be essentially similar to a typical national,
one-country approach.

Performance management in the subsidiaries
of multinationals

As Dowling et al (2008) observed: ‘By its very nature, a multinational is
a single entity that faces a global environment which means thar it simul-
taneously confronts differing national environments” When considering
how to operate performance management the dilemma facing multina-
tional enterprises is the extent to which there should be one standardized
system throughout the organization rather than local systems, which fit the
circumstances of the country concerned. This is the issue of convergence or
divergence as discussed below.

Convergence and divergence

All multinational corporations have the problem of achieving a balance
between international consistency and local autonomy. They must therefore
decide on the extent of convergence {centralization) or divergence (localiza-
tion). Briscoe et al {2012) remarked that: ‘International HRM strategy has
to deal with the issue of whether to standardize HRM policies and practices
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from headquarters, or to localize them to meet local conditions, or do both
{eg combination of core policies established by HQ with localized practices
to accommaodate local culture and practices).

If the choice is to adopt convergence to some degree or in selected areas
it is necessary to remember Tayeb’s (2003) proposition that it is gener-
ally easier to transfer strategies and policies than practices. Rather than
trying to impose central practices, in certain cases it may be preferable
simply to set out broad policy guidelines expressing and underpinning
the values that the parent company would like to be applied through-
out the organization. Pudelko and Harzing (2007} argued that those who
favoured convergence assumed that ‘in management, best practices can be
defined that are universally valid and applicable, irrespective of national
culture or institutional context’. But they also observed that: “We should
not expect every subsidiary to be brought into the best practices scheme
in the same way.’

Festing and Eidems (2011) reported that: ‘In the course of increasing
globalization, more and more MNEs [multinational enterprises] are being
forced to compete globally and simultaneously adapt their business strate-
gies to changing local demands. They also suggested that “firms tend not
to standardise a whole HRM system but rather focus on single practices’.
Performance management is often one of those practices.

Research conducted by Reilly and Williams (2012} indicted that the
following were the upsides and downsides of what they called a *one-country’
approach by HR, ie convergence:

The upsides:

s promotes common values;

» delivers consistent treatment to staff;

s exports good business practice to all parts of the organization;
« greater control over dispersed operations;

» cost control.
The downsides:

# harmonization can stifle innovation;
» centre loses touch with sharp end of the business;
s ill-conceived policies subverted at a local level;

s HR is focus for frustration as agent of the corporate centre.
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Approaches to international performance management

The amount of convergence or divergence in international performance
management systems can vary in five ways:

1 Total convergence (standardization) —using the parent company’s scheme
throughout the international organization.

2 Fartial convergence —foreign subsidiaries use a version of the parent
company’s system modified to take account of local factors such as culture
and work systems. Alternatively, they ensure that their own systems
conform to policy guidelines issued by headquarters, possibly including
certain requirements such as the design of the forms or methods of rating.

3 Total divergence {localization) — foreign subsidiaries use their own systems.

4 Fartial divergence — foreign subsidiaries can use their own systems as long
as they are in line with certain basic principles, for example, that perfor-
mance management should be a continuous process of joint planning,
agreement, dialogue and feedback.

5 Dual system — using local, possibly partly converged schemes, for subsidi-
ary company employees and reserving the headquarters scheme for
expatriates,

Considerations affecting the approach

A system that has worked well at headquarters will not necessarily transfer
well to a foreign subsidiary. A study by Gerringer et al {2002) covering ten
countries found that a centralized performance management system gener-
ally failed to fulfil its purpose.

The issues discussed below need to be taken into account when deciding
on the type of performance management system to be used, the extent to
which standardized performance management systems are desirable and, in
s0 far as they are standardized, how they should be managed. There are no
easy solutions. Each case has to be decided in accordance with individual
circumstances. But it is helpful to be aware of the potential pitfalls so that
action can be taken in advance to avoid them, as far as possible.

The particular issues affecting the use of performance management in
foreign subsidiaries are cultural differences, environmental differences, the
increased difficulty in influencing and controlling line managers and the
problem of achieving consistent rating results.

=
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Cultural differences

Cultural differences may affect the ability of a multinational firm to imple-
ment a standardized international system. For example, Shen (2005} noted
that:

In some Asian countrics such as China and Japan, feedback is not normally
given in order, to ‘save face” and group mectings are often held in performance
management processes to achieve group harmony. This aspect of Asian culture

is very different from Western culture where individualism is emphasized.

Environmental differences

The maturity of subsidiaries in terms of their productivity, ability to penetrate
markets, availability of skilled employees and work practices will vary and it
may be difficult for some subsidiaries to meet the standards of performance
expected by the parent company. Environmental differences such as levels of
political stability and standards of living will also affect the results achieved
by subsidiaries. Garland et al {1990} give an example:

One does not fire a Mexican manager because worker productivity is half the
American average. In Mexico, this would mean that this manager is working
at a level three or four times as high as the average Mexican plant... The way
we measure worker productivity is exactly the same, but the numbers come out

differently because of the environmental difference.

Account should be taken of these differences but it is easy for a remote head-
quarters to be unaware of how local factors affect performance levels.

Line managers

Even in a one-country domestic setting, performance management can easily
fail because the line managers on whom the system depends lack the skill
or the inclination to do it properly. In an international organization control
over how line managers implement performance management will be even
more difficult owing to the diversity of operations, the geographical sepa-
ration between headquarters and foreign subsidiaries and, possibly, the
unwillingness of local managers to take much notice of commands from a
remaote centre.



International Performance Management m

Rating problems

The achievement of reliable and consistent appraisal ratings in a domestic
setting is difficult; in an international operation it is virtually impossible.
Care should therefore be taken in designing and interpreting rating systems.
If it is felt that they are essential it may be best to leave them to the local
subsidiary and not try to introduce a suspect universal system.

What happens in practice

The 2014 e-reward survey of performance management established that 71
per cent of the respondents’ companies required subsidiaries to operate the
standard corporate performance management system. Where this was not
the policy, respondents adopted one of the following approaches:

s subsidiaries left to decide for themselves — 12 per cent;

s subsidiaries required to use performance management but allowed to have
their own system — 11 per cent;

s subsidiaries required to use performance management but allowed to have
their own system subject to following corporate guidelines — 6 per cent.

Briscoe et al (2012) observed that multinational Western country-of-origin
companies were likely to use a standardized approach to performance
management in their subsidiaries. This was warranted *“for the sake of global
integration, uniformity, organizational culture cohesiveness, fairness, mobil-
ity of global employees, and as a control mechanism’. And it can be argued
that replicating domestic practices simplifies the process of collecting and
interpreting data.

Gregersen et al (1998) found in their research sample of US multinational
firms that 76 per cent of them used the same standardized appraisal forms
internationally. But they also found that subsidiary firms often tended not to
follow corporate practices and when they did use standardized procedures
this reduced the effectiveness of the appraisals.

The trend rowards convergence was confirmed by the Global HR Research
Alliance research as reported by Stiles (2007}, which concluded that:

In performance management we found little or no difference across the world.

We witnessed a concerted effort on the part of group HR departments to
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maintain global standards supported by global competencies (at foundation,
managerial, technical and leadership level), common evaluation processes and
common approaches to rewards. It was difficult, therefore, to find many distine-

tive local practices.

International performance management in action
Standard Chartered Bank

The international performance management process used by Standard
Chartered Bank is illustrated in Figure 15.1.

Figurae 15.1 International performance management system — 5tandard Chartered Bank

The Process

= Global for all employees

= |n transition to accelerate a high-
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dewvelopment, rewsard and individual
ENngagement

= Addresses performance issues

= Underparformeance not tolerated

r

Final review (Mov/Dec) | Interim review [July)
= 1-k financiel/business rating | = Formal step-back
scale = ‘Tracking® rather than “rating”

= A-D values rating scala -
= Effective diffarentiation |
= Additional feedback form
= Cascaded ‘level down' rating|
PEVIEWE

SOURCE Armstrang and Baron (2003}

Serono SA

As reported by Coleman and Chambers (2003), Serono SA, the Swiss biotech-
nology company with offices around the world, needed a performance
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management system that was not only consistent but was also flexible enough
to adjust to the laws governing employment in each of its far-flung operations.

Each Serono operating unit has its own objectives which are aligned to
overarching corporate goals. Units in each country tailor their performance
management systems for compliance with local laws, customs and budgets.
An information technology system was developed to automate performance
management for Serono’s global operations. The analytical tools built into
this system enable HR at the centre to gain an overview of how the organiza-
tion as a whole is evaluating its employees. For example, data on assessments
presented as bell curves (graphs showing distributions in the form of a curve
shaped like a bell}, reveal the extent to which appraisal scores are out of line
with what is regarded as a normal distribution.

Performance management for expatriates

An expatriate was defined by Lee and Donohue {2012} as “any individual
who relocates from hisher home base to an international location for busi-
ness or work purposes and sets up temporary residence in the host country”.
The management of expatriates on international assignments is a major
factor determining success or failure in a global business. Expatriates are
expensive. They can be hard to manage because of the problems associated
with adapting to and working in unfamiliar environments and cultures and
concerns about their development and careers. Managing their performance
presents particular difficulties and the factors involved are discussed below.

Factors affecting expatriate performance

Issues such as culture shock and cross-cultural adjustment may adversely
impact on the performance of expatriates. Pinto et al {2012) commented
that: “Socio-cultural adjustment and psychological well-being of expatriates
and their families are preconditions for their success.’

One of the challenges of performance management for expatriates is that
the type of skills developed and used in an international job are different
from those developed and used in a domestic environment. These include
managing a workforce with cultural differences, dealing with the differ-
ent behavioural norms of clients, customers and government officials, and
coping with a different legal system.
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It may be feasible to set up a standardized set of performance factors at
headquarters and get the host country evaluators to use these common head-
ings while setting their own individual performance goals, bearing in mind
corporate goals. Lee and Donohue (2012) developed and tested an expatriate
performance scale consisting of six elements:

o Task performance.

s Management and administration.
s Teamwork and leadership.

e Demonstrating effort.

s Communication performance.

o Maintaining self-discipline.

Factors affecting performance management for expatriates

The effectiveness of performance management for expatriates is affected by
the complexity of international business and the distance separating head-
quarters and subsidiaries. There may be problems with the choice of evaluator
— should it be someone in the host country or the home country and, if the
larter, will parent company evaluators know enough about the people they
assess and the performance conditions those people face? A parent company
evaluator's perception of good performance may differ from the reality of
conditions in the subsidiary. There may be problems with long-distance
communication. Contacts between the parent company evaluator and the
expatriate being evaluated may be infrequent. A host country evaluator may
lack the experience of a practised headquarters evaluator and management
at head office may not trust local assessments. This problem may be less
acute if the initial evaluation to be carried out locally and reviewed at the
centre or, better still, if the host country evaluator discusses the evaluation in
advance with the home country evaluator.

If local evaluation is practised the following points made by Oddou and
Mendenhall (2007) are relevant:

Regardless of the effectiveness or availability of performance management toals,
expatriate performance management success depends largely on the manager
and expatriate in question: how well they understand, internalize, and accept

performance management, and how skilful they are in its implementation. To
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this end, appropriate performance management training should be given to all

expatriates, including their superiors.

A performance management system for expatriates may basically resemble
the standard headquarters system, but when operating it the considerations
set out above need to be remembered. When setting performance goals and
standards it is particularly necessary to remember the different conditions
in which expatriates work, the performance issues they have to face and the
special demands made upon them.

The arrangements may vary according to the level of the emplovees
concerned. Research by Tahvanainen (2000) into performance manage-
ment practices at Nokia Telecommunications found that although a global,
standardized system was in place, there were differences in how expatriate
performance was evaluated, particularly in terms of how performance goals
were set, who set them and what type of goals they were. Senior host country
managers were evaluated by more senior managers at headquarters against
the performance goals specified in the incentive scheme. The evaluation of
middle manager expatriates was typically done by their senior manager in
the host country. If the expatriate also had a manager in the home coun-
try the host country manager usually discussed the expatriate’s performance
with that home country manager prior to conducting the evaluarion.
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What'’s wrong 10
with performance
management and
how it is being

put right

Performance management is a systematic and continuous process for improv-
ing organizational performance by developing the performance of individuals
and teams. However, in practice it promises much but can deliver little. The
performance of performance management has been subject to strong criti-
cism for many years — hardly any commentators have leapt to its defence and
comments like these are encountered frequently.

Performance management issues in the UK as listed by Professor Paul
Sparrow (2008) include:

s the ability to produce higher levels of employee engagement as opposed to
just more self-awareness or measurement accuracy;

s the level of alignment between rewards (in their fullest sense) produced
by the performance management system, and the varied needs of diverse
employee segments, who may be working to very different psychological
contracts;

s the extent to which stand-alone performance management systems contrib-
ute directly to value creation in the organization or rather serve more to
protect value by managing only marginal risks.

