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CHAPTER 12

Performance Management, Motivation

and Reward

GARY REES AND ALEX TYMON

LEARNING OQUTCOMES

After reading this chapter, you should be able to:

o identify the different ways that performance management (PM) can be defined and interpreted
by organisations

o understand the assumptions which underpin the application of PM

@ recognise the contribution of organisational theory, industrial engineering and behavioural
science systems to the development of PM

= understand the relationship between performance, motivation and reward

» evaluate the extent to which PM can assist in improving organisational effectiveness and
efficiency

» consider the contribution that HR can make to PM.

Organisational effectiveness and efficiency is rarely, if ever, off the management agenda in
work organisations, and assumes an even higher priority during times of economic
austerity. PM is one process that can enable organisations to produce greater quality of
product or service. It is a potentially pivotal topic within the broader managing people
area.

However, PM must not be regarded as the universal panacea for improving
organisational effectiveness. This chapter places PM in context, and weighs up the pros
and cons of adopting PM as a means to improve productivity or service by motivating
employees to perform better and, at the same time, considers the arguments for the use of
reward as a motivator.

Contemporary issues such as employee engagement and commitment are discussed as
part of a focus on motivation theories and approaches, while we keep in view the
underlying question of how HR can make a difference in adding value through PM.

12.2. INTRODUCTION

There is little doubt that most organisations in the twenty-first century share some
common objectives in order to ensure their survival, so that by producing a consistent
product and/or service ~ which raises more in revenue than it costs to provide ~ they will
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attract and retain customers and encourage them to keep spending. Not-for-profit
organisations share some of these aims, such as the need for consistency and the
requirement to minimise costs for the provision of their product or service, What is also
beyond doubt is the role of people in helping to meet these objectives. PM is all about
managing employees effectively and there is a wealth of research which demonstrates that
well-managed employees increase revenues and decrease costs (see, for example, Coombs
et al (2006) and Subramony (2009), two meta-analytic studies). A very persuasive example
from the not-for-profit sector is also provided by West et al (2002), who demonstrate the
link between PM and patient mortality in hospitals.

The ongoing economic turmoil post-2007 has further increased the spotlight on PM,
with questions posed as to the robustness of PM in the light of the ‘reward for failure’
practices that accompanied the collapse of the banking industry. Wain (2009, p17) cites
the CIPD’s research, which demonstrated that 92% of its survey thought that closer
scrutiny of poor performance accounted for the rising interest in PM.,

In this chapter we consider the concept of PM and the theories of motivation that
underpin it, along with its implications for managing and leading employees.

12.2.1 WHAT IS PERFORMANCE MANAGEMENT?

There are myriad definitions of PM, but one of the best known is that of Armstrong and
Baron (2005), which has been adopted by the CIPD (2012, p1):

A process which contributes to the effective management of individuals and teams
in order to achieve high levels of organisational performance. As such, it establishes
shared understanding about what is to be achieved and an approach to leading and
developing people which will ensure that it is achieved.

This definition informs us of two important factors: firstly, the all-encompassing nature
of PM - it has been suggested that all activities within a business should be
contributing towards better performance and that managing the performance of
employees is ‘running the business’ (Mohrman and Mohrman 1995); and secondly, the
implication that PM can be viewed as a ‘continuous process’ (Biron et al 2011, p1295),
involving identifying, measuring and developing employees in line with organisation
strategy.

The extent to which PM impacts upon performance is contingent upon the context and
the interconnectedness and interlocking of various supporting mechanisms. The ultimate
aim is to maximise organisational effectiveness, especially within the ever-changing
context of the modern organisation (Budworth and Mann 2011),

The all-encompassing nature of PM can be seen by examining the people-performance
link. A classic approach is demonstrated by the Boxall and Purcell (2008) AMO model
(see Figure 7.3), in which performance is a function of ability, motivation and
opportunity. Therefore, the role of the employer, their agent, or the manager has to be to
maximise these three elements in order to enhance performance. However, it could be
argued that the terminologies adopted by Boxall and Purcell (2011) need to be brought
into line with current HR thinking and practice. Incorporating the elements of employee
engagement (see Chapter 11) alongside employee commitment and job satisfaction allows
us to expand the AMO model and recognise the increased complexity of high
performance (see Figure 12.1). The nature of motivation will be discussed in more detail
later in this chapter.
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Figure 12.1 Some of the activities which could maximise ability, motivation, opportunity,
satisfaction, commitment and engagement (AMOSCE)
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In the context of high-performance work organisations (HPWOQs), research indicates that
the activities presented in Figure 12.1 are representative of those demonstrated by top
performing businesses, For example, Jamrog et al (2008) found that in a survey of 1,369
organisations, HPWOs have well-established values that are typically well understood by
most employees and are key drivers of employee behaviour. They also report that HPWOs
are clear about what behaviours employees need to exhibit in order to execute
organisational and departmental strategies, and identified that managers need to:

e set clear goals
o understand employees’ abilities
e guide and coach employees.

Although the relationship between these management activities and organisational
performance is complex, and there are different levels of outcomes dependent on business
sector and type of employee, there is evidence to show that PM is interpreted as an
investment in staff, which leads to discretionary effort (McClean and Collins 2011),

The PM process includes the alignment of objectives and performance through
measurement, assessment and monitoring. Where there is a gap between objectives and
performance, appropriate HR supporting mechanisms are required (Figure 12.2).

Tt could therefore be argued that HR as a function can add value through the range of
supporting mechanisms that it can provide.

Another method of considering the strategic nature of PM is through the ‘balanced
scorecard’, which attempts to link employee rewards to performance in the areas of
finance, customers, internal business processes and innovation, learning and growth,

According to Chavan (2009, p396), ‘In some instances, companies see the non-
financial measures as of such importance that a threshold level of performance is set for
each of the non-financials. Only if an individual exceeds these threshold levels can they
qualify for performance-related rewards linked to financial performance results’ The
importance of organisational culture and vision also has a part to play in how the
organisation considers and addresses performance.
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igure 12.2 HR supporting mechanisms
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From a managerialist perspective, where the manager has to ensure the most effective and
efficient use of resources (including people) in achieving business objectives, PM can be
seen as a tool to control and manipulate; very much a top-down process. The assumption
underlying this perspective of PM is that the organisation, in the form of a controlling
manager, can make a positive impact upon an individual’s work performance. Within this
assumption, managers are expected to demonstrate both general management skills as
well as skills directly related to the PM process. The latter could include task skills such as
objective-setting, understanding technical aspects of the job.

12.4 MONITORING PROGRESS AND MEASURING RESULTS
General management skills, in contrast, could include leadership, mentoring, coaching
(see Chapter 10) and interpersonal relationships. Managers may demonstrate strong task
skills, but are often lacking confidence in the softer interpersonal and social skills (Bowles
and Coates 1993).

The managerialist perspective also assumes a hierarchy of control, with a direct
relationship between manager and subordinate. This is more difficult to achieve in
complex organisational structures, such as multidimensional matrix structures. For
example, a subordinate may report to several different line managers, who are all based in
different locations. The control aspect of PM is legitimised through the perceived
objectivity of the process. This objectivity then becomes the driving force for achieving
performance outputs (Levinson 1970, 1976).
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Herzberg (1968) presents the eternal triangle perspective, in which there are three general
philosophies of personnel (or HR) management: organisational theory; industrial
engineering; and behavioural science.

The organisational theorist Weber (1947) believed that human needs are either so
irrational or so varied and adjustable that personnel management has to be as pragmatic
as the occasion demands. Herzberg cites the example of job design, where, if jobs are
organised in a proper manner, the result will be the most efficient job structure, and the
most favourable attitudes will follow. Alternatively, within the eternal triangle theory, the
industrial engineers (Taylor 1911) believe that humankind is mechanistically orientated
and economically motivated, and therefore we need to attune the individual to the most
efficient working process. Here we need to design the most appropriate incentive system
and design the most appropriate working system for the human machine. Behavioural
scientists (eg Schein 1984) focus on group sentiments, the attitudes of individual
employees and the organisation’s social and psychological climate, with the emphasis on
instilling healthy employee attitudes and an appropriate organisational climate. This
model illustrates a useful analogy for the use and possible misuse of PM as means to
improve performance in organisations.

