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The current Performance Management approach through a forced distribution model within Renishaw was found to be not well accepted by the majority of employees as there is a belief that the forcing of ratings into the bell distribution curve renders the process meaningless for many staff as they will be placed where the data points need to be placed irrelevant of their performance. There is also evidence that the process is actually detrimental to performance overall.
Staff also felt that a single appraisal meeting per year was not enough “touch points” with a person’s line manage and lead to a disagreement on how an individual has perceived themselves to have performed against how their manager has judged them to have performed.

The recommendations contained within this report focus on not implementing new processes to the business but strengthening the current processes to allow ease of implementation in a timely manner.

The recommendations focus on four main areas to deliver positive impact to the organisation:
· Objectives and Performance Standards
· Learning and Development
· Performance Reviews
· Performance-related Pay

The recommendations have been compiled using a suite of factsheets from the Chartered Institute of Personnel and Development (CIPD) as this is familiar to the HR teams whilst also minimising the number of locations to be searched if further information is required.
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Renishaw PLC (for the purpose of this report will be referred to as Renishaw) is a global Engineering Technology company in the Manufacturing sector and was established in 1973 by David McMurtry (now Sir David McMurtry), and John Deer after McMurtry invented a specific inspection solution for the Olympus engines used in Concorde airplanes (Renishaw, 2022). This invention led to a step-change in 3D coordinate measurement which in turn enabled the accurate measurement of machined components and finished assemblies in mass manufacturing.

Renishaw has a global presence in nearly 40 countries throughout the world with the majority of their sales coming from outside the UK but still maintains the bulk of its R&D and manufacturing capability in Britain. 2021 saw the business generate £565.6M in revenue with a statutory profit before tax of £139.4M placing them in a strong position in comparison to recent years.

Renishaw struggles with performance management at all levels within its organisation. We know this to be true for many organisations and are told that Managers and Staff view it as time consuming, excessively subjective, demotivating, and ultimately unhelpful (Ewenstein, et al., 2016). Within Renishaw and likely due to the above reasons, the process is undertaken with minimal effort with only a single yearly review between a manager and staff member being required with the scoring being compiled using a Forced Distribution Curve.
Although the business takes a strategic view of HR Management with a HR Director siting on the Executive Leadership Team along with a HR focused Non-Executive Director on the company Board, direct leadership from this role is rarely seen by the workforce which leads to a disconnect within the business.

Given the current labour market situation brought about by the Global Pandemic over the last 2 years, and what is being called “The Great Resignation” (Klotz, 2021) it is extremely beneficial to retain staff and focus on their development. Described recently as a “War for Talent”, (Pahwa & Rangnekar, 2020) the authors describe how the dwindling supply of talent worldwide has led to HR functions to prioritise talent depletion. The UK has seen a record number of job vacancies recorded in December 2021 with 1,247,000 vacancies, an increase of 462,000 from the pre-pandemic January to March 2020 level (Office for National Statistics, 2022). Appropriately managing people and their performance within an organisation is generally understood to benefit an organisation as can be seen in writings on the topic (Behn, 2003) (Heinrich & Marschke, 2010), however there are others that see the link as being an association rather than a causation (Guest, 2011). Ultimately, it can be said that using a performance management system will lead to the translation of plans into results (Cokins, 2009) and this is a benefit to any organisation looking for improvement.

As a consultant working with Renishaw to provide insight into the organisation, a critical review report has been requested by the CEO on performance management and to consider is forced distribution the best approach for the business and make recommendations for action for improvement. I have been selected as a consultant to undertake this task as I was previously employed by Renishaw as a senior manager. Within this role, I was responsible for 2 departments encompassing over 100 employees including Area Managers, Supervisors, Lead Operators and Operators and as such have direct experience of the Renishaw performance management process.

To complete the task, the following report has been compiled based on findings from within the organisation through various methods including employee interviews (kept anonymous within the report), and compared with strategic HR evidence to formulate recommendations for the leadership team to consider within the business.
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Armstrong defines Performance Management in the following way:
Performance management is the continuous process of improving performance by setting individual  and team goals which are aligned to the strategic goals of the organization, planning performance to achieve the goals, reviewing and assessing progress, and developing the knowledge, skills and abilities of people. (Armstrong, 2018)
This continuous process is in its nature aimed at improving performance within an organisation and as such, Performance Management should be a tool that enables Managers to manage the performance of their direct reports for the betterment of the business.

