
REFERENCES










Table of Contents
Contents
1.	Executive Summary	2
2.	Introduction	3
2.1	Background of Performance Management	3
2.2	Aim and Objective of Report	4
3.	Main Body	5
3.1	Performance Management for the Modern Workplace	5
3.2	Use of Ratings in Performance Management	7
3.3	Performance management and Engagement	9
3.4	Results of companies implementing Progressive Performance Management	11
3.5	Cost Analysis of Performance Management	11
4.	Conclusion	13
4.1	Recommendations	14
5.	References	15






1. [bookmark: _Toc496043657][bookmark: _Toc29591657][bookmark: _Toc419303684]Executive Summary

This report provides has been prepared in order to analyse and evaluate the traditional method of performance management, which is currently used by this organisation and the alternatives which have increasingly began to be adopted by businesses in recent years. 

This analysis will evaluate the value that the current method of performance management brings to the organisation and examine what alternatives are available. These methods will be considered in terms of employee engagement, cost effectiveness, and its ability to align the goals of employees with the organisation.

The analysis shows the recent rate of change in society creates difficulties for the traditional method which relies on yearly reviews. Millennials in particular are frustrated with this form of review and requested much more frequent feedback. The traditional method can also have a negative impact on employee engagement and employee retention.

In conclusion it is recommended that the new frequent feedback method of performance Management is trialled within the organisation, with consideration to involve staff during this period of change. 
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2. [bookmark: _Toc496043658][bookmark: _Toc29591658]Introduction

2.1 [bookmark: _Toc496043660][bookmark: _Toc29591659]Background of Performance Management
Performance reviews were first introduced as far back as the early 1900s, with systems such as WD Scott’s being used during the First World War (Brooks, 2016). Performance reviews have continuously developed since their introduction to address what have been organisations primary concerns at that point. These different approaches to performance Management have generally fitted into 2 categories depending on the intended purpose for which they were being used. These 2 categories can be defined as accountability (which seeks to evaluate if the employee is performing their role satisfactorily) and development (which focuses on which aspects of their performance are currently lacking and how these could be addressed through future action and training) (Cappelli & Tavis, 2016).

During the 1950 there developed an approach to include employees in the performance management process. Social Psychologist Douglas McGregor made an argument for engaging employees in their assessment and contributing towards their own goal setting (Cappelli & Tavis, 2016).

Examples of the performance Management system which heavily emphasised accountability were those seen by General Electric, introduced by CEO Jack Welch this approach to performance Management know as “rank and yank” divided employees based on a 20/70/10 split, rewarding the 20%, giving the 70% a chance to improve, and firing the 10%. This approach assumes there would always be an underperforming element to the workforce, which is effective for organisations which have surplus of employees, but is counterproductive for where there is already a lean workforce (Cohen, 2012).

Traditional performance reviews have been conducted on a 12 monthly basis where the employee and manager meet to discuss the employees work over the last year and give them feedback on their performance. There has however been a recent trend of re-evaluating the formal 12 monthly review, large companies including Adobe, Lear, Motorola, Accenture and Expedia have ended their 12 monthly reviews in a favour of performing more frequent informal check-ins between employees and their managers  (Driscoll, 2017). 

2.2 [bookmark: _Toc29591660]Aim and Objective of Report
It is possible to see that the issues that have presented themselves in the organisation, such as a low rate of appraisal completion and subsequent lack of employee engagement are emblematic of the current state of traditional performance management across many modern businesses. This report will therefore seek to outline the traditional approach to performance management which is currently used by this organisation, critically evaluate its strengths and weaknesses and in turn examine the alternatives and suggest what actions should be taken by this organisation to develop a method of performance development that will provide the most effective employee engagement and return on investment for the time and cost to undertake. 





3. [bookmark: _Toc29591661]Main Body
In this section will be included a review of the current literature of performance management.

3.1 [bookmark: _Toc29591662]Performance Management for the Modern Workplace
The rate of change experienced in the modern world is increasing at an unprecedented rate to such an extent that characteristics of businesses environments have been analysed in terms of their VUCA (volatility, Uncertainty, Complexity, and Ambiguity) to understand and plan for the ways in which they will change and require adjustment in how they are managed (Kraaijenbrink, 2018). In their function in the modern workplace, performance management is subject to such propensities to change and are therefore responsible for ensuring they are able to be accommodating in this manner. One of the criticisms of the traditional approach to performance management, with its adherence to formalised yearly review is that it is incapable of adapting to changes in the business’ environment. Driscoll (2017) points out that in many fields, employees today work on short term projects which change frequently, which creates difficulty for the traditional approach to performance Management as goals for the coming year can't be outlined accurately.