Pulakus et al (2008) state that the main problems with performance manage-
ment in the US are that:

s performance management is regarded as an administrative burden to be
minimized rather than an effective strategy to obtain business results;
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e managers and employees are reluctant to engage in candid performance
discussions;

e judgement and time factors impede accurate performance assessments.

Duncan Brown, Head of HR Consultancy at the Institute for Employment
Studies {2010), observed that:

The problems [of performance management| are... not of ambition or intent,
but rather practice and delivery. Low rates of coverage and even more frequently
low quality conversations and non-existent follow-up are commonplace, in the
wake of uncommitted directors, incompetent line managers, uncomprehending
employees and hectoring HR. with their still complex and bureaucratic HR

Processcs.

Professor Samuel Colbert of the UCLA Anderson School of Management
(2010) claimed that:

This carparate sham [performance management] is one of the most insidious,

most damaging, and yet most ubiquitous of corporate activitics. Everybady does
it and almost everyone who has been evaluated hates it It's a pretentious, bogus
practice that produces absolutely nothing that any thinking executive should call

a corporate plus,

Against this background this chapter includes: (1) a review of the research
on how performance management is working, (2) an explanation of why it
fails, that includes a summary of the lessons provided by neuroscience, and
i3) what is being done to put it right.

How well is performance management working?

A considerable amount of research has been carried out on performance
management, most of it with negative results. Summaries of a number of
studies in date order are set out below.

Corporate Leadership Council (2002)

The following comments about the importance and difficulty of improving
employee performance were made by some of the 19,000 respondents to a
sSUrvey:
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A system that drives improvements in employee performance drives improve-
ments in your business. If you can’t use reviews to improve employee

performance, then what's the point? (VP of HR, European manufacturer)

The manager has a critical role in driving high employee performance, and HR
needs to provide managers with the support to do that well. The problem is we
don’t really know which manager behaviours drive good employee performance.

(VP of HR, North American health care company)

There are many drivers of high performance — leadership, recognition, devel-
opment. But it is extremely difficult to fgure out how to actually create a

high-performance envirenment. (VP of HR, South African financial services irm)

We've learned that you have to have the right reward structure in place or your
performance management system won't work. But beyond aligning perfor-
mance criteria and rewards, we struggle with knowing what else we can do to
make sure we're geeting the best performance from our employees. (VI of HE,

European retailer)

McAdam, Hazlett and Casey (2005)

Research in a public sector organization indicated that staff at all levels
understood the new performance management system and perceived it as
being beneficial. However, there were concerns that the approach was not
continuously managed throughout the year and was in danger of becoming
an annual event, rather than an ongoing process. Furthermore, the change
process seemed to have advanced without corresponding changes to appraisal
and reward and recognition systems. Thus, the business objectives were not
aligned with motivating factors within the organization. It was argued that
there is a need for increased understanding in relation to developing appro-
priate performance management approaches within the context of the public
sector, particularly the complexity of multiple stakeholders and difficulties in
simply adapting and transferring private sector solutions.

Chartered Institute of Personnel and Development (2009)

A toral of 507 individuals responded to a web-based survey. In reply to
the question of what performance management could achieve, the high-
est level of agreement (30 per cent) was to the assertion that performance
management enables individuals to understand what they ought to be doing.
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But 13 per cent disagreed and 57 per cent neither agreed nor disagreed.
Twenty-three per cent agreed that performance management helped line
managers to manage people better but 25 per cent disagreed. Only 20 per
cent agreed that performance management had a positive impact on indi-
vidual performance and 21 per cent disagreed.

WorldatWork and Sibson (2010)

A survey established that the top three performance management challenges
reported by respondents were: (1) managers lack courage to have difficult
performance discussions (63 per cent), (2} performance management is viewed
as an ‘HR process’ instead of as a *business critical process’ (47 per cent)
and (3) they experienced poor goal setting (36 per cent). They also noted
that: “Too much attention has been placed on the design of a [performance
management] system and not enough on how it works when implemented.

Institute for Employment Studies (2011)
The conclusion reached by the research was that:

Managers and employees in the IES study not only found the PM process
complex and burcaucratic. They felt this completely masked its fundamental
purpose. The commonest criticism by both managers and employees was that

it was a box-ticking or form-flling exercise... The loudest message from HR
and senior managers is of the need to get the forms filled in on time — a message
about administrative compliance. S0 again in a real sense HR is asking for form-

flling, so should not be surprised when managers say it feels like form-flling!

Here are some of the comments made by managers and employees who took
part in this study:

Performance management is seen as something you do to keep HR quiet. It's
seen as owned by HR not about how you manage people properly.

Managers don't give honest feedback and employees don’t tell managers what
they are thinking. There is no real conversation. 360-degree feedback is sought

only from those who will say positive things.
There is no action resulting from the performance review.

Duncan Brown (2011) observed on the basis of this research that: *The
main areas of concern [about performance management| were the skills
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and attitudes of reviewing managers, the consistency and quality of
approach across large organizations, the complexity of the paperwork
and the value of outputs... Performance management, it appears, isn't
working.’

Society for Human Resource Management (2012)
The conclusions reached by an SHRM study were that:

Traditional performance management processes are often perceived as burden-
same, demotivating and without value... Despite years of research and practice,
dissatisfaction with performance management (PM) is at an all-time high. More
than 75 per cent of managers, emplovees and heads of HRE feel that PM results
are incffective andior inaccurate, Additionally, study after study has shown

that the performance review is dreaded — it is not only perceived to be of lictle
value but it is highly demotivating to employees, even the highest performers.
Between formal goal-setting processes, mid-year and year-end reviews, and
often extensive rating and calibration processes, a great deal of time and effort
is expended on PM activities, costing organizations millions annually with

questionable returns.

Towers Watson (2012)

The three conclusions from this survey with 384 participants across Europe
were that:

1 Only just over a third (3& per cent) of employers say that performance
management programmes are effective.

2 Forty-seven per cent of organizations have already introduced or plan to
introduce new technology to enable better processes.

3 Over half of the companies say that managers lack necessary skills and
time to manage performance really well.

Chartered Institute of Personnel and Development (2014)

A survey of employees’ views in 2014 on the fairness of performance manage-
ment processes found that less than half {46 per cent) believed that they
are very or somewhat fair, while a fifth believed that they are somewhat or
very unfair.
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Chartered Institute of Personnel and Development (2015)

A small sample of senior HR leaders was surveyed by the CIPD in 2015
ireported in CIPD, 2016) to obtain their opinions about performance
management. Their views were compared with those of a number of busi-
ness leaders working outside the area of HR. It was found that while nearly
half (49 per cent) of the HR leaders’ organizations used annual apprais-
als, most of them {55 per cent) did not consider them effective. Six-monthly
appraisals seem to work slightly better, but were still seen as ineffective in a
third {37 per cent) of cases. Senior leaders from outside HR were even more
critical; three in four (73 per cent) considering annual appraisals ineffective
and nearly half (46 per cent) considering six-monthly appraisals ineffective.

Conclusions

These studies have produced largely negative results. They have recorded
doubts about the effectiveness of performance management and found faules in
design (eg too complex), and in execution (mainly with performance appraisal
or review problems and the role of HR and line managers). Positive endorse-
ments of performance based on research are hard to find. There has been only
one fairly recent study that has produced favourable results. This was a survey
by Holdsworth and Jirasinghe {2008) of the opinions of line managers about
performance management which established that 68 per cent of respondents
believed that it was very effective or excellent in their organization.

Why does performance management fail?

If vou ask HR. people why performance management fails they are likely to say
that it is all the fault of line managers who are either uncommitted to doing it
or do it badly or both. The e-reward 2014 survey of performance management
revealed that the three major concerns of the HR respondents were:

1 The lack of line managers with the skills required to carry out perfor-
mance management effectively.

2 Line managers who are reluctant to conduct performance management
reviews.

3 Line managers who do not discriminate sufficiently when assessing
performance.
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On the other hand, if you ask line managers the same question they are likely
to say that it is the fault of HR who impose a complex and unworkable
system on them, police their efforts but fail to give adequate support, and
have unrealistic expectations about what their performance management
system can achieve because they do not really understand what is involved in
managing performance.

The line managers are right. The blame for the failure of performance
management generally rests with HR. It is HR people and the HR consule-
ants who advise them who design over-complex systems. For example, in a
not-for-profit organization the appraisal forms to be filled up by line manag-
ers are six pages long. It is HR people who insist on an annual performance
review which demands a level of skill few managers can reasonably be
expected to attain and is in any case dreaded by all concerned. It is HR people
who insist on ratings and demonstrate their lack of trust in line managers by
adopting forced distribution systems |compelling managers to conform to a
laid down distribution of performance ratings). It is HR. people who fail to
persuade management that there has to be a substantial investment in train-
ing to ensure that managers acquire essential basic skills in such performance
management activities as providing feedback, agreeing goals, preparing devel-
opment plans and dealing with underperformers. It is HR people who spend
their time policing the efforts of line managers rather than supporting them.
It is HR people who lack the understanding of business needed to advise on
the development of a high-performance culture — an essential ingredient for
the success of performance management. And it is HR people who fail to
get sustained backing from top management, also essential to performance
management’s success. The main issues are discussed in more detail below.

Complexity

Willing participation in performance management activities is more likely
to be achieved if managers do not see it as a bureaucratic chore. If forms
are used they should be as simple as possible, no more than two sides of one
piece of paper. Web-enabled performance management eliminates paperwork
and can speed up the process but it must not be too complicated. It should be
emphasized that performance management is not a form-filling, box-ticking
or data-entry exercise and that the important thing is the dialogue between
managers and individuals that continues throughout the year. It is not just
an annual event,
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One problem with the standard model of performance management
{as illustrated in Figure 2.1 in Chapter 2} is that it can encourage an over-
elaborate approach. Systems designers may be tempted to cover every aspect
of the model in detail and turn what should be a natural and straightforward
management process into a bureaucratic nightmare with complex procedures
and intricate paper- or computer-based forms. Manapgers don't like this and
won't do it properly, if at all. Employees generally regard it as vet another
control mechanism imposed from above.

Too much complexity is built into the system when performance reviews
are expected to fulfil numerous functions including performance improve-
ment, feedback, coaching, goal setting, skill development, the identification
of potential, pay determination and the identification of underperform-
ers. When designing the system it is best to focus the scope of performance
reviews on a limited range of functions, eg objective setting, feedback and
development planning.

The watchwords are *keep it simple’. Limit forms, if they are used at all,
to no more than two pages. Computerize any recording required but again,
resist the temptation to load the process with a multitude of tick boxes.

Avoid jargon. Terms such as role profile, key result areas or key perfor-
mance indicators make perfect sense to HR as explanations of how the system
works. But to the managers and employees who have to run the system they
can look like prime examples of managerese or HR speak. Such terms should
be avoided or at least minimized in communications about the scheme or
during training. The experience of the writer as a practitioner, consultant and
researcher has shown that this can be achieved without prejudicing the effec-
tiveness of the system as long as the basic processes of goal setting, feedback
and development planning are covered.

Annual performance reviews

There has been almost universal agreement amongst commentators with the
comment by Gabriella Jozwiak (2012 that: *Every workplace has its idiosyn-
cratic seasonal events, and HR is perhaps most visible during the annual
performance appraisal. Why? Because employees dislike them. They are time-
consuming, involve too much paperwork, HR would even do better to drop
them altogether and find a better performance-management tool.” She quoted
a recent US poll of 2,677 people (1,800 employees, 645 HR managers and
232 CEOs) by Achievers, the San Francisco-based rewards-and-recognition
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consulting firm, which revealed that 98 per cent of staff find annual perfor-
Mance reviews unnecessary.

Abolishing this annual review and replacing it with more frequent feed-
back conversations during the course of the year have been perhaps the
biggest change made by organizations that have reinvented their perfor-
mance management systems. This recognizes what should be obvious — that
managing performance is something that happens throughout the vear, not
just at infrequent intervals. More frequent get-togethers of managers with
individual members of their team are required. These should take the form
of a conversation rather than a formal review and can therefore be called
‘performance and development conversations (PDCs). They include feed-
back from the manager and, possibly, some self-assessment by the individual.
They focus on the priorities people set for themselves and the progress they
are making on meeting those priorities and contributing to the performance
of their team and the organization. Discussions take place on immediate and
longer-term development needs.

Objectives

There are three issues relating to setting objectives: (1) an overemphasis on
quantification, {2) the use of the ‘SMART" acronym and (3} linking indi-
vidual and organizational objectives.

