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1.0 [bookmark: _Toc29217499]EXECUTIVE SUMMARY
The Purpose of this report is to address the recent findings regarding the current performance appraisal approach within the company. After which recommendations regarding a new approach will be proposed. In order to ensure that the suggested approach will be effective and not unnecessarily disruptive for the organisation, an in-depth review of the literature surrounding the topic of performance management and in particular the facet of performance appraisal will be conducted. Providing a basis of understanding regarding the theory of the topic and the constructs it is built on; for example, those proposed by Festinger (1954), Adams (1965), Walster et al (1978) and Kluger and DeNisi (1996). Taking into account arguments that exist and evaluating whether the need for change is prominent through the establishment of the driving factors for change. New techniques will be discussed and suggested for the development of a new approach and other organisations such as, General Electric and Adobe will be referred to in order to provide an insight into how they have successfully changed their appraisals, what effect this has had and what the key changes were. Advantages of the new techniques will be highlighted, and the disadvantages of the current approach will be addressed for example, the five-level rating scale. With referral to change management the following recommendations for implementation have been suggested; involving employees within the process prior to the development of it, keeping communication open and two-way, being transparent with information and findings and finally the importance of keeping in mind that the desired results will not happen over night. The report seeks to underline where the shortcomings of the current approach are and offer a new process to remedy these. 
2.0 [bookmark: _Toc29217500]INTRODUCTION
As the new head of the Centre of Expertise, some failings in the current performance management process have come to light due to the decreasing level of employee engagement. This report seeks to investigate the shortcomings and suggest a more robust contemporary approach to performance appraisal. 
[bookmark: _Toc29217501]2.1 REPORT REMIT
This report aims to evaluate the current performance management process in place. Paying particular attention to the theory surrounding the topic. After careful evaluation of the annual appraisal approach that is currently adopted, a new performance appraisal will be proposed with the aim of reducing the perceived negative impact that the existing process currently has on employee engagement.
[bookmark: _Toc29217502]2.2 BACKGROUND OF CURRENT PERFORMANCE MANAGEMENT PROCESS
Over the last decade within this organisation, there has been no changes to our performance appraisal. It takes place on an annual basis in which employees are evaluated by supervisors via a traditional five-level rating scale consisting of the following six criteria:
1. Product/technical knowledge
2. Meeting deadlines/commitments 
3. Team-working 
4. Energy, determination and work-rate
5. Adaptability/flexibility 
6. Enhancing capability. 
Recently, despite technological advancement within the company adding to the ease of completion, participation rates have decreased. Not only this, the process has been found to have a negative influence on engagement levels. As a result, it seems prudent to investigate further and realign the organisations performance management techniques so to achieve the desired outcomes. 
[bookmark: _Toc29217503]2.3 DEFINITION OF PERFORMANCE MANAGEMENT 
Performance management is a key concept within human resource management (HRM) often referred to as, a systematic process that seeks to improve organisational performance, by means of developing individuals’ performance and talent whilst holding them accountable for their output (Armstrong, 2009, CIPD, 2016). A means of generating better results by managing performance through the use of an agreed set of goals, standard or framework (Armstrong, 2009). It is commonly upheld that performance management comprises a distinct range of aspects and activities collated with the aim of achieving an increase in employee performance (Hutchinson, 2013, Armstrong and Baron, 2005). CIPD (2016) express that, in order to successfully manage performance, the sole focus should not be placed on outcomes but should take into account individuals’ skills, knowledge and behaviour and to find means to develop these. Performance appraisals are an element of performance management commonly carried out in organisations and will be the focus of this report. 
3.0 [bookmark: _Toc29217504]MAIN BODY 
It is not uncommon for organisations to readdress their performance management approach and it has been argued that rethinking performance management is at the top of the to do list for many executive teams (Cappelli and Tavis, 2016). Due to an increasing number of employers becoming dubious of the traditional methods (CIPD, 2016). As supported by a public survey conducted by Deloitte, in which 58% of executives’ questioned, upheld that higher performance and employee engagement were not being driven by their current performance management approach (Buckingham and Goodall, 2015). 
