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Executive Summary
This report is written for the upper management team to address the need for the current annual performance appraisal in practised in the organisation to change to a more modern approach. Research and many influential companies have revealed that traditional performance management lacks the ability to promote employee engagement, which is essential for better and improved performance. The business environment has changed rapidly since the first application of annual performance appraisal, it does not make sense for employees to be managed the same way.

EXECUTIVE SUMMARY
It is found that after extensive research that the conventional annual appraisal method gives feedback too infrequently. Work issues brought up in annual meetings are too late to be discussed and backwards-looking. To avoid conflicts, ratings given by managers to employees are too generic to promote improvements. Data collected from ratings can be inconsistent and subjective as it is prone to raters’ bias. The forced rankings that come with ratings increase stress and turnover rates. Overall, this conventional approach is shown to deliver little positive performance results. To combat this problem, a more modern performance management approach is suggested to increase employee engagement. Suggestions include more frequent check-ins that provide developmental coaching, using technological platforms to provide real-time feedback, practice forward-looking discussions and rate only what matters. Kubler Ross’ change curve is used as a reference to ease the change management process. It is recommended that communication and feedback are important throughout the whole process. Implement the change gradually to reduce resistance and show progress made so results and effort can be seen.
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[bookmark: _Toc29588926]1. Introduction
In the 21st century where the phenomenon of machines and AI replacing number of manufacturing, transactional and repetitive jobs is no surprise (MGI, 2013), fewer people are willing to work as blue-collar workers (McGrath, 2014; Elvery, 2019; Wolf and Chiripanhura, 2019). Alternatively, many people are gravitating towards being what some authors begin to call ‘learning workers’ (Hart, 2015; Jain, 2016; Morgan, 2016a). These workers create value to organisations by creatively and innovatively apply learnings to changing circumstances (Morgan, 2016b; Brown, 2017), helping organisations steer through the business environment that is increasingly volatile, uncertain, complicated and ambiguous due to megatrends like changing demographics and new behaviours (Bennett and Lemoine, 2014; Kraaijenbrink, 2018). 

With the environment changing, it makes sense for employees to be managed in a different way (Watts and Kane, 2016). Latham (2015), Bailey et al. (2015), and Bridger (2018) suggest that in order for employees to willingly go the extra mile in providing better work performance, engagement is important. Many authors have criticised the annual appraisal process as ineffective in raising employee engagement and commitment and suggest a need for change (Reviewsnap, 2015; Ryan, 2016; Ewenstein, Hancock and Komm, 2016). Big companies like GE, Adobe, Microsoft, and Netflix claim the ranking and annual feedback system in traditional performance management as incompetent in raising performance and is already practising a new method in managing performance (Wingfield, 2013; McCord, 2014; Nisen, 2015a; Meinert, 2015). This change is expected as the way employees work now is different than how it was decades ago.
 
INTRODUCTION
According to CEB, in a year, an average manager is estimated to spend more than 200 hours on activities related to performance appraisals. With these hours of effort combined with the cost of the performance-management technology itself, an organisation with around 10,000 employees is expected to spend roughly US$35 million per year to conduct appraisals (Rock, Jones and Davis, 2014; Cunningham, 2015; Wilkie, 2015). It is a lot of time and money invested in a system that is said to deliver little results. This report, prepared for the upper management team, outlines the reasons why there is a need to change from the current traditional performance management in the organisation to a more up-to-date approach to avoid resource-wastage. Recommendations will then be given on how the transition can be successfully achieved with reference to change management techniques.
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[bookmark: _Toc29588927]2. Main Body
[bookmark: _Toc29588928]2.1 What is Performance Appraisal?
Before addressing the problems with the traditional performance appraisal system, it would be best to first understand what it is and why companies are practising it. The first industrial use of a performance appraisal can be traced back to the ‘80s in Robert Owen’s New Lanark Textile Mills where levels of employee performance were indicated by coloured blocks placed on workers’ desks to show how well they performed (Grint, 1993, pp.61-77; Bayon, 2013; Cappelli and Conyon, 2017, pp.88-116). Over the years, performance appraisal gradually became an annual practice used in managing employee performance across different companies and the idea is still taught in business schools after all these years, regardless of how much has changed in the business environment.