Overemphasis on quantification

A performance objective or goal (the terms are interchangeable) describes
what someone has to accomplish. Ideally objectives should be defined as
specific targets — eg ‘reduce reject levels by 3 per cent within nine months’,
‘introduce X by Y. The problem is that, as a hangover from the largely
discredited management-by-objectives system, some organizations insist that
all objectives should be quantified in this way. For some jobs or parts of
jobs where the job-holder is responsible for providing advice this can be
difficult. For example, HR. business partners are there, amongst other things,
to provide advice and support to their line manager clients. A quantified
target of, say, ‘Provide a minimum of five pieces of good advice a week’
would be meaningless. But it is possible to define the conditions that would
exist if the task of providing advice has been well done, for example: *The
advisory aspect of the job will have been done well when the job holder
consistently provides prompt, good and actionable advice to line manager
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clients as required.” This can be termed a standard of performance. Unless
this is practised when appropriate, line managers will be frustrated by having
to pursue the will-of-the-wisp of quantification for the sake of quantification.

Use of the SMART acronym

The acronym ‘SMART’ is often used to define a good performance objec-
tive or goal. Traditionally, § stands for specific (sometimes stretching), M
for measurable, A for agreed, R for realistic and T for time-related. But an
emphasis on being SMART may give managers the impression that every-
thing has to be quantified, which leads to frustration when they find out that
it can’t be done and results in the setting of unrealistic targets.

As Chamberlin (2012) argued, the real aim of setting objectives is for
people to know (1) what they have to do, (2) when they've done it, (3] that
they are able to do it, (4) why they have to do it {ie who for), (5) that it is
something they should be doing and (6} how they are progressing along the
way. He criticized the conventional acronym and suggested that the last three
should be amended to read A for attainable, R for relevant and T for track-
able. Chamberlin attached particular importance to relevant — the goal has
to be linked to the business and its customers. He also emphasized trackable
because the important thing to do with goals is to monitor progress over
time, ie track them. He rejected time-related becanse it did not convey this
essential feature and was in any case covered already by specific.

Aligning individual and organizational objectives

The textbooks on performance management usually recommend that indi-
vidual objectives should be aligned to the organization’s. But they do not
make it clear how this can be done. It is hard. Individual roles can seem
to be remote from the organization's goals. Where the attempt is made to
establish a link it can too easily be expressed as a bland declaration of intent
rather than a specific objective. Only half the respondents to e-reward’s 2014
performance management survey (five) said they did it.

Rating and forced ranking

There is a strong case for abolishing ratings although many organizations are
reluctant to do so. The pernicious practice of forced ranking should also be
discontinued and this is a feature of some recent redevelopments of perfor-
mance management systems.
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There are perfectly good ways of deciding on performance pay increases
without the use of crude overall ratings as discussed in Chapter 14. Similarly,
there are good ways of identifying potential in the absence of overall ratings.
For example, at Deloitte, as reported by Buckingham and Goodall (2013),
team leaders are asked to respond to the following four future-focused state-
ments about each of their team members:

1 Given what | know of this person’s performance, and if it were my money,
I would award this person the highest possible compensation increase and

bonus.

2 Given what I know of this person’s performance, | would always want him
or her on my team.

3 This person is at risk for low performance.

4 This person is ready for promotion today.

In effect, team leaders are asked what they would do with each team member
rather than what they think of that individual.

Performance management and performance-related pay

It is often assumed the performance-related pay schemes can only function
when there is a rating process, which determines the size of the increase. It
is true that most organizations with performance pay base it on ratings. But
20 per cent of the respondents to the e-reward 2014 performance manage-
ment survey did not. Overall ratings of the A, B, C variety can be abolished
but performance pay decisions would still have to be based on some form of
categorization. This would mean getting managers to simply place employees
in categories such as:

s overall contribution merits an above average award;

s overall contribution merits an average award;

s overall contribution only merits a below average award;

o the level of contribution indicates that no award should be made.

The other issue is whether the rating and performance pay decisions should
take place at the same time or whether they should be separated — *decou-
pled.” Separating them may be favoured because it helps to ensure that the

developmental components of the review, such as performance improve-
ment and identifying learning needs, are not prejudiced by concerns over pay
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outcomes. The problem of reconciling the developmental aspects of perfor-
mance management or appraisal and pay has been with us for decades.

Nearly two-fifths of the respondents to the e-reward 2009 contingent pay
survey conducted them at separate times. As one of them put it: *The perfor-
mance review should not become a pay negotiation.”

Top management commitment and support

The role of top management is to manage performance. The chief executive
with the support of the top management team sets goals, formulates strate-
gies to achieve the goals and ensures that these strategies are implemented.
The whole top management team is there to create and maintain a high-
performance culture, one in which the values, norms and practices of an
organization combine to create a climate in which the achievement of high
levels of performance is a way of life.

But HR also has the vital role of encouraging and supporting top manage-
ment. Their job is not simply to design the system. They have to make out the
business case for performance management and they have to make great efforts
in conjunction with senior management to see that it works. They will only be
able to do this if they understand the business model of the organization and
the factors that deliver the results required by that model. They need to know
what good performance looks like it and how to ensure that it happens.

Employee development and talent management

Conceptually, the prime concern of performance management is the devel-
opment of people to perform even better in the future and to advance their
careers. The Institute for Employment Studies (IES) research (2011) estab-
lished that in several of the case organizations, employee development was an
important intended purpose of performance management but it was weakly
executed compared with objective-setting or performance review. Annual
reviews tend to spend most of the time looking backwards, not forwards.

An associated issue is the link between performance management and
talent management. This is not always as explicit as it should be. Performance
management can support the key talent management activities of identifying
talent and developing talent. It is necessary to ensure that line managers are
aware of the part they should play in these activities and are given guidance
in carrying out that role.
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Line managers

Line managers are often blamed for the failure of performance management
but the real blame should be arrached to those who expect too much of them
in handling over-complex systems and fail to provide them with the train-
ing, guidance and help they need to develop and apply the demanding skills
required. The research conducted by the IES (2011) found that:

Training in performance management (PM) was quite haphazard or cursory in
several of the cases. It could be included as a small item in a general introduc-
tion to management. Such training often concentrated on how to fAll in the
forms rather than the purpose of PM or how to have performance and develop-
ment conversations. Some cases had maodules in managing poor performance,
but PM training was often not mandatory. Training in PM still tends to the
‘sheep dip’ approach rather than being tailored to the manager’s needs and level

of existing expertise.

Implementing performance management

Organizations introducing performance management or amending an
existing scheme start with good intentions. They know what they want to
achieve and believe they have the answer to the question ‘How should it be
achieved?” But intent is not converted into action. The design of the scheme
(eg over-complex) and its method of introduction (poor communications or
inadequate training) predicate failure.

Evaluating performance management

A process as demanding and complex as performance management needs
to be evaluared regularly to check thart it is functioning as planned and to
identify any actions required to improve its effectiveness. Yet only 31 per
cent of the respondents to the e-reward 2014 survey of performance manage-
ment reported that they conducted formal evaluations. Previously, Guest
and Conway {1998) commented that it was impossible for them to reach
any conclusion on the extent to which performance management improves
performance because the survey upon which they were basing their assess-
ment revealed that very few organizations were evaluating their schemes.
Evaluation is essential and the criteria for evaluating performance manage-
ment should have been defined when the system was introduced or amended.
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They will be based on its objectives and how well they have been achieved.
If, for example, performance development is a major objective, the method of
measuring the impact of the system on performance should be described. The
system design should specify how it is intended to operate and the evaluation
will aim to determine the extent to which these operational requirements are
being met.

Success criteria such as those set our below should be defined in advance
and used as the basis for evaluation:

o Measures of improved performance by reference to such terms as output,
productivity, sales, quality, customer satisfaction and return on investment.

s Achievement of defined and agreed objectives.

e Assessments of reactions of managers and employees to performance
management.

e Measures of employee engagement before and after the introduction of
performance management and then at regular intervals.

s Development plans agreed and implemented.

Lessons from neuroscience

Research by the Neuro-Leadership Institute reported by David Rock et al
{2014) showed why numbers-based performance management is obsolete.
Labelling people with any form of numerical rating or ranking automati-
cally generates an overwhelming *fight or flight’ response that impairs good
judgement. This neural response is the same type of ‘brain hijack’ that occurs
when there is an imminent physical threat like a confrontation with a wild
animal. It primes people for rapid reaction and aggressive movement. But
it is ill-suited for the kind of thoughtful, reflective conversation thar allows
people to learn from a performance review. A neuroscience-based framework
devised by David Rock (2009) indicates that five organizational factors have
an immense, but often unnoticed, effect on negative human reactions. These
factors are status (the perception of being considered better or worse than
others); certainty (the predictability of future events); autonomy (the level
of control people feel over their lives); relatedness (the experience of sharing
goals with others); and fairness (the sense of being respected and treated equi-
tably, especially compared with others). When an organization’s perceived
level of any of these factors is low, people feel threatened and perturbed.
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Another problem with performance management identified by neuro-
science is that it fosters an incorrect but prevalent view of human growth
and learning. Carol Dweck {2008), Professor of Psychology at Stanford
University, has discovered that most people hold one of two implicit theories
about human growth and learning. The “fixed mindset’, as she calls it, holds
that intelligence and talent are basically established at birth and remain
static throughout life. People are born smart or not, and there’s not much
anyone can do about it. The ‘growth mindset’, by contrast, holds that people
learn, grow, and improve all their lives. But they could learn far more effec-
tively, and bring more of a high-performance attitude to everything they did
if they weren’t held back by the mental paralysis associated with the fixed
mindset. The fixed mindset is often reinforced by performance management
systems and when this happens people will typically strive to avoid difficult
challenges. Any demanding objective will be seen as an invitation to fail. To
make performance management work it is necessary to encourage managers
to adopt a growth mindset and thus promote continuous development.

Conclusions

The evidence suggests that performance management is too often an expen-
sive, complex system for making people unhappy. It can fail when expectations
are much higher than the ability to deliver results. Any of the factors listed
above will create problems with performance management, but they can
combine in various ways leading to total failure. So a badly designed and
complex system can be poorly implemented in an environment where high
performance is not given sufficient priority and where the onus of delivering
performance management is left to HR rather than being the concern of top
management.

The recognition that the traditional performance management system isn't
working has prompted many organizations to ‘reinvent’ their approach to
managing performance as described below.

Putting performance management right

Organizations have recently been looking very hard at their performance
management systems and haven't liked what they have seen. The e-reward
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2014 survey established that there was generally less focus on bureaucracy
and form filling exercises and more on performance management becoming
an ongoing process and part of the company’s culture. Here are four exam-
ples of the steps respondents were taking:

s “We removed the need for individuals to be awarded a performance rating
(eg exceptional, good, poor, etc). The link to a non-consolidated pay award
was also removed.

s ‘Removal of “process camouflage™ (eg five-point rating scale, interim
review, rating calibration systems) to enable focus on actionable feedback,
coaching and growth.’

s ‘Moved from a forced distribution system to more qualitative develop-
mental discussions.”

+ ‘Focus on conversations, moving away from a forced distribution curve.
Aim is to engage our people, build trust and leverage to obtain greater
potential value from the conversation.'

Kinley {2018 identified two main changes taking place. First, forced ranking
has been eliminated and second, performance review meetings have become
more frequent and less formalized than the traditional annual review.

In the United States many businesses have been making significant changes
to their performance management systems. Here are seven examples.

Adobe

Adobe, the computer software company based in California, has 13,000
emplovees. It flourishes in a highly competitive industry. The company’s
founding values are to be genuine, exceptional, innovative and involved.
Attempts had been made over five years to realign their performance
management system to these values but they had failed. It was estimated that
managers were spending 80,000 hours a year on it.

It was decided to introduce an entirely new system the features of
which were:

e 1o ratings, no prescribed format, no forms, no technology *system’;

« the annual review meeting replaced by manager and employee “check-ins’
covering expectations, feedback, growth and development agenda, to be
whenever sensible but at least quarterly;
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s extensive training support was provided for managers — role plays, lectures
and online;

s an employee support centre was established;

s managers were made entirely responsible for managing their pay budgets
and pay outcomes and allocated budgets;

s managers were able to define their own processes and requirements for
HE support;

s regular surveys were held to measure engagement and provide insights on
decisions and impact.

The outcome was that the focus was no longer on process, chasing numbers
and ratings. Frequent feedback was provided in the regular check-ins (average
one a month per employee) and became the new currency for employees and
managers — feedback was no longer feared, managers’ knowledge of perfor-
mance of individuals was significantly greater than ever before, and the demand
for training on coaching others, handling difficult conversations, mentoring,
career development and managing reward increased. Levels of engagement
increased and voluntary turnover decreased by 30 per cent in two years.

Accenture

Pierre Nanterme, CEQ of Accenture, a global professional services firm with
over 300,000 emplovees, explained to a Washington Post interviewer in 2015
what was happening to performance management in his company.

Wa're going to get nd of it. Not 100 per cent but we're going to get rid of probably
90 per cent of what we did in the past. It's not what we need. We are not sura
that spending all that time on performance management has been yielding a
great outcome.

And for the millennium generation, it's not the way they want to be recognized,
the way they want to be measured. If you put this new generation in the box of
the performance management we've used the last 30 years you lose them.

