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Performance
Management
in Context

People think theyre too busy for performance management. That's your number one job

Learning Objectives

—Jack Welch

By the end of this chapter, you wiill be able to do the following:

1.

Compare and contrast the concepts of performance
management and performance appraisal.

. Appraise strategic, administrative, informational, devel-
opmental, organizational maintenance, and documenta-

tion purposes of performance management.

. Create a presentation providing persuasive arguments

to argue for the business case and benefits for employ-
ees, managers, and organizations of implementing a
weli-designed performance management system.

. Assess the multiple negative consequences that can

arise from the poor design and implementation of a
performance management system.

5. Judge the extent to which dysfunctional performance

ratings may be signs that the performance management
system is broken.

. Prepare a list of the key features of an ideal perfor-

mance management system.

. Propose relationships and links between performance

management and other human resources functions,
including recruitment and selection, training and
development, workforce planning, and compensation.

. Assess the impact of globalization and technological and

demographic changes on the design and implementa-
tion of performance management systems.




4 Part| Strategic and General Considerations

1-1 DEFINITION OF PERFORMANCE MANAGEMENT

Consider the following scenario:

Sally is a sales manager at a pharmaceutical company. The fiscal year
will end in one week. She is overwhelmed with end-of-the-year tasks,
including reviewing the budget she is likely to be allocated for the
following year, responding to customers’” phone calls, dealing with
vendors, and supervising a group of 10 salespeople. It's a very hectie
time, probably the most hectic time of the year. She receives a phofie call
from the human resources (HR) department: “Sally, we have not réeeived
your performance reviews for your 10 direct reports; they arendue by
the end of the fiscal year.” Sally thinks, “Oh, again, those performance
reviews . ... What a waste of my time!” From Sally’s point of view, there
is no value in filling out those seemingly meaninglessiforms. She does
not see her direct reports in action because they aré inthe field, visiting
customers most of the time. All that she knows abouttheir performance
is based on sales figures, which depend more,oh theproducts offered and
geographic territory covered than the individual effort and motivation
of each salesperson. And based on heryjown*experience, she thinks that
little will happen in terms of compensation and rewards, regardless of
her ratings. These are lean times in henjorganization, and salary adjust-
ments are based on seniority,rather than on merit. She has less than three
days to turn in her forms. What wiill she do? In the end, she decides to
follow the path of least resistance: to please her employees and give
everyone the maximum pessible rating. In this way, Sally believes the
employees will be happy=with their ratings and she will not have to deal
with complaints orfollow-up meetings. Sally fills out the forms in less
than 15 minutes and gets back to her “real job.”

There is sométhing very wrong with this picture, which unfortunately hap-
pens all too frequently in many organizations and across industries. Although
Sally’s HR depaztment calls this process “performance management,” it is not.

Petformance management is a continuous process of identifying, measuring, and
developing the performance of individuals and teams and aligning performance with the
strategic goals of the organization. Let’s consider each of the definition’s two main
components in more detail:

1. Continuous process. Performance management is ongoing. It involves an
ongoing process of setting goals and objectives, observing performance,
talking about performance, and giving and receiving ongoing coaching
and feedback.'

2. Alignment with strategic goals. Performance management requires that
managers ensure that employees’ activities and outputs are congruent
with the organization’s goals, and consequently, help the organization
gain a competitive advantage.” Performance management therefore
creates a direct link between employee and team performance and
organizational goals, and makes the employees’ contribution to the
organization explicit.

Just like in the case of Sally, many organizations have what is labeled a
“performance management” system. However, we must distinguish between
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Chapter1 Performance Management in Context 5

performance management and performance appraisal. A system that involves
employee evaluations once a year without an ongoing effort to provide feedback
and coaching so that performance can be improved is not a true performance
management system. Instead, this is only a performance appraisal system.
Performance appraisal is the measurement and description of an employee’s
strengths and weaknesses. Thus, performance appraisal is an important compo-
nent of performance management, but it is just a part of a bigger whole because
performance management is much more than just performance measurement.’

As an illustration, consider how Bank of America Merrill Lynch has tran-
sitioned from a performance appraisal system to a performance management
system. Merrill Lynch was acquired by Bank of America in 2009, and then, merged
into Bank of America Corporation in October 2013, creating Bank of America
Merrill Lynch, which is one of the world’s leading financial management and
advisory companies. Specifically, it employs more than 15,000 financial advisors
in offices in about 35 countries and manages private client assets of approximately
US$2.2 trillion. As an investment bank, it is a leading global underwriter of debt
and equity securities and strategic advisor to corporations, governments, insti-
tutions, and individuals worldwide. Bank of America Merrill Lyneh statted the
transition from giving employees one performance appraisal per yéar to focusing
on one of the important principles of performance management: the eenversation
between managers and employees in which feedback is exchanged and coaching
is given, if needed. In January, employees and managers setemployee objectives.
Mid-year reviews assess what progress has been made toward the goals and
how personal development plans are faring. Finally; the end-of-the-year review
incorporates feedback from several sources, evaludtesfprogress toward objectives,
and identifies areas that need improvement. Mghdagers also get extensive training
on how to set objectives and conduct reviewsyIn.addition, there is a website that
managers can access with information on‘all aspects of the performance man-
agement system. In sharp contrast tQ their old performance appraisal system,
Bank of America Merrill Lynch’s geal\fofiits newly implemented performance
management program is worded as follows: “This is what is expected of you,
this is how we're going to helpsyoudin your development, and this is how you’ll
be judged relative to compensation®”*

As a second example, cdnsider the performance management system for
managers at Germany-based Siemens, which used to focus on mobile phones,
computer networks;and‘wireless technology. Siemens’ current areas are electri-
fication, automation, and digitalization. It is the largest industrial manufacturing
company in Etrope and employs more than 350,000 people in 190 countries.
One of thesworld’s largest producers of energy-efficient, resource-saving tech-
nologies,Siemens is a leading supplier of systems for power generation and
trafismission as well as medical diagnosis, and in 2015, its global revenue totaled
around €75.6 billion. At Siemens, the performance management system is based
on three pillars: setting clear and measurable goals, implementing concrete ac-
tions, and imposing rigorous consequences. The performance management at
Siemens has helped change people’s mind-set, and the organization is now truly
performance-oriented. Every manager understands that performance is a critical
aspect of working at Siemens, and this guiding philosophy is communicated in
many ways throughout the organization.’

Much like those that focus on performance appraisal only, performance
management systems that do not make explicit the employee contribution to the
organizational goals are not true performance management systems. Making an
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6 Partl Strategic and General Considerations

explicit link between employee and team performance objectives and the orga-
nizational goals also serves the purpose of establishing a shared understanding
about what is to be achieved and how it is to be achieved. This is painfully clear
in Sally’s case described earlier: from her point of view, the performance review
forms did not provide any useful information regarding the contribution of each
of her direct reports to the organization. Sally’s case is, unfortunately, more com-
mon than we would like. For example, a survey of 13,000 employees worldwide
conducted by the Corporate Executive Board (CEB) found that about 95% of
managers are not satisfied with their organization’s performance management
system. Moreover, 66% of employees say that the performance review prodess
not only does not help, but actually interferes with their productivity®

Our discussion thus far makes it clear that performance management'systems
serve multiple purposes. The information collected by a performance management
system is most frequently used for salary administration, performance’feedback, and
the identification of employee strengths and weaknesses."In‘general, however,
performance management systems can serve the following'six purposes: strategic,
administrative, informational, developmental, orgasfizatienal maintenance, and
documentation purposes.” Let’s consider each of thése/purposes next.

1-2 PURPOSES OF PERFORMANCE MANAGEMENT SYSTEMS

1-2-1 Strategic Purpose

The first purpose of performanceimanagement systems is to help top manage-
ment achieve strategic busine§ssebjectives. By linking the organization’s goals
with individual and team g@als, tHe performance management system reinforces
behaviors consistent withsthe.attainment of organizational goals. Moreover, even
if, for some reason, individual goals are not achieved, linking individual and
team goals with organizational goals serves as a way to communicate the most
crucial business,strategic initiatives. As an example of how this is accomplished
at Sears, see Box,1-1}

A secondhstrategic purpose of performance management systems is that
they playtan important role in the onboarding process.® Onboarding refers to the
processestthat lead new employees to transition from being organizational out-
siders to organizational insiders. Performance management serves as a catalyst
for, onboarding because it allows new employees to understand the types of
behaviors and results that are valued and rewarded, which, in turn, lead to an
understanding of the organization’s culture and its values.

1-2-2 Administrative Purpose

A second function of performance management systems is to furnish valid and
useful information for making administrative decisions about employees. Such
administrative decisions include salary adjustments, promotions, employee
retention or termination, recognition of superior individual performance, iden-
tification of high-potential employees, identification of poor performers, layoffs,
and merit increases. Therefore, the implementation of reward systems based
on information provided by the performance management system falls within
the administrative purpose. For example, the government in Turkey mandates
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Box 1-1

Chapter1 Performance Management in Context

Company Spotlight: How Sears Uses

Performance Management to Focus on
Strategic Business Priorities

The top management team at Sears is utilizing perfor-
mance management practices and principles to align
human resources with business strategy. Headquartered in
Hoffman Estates, Illinois, Sears is the 18th largest retailing
company in the United States. And it is the fifth largest
American department store company by sales, (behind
Walmart, Target, Best Buy, and The Home Depot), and the
third largest broadline retailer in the United States, with
approximately US$22.14 billion in annual revenues and
approximately 651 retail stores. Sears is a home appliance
retailer and offers tools, lawn and garden products, home
electronics, and automotive repair and maintenance. Fol-
lowing the merger with Kmart Corp. and Sears, Roebuck &
Co., Aylwin B. Lewis was promoted to chief executive and
tasked with a strategic culture change initiative in hopes
of reinvigorating the struggling retail company. A strategic

objective is to move from an inward focus to a custon’%

service approach. A second key objective is to bringg
-

an entrepreneurial spirit, where store manager
financial literacy and are challenged to identify

ties for greater profits. Several aspects of the perfommnance
management system are being utiliz achieve these

tuni-

strategic objectives. For example, employee.duties and
objectives are being revised so that em @ill spend
less time in back rooms and more tim%cting with
customers to facilitate purchases and Unde
tion with employees
and face-to-face |nteractlgn re encouraged. Lewis,
who is now CEO of Potbe, x o spend three days per
week in stores with & s and frequently quizzed
managers on the|r ge such as asking about profit
margins for a rtment. The greatest compliment
employees reé o be referred to as “commercial” or
someone wh identify opportunities for profits. All
Sears he%uarters employees are also required to spend a
day "\ in a store, which many had never done before.
ExecutiVe management has identified 500 employees who

areﬂonsidered potential leaders who are given training and
velopment opportunities specifically aimed at cultural and

and customer
needs. In addition, leadership com

strategic changes. In sum, the performance management
system at Sears is used as a strategic tool to change Sears’
culture because senior management views encouraging
key desired behaviors as critical to the company’s success
in the marketplace.’

performance manageme Qs in all public organizations in that country with
corruption, and bribery, and also, to emphasize

the aim to prevent favor
the importance of 1\1&1ahty and merit in administrative decisions.