According to Armstrong (2000, pp. 10-12) and Griffin and Ebert (2004, p. 216), performance appraisal, also known as performance review is defined as the formal evaluation and rating of employees customarily done by managers to determine how well an employee has performed. Though the term is often used synonymously with performance management, it is crucial to note that they differ. Traditionally, performance appraisal is referred to as performance management itself but now, it is commonly referred to as a part of the performance management process (Bersin, 2009; Chrisos, 2019). The most common practice in conventional performance management is to have one formal review annually (Tavis and Cappelli, 2016; Armstrong, 2018, pp.70-77). Many descriptions can be found on what generally happens in a typical performance appraisal by different authors but when examined closely, most descriptions seem to have the common elements listed as shown in figure 2.1 below.
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Krishnan, Ahmad and Haron (2018) define performance appraisal as a developmental platform to address individuals’ strengths and weaknesses. It intends to ensure employees’ performance is on par with business goals through assigning objectives at the beginning of the year (Juneja, n.d; Agunis, 2009; CIPD, 2019). Doing so gives employees a sense of responsibility and gives them a direction as to where they should be heading. Achievements are rewarded and downfalls are taken note of to improved on during the annual meeting so better performance can be expected in the future (Fajana, 1997; Atiomo, 2000). Organisations also use performance appraisal for various administrative purposes like validating promotion, demotion and layoff issues, and determining pay (Iqbal, 2012, pp. 41-63; CIPD, 2019). This is why organisations are still practising performance management (Hearn, 2018; Reh, 2019).

However, as time goes by many scholars are doubting the effectiveness of annual performance appraisals and recommend a need for evolution (Meinert, 2015; Ewenstein, Hancock and Komm, 2016; Kostopoulos, 2018). It makes little sense for employees to be managed the same way when the working environment is constantly changing. A small survey was done by CIPD in 2015 looking at HR and senior business leaders’ views on the effectiveness of annual appraisals. It is identified that 55% of HR leaders and 73% of senior business leaders who conducts annual appraisal in their company claim the annual process as ineffective (CIPD, 2016). In 2016, Accenture, joining Adobe, Microsoft, and Deloitte disbanded rankings and the once-a-year evaluation process as it did not drive better performance among employees (Nisen, 2015a; Cunningham, 2015). In 2019, Gartner Performance Management Benchmarking Survey showed that 81% of HR leaders are making changes to performance management (Wiles, 2019). It can be observed that change is definitely happening.

[bookmark: _Toc29588929]2.2 Problems with Traditional Performance Appraisal 
The organisation practices a traditional approach to performance management whereby an appraisal is done annually. It measures six different performance criteria and gives an overall performance rating. All of these are rated using a five-level rating scale from 1 being ‘well below standards’ to 5 being ‘well above standards’. Some problems with this conventional approach can be identified, which are:

· Infrequent Feedback
The emphasis on a once-a-year appraisal process tends to focus all feedback to one point, discouraging frequent conversations and updates that truly promote improvements (Nisen, 2015b). It gives little time for managers to really analyse employee performance when everything that happened in the last 12 months is cramped into one meeting, leading to information gaps (Lavoie, 2016). Recent events may overshadow earlier shortcomings or achievements. Feedback given will also matter less to employees as it is not given in a timely manner, making it hard to correct performance issues or to encourage good performance (Sullivan, 2011). In the traditional performance management, goals are usually set at the beginning of the year with little consideration as to the possible obstacles that may arise due to changing circumstances. It reduces the probability for goals set to be achieved by the end of the year which affect employees’ ratings, further demotivating them in the future (Baker, 2019). 

· Backwards Looking
As mentioned earlier, how employees did in the past year is usually discussed and rated during the appraisal meeting.  In a survey done by TINYpulse, 12% of managers and 10% of employees questioned said work issues were discussed too late and those discussions provide little value (Wang, 2016). What happened in the past cannot be changed but the future can be fixed through sending employees for training and development. It is a waste of time as the time spent on justifying employee performance rating could have been utilised to enhance future results through determining skills and competencies to be developed (Meinert, 2015; Ewenstein, Hancock and Komm, 2016; Heathfield, 2019a). 