Performance appraisal, a term comprised of many definitions, [image: ]in short is the act of assessing employees against a predetermined criterion so to evaluate their effectiveness within the organisation (Griffin and Ebert, 2004, DeNisi and Pritchard, 2006). It is an area which ensues front line managers having direct involvement with their employees (Hutchinson and Purcell, 2003). CIPD (2016) depict the common elements in the performance appraisal process as seen in figure 3.1.
Figure 3.1. The Performance Appraisal Chain (CIPD,2016)
There are generally three main components to performance appraisal; setting criteria, evaluating individuals against criteria and then offering feedback (CIPD, 2016). More often than not, performance appraisals are conducted on an annual basis (CIPD, 2016). There are two drivers behind carrying out performance appraisals. To develop human talent, through improving performance and motivating employees, and for an administrative function, serving as a decision basis regarding rewards, career development and the termination of jobs (CIPD, 2016).  
The theory behind performance appraisal revolves around three constructs (CIPD, 2016). Festinger (1954) proposes the social comparison theory, which summarises that naturally we compare ourselves to one another, insinuating that our drive for improvement comes from this opposed to an actual interest in our performance. Additionally, there is the equity theory, instilling the notion that as individuals we compare input and output with peers (Adams, 1965, Walster et al, 1978). Therefore, the higher performers yield greater benefits thereby encouraging the lower performers to enhance their performance (Adams, 1965, Walster et al, 1978). Furthermore, the feedback intervention theory proposed by Kluger and DeNisi (1996) suggest that once we are aware of what we wish to achieve and where we are currently at, it motivates us to achieve what it is we want. Therefore, employers should keep their employees informed about the difference between their performance and the organisations expectations in order to instil a drive for employees to improve to meet organisational standards (Kluger and DeNisi, 1996). 
It is important to understand the theory surrounding performance appraisal so that the benefits of it can be reaped; however, we need to establish what works and what does not work. It is commonly upheld that people performance follows the Bell Curve, a belief that is embedded in performance appraisal (Bersin, 2014). The model, as depicted in figure 3.2, assumes that there is both an equal number of people performing above and below average, and only a small number of over achievers and an equally small number of very low performers, otherwise known as normal distribution (Bersin, 2014). The model instils a mentality that, someone is always at the bottom and that the majority of people are always in the middle as average players (Bersin, 2014). 
[image: ]Figure 3.2 The Bell Curve (Bersin, 2014)
It can be argued that the Bell Curve is an inaccurate representation of performance and contradicts the equity theory (Adams, 1965, Walster et al, 1978). If most individuals fall into the middle there is little drive for them to overachieve (Bersin, 2014). The bell curve is a model that can hinder performance and as such a different more relevant model should be employed to evaluate where employees are, this being the power law distribution model (Bersin, 2014). This model indicates that there is a smaller number of hyper high performers, a broader number of good performers and then a smaller number of low performers (Bersin, 2014). 
The VUCA environment has prompted several changes particularly changes within the workforce. Specifically, the rise of the millennials provoking huge transformations in businesses (Kurter, 2018). By 2020, the workforce will be made up of a wider range of ages and nationalities, as a result of globalisation and macroeconomic shifts (PMP, 2015), with 50% of the workforce being made up of millennials by 2020 (ILM, 2017). In a survey, it was found that 80% of millennials wanted regular feedback (Kiisel, 2012). They wanted to know how they were doing now not several months down the line in annual or even semi-annual reviews (Kiisel, 2012). These findings show the need for change within an organisation, in conjunction with the current findings within our organisation it is president that we address the need to change the current annual appraisal format in place. 