PM can also be viewed as a process by looking at the employee lifecycle and the
management activities which could contribute to improved performance at each stage.
The advantage of this approach is that it can provide guidance to organisations on which
activities to introduce and when.

Before recruitment and during the selection process, some of these activities are
understood and are embedded in many organisations, others less so. For example, how
any organisations provide sufficient information to enable prospective employees to “self-
select” themselves out of the recruitment process thereby potentially saving costs and effort
of managing employees who cannot or will not be successful? How many organisations
are explicit in looking for employees whose values are aligned to that of the business and
are therefore more likely to be committed? How many organisations make the conscious
effort to test for potential at the recruitment stage?

During formal induction, when organisations run induction or orientation schemes, to
what extent is the robustness of these schemes measured and subsequent action taken? Is
there recognition that this is the stage at which employees learn both the formal and
informal rules of behaviour and the difference between the overt or stated expectations of
the organisation, and the reality of what will be tolerated in practice? A robust induction
process can be invaluable in making performance standards and expectations explicit.

Research around the ‘induction crisis’ identifies problems which may manifest
themselves in both the short term and long term. For example, the Reed Consulting Survey
(2004) demonstrated that 4% of new starters walk out of the job because of poor or non-
existent induction programmes, and 93% of the 5,700 respondents in their survey believed
that a poor induction had a continuing adverse effect on their productivity at work.

During the period, to what extent do line managers appreciate the true value of the
probationary period? All too often, it consists of a form-filling exercise initiated by the HR
department. The manager signs to say that the new employee should have their position
confirmed but without having any idea of how they are actually performing.

Then a few months later the manager is complaining that the employee is
underperforming, or worse still, is asking HR how they can remove them. During formal
reviews and appraisals, how many managers recognise the value of constant feedback,
both positive and developmental? Behaviourist learning theory (Skinner 1953, cited in
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French et al 2011) demonstrates the power of positively reinforcing desired behaviours:
employees are much more likely to repeat actions that gain them positive recognition.
Positive reinforcement has also been shown to increase employees’ ‘self-efficacy beliefs’,
which in turn, increases performance (Bandura 1993).

However, there appears to be a blockage against recognising when an employee has
performed to standard, a belief that employees should exceed before they receive
recognition. A typical comment on supervisor training courses is: “‘Why should I recognise
an employee who has just reached the standard? That is their job.” But if we employ
someone and ask them to reach a certain standard and they do, then this should be
recognised and the danger of not doing so is that performance and standards will slide.

The power of positive feedback is the theory supporting appreciative inquiry (see
below), but many managers appear to spend their time and effort looking for and acting
on the 5% of jobs that people do badly, whilst ignoring the 95% that they do effectively.

An excuse sometimes cited for lack of feedback is the idea that people learn from
mistakes, and it is certainly true that allowing people to fail can be useful in some
circumstances. Control theory (Carver et al 2000) indicates that failure can even motivate
more than success. Learning organisation theory (Ellinger 2004) suggests that freedom to
fail is an important factor to enable an organisation to grow. But there is a lot of
difference between giving employees space to experiment accompanied by constructive
feedback and abdication management. According to Geal and Johnson {2002, p26):

What do people learn from mistakes? What not to do, so they need to try
something else. But, what else? A manager able and willing to give developmental
feedback so they can improve is both necessary and motivating when handled well.

So using the excuse of allowing people to learn from mistakes could be viewed as lazy at
best, and at worst could be incredibly costly for the organisation. In summary, the balance
between allowing experimentation and providing appropriate feedback needs constant
review.

At any time in the employee lifecycle, there may be the need to manage poor
performance or conduct. This raises the question of how many managers are able and
willing to manage poor performance or conduct in a positive way before it becomes a
major issue. An organisation may well have a ‘capability and conduct’ procedure, which
will undoubtedly espouse the wisdom of dealing with performance and conduct issues
informally and early. But how many organisations train and support their managers to
run these informal ‘improving poor performance/poor conduct’ discussions?

Table 12.1 Performance management as a process

Employee activity | Timeline and action Manager/employer
activity

Gains knowledge of | Before recruitments: Gives signals of

expectations and Job descriptions, person specifications, expectations on job

culture adverts, company information performance

Self-selects in or out standards, conduct |
standards and

| | culture

Demonstrates ability | During selection process: Tests ability and

and motivation Interviews/assessments, etc | motivation

Conscious or I Checks values

subconscious alignment

alignment with Seeks potential

values

Self-selects in or out
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Employee activity

| Timeline and action

Manager/employer
activity

Learns conduct During | At any time:
expectations formal Possible poor performance
Adapts to the induction/ or poor conduct
culture orientation intervention
Learns performance | During
standards mandatory
Develops knowledge | training
and skills
Becomes a : During
productive employee | probation
Adapts to the period
culture
|
|_ S E—
Reviews i During
performance formal

Agrees objectives
Identifies learning
needs

Considers
aspirations
Possibly gains
reward

Continuous
improvement
Develops self-
feedback
mechanisms
Achieves potential

reviews and/
or appraisals:
Annual or
more

regularly

Ongoing:
Business as
usual

12.5.1 APPRECIATIVE INQUIRY

Formalises conduct
expectations, terms
and conditions/
handbook, etc

Provides standards
of job performance
Provides knowledge
and skills

| Provides feedback

Team briefing and
communication
Reinforces
performance and
conduct standards
Provides feedback
One-to-one reviews
Provides ongoing
training and
coaching

Reviews
performance

Sets objectives
Agrees learning
needs

Identifies potential
and aspirations
Possible link to
reward

Team briefing and |
communication |
Reinforces |
performance and
conduct standards
Provides feedback
One-to-one reviews
Ongoing training

and coaching

Drawn from research into positive psychology (Seligman 1998), appreciative inquiry
suggests that when employees are encouraged to focus on their strengths, then they are
more likely to succeed and enjoy greater job satisfaction (Bryce 2007). For a practical

example, see Arkin (20

05b).




@ PERFORMANCE APPRAISAL AT SODASTREAM

CASE STUDY 12.1

Operating in over 30 countries,
SodaStream is the world’s largest
manufacturer, distributor and marketer of
home water-carbonation systems. A
change in HR personnel led to a project
aimed at designing a new appraisal
process. Focus groups were carried out to
understand issues with the existing
scheme and to answer a key guestion:
What are the conditions that can make
our performance evaluation process a
success? The majority of employees
described the existing system as an
unpleasant and unhelpful experience;
however, they also believed that it was
crucial to have a performance appraisal
process that was able to: positively
energise employees; include follow-up;
raise employee motivation; and be short
and simple. As a result of this feedback,
the HR team at SodaStream
commissioned a new process building on
the concepts behind appreciative inquiry
and positive psychology, which was
piloted with 64 employees and 26
managers.

Strength-based performance
appraisal (SBPA) - the principles

The goals of the new system were: to
improve organisational performance and
business results; focus on employees’
strengths but without neglecting
problems; reflect the double meaning of
appreciation, that is, valuing good
performance and increasing value; and
support knowledge management within
the organisation.

To this end, seven principles were
adopted: feed forward; reflected best
self-feedback; happiness research;
developing strengths; the 3:1 positive to
negative emotion principle; a win—win
philosophy; positive organisational core;
and collective efficacy.

The SodaStream performance
appraisal

The SBPA system at SodaStream contains
six steps:

@ supervisor-employee meeting
including success stories told by the
subordinate and enthusiasm stories
told by the supervisor

e ajoint questionnaire and preparation
of reports

e a second supervisor-employee
meeting involving a strength-based
evaluation discussion looking for new
ways to use strengths and agree goals
to achieve win-win outcomes

e creation of an organisational strengths
map

e a celebration party to recognise
strengths

e a follow-up process.