Another major changes that affecting workplace dynamics and resulting in the yearly review being adequate are generational shifts in the workforce. As millennials have entered work they have now become a significant portion of the workforce, therefore being aware of their specific development needs is necessary for employers to maximise their engagement. Unlike previous generations millennials are dissatisfied with the traditional method of performance management and its yearly reviews and instead request feedback on a much more frequent basis (Elliott-Engel, 2017). 

Perna (2019) has found that this need for frequent feedback comes from a desire to find ways in which their work can improve, rather than a want for constant reassurance, millennials also want to be able to provide feedback to their managers on their own performance. During a recent survey it was found that millennials had experienced a negative experience as a result of performance review with 62% feeling blindsided by a review and 74% feeling in the dark as to how their managers felt about their work. As a result of their experience 22% had called in sick to work to avoid a performance review and 28% had been prompted to look for a new job (TriNet, 2015).

Fetzer (2008), suggests that another advantage of more regular meetings is to stop both the manager and employee forgetting about good work or achievements they have attained over the last year. Having these discussions on a more regular basis ensures that both positive and negative outcomes in the employee’s work are captured and analysed by this process. This allows both positive behaviour to be reinforced and issues with the employees output to be relayed and addressed and therefore reducing future errors. 

Beagrie (2016) highlights the need for performance review to be part of a discussion between the employee and management to assess and address future challenges for both the individual and the company. He claims that the traditional process can often descend into a one-sided diatribe where the manager enumerates the failings of the employee, and they are not able to participate and engage with their development and are left as a passive bystander. It is therefore important that the employee is given the opportunity to have an input on the process to fully engage with performance management (CIPD, 2016). 

With trend towards an adaptable performance management system capable of changing to fit alterations in the environment, the method in which employees are encouraged to set goals has also been evaluated. It has been seen as good practice for goals to be set that were SMART (specific, measurable, achievable, realistic, and time-bound), however this method has come to be seen as inflexible and can restrict employees to pursue goals beyond the point it is productive. An alternative method of setting goals is FAST (frequent discussions; ambitious in scope; measured by specific metrics and transparent to everyone in the organization), this enable goals to be altered as situations change and better inform employees work (Sull & Sull, 2018).
   

3.2 [bookmark: _Toc29591663]Use of Ratings in Performance Management
An integral part of traditional performance management has been the reliance on rating systems to evaluate staff performance, communicating their satisfaction of their work to the employee, and using it as a benchmark for future improvement. There has however been criticism of the use of rating systems and the effects it can have on employees.

McGregor (2013) points to research conducted on the brain, which shows that when threatened, which happens when employees are told during a review that they need to improve, activity in the brain diminishes in certain regions, this in turn constricts individuals ability to receive data and reduces their capacity for creativity. According to the CEB’s research two-thirds of employees who attain the highest scores in traditional performance management system are not actually the organization’s highest performers, so there is not only a concern of not rewarding excellent behaviour but also finding false positives. 

Coens & Jenkins (2002) suggest that instead of providing a useful additive resource to the performance review, the numerical score overrides sometimes the ability of the manager to be able to provide effective feedback. Even in cases where the manager is committed to the process of performance management, employees who have less than excellent scores fixate on the score and are not able to receive and internalise constructive feedback and development goals and plans. 

A report performed by CIPD (2016) found that an issue that arose from attributing rating to employees was the potential for biases to affect the rating given to staff based on the preconceptions of the manager. Grobman (2019) found certain factors can affect how feedback will be given to employees such as their gender and whether the manager liked the employee or saw them as a threat. CIPD (2016) suggests that providing training, making managers more accountable for their ratings, and providing a second source of ratings can help improve the accuracy of these appraisals.

Goler, et al. (2016) however argues that there is still a purpose for rating in performance review and even in circumstances where rating are ostensibly removed from the process, they still exist unknowingly to the employee. They state that performance as a measure of value employees contribute to the organisation needs to be assessed in some manner as decision about pay and promotion need to be made this way and suggest that if you don’t have formal evaluations, rating will be hidden in a black box. While they acknowledge there are problematic aspects of ratings they suggest that rating provide transparency of process to the employee and are more capable of being precise when providing feedback (by assigning a number to a characteristic), than it is possible to with a unstructured discussion.

3.3 [bookmark: _Toc29591664]Performance management and Engagement
Employee engagement, as applied to staff can be defined as “the individual’s involvement and satisfaction with, as well as enthusiasm for, work”  (Armstrong, 2011, p. 201). Engagement is understood to be very important for maximising results which employees are capable of producing, engaged employees demonstrate advantages including higher productivity, lower staff turnover, better attendance, and improved safety (Armstrong, 2011). One of the potential drivers of employee engagement has been linked to the application of performance management.

