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1. [bookmark: _Ref29582041][bookmark: EXECUTIVE]EXECUTIVE SUMMARY
This report aims at providing a new approach to performance management through the reinvention of performance appraisal. It is identified that performance appraisal is a part of performance management and is correlated with employee engagement.
Opportunities are found to improve the performance appraisal system by the discovery of current problems: forced rating, rating bias, annual appraisal and lack of employee engagement. Correlated solutions are given, which are divided into directly related reinvention and indirectly related one. To be noticed, the improvement of employee engagement entails efforts from each part of performance management, to make performance appraisal system vibrant and flexible.
A case study of Adobe is provided for reference to the head of the Centre of Expertise. Two specific recommendations have followed to smooth the change process.
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2. [bookmark: INTRODUCTION]INTRODUCTION

2.1 [bookmark: REPORT]REPORT REMIT
This report aims at reinventing the system of performance appraisal to improve employee engagement and performance, and eventually increase profits for the organization. Traditional appraisals and ratings are not completely dismissed. Instead, some are transformed, and other new methods are added into the new system of performance appraisal.

2.2 [bookmark: BACKGROUND]BACKGROUND OF A NEW APPROACH
Why performance management needs transformation is fundamentally due to the changing environment. First of all, we are living in an information age, where the internet has made our life more convenient but at the same time brought overload information. Managers and other staff have got plenty of work to do and feel stressed. Therefore, it is no wonder that they will get mad when facing a number of pages of complicated performance appraisals. Also, a trend of globalization and mixed generation in the workplace lead to diversity in the composition of employees. There are huge differences in terms of age, culture, norms, characteristics, experiences among employees. It is thus not at all enough to just have one annual performance appraisal and feedback. Finally, there is more collaboration between groups and departments, and more associates are joining the decision part. In consequence, from the design process to the appraisal one, employees should be involved to speak their voice out, which will be a great contribution to the system of performance management (Halogen Software,2016).

2.3 [bookmark: DEFINITIONS]DEFINITIONS OF MAJOR CONCEPTS
To reinvent performance management, we should first know the definition of it. Like many other concepts, there is no definitive definition of performance management. Here are some definitions for reference.
'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 knowledge, skills, and abilities of people.’ (Armstrong, 2018)
‘Performance management is the key process through which work gets done. It’s how organizations communicate expectations and drive behaviour to achieve important goals; it’s also about how organizations identify ineffective performers for development programmes or other personnel actions.’ (Pulakos, 2009)
‘Performance Management is intended to improve the performance of people in an organization. It is an ongoing process of evaluation, development planning, goal setting, coaching and feedback, conversation.’ (Halogen Software, 2016)
Some common things can be found. First, the purpose of performance management is to improve the performance of employees. Besides, the basic activities about performance management are goal setting, monitoring and reviewing. And it can be noticed that performance management is an ongoing process which means the activities are connected and not just a discrete process that is occasionally revisited.
The term ‘performance’ can also be interpreted into different meanings. It can merely represent outcomes; it can be regarded as behaviour; or it can be the combination of both. Generally, the last interpretation is most accepted, since it is concerned with both the 'what' and the 'how' of performance management (Armstrong and Taylor, 2017, p.392).
Performance appraisals or performance reviews, “analyse and assess how well someone has performed his or her role” (Armstrong, 2018), which is a part of the performance management. “It serves administrative and developmental functions and is ultimately aimed at increasing productivity and effectiveness” (Aguinis, 2009). It is “increasingly regarded as a tool for eﬀectively managing employee performance” (Selvarajan et al., 2018).