· Ratings are Too Generic
To avoid confrontations, some managers prefer giving ‘above average’ ratings or give everyone the same ratings. Some managers even provide feedback that is vague and generic in order to not offend anyone, making it impossible for employees to learn from their mistakes and takes away the opportunity for employees to enhance their career paths (Nandish, 2015). The five-level rating scale that the organisation practices do not point out employees’ strengths and weaknesses well enough. Performance is more than just between ‘well below standards’ to ‘well above standards’ (Adler et al., 2016). Significant incidents, clear examples of positive and negative behaviours have to be addressed to employees to make the most out of the whole performance management process.
· Raters Bias
In the organisation, managers are to rate employees based on 6 skills from meeting deadlines/commitments to product/technical knowledge. While one can easily measure if employees have met the deadline set, employees’ product/technical knowledge is a subjective matter and is hard to measure as one can never have all the knowledge in the world. Managers may rate this aspect based on his/her own product/technical knowledge and compare employees with the perceived rating of themselves. This is identified as the idiosyncratic rater effect (Buckingham, 2015). Data produced when assessing someone’s skills will also be inconsistent depending on who rates it (Goodall and Buckingham, 2015a). What one person sees as a good grasp in product/technical knowledge may be different than others (London, 2001).

· Forced Ranking
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[bookmark: _Toc29587698][bookmark: _Toc29587719][bookmark: _Toc29587890]Figure 2. 2: Typical Bell Curve Distribution for Forced Ranking (Haak, 2018).

Forced ranking is the distribution of employees on a curve (see above) based on their ratings given by managers to differentiate between top and low performers (Bersin, 2014). Employees are labelled and ranked against each other, then told where they stand with promotions and bonuses on the line (Rock, Jones and Davis, 2014). In order for someone to be moved to a higher category, someone else must be moved out and this adds to increased stress and creates a toxic workplace (Colvin, 2015). It is also not a good performance measurement as employees can be forced down to the low performing category even though they are doing fairly well just to fit into the bell curve. In 2013, Microsoft killed its forced ranking after decades of use when they realise that it increases employee turnover rate (Brustein, 2013). It inadequately rewards high performers, neglects to motivate average workers, and stresses low performers (Deloitte, 2014). It is helpful if organisations are planning to restructure but shows negative effects if done annually. 

[bookmark: _Toc29588930]2.3 The Modern Approach to Performance Management
To combat the problems associated with traditional performance appraisal and to increase employee engagement and motivation, the organisation can acquire the methods below:

· More Check-ins
With consistent check-ins be it quarterly, monthly or weekly, thoughts can be exchanged right there and then between managers and employees (Wilkie, 2015; Watts and Kane, 2016). Challenges surfaced can be informed to managers immediately rather than waiting until the annual performance appraisal meeting, making it too late to fix any problems that occurred. Also, frequent feedback provides employees with personal development coaching.  It helps improve employees ability to perform and allows them to focus on their goals, while at the same time let managers communicate their expectations for employees outcomes clearer (Heathfield, 2019a). Doing this also takes away the anxiety and stress one gets from review meetings being too formal and awkward (Allan, 2018).

Instead of spending time on the administrative side of performance appraisal like filling review forms, more time can be spent on higher-value activities like ongoing informal feedback, which promotes communication that tightens workplace relationships (Wilkie, 2015). High-profile organisations like Accenture, Netflix, Adobe, GE and Microsoft are already leaning towards a much more regular coaching-type conversations (Duggan, 2017a). In kCura, monthly performance coaching is encouraged and internal data shows frequent coaching increases both employee satisfaction and engagement (Duggan, 2017b). Engagement is defined as when someone feels involved, enthusiastic, and empowered and expresses these feelings when working (Mone and London, 2018, p. 4). A research done by Engage for Success has found that with regular check-ins, it increases employee engagement and this contributes positively to organisations as shown in table 2.1 below.
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Table 2.1: Differences in the conduct of performance appraisal by line-managers in
highly and lowly engaged departments (Boot et. al, 2014).
· Make Use of Other Platforms for Feedback
When talking about giving feedback, it is commonly assumed that the parties involved will have to be at a set time and place. However, as technology advances, that will not be necessary as other platforms like email, intranet and instant text messaging can be utilised. In Marriott and GE, apps are used to give real-time performance feedback on how employees are performing (Nisen, 2015b; Emily, 2019). This encourages employee engagement since people are so used to getting an instant response in their daily lives thanks to mobile devices making communication so easily accessible (Muther, 2016; Ernst & Young, 2018). Having instant feedback also puts people in a position to correct themselves on the spot.

