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Overview
The main purpose of this briefing paper is to provide our management teams with information about the fundamentals of performance management and reward. This paper also will explain various performance management strategies in addition to the importance of performance management and reward.
The purpose and components of performance management (AC 4.1)
Performance management aims to monitor and improve employees’ performance to help the organisation achieve its main objectives (CMI, 2020). Performance management can include many different components and these can vary across organisations. For an organisation to have effective performance management its approach should fit with the workplace and be agreed by relevant stakeholders to ensure user buy-in. A set procedure provides managers and employees with clear guidance. There should also be consideration about who is involved in managing performance and what their role is, this may not always be as straight forward as employee-manager, in some roles an employee may report to more than one person. It’s also important to include peer-feedback as this provides a different perspective and insight on performance (Di Fiore and Souza, 2021). Performance management procedures should also clearly outline the potential impact on employees, for example, if their rate of pay will depend on their performance. 
It's also important to have an effective performance management system for recording evidence and outcomes. This could either be a simple form or something more comprehensive, however,  objectives for the current period, evaluations of progress and agreed objectives for the future should be recorded (Sachs, 2022). Technology has improved this component through availability of online questionnaires for collecting performance evidence and online systems for recording evidence, objectives and feedback (Cross, 2022). 
Job descriptions also play an important role in the performance management process. Accurate and detailed job descriptions help employees gain clarity about the requirements of their role as well as providing a basis to assess performance against and inform future objectives for the employee. However, job descriptions should not just be used as a checklist for performance reviews, it’s important to evaluate the JD to ensure it’s still relevant and accurately describes the employee’s role within the organisation (Matrisian, 2012). 





Main factors that need to be considered when managing performance (AC 4.2)
[image: Hierarchy of Needs – Get Psyched]To effectively monitor and manage performance it’s important to consider any factors, both individual and organisational, that can have an impact on performance. Individual factors relate to two main areas; motivation and capability, high levels of both of these increase the likelihood of high performance (Landsberg, 1997). Motivation is the willingness or desire a person has to do something (Souders, 2019). One of the earliest motivation theories is Maslow’s Hierarchy of Needs (1943) which describes 5 levels of needs (figure 1), lower level needs must be addressed to move up to the higher level. This theory suggests that motivation comes from a desire to fulfil the needs of the level someone is on, for example someone who is facing redundancy would likely be more motivated by a role that provides security over a role that provides status but is only temporary, security would be more motivating factor here. Despite this theory’s simplicity it recognises the idea that people are motivated by different things. If an individual is not motivated to do their job then their performance is likely to suffer as they don’t have the drive to do their work. Figure 1 (Get Psyched, 2015)

Another important factor to consider is capability, the quality of someone’s work largely depends on whether they possess the skills and knowledge for the role. It’s important to consider an employee’s capability when setting goals as part of the performance management process because it would be unethical and likely to set someone up for failure if the goals are beyond the individual’s capabilities. As part of performance management organisations can provide opportunities for development either to progress the individual’s abilities or to resolve performance related issues (Beevers, Rea and Hayden, 2020).
An organisational factor to consider is leadership and management within an organisation as this is influential to the environment and culture. Good leadership and management and high performing managers correlates with high performance from their team members (Zenger and Folkman, 2016). 
Different methods of performance review (AC 4.3)
There are many different methods that can be used for performance reviews which were traditionally formal annual review meetings, however there has been a shift to informal more frequent reviews. A combination of regular informal reviews alongside annual or 6-monthly formal reviews is the most popular approach as this provides a focussed detailed review but with regularly catch ups in between to keep updated (Crush, 2015). 
As part of a performance review there are several methods that can be used to obtain evidence relating to performance. One method is for employees to reflect on their own performance by providing a self-rating against specified standards (Ward, 2022). This encourages ownership of performance which can also enhance engagement of employees within the performance management process, however, honesty of employees’ responses may vary. 
In addition to this, another method is peer assessment, which is where colleagues provide feedback or ratings about an employee’s performance. This can provide both an alternative viewpoint and contribute to an overall assessment of performance (Everett, 2021). One potential issue could be that in some situations the feedback provided may be ‘superficial’, for example, employees could agree to give someone else positive feedback in return for positive feedback for them (CIPD, 2022a). 360-degree feedback has been suggested to be one of the most effective performance review methods as it combines information from self, peer and manager assessments to provide a broader view of the employee’s performance. This method provides information from multiple sources and is detailed. However, it can be costly in both resources and time so this is one potential issue to consider.
Key components (financial and non-financial) that are required to achieve an effective total reward system (AC 5.1)
A total reward system is a reward management method that consists of both financial and non-financial rewards that the organisation provides (Cotton, 2023). Financial rewards can be provided in different ways, the most obvious of which is base pay, this is the amount of money that the employee is paid regardless of their performance, usually a set annual salary or hourly rate. One way that organisations can determine the rate of pay is by using a pay structure, around 60% of organisations do this (CIPD, 2019). 
In addition to base pay, some organisations also offer variable pay, this is usually dependent on an achievement or completion of something and can vary significantly (GreggU, 2018), such as performance-related pay, bonuses and commission. Other financial rewards include financial benefits, such as maternity, paternity, adoption and shared parental pay, as well as benefits that offer financial security such as pensions or life assurance.
Non-financial rewards are offered to compliment financial rewards. Personal and career growth is a key non-financial reward that benefits both the employee and the organisation. This reward not only helps with attraction and retention but can also help to create a talent pipeline and ensure that employees feel supported in their career (CIPD, 2022b). 
Many organisations might also use recognition schemes to reward employees by either publicly or privately acknowledging their contributions (CIPD, 2022c). Some formal recognition schemes might also offer prizes. Recognition can also be offered informally, for example a manager might tell a member of their team that they completed a task to a particularly good standard and give them praise for this. 