An obvious failing of the appraisal process is that they have little to no impact if employees are just ticking the boxes to get it done (CIPD, 2016). Evidence has highlighted that it is the reaction to feedback rather than the feedback itself that can affect performance (CIPD, 2016). It is these reactions that will determine how employees will utilise the feedback to enhance their performance (Ilgen et al 1979, Murphy and Cleveland 1995). Further enforced by Smither et al (2005), who maintain that when an employee expresses positive emotions after receiving feedback they are more likely to go on to generate higher performance ratings and vice versa. This corresponds with the negative reviews around the five-point rating (Bersin, 2014) and how demoralising it can be being rated with a figure. After all, Kluger and DeNisi (1996) maintain that feedback that can prompt low self-esteem often leads to a negative response. In addition to the importance on the nature of feedback and how it is received, Locke and Latham (1990) propose the importance for self-evaluation though contradictory to this Harkins and Lowe (2000) argue external sources of evaluation is what motivates individual to perform due to the fact we want clarity on where we stand within our organisation (CIPD, 2016). Though that’s not to say individual involvement should not be incorporated, as the participation of employees within their appraisals are more likely to be perceived as fair (Cawley et al, 1998). 
[bookmark: _Toc29217505]3.1 PROPOSED IMPLEMENTATION
Taking into account the literature surrounding performance appraisal, there is a lot of criticism surrounding the traditional methods of performance appraisal and as such a new more agile approach will be proposed (CIPD, 2019). One of the biggest downfalls to traditional performance appraisals is that it occurs on an annual basis, it is not frequent enough (CIPD, 2019). An intrinsic link between regular feedback and employee performance has been established, it is said that regular feedback is a critical element that provides employees with the ability to continuously monitor their progress and in turn stay motivated (CIPD, 2019). As such, the first proposal is the frequency in which the performance appraisal will take place, a quarterly one to one alongside frequent informal check ins with employees. Boosting productivity and performance as employee’s performance will have a more ongoing focus rather than constantly looking back, making it easier to establish their position and impact. These regular check ins and reviews with employees will strongly align with the feedback intervention theory (Kluger and DeNisi, 1996) which upholds that knowing where we are and what we wish to achieve will motivate us to attain it. 
Furthermore, the demoralising five-level rating scale needs to be reconfigured, nothing beneficial is taken away from a singular figure. This approach focuses too much on the weaknesses of employees’ performance and can therefore hinder it. Especially considering the fact that the reaction gained from the feedback is the most important element; therefore, to spark a good reaction, feedback should instead take a strength-based approach otherwise known as a coaching style (CIPD, 2019). 
Within the quarterly one to one meetings, the current rigid performance criterion should be replaced and instead appraisals should be conducted with more flexibility. The review should look at how the employee has performed overall, paying particular attention to achievements that have been made or are on track to being made (CIPD,2019). The key change within this process is the level of employee engagement, it can be argued that an open exchange in which an employee is highly involved correlated to the levels of engagement and reflection on the feedback more likely to result in improved performance (CIPD, 2019). As such, employee and employer should establish what additional support, development or training may be required in order for the employee to excel within their role (CIPD,2019).  Furthermore, we all perform differently at different paces and in different ways so why grade us all against the same criteria and goals. Objectives are an important tool and should be utilised effectively (CIPD, 2019). To do so employees should engage with their objectives and deliberate on how these can be achieved, also creating the opportunity for constructive feedback regarding areas of poor performance in the previous quarter. Finally, to create a better working environment where engagement and performance can thrive it is important that employees can provide bottom-up feedback (Kruse, 2015). This allows them to highlight the areas that they think need improving or what they believe is going well and as such can help management to rectify any issues thereby making an employee feel more valued in the organisation.
To aid this approach, additional training should be provided to managers to help them to adopt a coaching style within the meetings but also allow them to better manage and monitor employee’s performance so to provide meaningful feedback that is less subjective and bias (CIPD, 2019). Though it is vital that we take a strength-based approach in reviews, that is not to say that we disregard underperformance; the focus should be placed on what is going well and set goals from there (CIPD, 2019). 