Porformance is an ongoing activity. It's every day after any client interaction or
business interaction or corporate interaction. t's much more fluid. People want
to know an an ongoing basis, am | doing right? Am | moving in the right direction?
Do you think I'm progressing? Nobody's going to wait for an annual cycle to get
that feedback. Now it's all about instant performance management.
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All this terminolegy of rankings — forced rankings along some distribution curve
or whatever —we've done with that. Wa've totally done too much effort for a
limited outcome. Wa're going to evaluate you in your role, not vis-a-vis who might
work in Washington, who might work in Bangalore. It's irrelevant. It should be
about you. How are you performing now and do we believe you are prepared to
move te another rola? We are getting rid of the comparison with other people.

Deloitte

As reported by Marcus Buckingham and Ashley Goodall {2015) a complete
redesign of the Deloitte performance management system was undertaken
because it was believed that the current approach was completely out of step
with the firm’s objectives. A further incentive to change was provided by a
survey, which revealed that 58 per cent of their executives failed to drive
either employee engagement or high performance.

In the typical existing performance management system objectives were set
for each of the 635,000-plus employees at the beginning of the year and each
of them were rated for each completed project (the work is mainly project-
based} on how well the objectives were met. These evaluations were factored
into a single year-end rating, arrived at in lengthy ‘consensus meetings’ at
which groups of “‘counsellors’ discussed hundreds of people, comparing them
with their peers.

As part of the research conducted before planning a new approach
Dieloitte counted the number of hours the organization spent on performance
management and found that completing the forms, holding the meetings, and
creating the ratings consumed close to 2 million hours a year. A review of
research on ratings was conducted from which it was discovered that they
were determined mainly by the peculiarity of the perceptions of raters rather
than by actual performance and that ratings of skills were particularly prone
to error. Finally internal research was conducted to establish the validity of a
*strengths-based’ approach to performance management. A total of 60 high-
performing teams with1,287 employees was identified and a control group
of 1,954 employees was set up. A six-item survey was conducted which
revealed that three items correlated best with high performance for a team:
*My co-workers are commirtted to doing quality work”, *The mission of our
company inspires me’ and ‘I have the chance to use my strengths every day™.
Of these, the third was the most powerful across the organization.
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The system then developed by Deloitte was characterized by speed, agility,
one-size-fits-one, and constant learning. It was underpinned by a new way of
collecting reliable performance data. It has no cascading objectives, no once-
a-year reviews, and no 360-degree feedback tools.

Every team leader is required to check in with each team member once
a week. These check-ins are not in addition to the work of a team leader;
they are the work of a team leader. There was a direct and measurable
correlation between the frequency of these conversations and the engage-
ment of team members. However, team leaders have many demands on
their time and it was established that the best way to ensure frequency was
to have check-ins be initiated by the team member — who more often than
not is eager for the guidance and attention they provide — rather than by
the team leader.

Gap Inc

In 2014, Gap Inc launched a new performance management process for its
headquarters’ employees worldwide — *Grow. Perform. Succeed’ (GPS). The
company is also introducing a slightly modified version of GPS for its retail
store and distribution centre staff. As Rob Ollander-Krane, Senior Director,
Organization Performance Effectiveness at Gap Inc who devised the new
scheme, commented to the e-reward researcher (e-reward 20168): “We really
wanted to drive performance and engage our employees and [ don't think
that a once-a-year, mostly administrative process that's tied to a fixed distri-
bution curve can do that! Gone are the formal reviews and performance
ratings of the past — instead, managers and employees are encouraged to
have 12 informal, undocumented conversations (called ‘touch base” meet-
ings) about performance over the course of the year. Gap Inc believes that
GPS has ‘repurposed’ thousands of working hours and millions of dollars
from tasks that did not drive performance to discussions that do. What's
more, staff surveys suggest employees feel that the new process is providing
them with better feedback, offering more opportunities to learn and driving
them to higher levels of performance.

General Electric

As reported by Nisen (2015), General Electric for decades practised (and
proselytized) a rigid system, championed by then-CEOQ Jack Welch, of
forced ranking employees. Formally known as the *vitality curve’ or *stack
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ranking’, but frequently called ‘rank and yank’, the system hinged on the
annual performance review, and boiled the employees’ performance down
to a number on which they were judged and ranked against peers. A bottom
percentage {10 per cent in GE's case) of underperformers were then fired.

The company got rid of formal, forced ranking around 10 years ago.
But now, GE’ in the middle of a far bigger shift. It's abandoning formal
annual reviews and its legacy performance management system for its
300,000-strong workforce over the next couple of years, instead opting for
a less regimented system of more frequent feedback via an app. For some
emplovees, in smaller experimental groups, there won't be any numerical
rankings whatsoever.

With the decision, GE joins other high-profile companies that have started
dumping or have already got rid of formal annual reviews. GE may not have
invented stack ranking, but it’s the company most identified with it. And given
the longstanding and pervasive influence GE has had over the business world,
its move could represent the beginning of the end for a practice that has been
at the heart of how corporations have managed people for many decades.

‘It existed in more or less the same form since [ started at the company
in 1979, GE’s head of human resources, Susan Peters, commented. ‘But we
think over many vears it had become more a ritual than moving the company
upwards and forwards.

IBM

The impetus for changing the performance management system in IBM was
the realization that IBM employees were doing work differently from the
way the system assumed. This involved the setting and review of annual
objectives. But during the year new requirements frequently arise which
means that employees are not necessarily working towards what was origi-
nally listed as an annual objective. The result was that they would end up
in an irrelevant discussion in December trying to assess whether they had
fulfilled the goals they'd drafted eleven months earlier.

A post on IBM’s internal social media platform was used to crowdsource
the views of IBMs 380,000 employees in 170 countries. The post received
75,000 views and 2,000 comments from employees. Employees said that
they wanted to receive feedback more frequently. They rejected the idea of
self-assessment and objected to relative performance rankings — in which
managers met with one another and compared their employees.



Whar's Wrong with Performance Management

The end result was a new app-based performance review system called
Checkpoint. This enables emplovees to set shorter-term goals, and manag-
ers will provide feedback on their progress at least every quarter. At the end
of the year, employees will be judged across five criteria — business results,
impact on client success, innovation, personal responsibility to others, and
skills. Managers will assess whether emplovees have exceeded or achieved
expectations for their role in each of those five dimensions or if there's a need
for improvement.

A full description of the IBM experience is given in the appendix to
this book.

Microsoft

In 2013, Microsoft removed its previous system of performance manage-
ment which involved an annual formal performance review and used a
process known as ‘stack ranking’ to divide employees into five performance
categories along a targeted distribution of ratings. It was replaced with an
approach that focuses on collaboration, feedback and rewards for impact.
To emphasize the importance of personal development the new approach
is referred to as ‘performance and development’ rather than ‘performance
management’.

The formal annual performance review was replaced by less formal but
regular performance and development conversations between managers and
employees called *Connects’. Every employee is expected to have a minimum
of two Connects a vear — but beyond this, Microsoft does not apply any strict
rules. Ratings were abolished.

As Microsoft's Director of Global Performance Programmes, Lisa Dodge,
explained to the e-reward researcher (e-reward, 2016):

The outcome of the old end-of-year review usually felt like a judgement,

rather than an opportunity for employees to learn and get better. The previous
approach tricd to do too many things. It was like a Swiss army knife of perfor-
mance management — we were using it for everything from allocating reward
to categorizing talent. The ratings people received became an overarching label
of everything anyone in the company felt they needed to know about someone.
And it became a gate to things — whether or not an employee could transfer,
for example, or even whether or not they should transfer. It wasn't intentional,
but it happened. And our employees didn’t like it — which worked against the

programme’s ability to help improve performance.
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The focus of their current approach is designed to help people deliver great
impact by working together, reflecting and getting feedback more often, and
more intentionally considering learning and growing — and as a result deliver
continually better business results. Regular performance conversations have
been separated from the reward conversations. Instead of the end-of-year
review, managers and employees have a short reward discussion to share
the merit, bonus and stock outcomes with the employee. Meanwhile, the
regular discussions employees and managers have during the year focus on
the impact someone is having, what they are learning and what they can do
in the upcoming few months — there is no discussion of rewards.
Lisa Dodge also observed that:

With the old system people were too distracted by their rating. Under the new
approach, they are able to more fully appreciate their rewards... Our employees
don’t need rarings to know how they are doing... We want rich conversations
rather than assuming an employee’s performance can be boiled down to a

simple label,

Conclusions

The common thread running through all these case studies is disillusion
with the relevance and effectiveness of formal performance reviews and
their replacement with more frequent and less formal conversations about
progress and development between managers and individuals, called vari-
ously check-ins, touch-base meetings or connects. Traditional overall ratings
or forced ranking systems were abolished in six of the seven cases.
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The problems of the traditional approach to performance management as
described in the previous chapter are serious. Some commentators have
argued that performance management is broken. The conclusions reached by
the Institute for Employment Studies {2011) following their research were:

Performance management is about how people are managed all year round.
This is the central message which so often seems to get lost. S0 managers and
employees need to hear about performance management throughout the year,
not just when the forms have to be filled in... They should hear about perfor-
mance management in terms of priorities, feedback and development and how
these link to business results. These messages need to come from senior manag-
ers, not just from HE. Even just talking about managing performance (what
peaple daj rather than performance management (an odd picce of HR jargon)
may help HR people remember what this is really about when they are talking
to others.

The fundamentals of performance management are setting priorities, giving
feedback and agrecing action, especially development action. All the other
stuff — ratings, links to reward, competencies, potential and talent assessments —
are legitimate concerns but should not be allowed to compromise the guality of
actually managing performance. If your managers are still struggling with giving
honest feedback or with agreeing sensible prioritics, leave the other clutter out

for now.

A case can indeed be made for doing without formal performance manage-
ment systems altogether and this is considered in the final section of the
chapter. Such a solution may be going too far for most organizations. But
there is no doubt that traditional methods should be reconsidered. This is
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what a number of organizations are doing as was described in Chapterlé.
Most of this chapter is therefore devoted to what needs to be done and can
be done to reinvent or at least revive existing systems.

Areas for reinvention

While the performance management problems concerning top manage-
ment support, learning and development, implementation and evaluation
are important, a reinvention programme might focus initially on the key
issues of the performance review and rating. The common thread running
through the cases mentioned in Chapter 16 is disillusion with the relevance
and effectiveness of formal performance reviews and their replacement with
more frequent and less formal performance and development conversations
between managers and individuals. Overall ratings or forced ranking were
abolished in six of the seven cases. Decoupling appraisals and pay reviews
was also an issue in some cases. And in one company | Microsoft) the process
referred to agreeing priorities rather than setting objectives.

The reinvention programme

The reinvention programme should start with an analysis of the present
arrangements. This will lead to an assessment of the possible areas for action
taking into account the advantages and disadvantages of the alternatives in
the context of the organization’s situation and requirements. The programme
should include discussions with managers and other employees on their
views about current arrangements and their thoughts on future develop-
ments. Formats for this assessment of views and analysis of options are set
out in Figures 17.1 and 17.2.

Assessment O_f current arrangements

The employee survey in Figure 17.1 can be used to assess the effectiveness of
the present performance management arrangements.

Analysis of possible new arrangements

A framework for analysing possible new arrangements is shown in Figure 17.2.
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Figure 17.1 Ferformance management survey

Rate the extent to which you agree or disagree with the following
statements about how performance functions in this
organization on a scale of 1-5 where:

1 = fully agree, 2 = agree, 3 = not sure, 4 = disagree, 5 = strongly disagree
1. Performance management is perceived by top 12 3 4 &

management as a key process for managing the business.
2. Line managers are committad to parformance T2 9 4 5
managemant.
3. Line managers have tha skills to manage performance
¥ 1 23 4 §
affectivaly
4. Performance management processes ara claar, simpbe and
: 1 2 3 4 5§
easily understocd by all concarnad.
5. Clear, damanding but achievabla work chjectives or
i : 1 2 3 4 5§
pricrities ara agreed by managers and thair team mambers.
6. Performance management is concerned not just with wihat 1 2 3 4 s
pecple achieve but also how thay achieva it
7 Tha performance management systam helps managers 12 3 4 s
to manage mara effectivaly.
8. Performance management makes a positiva impact an 1 2 34 5
individual parfarmanca.
9. ook forward to parformance raview sessions. 1 223 4 5
10. Helpful performance and development conversations
with useful faedback are hald at fraquent intarvals during 12 3 465
the year.
11.  Managers take their coaching and employaa development 108§ B
raspansibilities seriously,
12. | believe that our parformanca management system is
) 1 2 3 4 5
3 wasta of tima.

Approach to reinvention

The approach adopted to reinventing performance management has to
recognize the problems involved in meeting possibly demanding aims and
overcoming the practical and political difficulties that will occur.



Figure 7.2  Analysis of possible rew arangements
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| taking examcise which provides a defined
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Following their research Strebler et al (2001) commented on design issues
as follows.