An initial evaluation

Benefits of the new system as reported
by subordinates included: increased
quality time with managers; a positive
experience of performance evaluation; a
focus on strengths; goal-setting;
increased learning; and better matching
of competencies to tasks.

For the organisation, reported benefits
included: increased levels of motivation
and performance; better goal-setting;
improved organisational culture;
increased collaboration; and improved
manager—-employee relationships.

Source: Bouskila-Yam and Kluger (2011)

Questions

1 How does the SodaStream
performance appraisal process
differ from ones you are familiar
with?

2 What would need to be in place in
an organisation in order to adopt
this type of process?
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@ REFLECTIVE ACTIVITY 12.1

Think about an organisation with which you are familiar. Using Table 12.1 as a guide, consider
the evidence for a clear PM process heing in place. What evidence exists that it has been
implemented in an effective manner?

However, there is more to PM than just the actions involved. Effective PM is not only
dependent upon what is done, but also upon how it is done, Purcell et al (2003) provide
research evidence to support the proposition that no one particular HR practice is critical
to organisational success, but rather that good management by line managers, applying
various approaches effectively and appropriately according to the context, is the key
factor. Committed and capable line managers are, therefore, essential to successful PM
(Hutchinson and Purcell 2003). These managers need to know the ‘how’ of PM as much
as the ‘what’; that is, the answers to questions such as:

e How can we define performance?
e Who should define performance?

e How can we measure performance?

e What is the link between motivation and performance?

12.5.2 DEFINING PERFORMANCE

For performance to be managed it has to be defined and measured. This demonstrates
that what the organisation measures is indicative of what the organisation values (Johnson
et al 2011).

There is no single, universal definition of performance; it depends very much on the
particular perspective adopted. For example, some definitions relate to the organisation
and various expectations in terms of outputs: Performance should be defined as the
outcomes of work because they provide the strongest linkage to the strategic goals of the
organisation, customer satisfaction, and economic contributions (Bernadin et al 1995).

Other definitions emphasise behavioural aspects, in addition to outputs or results:
Performance means both behaviours and results. Behaviours emanate from the performer
and transform performance from abstraction to action. Not just the instruments for
results, behaviours are also outcomes in their own right - the product of mental and
physical effort applied to tasks - and can be judged apart from results (Brumbach 1988,
P389).

12.5.3 WHO DEFINES PERFORMANCE?

It is not only a question of how performance is defined, but also who within the
organisation is, or are, responsible for defining performance standards. Often, it is the
organisation itself that determines performance and how it will be measured. Performance
requirements are often part of a strategic planning process, cascading top-down through
the organisation from senior management (Humble 1972). However, this does not have to
be the case. Semler (1993) describes a bottom-up approach, where employees at Semco
were allowed to set their own performance targets and define appropriate rewards. There
is also the possibility of a combined top-down and bottom-up approach, with mutual
adjustment of goals and objectives (Nonaka and Takeuchi 1995).

Other stakeholders, such as shareholders, and customers, will have their own views on
performance standards or achievements and their views may be contradictory. The parties
involved have different perspectives, expectations and experience of performance. For
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example, shareholders are interested in long-term value of stocks and assets. Middle
management may have an interest in protecting and advancing their own position, power
and rewards. Customers are increasingly demanding high-quality, customised products
and services. In addition, all of these stakeholders may adopt different roles at different
times or have multiple, simultaneous roles. Therefore, the agreement of what constitutes
effective performance may be difficult to reach.

A more integrated approach may help to overcome some of the problems inherent in
defining performance and performance standards. It is generally accepted that involving
employees in the setting of objectives and targets is more likely to gain commitment to
their achievement. Fundamentally, though, for the organisation to succeed, someane,
somewhere needs to combine the targets to ensure that the organisational objectives are
indeed being met. This is a line management responsibility, but HR might need to
empower and ensure that the process is taking place.

12.5.4 WHAT ASPECTS OF PERFORMANCE CAN BE MEASURED?

What an organisation chooses to measure, and when, depends on the PM framework
adopted within the organisational context and on what the organisation values in its
employees; for example, to what extent is learning valued as part of the PM process? But a
robust PM process typically relies on the setting of definable and measurable goals and
targets, which raises challenges as it is impossible to measure all aspects of an employee’s
performance. For example, how does an organisation measure knowledge-creation,
creativity and innovation? PM too often assumes explicit performance measures and
cannot always incorporate tacit inputs, throughputs and outputs at individual, group and
organisational levels.

Similarly, there are temporal barriers. Performance targets are typically set in time and
the timescale might in itself affect accurate measurement. How does one allow for long-
term performance improvements and outcomes within an annual appraisal cycle, for
example? The critical issue then becomes when we measure and record performance.

In addition there is the challenge of the traditional PM emphasis on the individual,
whereas the increasingly interdependent nature of work, and the consequent emphasis on
team and groups, makes measurement more challenging. It is not just individual
performance that is important, but iso the contribution that the individual makes
towards group effort, and the combined output of the group as a whole. So team targets
are an area that needs to be explored.

An example of these complexities can be seen in a study by Rosen et al (2011), who
explore the challenges of managing and measuring adaptive performance in teams. This is
potentially a very important aspect in the modern business environment; however, it can
be difficult to measure behavioural dimensions over time, across groups of employees - as
opposed to individuals.

12.5.5 PITFALLS QOF DEFINING PERFORMANCE TARGETS

There are many pitfalls with objectives and targets. Reeves (2008) used the term
‘targetology’ to describe the fixation of the then British Government and many
organisations with targets. He agrees that targets can be helpful, citing the reduction in
hospital waiting times as an example, but he questions the number of targets which are
used:

One or two clear targets can be powerful. A hundred targets is a recipe for
confusion, stress and disaster. . . Just because targets are good, it does not mean that
more targets are better.

Hall (2009, p10) argues that ‘Focusing organisation and individual activity on what really
matters, through the use of targets linked to strategic aims, can be a powerful



Performance Management, Motivation and Reward

263

management “tool” but careful consideration needs to be given to what is targeted, how
targets are applied and who targets are applied to.

Research by Professor Yves Emery (2008) identifies some common issues with both
defining targets and attaining them: policy deployment, quality versus quantity targets,
goal displacement, individualisation effect, goal override and limited influence. An
example of each is provided in Table 12.2.

REFLECTIVE ACTIVITY 12.2

Analyse the targets or objectives that you have been set during a PM process. To what extent do
the pitfalls listed in Table 12.2 apply to these? How could your targets be improved upon?

12.5.6 MEASURING PERFORMANCE

The PM process (Table 12.1) shows that measurement or performance review and
feedback should be an ongoing activity, so that positive reinforcement or corrective action
can be supplied as soon as it is justified. Normal management activities such as walking
the floor and one-to-one reviews can enable this measurement to happen and ensure that
one of the ‘golden rules” of appraisals is followed: ‘No surprises’, that is, anything
discussed in a period review or appraisal concerning performance should be expected by
both parties.

This is important as ‘surprised employees become angry employees, and angry
employees sue’” (Segal 2010, p76).