10

1-2-3 Infoer-nal Purpose
Perform management systems serve as an important communication device.

First, a@)rm employees about how they are doing and provide them with
inf on specific areas that may need improvement. Second, related to the
strategjic purpose, they provide information regarding expectations of peers, supervi-
sors, customers, and the organization, and what aspects of work are most important.

1-2-4 Developmental Purpose

As noted earlier, feedback is an important component of a well-implemented per-
formance management system. This feedback should be used in a developmental
manner. Specifically, managers can use feedback to coach employees and improve
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8 Partl Strategic and General Considerations

performance on an ongoing basis. This feedback allows for the identification of
strengths and weaknesses of employees as well as the causes for performance
deficiencies (which could be due to individual, team, or contextual factors). Of
course, feedback is useful only to the extent that remedial action is taken and
concrete steps are implemented to remedy any deficiencies. Feedback is useful
only when employees are willing to receive it. Organizations should strive to
create a “feedback culture” that reflects support for feedback, including feedback
that is nonthreatening and is focused on behaviors and coaching to help interpret
the feedback provided."

Another aspect of the developmental purpose is that employees teceivelin-
formation about themselves that can help them individualize their cateenpaths.
For example, by learning about their strengths, they are better able to’ chart a
more successful path for their future. Thus, the developmental purpose refers
to both short-term and long-term aspects of development.

1-2-5 Organizational Maintenance Purpose

A fifth purpose of performance management systems”s to provide information
to be used in workforce planning. Workforce planning Comprises a set of systems
that allows organizations to anticipate and respondito needs emerging within and
outside the organization, to determine priofities, and to allocate human resources
where they can do the most good.'? Anyifhpartant component of any workforce
planning effort is understanding the talent inventory, which is information on
current resources (e.g., skills, abilities, promotional potential, and assignment
histories of current employees)» Buying talent is extremely expensive and top
performers know their worth.dinthe market through social media and career sites.
In the case of executives, the stock market is a good metric of perceived worth."
For example, when Kagper, Rosted left his position of CEO at packaged-goods
company Henkel to become CEO of Adidas, Adidas gained US$1 billion. Per-
formance manageent systems are the primary means through which accurate
talent inventoriest«ean be assembled. Moreover, as we will describe later, talent
inventories ate ctitical in terms of keeping track of high-potential employees.'*

Other organizational maintenance purposes served by performance manage-
ment systems include assessing future training needs, evaluating performance
achievements at the organizational level, and evaluating the effectiveness of HR
interventions. For example, accurate data on employee performance can be used
to evaluate whether employees perform at higher levels after participating in a
training program. These activities aimed at assessing the effects of HR and other
interventions on performance cannot be conducted effectively in the absence of
a good performance management system.

1-2-6 Documentation Purpose

Finally, performance management systems allow organizations to collect use-
ful information that can be used for several necessary—and sometimes, legally
mandated (as described in Chapter 10)—documentation purposes. First, perfor-
mance data can be used to validate newly proposed selection instruments. For
example, a newly developed test of computer literacy can be administered to
all administrative personnel. Scores on the test can then be paired with scores
collected through the performance management system. If scores on the test and
on the performance measure are correlated, then the test can be used with future
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Chapter1 Performance Management in Context 9

applicants as predictors of performance for the administrative positions. Second,
performance management systems allow for the documentation of important
administrative decisions, such as terminations and promotions. This information
can be especially useful in the case of litigation.

Several companies implement performance management systems that allow
them to accomplish the multiple objectives described earlier. For an example of
one such company, consider the case of SELCO Credit Union in Eugene, Oregon,
a not-for-profit consumer cooperative that was established in 1936."> SELCO
serves more than 127,000 members. In 2016, SELCO closed with a record US$1.4
billion in assets, US$1.1 billion in loans, and US$1.3 billion in deposits. SELCO
offers many of the same services offered by other banks, including personal
checking and savings accounts, loans, and credit cards. Being members of the
credit union, however, allows individual members a say in how the credit union
is run, something a traditional bank does not permit. Recently, SELCO scrapped
an old performance appraisal system and replaced it with a new multipurpose
and more effective performance management system. First, the timing of the new
system is now aligned with the business cycle, instead of the employee’s"date of
hire, to ensure that business needs are aligned with individual goals. This.align-
ment serves both strategic and informational purposes. Second, fmanagers are
given a pool of money that they can work with to award bonuses‘and raises as
needed, which is more effective than the complex set of matriees that had been
in place to calculate bonuses. This improved the way in which the system is used
for allocating rewards, and therefore, serves an administrative purpose. Third,
managers are required to sit down and have regulag conversations with their
employees about their performance and make note©fany problems that arise. This
gives the employees a clear sense of areas in which they need improvement and
also provides documentation if disciplinagy=action is needed. This component
serves both informational and documentation purposes. Finally, the time that was
previously spent filling out complicated matriees and forms is now spent talking
with the employees about how they.can ifiprove their performance, allowing for
progress on an ongoing basis. Thisserves a developmental purpose.

Although multiple purpeses.are desirable, 62% of HR executives from
Fortune 500 companies say, that/their performance management system serves
mostly administrative (e/g., salary decisions) and developmental (e.g., to iden-
tify employees’ weakhesses and strengths) purposes.’® As will be discussed in
Chapter 9, these putposes place conflicting demands on those providing ratings
because they mustbeboth judges (i.e., make salary decisions) and coaches (i.e.,
provide usefulifeedback for performance improvement) at the same time.

Now, think about the performance management system implemented in your
organization Or the last organization for which you worked. Table 1-1 summarizes
theWarious purposes served by a performance management system. Which of
these purposes are being served by the system you are considering? Which are
not? What are some of the barriers that prevent achieving all six purposes?

Subsequent chapters describe best practices on how to design and imple-
ment performance management systems. For now, however, let us say that well-
designed and implemented performance management systems achieve all six
purposes, and also, make substantial contributions to the organization. This is
why a survey of almost 1,000 HR management professionals in Australia revealed
that 96% of Australian companies currently implement some type of performance
management system.'” Similarly, results of a survey of 278 organizations, about
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10 Part| Strategic and General Considerations

TABLE 1-1

Purposes Served by a 1. Strategic: To help top management achieve strategic business objectives

Performance Management 2. Administrative: To furnish valid and useful information for making administrative decisions about
System employees

3. Informational: To inform employees about how they are doing and about the organization’s,
customers’, and supervisors’ expectations

4. Developmental: To allow managers and peers to provide coaching to their employees

5. Organizational maintenance: To create a talent inventory and provide information to be used in
workplace planning and allocation of human resources

6. Documentation: To collect useful information that can be used for various purpose: &
development, administrative decisions) ~

two-thirds of which are multinational corporations frome15different countries,
indicated that about 91% of organizations implement@ fermal performance
management system.'® Moreover, organizations with fégntal and systematic per-
formance management systems are 51% more likely te,perform better than the
other organizations in the sample regarding finaneial*6utcomes, and 41% more
likely to perform better than the other organizationsin the sample regarding other
outcomes, including customer satisfaction, gmployee retention, and other import-
ant metrics. In fact, a study conducted by-Revelopment Dimensions International
(DDI), a global human resources consulting firm specializing in leadership and
selection, found that performance management systems are a key tool that or-
ganizations use to translate business, Strategy into business results. Specifically,
performance management systemsjinfluence “financial performance, productivity,
product or service quality, ¢ustomer satisfaction, and employee job satisfaction.”
In addition, 79% of the(CEOs"surveyed say that the performance management
system implemented in‘their organizations drives the “cultural strategies that
maximize human assets.” *Based on these results, it is not surprising that senior
executives of companieés listed in the Sunday Times list of best employers in the
United Kingdom believe that performance management is one of the top two
most imp6Ttatit HR management priorities in their organizations.”’ Let us de-
scribe these.performance management contributions in detail.

1-3 THE PERFORMANCE MANAGEMENT CONTRIBUTION

There are many advantages associated with the implementation of a perfor-
mance management system.21 A performance management system can make the
following important contributions for employees, managers, the HR function,

and the entire organization®:

1. Self-insight and development are enhanced. The participants in the system
are likely to develop a better understanding of themselves and of the
kind of development activities that are of value to them as they progress
through the organization. Participants in the system also gain a better
understanding of their particular strengths and weaknesses, which can
help them better define future career paths.

2. Self-esteem is increased. Receiving feedback about one’s performance fulfills
a basic human need to be recognized and valued at work. This, in turn, is
likely to increase employees’ self-esteem.
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. Motivation to perform is increased. Receiving feedback about one’s

performance increases the motivation for future performance. Knowledge
about how one is doing and recognition about one’s past successes
provide the fuel for future accomplishments.