Personnel management textbooks are full of touching accounts of how to design
and implement performance appraisal and management schemes in organiza-
tions. The models they propose are based on a rational and linear logic, which
assumes that an organization’s goals can be translated into individual goals,
which, in turn, can be delivered through feedback, training, development and

reward. The reality of organizational life is somewhat different.

Developing the skills required

Some managers such as those quoted later in this chapter are naturally good
at managing performance because they are effective managers and have
learned to be so over the years from experience, observing other successful
managers and more formal coaching and mentoring procedures. However,
these skills are not shared amongst all managers and steps need to be taken
to develop the essential skills, namely:

s defining roles and setting objectives;

» conducting informal performance and development discussions;

e giving feedback;

e handling challenging conversations.

The learning required will not be achieved by a *sheep-dip’ process of half-day
training sessions. It is far better to cater for it by an extended leadership devel-
opment programme, an important part of which should be conducted through

mentoring and coaching. Experienced managers who have demonstrated that
they have the skills required and are keen to help can usefully act as mentors.

Practical advice

The following practical advice on the dos and don'ts of introducing perfor-
mance management or making substantial changes to an existing scheme
was given by the respondents to the e-reward 2014 survey.

Do

e ‘Keep it simple and easy to understand. If changing an existing scheme,
review what is wrong with the current system before designing a new one.
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Time may be better spent embedding the existing one than changing it.
Ensure the system is backed up with regular performance discussions, not
just a discussion once or twice a year

“Work out why the organisation wants to have a performance manage-
ment system. If the decision is to introduce or change the performance
management system then make sure that the way it works reflects the
organization culture.’

*Gain the support of senior people in the organization. Do a lot of prep
work including consultation with staff and managers to find out what
kind of performance management system would work in this particular
environment. Once agreed really invest in regular training and revision of
how the process works.

‘Think about what you want from any performance management
approach — why have it at all? Listen to feedback from your business
ownersishareholders, senior management and stafflfemployee representa-
tives and decide on the things that will make a difference to vour business in
the next five years and design your solution to meet that need. Remember,
designing a system which picks out the best and worst can ignore the
majority who become disenfranchised with performance management.
Design it to engage the majority as this creates value.

*Spend most time on consulting/communicating, particularly with the
managers expected to do it, rather than on a clever “design”.

‘Involve line managers in the design phase; asking what works and
doesn’t. Keep it simple. Explain the process to the whole workforce. Let
line managers own the process.”

‘Get senior management to support you, otherwise it won't work. All
the effort will be wasted. The biggest success factor is based on how it's
rolled out.

*Get senior management buy-in to the process as any change needs to be
driven from the top. Design your system through employee focus groups
as they will tell you what they like and don't like about it. Use the feed-
back to improve the system. The employee focus group staff are more
likely to champion the system as they have been instrumental in develop-
ing it which helps with engagement.’

‘Make it about good conversations, not just a process.’
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e ‘Create a climate where implementing performance management systems
are an absolutely necessary part of a manager’s role and a real requirement
of the job.

Don't

e ‘View performance management as an annual task such as appraisals;
view it as a daily part of operations. Don't use appraisals as a means
of dealing with performance issues, tackle them as soon as they become
apparent through use of performance improvement plans for example, or
if it is a conduct issue adopt a different line.

s ‘Use the process to emphasize the past. If you cannot pay much, then do
not use money as a key motivator.”

s ‘Underestimate the role of middle and line managers — they are the ones
that will make or break vour performance management process. Dont
assume that because the goals and benefits of the scheme are clear to
you, they will be understood, agreed and considered a priority by others.
Don't forget that no matter what, the user interface of your performance
management system in it must be ridiculously easy to understand — even if
the concepts behind them are not.”

s ‘Try to do too much too soon — evaluate the culture of the business and
ask if it’s ready for the changes that you want to implement.’

e ‘Think you will not have anomalies in trying to link pay and performance.

e ‘Think line managers will have this on the top of their to do list unless
there is a either some pain or gain.

e ‘Think that a clever system is best.

s ‘Spend a lot of time designing forms and scoring systems.’

e ‘Overcomplicate — it isn't necessary, do it for the sake of it, don't force
people down an over-engineered process. If they set aligned objectives and
have the skills to review these as well as the skills for challenging conversa-
tions — this is performance management!”

o ‘Make the process too cumbersome with too many steps; if managers have
too many evaluations to prepare, too many to validate, quality will be lost.

e ‘Make the appraisal such a big “event™; it should be part of a continuous
process of coaching and feedback... increasingly thinking that the perfor-

mance conversation should be de-linked to pay increase as it distorts the
thinking.'
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s ‘Link the performance management directly to incentive pay. The focus
switches from assessing emplovees — and getting the best out of them -
to having an incentive pay figure in mind for an employee and using the
performance management system to secure the incentive pay figure.’

s ‘Let it become a box-ticking exercise, to be completed once or twice a
vear and then forgotten about. Don't let it be a negative experience for
all involved, which might be overly bureaucratic and time-consuming, or
punitive in nature.’

A radical way ahead

There is a fundamental question that should be answered: ‘Is there any need
for a formal performance management system at all?’ The IES as quoted at
the start of this chapter expressed some doubts about such systems. And
here is what an ‘engaging” manager told Dilys Robinson of the Institute for
Emplovment Studies {2013):

This organisation has a very structured performance management framework,
as you would imagine from a big company. I try and avoid using it unless [ have
tev, | would rather try and develop the personal relationship with someone, to
understand their issue and try and improve their performance by working with

them, rather than going through procedural ways of managing performance.
And this is what other managers in the same study had to say:

I am incremental, as in trying to deal with things as they come up... rather than
saving something until it becomes a problem. 5o, saying when things are good,
saying when things aren’t quite so good, or asking what the issues are around i,
and hopefully trying to do it in a sort of coaching way, so getting people to explain

themselves how they think things have gone and what issues have come up.

I treat people the way | want them to treat me. If [ want them to achieve X, Y or
Z they need to know what it is that I want from them to start off with. [ like to
talk to them about what the goals are and then how we are going to ger there...
And through regular one-to-ones and coaching and observations and feedback,
that's where I highlight any gaps and identify, okay, you're not performing in

this area, so what are you going to do?

I've developed over the years, the last couple of years, more of a coaching

style to performance management. Very much discussion, very much gathering
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information, gathering the ideas, looking at how realistic those sorts of ideas are
going to be, throwing out a few scenarios and a few what ifs with people and
generally encouraging people to set their own targets and their own objectives...
I'm on the phone every day of the week reviewing what we've done and just

locking at it, challenging, looking for new ideas.

Managing performance is huge in the contact centre, because we've got so many
targets, key performance indicators... it’s important that from day one, that they
know exactly what's expected of them, so they know what they need to deliver.

To keep the team generally motivated and performance levels up, I will make
sure I'm speaking to people, praising them when they do a good job, finding out

what their problems are, helping them with whatever needs to be done...

It's difficult, because if things aren’t going right you can get under tremendous

pressure... but we try and build on successes rather than reflect on disasters.

Sa, the key for me is just one-to-one time, and they know what they're aiming
for, and we talk about it regularly. So it never really gets to the sitwation where
there's like a really great big formal sit-down to say let’s review everything
you've done.

I think it’s regular dialogue... at least once a formight for an extended period of
time, just one to one and just about them and the work they're doing and what's
going on.. just so that | understand what they're doing and so I can give a bit of
a steer or give them a bit of coaching if they need some coaching; help them if

they want some help and support.

Every week | have a one-to-one session with people whe work for me. And it's
half an hour; it's the opportunity to talk things over with people. I say to people
it's your time with me. But, to be honest, it's not just that; it’s me getting to alk
to them.

The best way to deal with the whole problem of making performance manage-
ment work is to ensure that the organization has managers who act like this
rather than compelling them to conform to the bureaucratic requirements of
a typical traditional performance management system. These managers are
managing performance not operating a system. They are constantly commu-
nicating with their team members, they clarify what has to be done and take
swift action to deal with underperformance, they praise when praise is due
and they coach their staff. To get this sort of manager is a matter of selection,
development through coaching and mentoring, and constant encouragement.
It would take a lot of time and effore but it would be time well spent.
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APPENDIX

Case study: IBM co-creates a radical
new approach to performance
management (research conducted
by e-reward)

In 2015 IBM decided to reinvent its approach to performance management
for its 380,000 employees. The previous, 20-year-old programme — Personal
Business Commitments, known as PBC — with its traditional model of
annual, top-down goals and a single numeric rating for all employees at year-
end — no longer matched the dynamic and agile way that the company now
operates. So [BM worked hand-in-hand with its employees to ‘co-create’, a
brand new approach through an online social dialogue.

The result was ‘Checkpoint’ — a performance management programme
with quarterly formal feedback conversations, continuous informal feedback
and an end-of-year assessment process that rates employees along five sepa-
rate dimensions.

Who e-reward interviewed

s Michelle Rzepnicki, Director of IBM Performance Management.

s Carrie Altieri, VP of IBM Communications — People and Culture.

The case for change

Michelle Rzepnicki traced many of the problems to the age of the
programme — it was designed when employees worked in a very differ-
ent way. ‘IBM has transformed over recent years and as we enter the
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“cognitive era” for the company the way that people work no longer sticks
to a 12-month calendar, she said. “What [ was working on in January is
completely different to what I'm doing in December — everything is more
agile, it’s more real time, it's more maobile. And the PEC programme wasn't
designed to handle that.’

Further reasons for change were the negative reactions of employees to
the process and the lessons from research and practice outside the company
which showed that traditional performance management approaches weren't
effective at improving performance.

Designing the new programme

Michele Rzepnickis role was created to lead the project. From the start,
the company was clear that it wanted one single programme that would
apply across the entire 380,000-strong workforce. “We are an extremely
large and dispersed organisation, with people working in a lot of different
roles and performing very different types of work,' said Rzepnicki. “The new
programme had to work for all of them because at the end of it we wanted to
speak one language when it came to performance — not “this is the language
if you're a consultant™ and “this is the language if you're an IT architect™. We
wanted something that would bring us together”

A co-creation approach

Rzepnicki was also clear that the new programme had to engage the work-
force — and so she decided to adopt a “co-creation’ approach to the design
process. “We knew that the workforce had a really strong point of view on
this and that they were very passionate about it — they had already shown us
that in forums,’ she said. *So we wanted to harness this passion and involve
as many [BMers as we could.

“This was important for a couple of reasons,’ she continues.

First, we really needed to make sure that the programme we ended up with was
going to resonate and work for everybody — so it was important to hear from as
many people as possible. And second, this was going to be a hugely significant
change for people and by bringing them into the process early on we knew we
were going to make them fecl like ‘co-owners™ in this rather than just consumers
of something we created ourselves. We wanted that change journey for employ-

ees to start while we were still designing it
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Given the size of the company and the dispersal of employees across the
globe, focus groups and small pilots were not going to achieve collaboration
on the scale Rzepnicki was aiming to achieve. Instead, she set up an online
project on IBM's internal social platform, where employees could engage
with the design of the new programme — viewing prototypes and submitting
their comments and ideas.

Design thinking

Alongside this co-creation approach, Rzepnicki and her team also applied
*design thinking' to the process. “At the heart of design thinking is listening,’
she said. ‘Focus on the end-to-end experience and outcomes for the work-
force, combined with feedback and iteration can deliver solutions at great
speed and scale.

Rzepnicki added: ‘Instead of looking at the prior programme and saying
“0K, how should we update the process?™ we stood back and said “What
kind of experience do we want IBMers and their managers to have with this
new programme?” and then began to design that experience. And with rapid
prototyping, rather than waiting until you have a really polished product to
show anvbody before you share it, you push out a minimum viable product -
a “rapid prototype” — and vou start getting feedback almost immediately.
Then you use those responses to make the next iteration and then quickly
push that out there to gather more feedback — and you repeat until you have
your final design.’

Rzepnicki and her team produced the first performance management
prototype in a targeted ‘design thinking workshop® with a group of 50 global
[BMers specially selected to represent every demographic and role that they
could fit into one room. The group were asked to describe the “as is” experi-
ence of PBC and the ‘to be’ experience that they wanted to have.

By combining this feedback with the results of the initial jams and forum
feedback, as well as the experiences of other companies and scientific
research, the first prototype was created. ‘This gave us a little bit more struc-
ture to start the co-creation process — it would have been really difficult in a
short space of time to manage a co-creation dialogue with the entire work-
force that was completely blue sky, said Rzepnicki. ‘But we were then able
to put that prototype out there and start the online social dialogue at the end
of July 2015 with a message to all employees across the world, saying “The
time is now, we're ready — we want you to come into this design process and
contribure.™
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Overcoming scepticism

There was a degree of scepticism among the workforce at launch, admitted
Carrie Altieri.