Renishaw currently use a single annual appraisal system undertaken by the line manager with each staff member.  At the start of each year, standardised objectives and metrics are set for each level within the business. Very little thought seems to be applied to the objectives in terms of the impact up or down the hierarchy or how they impact the overarching goals for the business. This is even more prominent at the levels below the Executive Leadership Team (Business Unit) level where I found from personal experience as well as current feedback that the roll out of the objectives and metrics is poorly communicated at the start of the year and frequently rolled over year on year with no change to the target.

The format of the appraisal meeting is for the line manager to meet with the staff member and review the previous 12 months performance against those objectives and metrics. A rating is allocated to the employee after the appraisal meeting where a “1 – 5” rating system is used with “1” being Unacceptable and “5” being Outstanding. All staff members are allocated an individual rating and then the Department Managers meet to review the findings and plot the results onto a bell curve model to ensure the ratings adhere to the curve as illustrated in the below example. Only once the ratings have been fitted to the bell curve will the employees be informed of their own rating. 

Figure 1:
Performance Review Bell Distribution Curve (McPhedran, 2014)
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This method of ranking performance was popularised by leaders such as Jack Welch (Grote, 2005) but  is now seen as being a generally poor method of performance management. 

Sage HR tells us “The reason why it’s sometimes referred to as ‘forced ranking’ is because managers have to do just that – forcibly rank all of their team into one of the stated categories regardless of whether they are all performing well or not.” - (Kalnina, 2019). 

This highlights the process currently being undertaken within Renishaw where conforming to the bell curve is more important than understanding how performance is equated within the business.

A study of performance appraisals and the impact of forced distribution (Berger, et al., 2013) concluded that forced distribution leads to a short-term performance increase which is followed by a rather sharp drop in performance. As the current appraisal system has been in place for many years this finding may suggest that the system has outlived its usefulness. The timeframe in which forced distribution has been utilised as a performance management tool within Renishaw is relevant due to the reasons why the effectiveness of the model deteriorates. The forced distribution model stacks employees against each other in terms of their performance which initially encourages employee effort as a means of a better rating (Scullen, et al., 2005) it eventually leads to poor team cohesion (Chambers & Baker, 2020) and willingness to sabotage fellow workers when possible (Shaw, et al., 2002).
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To answer the question posed by the CEO; is forced distribution the best approach for performance management, my conclusion is that it is not within Renishaw. I have reached this conclusion based on the length of time that the process has been managed this way and the fact that that time has now likely led to the process generating a negative impact on performance within the employee population.

As part of this conclusion, I have made the below recommendations to help resolve the outcome of removing the forced distribution approach as well as making general improvements within the overall performance management process. If implemented these recommendations will make improvements to the Performance Management process within Renishaw by focussing on four key areas by:
· Clearly defining what is expected of employees within their objectives.
· Developing staff to enable them to achieve their objectives.
· Undertaking regular and frequent performance reviews that provide feedback so any issues can be addressed in a timely manner.
· Incentivising performance through Performance-related Pay that allows each employee to be rated at their actual place rather than forcing them into a distribution curve.

While I formulated these recommendations I considered the ability to implement change within the organisation and as such these recommendations are being proposed so they do not require new processes to be implemented but rather adaptation of existing processes which will ease the implementation and uptake. The Human Resources team should be able to easily manage the changes and cascade the instructions down through the management and employee structure within the organisation allowing the changes to be adopted quickly and with minimal disruption and ultimately deliver a positive impact to the performance within the business.
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To make an effective and impactful set of recommendations to Renishaw, the recommendations needs to be able to be implemented within the reality of the business whilst also making a positive change in a timely manner. As such, my recommendations are not to completely overhaul the system currently being used but rather to fine tune several areas within the system.

My recommendations will focus on the four areas laid out in a 2020 factsheet from the Chartered Institute of Personnel and Development (CIPD) titled Performance Management: An Introduction (Gifford, 2020) and the subsequent Factsheets created under this heading. I have chosen to use the CIPD documents as a basis for these recommendations as Renishaw currently utilises CIPD qualifications within the HR team as well as CIPD materials within the wider management structure, so the platform and material is familiar and relevant to ongoing practice. Using this set of material will also provide the HR team and subsequent management teams with a single source of data to work with to aid simplicity in the roll out.

The four areas are:
· Objectives and Performance Standards
· Learning and Development
· Performance Reviews
· Performance-related Pay

Renishaw currently has a process for each of these areas in place, but my recommendations are to strengthen each aspect and directly relate it to the employee and the importance to the business.
The recommendations below are the high-level reasons for the recommendations and the implementation suggestions for the HR team will be covered separately on second part of this report as a presentation covering the suggested methods for implementation by Renishaw Plc HR Team.
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As previously mentioned in the “Current Performance Management Situation”, Renishaw make little effort with the Goal setting throughout the business and even more so at the lower levels (Department and below) where targets are often rolled over year on year. 