. Employee engagement is enhanced. A good performance management system

leads to enhanced employee engagement. Employees who are engaged feel
involved, committed, passionate, and empowered. Moreover, these attitudes
and feelings result in behaviors that are innovative, and overall, demonstrate
good organizational citizenship and active participation in support of

the organization. Employee engagement is an important predictor of
organizational performance and success, and consequently, engagement is
an important contribution of good performance management systerns.23

. Employees become more competent. An obvious contribution is that

employee performance is improved. In addition, there is a solid
foundation for helping employees become more successful by
establishing developmental plans.

. Voice behavior is encouraged. A well-implemented performance

management system allows employees to engage in voice behayior that
can lead to improved organizational processes. Voice behavier involves
making suggestions for changes and improvements thatéare innovative,
challenge the status quo, are intended to be constructiveyand are offered
even when others disagree.* For example, the performance review
meeting can lead to a conversation during which the employee provides
suggestions on how to reduce cost or speed up a ‘specific process.

. The definitions of job and criteria are clarified sFhejob of the person

being appraised may be clarified and defined more clearly. In other
words, employees gain a better undetstanding of the behaviors and
results required of their specific position, Employees also gain a better
understanding of what it takes to,beqa successful performer (i.e., what are
the specific criteria that definejobsuccess).

. Employee misconduct is miaimized.” Employee misconduct is an

increasingly pervasive phenomenon that has received widespread media
coverage. Such misconduct includes accounting irregularities, churning
customer accoufpts, abtiSing overtime policies, giving inappropriate

gifts to clientsamd“potential clients, hoping to secure their business, and
using company resources for personal use. Although some individuals
are more likely to engage in misconduct compared to others, based on
individual differences in personality and other attributes, having a good
performance management in place provides the appropriate context so
thatimisconduct is clearly defined and labeled as such and also identified
early on before it leads to sometimes irreversible negative consequences.

. Declines in performance can be addressed early on. Because good performance

management systems include ongoing performance measurement,
declines in performance can be noticed, which allows for immediate
feedback and continuous coaching. When such declines are observed,
remedial action can be taken immediately and before the problem
becomes so entrenched that it cannot be easily remedied.

Motivation, commitment, and intentions to stay in the organization are
enhanced. When employees are satisfied with their organization’s
performance management system, they are more likely to be motivated
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11.

12.

13.

14.

15.

to perform well, be committed to their organization, and not try to
leave the organization.” For example, satisfaction with the performance
management system is likely to make employees feel that the
organization has a great deal of personal meaning for them. In terms

of turnover intentions, satisfaction with the performance management
system leads employees to report that they will probably not look for a
new job in the next year and that they do not often think about quitting
their present job. As an illustration of this point, results of a study
including 93 professors at a university in South Africa suggested thatsthe
implementation of a good performance management system would\pe
useful in preventing them from leaving their university jobs.*

Managers gain insight about direct reports. Direct supervisors andwother
managers in charge of the appraisal gain new insights into‘thejperson
being appraised. Gaining new insights into a person’s perfermance and
personality will help the manager build a better relationship with that
person. Also, supervisors gain a better understanding, of each individual’s
contribution to the organization. This can be ugetul for direct supervisors,
as well as for supervisors once removed.

There is better and more timely differentiatiof,between good and poor performers.
Performance management systems allow for a quicker identification of
good and poor performers. This ineludes identifying star performers—
those who produce at levels muchthigher than the rest. For example,
without a good performance,management system, it is not easy to know
which particular programmets, afe producing more and better code.”
Also, this includes identifying high-potential employees who can be
identified as future ledders—also called “HiPos.” For example, PepsiCo’s
performance managemeént system includes what they call Leadership
Assessment and Dévelopment (LeAD). A unique aspect of this system

is the emphasis on identifying HiPos by measuring specific job and
leadership fequirement in the future.”

Supervisoxs’ views of performance are communicated more clearly. Performance
mandgement systems allow managers to communicate to their direct reports
théit asseéssments regarding performance. Thus, there is greater accountability
inhew managers discuss performance expectations and provide feedback.
When managers possess these competencies, direct reports receive useful
information about how their performance is seen by their supervisor.

Administrative actions are more fair and appropriate. Performance
management systems provide valid information about performance

that can be used for administrative actions, such as merit increases,
promotions, and transfers, as well as terminations. In general, a
performance management system helps ensure that rewards are
distributed on a fair and credible basis. In turn, such decisions based on a
sound performance management system lead to improved interpersonal
relationships and enhanced supervisor—direct report trust.” For example,
a good performance management system can help mitigate explicit or
implicit emphasis on age as a basis for decisions. This is particularly
important, given the aging working population in the United States,
Europe, and many other countries around the world.*

Organizational goals are made clear. The goals of the unit and the
organization are made clear, and the employee understands the link
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between what she does and organizational success. This is a contribution
to the communication of what the unit and the organization are all about,
and how organizational goals cascade down to the unit and the individual
employee. Performance management systems can help improve employee
acceptance of these wider goals (i.e., unit and organizational levels).

16. There is better protection from lawsuits. Data collected through performance
management systems can help document compliance with regulations
(e.g., equal treatment of all employees, regardless of sex or ethnic
background). When performance management systems are not in
place, arbitrary performance evaluations are more likely, resulting in an
increased exposure to litigation for the organization.

17. Organizational change is facilitated. Performance management systems can
be a useful tool to drive organizational change. For example, assume an
organization decides to change its culture to give top priority to produet
quality and customer service. Once this new organizational direction
is established, performance management is used to align goals and
objectives of the organization with those of individuals to make change
possible. Employees are provided training in the necessary skills\ard
are also rewarded for improved performance so that they have boeth the
knowledge and motivation to improve product quality aftd customer
service. This is precisely what IBM did in the 1980s, when'it wanted to
switch focus to customer satisfaction: the performance evaluation of
every member in the organization was based, to,some extent, on customer
satisfaction ratings, regardless of function (i.emaccofinting, programming,
manufacturing, etc.).> For IBM, as well as nimfetous other organizations,
performance management provides toolsland motivation for individuals
to change, which, in turn, helps driveforganizational change. In short,
performance management systems are'likely to produce changes in the
culture of the organization, and therefore, the consequences of such
cultural changes should be cofisidered carefully before implementing
the system.” As noted by Randy Pennington, president of Pennington
Performance Group, “Thetuth is that the culture change is driven by a
change in performanee. An/organization’s culture cannot be installed. It
can be guided and influenced by policies, practices, skills, and procedures
that are implemented and reinforced. The only way to change the culture
is to change the way individuals perform on a daily basis.”**

Table 1-2 lists the 17 contributions made by performance management sys-
tems. Recall Sally’s situation earlier in the chapter. Which of the contributions
included in Table 1-2 result from the system implemented at Sally’s organization?
Fomexample, are Sally’s employees more motivated to perform as a consequence
of implementing their “performance management” system? Is their self-esteem
increased? What about Sally’s insight and understanding of her employees’
contributions to the organization? Is Sally’s organization now better protected
in the face of potential litigation? Unfortunately, the system implemented at
Sally’s organization is not a true performance management system, but simply
an administrative nuisance. Consequently, many, if not most, of the potential
contributions of the performance management system are not realized. In fact,
poorly implemented systems, as in the case of Sally’s organization, not only do
not make positive contributions, but instead can be very dangerous because of
their several negative outcomes. Let us consider those next.
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TABLE 1-2

Contributions of Self-insight and development are enhanced.
Performance Management Self-esteem is increased.

Systems

Motivation to perform is increased.

Employee engagement is enhanced.
Employees become more competent.

Voice behavior is encouraged.

The definitions of job and criteria are clarified.

Employee misconduct is minimized. 0\2

Declines in performance can be addressed early on.

Managers gain insight about direct reports. *
There is better and more timely differentiation between good and @rmers.

Supervisors’ views of performance are communicated more‘cle%

Administrative actions are more fair and appropriate. E\

Organizational goals are made clear.

Motivation, commitment, and intentions to stay in the organization are enhan@ﬂ

There is better protection from lawsuits.

Organizational change is facilitated. (§

1-4 WHEN PERFORMANCE MANAGEMENT BREAKS DOWN:
DANGERS OF POORLY IMPLEMENTED SYSTEMS

What happens when perfozmance management systems do not work as intended, as
in the case of Sally’siorganization? What are some of the negative consequences associ-
ated with low-quality and poorly implemented systems? Some of these disadvantages
are simply thelopposite of the contributions discussed in the previous section because,
in many ways, these consequences are symptoms that the performance management
systemysbroken and something needs to be done about it. Consider the following list:

1. Lowered self-esteem. Self-esteem may be lowered if feedback is provided in
an inappropriate and inaccurate way. This, in turn, can create employee
resentment.

2. Increased turnover. If the process is not seen as fair, employees may
become upset and leave the organization. They can leave physically
(i.e., quit) or withdraw psychologically (i.e., minimize their effort and
engage in cyberloafing until they are able to find a job elsewhere).
This is particularly a problem for star performers, who are attracted to
organizations that recognize individual contributions.®

3. Damaged relationships. As a consequence of a deficient system, the relationship
among the individuals involved may be damaged, often permanently.

4. Decreased motivation to perform. Motivation may be lowered for many reasons,
including the feeling that superior performance is not translated into meaningful
tangible (e.g., pay increase) or intangible (e.g., personal recognition) rewards.

5. Employee burnout and job dissatisfaction. When the performance assessment
instrument is not seen as valid and the system is not perceived as
fair, employees are likely to feel increased levels of job burnout and
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job dissatisfaction. As a consequence, employees are likely to become

increasingly irritated.®

6. Use of misleading information. If a standardized system is not in place,
there are multiple opportunities for fabricating information about an

employee’s performance.

7. Wasted time and money. Performance management systems cost money and
quite a bit of time. These resources are wasted when systems are poorly

designed and implemented.

8. Emerging biases. Personal values, biases, and relationships are likely to

replace organizational standards.

9. Unclear ratings system. Because of poor communication, employees may not know
how their ratings are generated and how the ratings are translated into rewards.

10.

Varying and unfair standards and ratings. Both standards and individual

ratings may vary across and within units and also be unfair.

11.