3. [bookmark: MAIN_BODY]MAIN BODY

3.1 [bookmark: OPPORTUNITIES]OPPORTUNITIES TO IMPROVE THE SYSTEM
Currently, the performance appraisal system of the organization has a series of problems. It can be noticed that underperformance is the overall situation: the completion rates have been average and the participation rates have fallen even further. Personal problems do exist, but here problems of the system are the concern. Specifically, there are three opportunities to improve the system.
The first one is forced rating. Supervisors have to rate employees on the six fixed criteria using a traditional five-level rating scale. However, the performance of an employee is diverse and complex. “To sum up the total performance of a person with a single rating is a gross oversimplification” (Armstrong and Taylor, 2017). Furthermore, the whole process of performance management usually ends up with the forced rating, which severely undermines the developmental focus of the meeting. It is likely that employees feel the rating process demeaning and demotivating.
Apart from the forced rating, rating bias also needs to be reduced in the system. Two aspects of rating bias are identified (CIPD, 2016). One is the bias in how managers assess employees (rater-centric errors). For example, if an employee was hired or recommended by the manager who is rating their performance, it is likely that the manager gives higher ratings. The other is bias due to employee actions (ratee-centric errors). Ingratiation and self-promotion, apparently, are tactics some employees make use of that may lead to higher ratings.
Besides, the same annual appraisal accounts largely for the underperformance. Admittedly, there are quite a few advantages to the annual appraisal. For instance, there is a dedicated time to make both employees and employers easier to spare time to have conversations, and the structured feedback is beneficial for the employees who are at the beginning of their careers (Fisher Investments, 2017). However, the benefits of annual appraisals cannot outweigh the drawbacks. First of all, annual appraisals are not timely. An employee could have done a better job but he or she has to wait until the annual appraisal when managers point out the inappropriate issues. It is ineffective. Second, "It is virtually impossible to cover an entire year’s worth of work on one document”, and “Annual performance reviews are more like “the last 2 months maybe” reviews” (Brandon Gaille, 2015). An employee could do loads of work per day, but managers cannot remember them all. As memories prefer to catch things happening recently, it is likely that the work of previous months is not taken account of. Similarly, the annual appraisal may well omit the collaboration between employees. "Evaluating one employee’s performance based on a collective effort is neither fair nor accurate. You could stand to lose some of your best employees by not paying attention to the intricacies of each team” (Kratz, 2018).
Last but not least is the lack of employee engagement. “Engagement involves high levels of energy and identification with one’s work, in contradistinction to burnout which involves low levels of both” (Schaufeli and Salanova, 2007). A number of researches have proved that employee engagement is a key driver to improve performance in the process of performance management (Gruman and Saks, 2011). In fact, the above three drawbacks are all related to the lack of employee engagement, and in turn, are three opportunities to improve employee engagement.

3.2 [bookmark: REINVENTIONS]REINVENTION OF PERFORMANCE APPRAISAL
As mentioned above, several opportunities can be used to improve the performance appraisal system. Here the reinvention is divided into two parts: one is directly related, the other is indirectly related.
[bookmark: DIRECTLY]3.2.1 DIRECTLY RELATED REINVENTION
Directly related reinvention refers to direct solutions to the above three drawbacks.
The first one is forced rating. In fact, the forced rating is in connection with the Bell Curve, a statistical model also called the Normal Distribution. Bell Curve means an equivalent of people can be “very high performers” and “very low performers”, which takes up around 10% respectively, “with the bulk of our people clustered near the average” (Bersin, 2014). Managers believe it is the law to assess employees’ performance and use it in the performance appraisal, but the outcome, as it can be seen, is not good. Actually, performance in 94% of the group did not follow the Bell Curve, in a research conducted by Ernest O’Boyle Jr. and Herman Aguinis (633,263 researchers, entertainers, politicians, and athletes in a total of 198 samples) in 2011 and 2012, rather, it was in accordance with what is called the Power Law distribution. The Power Law distribution does not set limitations to the ratio of “hyper performers”. Rather, it encourages everyone to do better and achieve higher. Besides, according to the Power Law, “roughly 10-15% of the population are above the average (often far above the average), a large population are slightly below average, and a small group are far below average” (Bersin, 2014). Therefore, it is not appropriate to use the concept of “average” as well as set limitations to the percentage of “hyper performers” to evaluate performers.
As for the annual appraisal, it requires simplification or even replacement. The length of the annual appraisal can be half or less by reducing redundant review work since most review work has been done throughout the year. In this case, project review is set up and strength-based assessment is focused. As one of the five alternatives to the annual performance review, Halogen Software (2016) suggested that performance review should be done by project. Project review is not necessarily formal. It can be launched anytime by team leaders and HR professionals, through continuous coaching and feedback, and a project section summary could actually improve the performance of next project. At the meantime, the focus of the assessment should be strength-based. A 2005 study including 135 organisations around the world showed that “focusing on personality strengths, focusing on performance strengths can increase performance by 40%” (CIPD, 2017). When adopting strength-based approach, however, managers need to differentiate between what people are good at and what actually energises them. Therefore it is important to have regular conversations with employees to figure out their real strengths so that performance can be improved naturally. Besides, the ‘feedforward interview’ (FFI) needs to be adopted. Traditionally, the performance review is always “backward”, merely pointing out what is wrong but not looking forward to a better solution. Research conducted by Budworth et al (2015) indicated that between two controlled groups, employees who received a 'feedforward interview' performed much better than those having traditional backward review. 
Finally, in terms of rating bias, employers can reduce it in various ways (CIPD, 2016):
Being clear on whether the purpose of the appraisal is for administrative or developmental purposes, and the latter should be the focus instead of the former; Adopting 360 degrees feedback assessments by using composite scores from different employers; Holding managers accountable for their evaluations and providing training.
[bookmark: INDIRECTLY][bookmark: _GoBack]3.2.2 INDIRECTLY RELATED REINVENTION
The indirectly related reinvention incorporates all the processes to improve employees’ engagement. Kahn (1990) has figured out three psychological conditions serving as antecedents of personal engagement: Psychological meaningfulness, psychological safety, and psychological availability. The following is the Job Demands-Resources (JD-R) model which integrates performance management and employee engagement.
[image: ]
Fig. 1. The Engagement Management Model (Gruman and Saks, 2011).
Arrows around the circumference of the model represent the engagement management process, while dotted lines represent drivers of employee engagement. Combining the two findings, it is argued that the "performance management process should provide resources to employees that lead to Kahn's (1990) three psychological conditions that are associated with higher levels of engagement" (Gruman and Saks, 2011).
The process starts with performance agreement. It contains an important factor with employee engagement and performance appraisal, which is: goal setting. As Macey et al. (2009) said, “The feeling of engagement cannot occur without a specific purpose or objective”. First of all, the key requirement is to make sure that the goals are in line with the team goals and organisational goals. Managers need to communicate with the employees the strategies of the organisation and how their efforts could contribute to the team and the organisation’s performance (Mone et al., 2011). Besides, instead of setting goals once a year, Halogen Software (2016) suggested that the goals can be set quarterly, and they can be revised and updated regularly throughout the year. One more thing to be noticed is that stretch goals are not always the case. It depends on the type of task. If the jobs or tasks are straightforward and predictable, then goals can be set specific and challenging; If, on the contrary, jobs or tasks are complex and unpredictable, then goals are better not set accurate and challenging, and focus needs to be on how employees do the job rather than the result (CIPD, 2016). 
In terms of engagement facilitation, it incorporates job design, coaching, and social support, leadership, training. Scality (2017) said that “There is a time in a year to do raises, to invite people to the club, to evaluate equity and rewards, but the fundamental input has to come from continuous dialogue.” Constant conversations are essential since they are the basis of previous goal setting and the latter feedback and appraisal. Research finds that highly engaged teams are selective towards performance appraisal policies and how to use them, and these activities are all done by developmental discussions with employees (Dodds, 2018). Coaching is also an effective approach to improving employee engagement, mostly through constant conversations. When it is face-to-face coaching, employees and employers have a chance to read nonverbal signs of each other, which are a significant way to express emotion and value (Insala, 2019). These could bring positive psychological meaningfulness and psychological availability as mentioned earlier, which can be drivers of employee engagement.
Last but not least, performance and engagement appraisal and feedback can also play a part in improving employee engagement. It is crucial to building a climate of trust and empowerment. The appraisal must be fair, and throughout the working process, employees must have the empowerment to do their job with a reliable manager to support them (Mone et al., 2011). For instance, the Best-Self Review, which was taking off by some firms in 2017, is designed to focus on “holistic well-being by helping workers achieve personal and professional greatness” (David, 2018).