My recommendation for Renishaw in the area of Objectives and Performance Standards is to conduct more targeted and defined Goal Setting sessions at each level of the organisation starting at the top with the goals cascaded down throughout the organisation. Each level within the business will be able to understand what the level above is required to achieve and then set their goals appropriately to play a part in making that possible.
Goal setting theory set out by Locke and Latham in the 1980’s is widely regarded as the prominent theory available and within their theory they note that goals are observational or measurable outcomes within a specified time-frame (Locke & Latham, 2002). Given this framework, we know that goals will need to be clearly defined within the organisation at each level so that the employee fully understands what is expected of them. This clarity in goal setting has also been evidenced as attributing to positive job satisfaction (Sawyer, 1992) or that competent goal setting can energise employees (Barends, et al., 2016) and as such conducting the goal setting process effectively has more wider benefits within the business overall.
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As part of the performance management process, ensuring the business has the right capabilities to achieve its objectives is key to success. Giving employees those capabilities is achieved through on ongoing cycle of learning and development. 

I have outlined why organisations need to adapt to changing labour markets and the importance of strategic human resource management aligning to the overall business strategy is no less prevalent within the context of learning and development. Mayo describes L&D strategy as supporting the ongoing organisation in terms of what it is and where it wants to go by examining the mission, vision and values and asking how to support them with learning (Mayo, 2004). This high-level importance must drive the direction of any learning and/or development undertaken by employees towards achieving the overall business strategy as we have understood that human capital is the mediator between HR practices and performance (Wright & McMahan, 2011).

Learning and development is pivotal to employees, employers and their futures (Cornerstone OnDemand, 2014) so ultimately, the learning and development aspect of the performance management process should aim to fill skills or performance gaps and enable to employee to achieve the set objectives and aide the business in achieving their targets.
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The current situation within Renishaw of a single annual appraisal is seen anecdotally as “paying lip service” or “minimum effort possible” by employees within the organisation. The underlying mood found from discussion with staff was that by trying to review a full years performance in a single appraisal was unsuitable to cover the variance of the workload as well as being unsuitable to prevent a negative outcome at year end. There was a consistent theme within lower level employees (Operators) that they perceived their own performance to be good based on Productivity and/or Efficiency ratings but were given average ratings (3 – Meets Expectations) during their appraisals. This disconnect between employee and process can be attributed to lack of appropriate goal setting and infrequent performance reviews allowing the manager to clearly relate what is expected from the employee regularly and how the employees work can be undertaken to achieve the expected performance rating.

The performance review serves three purposes within this context; Performance, Developmental and Administrative.
The Performance aspect is to determine the degree in which the employee is performing.
The Developmental outlook focusses on the strengths and weaknesses of the employee and what needs to be put in place to build on the strengths or rectify any weaknesses.
The Administrative review is used to determine salary and promotion considerations, selection criteria for other roles or possibly contract renewal or redundancy decisions.

For the Performance Review to be effective in influencing change within the business a simple model describing the links in the performance model chain is recommended to be used and reviews conducted on a quarterly basis.

Figure 2:
Links in the performance management appraisal chain (Barends, et al., 2016) 
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· Past performance – How the employee performed in the previous year/quarter.
· Objectives – Review of the objectives the employee is being evaluated against.
· Rating – Rating based on predetermined criteria against each objective.
· Judgement – What the judgement is for allocation of rating.
· Feedback – Explaining to the employee why the judgement has been reached.
· Future performance – What can be done to improve on good points and rectify shortcomings.

The main change here is that ratings are not forced into a distribution curve as currently done. This will allow the workforce to be scored against their actual performance rather than fitting ratings to a bell curve. 
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There is currently a Performance-related Pay scheme within Renishaw that is based on the rating an individual receives with each rating receiving a different amount in pay-rise percentage (1 highest percentage, 2-4 reducing percentages, 5 no pay rise). The issue with the current system is that it is concentrated around forcing the ratings to fit the bell curve laid out previously in this report.

Evidence shows us that performance-related pay schemes generate the greatest productivity gains when they are targeted at workers effort (Lucifora & Origo, 2015) and removing the constraints of the forced distribution will provide the assurance to workers that their efforts will be noticed and rewarded. The CIPD notes that if pay incentivises employees to hit their targets, then the overall performance or the organisation improves (Barends, et al., 2022) but a key component to managing this effectively requires the reward to be linked to the achievement of the objective or performance standard and hence why setting those appropriately is a part of these recommendations. Consideration should be made to the objectives or performance standards as such that one target doesn’t negatively affect the process or product I.E. Production quantity being incentivised without considering a quality focused target also.
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