Unjustified demands on managers’ and employees’ resources. Poorly implemented

systems do not provide the benefits provided by well-implemented/&ystems,
yet they take up managers” and employees’ time. Such systemswill be
resisted because of competing obligations and allocation of resburees (e.g.,
time). What is sometimes worse, managers may simply choose tefavoid the
system altogether, and employees may feel increased leyelsiof overload.”

12.

Increased risk of litigation. Expensive lawsuits may be filed/by individuals

who feel they have been appraised unfairly. As an example, see the case of

Yahoo in Box 1-2.
Box 1-2

Company Spotlight: What Happens When

Performance Management Is Implemented Poorly?
J

agement that may
ves a lawsuit and the

One recent example of a perfor
have been implemented po,

company Yahoo. Gregory Anderson said he received a promo-
tion, a pay raise, and %fcr the work he had done. But
in November 2014, s old he was in the bottom 5% of
Yahoo's emplo baséd on quarterly performance reviews,
and was fired. Anderson was Yahoo's editorial director in charge
of autos, ing, homes, travel, and small-business sites and
had r@oyed for four years. In its defense, Yahoo issued
a t saying that its performance management system
allowsemployees to “develop and do their best work” and “the
performance review process was developed to allow employees
at all levels of the company to receive meaningful, regular, and
actionable feedback from others.” Moreover, Yahoo said that
"Our performance review process also allows for high performers
to engage in increasingly larger opportunities at our company,
as well as for low performers to be transitioned out.” Anderson’s
case is unique because he argued that Yahoo manipulated the
performance management system that led to his termination.

The lawsuit says managers were required to rank employees so
that a specific percentage would be placed in each rank even
if all the employees were performing well or at the same level.
Then, higher-level management who often does not interact
with the employees are allowed to modify those scores. The
lawsuit argues that “The performance management system was
opaque and the employees did not know who was making the
final decisions, what numbers were being assigned by whom
along the way, or why those numbers were being changed.”
Also, the lawsuit argues that changes in scores were due, in many
cases, to gender discrimination. In a separate lawsuit, Scott Ard,
a media executive who worked for Yahoo for about three and a
half years until he was fired in January 2015, alleged that Yahoo's
CEO Mayer, one of the highest paid and most prominent female
executives in the United States, “encouraged and fostered the
use of the performance management system to accommodate
management’s subjective biases and personal opinions, to the
detriment of Yahoo's male employees.”3” Anderson’s lawsuit
seeks damages, pay back, and benefits.3®

15
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1-4-1 Performance Ratings: The Canary in the Coal Mine

Table 1-3 summarizes the list of negative consequences resulting from the care-
less design and implementation of a performance management system. As you
can see from this list, many of the negative consequences are directly related to
the issue of performance ratings. For example, ratings are biased, unjustified,
inaccurate, a waste of time and resources, and their use leads to the departure
of star performers, and even litigation.

But performance ratings are the canary in the coal mine, rather than the
problem per se. Before modern methods were available, coal miners in the garly
twentieth century used to carry a caged canary with them down into‘theuntine
tunnels. In the presence of toxic gases such as carbon monoxide, the ¢anary
would faint, or even die, quickly alerting the miners of imminent danger. So,
the canary was not the problem, but a sign of the presence ofqunobserved toxic
gases. Similarly, what are the unseen reasons why performande ratings are biased,
impractical, and cause more harm than good? What are thé “texic gases” that may
be producing problems in the ratings? Consider just three‘of many possibilities.
First, ratings may be not be directly related to an otgafization’s strategic goals.
Second, they may not refer to performance dimensiofis under the control of the
employee. Third, it may take too long for supetivisors to fill out complicated and
convoluted evaluation forms.

Given problems noticed with perfermance ratings, in the past few years,
several organizations such as Eli Lilly,"Adobe, Microsoft, Accenture, Goldman
Sachs, IBM, Morgan Stanley, New; York Life, Medtronic, Juniper Networks, and
Gap announced that they wetesgoingito seriously curtail or even discontinue
their use. In fact, survey resultsy WorldatWork and Willis Towers Watson Talent
Management indicate that(between 8% and 14% of large corporations in North
America have eliminatéd pefformance ratings since 2014.%

But, although the elimiination of ratings seems to be the latest and newest
innovation, perfotmance management without ratings was implemented by
GE in the 1960s " m;addition to no summary ratings, this system at GE included
frequent discussions of performance and an emphasis on mutual goal plan-
ning and frobl€m-solving.* But, years later, GE not only brought ratings back,
but becamefamous for the use of former CEO Jack Welch’s “vitality curve” in
which‘employees were ranked in the top 20%, middle 70%, or bottom 10% of

TABLE 1-3 ﬁl

. owered self-esteem
Negative Consequences >
of Poorly Implemented Increased turnover
Performance Management Damaged relationships
Systems

Decreased motivation to perform

Employee job burnout and job dissatisfaction

Use of false or misleading information

Wasted time and money

Emerging biases

Unclear ratings system

Varying and unfair standards and ratings

Unjustified demands on managers’ and employees’ resources
Increased risk of litigation
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the performance distribution. Going full circle, GE is now one of the companies
reevaluating their use of the annual reviews.

So, despite widespread media coverage and hype about many companies
“abandoning performance reviews and ratings,”** many of these companies quickly
realized that even if performance ratings are abolished, supervisors evaluate
the performance of their direct reports implicitly—and so do peers—even if
evaluations forms and ratings are not used. Also, without performance ratings,
how are we going to identify, reward, and retain top performers? How will
organizations make fair compensation and promotion decisions and deal with
possible discrimination lawsuits? The answer is that performance ratings— @
good-quality performance ratings—are needed.* This is why companies such as \'
Deloitte and many others that tried to eliminate performance ratings are now 0
using ratings again—but they are using more than one system and emphasize Q
developmental feedback.** For example, see the case of Adobe described ig
Box 1-3. Clearly, measuring performance is not easy. However, this is not a %
excuse to abandon ratings, given the large body of research that has accurN
over decades and resulted in clear implications for practice.* So, Par

systems, including how to define and measure performance using

book addresses how to implement state-of-the-science performanc%x\
t types

of rating systems.

Now, once again, consider Sally’s organization.

re some of the

W
negative consequences of the system implemented by @ompany? Let us

consider each of the consequences listed in Table 1-3. For

that the performance information used is false a
the risk of litigation? How about the time and
compiling, and reporting the data? Unfortu

ample, is it likely
migleading? How about
invested in collecting,

»an analysis of Sally’s situ-

ation, taken with the positive and negati quences listed in Tables 1-2
and 1-3, leads to the conclusion that this Q:lar system is likely to do more

harm than good. Now, think about the sys
organization, or at the organizati

closely aligned with some o

implemented at your current
u have worked for most recently. Take a

sitive consequences listed in Table 1-2 or

look at Tables 1-2 and 1-3. Wth the system fit best? Is the system more

f the negative consequences listed in Table 1-3?

Returning to the canarylandlogy, are ratings healthy or not? If not, what are
the unseen “toxic g%t at may be the underlying reasons why ratings are

[)
more closely aligned with

“unhealthy”?

O

Box 1-3

Company Spotlight: Good Performance Management

Implementation Pays Off at Adobe

In 2012, Adobe Systems, one of the largest computer software
companies in the world, decided to scrap their obsolete
annual performance appraisal in favor of a continuous
performance management approach. The new approach
allowed employees to proactively, rather than retroactively,
get feedback on their current roles in the company, future
career goals, and information on the knowledge, skills, and

abilities needed to improve their performance. In the first
year alone, Adobe estimated it saved 80,000 manager hours,
the equivalent of 40 full-time employees, which would have
been required by the old process. Two years later, Adobe
found that morale had increased, turnover decreased by
30%, and involuntary departure increased by 50%.%
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Thus far, we have defined performance management and its purposes,
spelled out its contributions, and discussed benefits of good systems as well as
dangers or bad ones. So, it is time to summarize what decades of research has
concluded about what an ideal performance management system looks like.
These characteristics can have slight variations across contexts. But overall, they
are considered fairly universal.””

1-5 CHARACTERISTICS OF AN IDEAL PERFORMANCE
MANAGEMENT SYSTEM

The following characteristics are likely to allow a performancegnanagement
system to be successful. Clearly, practical constraints may,not allow for the
implementation of all these features. The reality is thatjpetformance management
systems are seldom implemented in an ideal way.* Eomexample, there may not
be sulfficient funds to deliver training to all pedpl@sifivolved, supervisors may
have biases in how they provide performance‘ratings, or people may be just
too busy to pay attention to a performance management system that seems to
require too much time and attention. Alsoythere may be organizational or even
country-level constraints that prevent th€ flaplementation of a good performance
management system. For example, considef the case of Korea, which is a country
that espouses collectivist valuesyover individual performance, and is a society
that is male-dominated and also deminated by political and administrative
leaders, and where these soeioCultural norms have a clear influence on organi-
zational decision making and practices.” These institutional constraints that are
so pervasive in Korea and many other emerging market countries must be taken
into consideration in terfiis of what type of performance management system
it would be possible tg implement as well as the effectiveness of such a system.
However, regardless of the societal, institutional, and practical constraints, we
should strivéito place a check mark next to each of these characteristics: the more
features thatlare,checked, the more likely it will be that the system will live up
to its promiise and deliver the benefits listed in Table 1-2.