Table 12.2 Pitfalls of target definition

\ Example |

Policy deployment
The difficulties of translating strategic goals
into meaningful bottom line targets. Not all
objectives are easily split and can become
meaningless if broken down too much

A common strategic goal, such as ‘increase '
market share’, which may well translate into
specific objectives for senior managers, but is
almost impossible to be a meaningful
objective for a back office employee such as a
payroll data entry clerk

Quality versus quantity targets
With quantity targets being easier to set and
therefore being used in place of quality
targets which may be more beneficial

Goal displacement
Where the measures become seen as the goal

An HR officer may be set a target to ensure
95% of employees who Jeave the organisation
complete an exit interview: a very SMART
target. But actually what is really wanted is
quality of data from exiting employees about
why they are leaving, so that meaningful
decisions can be made

In a call centre the goal may be to improve ‘
customer service and one measure of this is ~
to answer calls more quickly. It is easy for
employees to ‘lose calls’ - that is, drop them
as soon as they are answered — in order to
improve the call-answering statistics, which
actually results in even worse customer

service




Leading, Managing and Developing People

. Example

Individualisation effect

Where competing goals set up unintended
competition between staff, especially
competition for scarce resources

Goal override

Where employees only focus on goal
achievement and neglect other important
responsibilities. It may become necessary to
have a relatively complex measurement
system in order to ensure that the ‘day job’
carries equal weight

| A hotel maintenance team may be targeted

A cable TV sales team may be measured on
the number of customers they sign up, and to
ensure quality of sales the customers have to
stay for a minimum time period of six
months. However, the technicians who install
the product in the customer’s home are
measured on speed of install and the quicker
the install, the more likely there will be a
problem, which in turn leads to customers
disconnecting

on the completion of reported repairs and
may go flat out to achieve these targets. As a
result they may neglect the preventative
maintenance jobs, which are a part of their
job description, because they are not overtly
measured

Limited influence
Where employees have very little control
over the targets set, or at least perceive this to

In a retail environment where product range,
price and advertising are all centrally
controlled a shop assistant may easily

be the case perceive that they really have very little
control over the actual sales that they make
and this perception may actually be real. It
has also been argued that employees are just
the delivery system and that 90% of the
impact of their endeavours comes from the

system!

Another measurement technique, which is often overlooked, is self-measurement.
Although different theorists may argue why, they do mostly conclude that participation in
goal-setting can lead to improved performance. The research that supports the idea of
autonomy and participation in goal-setting is also well known and includes the work of
Herzberg (1968), Hackman and Oldham (1980) and Locke and Latham (1990), to name
but a few. For example, Locke (1968) in Hollyforde and Whiddett (2002) identified the
value of goals as a motivator and performance enhancer suggesting that specific rather
than general goals and participation in goal-setting are important in improving
performance. Locke also identifies self-regulation or self-measurement and management
as being powerful enablers, an idea supported by Bandura (1993, p128), who states that:

Most human motivation is cognitively generated. People motivate themselves and
guide their actions anticipatorily by the exercise of forethought... Forethought is
translated into incentives and appropriate action through self-regulatory
mechanisms. This suggests that self-measurement is an everyday activity.

Latham (2007) provides a useful summary of some of the research around this area, but
the message appears to be that although the effects are mediated and moderated by other
factors, such as personality, involving employees in goal-setting and facilitating self-
feedback can and does result in higher performance. This perhaps provides an argument
for the use of more self-appraisal and for developing ways in which employees can access
their own feedback on performance.
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12.5.7 APPRAISAL AS A PERFORMANCE MANAGEMENT TOOL

The more recent literature (for example, Aguinis 2009), calls for a wide view of PM,
including performance planning, assessment and review, identifying that it is more than
simply appraisal. But some form of performance appraisal is nearly always incorporated
with the aim of improving performance, motivating employees and/or allocating rewards.

An honest and accurate assessment of current performance can be a strong driver for
further learning, development and performance improvement. As discussed earlier,
feedback and the setting of improvement targets can itself be a strong motivator (Locke
and Latham 1990), and for there to be equitable distribution of rewards some fair method
of comparing contributions between individuals is required. The potential impact of
fairness is highlighted by Adams’ equity theory — see 12.6.1 ‘Motivation Theories’ below.

The whole PM system should therefore ensure that employees perceive equity of
treatment and fairness, none more so than in the appraisal process and distribution of
rewards. This supports the argument that PM and reward policies need to be transparent.
The role of perception means that extra attention must be paid to how the process is
communicated so as to ensure that the message is clear and universally understood.

However, there is a wealth of evidence that points to negative aspects of performance
appraisal and at least three recent books that have called for an end to them (Bouskila-
Yam and Kluger 2011). Very careful consideration is therefore needed when choosing a
performance appraisal process and planning its implementation.

12.5.8 TYPES OF APPRAISAL

Different types of appraisal include: top-down, self-appraisal, peer appraisal, bottom-up
and multi-rater, such as 360-degree and 720-degree feedback. The most common is a top-
down approach with the inclusion of self-appraisal, usually as a preparatory activity for
the employee. There are many benefits of a multi-rater approach, which in theory will
produce a more rounded outcome, but the time and expense involved often rules this out
as an option.

Appraisal methods can be divided into two main approaches: those oriented towards
results (outputs); and those oriented towards competencies (inputs). Results-oriented
appraisal is based on the setting of quantifiable, achievable and time-bounded objectives,
most often agreed between manager and subordinate, and geared towards achieving
organisational objectives. Competency-oriented appraisal is based on the demonstration of
certain key skills and behaviours thought to be associated with high performance. These
skills and behaviours, agreed by manager and employee, may also include the use of
multi-rater instruments. The trend in recent years is towards combining both results and
competency-based approaches in an attempt to deliver the dual benefits of achieving
immediate performance targets and supporting longer-term development of key skills and
capabilities,

Appraisals and the link to development and reward

PM systems differ in the emphasis they give to rewards or development. The trend is for
increasing emphasis on development rather than reward, and de-emphasising the link
between PM and pay (Armstrong and Baron 2005). PM and development are overlapping
and interdependent processes. Performance reviews, whether they are periodic appraisals
or continuous day-to-day interactions between managers and employees, provide
encouragement for learning and development. Development may take the form of
informal training, self-managed learning by the individual employee, coaching by the
manager, or more structured training and development interventions. Whatever the form,
development is intended to have a direct impact on performance capabilities and can also
have a powerful motivational effect (CIPD 2012i).
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However, multiple perspectives on appraisals lead to conflicts. Reconciling PM as a
developmental process and as a pay decision-making process is not straightforward.
Linking performance appraisal to pay reduces the focus on development (Kessler and
Purcell 1992). An employee is less likely to highlight a development need if it might be
seen as a weakness and therefore detrimentally affect their pay award.

12.5.9 POTENTIAL PITFALLS WHEN EVALUATING EMPLOYEES

Appraisals ask for evaluations to be made, and accordingly there are potential pitfalls,
some of which are highlighted below.

Rating scale issues

In appraisal systems where a rating scale is used, there are constant issues with people
being unhappy with the ‘average’ rating. Standard distribution dictates that not everyone
will be at the top, some people will be at the bottom and most people will be in the
middle. But being rated as ‘competent’, ‘satisfactory’, ‘C’ or ‘3/5 is unsatisfactory for
people who can see ‘exceptional’, ‘A’ or 5/5’ on the scale.

The Swiss Federal Administration trialled a new system with the following grades:

| A++ . J Far beyond expectations

} A+ | Beyond expectations (
A LObjectives fully reached

J B [ Objectives partially reached 1

| C | Objectives missed

Although people psychologically still want to be A++, most employees will be rated as an
A, which is psychologically better than a C (Emery 2008). However, despite all the
research into improving rating scales, there is little evidence that one is better than
another, and recent focus has moved onto trying to minimise rater bias (Budworth and
Mann 2011).

Appraiser bias

Appraisers all have their own biases. Some have tendencies to rate everyone kindly or
everyone harshly, which can raise issues, especially when rewards are linked and
comparisons are made with other teams, whose managers have rated differently. In
addition, there are those who struggle to differentiate between any employees, wanting
something for everyone, known as the ‘watering can effect’. Furnham (1997) identified 13
different ‘perception errors’, which he said could negatively influence an appraisal system.

These pitfalls can severely affect an employee’s sense of equity and cause dissatisfaction
with the system, which in turn is likely to diminish performance. Furnham’s 13 systematic
perception errors are:

1 First impressions — rather than how the appraisee has performed.

[SS]

Halo effect - only focusing on one favourable behaviour or quality.