A lot of our people have been with us for a long time and there was a healthy
level of scepticism among them about how much input they would really have
into the final design. There were some comments along the lines of “You already
have it sorted out and the plans are in your bottom drawer — you're not really
going to listen to what we have to say” And this didn’t just drop away — it was
not a sugar-coated process. Even when we went back to them with new itera-
tions that we'd made in response to their feedback, we were getting some people

to change but not everyone was on board with it
‘But thar tide had definitely turned by the end of the process,” said Rzepnicki.

At the end of the journey when we announced the final design, many of the
comments we received were ‘I'm amazed, you actually listened” and T was
sceptical, | didn’t believe this was going to be real and it was.” So taking them
with us on that journey really helped — it made sure that when we launched, all
the scepticism had already passed.

Gathering insights and feedback

While there were opportunities for employees to provide some free-ranging
feedback on all elements of performance management and the prototypes
put before them, Rzepnicki and her team also created forums to help provide
structure and to generate discussions on specific areas of the design.

"We asked some difficult questions,’ she said. *Questions like: *We know
feedback is going to be extremely important to improving performance —
but how can we create a culture of feedback if it's not flowing as freely
as we would like?” So we really challenged people to think about how the
programme would actually work in practice.”

The forums generated thousands of comments and a great deal of discus-
sion. ‘“Between us we read everything, said Rzepnicki, ‘although we were really
aided by our own analytics. We ran regular sentiment analysis, for example, to
find out how people were thinking, what ideas and thoughts they were gravi-
tating towards and to validate what we were reading in their comments.’

And these comments were typically well thought out and often quite
lengthy, said Alrieri.
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Peaple didn’t just come into the discussion to say “That's a good idea” or T don’t
agree with that' — they offered their own thoughts and ideas too. Some of them
were almost writing a treatise on the topic, with 800 or 700 words on what the

system should do. It was a fascinating public debate.

“We were really dedicated to making sure we interpreted employees’ comments
as accurately and authentically as possible,” adds Rzepnicki.

If we weren't quite sure what someone’s comment meant we would go back to
them and ask them to clarify it. And if the workforce was squarely splic down
the middle on an issue we'd ask them to vote on it, then and there. So there was
a level of transparency that people appreciated. We even had people lobbying to
be able to take part in these kinds of votes while they were on vacation — it was

great to see that level of engagement with the process.

Dealing with negative comments

Not all of the comments were positive, of course. But Rzepnicki was still able
to harness these voices — and, in many cases, derive great value from them.
“We learned that in a social dialogue like this, some people just drop into a
conversation for 20 seconds, leave their comments and go, she said.

And we appreciated that with a subject as intense as performance management
and all the connections it has throughout the business, people might not always
have the time to fully understand all of that and put across a fully considered
argument. 5o we actually called up some of the most negative commenters to
ask if they wanted to talk more about the process and why they felt like they
did.

We didn’t call them up to scold them — we said "You've got a strong point
of view, let’s talk about that” And in the course of talking about it — when they
realized just how deeply we had thought about the whole approach and how
authentic we were in our co-creative approach — every one of them changed
their views and actually became champions of the process. They became valu-

able contributors that we would call up to test ideas.

Amplifying the conversation

While there will always be a core of employees who want to participate in
social dialogues such as this and make their opinions heard, IBM wanted to
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hear from as many people as possible. “We didn't want the minority to repre-
sent the majority,” said Altieri.

To encourage wider participation and *amplify’ the conversation across
the business, the company used *social champions’ to inspire others to join in.
“We refer to IBM as a “social business” and we have the underlyving platforms
and technologies to support dialogue between everyone in the company,” said
Aluieri.

5o just as people might go on to Facebook to post a status update, we encour-
aged our ‘social champions’ — or ‘mobilizers’ as we call them — to post snippets
of the design conversations on their walls and encourage others to take part too.

It became the virtual water cooler conversation for the company.

The team was also able to target any groups that were underrepresented in
the dialogue using its range of analytical tools. “We could look at the demo-
graphics of the commenters and ask, “Are we hearing from every business
unit? Are we hearing from every geography?™" said Rzepnicki.

And where the conversation was a bit light, we were able to go out to those
geographies and ask our HR teams to carry out more traditional roundtables
with their employees. We wanted to make sure we were validating our ideas
with everyone and that what we were gravitating towards wasn’t going to be

completely off target in those locations.

Playback

The team’s approach also implemented another important element of IBMs
approach to design thinking — the ‘playback’. This involved creating a video
of the proposed programme to enable participants to get a clearer, and more
engaging, understanding of it. “We didn’t want to come back to the work-
force and say *Here is a flowchart of the new process that you're helping us
define.” Instead, because this was all about designing an experience, we made
a video to show people how it would work in practice, said Rzepnicki.

We created characters, we had IBMers from around the world pose for still shots
ter tell the story, and we had members of the team narrate the parts — and we said

ter emplovees “This is what your experience of the new programme will be like.

The videos were posted online for employees to watch and leave feedback —
and then, once this had been taken on board and a new prototype had been
designed, another video was recorded and posted online.
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“We posted these videos, saying “Check out the new refined experience,
based on vour input,”” said Rzepnicki.

It was a great, visual way of showing that we were aligned with the workforce
and making sure they felt we were being responsive — that we understood their
input and were acting on it. And it was really accessible too — even people who

didn’t have time to read through the forums could find a few minutes to watch

the videos.

Making changes to the design

The team made numerous changes to the design of the new programme over
the course of the dialogue process. One such amendment was the removal
of employee self-assessment, which was included in the original prototype.

“We thought having a self-assessment would give managers some insight
into what their team members thought about their own performance and to
help prepare for a meaningful conversation,' said Rzepnicki.

But we got a lot of negative reaction to that, with people saying that it adds a
lot of unneeded stress to the process and asking what point it really serves if the
manager is the one ultimately making the assessment. And so we responded to

that and we dropped it from the programme,

There was also a lot of discussion about how public people’s performance
goals and manager feedback should be. ‘Some employees and managers felt
it would be useful to be able to see other people’s goals and make sure they
aligned with one another — but there was concern from others that they
couldn’t openly say “This is what I'm working on™ because of the confiden-
tiality of their projects, said Rzepnicki.

So we didn't push that aspect of the design. We ended up making it a voluntary
option — if somebody wants to share their goals publicly they can, but the tool

doesn’t do it automatically.

Announcing the new programme

The final design for the programme was unveiled at the end of October
2015 — just four months after IBM decided to launch the new process. And
the reaction of the workforce was overwhelmingly positive, said Rzepnicki.
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It's a further testament to how important the co-creation approach was,
Typically when you ask employees about a performance management process,
their reaction is pretey negative. But when we announced the new design, our
sentiment analysis revealed that 90 per cent of the comments were positive and

just § per cent were negative.

At this point, the programme still did not have a name. In keeping with the
co-creation ethos, the company turned to its emplovees to come up with its
title. It was important that we didn’t take this new programme that had been
designed in partnership with the workforce and stamp our own name and
brand on it explained Rzepnicki.

S0 we went out to our employees and said, “You've helped us design this new
programme and you have a great understanding of what it is — so what do you
think we should call it

The team brainstormed with a group of employees to come up with a short-
list of possible names and then carried out a quick, internal survey — which
received 17,000 votes. The winning name was ‘Checkpoint’.

The launch of checkpoint

The new Checkpoint programme was launched 1 February 2016 - just
eight months after Rzepnicki was appointed to lead the design process. The
time between announcing the new programme in October and its launch
in February served several purposes, including preparing for deployment
by rolling out training and making sure the team had the right communi-
cations in place to reach the workforce and help them understand the new
process.

The company also needed to close down the old PBC programme, which
meant waiting for the end-of-year assessments to be carried out in January.
However, one important change to the process was made in its final year,

"We knew that two of the things our managers and emplovees really
disliked about the PBC programme were the distribution guidelines and the
team-based decision meetings where managers calibrated their ratings,” said
Altieri. *So we actually decided to get rid of these elements as we closed out
the old system.”

“We looked at the Checkpoint system and asked ourselves if there was
anything we could start sooner, without waiting, said Rzepnicki. ‘Most of it
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required waiting for the proper launch — but we felt we could drop the distri-
bution guidelines and calibration sessions immediately. And it really helped
kick-start the new process.

As Altieri explained: “It built a lot of trust with managers too. They had
been asking for more empowerment — and by getting rid of the guidelines we
showed them that we trusted them to do the right things.” What was striking
was that the results showed that this trust was well placed, as the differentia-
tion of bonus payments, a key reason the distribution guidelines existed in
the past, were similar to previous years.

Checkpoint in practice

A summary of the differences between Checkpoint and the old system is
given in Figure A.1.

Figure A.1

PAST FUTURE

Annugl goals B Prioritized shorter-term goals

Single element assessment B Multiple performance ratings

Cne orF two rituelized mesatings on

performance annually P Practice of continuous feedback

Updating milestones and

Documenting results annually = T ants regularly

Team based decision making > Menagears are empowerad and
and distrbution guidelines accountable

SOURCE 18M

More regular, short-term goals

Under the PBC programme, individual goals were set on an annual basis —
at the beginning of the year. Then, unless somebody changed role part way
through the year, they generally stayed as they were until year-end.

“This was completely at odds with the way the company now works — and
it led to other problems,’ said Rzepnicki.
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The lack of alignment between goals and what people were actually working on
meant that many employees did not take them sericusly - some would just copy
and paste their goals year on year, They didn't put thought into it or ask them-
selves ‘Is this what I'm working on?” or ‘Do these goals really apply to my role?”
In the carly stages of the Checkpoint design process we asked several people
to talk us through their PBC goals and in many cases they were not working
towards their stated goals because their priorities had shifted - and some didn’t
even know what their goals were, This was a big problem because goals are not
intended to be just an administrative exercise,

S0 in Checkpoine, goals are now set for much shorter time frames — rypically
between three and five months. And employees can make changes to their goals at
any time, without getting prior approval from their managers.

“We want to make sure that people’s goals reflect what they are actually work-
ing on and are contributing towards the larger organizational priorities — they
should be aligned with the business and driving it forward,’ said Rzepnicki.

And we didn’t want a rigid approval chain. We need people to be able to react
quickly to changes in their role and their work — so employees can go into the
tool at any point to adjust their goals or add a new one. This triggers an email
to their manager to check that the goal is aligned to the priorities of the organi-
zation and is at the right level — but its our employees who are really in charge.
They start the process, they set their goals and they say “This is what I think

I should be focused on, this is what I'm working on.” So that is a big cultural

change — theres no more *set and forget”,

The Checkpoint guidelines suggest that employees should aim to have
between three and five active goals at any one time — but there are no hard
and fast limits. “Everyone has to have at least one goal but we have not put
any maximum limits in place,’ said Rzepnicki.

Instead, we regularly generate reports from the system that tell us if anyone has
over ten goals and we keep a check on things that way. At the moment there is
no problem, but if we see a lot of people taking on a high number of goals, we
might have to do some more outreach and training on the role of goal prioritiza-

tion in Checkpoint.

Regularly updated milestones and achievements

A Checkpoint tool is available to employees, which enables them to add new
goals at any time, they can also track their progress against goals throughout
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the year by checking off key milestones or achievements. This helps ensure
goals stay aligned with what employees are working on and helps instigate
feedback conversations with managers. It also helps employees and manag-
ers save time at year-end. Gone are the days when they need to try to recall
the worl they had undertaken in the first or second quarters and then gather
evidence of their performance — it should be there in the system already.

Rzepnicki told e-reward: “This is a key element as it really spreads out
the time vou need to invest in the performance management process across
the vear instead of back loading it all at the end of the year. It should also
be more effective at raising performance, as issues can be addressed and fed
back on at the time instead of relying on recollection after the fact.

Multiple performance ratings

The new programme still has an end-of-year assessment. However, whereas
under the PBC programme employees’ performance was boiled down into
one single numeric rating, under Checkpoint emplovees are assessed against
five separate dimensions.

The five dimensions of performance

“The guidance for the old system instructed managers to consider both the
business results employees achieved — the *what™ — as well as their behav-
iours — the “how"," said Rzepnicki.

But in reality, the actual results really trumped how they were achieved. So
often an employee’s rating didn't really tell the whole story and the leadership
team would often find itself having to look behind the ratings and say “Well, this
person was working in a really troubled area so the results weren't there — bue
they are a role model for our values and have very strong skills.” It created this

underlying narrative that was needed to explain cach person’s number.

The new programme is designed to raise the importance of how results are
achieved when assessing performance. ‘Business results’ is now just one
of five elements that are given a rating. The five dimensions are set out in
Figure A2,

‘The skills dimension is really important for a business like ours, said
Rzepnicki. *Skills are our currency here. Even if you have all the skills you
need for the role and task you are doing right now, if you're not thinking
about the future, and if you're not growing your skills towards that, then
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Figure A.2

Each goal should allow you to be assessed on one or more of the five dimensions.
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SOURCE [EM

you're not going to be as relevant as we move forward. So we included skills
in the five dimensions of performance to really emphasize how important it
is here!