*¢ Strategic congruence. The system should be congruent with the unit and
organization’s strategy. In other words, individual goals must be aligned
with unit and organizational goals.

e Context congruence. The system should be congruent with the
organization’s culture as well as the broader cultural context of the
region or country. The importance of context in implementing highly
effective performance management systems is emphasized throughout
the book. However, for now, consider the example of an organization
that has a culture in which communication is not fluid and hierarchies
are rigid. In such organizations, an upward feedback system, in which
individuals receive comments on their performance from their direct
reports, would be resisted and likely not very effective. Regarding
broader cultural issues, consider that performance management research
published in scholarly journals has been conducted in about 40 countries
around the world.” Taken together, this body of work suggests that
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culture plays an important role in the effectiveness of a performance
management system. For example, in countries such as Japan, there is
an emphasis on the measurement of both behaviors (i.e., how people

do the work) and results (i.e., the results of people’s work), whereas in
the United States, results are typically preferred over behaviors. Thus,
implementing a results-only system in Japan is not likely to be effective.
Specifically, although performance is measured similarly around the
world (see standardization criterion below), the interpersonal aspects of
the system are adapted and customized to the local culture. For example,
performance management systems in the subsidiaries are more likely

to differ from those in the headquarters as power distance differences
(i.e., degree to which a society accepts hierarchical differences) increase
between countries.

o Thoroughness. The system should be thorough regarding four dimensions.
First, all employees should be evaluated (including managers). Second,
all major job responsibilities should be evaluated (including behavioxs
and results; a detailed discussion of this topic is presented in Chaptéer5)
Third, the evaluation should include performance spanning the entize
review period, not just the few weeks or months before the réview.Finally,
feedback should be given on positive performance aspects as well as those
that are in need of improvement.

* Practicality. Systems that are too expensive, time-consuming, and
convoluted will obviously not be effective. Goad, easy-to-use systems
(e.g., performance data are entered via user-friendlyWeb and mobile
apps) are available for managers to help themaftake decisions. Finally,
the benefits of using the system (e.g., incréased performance and job
satisfaction) must be seen as outweighifig,the costs (e.g., time, effort,
expense).

* Meaningfulness. The system mustjpe meaningful in several ways. First,
the standards and evaluations®enducted for each job function must be
considered important and rélevant)Second, performance assessment
must emphasize only thgS&ftsictions that are under the control of the
employee. For example; thete is no point in letting an employee know she
needs to increase the'speed of service delivery when the supplier does
not get the produet to her on time. Third, evaluations must take place
at regular intefvals dnd at appropriate moments. Because one formal
evaluationgper year is usually not sufficient, frequent informal reviews
are recommended. Fourth, the system should provide for the continuing
skill géwelopment of evaluators. Finally, the results should be used for
important administrative decisions. People will not pay attention to a
petformance system that has no consequences in terms of outcomes that
they value. For example, a study compared performance management
systems in the former East versus former West Germany. Results showed
that in former West German companies, there was a stronger link between
the performance management system and administrative decisions such
as promotions. This relationship was weaker in former East German
companies, and this difference is probably due to the socialist political
system in the former German Democratic Republic, which has had a long-
lasting effect.”
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o Specificity. A good system should be specific: it should provide detailed
and concrete guidance to employees about what is expected of them and
how they can meet these expectations.

e Identification of effective and ineffective performance. The performance
management system should provide information that allows for the
identification of effective and ineffective performance. That is, the
system should allow for distinguishing between effective and ineffective
behaviors and results, thereby also allowing for the identification of
employees displaying various levels of performance effectiveness.

In terms of administrative decisions, a system that ranks all levelsof
performance, and all employees, similarly is useless.

* Reliability. A good system should include measures of performance that
are consistent and free of error. For example, if two superyisors provided
ratings of the same employee and performance dimensionsy,ratings should
be similar.

e Validity. The measures of performance should alséibewalid. In this
context, validity refers to the fact that the meastizes ificlude all relevant
performance facets and do not include irrelevantihformation. In other
words, measures are relevant (i.e., include all'eritical performance facets),
not deficient (i.e., do not leave any important aspects out), and are not
contaminated (i.e., do not include faetors outside of the control of the
employee or factors unrelated to performance). In short, measures include
what is important and do net,assess what is not important and outside
of the control of the employeenFon example, the gondolieri in the city of
Venice (Italy) have had a pefformance management system for about 1,000
years. Among other relevant performance dimensions, older versions of
the performance maiagement system required gondolieri to demonstrate
their level of rowingkills and their ability to transport people and goods
safely. These are clearly relevant performance dimensions. However, the
system was‘eontaminated because it included the following requirement
which isinfelated to performance: “Every brother [sic] shall be obliged
to confess twice a year, or at least once and if after a warning, he remains
impenitent, he shall be expelled . . . [from the gondolieri guild].”*

* Acegptability and fairness. A good system is acceptable and is perceived
as fair by all participants. Perceptions of fairness are subjective and the
only way to know if a system is seen as fair is to ask the participants
about the system. Such perceptions include four distinct components.
First, we can ask about distributive justice, which includes perceptions
of the performance evaluation received relative to the work performed,
and perceptions of the rewards received relative to the evaluation
received, particularly when the system is implemented across countries.
For example, differences in perceptions may be found in comparing
employees from more individualistic (e.g., United States) to more
collectivistic (e.g., Korea) cultures.” If a discrepancy is perceived between
work and evaluation or between evaluation and rewards, then the
system is likely to be seen as unfair.”* Second, we can ask about procedural
justice, which includes perceptions of the procedures used to determine
the ratings as well as the procedures used to link ratings with rewards.
Third, we can assess perceptions regarding interpersonal justice, which
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refers to the quality of the design and implementation of the performance
management system. For example, what are employees’ perceptions
regarding how they are treated by their supervisors during the
performance review meeting? Do they feel that supervisors are empathic
and helpful? Finally, informational justice refers to fairness perceptions
about performance expectations and goals, feedback received, and the
information given to justify administrative decisions. For example, are
explanations perceived to be honest, sincere, and logical? Because a

good system is inherently discriminatory, some employees will receive
ratings that are lower than those received by other employees. However,
we should strive to develop systems that are regarded as fair from the
distributive, procedural, interpersonal, and informational perspectives
because each type of justice perception leads to different outcomes.” For
example, a perception that the system is not fair from a distributive point
of view is likely to lead to a poor relationship between employee and
supervisor and lowered satisfaction of the employee with the supervisox
On the contrary, a perception that the system is unfair from a progedural
point of view is likely to lead to decreased employee commitmeht toward
the organization and increased intentions to leave.”® One way to\iniprove
all four justice dimensions is to set clear rules that are appliedeensistently
by all supervisors.

Inclusiveness. Good systems include input from multiple sources

on an ongoing basis. First, the evaluation process must represent

the concerns of all the people who will be affected by the outcome.
Consequently, employees must participate inith€process of creating

the system by providing input regarding what®Behaviors or results will
be measured and how. This is particularly important in today’s diverse
and global organizations, which include individuals from different
cultural backgrounds, which may lead to‘different views regarding

what is performance and how itshodld be measured.” Second, input
about employee performange should be gathered from the employees
themselves before the perfermance review meeting.” In short, all
participants must be given a voice in the process of designing and
implementing the systeml. Such inclusive systems are likely to lead to
more successful $§stems, including less employee resistance, improved
performance, afid,féwer legal challenges.”

Openness. Gogdhsystems have no secrets. First, performance is evaluated
frequently ‘and’performance feedback is provided on an ongoing

basis /Fherefore, employees are continually informed of the quality of
their performance. Second, the review meeting consists of a two-way
communication process during which information is exchanged, not
delivered from the supervisor to the employee without his or her input.
Third, standards should be clear and communicated on an ongoing basis.
Finally, communications are factual, open, and honest.

Correctability. The process of assigning ratings should minimize subjective
aspects; however, it is virtually impossible to create a system that is
completely objective because human judgment is an important component
of the evaluation process. When employees perceive an error has been
made, there should be a mechanism through which this error can be
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corrected. Establishing an appeals process, through which employees can
challenge what may be unjust decisions, is an important aspect of a good
performance management system.

° Standardization. As noted earlier, good systems are standardized. This
means that performance is evaluated consistently across people and time.
To achieve this goal, the ongoing training of the individuals in charge of
appraisals, usually managers, is a must.

e Ethicality. Good systems comply with ethical standards. This means that
the supervisor suppresses his or her personal self-interest in providing
evaluations. In addition, the supervisor evaluates only performangce
dimensions for which she has sufficient information, and the privacyof
the employee is respected.®

Table 1-4 lists the characteristics of an ideal performance mdnagement system.
Implementing a performance management system that includes the characteristics
just described will pay off. A study conducted for Mer€er, a global diversified
consulting company, revealed that the 1,200 workers,stirveyed stated that they
could improve their productivity by an average,0f26% if they were not held
back by a lack of “direction, support, training;*and equipment.” Successfully
implementing a performance management system.can give workers the direction
and support that they need to improve their productivity.

Now, think about the performangé management system implemented in
your organization or the last organization‘for which you worked. Which of the
features listed in Table 1-4 are ingltided in the system you are considering? How
far is your system from the ideal?2

TABLE 1-4 s )
Characteristics of an Ideal trategic congruence

Performance Management Context congruence ‘\
System Thoroughness
Practicality, Q
Meani@Q

X
3 ification of effective and ineffective performance
iability

'Validity
Acceptability and fairness
Inclusiveness
Openness
Correctability
Standardization

Ethicality

Copyright (c)2024 by Sage Publications, Inc.
This work may not be reproduced or distributed in any form or by any means without express written permission of the publisher.



Chapter1 Performance Management in Context 23

1-6 INTEGRATION WITH OTHER HUMAN RESOURCES
AND DEVELOPMENT ACTIVITIES

Performance management systems serve as important “feeders” to other human
resources and development activities. For example, consider the relationship
between performance management and training. Performance management
provides information on developmental needs for employees. In the absence of
a good performance management system, it is not clear that organizations will
use their training resources in the most efficient way (i.e., to train those who
most need it in the most critical areas). One organization that is able to link its
performance management system to training initiatives is General Electric (GE).
GE’s performance management system includes over 180,000 salaried employees
spread across almost 180 countries. Recently, GE updated their performance man-
agement practices, moving from a formal “once-a-year” performance reviewo
an app-based system that allows managers to provide more immediate feedback
and coaching to their employees. The app accepts voice and text inputs, attaghed
documents, and even handwritten notes. Managers can use the app’s,catégories
such as “priorities,” “touch points,” “summary,” and “insights,” g#&send short
messages (up to 500 characters) to individual team members ox,groups. For
example, a manager can use the app to provide suggestions_to employees on
areas of developmental needs and where employees may benefitfrom additional
training. Based on this data, the manager, employee, and the’human resources
department can work together to schedule training\elasses and off-site training
opportunities. GE is already seeing the benefits ofthis partnership between per-
formance management and training, with some,divisions reporting a fivefold
increase in employee productivity.®!