(SN

Horns effect — contrary to halo effect; a negative rating.

Contrast error ~ comparison with selected employees, often star performers.

NN

Same as me - rating appraises highly due to sharing common attributes with
appraiser.
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6 Different from me - contrary to same as me.
7 Recency effect - judging only recent behaviour, then generalising.
8 Central tendency ~ rating everyone in the middle of the scale.
9 Leniency in rating - generous to everyone to avoid conflict.
10 Strict rating -~ consistently strict in appraising performance.

11 Performance dimension error — where two aspects of the appraisal follow, score two
distinet qualities the same,

12 Spillover effect — based on previous appraisal.
15 Status effect - giving better ratings to higher-level employees.

Much of the training provided to appraisers attempts to reduce and minimise the
impact of these types of rater bias.

@ REFLECTIVE ACTIVITY 12.3

Peter Cheese, CEO of the CIPD, argued in a blog article entitled ‘Putting the human into HR’
(2015) that managers who see established companies such as Accenture and Deloitte scrapping
enshrined practices, like the annual performance review and performance rankings, would
consider following suit. Cheese questions the validity and usefulness of long-established
practices like PM, where there is now a need to remove the emphasis from control to
enablement, which sounds plausible, but may not be so easy to bring about in practice.

1 During the 1980s, the concept af ‘empowerment’ was prevalent in some guarters and may
have seemed to some managers to be the way forward. To what extent is Cheese’s
assertion of enablement simply a repetition of the notion of empowerment?

2 Consider the implications for management and leadership if we were to reduce or possibly
abolish management tools, like the performance management system.

12.5.10 REWARD PITFALLS

Whilst not all formal appraisal systems are overtly linked to rewards, there are many
potential issues with appraisal systems being linked to rewards. Fixed quota systems,
where evaluation is based on the amount of reward available and not on actual levels of
performance; can lead to meaningless appraisals for employees, especially if the total
amount of money available is limited. Evidence suggests that less than 10% of annual
salary has a very limited effect on motivating people to higher performance (Emery 2008).
In the current economic climate, the question has to be asked as to how many
organisations can make budgetary arrangements for this amount of money. If a smaller
‘pot” is to be distributed in such a way as to offer more than 10% to some employees, are
managers willing or able to differentiate enough between their employees?

Dependent upon organisational structure and context, the practice of team reward may
inhibit or adversely affect individual motivation (for further reading, see the CIPD website}.

Do employees who are less confident and think they cannot achieve the standards to
attain a bonus actually work less hard, so in effect the reward becomes a demotivator?
Which leads to a fundamental question: do rewards such as pay and other recognition
schemes actually motivate employees at all?
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12.6 MOTIVATED TO PERFORM?

It must be remembered that PM is, in itself, simply a process. Human beings don’t always
follow rules and do exactly what they are told. In order to maximise performance by
employees themselves, we need to understand the human psyche by considering key
aspects such as motivation, commitment and engagement.

12.6.1 MOTIVATION THEORIES
Content and process approaches

Content theories focus on what (outcome or reward) motivates people. Common
examples of content theories include: existence-relatedness-growth (ERG) theory
(Alderfer), achievement theory (McClelland), two-factor theory (Herzberg), and hierarchy
of needs theory (Maslow). In contrast, process theories concentrate on how people are
motivated, or the cognitive process used to connect effort with outcomes or reward. Goal-
setting theory (Locke 1968) is an example of a process theory, as are equity theory
(Adams) and expectancy theory (Vroom), which are both discussed below. For an in-
depth treatment of content and process motivation theories, see Mullins (2013). Effective
management interventions combine both content and process motivation theories as they
are complementary not opposites (Hollyforde and Whiddett 2002).

Equity theory

Adams’ (1965) equity theory contends that employees consider the inputs, for example,
abilities and effort they bring to work, in relation to the outputs (perceived rewards they
gain as a result), and then go on to compare the ratio of these two factors with referent
others, through the use of the distributive justice concept (see Chapter 4).

A perceived injustice motivates the individual to take action - they can increase or
decrease their inputs, or seek to increase or decrease the inputs of others. Alternatively,
they can seek to change the outputs for either themselves or others. In extreme
circumstances they may choose to leave the organisation. Leaving the organisation may
also include psychological withdrawal, for example, turning up for work but spending all
day on Facebook. It is important to note the critical part that perception plays in equity
theory, so the injustice may not be perceived by others (Mullins 2013).

All through the twentieth century, theorists argued about the capacity of money to
motivate employees towards greater performance (Latham 2007). Money, or what it can
supply (money can be a status symbol or a sign of recognition), appears in all of the
‘content’ theories of motivation and therefore it is implied that money is a motivator (see
‘Reflection theory’ below). Barber and Bretz (2000) suggest that money is among the most
important factors for people when deciding on a job.

@ REFLECTIVE ACTIVITY 12.4

Think about yourself and talk to others you know. What was it that made you and they think
about looking for a new job?

This activity may give some insight into the complexity of the question as to whether money is a
motivator. One only has to consider the 70,000 ‘games-makers’ who volunteered to work during
the Olympics and Paralympics of 2012 to recognise that money is not always the single
motivator. These people were driven by other factors, and whilst without doubt some were
driven by extrinsic drivers such as social or status needs, for many, the motivation would have
been intrinsic, such as a sense of achievement or development and growth.
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—_—
! Expectancy theory —‘

A process theary of motivation seeks to explain the cognitive process of how an individual is
motivated to increase performance. A common example by Vroom (1964) is explained through
the formula:

F=EIV

Fis the force of motivation, ie how much effort will be applied (*how hard | am willing to work’).
E is expectancy, ie the belief that extra effort will result in better performance ('if | work harder,
my output will increase’).

increases, | will get a reward’).

V is valence, the perceived value of the reward (‘how much | want the reward’). Valence links
back to content theories of motivation, which tell us that individuals are motivated by a
multitude of factors (needs and wants), including money, but also security, affiliation, power,

|
) I'is instrumentality, ie the belief that better performance will lead to a reward (if my output l
‘ achievement, status, growth and more. \

Contemporary views of motivation

Motivation theories never die, but some of them certainly age. Despite the ongoing
criticism of Maslow's theory of the hierarchy of needs, many organisations still adopt this
framework to unpick and understand human motivation. If we ignore the need to satisfy
each level, starting with basic hygiene factors, then elements of esteem needs and self-
actualisation may be associated with newer concepts, like ‘employee engagement’. The
1990s saw the emergence of three psychological conditions (Kahn 1990), which impacted
upon engagement (and disengagement): psychological meaningfulness, psychological
safety and psychological availability. These three terms can be interpreted as: firstly,
feelings of worthwhileness, being valued and useful to the organisation. Safety relates to
carrying out work without losing face, and maintaining dignity and respect within
working relationships. Psychological availability includes the sense of emotional, physical
and psychological resources to engage at a given time.

Nohria et al (2008) argue that people are driven by four basic emotional needs or
drives, which underpin everything that we do:

1 The drive to acquire - mainly physical goods, like money, which enhances our social
status and then allows us to compare ourselves to others.

2 The drive to bond - people need to have a positive emotional bond to their
organisation and people within it too.

3 The drive to comprehend — seeking meaning and contribution, seeking challenges and
the scope to learn and grow,

4 The drive to defend — by promoting justice and feelings of security, as well as the need
to maintain the status quo. Nohria’s drives are not hierarchical in nature, but are
relevant upon key ‘levers’ of motivation, namely: culture, job design, the reward
system and performance management processes.
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Review Maslow's (1943) Hierarchy of Needs model. Compare and contrast this with Nohria’s
Four Basic Drives of motivation model. What are the key differences, and do these reflect

changes within a more contemporary sociely?