The relationship between reward and performance, and links to motivation (AC 5.2)
Reward systems play an important role in attraction and recruitment of employees, to remain competitive organisations must ensure that rewards and benefits packages are desirable (CIPD, 2022d). 
It’s important that employees are motivated to do their work. Reward plays a crucial role in performance; people are unlikely to work for nothing in return (Deci and Ryan, 2000). There are two types of motivation, extrinsic; through something that is external to the person such as reward and punishment, and intrinsic; which comes from inside the individual and they are motivated because of the work they are doing. 
Some motivation theories suggest that it’s an individual’s needs which motivates them, one example of this is Maslow’s Hierarchy of Needs which suggests that an individual is motivated by their needs and then take action to achieve and satisfy that need. Furthermore, Herzberg’s Hygiene theory clearly demonstrates total reward whereby financial and non-financial rewards are both integral in reward management in order to motivate employees. 
In contrast, process theories focus on the psychological aspect and explain how individuals are motivated. Vroom’s expectancy theory (1964) explains if an individual can clearly see that by achieving a certain goal or behaving in a particular way they will be rewarded for this, then this will motivate them to strive to achieving the goal to obtain the reward. This theory suggests that having clear targets or goals in the workplace and associating reward with these will motivate employees. 
Reasons for treating employees fairly in relation to pay (AC 5.3)
It is crucial that organisation treat employees fairly in relation to pay. One reason for treating employees fairly in relation to pay is to protect the organisation against equal pay claims. The Equality Act (2010) outlines that women and men have the right to receive the same pay and benefits as each other for the same work. One example of an equal pay claim is Ahmed v BBC (2019) Ahmed won her case for claims of unequal pay in employment tribunal. By providing equal pay organisations can comply with this legislation and ensure they can protect themselves against claims by providing evidence and ensuring that those doing the same work are paid the same.
It is also important that organisations comply with minimum legal standards of pay. In 1998 the National Minimum Wage (NMW) Act was introduced to provide all workers with the right to receive a minimum hourly pay rate (Cotton, 2022a). In 2016 the National Living Wage (NLW) was introduced which set out a higher rate of pay for those age 25 years or older. The NLW was introduced to ensure that people would receive at least enough income to afford a quality of life (Living Wage Foundation, 2022). This ensures that employers comply with legal minimum standards for pay but also shows that the organisation values employees by ensuring they are offering fair pay for their work. 

Conclusion
In summary, this briefing paper details the main aspects of performance management, the key components and considerations regarding reward systems and how reward is linked to performance and motivation. It is important that we have effective and valued reward systems in order to motivate employees to perform to the best of their abilities in order for us to achieve our organisational goals. 
Furthermore, it is extremely important to ensure performance management, rewards and pay are fair for all employees, this will not only help to increase performance levels across the organisation but will also support our attraction and recruitment strategies to support us in achieving our mission and goals. This briefing paper can be used by management to gain an essential knowledge and understanding of performance management and reward. 
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