Implementing change can bring about risks; however, it is important to acknowledge the success that other organisations have realised after changing their performance appraisal approach. For example, General Electric adopted a new approach to performance and development using it to ‘drive a fivefold productivity increase in the past 12 months’ (Baldassarre and Finken, 2015). This new implementation saw similar changes being introduced with regular check-ins and more meaningful conversations between employees and managers being an important focus (Baldassarre and Finken, 2015). Similarly, Adobe reinvented their performance management approach, adopting check-ins and leaving annual reviews in the past (Morris, 2016). Prompting a two-way, on-going conversation between managers and employees that has resulted in ‘dramatic efficiency gains, more effective performance management and higher employee engagement and retention’ (Morris, 2016). 
[bookmark: _Toc29217506]3.2 ADVANTAGES AND DISADVANTAGES 
Advantages of an effective performance management process like the one proposed is that the regular check ins and reviews means performance is a continuous scale. The focus is moved from perform for a year and then look back. By frequently monitoring and reviewing performance the process is much more streamline, meetings take less time and are much more beneficial. They provide a continual view of development that keeps an employee motivated and engaged (CIPD, 2019). 
Cutting out the subjectivity of the traditional approach will allow for better engagement from employees. Ensuring their involvement within appraisal reviews will see feedback taken more seriously and more likely to be heard and adopted. Furthermore, it provides a level of satisfaction within an employee that they are valued and heard within their organisation which can improve motivation and performance by instilling a sense of loyalty within them. 
Due to the VUCA environment we operate within, our current performance appraisal approach has become outdated, this can be very disadvantageous for several reasons. After extensive research it has become abundantly clear that the term appraisal can denote negative connotations to an employee. Encompassing a rather daunting process where employees can feel like they are being put in the spotlight and rated unfairly. A rating from one to five is not the most constructive of methods and as such is likely to have resulted in the decline in employee engagement. 
Another downfall of the current approach that we have in place is that normally completion is average, employees and managers are doing the necessary things to complete the paperwork and then carry on. Little can be taken away from something that happens once in a year and focuses on the weaknesses of performance. Our annual review currently stands as a a means to continue rather than a means to development. 
4.0 [bookmark: _Toc29217507]CONCLUSION
To summarise the findings of the report, it is necessary to kick start a change in our performance appraisal process. Removing the annual appraisal and replacing it with a more modern approach should see performance and employee engagement increase. Employees, individuals, human talent, assets, call them what you will but it is vital that we treat them in a way that they want to be treated. Research has found that workers want regular reviews that tell them more than just a figured rating. The newly devised approach will see more regular one on one reviews providing genuine feedback and giving the employee the opportunity to voice their opinion in a way that is lighthearted. The annual appraisal has been stripped down to quarterly reviews that takes out the rating system and brings about a more honest conversation, looking at more than just output. Taking into account employee’s skills, performance, attitudes and behaviour within the organisation. Providing a platform to help employers and employees understand where there may be discrepancies in what is expected and what is happening so to remedy the situation faster. The new system will be less of a burden and instead something that employees can use as a tool to develop themselves and their careers. By adopting the proposed changes will enable us to not only improve satisfaction within our organisation and create a good morale amongst the work force but also help us to nurture the link between appraisals and performance and engagement. 
5.0 [bookmark: _Toc29217508]RECOMMENDATIONS
Before implementing any changes, it is important to involve employees within the process prior to designing a new approach. By doing so it is an effective way to manage change and overcome resistance by involving people in the change process. 
The success of the proposed approach would revolve heavily around the way in which it is implemented. Change can be messy and unpredictable it depends on the willingness and ability of people to change. The most effective ways to manage the change in the appraisal system is through effective communication from employer to employee and vice versa. Ensuring that communication is open for employees to voice their views will help to ensure a smooth transition (Truss et al, 2012). 
Additionally, being transparent with information can help to ease any incremental change. What is happening and why helps to keep employees involved and means they will not feel so in the dark during a change in their organisation. Furthermore, involvement is key in making sure that the process of change is not disruptive to the day to day operation (Truss et al, 2012).
Finally, the most important fact to keep in mind is that with any change or transition it takes time, we should anticipate the possibility that performance levels will decrease as a result of change and mitigate this through coaching employees until they are comfortable with the new system in place (Truss et al, 2012). 
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