When examining the link between performance management and employee engagement Mone, et al. (2011) found that having an expanded concept of performance management can be a useful framework that can guide managers in their day-to-day oversight of employee performance and help foster high levels of employee engagement and avoid burnout. 

Dodds (2018) found that the specific application of performance management systems by managers had a related effect on how engaged their staff were. It was established that managers that actively interpreted the system and delivered it in a way to better integrate and embed it into their current local operating procedures had more engaged staff than managers who simply followed the policy. This involved downplaying the setting of objectives and ratings in favour of future planning and encouraging teamwork between employee as well as individual’s skill. This example shows that the form of performance management alone isn’t the only important factor and that the quality of the application is determinant in the level of employee engagement. 

3.4 [bookmark: _Toc29591665]Results of companies implementing Progressive Performance Management
The clothing outlet Gap, which has introduced changes to its performance management, changed to discussions that are able to happen throughout the year and quarterly employee goals has found more satisfaction with its performance process and has achieved best-ever completion of store-level goals for its employees (Cappelli & Tavis, 2016). 

Adobe, who have introduced these changes reports that the new system has reduced dismissals, as struggling employees are monitored and coached more closely (Cappelli & Tavis, 2016). According to Deloitte (2017) 90% of companies that have redesigned performance management see improvements in engagement, 96% say the process is simpler, and 83% say they see the quality of conversations between managers and employees go up.

3.5 [bookmark: _Toc29591666]Cost Analysis of Performance Management
There are multiple costs which are incurred as a result of performance management systems, some of which are quantifiable are some are more difficult to put a solid figure on. This section will attempt to quantify as much as possible the costs of the current process, costs of switching to a new system, and any other relevant costs for the organisation. 

Behera (2019) suggest that Managers earn approximately $75 per hour and take 3 hours per employee creating documents, accumulating feedback, preparing reports, and having discussions with the employee. The average employee earns approximately $50 per hour and takes 3 hours preparing a list of their achievements and project successes, creating new internal objectives and goals, and engaging in their meetings with their manager. Therefore assuming an organisation of 500 employees the cost of using a traditional performance Management method would be $200,000 per annum.

As has been demonstrated early in this report, the performance management experience can have a significant impact on staff retention and having a system which fails to meet employee expectations will result in them seeking new employment, it is key therefore that the businesses development initiatives meet not only the organisations expectations but also employees (Greenawald, 2012). Fankhauser (2019) estimates that it costs 200% of an employee’s salary to replace them, this does also not include the opportunity costs of income the employee could be generated whilst in post as overheads are still being incurred. Lack of retention also creates difficulty for succession planning and developing internal talent if the organisation is losing potentially valuable staff to the competition. 

During the period of change there will be a requirement to incur additional costs to trial the new system, provide training for all staff, and update the current IT performance management programs. There is also an acknowledgment that there will be a temporary degradation of employee work efficiencies, as the new system is adopted into current workflow. It is however anticipated that the benefits the new system would bring, along with cost savings from the current system would compensate for these additional incurred costs (Adkins, 2006).

4. [bookmark: _Toc496043664][bookmark: _Toc29591667]Conclusion
The aim of this report was to analyse the current literature concerning traditional performance management and the new alternatives that have emerged and suggest which would be the most beneficial for the organisation to utilise. It was found that traditional methods of performance management have increasing become unfit for their original purpose due to the rapidly increasing rate of change that is being experienced. There is a risk when continuing to use the traditional method with yearly reviews that employees will become increasing frustrated and are less likely to be engaged with their work and are at risk to seek employment elsewhere. 

It has also been demonstrated that traditional performance management is both time and money intensive and the alternative of more frequent review will unlikely be significantly different in cost, but has shown through its recent adoption to be more effective and likely to result in savings through employee retention. It is therefore the opinion of this report that more frequent reviews be adopted by the organisation on a trial basis. In for the adoption of this new method to be successful it will be necessary for all staff members to be engaged with the process and understand the reason it is being adopted. Oversight of this process will be managed by the Human Resources department, who coordinate closely in collaboration with Line Managers. It should be encouraged that all staff are given ample opportunity to provide feedback regarding these changes, and provide their insight to avoid predictable issues occurring.  



4.1 [bookmark: _Toc29591668]Recommendations
1. It is suggested that agile performance management methods be trialled via micro experiments, this will allow cycles of feedback to help identify any issues and develop the system before it is rolled out to the organisation at large

2. With the changes to the method of performance management, it will still be necessary to incorporate some aspects of employee review, however management should be supported in this regard with training of how this should be determined, and supported by additional sources of review and oversight 

[bookmark: _Toc305165507]3. Prior to runs employees from the organisation will be invited to participate in group sessions where they will be able to make suggestion regarding how they would prefer to receive feedback from reviews, this will be used to inform the design of the micro experiments
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