Unfortunately, despite the successfullGEjexample, most organizations do
not use performance management systems %0 determine training content and
waste an opportunity to use the performance management system as the needs
assessment phase of their training.efferts.” Specifically, a survey including 218
HR leaders at companies with‘at least'2,500 employees revealed that there is
tight integration between petfformance management and learning/development
activities in only 15.3% offthe'®fganizations surveyed.®’

Performance management also provides key information for workforce plan-
ning. As noted earlier, an prganization’s talent inventory is based on information
collected throughfthejperformance management system. Development plans
provide informiatien on what skills will be acquired in the near future. This in-
formation is alse, used in making recruitment and hiring decisions. Knowledge
of an @rganization’s current and future talent is important when deciding what
types ofiskills need to be acquired externally and what types of skills can be
found within the organization.

Finally, there is an obvious relationship between performance management
and compensation systems. Compensation and reward decisions are likely to be
arbitrary in the absence of a good performance management system, which is
an issue described in detail in Chapter 10.

In short, performance management is a key component of talent management
in organizations. It allows for assessing the current talent and making predictions
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about future needs both at the individual and organizational levels. Implementing
a successful performance management system is a requirement for the successful
implementation of other HR functions, including training, workforce planning,
recruitment and selection, and compensation.

1-7 THE FUTURE IS NOW: PERFORMANCE MANAGEMENT
AND THE NATURE OF WORK AND ORGANIZATIONS TODLAY

We know that performance management is pervasive across industries andtaround
the world today. But, performance management has a long history and isactually
not something new. In fact, the Wei dynasty (%17}]) in China, which was a Han
dynasty that was in power between years 206 BCE and,220 CE,‘implemented
a performance management system for government employees. An important
component was something called the nine-rank system, by which workers were
rated based on their performance. A low ranking meantsthe worker would be
fired. Fast forward to nineteenth-century England, The performance of officers
in the Royal Navy was routinely rated by their peexs*At approximately the same
time, Robert Owen, a Welsh industrialist, sepup adarge cotton mill in New Lanark
(Scotland), which can still be visited today. He mounted a block of wood on each
machine with four sides painted, based ornya performance rating system: white
was best, then yellow, then blue and the Worst, which was black. At the end of
each workday, the marks were recorded and each worker was evaluated by turn-
ing the block to the appropriatesside, which would face the aisle. Owen would
walk the mill floor daily tofSee,the block color on each machine. It is safe to say
that performance management is one of the oldest topics in talent management
in the history of humanikind.

But the nature of workwand organizations today is quite different from those
in China about«2,000%ears ago and England and Scotland in the nineteenth
century. Dugftontechnological advancements, globalization, and demographic
changes, we,arenow witnessing nothing less than a new industrial revolution.
Technological chlanges have occurred on an ongoing basis in the past two cen-
turies!But, the Internet and cloud computing have fundamentally changed the
waty people work.** These advancements give everyone in the organization, at
any level and in every functional area, amazing access to information—instan-
tameously from anywhere. Vast amount of data, what is often referred to as “Big
Data,” are collected on an ongoing basis: what employees are doing, what they
are producing, with whom they are interacting, and where they are doing what
they are doing. What does this mean for performance management? The old
days of paper-and-pencil performance evaluations are mostly gone. So are the
old days of static in-house enterprise technology platforms. Instead, performance
management can be implemented using dynamic online systems accessed via
Web and mobile apps.®®

The use of cloud computing for performance management is much more than
a mere translation of paper evaluation forms to digital format. Cloud computing
technology allows supervisors and peers to provide performance evaluations
on an ongoing basis and in real time. It allows employees to receive feedback
also on an ongoing basis and in real time. Related to the strategic and informa-
tional purposes of performance management, it allows organizations to update
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goals and priorities and communicate them also real-time to all organizational
members, thereby allowing them to also update their team and individual goals
and priorities. So, the cascading of goals, which we will discuss in Chapter 2,
can be implemented successfully across thousands of employees in just a few
weeks. Also, cloud computing allows for a clearer understanding of the role of
managers in the performance management process. For example, how often are
they communicating with direct reports about their performance? How often
do “check-ins” take place? Companies such as Zalando, an e-retailer delivering
merchandise to about 15 European countries, are already implementing these
advancements. Specifically, Zalando put in place an online app that crowdsources
performance feedback from meetings, problem-solving sessions, completed projects,
launches, and campaigns.®® Zalando employees can request feedback from their
supervisors, peers, and internal customers that lets people provide both positive
and more critical comments about each other in a playful and engaging way. An
important innovation is that the system then weighs responses by how much
exposure the rater has to the ratee. Every time an employee requests feedback,
the online app prompts a list of questions that can be answered by ni6ying a
slider on the touchscreen of a smart phone or tablet. This is a good éxample of
“constant feedback” (Chapter 9 addresses issues about feedback id migre detail).
Clearly, this is very different from a traditional annual perfozmanee’appraisal,
which is currently the target of sharp criticism.

The availability of Big Data is also changing performance management in
important ways. Specifically, about 80% of organizations use some type of electronic
performance monitoring (EPM).” In its early days,‘EBPMsincluded surveillance
camera systems and computer and phone monitorimg systems. But, today EPM
includes wearable technologies and smartphofies, iricluding Fitbits and mobile
GPS tracking applications. Indeed, in the comtemporary workplace, every email,
instant message, phone call, and mouse-clickleaves a digital footprint, all of which
can be used as part of a performance management system. But we should not be
enamored by the presence of Big Data, aftd instead, should think about “Smart
Data.” Beginning with Chapter 4,"we will discuss how to define, measure, and
gather data that are useful andsaceurate.

Technological advancements and the Internet have also served as catalysts
for globalization. Consider the example of a firm that is based in the United
States, does its softwate programming in Sri Lanka, its engineering in Germany,
its manufacturing gft'€hina, and has a call center in Brazil. All of this is possible
due to improved Web-based communications and flow of information. And
full-time, partstinte, contract employees, and consultants all work together
across time=zones on a daily basis without having ever met in person—although
they ayyhaye regular interactions using Skype. Performance management is
a global.phenomenon and organizations all over the world are implementing
variotis types of performance management systems. But as discussed earlier,
context matters. The availability of online tools allows for the customization
of performance management systems such that every step of the performance
management system, as discussed in the next chapter, can be customized and
tailored to local contexts. For example, consider the case of providing feedback.
People from more individualistic cultures, such as the United States, expect to
receive feedback and many performance management systems include training
for supervisors on how to provide one-on-one feedback in the most effective
way.68 However, in collectivistic cultures, such as China and Guatemala, open
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discussions about an individual’s performance clash with cultural norms about
harmony and the direct report may perceive negative feedback as an embarrass-
ing loss of face. This is why successful performance management systems need
to consider local norms—including societal and organizational cultural issues.
Chapter 7 addresses several issues about how to implement successful perform-
ance management systems.

Finally, another important change relates to demographic trends. In the United
States and many other Western countries, baby boomers (i.e., born approximately
between 1946 and 1964) are retiring in large numbers, members of Generation X
(i.e., born approximately between 1965 and 1976) and Generation Y or Mi Is
(i.e., born approximately between 1977 and 1995) are now entering th orce

are used to immediate feedback—just like when receiving a gra mediately
after completing a Web-based exam in high school and ¢ollegesy, A'performance
management system must consider generational differ 0 be successful.
For example, it is important to include “check-in” met& s to give managers
and direct reports the opportunity to discuss per’fm%h issues on an ongoing
and real-time basis. These issues will be addressed, 1 apter 9 and elsewhere.

In closing, to be successful and produce thes for employees, managers,
the HR function, and organizations listed insTabled-2, performance management

must evolve from a dreaded and painf; ce-a-year “soul-crushing” exercise
to an agile and dynamic performance @ er. But as the saying goes, the devil

is in the details. The remainder,of the book will delve deep into strategic and
operational steps to design an%ﬂ@ment state-of-the science performance
management systems.

SUMMARY POINTS

¢ Performan nagement is a continuous process of identifying,
measuri eveloping the performance of individuals and teams and
aligni ormance with the strategic goals of the organization.

many organizations have systems labeled “performance
management,” they usually are only performance appraisal systems.
ﬁr ormance appraisal emphasizes the assessment of an employee’s
O engths and weaknesses and does not include strategic business
considerations. Also, performance appraisal systems usually do not
Q include extensive and ongoing feedback that an employee can use to
improve her performance in the future. Finally, performance appraisal is
O usually a once-a-year event that is driven by the HR department, whereas
performance management is a year-round way of managing business that
is driven by managers.