The year-end assessment and rating

At year-end, managers assess each of these five dimensions on a three-point
scale — although this is descriptive rather than numeric. The three ratings are:
+ Exceeds.

* Achieves,

» Expect more.

Managers are under clear instruction to keep their ratings for each dimen-
sion separate. ‘It is an extremely important part of the programme that
these five ratings don’t get combined into one composite number or rating,

said Rzepnicki. ‘By staying separate they provide a lot more insight into
performance.
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Some managers expressed concern that this change would create addi-
tional work for them, but this was quickly addressed by Rzepnicki and her
team. “We did have some reaction along the lines of “This is really compli-
cating things for us — it was so simple when we just had to produce one
number,”” she said.

My response to that was that managers who were doing a great job when
delivering an assessment under the PBC scheme were already letting their team
members know what was driving that rating — so effectively they were already
doing this. And managers who weren't doing that weren't really helping their
people much at all — so we want them to put in that extra effort. If a manager
isn't able to find the ime to do this, then we really need to work on that rather
than design something for managers who don't spend enough time with their

peoaple.

Continuous feedback

The amount and type of feedback employees receive have also changed
significantly. In the PBC programme, feedback was a very formal process —
at mid-year managers were expected to have a conversation with their team
members to discuss progress against goals, while at vear-end they were
required to carry out the annual assessment.

Under Checkpoint, managers are encouraged to give formal feedback to
emplovees at least quarterly — but also to have regular informal conversations
with their teams. ‘This is a complete change. Whereas before, the whole year
was effectively geared towards that one, end-of-year assessment, under the
new programme that end-of-vear conversation should really just be a recap
of everything that’s been discussed over the last 12 months,’ said Rzepnicki.

“The other new aspect of the ecosystem is the informal feedback — we
want to drive continuous, informal feedback throughout the vear. We want
to get [BMers to be interested in helping each other — to take notice of others’
performance and feel able to pull each other aside and say *You did a great
job there™ or “I think it would be so great if vou tried this.” Encouraging that
continuous feedback, whether peer-to-peer, upward or downward, is really
important.” Rzepnicki added: “We have places where that works really well,
but there are places where we could do much better.” Employees are encour-
aged to consider these five dimensions when defining their goals. "We've said
to IBMers, “When you are defining your goals, you should be able to see
these dimensions in all of them,”" said Rzepnicki.
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A goal might encompass three or four of the dimensions, or perhaps just one.

Bur we've told our people “If you can’t see at least one of these dimensions in a
goal, you should rethink that goal — and if you don't see how you are going o
get skills development into one of your goals, then set a separate goal for that!

The important thing is that people get skills into their goals somehow.

IBM's digital learning marketplace

To support skills development across IBM, the company launched a new digi-
tal learning marketplace — entitled *Your Learning’ — for emplovees alongside
the new Checkpoint programme. This provides a portal for accessing train-
ing on any digital platform — including mobile devices, such as an iPad. It
also tracks the training that each employee completes and recommends addi-
tional training using this and other employee data.

‘It's part of the IBM cognitive era, said Altieri.

It's analytics driven. It will say ‘People with your background and role have
taken this training and done very well with it" — meaning they've completed it
and rated it highly. Its going to serve up these educational suggestions to people.
And if people don't take the recommended courses, the system will learn from
that and serve up something elsc instead — it has a sense and response loop
running in the background... The important thing is, we are not just relaunching
performance management in a vacuum... We are trying to facilitate the change

the best we can.

Moreover, like Checkpoint, the platform was designed in a collaborative fash-
ion. “We went out to the workforce with an early version to get their input
and we got 700,000 page views and 40,000 employees ended up weighing in
with their comments and ideas,’ said Altieri.

Guiding the feedback conversation

The five dimensions also provide structure for feedback conversations
between managers and their team members. “We encourage managers to ask
their team members what dimensions they think they are doing well on and
if there are any dimensions they are struggling to exhibit,” said Rzepnicki.
*They can then discuss their own observations and offer guidance on how
they might be able to improve in these areas.

IBM encourages people to have conversations with each other, to send
e-mails or to use their instant messaging system. But an app called ACE -
Appreciation, Coaching and Evaluation — has been developed as a dedicated
means of providing this kind of informal feedback.
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The ACE app enables all IBMers to give feedback to one another instantly,
on the spot, at any time. The team launched it at the same time as Checkpoint
to try to encourage employees and managers to embrace the informal feed-
back aspect of the process. ‘It’s completely transparent — you can see who
sent you feedback,’ said Altieri.

You can choose whether to share your thoughts with someone’s manager or
to just go to them direct. And you can request feedback too — you can send
messages to people asking “What’s one thing I could have done better in that

meeting?” or ‘How could [ have improved that presentation?”

Feedback training

In February 2016, IBM hosted a two-hour, virtual classroom training
session for all its managers around the globe to help them understand the
new Checkpoint process — and around 26,000 of its 35,000-strong manage-
ment population completed the course, with many others viewing the replay
afterwards.

*The focus was on the new programme — but it wasn't intended as a prac-
tical guide to using the new tool, said Rzepnicki. ‘It was really to say to
managers “This is a big cultural shift and this is what it means for you.” It
had a big focus on feedback — how to give it, how to receive it and how to
make it effective.”

Monitoring the process

Managers and employees are not required to document their quarterly
meetings. “There is no need to flag that these meetings have happened in
the system — people can, but they don’t have to,” said Rzepnicki. Instead,
to ensure that these regular feedback conversations are happening, IBM is
running quarterly surveys to ask about feedback quality. Questions may
include, for example:

s Have you had effective feedback in the last three months?

s Do you feel like you can give your manager feedback?

The survey provides an overview of how well the process is being followed
across the company — and the data can also be broken down to see what is



appendin

happening in different countries, for example, or different parts of the busi-
ness. ‘So we are not monitoring the process itself — but we are looking at the
impact and the outcomes,’ said Rzepnicki.

In addition, the team is going to add some *quality of feedback’ ques-
tions to IBAM's annual end-of-year engagement survey and use the results to
create a dashboard for managers that shows them how well they are doing
in this respect. ‘Managers who get responses from at least six of their team
members will be able to see their results — six responses are required so that
the data can be properly anonymized,” said Rzepnicki. ‘And the manager’s
upline manager will also be able to see the dashboard, to help create that
accountability and transparency around the process.’

The dashboard will also contain other metrics around the end-of-year
assessment. For example, it will show how managers distributed their perfor-
mance bonuses — did they differentiate heavily or did they spread it fairly
evenly across their whole team? “It will also indicate whether they have
emplovees with active goals during the year, said Rzepnicki.

If, as a manager, I'm letting people sit there without any goals, that says a lot
about my management. So we're really saying “We're not going to follow up
with you and ask if you have had the quarterly conversations — but we are
going to be looking at the wider picture and checking that you are achieving the

outcomes we want.”

Empowered managers

The Checkpoint programme is designed to give more power to managers.
They no longer have to follow distribution guidelines when assessing perfor-
mance; they are not required to calibrate their assessments with each other;
and they have more latitude when it comes to compensation decisions.

‘In the past, performance bonuses were tightly aligned to the PBC ratings —
which were themselves tightly aligned to business results;” said Rzepnicki.

For cxample, someone receiving a 1 rating would receive a bonus in a certain
range. If managers wanted to go outside this range, they would have to submit a
reason to their upline manager and get it approved. Under Checkpoint, manag-
ers can use all five dimensions to determine their employee bonuses — business
results are a primary factor and the other dimensions are leveraged o differ-
entiate the investment. They have a lot more evidence on which to base their

decisions and to differentiate between employees.
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A positive start

The Checkpoint programme is still in its infancy, but progress so far has been
positive, according to IBM. At the beginning, the focus of Rzepnicki and her
team was on ensuring people start setting their goals and begin having regu-
lar feedback conversations. ° think some people were reluctant to get started
with the whole process — to get into the tool and start putting goals in there,
she said.

Under PBC they had to wait to be told *These are what your goals are” and they
sametimes waited for permission to put goals into the system. So we really made
a big push right after launch to say “You can start this and then align with your
manager afterwards.” We stressed that the rool was interactive and that your
goals aren’t frozen once you enter them — you can go back in and change them.

S0 we spent some time early on trying to overcome those barriers.

Progress has been positive though — more than 95 per cent of IBMs 380,000-
strong workforce have now interacted with the system in some way. And
Rzepnicki puts much of this success down to the collaborative way in which
the programme was designed. “The way we started this journey, in such an
open and co-creative way, has actually transcended the launch, she said.

Because IBMers feel [ike they are co-owners of Checkpoint - because they
contributed so fully to this — when we launched they weren't complaining and
saying “Why doesn’t it do X, ¥ and Z?2" Instead, they already knew what the new

process was and could embrace it straightaway.

The culture of openness and collaboration has continued post-launch too.
IBM has established an ‘ideation blog® where employees can post their ideas
for how the programme could be improved.

The last word goes to Rzepnicki: ‘I think the programme has actually
helped build more of a culture of trust across IBM. We had a lot of sceptics
at the beginning, and even halfway through the process — but by the end we
could say to them “This wasn’t for show, your ideas truly drove the design.”
That trust helps us to operate in a more open, collaborative way in other
areas of the business as well.



260

THIS PAGE IS INTENTIONALLY LEFT BLANK



AUTHOR INDEX

Apuinis, H 9, %8
Ainsworth, E 128, 130

Alfes, K 171

Arnyachandra, T R 147
Arkin, A 97

Armstrong, K 58, 145
Armstrong, M 22, 76, 88, 180
Atkinson, A A 146

Bailey, C 129

Bailey, T 11

Bandura, A 18

Baron, A 3,22, 76, B8, 180
Bartleet, C ] 81-82, 95
Bartol, K M B4-85

Bates. R A B

Becker, BE 152

Beer, M 150

Bernadin, H ] 9, 45, 95
Boltizar, § 145

Borman, W C 10

Bourne, M 143
BoxalLPF 11

Briner, R 75

Briscoe, I B 185-K&, 189
Brown, D 198, 200-01
Brown, M 73

Brown, T C 47-48
Brumbach, G B 10
Brutus, 5 91

Buckingham, M 207,214
Budworth, M 48,73, 123-24
Bunderson, 5 164

Campbell, JP 9-10
Cappelli, P 3, 1, 121-22
Cardy, RL 12

Casey, C 199
Chambers, T 190
Clarke, N 172
Cleveland, ] 81, 84
Clutterbuck, D 135
Coens, T 2,12, 13,149
Colbert, § 198
Coleman, T 190

251

Coley-5mith, H 154
Conway, N 45-46, 209
Corgnet, B 48
Cummins, TG 150

Danicls, K 172

Deming, W E 2,12

DielMisi, A 5 18, 48, 81, 120
Dobbins, GH 12
Donohue, B 191, 19
Daover, C 158

Dowling, P | 183

Dugan, B 158

Drweck, C 211

Egan, G 12
Eidems, | 186
Elliot, 5 154
Evered, R 134

Festing, M 188

Flaherty, ] 149
Flanagan, ] C 82

Fletcher, C 33,91, 128-29
Frisch, M H 130
Frolick, M 147

Garcia, G 98
Garland, | 188
CGerringer, | 186
Gheorghe, C 141-42
Gjerde, K A 154
Gladwell, M 12
Goodhall, A 207, 214
Gray, & 120

Gray, DA 136
Cregersen, H B 189
Grint, K 2

Gross, S E 1a4
Gruman, [ A 170, 176
Guest, D E 4346, 171,209

Hack, ] 141-42
Hackman, | R 172-73
Hallbom, T 135



EE  runor index

Hamlin, R G 137
Handley, C 129
Handy, C 110
Handy, L 1286
Harkin, B 43
Harkins, 5 GG 48
Harrington-Mackin, I} 165-66
Harrison, B 10-11
Hazlett, 5-A 199
Hoffer, | 105
Holton, EF B
Hughes, 5 B 134
Hull, C 19
Hunter, | E 47
Huselid, M A 152

Jaeger, A 48

Jawahr, | M 20-91

Jenkins, M 2,12, 13,44, 14%
Jones, P 164

Jomes, TW 13

Jozwia, G 204-03

Kahn, W a 171

Kane, |5 9,93

Kaplan, R 5§ 67,68, 143, 138
Katzenbach, | 163

Kendall, L M 93

Kessler, | 183-84

Kinley, N 1,212

Kleingeld, A 48

Kluger, A N 18, 48,77, 120
Kochansks, | 47

Kramer, | A 156

Kuvaas, B 175

Latham, G P 17, 47-48_49, 94 95
Lawler, EE 59, £3, 98, 150

Lee, CD 20,550,119

Lee, | 151,192

Lindbom, Id 136-37

Linna A 73-76

Locke, EA 17

London, M 119,170, 172

Macey, W H 171, 172, 175
Macleod, I 172

Mani, B 78

Maurer, T 131
Mcadam, B 199

MeClow, Ba 11
McDermote, M 130

McDonald, D 46-47
McGregor, I 2, 79-80
Megginson, D 135
Meisler, A 97, 93
Mendenhall, M 192-93
Mesmer-Magnus | 4849
Miller, E 12