The importance of intrinsic motivation

The resurgence of interest in intrinsic factors such as meaning, purpose, spirituality and
commitment and, more recently, engagement, has emphasised the importance of work as a
motivator in the organisation (Fox 1994, Lockwood 2007, Meyer and Herscovitch 2001).
Intrinsic motivation is the spontaneous satisfaction individuals derive from the activity itself.
Extrinsic motivation, in contrast, requires tangible or verbal rewards (Ankil and Palliam
2012). Intrinsic motivation can lead to more engaged and committed employees and the four
most critical intrinsic rewards are: a sense of meaning and purpose; a sense of choice; a sense
of competence; and a sense of progress (Chalofsky and Krishna 2009). Tn terms of
meaningfulness, people with the highest levels of productivity and fulfilment view themselves
as inseparable from their work, intrinsically motivated by the work itself and professionally
committed to and engaged with the organisation (Chalofsky and Krishna 2009).

So, there is evidence to suggest money can reduce the effectiveness of intrinsic
motivation and there are circumstances when it appears not to. The deciding factor, as is
so often the case, is not what is done, but how it is done. Even if money is a motivational
factor, it is commonly linked to equity theory (as discussed carlier in this chapter), ie
employees compare their rewards with colleagues and if they perceive unfair treatment,
they are motivated to act. Transparency in how rewards such as pay are implemented is
therefore very important. In addition, expectancy theories of motivation (see below) also
provide potential guidelines on implementation of reward policies and practice.

Commitment and job satisfaction

Defined by Koster (2011, p2838) as: ‘the decision to participate’, organisational commitment
can be seen as the psychological bond between an individual and an organisation. Meyer
and Herscovitch (2001) concluded that employees can be committed to different targets,
including their occupation, team or manager in addition to or in place of their organisation.
The positive benefits of increased employee commitment are well documented and include:
increased performance outcomes; enhanced organisational citizenship behaviours; and
reduced labour turnover (see, for example, Meyer Herscovitch 2002).

Meyer and Allen (1991) expanded the concept of commitment to explain why it leads
to positive outcomes, outlining three components: affective commitment — emotional
attachment to the target; normative commitment — moral obligation to the target; and
continuance commitment — a perceived lack of choice on whether to leave the
organisation. Mayfield and Mayfield (2012) argue that affective commitment is the most
powerful of the three components.

Job satisfaction, a more established concept, deals with how a person feels about their
job or work experience (Locke 1976). High levels of job satisfaction are not thought to
increase performance directly; however, job satisfaction has been shown to increase
commitment, reduce grievances, lower labour turnover and contribute to engagement.

Hackman and Oldham’s (1980} job characteristics model in French et al (2011) links
five job characteristics - skill variety, task identity, task significance, autonomy and
feedback — with positive psychological states (see also Chapter 8). This model provides a
platform for linking meaningful jobs with higher levels of job satisfaction.
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12.7 THE LINKS BETWEEN REWARD AND PERFORMANCE

The topic of reward is in itself a significant area for research and debate. For further in-
depth discussions, see Perkins and White (2011).

12.7.1 PAY AND INTRINSIC MOTIVATION

According to Kuvaas (2006), the link between pay and performance is mediated and
moderated by employees” personal levels of intrinsic motivation. It is suggested that
money, an extrinsic motivator, may acmall_y decrease long-term intrinsic motivation and
so have a detrimental effect on performance.

Two conflicting meta-analyses were published in 2001, bath trying to establish the link
between extrinsic rewards and intrinsic motivation, and the results are mixed. According
to Deci et al (2001), the use of rewards as a motivational strategy is a risky proposition, as
this disengages interest and self-regulation. Cameron et al (2001) counteracted this by
stating that rewards are not harmful to motivation to perform a task (see Latham (2007)
for a summary of the debate). Interestingly, recent evidence from a multiple employer
study showed that performance-related pay (PRP) was positively related to intrinsic
motivation, which can shape the worlkforce. Employees for whom PRP is a motivator will
self-select to work in organisations which offer this benefit (Fang and Gerhart 2012).

12.7.2 PERFORMANCE-RELATED REWARD — EXPECTANCY THEORY IN ACTION

A classic use of expectancy theory is to define and execute a performance-related reward
scheme, in order to improve short-term performance. An example could be an attempt to
increase sales of sports shoes in a sports shop in the lead up to Christmas: the employer
wants to increase the amount of effort (force) that employees will put in. For this to work
employees need the following:

= A belief that putting in extra effort, talking to customers, learning about stock, etc will
result in making extra sales. So they need training, goal-setting and feedback to this
effect (expectancy).

o A belief that the extra sales they make will be recognised by their manager and result in
a reward. This could be extra pay, prizes, recognition, promotion, a permanent
contract, time off, more interesting work, etc. There needs to be a system for
individuals to record their sales that actually result in the promised reward being given
(instrumentality).

o A belief that the reward is worth having to them. This is a good reason to offer a choice
of rewards if possible (valence).

@ REFLECTIVE ACTIVITY 12.6

Why is pay important to an individual member?

Does pay provide the mirror by which an employee reflects images of power, status, value and
succession? The meaning that pay holds is largely deduced from employees’ personal
characteristics (values), pay level (relative to others) and the level of familiarity the person
experiences with the pay system (pay system knowledge). These meanings are expected to
influence employee outcomes such as satisfaction, motivation and performance (Thiery 2001, in
Salimaki et al 2009).
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This view is supported by anecdotal evidence of practitioners pointing to exit interview
data and proclaiming that lack of money is the reason for demotivated people leaving an
organisation. However, more detailed analysis may produce a different picture. People
who have decided to leave an organisation may well quote the ‘bigger and better’ pay
packet as the reason for joining a new organisation, but if a different exit interview
question is asked — ‘What made you start looking for another job to start with?’- then
other factors begin to emerge. People become dissatisfied and demotivated with jobs due
to poor management, lack of opportunities and boredom. Therefore HR responding to
management requests to match pay offers from competitors in order to retain employees
seldom works, especially in the longer term.

Is performance-related pay right for your organisation?

As both performance and motivation are affected by many factors, PRP (or any other
intervention) cannot be linked in a causal manner. Williams (1998, p173) argues that
managers’ and employees’ views need to be considered in order to analyse the effect of
PRP on motivation and performance. Whilst the debate around PRP continues, it is worth
considering some of the operational difficulties that have been associated with reward
practice.

The following set of questions has been raised by Williams (1998, p176) and adapted to
fit the categories provided.

With regard to organisational culture, teams and individual attitudes to PRP:

Is PRP appropriate to all organisations?

Is there a climate of trust (particularly in line manager—subordinate relations)?

What effect does PRP have on team and co-operative building?

Does a focus on individual performance lead employees to place self-interest ahead of
those of the organisation generally?

Does PRP create divisiveness?

Does PRP encourage short-termism?

® @ ¢ o

He similarly raises questions about the PM process itself:

What criteria should be used for measuring performance? Outputs? Inputs? Both?
Can individual performance be measured objectively and fairly?

Can performance be defined comprehensively?

Do line managers have the willingness and ability required to operate PRP?

How much of performance is within the individual’s control?

How should average performers be treated?

® &6 & o0 O

Questions related to the value of rewards also need to be addressed:

L

What amount of pay constitutes a significant increase in the eyes of employees?
e Will PRP diminish the value of intrinsic rewards?

It may be relatively simple to provide an answer to each of these individual questions.
However, when considered together, the complexity of linking PRP to performance
becomes much more evident. Thus simple, prescriptive solutions cannot be found.

So the question of whether money is a motivator that can lead to improved
performance is a very complex one and the answer is by no means clear (Latham 2007).
At best, it can be said that there is a connection between money and satisfaction, which
may under certain circumstances increase commitment and perhaps performance. More
important is the fact that all employees will be motivated by different factors, as
highlighted by the ‘content theories’. The effective manager will recognise this and work
towards helping employees gain maximum motivation at work, using the principles of
expectancy theories and equity theory to make this happen.
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@ TOTAL REWARD AT ARUP

CASE STUDY 12.2

Arup is a global design and engineering
consultancy. The company employs
around 10,500 people in 37 countries,
around half of whom are based in the UK.
At Arup, which is employee-owned, the
reward package includes a global profit-
sharing scheme as well as a range of
other benefits.