* Performance management systems serve multiple purposes. First, they
serve a strategic purpose because they help link employee and team
activities with the organization’s mission and goals; they identify results
and behaviors needed to carry out strategy; and they maximize the extent
to which employees exhibit the desired behaviors and produce the desired
results. Second, they serve an administrative purpose in that they produce
information used by the reward system and other HR decision making
(e.g., promotions, termination, disciplinary actions). Third, they serve
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an informational purpose because they enable employees to learn about
their performance in relation to the organization’s expectations. Fourth,
they serve a developmental purpose in that performance feedback allows
individuals to learn about their strengths and weaknesses, to identify
training needs, and to make better decisions regarding job assignments.
Fifth, performance management systems serve an organizational
maintenance purpose because they provide useful information for
workforce planning and for evaluating the effectiveness of other HR
systems (e.g., comparing performance before and after an expensive
training program to determine whether training made a difference).
Finally, performance management systems also serve a documentation
purpose; for example, they support HR decisions and help meet legal
requirements.
Implementing a well-designed performance management system has
many advantages. From the perspective of employees, a good system
enhances self-insight and development, increases self-esteem and
motivation, helps improve performance, clarifies job tasks and dutiés,
and clarifies the definitions of job and criteria. From the perspectiye.of
managers, good systems allow them to gain insight into employees’
activities and goals, allow for more fair and appropriate administrative
actions, allow them to communicate organizational goals more clearly, let
them differentiate good and poor performers, help drive organizational
change, encourage voice behavior, and improve employee engagement.
Finally, from the perspective of the HR functiont' and«he organization,
a good system provides protection from litigation and can also help
minimize employee misconduct, which cah ha¥e so many negative
consequences for the organization.
Poorly designed and implemented perfermance management systems
can have disastrous consequences for all involved. For example, star
employees may quit; those whe.stay may be less motivated; and
relationships (e.g., supervisgr—diregt report) can suffer irreparable
damage. Also, poorly designed’systems can be biased, resulting in costly
lawsuits and wasted time,and resources. In the end, low-quality or
poorly implemented 'systems can be a source of enormous frustration and
cynicism for all ifiyolved. Many of the negative consequences associated
with poor performatice management systems are related to dysfunctional
performangeatings. But performance ratings are the canary in the coal
mine, ratheg than the problem per se. In other words, bad ratings serve as
signals*that the performance management system is broken.
Ideal performance management systems are rare. Such ideal systems are:
=“etongruent with strategy (i.e., there is a clear link among individual,
unit, and organizational goals)
= congruent with context (i.e., the system is consistent with norms based
on the culture of the organization and the region and country in which
the organization is located)
= thorough (i.e., all employees are evaluated, they include all relevant
performance dimensions)
= practical (i.e., they do not require excessive time and resources)
* meaningful (i.e., they have important consequences)
= specific (i.e., they provide a concrete employee improvement agenda)

Copyright (c)2024 by Sage Publications, Inc.

This work may not be reproduced or distributed in any form or by any means without express written permission of the publisher.

27



28 Part| Strategic and General Considerations

= able to identify effective and ineffective performance (i.e., they help
distinguish employees at different performance levels)

= reliable (i.e., the measurement of performance is consistent)

= valid (i.e., the measures of performance are not contaminated or
deficient)

= acceptable and fair (i.e., people participating in the system believe the
processes and outcomes are just)

= inclusive (i.e., they include input from multiple sources on an ongoing
basis)

= open (i.e., they are transparent and there are no secrets)

= correctable (i.e., they include mechanisms so that errors can be
corrected)

= standardized (i.e., performance is evaluated consistentlylacross people
and time)

= ethical (i.e., they comply with ethical standards)

* Many trade-offs take place in the real-world implementation of
performance management systems. Howewuefthecloser the system is to
the ideal characteristics, the greater the refurnwill be for the employees,
managers, the HR function, the organizationsas a whole.

* A performance management systemsis the key factor used in determining
whether an organization can manage its human resources and talent
effectively and has important linkages with other HR systems. For
example, performance management provides information on who should
be trained and in what aréasywhich employees should be rewarded,
and what type of skillsfarelacking at the organization or unit level.
Therefore, performaneetmianagement also provides information on
the type of employees.that should be hired. When implemented well,
performance management systems provide critical information that allows
organizations to make sound decisions regarding their people resources.

* Performdnce management is adapting to the current nature of work and
organizationis involving technological and demographic changes and
globalization. First, the Internet and cloud computing have fundamentally
changed the way people work. Accordingly, performance management
can be implemented using dynamic online systems accessed via Web and
Mobile apps that give everyone in the organization, at any level and in
every functional area, amazing access to information—instantaneously
from anywhere and at any time. Second, performance management is a
global phenomenon and organizations are implementing various types
of performance management systems worldwide. Thus, the availability
of online tools allows for the customization of performance management
systems, and every step of the performance management system, as
discussed in subsequent chapters, can be customized and tailored to
local and cultural contexts. Third, Millennials are now entering the
workforce in large numbers and they are “digital natives.” To maximize
its contributions, a successful performance management system must
consider generational differences.

As should be evident by now, implementing an ideal performance manage-
ment system requires a substantial amount of work, expertise, and effort. So, in
a way, performance management is rocket science. The process of implementing
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a performance management system does not start when the system is put into
place. The process starts much earlier because unless specific conditions are pres-
ent before the system is implemented, the system will not achieve its multiple
purposes. Chapter 2 provides a description of the entire performance manage-
ment process.

EXERCISE 11 IDEAL VERSUS ACTUAL PERFORMANCE MANAGEMENT SYSTEM

The table below summarizes the key characteristics of an ideal performance @
management system, as discussed in this chapter. Think about a performance 0\'

management system you know. This could be the one implemented at your cur-
rent (or most recent) job. If you do not have information about such a system,
talk to a friend or acquaintance who is currently working and gather information Q
about the system used in his or her organization. Use the Y/N column in the tﬂ&
to indicate whether each of the features is present (Y: yes) or not (N: no),inth
system you are considering. In some cases, some elements may be pre
matter of degree and may require that you include some additional ¥ tion
in the Comments column. \
Next, prepare a brief report addressing the following issues:

1. How many of the 15 characteristics of an ideal syste resent in the
system you are evaluating?

2. Identify two characteristics that are not presentat all, or barely present, in
your system. Discuss the implications that thesla these characteristics
has on the effectiveness of the system.

3. Identify one characteristic that is clearl ‘@ nt in your system. Discuss
the implications of the presence of thi @ aracteristic on the effectiveness
of the system.

4. Identify the characteristic in youfisystem that is furthest from the ideal.
What can be done to produ er alignment between your system
and the ideal? Who should sponsible for doing what so that your
system becomes “ideal’ @ arding this characteristic?

Characteristics Y/N  Definition Comments

W
Strategic dividual goals are aligned with unit and orga-
congruence nizational goals.
Context The system is congruent with norms based on
congrueRcl the organization’s culture.
The system is congruent with norms based on
the culture of the region and country where
the organization is located.
Thoroughness All employees are evaluated.

All major job responsibilities are evaluated.

Evaluations include performance spanning the
entire review period.

Feedback is provided on both positive and
negative performance.

(Continued)
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Characteristics Y/N Definition Comments

Practicality It is readily available for use.
It is easy to use.
It is not too expensive or time-consuming.

It is acceptable to those who use it for
decisions.

Benefits of the system outweigh the costs.

Meaningful- Standards and evaluations for each job func- \@

ness tion are important and relevant.

Only the functions that are under the control
of the employee are measured. Q
Evaluations take place at regular intervals ande 0

at appropriate moments. \

System provides for continuing skill devel&&

ment of evaluators.

Results are used for important ad M

decisions.

Specificity Detailed guidance is provi to employees
about what is expected ofiif) and how they
can meet these expect @

|dentification The system distinguishes between effective

of effective and ineffectiv ast and results, thereby

and ineffective also identify ployees displaying various
performance levels o nce effectiveness.

Reliability Me erformance are consistent.

Mea s of performance are free of error.

Validity asures include all critical performance
facets.

easures do not leave out any important per-

O 2 formance facets.

Measures do not include factors outside em-

ployee control or unrelated to performance.
&tability Employees perceive the performance evalua-
fairness tion and rewards received relative to the work

performed as fair (distributive justice).

Employees perceive the procedures used

O to determine the ratings and subsequent re-
wards as fair (procedural justice).

Employees perceive the way they are treated
in the course of designing and implementing
the system as fair (interpersonal justice).

Employees perceive the information and
explanations they receive as part of the per-
formance management system as fair (infor-
mational justice).

Set clear rules that are applied consistently by
all supervisors.
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Characteristics Y/N Definition Comments

Inclusiveness Employee input about their performance is
gathered from the employees before the ap-
praisal meeting.

Employees participate in the process of creat-
ing the system by providing input on what be-
haviors and results will be measured and how
performance should be measured.

Multiple sources of information (e.g., peers, su- @
pervisors, direct reports) are used to evaluate \
performance
Openness Performance is evaluated frequently and feed-
back is provided on an ongoing basis.
Appraisal meeting is a two-way communication 0
process and not one-way communication de- \
livered from the supervisor to the employee. \
Standards are clear and communicated on an

e’ &
ongoing basis. \

Communications are factual, open, and honest.

Correctability There is an appeals process, through which K
employees can challenge unjust or incorrect
decisions.

Standardization Performance is evaluated con5|stent|y a

of appraisals increases consi

people and time. %
Ongoing training of the individum

Ethicality Supervisors suppress their al self-inter-
est in providing evaluations.

Supervisors evalu rf&nance dimensions

only for which sufficient information.
Employe respected.

EXERCISE 1-2 DISTINGUISHING PERFORMANCE MANAGEMENT SYSTEMS

FROM PERFORMANCE APPRAISAL SYSTEMS

differences between a performance appraisal system and a perfor-

agement system? How are the two systems related to each other?
After answering these questions, consider the following 11 criticisms. Which
of the following criticisms pertain to performance appraisal systems, but not to
performance management systems? Which criticisms pertain to both performance
appraisal and performance management systems? Use Xs on the table below to
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denote answers. Then, provide an explanation for categorizing the 11 criticisms
in the way you did.

Criticism 1: “[There can be] inconsistency between comments and scores on
an employee’s evaluation.”

Criticism 2: “The annual performance review is a bad management tool. To
start with, it is not timely. If your direct report is deficient in some ways,
you wait 11 months to say something about it. How does that help next
week’s performance?”

Criticism 3: “The evaluation is usually a hit-and-run exercise. It ragely,
takes the form of a dialogue between the supervisor and direct report
and, instead it is an isolated event and not part of performance/ caxeer
management more generally.”

Criticism 4: “A number of years ago, the U.S. Equal Employment
Opportunity Commission (EEOC) created a ‘Like MeAtaskforce. Its
general conclusion—there was a human tendency.to\faver employees who
are like the managers making the employment asséssment.”

Criticism 5: “Few managers jump with glee at appraisal time. When they
triage workplace demands, many times appraisals end up at the bottom.
As a result, late appraisals are often the norm‘and not the exception.”

Criticism 6: “Because performance is ultimately measured on a nonstop,
continuous basis, managers may become overwhelmed with cognitive
load, paperwork, and generally moré'work to do.”