Mone, EM 170,172
Morgan, & 130
Motowidlo, 5] 10
Mouallin, M 147
Mount, MK 91
Murlis, H 3,75
Murphy, K R B1, 86

Nadler, D 4 13
Neely, A 146-47, 154-55
Nig, I 77

Nisen, M 215

Norton, D P 67, 68, 143, 158

Oddow, G 192-93
Oldman, G R 172-73
O'Malley, M 28

Pfeffer, | 97

Pinto, LH 191

Pollack, I 129

Pollack, L 129

Pritchard, A 149

Pritchard, R [ 18, 81

Pudelko, M 188

Pulakos, ED 35,49 90, 197-98
Purcell, | 11, 163, 171, 18384

Quinn, F] 154

Rayron, B 171

Reilly, P 76, 186

Rice,a 12

Risher, H 45, 110, 170
Roberts, E R B6-87
Robertson, I 17

Robinson, D 80, 114, 172,229
Rock, D 105, 210

Rodgers, B 47

Rowe, K 100

Saffie-Robertson, M C 91
Saks, AM 170,176
Schaffer, RH 109
Schneider, B 175



Scullen, SE 91
Selman, J C 134
Shen, | 188
Shields, | 20, 68
Shih, H-A 153
Silverman, M 91,129
Sink, [} 5 142
Smith, A 46-47
Smith, [ 163
Smith, P C 93
Sparrow, P 197
Stiles, P 189-90
Stoskopf, G A 33
Strebler, MT 26, 91
Sutcliffe, K M 164
Suteon, R 1 97

Tahvanainen, M 193
Tavis, A x, 1, 121-22
Tayeh, M H 188
Tushman, M 13
Tuttle, T C 142

Author Index

Van Den Berghe, L. 20
VerWeir, K 20
Viswesvaran, C 45-49
Vroom, V 11, 18

Ward, A 85, 145
Ward, P 124

War, P 128, 130
Warrenton-S5mith, A 133
West, M 49

Wexley, KN 94

Wherry, R | 81-82, 93
Wiley, | 171

Williams, C . %0-91
Williams, T 18&

Wollf, C 109, 110
Woodruffe, C 134
Worley, CG 150
Wortzel-Hoffman, N 145

Yaping, G 164



264

SUBJECT INDEX

Accenture 213-14

Adobe 212-13

AMO model of performance 11-12

analysing performance, see performance
analysis

analytical performance narratives 100-01

appraisal, see performance appraisal

appraisal and feedback 128-29

assessing performance, see performance
assessment

balanced scorecard 56, 67-69, 138

behavioural objectives 60

behavioural observation scales 94-95

behaviourally anchored rating scales
IBARS) 93-54

bundling and performance management 8

business performance management
systems 147-48

capahility procedure 114-16
CEMEX 3&
Centrica 36
challenging conversations, handling
of 113-14
Chartered [nstitute of Personnel and
Development Management (CIPD))
1,47-48, 77, 134, 199200, 20102
check-ins 121
coaching
approach to 134-33
defined 133-34
process of 134
skills 135-36
techniques 134
competency-hased scales 96
contro] theory 18
Corporate leadership Council 195-99
critical-incident technique %2-93
critical success factors 36

dashboards 158-59
Deloitte 214

development planning 63-64
DHL 37

engagement, se¢ employee engagement
employes engagement and performance
management
contribution of performance
management 172-7&
employee engagement defined 170-71
enablers of engagement 172
impartance of 171-72
employee relations climate and
performance 14-15
e-reward 20-21, 43, 69, B1, 131, 189, 202,
09, 211-21
ethical principles of performance
management 23-24
European Foundation for Cruality
Management (EFQM] 158
evidence-based performance
management 26, 118
expectancy theory 18

feedback
constructive feedback 122-23
continuous feedback 121-122
defined 117-18
feedforward interview 123-24
guidelines on providing feedback
120-21
and learning 64
nature of 118
180-degree feedback 124-25
and reinforcement theory 19
3al-degree 124-31
and underperformers 111
use of 119
Feedback Project 125
feedforward interview 123-24
forced diseribution 37-88
forced ranking 2, B7-89, 97-9§, 208

Gap Inc 215

General Electric 122, 215-16
goal theory 17

goals, see objectives

graphic rating scales 92



HalifaxBO5 38

handling challenging conversations 113-14

high performance culture, development
of 151-52

high performance work systems 152-33

HR and performance management 200,
202-03,

human capital management 150-51

IBM 216-17,233-49
impact of performance management
conclusions on impact 49-50
establishing the impact 44-43
evidence of the impact on individual
performance 4749
evidence of the impact on organizational
performance 4547
how performance management
is expected to improve
performance 4344
potential impact 8
Institute for Employment Studies (TES}
200-01, 208,221
Institute of Personnel Management
{IPM) 46
international performance management
approaches to 187-840
convergence and divergence 185-86
for expatriates 191-93
and [ine managers 188
in practice 189-%1
rating problems 18%
in subsidiaries of multinationals 183, 189

key performance indicators (KPIs) 36, 157
key result areas (KRAs) 57-39, 60

learning, ohjectives &0

line managers and performance
management 203, 209

Lioyds Banking Group 6463, 69

management, sge bOp management
managers, se¢ line managers
managing organizational performance

business performance management

systems 147-48

defined 141

overall approach to 142

process of 141-42

strategic approach to 14343
managing performance 8

Subject Index

managing team performance
definition of a team 163
factors affecting team performance 1
fi-a4
reviewing the performance of individual
team members 16869
setting process ohjectives 167
setting team performance objectives
le6-67
team competencies 164
team performance management
processes 166
team performance measures 165-66
team performance reviews 167-68
teams and performance 163-64
managing performance throughout the year 31
managing underperformance 109-16
measuring performance
approach to 154-3%
balanced scorecard 158
dashhoards 158-59
defined 153-54
developing measures 16
keey performance indicators 56, 157
scorecards 157-38
sipnificance of 154
types of measures 153-37
Microsoft 62-63, 99, 217-18
monitoning performance 31-32
multi-source feedback 1214 see also
3al-degree feedback

narrative assessment $9-100
neuroscience 210-11

objectives
alternative to &2
critenia for 61-62
defined 59, 60
issues 205-06
as part of a performance agreement 31
SMART objectives 56, 61-62, 206
targets &l
objective setting 61-62
180-degree feedback 124
organization culture and performance 14
organization structure and performance 14
organizational capability 149-50
organizational development 1350
organizational performance management,
se¢ managing organizational
performance



EED  subject Index

performance
AMO model 11-12
as behaviour 8-10
factors affecting performance 10-17
individual factors affecting
performance 11-12
input-process-output-outcome
mode]l 12
measurement 8, 153-60
a5 a multidimensional construct
as putcomes 9
systems factors 12-13
and teams 163-64
underpinning theory 17-1%
performance agreement, see performance
and development agreement
performance analysis
conducting B0
defined 7%
emphasis on
performance appraisal 2-3, 79
performance assessment
analytical performance narratives
100-01
behavioural observation scales B4-835
behaviourally anchored rating
scales B3-B4
competency-based scales 86
conclusions 104-06
critical-incident technique 82-83
defined 81
forced ranking B7-8%
graphic rating scales 82
narrative assessment §9-100
ranking E6-87
rating §1-%1
results-based scales B3-Bé
visual methods of assessment 101-04
performance and development agreements
defined 30-31, 55
defining roles 56-39
development planning 63-65
setting objectives 59-63
the traditional approach 33-3&
performance and development planning
30-31
performance improvement plan 68
performance management
aims of 19-12
approaches to 24-25
arguments for 25-16
complexity of 203

conceptual framework of §-1%
defined x1, 7-B
ethical principles of 23-24
evaluation of 209-10
evidence-based performance
management 26, 118
forms 203-04
and form-filling 200
how well is performance management
working? 198-202
and HR. 200, 203,
ideal concept of 1
impact of 43-30
implementation of 209
international 185-93
as a model 34
madels 33, 3541
monitoring performance 31-32
and neuroscience 210-11
objectives 205-06
and pay 183-84
performance and development
planning 30-31
and performance-related pay 207-08
principles of 32-23
putting performance management
right 211-18
reality of 34-35
reinventing performance
management 221-30
requirements for success 26-29
reviewing performance management 33
revolution 1
what’s wrong with performance
management? 197-98
why does performance management
fail? 202-10
performance management systems
arguments for 25-16
broken nature of 1
defined 30
monitonng performance 31-32
performance and development
planning 30-31
performance management cycle 31
performance management sequence 32
reality of 34-35
reviewing performance 33
performance measures, 5o Measuring
performance
performance objectives, see objectives
performance pay, see performance-related pay



performance planning 30-31
performance prism 146-47
performance rating, see rating
performance-related pay 179, 180-83,
207-08

performance reviews

abolition of 205

complexity of 204

conducting 71-75

defined 33, 70

method 71

problems with 75-77

purposes 33, 70-71

strength-based reviews 77

what can be done about them? 77-78
performance standards &0
performance targets A0
personal development plans 56
Pizer Inc 38
poor performance, see underperformance
procedural justice 184
process 12
psychological contract 19

rank and vank %7

ranking %6-97

rating
abolition of 2, 206
achieving accuracy E6-87
achieving consistency 87
arguments for and against §9-%1
artacks on 3
conclusions on 91
defined &1
forced distribution B7-88
forced ranking 2, 87-89, 97-9§, 206
levels B4-86
and performance pay 182-83
scales B1-84
theory of §1-82

Raytheon 38

reinforcement theory 19

reinventing performance management
analysis of possible new arrangements

222,224-26

approach to 223
areas for 132
assessment of current arrangements 222
developing the skills required 226
practical advice 226-2%
programme 222
radical way ahead 229-30

Subject Index

results-based performance appraisal
95-94

reviewing performance 33

reward and performance
management 179-84

role defined 56

role profile 56

Royal College of Nursing 39

scorecards 157-58

self-efficacy theory 19

serting ohjectives, see objective setting

Sibson 200

SMART objectives 36, 61-62

social learming theory 19

Society for Human Resource
Management 201

stack ranking 97-99

Standard Chartered Bank 40, 190

strength-based performance reviews 77

talent management 208
targets 60
team performance management, see
managing team performance
Ja0-degree feedback
advantages and disadvantages 131
and appraisal 128-29
defined 124
effectiveness of 129-31
incidence of 131
methodology 126-28
purpose 124
rationale for 125
use of 126
top management 208
Towers Watson 201

underperformance, management of
approaches ta 110-11
basic steps 110-12
capability procedure 114-16
challenging conversations, handling

of 113-14

the problem 109-10

upward feedback 124

visual methods of performance
assessment 101-04

WorldatWork 200



performance planning 30-31
performance prism 146-47
performance rating, see rating
performance-related pay 179, 180-83,
207-08

performance reviews

abolition of 205

complexity of 204

conducting 71-75

defined 33, 70

method 71

problems with 75-77

purposes 33, 70-71

strength-based reviews 77

what can be done about them? 77-78
performance standards &0
performance targets A0
personal development plans 56
Pizer Inc 38
poor performance, see underperformance
procedural justice 184
process 12
psychological contract 19

rank and vank %7

ranking %6-97

rating
abolition of 2, 206
achieving accuracy E6-87
achieving consistency 87
arguments for and against §9-%1
artacks on 3
conclusions on 91
defined &1
forced distribution B7-88
forced ranking 2, 87-89, 97-9§, 206
levels B4-86
and performance pay 182-83
scales B1-84
theory of §1-82

Raytheon 38

reinforcement theory 19

reinventing performance management
analysis of possible new arrangements

222,224-26

approach to 223
areas for 132
assessment of current arrangements 222
developing the skills required 226
practical advice 226-2%
programme 222
radical way ahead 229-30

Subject Index

results-based performance appraisal
95-94

reviewing performance 33

reward and performance
management 179-84

role defined 56

role profile 56

Royal College of Nursing 39

scorecards 157-58

self-efficacy theory 19

serting ohjectives, see objective setting

Sibson 200

SMART objectives 36, 61-62

social learming theory 19

Society for Human Resource
Management 201

stack ranking 97-99

Standard Chartered Bank 40, 190

strength-based performance reviews 77

talent management 208
targets 60
team performance management, see
managing team performance
Ja0-degree feedback
advantages and disadvantages 131
and appraisal 128-29
defined 124
effectiveness of 129-31
incidence of 131
methodology 126-28
purpose 124
rationale for 125
use of 126
top management 208
Towers Watson 201

underperformance, management of
approaches ta 110-11
basic steps 110-12
capability procedure 114-16
challenging conversations, handling

of 113-14

the problem 109-10

upward feedback 124

visual methods of performance
assessment 101-04

WorldatWork 200