· Practice Forward-Looking Performance Discussions
Gartner research found that the focus on making performance appraisals forward-looking increases employee performance by 13% (Baker, 2019). It allows managers and employees to look ahead and think of solutions rather than focusing on past failings. There might be a possibility that employees are not performing well because the work assigned to them is not of their interest or within their capabilities.  Two-way communication has to be practised during performance reviews so employees’ wants and needs can be paid attention to, not just concentrating on what the managers expect from employees. Employees should be able to collaborate with management on goal-setting so that skills needed to bring out their work potential can be developed (Lavoie, 2016). Motivation can be associated with having good challenging goals that employees will work hard to aim for, combining with frequent check-ins to remind and recognise employees of their purpose and contribution (CIPD, 2017). Besides, it also gives employees a clear expectation of what managers want.

· Rate What Matters
By measuring what the organisation is measuring now for example how well employees did in determination or adaptability only determines what managers think of that individual. It provides little information as to how managers can work on developing employees capabilities (Goodall and Buckingham, 2015b). Ratings are important even though it risks managers being biased. In a CEB survey did with 9,000 participants across 18 countries, it is found that without ratings, employees performance dropped by 8%. It also gives a harder time for managers to justify promotions and pay rise, resulting in employees thinking that managers are unfair (McGregor, 2016). The same happened in Gartner’s survey, performance dropped when ratings are taken away (Wiles, 2019). Therefore, some sort of ratings is needed. 

Instead of asking managers to rate employees’ skills, future actions to be taken with employees is asked to team leaders in Deloitte (Goodall and Buckingham, 2015b). Here, only four statements about team members are inquired - (1) overall performance and (2) ability to work with others are rated, then (3) performance problems and (4) employee work potential are identified through firstly answering a “yes or no” question regarding their career paths (McGregor, 2015). Doing this simplifies the rating process and allows both parties to come up with and attain valuable solutions and information useful for future improvements.
MAIN BODY

[bookmark: _Toc29588931]3. Conclusion
The business environment has changed rapidly since the first application of annual performance appraisal. What used to work in managing performance does not work anymore because of the changing nature of work. Employees now are said to be learning workers as opposed to blue-collar workers and in order for them to contribute better performance, work engagement is important. The traditional performance appraisal has been critiqued and criticised for being ineffective in doing so.

The conventional annual appraisal approach gives feedback too infrequently. It is backwards-looking and work issues brought up are too late to be discussed. To avoid conflicts, ratings given by managers to employees are too generic to promote improvements. Data collected from ratings can be inconsistent and subjective as it is prone to raters’ bias. The forced rankings that come with ratings increase stress and turnover rates.

A more modern performance management approach is suggested to increase employee engagement. Suggestions include more frequent check-ins that provide developmental coaching. With the rise of technology, apps can be used to provide real-time feedback. Forward-looking performance discussions are encouraged and ratings should be able to give results that can be used to develop employees.

[bookmark: _Toc29588932]3.1 Recommendation
When the modern method to performance management is introduced to the organisation, a change is happening and Kubler Ross states that people will experience these stages before they settle down (Connelly, 2018) as shown in the figure below.
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Figure 3. 1: Kubler-Ross change curve (Lee, 2017)

For the change to a new performance system to work, people have to be informed that a change is coming so they can be prepared for it to reduce the initial shock. Explain why the need to change to a new system is necessary and the benefits that come with it to decrease the denial for change to happen (Heathfield, 2019b). Take the time to ask employees what they think through a survey to include them in the change process. Answers should be given regarding the change if any questions were to arise. During the change, some people may be frustrated and even depressed. To avoid this from happening, changes should happen slowly (Aguirre, 2014). Rather than forcing managers to provide more feedback immediately, implement it gradually from annual to semi-annual to monthly basis. Once managers and employees are used to it, they can adopt the change quicker. Demonstrating progress made can also motivate the change so results can be seen. Once managers and employees sees that their effort in change has delivered positively, they will be more willing and adapt to the change (Sologar, Smith and Ewenstein, 2015).
CONCLUSION
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