Although the organisationdid not formally
publisha total reward policy until 2007,
Arup has been practising a total reward
strategy for much longer, and offers online
totalreward statements to its employees
around the world. Tony Hatton-Gore,
director, group remuneration and benefits,
joined Arup in 2001. At that time, there was
an awareness of total reward within the
organisationand, soon afterwards, Arup
decided to adopt thisapproach.

There were three key reasons behind the
decision to introduce total reward
statements:

e total reward statements were seen as
an effective way to ensure staff
understood the make-up and the
value of their employment package

@ in line with its values of honest and
fair dealings with staff, and in the
interests of transparency, Arup wanted
people to understand what was
available within the organisation as an
employee-owned firm

@ as an engineering and design
consultancy, the organisation wanted
to take a holistic ‘total design’
approach to reward.

Total reward statements

Hatton-Gore explains that although there
are some elements of the benefits
package — such as the global profit-share
scheme and global retirement policy —
that are determined centrally, the
benefits vary by country, and are based
on the company values in combination

with what Arup needs to compete in the
local labour markets.

The total reward statements are tailored
for each individual employee. They
include details of salary, profit-share
payments and in some cases more than
20 items to which the employee is
entitled. The items included are mainly
those on which a value can be placed,
and these are totalled to give a monetary
value for the overall employment
package.

Other benefits, such as holiday allowance
or the availability of flu vaccinations, are
included on the statement but not given
a cash value.

Hatton-Gore notes that some of the
benefits listed on the statement are
included because the organisation wants
to make sure that employees are aware
of what is available: for example, the
employee assistance programme.

He says: ‘We have not attempted to put a
monetary value on these things.’

However, while training and development
opportunities are viewed as part of the
employment package, these are not
included on the total reward statement.
Hatton-Gore explains that reward in a
monetary sense is just one part of what
working for the organisation is about; the
career and personal development
opportunities, and the chance to work on
interesting projects, are part of the
overall experience rather than another
element in the reward list.

Arup’s formal total reward policy
combines both the monetary and the
non-monetary benefits of working for
the organisation. The policy was
published in a company magazine when
it was formally launched in 2007, and is
also available to employees via the
intranet.
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Hatton-Gore says if somebody finds a

way to put a value on some of the other, Questions

less tangible, elements of the 1 To what extent can Arup’s total
employment package — such as career reward strategy be truly
opportunities — this would be a ‘very transparent?

interesting idea’, but says it is a 2 How will this reward approach be
challenge that has not yet been cracked. received across all 37 countries?
Source: Sharp (2009) What happens after PM?
www.XpertHR.co.uk

If a standard formal appraisal interview occurs with the appraisee, a range of actions or
options is available to superiors and subordinates alike. As we have suggested already,
there may be a portfolio of approaches that interact within the PM process, such as 360-
degree feedback, self-appraisal, upward appraisal, coaching and mentoring interventions,

Companies may operate a system of forced ranking, or forced distribution, whereby
groups of employees are compared against each other and ranked from best to worst,
instead of being judged against independent performance standards. Although this
approach is more common with appraising managers, it can be applied to any area of
work. Employees who are placed in the lowest category (for example, the lowest 5%) may
be dismissed from the organisation or given a fixed time to improve their current
performance to the expected organisational standards. Conversely, the top-performing
employees may be provided with significant learning opportunities, career growth and
perhaps significant financial and personal rewards (Boyle 2001).

12.7.3 HOW CAN PERFORMANCE BE IMPROVED?

Dependent upon the source(s) of the performance problem, the organisation needs to
decide on the type and scope of problem intervention. There may need to be
consideration of the macro-level issues affecting the broader organisational context, or
attention given to micro-level, individual issues.

Some of the techniques available include:

learning

development

training

coaching and mentoring

teambuilding

culture change programmes

reward schemes

structure, process, systems, job redesign, etc
management approach.
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~ 12.8 ARGUMENTS AGAINST THE USE OF PERFORMANCE MANAGEMENT

There is increasing evidence that PM can have a positive impact on organisational
performance (Armstrong 2000, Molleman and Timmerman 2003). However, evidence is
not universally positive (Furnham 2004, Hazard 2004, Morgan 2006). Some studies
suggest performance appraisal and pay to be the least effective HR policies, as perceived
by the employees (Hutchinson and Purcell 2003). Pulakos (2009) reports that more than
two-thirds of employees are dissatisfied with their PM system and believe it has no
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impact on improving their performance. This mixed picture may exist for multiple
reasons: the spectrum of different PM approaches adopted across organisations; the
issues of implementation, that is; the what may be right, but the how is neglected; and
the difficulties of proving cause and effect between the use of high-performance working
practices (HPWPs) and improved organisational performance (see, for example, Guest
1997, Koster 2011). So PM should not be regarded as a simple ‘best practice’ solution.
Rather than adopting mechanistic, off-the-shelf approaches or processes, organisations
need to ensure their PM approach and processes are implemented in a way that suits
their context, giving due consideration to organisational culture (Haines and St-Onge
2012).

12.8.1 MEASUREMENT AT WHAT COST?

PM is not without potentially significant costs in terms of staff time and administration.
Not only are implementation costs to be considered, but also the long-term maintenance
costs of any PM system once established. To what extent do organisations consider the
total costs of the PM system versus the impacts, both positive and negative, on
performance outcomes? An example would be the internal focus of systems within the
automotive manufacturing industry, where the needs of customers were ignored to the
long-term harm of the organisation. Organisations may assume that a PM system will
have a positive impact, but any improvement needs to be offset against the often
substantial costs of running the system itself.

12.9 THE ROLE OF HR AND BEST PRACTICE WITHIN PM

Research suggests that world-leading companies adopt a more strategic approach to PM
as opposed to a tactical one, and this linking of daily operations to strategy translates into
increased employee commitment, engagement and performance (Biron et al 2011).
Therefore, although HR should support line managers in the implementation of PM
processes, success is dependent on full involvement of semior managers within the
organisation, requiring them to ‘walk the tall’, so that employees receive clear signals that
this is important. Without this, PM can easily become a painful and negative form-filling
exercise, with HR bullying and nagging line managers to complete what they see as a
timewasting process, Therefore perhaps the most important role for HR in PM is working
with senior management to facilitate commitment so that they can model the required
behaviours. 1

HR also has a key role in designing, communicating and training the PM process
and there are interesting ideas emerging about how to improve this: for example,
aligning the process to employment engagement strategies (see Gruman and Saks
2011). In this way, HR managers can demonstrate the ‘thinking performer’ skills
expected of the HR business partner. Another interesting stream of research looks at
PM from the employee perspective (see, for example, Buchner 2007), a valuable route
for the increasing number of less hierarchical organisations employing knowledge
workers.

Other important contributions that HR can make include: facilitating communication
and training for both appraisers and appraisees, as this enables a more inclusive and
positive process; communication of company strategy, which will lead to individual
abjectives; and helping employees see how their own values align with those of the
organisation in order to build commitment and engagement.
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@ CRITICAL REFLECTION 12.1

Global competition places greater pressure on the cost of employment (by driving costs down),
with arguably employees expected to work harder and be more productive (output driven).
Underlying this is the expectation that employees work longer hours, beyond their stated
contracts of employment. Assuming that PM lies primarily within the remit of line managers,
how can the HR function work with line managers to ensure that employees are not overworked,
to the point that employee burnout may emerge within departments or divisions?

_ 12.10 CONCLUSION

The employment relationship continues to change in differing organisational contexts and
climates. Performance remains at the centre of organisational strategies and plans, but
what is expected of employees in terms of outputs has perhaps heightened. Talent
management and developing future leaders remain key issues for organisations and these
are undoubtedly (if not sometimes, subtly) linked to PM.