Criticism 7: “What's left is the‘moreimportant strategic role of raising the
reputational and intellectdalseapital of the company—but HR is, it turns
out, uniquely unsuitedffoxthat.”

Criticism 8: “Goal-setting»when done wrong, gives the employee the wrong
goals—those, for instance, which are not aligned with the organization’s
strategic orientation.”

Criticism 9: “@ften, an employee with substandard performance is
evaluated asymeeting expectations or even better, and the average
employee'teceives an above-average evaluation.”

Critieism,10: “[The process does not involve helping or making employees]
setygoals for the future.”

Criticism 11: “Coaching can be tricky. When done wrong, it can be
devastating. For example, a coach’s feedback can have detrimental effects
if it focuses on the employee as a whole, as opposed to specific work
behaviors at work.”
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Pertains to . Pertains to Both
Pertains to Performance .
Performance Performance Appraisal
. Management Systems
Appraisal Systems onl and Management
Criticisms only y Systems
1
2

10 O

1

agement—And why we should love it. Business Hori-

zons, 54, 503-507; (b) Adler, S., Campion, M., Grubb, A., Murphy, K., Ollander-Krane, R., & Pulakos,

E. (2016). Getting rid of performance ratin
S d skip performance reviews in 2009. Bloomberg Businessweek.

Retrieved from http: //www.businessweek. /managing/content/jun2009/ca20090630_736385

.htm; (d) Segal, J. A. (2011, January 1 e dirty dozen performance appraisal errors. Bloomberg Businessweek.

Retrieved from http: /www.btisinessweek.com /managing/content/jan2011/ca20110114_156455 htm; and

(e) Hammonds, K. H. (200, ust 1). Why we hate HR. Fast Company. Retrieved from http:// www

fastcompany.com/magaz //open_hr.html?page=0%2C0

O
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CASE STUDY 11

Performance Management at Network Solutions, Inc.

etwork Solutions, Inc.,* is a worldwide
Nleader in hardware, software, and services

essential to computer networking. Until
recently, Network Solutions, Inc., used more than
50 different systems to measure performance within
the company—many employees did not receive a
review; fewer than 5% of all employees received
the lowest category of rating; and there was no
recognition program in place to reward high achiev-
ers. Overall, it was recognized that performance
problems were not being addressed, and tough
pressure from competitors was increasing the costs
of managing human performance ineffectively. In
addition, quality initiatives were driving change
in several areas of the business, and Network
Solutions decided that these initiatives should
also apply to “people quality.” Finally, Network
Solutions wanted to improve its ability to meet its
organizational goals and realized that one way of
doing this would be to ensure that they were linked
to each employee’s goals.

Given this situation, Network Solutions’ CEQ

announced that he wanted to implement a forced
distribution performance management

which a set percentage of employees we ied
in each of several categories (e.g., a owof 1 to the
he middle

top 20% of performers; a rating

70% of performers; and ar ting@ to the bottom
10% of performers). A global cross-divisional HR
team was put in place t@f n and implement
the new system. The for the design team
was to build a business,case for the new system by
showing that if izational strategy was carried
down to team utions and team contributions
were tran to individual goals, then business
goals would be met. Initially, the program was rolled
out as a year-round people management system
that would raise the bar on performance manage-
ment at Network Solutions by aligning individual

performance objectives with organizational goals
by focusing on the development of all employees.

34

The desired outcomes of the new system included
raising the performance level of all employees,
identifying and retaining top talent, and identifying
low performers and improving their perférmance.
Network Solutions also wanted the perforrhance
expectations for all employees to bexclear.

Before implementing the pregtam, the design
team received the support of senidx leadership by
communicating that the performafice management
system was the future of Network Solutions and by
encouraging all seniox{leadéts to ensure that those
reporting directly to themi understood the process
and also accepted.it. In addition, they encouraged
senior leadergfto us€the system with all of their di-
rect reportsrandyto demand and utilize output from
the new system. Next, the design team encouraged
thegenior leaders to stop the development and use
of anywother performance management system, and
eélained the need for standardization of perfor-

iice management across all divisions. Finally,

e team asked senior leaders to promote the new
program by involving employees in the training
of talent management and by assessing any needs
in their divisions that would not be addressed by
the new system. The Network Solutions global
performance management cycle consisted of the
following process:

1. Goal cascading and team building

2. Performance planning

3. Development planning

4. Ongoing discussions and updates between
managers and employees

5. Annual performance summary

Training resources were made available on Net-
work Solutions’ intranet for managers and individual
contributors, including access to all necessary forms.
In addition to the training available on the intranet,
one- to two-hour conference calls took place before
each phase of the program was begun.
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Today, part of the training associated with the
performance management system revolves around
the idea that the development planning phase of
the system is the joint year-round responsibility of
managers and employees. Managers are responsible
for scheduling meetings, guiding employees on pre-
paring for meetings, and finalizing all development
plans. Individual contributors are responsible for
documenting the developmental plans. Both man-
agers and employees are responsible for preparing
for the meeting, filling out the development plan-
ning preparation forms, and attending the meeting.

With forced distribution systems, there is a set
number of employees that have to fall into set rating
classifications. As noted, in the Network Solutions
system, employees are given a rating of 1, 2, or 3.
Individual ratings are determined by the execution
of annual objectives and job requirements as well
as by a comparison rating of others at a similar
level at Network Solutions. Employees receiving
a 3, the lowest rating, have a specified time period
to improve their performance. If their performance
does improve, then they are released from the plan,
but they are not eligible for stock options or salary
increases. If performance does not improve, they ¢
take a severance package and leave the compa
they can start on a performance improvem A
which has more rigorous expectations and nes
than did the original action plan. If performance
does not improve after the second period)they are
terminated without a severance package. Individu-
als with a rating of 2 receive awverage-to-high salary
increases, stock options, and\bonuses. Individuals
receiving the highest ratifig of 1 receive the highest
salary increases, stockoptions, and bonuses. These
individuals are alsGytreated as “high potential”
employees are givenextra development opportu-
nities by their'managers. The company also makes
significant=efforts to retain all individuals who
receivea tating of 1.
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Looking to the future, Network Solutions
plans to continue reinforcing the needed cultural
change to support forced distribution ratings. HR
Centers of Expertise of Network Solutions continue
to educate employees about the system to ensure
that they understand that Network Solutions still
rewards good performance; they are just measuring
itin a different way than in the past. There is also a
plan to monitor for and correct any roductive
practices and implement correcti @icies and
practices. To do this, Network Selutiens plans on

continued checks with all stak to ensure that
the performance managen@'stem is serving its
intended purpose. Q

Consider Networ, x ons’ performance man-
agement system i t of what we discussed as an
ideal system, T wer the following questions:

1. Overa
Netw
syistem?

1s the overlap between
lutions” system and an ideal

are the features of the system
lemented at Network Solutions that

\ N correspond to the features described in the

chapter as ideal characteristics? Which of
the ideal characteristics are missing? For
which of the ideal characteristics do we need
additional information to evaluate whether
they are part of the system at Network
Solutions?

3. Based on the description of the system at
Network Solutions, what do you anticipate
will be some advantages and positive
outcomes resulting from the implementation
of the system?

4. Based on the description of the system at
Network Solutions, what do you anticipate
will be some disadvantages and negative
outcomes resulting from the implementation
of the system?
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CASE STUDY 1-2

Performance Management at CRB, Inc.

Car Restoration Business (CRB, Inc.) is interviewing
you for a position as its human resources manager
on a part-time basis, working 20 hours per week,
while you complete your degree. You would be the
first HR manager they have ever been able to afford
to hire, and the husband and wife owners (Al and
Mary Brown) have been operating the small business
for 10 years. In addition to you, they recently hired
a part-time janitor. This brought the paid staff to six
full-time employees: a foreman who is responsible
for scheduling and overseeing the work, two auto
body repair workers, a person who disassembles
and reassembles cars, a painter, and a detail person
who assists the painter with getting the car ready
to paint and sanding and waxing it afterward. Al
Brown handles sales and estimating prices, runs
errands and chases down parts, and envisions the
future. Mary has been doing the bookkeeping and
general paperwork. The owners and employees
are very proud of CRB'’s reputation for doing high-

far back as the 1930s.
CRB pays its employees based on xg

quality work in the restoration of old cars made Q
ed

hours,” which are the number of paid h that
were estimated to complete the w .g.p)the
estimate may say that it will take ours to
straighten a fender and prepa @ painting.
When the auto body repair wor@xas completed
straightening the fender, he'would “flag” comple-
tion of three hours, wh took him two or
six hours to actuall ete the work. It is to
his benefit to be very*ast and very good at what

he does).

CRB pay orkers 40% of what it charges
the custo he flagged hours; the other funds
are used to pay the employer’s share of the taxes

and overhead, with a small margin for profit. The
foreman, who does some “flagged hours” auto
body repair himself, is also paid a 5% commission
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on all the labor hours of the other employees, after
the car is accepted as complete by the customer
and the customer pays for the completed work.
Employees are given feedback by Alytheé fore-
man, and by customers on an infrequent basis#Right
now, everything is going well and the-employees are
working as a team. In the past, the situation was less
certain and some employeesshad to'he fired for poor
work. When an employee filed for'government-paid
unemployment compensationsaying that he was out
of work through no fault efhis own, CRB challenged
the filing, and was'able teprove that Al had given a
memo to the employee requesting improvements in
quality or quantity 6f work. There has never been a
formal plapming or appraisal process at CRB.
MaryBrown is reading about performance
management and is wondering whether CRB
s ifpplement such a system. Please answer
s questions based on your understanding of
is small business:

1. Would a performance management system
work for our small business?

2. Discuss benefits that such a system would
provide for us as owners and for our
employees.

3. Explain any dangers our company faces if
we do not have a performance management
system. What could be a problem if we go
with a poorly implemented system?

4. What 10 characteristics, at a minimum,
should we include in a performance
management system? Explain your answer
with one to three sentences for each
characteristic you recommend.

5. Explain how we could tie our current reward
system to a performance management
system.
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