3.3 [bookmark: EXAMPLE]EXAMPLE OF BUSINESS
Here is a successful example of Adobe who has conducted the reinvention of performance appraisal.
Adobe was a vanguard in changing performance review thinking. The company stopped using traditional annual performance appraisal in 2012. Instead, check-ins were “held several times throughout the year with minimal structure and no tracking or paperwork” (Kirk and Nancye, 2019). It was a transformational change, so Adobe held sessions and training for employees and managers to be aware of the change and the operation of the new methods. Two years after the death of the old annual review, Adobe found that morale among employees and managers increased significantly, which led to the improvement of hard numbers as well: “Adobe has seen a 30% decrease in the number of employees quitting and a 50% increase in involuntary departures. Most importantly, the company has gotten back most of the 80,000 hours spent by managers annually on annual reviews” (David, 2016).



4. [bookmark: CONCLUSION] CONCLUSION
To sum up, performance appraisal is a part of performance management and is correlated with employee engagement. There are four opportunities to improve the current performance appraisal system: forced rating, rating bias, annual performance appraisal, and low employee engagement. The reinvention of the performance appraisal entails every part of performance management to be more flexible and vibrant. 
4.1 [bookmark: RECOMMENDATION]RECOMMENDATIONS
Since the head of the Centre of Expertise is new in the organisation, and people are usually afraid of change, it is suggested that the reinvention should be mild. In this case, the annual appraisal can be simplified but not cancelled completely, and regular check-ins and feedback are added gradually.
Besides, sessions need to be held to lead employees and managers in the change. The main point to managers is that the new approach is cost-effective. The time for constant conversations can be saved from annual appraisal with less paperwork and tracking. Training will also be prepared for managers to know how to operate the new method.
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