From an HRM and HRD perspective, the emphasis should be an developing people
rather than on the job itself. However, the challenge for employers may be in retaining
employees for the duration of their most productive work (while they add value) and no
longer. The choice of a global talent pool remains attractive for some organisations, but
the reality for most organisations remains the need to drive down (not simply control) the
cost of employment, with many public services in the UK enduring a pay freeze over the
last few years, manufacturing companies competing on cost with the rest of the world.

The HR (and HRD) strategy has to encompass all aspects affecting performance, at
contextual, organisational, team and individual level. To do this, it has to be part of the
main business strategy, closely aligned to organisational culture and supported by
appropriate mechanisms ~ such as organisational structure; HR policies and procedures —
and be strongly aligned to the HRD strategy.

More flexible and fluid arrangements will be necessary, within which there is a greater
appreciation of the subjective, tacit, multi-stakeholder aspects of performance. From a
more strategic perspective, the resource-based view of HR (Boxall 1996, Boxall and Purcell
2003) suggests ways in which organisations can build upon unique clusters or ‘bundles’ of
human and technical resources in order to improve levels of performance and thereby
achieve competitive advantage in the marketplace. The agility highlighted by Dyer and
Shafer (1999) and adapted by Boxall and Purcell (2003) may provide an insight as to how
organisations can use PM within a bundle of HR activities.

The HRD strategy could also be enhanced to incorporate ways in which HRD and
HRD professionals can assist in motivating employees (Buchner 2007), and move away
from what is ‘being done’ to employees and move towards how the employees can grow in
their capabilities, skills and competences.

PM may contribute to the success of the firm, but the vital issue is how the talents of
employees can be retained, developed and utilised so as to add value to the organisation.
Whilst we may concentrate on the output measurement from PM and deal with its
consequences, the question to be answered is ‘How do we increase performance? The
answer may take us back to developing and nurturing the organisation’s greatest asset —
employees: a theme we developed in Chapter 10.
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PM is only a process. The perspective that senior management adopts will
impact significantly on how the process is implemented and the consequences
of the process followed through.

3

Emphasis needs to be placed upon the employees’ expectations throughout
the whole PM and appraisal process. These expectations may link to the
psychological contract and organisational culture influences.

When it comes to setting performance targets, there is a strong requirement
to readjust to contextual changes and maintain a realistic perspective, or the
targets themselves may negatively impact upon performance.

The question of who defines performance is a critical part of the PM process.
The relationship between the appraiser and appraisee needs to be clearly
defined and professionally maintained.
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There needs to be a sensitive and pragmatic balance of PM, motivation and
reward systems to affect appropriate performance outcomes.

Managers (including HR professionals) need to understand not just what
motivates employees, but why they are motivated.

Critically assess the role and contribution that HR makes to the PM process.

)

What motivates you at work, and how would you classify these motivators in
terms of content and process theories?

To what extent is 360-degree feedback a fad that is unsustainable as a true
and workable practice (in relation to manager—employee interactions)?

Do you believe that everything surrounding and including PM places too much
emphasis upon the individual, at the expense of teams, divisions,
organisational cultures, etc?

REVIEW QUESTIONS

@ JOHN LEWIS PARTNERSHIP

functions. The workforce is stable, with
lower turnover than its competitors and
longer service. People who join JLP tend

The partners (all permanent employees)
co-own 276 Waitrose supermarkets and
36 John Lewis stores, an online and

o

o~ Highly praised and much loved, the John catalogue business, a production unit

\ Lewis Partnership (LP) has more than and even a farm. The workforce is retail-
E 80,000 partners in the best-known and dominated, but also comprises

] arguably most successful example of distribution workers, head office staff and
{7’ employee ownership in the UK. specialist buying, IT and finance
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to go on to build careers through the
organisation.

Andrew Clark, head of reward, is in no
doubt that JLP’s success is down fo its
partners and the competitive advantage
they bring. They are, he says, ‘what
differentiates us from other
organisations’. One of Clark’s key
priorities, however, is to further unlock
the competitive advantage of partners to
ensure JLP retains its successful position
and, although this is an HR issue
generally, he is certain that reward has a
central role to play.

A key part of the reward strategy is pay
and benefits positioning and Clark, along
with the partnership council, has thought
very carefully about where JLP positions
itself in the market and how it rewards
good performance through its PRP
approach rather than reward basic levels
of performance. JLP now pays above
national minimum wage across the
country regardless of local conditions
that may allow them to pay minimum
rates. And while there is, says Clark,
pressure to be market-leading on
recruitment rates, this is not the
approach JLP has decided to take.

While some competitors may pay slightly
higher starting rates, there is often very
minimal pay progression beyond that
point, whereas at JLP, through individual
performance-driven progression, partners
can, over time, achieve earning rates
substantially ahead of their starting pay.
So for Clark it is about being competitive
on base pay, market-leading on benefits,
but being really distinctive on overall
earning potential. By way of illustration,
he says: ‘What we want is to be
distinctive on rewarding excellent
performers and to allow earning potential
without having to be promoted. So if
we’ve got an excellent furniture
saleswoman who is of real value to the
business, why shouldn’t we be paying
her a really great rate? Why should she
need to go and be a section manager
somewhere else, when actually her skills

are best suited to her job and she can
really drive her own earning potential?’

Getting these ‘nuts and bolts’ of pay
right, says Clark, is the ‘rock of solidity’
underpinning the whole employee value
proposition. tn his view, if partners are
paid right, they understand it, and if they
think their pay is fair, consistent and
equitable, this allows the organisation
and partners to move on to discuss other
things ~ from developing the benefits
proposition to engagement and high
perfarmance.

As well as getting base pay positioned
right and pay progression driving
individual performance, |LP’s total reward
package is pretty exceptional.

Although it was lower in 2011, the
universal partnership bonus was still 14%
of salary (the equivalent of more than
seven weeks’ pay). There is a vast array
of benefits on offer, from store discounts,
subsidised holidays and leisure activities
to life assurance and a final-salary
pension scheme.

Innovative ways of presenting total
reward statements — using QR codes so
partners can access them via their
smartphones, for example — are reaching
those partners who may not engage with
benefits through traditional media.
Ultimately, though, Clark is unequivocal
about the bigger picture: ‘Customers
keep coming back to us because of our
partners, That is the key focus for the
business, for HR and for reward.’

What JLP is executing in its reward
strategy is all about putting the partners
at the centre of this hugely successful
business.

Source: CIPD (2012))

Questions

1 How does the concept of a
‘partner’ possibly change the
employment relationship and
attitude towards rewards?
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Armstrong, M. and Baron, A. (2005) Managing Performance: Performance
management in action. London: CIPD. Remains the frontrunner of PM texts.
Particularly useful on the ‘how to’ approaches.

Buytendiik, F. (2008) Performance Leadership: The next practices to motivate your
people, align stakeholders, and lead your industry. New York: McGraw-Hill
Professional. This text provides a broader perspective on PM and is strong on
highlighting its pitfalls.

Cokins, G. (2004) Performance Management: Finding the missing pieces (to close
the intelligence gap). New York: Wiley and SAS Business Series. This text provides a
pragmatic approach to PM and introduces a range of techniques and approaches
that HR professionals should find both interesting and useful.

Hutchinson, S. (2013) Performance Management: Theory and practice. London:
CIPD.

Perkins, S.J. and White, G. (2011) Reward Management: Alternatives, consequences
and context. London: CIPD. Read the latest edition of the CIPD Annual Reward
Survey for insights as to what is changing and what is remaining the same in
relation to benefits and reward available and adopted.

White, G. (2014) Reward Strategy and Managing Performance. In: Rees, G. and
Smith, P.E. (2014) Strategic Human Resource Management: An international
perspective. London: Sage.
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